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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

(Mark One):

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

          For the fiscal year ended January 28, 2007.

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 001-14077

WILLIAMS-SONOMA, INC.

(Exact name of registrant as specified in its charter)

California 94-2203880
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

3250 Van Ness Avenue, San Francisco, CA 94109
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code (415) 421-7900

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, $.01 par value New York Stock Exchange, Inc.
(Title of class) (Name of each exchange on which registered)
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Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  Yes  x    No  ¨

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.  Yes  ¨    No  x

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

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.  x

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

Large accelerated filer  x    Accelerated filer  ¨    Non-accelerated filer  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).

Yes  ¨    No  x

As of July 30, 2006, the approximate aggregate market value of the registrant�s common stock held by non-affiliates was $3,015,424,000. It is
assumed for purposes of this computation that an affiliate includes all persons as of July 30, 2006 listed as executive officers and directors with
the Securities and Exchange Commission. This aggregate market value includes all shares held in the registrant�s Williams-Sonoma, Inc. Stock
Fund.

As of February 25, 2007, 109,881,292 shares of the registrant�s Common Stock were outstanding.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of our definitive Proxy Statement for the 2007 Annual Meeting of Shareholders, also referred to in this Annual Report on Form 10-K as
our Proxy Statement, which will be filed with the Securities and Exchange Commission, or SEC, on or about March 29, 2007, have been
incorporated in Part III hereof, and portions of our 2006 Annual Report to shareholders have been incorporated in Part II hereof.

FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K and the letter to shareholders contained in this annual report contain forward-looking statements within the
�safe harbor� provisions of the Private Securities Litigation Reform Act of 1995 that involve risks and uncertainties, as well as assumptions that, if
they do not fully materialize or prove incorrect, could cause our business and results of operations to differ materially from those expressed or
implied by such forward-looking statements. Such forward-looking statements include, without limitation: any projections of earnings, revenues
or financial items, including future comparable store sales, projected capital expenditures, the impact of new accounting pronouncements, our
fiscal 2007 income tax provision and effective tax rate, expectations for our operating margin, including statements related to increasing our
pre-tax operating margin by driving operational advancements and cost-containment initiatives and the use of our available cash, including
statements related to payment of dividends and our stock repurchase program; statements of the plans, strategies, initiatives and objectives of
management for future operations, including statements related to our recovery plan and improvement in 2007 and 2008, increasing our market
share, driving sustainable revenue growth and the revitalization of the Pottery Barn brand; statements related to enhancing shareholder value;
statements related to our plans to increase retail leased square footage, including the opening of new retail stores and expansion or remodeling of
additional stores; statements related to new marketing initiatives, including increasing and expanding catalog circulation, electronic direct
marketing, e-commerce marketing, catalog page counts (including Williams-Sonoma Home), refining our contact strategy, improving
e-commerce conversion and implementing new e-commerce functionality; statements related to the future performance and market acceptance
of new products and brands, including statements related to the growth potential of our brands (including our emerging brands), investments in
our emerging brands, building brand awareness, modifying our brand roll-out strategy, rounding out and expanding our merchandise
assortments, testing new product categories, product innovation, enhancing product quality and product design resources; statements related to
testing our value proposition within shipping costs; statements related to driving efficiencies in our supply chain, leveraging our infrastructure,
maintaining expense controls and investing in our future, including statements related to improving our in-stock position, improving our overall
cost structure and implementing new inventory management systems; statements related to gift card issuance and redemption; statements related
to transportation costs in the furniture delivery network and backroom and offsite storage management in our retail stores; statements related to
indemnifications under our agreements; statements related to legal proceedings; and statements of belief and statements of assumptions
underlying any of the foregoing. You can identify these and other forward-looking statements by the use of words such as �will,� �may,� �should,�
�expects,� �plans,� �anticipates,� �believes,� �estimates,� �predicts,� �intends,� �potential,� �continue,� or the negative of such terms, or other comparable
terminology.

The risks, uncertainties and assumptions referred to above that could cause our results to differ materially from the results expressed or implied
by such forward-looking statements include, but are not limited to, those discussed under the heading �Risk Factors� in Item 1A hereto and the
risks, uncertainties and assumptions discussed from time to time in our other public filings and public announcements. All forward-looking
statements included in this document are based on information available to us as of the date hereof, and we assume no obligation to update these
forward-looking statements.

