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COMPANY INFORMATION

Golfsmith International Holdings, Inc., the parent company of Golfsmith International, Inc., is a holding company that has no material assets

other than all of the capital stock of Golfsmith International, Inc. In this Annual Report on Form 10-K, unless the context indicates otherwise,

the term Golfsmith  refers to Golfsmith International, Inc. and its subsidiaries. The term Holdings  refers to Golfsmith International Holdings, Inc.
and its subsidiaries. The terms we, us and our refer to disclosures that relate to both Golfsmith and Holdings. Our principal executive office is
located at 11000 N. IH-35, Austin, Texas 78753-3195, and our telephone number is (512) 837-8810. Our Internet site address is

www.golfsmith.com.

CAUTIONARY NOTICE REGARDING FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements that are based on our beliefs, assumptions, and expectations of future
events, taking into account the information currently available to us. All statements other than statements of current or historical fact contained
in this report are forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. The words believe,
may, should, anticipate, estimate, expect, intend, potential, project, plan, and similar statements are intended to identify forward-
statements. Forward-looking statements involve risks and uncertainties that may cause our actual results, performance, or financial condition to
differ materially from the expectations of future results, performance, or financial condition we express or imply in any forward-looking
statements. These risks and uncertainties include:

. the state of the economy;

. the level of discretionary consumer spending;

. changes in consumer preferences and demographic trends;

. the number of golf participants and spectators, and general demand for golf;
. our ability to successfully execute our multi-channel strategy;

. expansion into new markets;
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. the intense competition in the sporting goods industry and actions by our competitors;

. the cost of our products;

. adverse or unseasonal weather conditions;

. inadequate protection of our intellectual property;

. our ability to protect our proprietary brands and reputation;

. credit and equity markets, availability of credit and other financing, and financial markets in general;

. the timing, amount and composition of future capital expenditures;

. the timing and number of new store openings and our expectations as to the costs associated with new store openings;
. the timing and completion of the remodeling of our existing stores; and

. other factors that we may not have currently identified or quantified.

Given the risks and uncertainties surrounding forward-looking statements, you should not place undue reliance on these statements. Many of
these factors are beyond our ability to control or predict. Our forward-looking statements speak only as of the date of this report. Other than as
required by law, we undertake no obligation to update or revise forward-looking statements, whether as a result of new information, future
events, or otherwise.
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PART I

Item 1. Business

Overview

We are one of the nation s largest specialty retailers of golf and tennis equipment, apparel, footwear and accessories. Since our founding in 1967,
we have established Golfsmith as a leading national brand in the golf and tennis retail industry. We operate as an integrated multi-channel
retailer, providing our customers the convenience of shopping in our retail stores across the nation, through our Internet site,

www.golfsmith.com, and from our catalogs. Our stores have knowledgeable employees and feature an activity-based shopping environment
where our customers can test the performance of golf clubs in our in-store hitting areas. We offer an extensive product selection that features
premier national brands, pre-owned clubs and our proprietary-branded products. We offer a number of customer services and customer care
initiatives, including our club trade-in program, 90-day playability guarantee, 115% low-price guarantee, our proprietary credit card, in-store

golf lessons, and SmartFit , our custom club-fitting program. Our distribution and fulfillment center and management information systems
support and integrate our distribution channels and provide a scalable platform to support future expansion.

We began in 1967 as a clubmaking company, offering custom-made clubs, clubmaking components and club repair services. In 1972 we opened
our first retail store and, in 1975 we mailed our first general golf products catalog. Over the next 35 years we expanded our product offerings,
opened more retail stores and grew our direct-to-consumer business by adding to our catalog product lines and expanding our direct-to-consumer
network. In 1997 we launched our Internet site to further expand our direct-to-consumer business.

Store Operations

At January 2, 2010, we operated 74 stores in 19 states and 30 markets. Additional information regarding the locations of our stores is set forth in
Item 2. Properties.

We design our stores in a way that we believe will provide an exciting, activity-based shopping environment that resonates with the golf and
tennis enthusiast and highlights our extensive product offerings. Our stores range in size from approximately 8,000 to 59,000 square feet, the
average size being 20,000 square feet. Generally, 90% of store space is dedicated to selling while 10% is used for office and non-retail functions.
Our store concept can vary in size and format to fit each market depending on local market demographics, competition, real estate prices and
availability.

Each store offers premier-branded clubs, balls, apparel and accessories, as well as our proprietary-branded products including Clubmaker®,
Golfsmith®, Killer Bee®, J.G.Hickory , Lynx®, Profinity , Snake Eyes®, TourTrek , XPC®, Zevo®, Maggie Lane , ZTech® and others. Certain
of our stores also offer club components, clubmaking tools, supplies and on-site clubmaking, custom club-fitting and club repair services, as well

as tennis equipment, tennis racquet maintenance and repair services. Our stores incorporate technology, lessons and club demos in a range-like
setting. The majority of our stores contain in-store kiosks that allow our customers to have access to over 50,000 stock keeping units, or SKUs,



Edgar Filing: GOLFSMITH INTERNATIONAL HOLDINGS INC - Form 10-K

where they are able to special-order the requested item through us from one of our vendors, from our distribution and fulfillment center in
Austin, Texas or from a different store location for delivery to a particular store or other destination as chosen by the customer. The majority of
our stores offer hitting areas, putting greens and ball-launch monitor technology. In addition, our larger stores provide a more expansive array of
activity-based offerings including partial-flight indoor driving ranges and a larger assortment of demo clubs. In 2009 we launched a new
activity-based superstore format called Golfsmith Xtreme , which ranges from 36,000 to 40,000 square feet and features larger hitting bays than
our other stores, custom fitting studios, as well as golf instruction with biofeedback from Professional Golf Association, or PGA, -certified
professionals. Golfsmith Xtreme stores provide golfers and tennis players of all skill levels with an interactive environment to try out a variety
of brand offerings. We currently have four Golfsmith Xtreme stores across the United States and plan to expand this format into selected
existing and new markets.