1

Edgar Filing: WILLIAMS SONOMA INC - Form 10-K

Table of Contents 3



Table of Contents

WILLIAMS-SONOMA, INC.

ANNUAL REPORT ON FORM 10-K

FISCAL YEAR ENDED JANUARY 28, 2007

TABLE OF CONTENTS

PAGE

PART I
Item 1. Business 3
Item 1A. Risk Factors 6
Item 1B. Unresolved Staff Comments 15
Item 2. Properties 15
Item 3. Legal Proceedings 16
Item 4. Submission of Matters to a Vote of Security Holders 17

PART II
Item 5. Market for Registrant�s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities 18
Item 6. Selected Financial Data 20
Item 7. Management�s Discussion and Analysis of Financial Condition and Results of Operations 21
Item 7A. Quantitative and Qualitative Disclosures About Market Risk 39
Item 8. Financial Statements and Supplementary Data 40
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 66
Item 9A. Controls and Procedures 66
Item 9B. Other Information 67

PART III
Item 10. Directors and Executive Officers of the Registrant 68
Item 11. Executive Compensation 68
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters 68
Item 13. Certain Relationships and Related Transactions 68
Item 14. Principal Accountant Fees and Services 68

PART IV
Item 15. Exhibits and Financial Statement Schedules 69

2

Edgar Filing: WILLIAMS SONOMA INC - Form 10-K

Table of Contents 4



Table of Contents

PART I

ITEM 1.  BUSINESS

OVERVIEW

We are a specialty retailer of products for the home. The retail segment of our business sells our products through our five retail store concepts
(Williams-Sonoma, Pottery Barn, Pottery Barn Kids, West Elm and Williams-Sonoma Home). The direct-to-customer segment of our business
sells similar products through our seven direct-mail catalogs (Williams-Sonoma, Pottery Barn, Pottery Barn Kids, Pottery Barn Bed and Bath,
PBteen, West Elm and Williams-Sonoma Home) and six e-commerce websites (williams-sonoma.com, potterybarn.com, potterybarnkids.com,
pbteen.com, westelm.com and wshome.com). The catalogs reach customers throughout the U.S., while the five retail concepts currently operate
588 stores in 44 states, Washington, D.C. and Canada.

Based on net revenues in fiscal 2006, retail net revenues accounted for 57.8% of our business and direct-to-customer net revenues accounted for
42.2% of our business. Based on their contribution to our net revenues in fiscal 2006, the core brands in both retail and direct-to-customer are:
Pottery Barn, which sells casual home furnishings; Williams-Sonoma, which sells cooking and entertaining essentials; and Pottery Barn Kids,
which sells stylish children�s furnishings.

We were founded in 1956 by Charles E. Williams, currently a Director Emeritus, with the opening of our first store in Sonoma, California.
Today, the Williams-Sonoma stores offer a wide selection of culinary and serving equipment, including cookware, cookbooks, cutlery, informal
dinnerware, glassware, table linens, specialty foods and cooking ingredients. Our direct-to-customer business began in 1972 when we introduced
our flagship catalog, �A Catalog for Cooks,� which marketed the Williams-Sonoma brand.

In 1983, we internally developed the Hold Everything catalog to offer innovative solutions for household storage needs by providing efficient
organization solutions for every room in the house. The first Hold Everything store opened in 1985.

In 1986, we acquired Pottery Barn, a retailer of casual home furnishings, and in 1987 launched the first Pottery Barn catalog. Pottery Barn
features a large assortment of home furnishings and furniture that we design internally and source from around the world to create a dynamic
look in the home.

In 1989, we developed Chambers, a mail order merchandiser of high quality linens, towels, robes, soaps and accessories for the bed and bath.

In 1999, we launched both our Williams-Sonoma e-commerce website and our Williams-Sonoma bridal and gift registry. In addition, we
launched the Pottery Barn Kids catalog.

In 2000, we opened our first Pottery Barn Kids stores across the U.S. In addition, we introduced our Pottery Barn e-commerce website and
created Pottery Barn Bed and Bath, a catalog dedicated to bed and bath products.

In 2001, we launched our Pottery Barn Kids e-commerce website, Pottery Barn gift and bridal registry, and Pottery Barn Kids gift registry.
Additionally, in 2001, we opened five new retail stores (two Williams-Sonoma, two Pottery Barn and one Pottery Barn Kids) in Toronto,
Canada, our first stores operated by us outside of the U.S.

In 2002, we launched our West Elm catalog. The brand targets design conscious consumers looking for a modern aesthetic to furnish and
accessorize their living spaces with quality products at accessible price points. West Elm offers a broad range of home furnishing categories
including furniture, textiles, decorative accessories, lighting and tabletop items.

In 2003, we launched our West Elm e-commerce website, opened our first West Elm retail store and launched our newest extension of the
Pottery Barn brand, PBteen, with the introduction of the PBteen catalog. PBteen offers exclusive collections of home furnishings and decorative
accessories that are specifically designed to reflect the personalities of the teenage market. In late 2003, we launched our PBteen e-commerce
website.
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In 2004, the Chambers brand was retired as a result of the launch of Williams-Sonoma Home, our newest brand. This premium brand, offering
classic home furnishings and decorative accessories, extends the Williams-Sonoma lifestyle beyond the kitchen into every room of the home. In
addition, we launched our first Hold Everything e-commerce website and opened three new prototype stores.

In 2005, we opened our first three Williams-Sonoma Home stores, in West Hollywood, California; Cincinnati, Ohio; and Indianapolis, Indiana.

In 2006, after testing five new prototype stores and several merchandise assortment transitions throughout 2004 and 2005, we decided to
transition the merchandising strategies of the Hold Everything brand into our other existing brands. All of our Hold Everything retail stores were
closed during late 2005 and the first quarter of fiscal 2006. The final phase of our operational shutdown was completed in the second quarter of
fiscal 2006, with our final Hold Everything catalog mailed in May 2006 and our Hold Everything website ceasing operations in June 2006.

Additionally, in 2006, we launched our Williams-Sonoma Home e-commerce website.

RETAIL STORES

The retail segment has five merchandising concepts (Williams-Sonoma, Pottery Barn, Pottery Barn Kids, West Elm, and Williams-Sonoma
Home). As of January 28, 2007, we operated 588 retail stores, located in 44 states, Washington, D.C. and Canada. This represents 254
Williams-Sonoma, 197 Pottery Barn, 92 Pottery Barn Kids, 22 West Elm, 7 Williams-Sonoma Home and 16 Outlet stores (our Outlet stores
carry merchandise from all merchandising concepts).

In fiscal 2007, we expect to increase retail leased square footage by approximately 5% to 6%, including 21 new stores (8 Pottery Barn, 5 West
Elm, 4 Williams-Sonoma, 2 Pottery Barn Kids and 2 Williams-Sonoma Home) and 20 remodeled or expanded stores (12 Williams-Sonoma, 7
Pottery Barn and 1 Pottery Barn Kids), offset by the permanent closure of 8 stores (4 Williams-Sonoma and 4 Pottery Barn) and the temporary
closure of 20 stores (12 Williams-Sonoma, 7 Pottery Barn and 1 Pottery Barn Kids). The average leased square footage for new and expanded
stores in fiscal 2007 will be approximately 17,800 leased square feet for West Elm, 16,900 leased square feet for Pottery Barn, 13,600 leased
square feet for Williams-Sonoma Home, 9,400 leased square feet for Pottery Barn Kids and 7,000 leased square feet for Williams-Sonoma.

The retail business complements the direct-to-customer business by building brand awareness. Our retail stores serve as billboards for our
brands, which we believe inspires confidence in our customers to shop via our direct-to-customer channels.

Detailed financial information about the retail segment is found in Note M to our Consolidated Financial Statements.

DIRECT-TO-CUSTOMER OPERATIONS

The direct-to-customer segment has six merchandising concepts (Williams-Sonoma, Pottery Barn, Pottery Barn Kids, PBteen, West Elm and
Williams-Sonoma Home) and sells products through our seven direct-mail catalogs (Williams-Sonoma, Pottery Barn, Pottery Barn Kids, Pottery
Barn Bed and Bath, PBteen, West Elm and Williams-Sonoma Home) and six e-commerce websites (williams-sonoma.com, potterybarn.com,
potterybarnkids.com, pbteen.com, westelm.com and wshome.com). Of these six merchandising concepts, the Pottery Barn brand and its
extensions have been the major source of revenue growth in the direct-to-customer segment for the last several years which we believe reflects
our continuing investment in product design, product quality and multi-channel marketing.