We have entered into an agreement with Golf TEC Learning Centers to provide precision club-fitting and PGA-certified golf instruction to our
customers. We had GolfTEC Learning Centers in 53 of our stores at January 2, 2010.

We intend to expand our store base selectively in existing and new markets in locations that fit our selection criteria, which include:

. demographic characteristics, such as above-average annual household income and a high number of golfers who play 25 or more
rounds per year, whom we refer to as avid golfers;

. presence and strength of competition;

. visibility and access from highways or other major roadways;

. the level of our penetration in a given market, either through our existing retail stores or our direct-to-consumer channel;
. proximity to a large metropolitan area; and

. the ability to obtain favorable lease terms.
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After we identify a potential site, we analyze demographic and competitive data to project store revenues and develop profitability forecasts.

Our retail stores accounted for 82.5% and 79.6% of our total net revenues in fiscal years ended January 2, 2010, or fiscal 2009, and January 3,
2009, or fiscal 2008, respectively.

Direct-to-Consumer

Our direct-to-consumer sales channel consists of our Internet and catalog businesses. Through our direct-to-consumer distribution channel, we
offer our customers an extensive line of golf and tennis products, including equipment, apparel and accessories, as well as clubmaking
components and tools. Our direct-to-consumer channel accounted for 15.3% and 18.3% of our net revenues in fiscal years 2009 and 2008,
respectively. We believe that the decline in our clubmaking business has adversely affected our direct-to-consumer sales channel, particularly
due to the increase of brand name closeouts from the top manufacturers resulting from shorter product life cycles, the rise of the now more
accessible pre-owned club market and declining interest by consumers in building their own clubs. Furthermore, due to our increasing retail
base across the country, a growing portion of our direct consumers are choosing to transact in our stores rather than through our
direct-to-consumer channel.

Internet

We offer over 50,000 golf and tennis products through our Internet site, www. golfsmith.com. Through our Internet site, we seek to extend to the
direct-to-consumer channel the innovative products offered in our retail stores. We have further enhanced the customer shopping experience by
featuring, among other offerings, in-store pickup, advanced search functionality, product reviews, online SmartFit system, store and item locater,
live chat and single click checkout.

Over the past year the direct-to-customer channel has been strengthened by investments and improvements made in our e-commerce website.
During 2009 we launched a redesigned website, which provides a faster, more efficient shopping experience for our customers. We also added
over 150 product videos on our website that provide a virtual demonstration of our products.

We believe our Internet site complements our retail stores and catalogs by building customer awareness of our brand and acting as an effective
marketing vehicle for our products and services, including through new product introductions, special product promotions and our online
offerings of proprietary-branded products. We believe that our Internet site also drives traffic to our stores, as one of the most-used features on
the Internet site is the store locator functionality.

Catalogs
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We have a 40-year history as a catalog retailer and believe that we are one of the industry s leading golf specialty catalog retailers. Our principal
catalog publications are the Golfsmith Consumer Catalog, targeting the avid golfer, and the Golfsmith Clubmaking Catalog, a specialty catalog
for people who build their own clubs. Our catalog titles are designed and produced by our in-house staff of art directors, writers and

photographers. The production and distribution schedule of our consumer catalogs permits us to introduce new products and make price

adjustments as necessary. We continue to build and execute on our strategy of developing more targeted catalog vehicles promoting our

specialty and lifestyle brands. To this effect, in fiscal 2008 we launched a marketing campaign targeting women consumers which we built upon

in 2009.

As of January 2, 2010, we maintained an in-house customer database of approximately 2.0 million customers who have purchased from us in the
last four years. We use our database to help us strategically target products and communications to customers.

International

We work with a group of international agents and distributors to offer golf club components, accessories, footwear, apparel and equipment to
clubmakers and golfers in selected regions outside the United States. In the United Kingdom, we sell our proprietary-branded equipment directly
to retailers through a commissioned sales force and directly to consumers through a call center. Throughout most of Europe, parts of Asia and
other parts of the world, we sell our products through a network of agents and distributors through licensing arrangements, and directly to
consumers through our Internet site. Sales through our international distributors and our distribution and fulfillment center near London, England
accounted for 2.2% and 2.1% of our total net revenues in fiscal 2009 and fiscal 2008, respectively.

Products and Merchandising

We offer a broad assortment of golf and tennis products, including our own proprietary brands, through all of our sales channels. We generally
price our products consistently across all channels. We also tailor the merchandise selection in our stores to meet the regional preferences of our
customers. By providing a wide-ranging in-depth assortment of products and services, we attract the full spectrum of customers, from avid to
recreational golfers as well as both tennis enthusiasts and recreational tennis players, with buying interest across all of our price points.

10
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Technological cycles. Substantial technological advancements in golf equipment over the past decade have shortened product replacement
cycles and decreased club retail prices. Significant advances have been achieved in club head, shaft and golf ball construction and club design
and materials. We believe the introduction of new and improved products, together with advertising and promotions by equipment
manufacturers and retailers emphasizing the importance of their equipment to one s game, can encourage golfers to change their equipment more
frequently.

Branded-products. We offer premier-branded golf and tennis equipment, apparel and footwear. We believe that carrying a broad selection of
current premier-branded merchandise is critical to driving sales among our highest-spending and most passionate customers, the avid golfers and
tennis players.

Customer Service

We actively recruit avid golfers and tennis players to serve as sales employees, because we believe that they bring enthusiasm to the shopping
experience and are knowledgeable about the products we sell. We also target individuals with a strong retail background because we believe an
understanding of retail sales is helpful to marketing and selling our products. We provide extensive product training to our employees so that
they can provide our customers with informed assistance, and we test our employees knowledge periodically.

A component of the compensation for our sales force is sales commissions, which we believe motivates our employees to learn more about our
product and service offerings and to demonstrate and explain to our customers the features and benefits of our products and services. We believe
our compensation package allows us to recruit and retain a sales force that leads to a quality customer experience.

Marketing and Advertising

Our marketing and advertising programs are designed to promote our extensive selection of premier national brands and proprietary brands at
competitive prices. Through our integrated marketing and advertising, we emphasize our multi-channel business model by utilizing our in-store,
catalog and Internet capabilities to promote our brand and advertise our innovative products, services and events.

We employ a combination of print, television, radio, direct mail, e-mail, search engine marketing, online advertising and outdoor media, as well
as in-store events, to drive awareness of our brand. On the local level, we optimize the media mix in each geographic market we serve. The
clustering of stores in particular markets allows local advertising techniques to be more cost-effective. Additionally, we have instituted local
marketing efforts in selected markets in an effort to increase communication and connections with customers and surrounding business
communities that we believe will drive more business through increased brand awareness.

We typically increase our marketing activities prior to key shopping periods, such as Father s Day and the December holiday season, and in
connection with specific sales and promotions throughout the year. For example, we hold various theme- or activity-based promotions that are
intended to drive additional traffic into our stores, including demonstration days, appearances by PGA Tour professional golfers, tour vans and

11
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events focusing primarily on the female customer. To reinforce our multi-marketing model, we coordinate these events across both our retail
store and direct-to-consumer operations.

We also have an annual co-operative advertising program in which many of our vendors participate. This program provides vendors with
differentiated co-operative advertising opportunities due to our multi-channel business model and activity-based store environment.

Information Systems Management

Our core networking infrastructure, which serves as the backbone of our application landscape, is designed to offer redundancy and is built upon
the Cisco campus model. In addition, our communication lines, which are critical to our e-commerce business, are multi-vendor sourced and
managed in redundant configurations.

We manage our information systems through our Oracle Enterprise Resource Planning, or ERP, environment, an enterprise-wide information
system designed to coordinate all the resources, information, and activities needed to complete business processes. To enhance scalability,
reliability and flexibility, we develop and maintain our customer-facing applications in-house, integrating them into our Oracle ERP
environment. Our customer-facing applications allow us to analyze data regarding our customers in a meaningful way, which allows us to better
market to and meet the needs of our target customers.

Our production environments are hosted out of our corporate headquarters where our dedicated teams of systems administrators and applications
developers in our operations center monitor networks, applications, user traffic and retail store point-of-sale activity. Our systems are integrated
with vendor partners through Electronic Data Interchange, or EDI, to send purchase orders and to receive invoices helping us to achieve
operating efficiencies.

Our in-store, point-of-sale system tracks all sales by category, style and item and allows us to compare current performance with historical and
planned performance. The information gathered by this system also supports automatic replenishment of

12
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inventory and is integrated into product buying decisions. The system has an intuitive, user-friendly interface that minimizes new user training
requirements, allowing our employees to focus on serving our customers.

Purchasing and Inventory Management

We have developed relationships with many of the major golf and tennis equipment vendors, giving us a diverse network of suppliers.
Centralized merchandising management teams negotiate with vendors in an attempt to obtain the lowest net merchandise costs and improve
control over product mix and inventory levels. We believe that our buying power and ability to make centralized purchases enable us to acquire
products on favorable terms. In each of fiscal 2009 and fiscal 2008, three of our suppliers, TaylorMade-adidas, Callaway Golf and
Titleist-Acushnet Co. each individually supplied at least 10% of our total purchases. We source substantially all of our proprietary products from
contract manufacturers in Asia who manufacture our equipment according to our specifications. We do not currently have any long-term supply
contracts with our vendors, and all of our orders are made on a purchase-order basis.

Our primary inventory management objectives are (1) optimizing the efficiency and timeliness of the flow of products to our stores and the
availability of product through our direct-to-consumer channel, (2) maintaining appropriate in-stock levels related to top selling product
categories, and (3) optimizing our overall investment in inventory across business channels. We manage our inventory in several ways,
including: daily tracking of inventory positions utilizing our perpetual inventory and automated replenishment systems and reviewing item-level
sales information to track the performance and sell-through of seasonal and promotional items. The data that we obtain from our point-of-sale
system is an integral component in the inventory management process. In addition, inventories are verified through periodic physical and cycle
counts conducted throughout the year on a rotating schedule.

In fiscal 2010, we intend to focus on increasing our merchandise gross margins through inventory assortment optimization and SKU reductions.

Distribution and Fulfillment

We have developed a hybrid distribution system that combines our central warehouse and distribution infrastructure with the direct-ship
expertise of our vendors. This hybrid distribution model increases our flexibility to allocate inventory to stores on an as-needed basis, improving
our in-stock positions. We operate a 240,000 square-foot distribution and fulfillment center in Austin, Texas, which handles selected store
inventory replenishment and substantially all direct-to-consumer order fulfillment requirements.

Competition

The golf industry is highly fragmented and competitive. We compete in the off-course specialty and other retail space as well as with other
online and catalog retailers. The off-course specialty retail space is characterized by sales of golf equipment and apparel, favorable pricing and
knowledgeable staff. The online and catalog retail space is characterized by competitive pricing, shopping convenience and a wide product
selection. Recently, new and expanding channels of distribution, including increased selling by non-traditional golf and tennis retailers as well
as increased direct-to-consumer modes of distribution have led to more competitive pricing.

13
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Off-course specialty retailers. Due to the fragmented nature of the golf industry, off-course specialty retailers vary significantly in size, strategy
and geographic location. Some focus on specific areas of the country, and some have focused more heavily on a single channel, being slow to
develop into other channels of commerce or develop multi-channel expertise. Our primary competitors in this category are Edwin Watts, Golf
Galaxy, PGA Tour Superstore and World Wide Golf. In certain markets we compete with one or all of these competitors.