The direct-to-customer channel over the past several years has been strengthened by the introduction of e-commerce websites in all of our core
brands and the launching of our newest brands: West Elm, PBteen and Williams-Sonoma Home. Although the amount of e-commerce revenues
that are incremental to our direct-to-customer channel cannot be identified precisely, we estimate that approximately 45% of our company-wide
non-gift registry Internet revenues are incremental to the direct-to-customer channel and approximately 55% are driven by customers who
recently received a catalog.
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We send our catalogs to addresses from our proprietary customer list, as well as to names from lists from other mail order merchandisers,
magazines and companies that we receive in exchange for either payment or new addresses, consistent with our published privacy policies. In
accordance with prevailing industry practice, we primarily rent our list to select merchandisers. Our customer mailings are continually updated
to include new prospects and to eliminate non-responders.

The direct-to-customer business complements the retail business by building brand awareness and acting as an effective advertising vehicle. In
addition, we believe that the mail order catalogs and the Internet act as a cost-efficient means of testing market acceptance of new products and
new brands.

Detailed financial information about the direct-to-customer segment is found in Note M to our Consolidated Financial Statements.

SUPPLIERS

We purchase our merchandise from numerous foreign and domestic manufacturers and importers, the largest of which individually accounted
for approximately 3.2% of purchases during fiscal 2006. Approximately 62% of our merchandise purchases in fiscal 2006 were foreign-sourced
from manufacturers in 39 countries, primarily from Asia and Europe. Approximately 95% of our foreign purchases of merchandise are
negotiated and paid for in U.S. dollars.

COMPETITION AND SEASONALITY

The specialty retail business is highly competitive. Our specialty retail stores, mail order catalogs and e-commerce websites compete with other
retail stores, including large department stores, discount stores, other specialty retailers offering home centered assortments, other mail order
catalogs and other e-commerce websites. The substantial sales growth in the direct-to-customer industry within the last decade has encouraged
the entry of many new competitors and an increase in competition from established companies. We compete on the basis of our brand authority,
the quality of our merchandise, service to our customers and our proprietary customer list, as well as location and appearance of our stores. We
believe that we compare favorably with many of our current competitors with respect to some or all of these factors.

Our business is subject to substantial seasonal variations in demand. Historically, a significant portion of our net revenues and net earnings have
been realized during the period from October through December, and levels of net revenues and net earnings have generally been lower during
the period from January through September. We believe this is the general pattern associated with the direct-to-customer and retail industries. In
anticipation of our peak season, we hire a substantial number of additional temporary employees in our retail stores and direct-to-customer
processing and distribution areas, and incur significant fixed catalog production and mailing costs.

PATENTS, TRADEMARKS, COPYRIGHTS AND DOMAIN NAMES

We own and/or have applied to register over 50 separate trademarks and service marks. We own and/or have applied to register our marks in the
U.S., Canada and approximately 30 additional jurisdictions. Exclusive rights to the trademarks and service marks are held by Williams-Sonoma,
Inc. and are used by our subsidiaries under license. These marks include the core brand names or house marks for our subsidiaries, as well as
brand names for selected products and services. The house marks in particular, including �Williams-Sonoma,� the Williams-Sonoma Grande
Cuisine logo, �Pottery Barn,� �pottery barn kids,� �PBteen,� �west elm� and �Williams-Sonoma Home� are of material importance to us. Trademarks are
generally valid as long as they are in use and/or their registrations are properly maintained, and they have not been found to have become
generic. Trademark registrations can generally be renewed indefinitely so long as the marks are in use. We own numerous copyrights and trade
dress rights for our products, product packaging, catalogs, books, house publications and website designs, among other things, which are also
used by our subsidiaries under license. We hold patents on certain product functions and product designs. Patents are generally valid for 20 years
as long as their registrations are properly maintained. In addition, we have registered and maintain numerous Internet domain names, including
�williams-sonoma.com,� �potterybarn.com,� �potterybarnkids.com,� �pbteen.com,�
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�westelm.com,� �holdeverything.com,� �wshome.com,� and �williams-sonomainc.com.� Collectively, the copyrights, trade dress rights, patents and
domain names that we hold are of material importance to us.