Internet or catalog specific retailers of golf equipment. Online and catalog retailers of golf equipment sell a wide selection of merchandise
through the use of catalogs or the Internet. The products are competitively priced and the direct channel offers a certain convenience to
consumers. However, catalog- and Internet-only retailers are not able to offer hands-on product testing and fitting. These retailers typically have
a limited channel focus that limits their ability for cross-channel marketing and selling as well as for cross-channel brand promotion. Our
primary competitors who specialize in the catalog- and Internet-only categories are GolfDiscount.com and The Golf Warehouse.

Franchise and independent golf retailers. Franchise and independent golf retailers tend to be comprised of smaller stores with 2,000 to 5,000
square feet. Due in part to their more limited space, we believe these stores generally offer a more limited selection of golf equipment,
accessories and apparel than offered by larger stores. Many of these franchise and independent golf retailers promote sales of their private-label
or lesser-known brands. Our main competitors in this category are Golf USA, Nevada Bob s and Pro Golf Discount.

On-course pro shops. On-course pro shops are located on-site at golf courses or on-site at other golf facilities such as driving ranges. These
retailers have significantly smaller stores. While these shops generally have PGA professionals on staff, they generally offer a narrower selection
of golf clubs and equipment, choosing to devote more of their limited space to
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showcasing apparel. These shops also generally do not offer advanced demonstrations, diagnostic, or testing equipment such as ball launch
monitors.

Conventional sporting goods retailers. Conventional sporting goods retailers are generally large format 20,000 to 100,000 square-foot stores that
offer a wide range of sporting goods merchandise covering a variety of categories, including merchandise related to most sports. These stores
apply a single-store format to numerous specialty areas. Prices at these stores are generally competitive, but we believe that the limited space
they devote to golf and tennis products restricts the breadth of their golf and tennis offerings. These retailers often do not have access to some
premier national brands, and access to the assortment of lines of some brands that they do carry may be limited. Most do not have PGA-certified
professionals, advanced demonstration and trial facilities or club repair services. Our largest competitors in this category are Dick s Sporting
Goods and The Sports Authority.

Mass merchants and warehouse clubs. These stores typically range in size from 50,000 to 200,000 square feet and above. These merchants and
warehouse clubs offer a wide-range of products, but golf merchandise tends to represent a very small portion of their retail square footage and
their total sales. We believe that their limited product selection and limited access to premier national brands may not appeal to many golf
enthusiasts. We believe that these stores also do not focus on services that address the needs of golfers specifically. Examples of such stores are
Costco, Target and Wal-Mart.

Facilities

We own a 41-acre Austin, Texas campus, which is home to our corporate headquarters, including general offices, distribution and fulfillment
center, contact center and a clubmaker training facility. The Austin campus also includes a 30,000 square foot retail store, an equipment testing
area and a driving range. All of our other premises are held under long-term leases with differing provisions and expiration dates.

Additional information regarding our facilities is set forth in Item 2, Properties of this Annual Report on Form 10-K.

Proprietary Rights and Intellectual Property

We are the exclusive licensee in many countries for the marks MacGregor®, DX®, EYE-O-MATIC®, MACTEC®, MT®, RESPONSE®,
TOURNEY®, and VIP® for golf equipment. We also own a license to use the mark HANK HANEY® for golf training equipment.

On May 20, 2009, we entered into a license agreement with MacGregor Golf Company, or MacGregor. Per the terms of the license agreement,
we obtained an exclusive perpetual license in and to certain MacGregor® trademarks throughout the United States, Canada, Europe, Africa and
Australia for a total of $1.75 million payable in eight quarterly installments beginning in May 2010. Ownership of these trademarks will transfer
to us three years from the effective date of the license agreement, at which time we will also obtain a 50% ownership interest in MacGregor
Corp., a non-operating holding entity that licenses certain trademarks to MacGregor.
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Our proprietary-brand trademarks and service marks include Clubmaker®, Golfsmith®, Killer Bee®, J.G.Hickory , Lynx®, Profinity , Snake
Eyes®, TourTrek , XPC®, Zevo®, Maggie Lane , and ZTech®. We develop and promote proprietary merchandise in the majority of our
golf-related product categories, including clubs, club components, apparel, golf bags and covers, pull and push carts, shoes, furnishings,
accessories, training aids and gifts.

We believe that our trademarks and service marks have important value and are integral to building our name recognition.

Employees

We typically staff our stores with a general manager, one to four assistant managers, depending on the size of the store, and, on average, 15 to 20
full-time and part-time sales employees, depending on store volume and time of year. At January 2, 2010, we employed a total of 760 full-time
and 839 part-time personnel, including 484 full-time and 802 part-time personnel at our retail stores. We generally supplement our workforce
with seasonal full-time and part-time workers at peak times during our second and fourth quarters of each fiscal year. None of our work force is
unionized.

Internet Site Access

Our Internet site address is www. golfsmith.com. We make available free of charge on or through our Internet site our annual reports on

Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, or the Exchange Act. These documents are made available as soon
as reasonably practicable after they are filed with the Securities and Exchange Commission, or the SEC.
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Item 1A. Risk Factors

As a smaller reporting company, we are not required to provide the information otherwise required by this Item.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

We own a 41-acre Austin, Texas campus, which is home to our corporate headquarters, distribution and fulfillment center, contact center and a
clubmaker training facility. The Austin campus also includes a 30,000 square foot retail store, an equipment testing area and a driving range. We
have granted a lien upon the Austin campus to secure our obligations to the lenders under our credit facility, as described below in Item 7.
Management s Discussion and Analysis of Financial Condition and Results of Operations Liquidity and Capital Resources.

With the exception of the retail store at our Austin campus, we lease all of our retail stores. We lease a total of approximately 1.5 million square
feet of aggregate retail space in various locations. All leased premises are held under long-term leases with differing provisions and expiration
dates through February 2020. Our lease rents are generally fixed amounts with scheduled rent increases over the lease term. We also have five
leases that include percentage rent requirements based on net revenues, as defined in the respective lease agreements. Most leases contain
provisions permitting us to renew for one or more specified terms.

Information regarding our owned properties and non-store leased facilities at January 2, 2010 is as follows.

Lease
Size Owned / Termination

Location (sq. ft.) Facility Type Leased Date
Austin, Texas 60,000 Office, Corporate Headquarters Owned n/a
Austin, Texas 240,000 Distribution and Fulfillment Center Owned n/a
Austin, Texas 17 Acres Driving Range and Training Facility Owned n/a
Toronto, Canada 3,906 Direct-to-Consumer Order Fulfillment Facility Leased 3/31/11
St. Ives, Cambridgeshire, England 15,900 Office, Warehouse and Shipping Facility Leased 6/23/10

The following table shows the number of our stores by state at January 2, 2010:

17



Edgar Filing: GOLFSMITH INTERNATIONAL HOLDINGS INC - Form 10-K

Number of
Location Stores

Alabama
Arizona
California
Colorado
Connecticut
Florida
Georgia
[llinois
Indiana
Michigan
Minnesota
New Jersey
New York
North Carolina
Ohio

Oregon
Pennsylvania
Tennessee
Texas

—_

N — = NN =N WW= WD~ WU kA=

N =
N

18



Edgar Filing: GOLFSMITH INTERNATIONAL HOLDINGS INC - Form 10-K

Table of Contents

Item 3. Legal Proceedings

On October 23, 2009, David O Flynn, on behalf of himself and all others similarly situated, filed a class action lawsuit in the California Superior
Court in Orange County against us asserting denial of meal and rest breaks, failure to timely pay final wages or commissions and failure to
provide itemized employee wage statements in violation of the California Labor Code. We plan to vigorously defend all allegations and believe
the claims are without merit. It is not possible to estimate the amount of loss, or range of possible loss, if any, that might result from an adverse
resolution of this matter.

We are involved in various other legal proceedings arising in the ordinary course of conducting business. We believe that the ultimate outcome
of such matters, in the aggregate, will not have a material adverse impact on our financial position, liquidity or results of operations. We believe
the amounts provided in our audited consolidated financial statements are adequate in consideration of the probable and estimable liabilities.

Item 4. Submission of Matters to a Vote of Security Holders

None.

PART II

Item 5. Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

Our common stock trades on the NASDAQ Stock Market,or NASDAQ under the ticker symbol GOLF. The following table sets forth for the
periods indicated the high and low closing sale prices of our common stock as reported by NASDAQ.

Stock Price
FY 2009 FY 2008
High Low High Low
First Quarter $ 1.17 $ 0.70 $ 4.60 $ 2.23
Second Quarter 1.65 0.95 3.11 1.65
Third Quarter 3.00 1.44 3.96 2.12
Fourth Quarter 2.70 1.85 2.97 0.59

At January 2, 2010, there were approximately 54 stockholders of record of our common stock. A stockholder of record is the individual or entity
that an issuer carries in its records as the registered holder and is not necessarily reflective of beneficial ownership of the shares. We currently do
not pay dividends on our capital stock and do not plan to pay any dividends in the forseeable future.
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Item 6. Selected Consolidated Financial Data

As a smaller reporting company, we are not required to provide the information otherwise required by this Item.

Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

The following management s discussion and analysis contains forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Statements that are not historical facts, including statements about our
beliefs and expectations, are forward-looking statements. Forward-looking statements include statements preceded by, followed by or that
include the words may, could, would, should, believe, expect, anticipate, plan, estimate, target, project,

intend and similar expressions. These statements include, among others, statements regarding our expected business outlook, anticipated
financial and operating results, our business strategy and means to implement the strategy, our objectives, the amount and timing of future store
openings, store retrofits and capital expenditures, the likelihood of our success in expanding our business, financing plans, working capital
needs and sources of liquidity.

Forward-looking statements are not guarantees of performance. These statements are based on management s beliefs and assumptions, which
in turn are based in part on currently available information and in part on management s estimates and projections of future events and
conditions. Important assumptions relating to the forward-looking statements include, among others, assumptions regarding demand for our
products, the introduction of new product offerings, store opening costs, our ability to lease new sites on a timely basis, expected pricing levels,
the timing and cost of planned capital expenditures, competitive conditions and general economic conditions. These assumptions could prove
inaccurate. Forward-looking

10
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statements also involve risks and uncertainties, which could cause actual results that, differ materially from those contained in any
forward-looking statement. Many of these factors are beyond our ability to control or predict.

We believe our forward-looking statements are based on reasonable assumptions; however, undue reliance should not be placed on any
forward-looking statements, which are based on current expectations. Further, forward-looking statements speak only as of the date they are
made, and we undertake no obligation to update publicly any of them in light of new information or future events.

Overview

We are one of the nation s largest specialty retailers of golf and tennis equipment, apparel, footwear and accessories. We operate as an integrated
multi-channel retailer, offering our customers the convenience of shopping in our retail locations across the nation and through our
direct-to-consumer channel, which includes both our website, www. golfsmith.com, and our direct mail catalogs. As of January 2, 2010, we
operated 74 retail stores in 19 states and 30 markets. We were founded in 1967 as a golf clubmaking company offering custom-made clubs,
clubmaking components and club repair services. In 1972 we opened our first retail store, in 1975 we mailed our first general golf products
catalog, and in 1997 we launched our Internet site designed to expand our direct-to-consumer business.