EMPLOYEES

As of January 28, 2007, we had approximately 38,800 employees, approximately 8,000 of whom were full-time employees. During the fiscal
2006 peak season, we hired approximately 16,900 temporary employees in our stores and in our direct-to-customer processing and distribution
centers.

AVAILABLE INFORMATION

We file annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy and information statements and
amendments to reports filed or furnished pursuant to Sections 13(a), 14 and 15(d) of the Securities Exchange Act of 1934, as amended. The
public may read and copy these materials at the SEC�s Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549. The public may
obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains a website at
www.sec.gov that contains reports, proxy and information statements and other information regarding Williams-Sonoma, Inc. and other
companies that file materials with the SEC electronically. You may also obtain copies of our annual reports, Forms 10-K, Forms 10-Q,
Forms 8-K and proxy and information statements, free of charge, on our website at www.williams-sonomainc.com.

ITEM 1A.  RISK FACTORS

The following information describes certain significant risks and uncertainties inherent in our business. You should carefully consider such risks
and uncertainties, together with the other information contained in this Annual Report on Form 10-K and in our other public filings. If any of
such risks and uncertainties actually occurs, our business, financial condition or operating results could differ materially from the plans,
projections and other forward-looking statements included in the section titled �Management�s Discussion and Analysis of Financial Condition
and Results of Operations� and elsewhere in this report and in our other public filings. In addition, if any of the following risks and uncertainties,
or if any other risks and uncertainties, actually occurs, our business, financial condition or operating results could be harmed substantially, which
could cause the market price of our stock to decline, perhaps significantly.

We must successfully identify and analyze factors affecting our business, anticipate changing consumer preferences and buying trends, and
manage our inventory commensurate with customer demand.

Our success depends, in large part, upon our ability to identify and analyze factors affecting our business and to anticipate and respond in a
timely manner to changing merchandise trends and customer demands. Consumer preferences cannot be predicted with certainty and may
change between selling seasons. Changes in customer preferences and buying trends may also affect our brands differently. If we misjudge
either the market for our merchandise or our customers� purchasing habits, our sales may decline significantly, and we may be required to mark
down certain products to sell the resulting excess inventory or to sell such inventory through our outlet stores or other liquidation channels at
prices which are significantly lower than our retail prices, either of which would negatively impact our business and operating results.

In addition, we must manage our inventory effectively and commensurate with customer demand. Much of our inventory is sourced from
vendors located outside the United States. Thus, we usually must order merchandise, and enter into contracts for the purchase and manufacture
of such merchandise, up to twelve months in advance of the applicable selling season and frequently before trends are known. The extended lead
times for many of our purchases may make it difficult for us to respond rapidly to new or changing trends. Our vendors may also not have the
capacity to handle our demands. In addition, the seasonal nature of the specialty home products business requires us to carry a significant
amount of inventory prior to peak selling season. As a result, we are vulnerable to demand and pricing shifts and to misjudgments in the
selection and timing of merchandise purchases. If we do not accurately predict our customers� preferences and acceptance levels of our products,
our inventory levels will not be appropriate, and our business and operating results may be negatively impacted.
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Our business depends, in part, on factors affecting consumer spending that are out of our control.

Our business depends on consumer demand for our products and, consequently, is sensitive to a number of factors that influence consumer
spending, including general economic conditions, disposable consumer income, fuel prices, recession and fears of recession, war and fears of
war, inclement weather, consumer debt, conditions in the housing market, interest rates, sales tax rates and rate increases, inflation, consumer
confidence in future economic conditions and political conditions, and consumer perceptions of personal well-being and security. These factors
may also affect our various brands and channels differently. Adverse changes in factors affecting discretionary consumer spending could reduce
consumer demand for our products, thus reducing our sales and harming our business and operating results.

We face intense competition from companies with brands or products similar to ours.

The specialty retail and direct-to-customer business is highly competitive. Our specialty retail stores, mail order catalogs and e-commerce
websites compete with other retail stores, other mail order catalogs and other e-commerce websites that market lines of merchandise similar to
ours. We compete with national, regional and local businesses utilizing a similar retail store strategy, as well as traditional furniture stores,
department stores and specialty stores. The substantial sales growth in the direct-to-customer industry within the last decade has encouraged the
entry of many new competitors and an increase in competition from established companies.