During 2009 we opened two new stores and relocated two existing stores with expiring leases. All four of these new locations are Golfsmith
Xtreme stores. Additionally, we closed one store with an expiring lease. We plan to open four new stores in 2010, of which one will be in a new
market for us. In December 2009, we signed a lease for a property in Overland Park, Kansas for the opening of a retail store in the Spring 2010.
Subsequent to our 2009 fiscal year-end, we signed leases for properties in Brea, California, Milwalkee, Wisconson and Naples, Florida. The

Brea and Milwalkee stores are scheduled to open in Spring 2010, and the Naples store is scheduled to open in Fall 2010. In the future we will
continue to explore strategic opportunities to open additional stores in existing and new geographic markets, as well as evaluate our

effectiveness in existing markets.

As a specialty retailer, we are subject to changes in consumer confidence and economic conditions that impact our customers. The demand for
our products is affected by the financial health of our customers, which may be adversely influenced by macroeconomic issues such as
unemployment, fuel and energy costs, weakness in the housing market and unavailability of consumer credit. During the recent economic
downturn, the demand for our products was adversely impacted as reflected in our results of operations for fiscal years 2009 and 2008. In
response to this, beginning in fiscal 2008 and continuing into fiscal 2009, we have taken significant steps to reduce our cost structure and
introduce increased operational efficiencies. We expect to leverage this reduced cost structure to drive additional profitability.

In addition to future new store openings, a major part of our strategy continues to be enhancing the non-clubmaking and Internet portions of our
direct-to-consumer channel. In addition, we anticipate continuing to develop a number of our existing proprietary brands in the future, as we
continue our efforts to grow our proprietary brand revenue.

Industry Trends
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The golf retail industry is highly fragmented among mass merchants, off-course specialty retailers such as ourselves, Internet merchants,
warehouse-type merchants and on-course pro shops. The off-course specialty golf retail industry has become extremely competitive as general
sporting goods or other golf specialty retailers have expanded their markets. We also face competition as competitors enter the marketplace in
our existing markets. Specifically, the Atlanta, Georgia, Dallas, Texas and Phoenix, Arizona markets have grown increasingly competitive in the
last few years. As a result, certain stores are experiencing decreased sales and margin pressures. In addition, the clubmaking business has been in
decline for the last several years and may continue to decline going forward. We believe this decline is due to the increase of brand-name
closeouts from the top manufacturers resulting from shorter product life cycles, the growth of the pre-owned club market and declining interest
by consumers in building their own clubs.

In addition to general economic conditions, sales of golf products are also affected by the popularity of golf, increases and decreases in the
number of golf participants and the number of rounds played annually in the United States. The popularity of golf is directly related to the
popularity of golf magazines, cable channels and other media dedicated to golf, television coverage of golf tournaments and attendance at golf
events. We depend on the exposure of the products we sell, especially the premier-branded golf merchandise, through advertising and the media,
or attendance at, golf tournaments and events. Any significant reduction in television coverage of, or attendance at, golf tournaments and events
or any significant reduction in the popularity of golf magazines or golf channels, may reduce the visibility of the brands that we sell and could
cause a decrease in our sales of golf products. Also, according to the National Golf Foundation, or NGF, the number of golf participants is
expected to remain flat in 2010. In the Fall 2009 Golf Industry Report, the NGF indicated that existing demand for golf is stable and latent
demand exists. Because of an anticipated slow growth rate in the golf industry, we

11
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expect that any possible growth over time for us, or any competitor that is heavily reliant on the golf industry, will result primarily from market

share gains.

Fiscal Year

Our fiscal year ends on the Saturday closest to December 31 and consists of either 52 weeks or, as was the case of fiscal 2008, 53 weeks. Each
quarter of each fiscal year generally consists of 13 weeks, although the fourth quarter of fiscal 2008 had 14 weeks.

Results of Operations

The following table presents our audited consolidated statements of operations for fiscal years 2009 and 2008 and the related percentage of total

net revenues:

Fiscal Year Ended
January 2, January 3, $
2010 2009 Change
Net revenues (1) $ 338,025,688 100.0% $ 378,772,097 100.0% $ (40,746,409)
Cost of products sold (2) 222,536,657 65.8% 251,134,234 66.3% (28,597,577)
Gross profit 115,489,031 34.2% 127,637,863 33.7% (12,148,832)
Selling, general and administrative 117,183,115 34.7% 124,774,549 32.9% (7,591,434)
Store pre-opening / closing
expenses (3) 426,553 0.1% 254,934 0.1% 171,619
Impairment of long-lived assets (4) 0.0% 284,229 0.1% (284,229)
Total operating expenses 117,609,668 34.8% 125,313,712 33.1% (7,704,044)
Operating income (loss) (2,120,637) -0.6% 2,324,151 0.6% (4,444,788)
Interest expense (1,306,881) -0.4% (2,885,301) -0.8% 1,578,420
Interest income 2,256 0.0% 9,553 0.0% (7,297)
Other income (expense), net 63,497 0.0% 157,376 0.0% (93,879)
Loss before income taxes (3,361,765) -1.0% (394,221) -0.1% (2,967,544)
Income tax expense (182,850) -0.1% (121,390) 0.0% (61,460)
Net loss $ (3,544,615) -1.0% $ (515,611) 0.1% $ (3,029,004)
@))] Revenues consist of merchandise sales, net of expected returns, from our stores and our online business, as well as gift card breakage.
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2) Cost of products sold include inbound freight, vendor discounts and cooperative promotional vendor income that does not pertain to
incremental direct advertising costs. It also includes salary and facility expenses, such as depreciation and amortization, associated with our
distribution and fulfillment center in Austin, Texas.

3) Store pre-opening expenses consist primarily of rent, marketing, payroll and recruiting costs related to the opening of new retail stores
that are incurred prior to a new store opening. Store closing expenses include future net lease obligations, to the extent not covered by future
subrental income, and payroll expenses and other charges associated with a store that has been closed.

“) Attributable to impairment of long-lived assets at one of our existing stores.

The following table presents consolidated net revenues by channel and comparable store sales percentage changes for fiscal year 2009 and 2008:

12
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Fiscal Year Ended
January 2, January 3, $ %o
2010 2009 Change Change
Comparable stores (1) $ 272,676,375 $ 296,103,811 $ (23,427,436) -7.9%
Non-comparable stores 6,341,101 $ 5,297,353 1,043,748 19.7%
Total stores (2) 279,017,476 301,401,164 (22,383,688) -7.4%
Direct-to-consumer 51,574,259 $ 69,503,621 (17,929,362) -25.8%
International distributors and other (3) 7,433,953 $ 7,867,312 (433,359) -5.5%
Net revenues $ 338,025,688 $ 378,772,097 $ (40,746,409) -10.8%
@)) We consider sales by a new store to be comparable commencing in the fourteenth month after the store was opened or acquired. We

consider sales by a relocated store to be comparable if the relocated store is expected to serve a comparable customer base and there is not more
than a 30-day period during which neither the original store nor the relocated store is closed for business. We consider sales by retail stores with
modified layouts to be comparable. We consider sales by stores that are closed to be comparable in the period leading up to closure if they meet
the qualifications of a comparable store and do not meet the qualifications to be classified as discontinued operations.

) Included in total stores net revenues is $16.0 million and $15.0 million in fiscal 2009 and fiscal 2008, respectively, related to sales
transacted online and either picked up or shipped from one of our retail stores.

3) Consists of sales made through our international distributors and our distribution and fulfillment center near London, England and
miscellaneous other revenue items.

Net Revenues. Net revenues decreased 10.8% to $338.0 million for fiscal 2009 as compared to $378.8 million for fiscal 2008. The decrease was
primarily due to a $22.4 million decrease in our store revenues and a decrease of $17.9 million from our direct-to-consumer channel. Our
comparable store revenues decreased $23.4 million, or 7.9%, during fiscal 2009 as compared to fiscal 2008. Although our net revenues
benefitted from expansion of our store base and relocations in fiscal 2009, our net revenues decreased during fiscal 2009 in part because fiscal
2008 had one additional week.

In fiscal 2009, our net revenues continued to be negatively impacted by the adverse economic climate and the low level of consumer confidence.
The challenging economic climate resulted in a highly competitive retail selling environment and a decrease in overall consumer spending. We
believe these market dynamics are temporary, but we are unable to predict when the economy will improve sufficiently to have a materially
positive effect on us. In an effort to drive consumer demand in fiscal 2009, we offered more value-based promotions from many of the top
manufacturers, which we believe positively contributed to our net revenues.

We believe that general economic conditions also adversely affected our direct-to-consumer channel business in fiscal 2009. Furthermore, due to
our increasing retail base across the country, a growing portion of our direct consumers are choosing to transact in our retail stores rather than
through our direct-to-consumer channel.
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In addition to the conditions discussed above, we believe that golf rounds played in the United States, a leading indicator of golf participation
tracked by Golf Datatech L.L.C., affects potential sales of our products. For fiscal 2009, golf rounds played decreased 0.6% compared to fiscal
2008.

Gross Profit. Consolidated gross profit, as a percentage of net revenues, increased to 34.2% in fiscal 2009 from 33.7% in fiscal 2008.
Consolidated gross profit increased 0.5%, as a percentage of net revenues, due to an increase of 0.6%, as percentage of net revenues, due to the
renegotiation of freight contracts and lower distribution center expenses, and an increase of 0.2%, as a percentage of net revenues, due to more
gift card promotions in the prior year, while there was minimal activity in the current year. The increase in gross margin percentage of net
revenues was partially offset by a 0.3% decrease in vendor allowances.

Selling, general and administrative. Selling, general and administrative expense decreased 6.1% to $117.2 million in fiscal 2009 from $124.8
million in fiscal 2008. In fiscal 2009, we continued to reduce expenses in both our retail and direct-to-consumer channels in the areas of
advertising, salaries and related benefit costs as part our ongoing efforts to better align fixed costs with the decrease in sales. As a percentage of
net revenues, selling, general and administrative expense increased to 34.7% in fiscal 2009 from 32.9% in fiscal 2008. The increase in selling,
general and administrative expense, as a percentage of net revenues, of 1.8% primarily relates to sales decreasing at a faster rate than operating
expenses, principally salaries and related benefits, as well as $0.4 million of non-recurring litigation settlement costs and $0.5 million of
severance to our former Chief Financial Officer recorded in fiscal 2009. This increase in selling,
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general and administrative expenses, as a percentage of net revenue, was partially offset by a decrease in advertising and promotional expense
resulting from a change in our overall marketing strategy as well as $1.9 million of non-recurring charges incurred in fiscal 2008.

Store pre-opening / closing expenses. Store pre-opening / closing expenses increased to $0.4 million in fiscal 2009 from $0.3 million in fiscal
2008. The increase in store pre-opening / closing expenses is primarily due to the openings of our Palm Desert, California store in January 2009
and Irvine, California store in December 2009. In fiscal 2008, the store pre-opening / closing expenses primarily relate to the opening of our
Palm Desert, California store in January 2009.

Impairment of long-lived assets. We recorded no expense for impairment of our long-lived assets in fiscal 2009. In fiscal 2008, we recorded a
non-cash charge of $0.3 million related to the impairment of fixed assets at one of our existing stores. (See Note 1 to our audited consolidated
financial statements).

Interest expense. Interest expense consists of interest expense incurred on borrowings under our credit facility. In fiscal 2009, interest expense
decreased by 54.7% to $1.3 million from $2.9 million in fiscal 2008. As a percentage of net revenues, interest expense decreased to 0.4% from
0.8%. The decrease in interest expense is primarily due to a decrease in the average balances outstanding, and to a lesser extent decreasing
interest rates.

Other income (expense), net. Other income (expense), net includes realized foreign currency exchange rate gains/losses, gains from the sale of
assets and other miscellaneous income. Other income (expense), net decreased by 59.7% to $0.1 million in fiscal 2009 from $0.2 million in
fiscal 2008. The decrease is primarily due to a one-time settlement in connection with the Visa Check/MasterMoney Antitrust Litigation in fiscal
2008, which is partially offset by gains from exchange rate variances in fiscal 2009.

Income tax expense. During fiscal 2009 and fiscal 2008, we recorded $0.2 million and $0.1 million of income tax expense, respectively, on
pre-tax loss of approximately $3.4 million and $0.4 million, respectively. The income tax expense for the periods differed from the amount
which would have been recorded using the U.S. statutory tax rate of 34% due to a change in our valuation allowances. See Note 9 to our audited
consolidated financial statements for further discussion of the methods used to compute our income tax expense in each fiscal year.

Quarterly Results of Operations and Seasonality

The following table sets forth certain unaudited financial and operating data in each fiscal quarter during fiscal 2009 and fiscal 2008 . The
unaudited quarterly information includes all normal recurring adjustments that we consider necessary for a fair presentation of the information
shown. This information should be read in conjunction with the audited consolidated financial statements and notes thereto appearing elsewhere
in this Annual Report on Form 10-K.

Fiscal 2009 Fiscal 2008
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
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Net revenues $ 68,792,904 $ 114,796,870 $ 90,586,270 $ 63,849,644 $ 79,235496 $ 129,994,600 $ 101,701,696 $ 67,840,305

Gross profit 22,770,466 40,077,484 30,976,184 21,664,897 27,159,890 44,684,485 34,932,856 20,860,632

Operating

income (loss) (5,395,689) 8,252,169 1,416,110 (6,393,227) (5,204,088) 10,435,770 3,687,723 (6,595,254)
Net income (loss) (5,126,313) 6,781,704 1,099,631 (6,299,637) (5,442,999) 8,571,422 2,843,083 (6,487,117)

Comparable store
sales percentage
change -11.6% -9.5% -8.5% 0.9% -8.4% 0.5% -4.6% -17.3%

Net revenues as a
percentage of full
year results 20.4% 33.9% 26.8% 18.9% 20.9% 34.3% 26.9% 17.9%

As a result of the seasonal fluctuations in our business, we experience a concentration of sales in the period leading up to and during the warm
weather golf season, as well as the December holiday gift-giving season. The increase in sales during these periods have historically contributed
a greater percentage to our annual net revenues and annual net operating income (loss) than other periods in our fiscal year. Our net revenues
have historically been highest during the second and third quarters of each year, because of increased sales during the warm weather golf season.
Also, our operating profit in our off-season quarters may be even lower because we make decisions regarding merchandise well in advance of
the season in which it will be sold, and incur significant additional expenditures leading up to and during these periods in anticipation of higher
sales, including acquiring additional inventory, preparing and mailing out catalogs, advertising, creating in-store promotions and hiring
additional employees.

Our results of operations are also subject to quarterly variation due to factors other than seasonality. For example, the timing of the introduction
of product innovations can impact our results of operations.

We also incur significant expenses associated with opening new stores. The timing of opening new retail stores impacts our quarterly operating
expenses and our quarterly net income (loss).
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Due to these and other factors, results for any particular quarter may not be indicative of results to be expected for any other quarter or for a full
fiscal year.

Liquidity and Capital Resources

As of January 2, 2010, our primary source of liquidity consisted of cash totaling $0.7 million and $16.1 million of available borrowings under

our credit facility which is more fully described in Note 4 to our audited consolidated financial statements. As of January 2, 2010, we had
outstanding debt obligations under our credit facility of $36.0 million.

Historically, cash flows generated from operations and our borrowing capacity under our credit facility have allowed us to meet our cash
requirements, including capital expenditures and working capital needs. In addition, future cash outflows related to new store openings, store
retrofits, advertising and other capital expenditures have been adjusted and may need to be further adjusted accordingly from time to time in the
future. In fiscal 2010, we anticipate incurring approximately $11.0 million in capital expenditures, net of tenant improvement allowances, related
primarily to four new store openings, various store remodels and investments in our information technology infrastructure. However, our capital
expenditures will depend on our ability to generate sufficient cash flows from operations as well as available borrowings under our line of credit.

If cash generated from operations and available borrowings under our credit facility are insufficient to satisfy our liquidity requirements, we may
seek to sell additional equity or arrange additional debt financing. If cash from operations and cash available under our credit facility are not
sufficient to meet our needs, we cannot assure you that we will be able to obtain additional financing in sufficient amounts and/or on acceptable
terms in the near future or when our credit facility expires in June 2011.

Cash Flows
Fiscal Year Ended
January 2, January 3,
2010 2009
Net cash provided by operating activities $ 22,655,233 $ 3,043,317
Net cash used in investing activities (8,929,476) (5,229,292)
Net cash provided by (used in) financing activities (15,708,223) 972,026
Effect of exchange rate changes on cash 23,655 (156,341)
Change in cash $ (1,958,811) $ (1,370,290)
Operating Activities

Our cash flows from operations are seasonal. Operating activities provided $22.7 million of cash in fiscal 2009 as compared to $3.0 million in

fiscal 2008. The increase in cash provided by operating activities during fiscal 2009 as compared to fiscal 2008 is primarily due to lower
inventory levels as we were buying closer to need in fiscal 2009 as compared to the prior year, increases in our accounts payable balances due to
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extended payment terms with our vendors that were initiated in the fourth quarter of fiscal 2008, and increases in our deferred rent liabilities
resulting primarily from cash received related to landlord-funded tenant improvements.

Investing Activities

Cash used in investing activities is used to build new stores, remodel or relocate existing stores, purchase information technology and capital
expenditures for distribution facilities and corporate headquarters. Investing activities used $8.9 mil