The competitive challenges facing us include:

� anticipating and quickly responding to changing consumer demands better than our competitors;
� maintaining favorable brand recognition and achieving customer perception of value;
� effectively marketing and competitively pricing our products to consumers in several diverse market segments;
� developing innovative, high-quality products in colors and styles that appeal to consumers of varying age groups and tastes, and in

ways that favorably distinguish us from our competitors; and
� effectively managing our supply chain and distribution strategies in order to provide our products to our consumers on a timely basis.

In light of the many competitive challenges facing us, we may not be able to compete successfully. Increased competition could reduce our sales
and harm our operating results and business.

We depend on key domestic and foreign vendors for timely and effective sourcing of our merchandise, and we are subject to various risks and
uncertainties that might affect our vendors� ability to produce quality merchandise.

Our performance depends, in part, on our ability to purchase our merchandise in sufficient quantities at competitive prices. We purchase our
merchandise from numerous foreign and domestic manufacturers and importers. We have no contractual assurances of continued supply, pricing
or access to new products, and any vendor could change the terms upon which they sell to us, or discontinue selling to us, at any time. We may
not be able to acquire desired merchandise in sufficient quantities on terms acceptable to us in the future. Better than expected sales demand may
also lead to customer backorders and lower in-stock positions of our merchandise.

Any inability to acquire suitable merchandise on acceptable terms or the loss of one or more key vendors could have a negative effect on our
business and operating results because we would be missing products that we felt were important to our assortment, unless and until alternative
supply arrangements are secured. We may not be able to develop relationships with new vendors, and products from alternative sources, if any,
may be of a lesser quality and/or more expensive than those we currently purchase.

In addition, we are subject to certain risks, including availability of raw materials, labor disputes, union organizing activities, vendor financial
liquidity, inclement weather, natural disasters, and general economic and political conditions, that could limit our vendors� ability to provide us
with quality merchandise on a timely basis and at a price that is commercially acceptable. For these or other reasons, one or more of our vendors
might not adhere to our quality control standards, and we might not identify the deficiency before merchandise ships to our stores or customers.
In addition, our vendors may have difficulty adjusting to our changing demands and growing
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business. Our vendors� failure to manufacture or import quality merchandise in a timely and effective manner could damage our reputation and
brands, and could lead to an increase in customer litigation against us and an attendant increase in our routine litigation costs. Further, any
merchandise that does not meet our quality standards could become subject to a recall, which would damage our reputation and brands, and
harm our business.

Our dependence on foreign vendors subjects us to a variety of risks and uncertainties.

In fiscal 2006, we sourced our products from manufacturers in 39 countries outside of the United States. Approximately 62% of our merchandise
purchases were foreign-sourced, primarily from Asia and Europe. Our dependence on foreign vendors means that we may be affected by
declines in the relative value of the U.S. dollar to other foreign currencies. For example, any upward valuation in the Chinese yuan against the
U.S. dollar may result in higher costs to us for those goods that we source from mainland China. Although approximately 95% of our foreign
purchases of merchandise are negotiated and paid for in U.S. dollars, declines in foreign currencies and currency exchange rates might
negatively affect the profitability and business prospects of one or more of our foreign vendors. This, in turn, might cause such foreign vendors
to demand higher prices for merchandise, delay merchandise shipments to us, or discontinue selling to us, any of which could ultimately reduce
our sales or increase our costs.

We are also subject to other risks and uncertainties associated with changing economic and political conditions in foreign countries. These risks
and uncertainties include import duties and quotas, concerns over anti-dumping, work stoppages, economic uncertainties (including inflation),
foreign government regulations, wars and fears of war, political unrest, natural disasters and other trade restrictions. We cannot predict whether
any of the countries in which our products are currently manufactured or may be manufactured in the future will be subject to trade restrictions
imposed by the U.S. or foreign governments or the likelihood, type or effect of any such restrictions. Any event causing a disruption or delay of
imports from foreign vendors, including the imposition of additional import restrictions, restrictions on the transfer of funds and/or increased
tariffs or quotas, or both, could increase the cost or reduce the supply of merchandise available to us and adversely affect our business, financial
condition and operating results. Furthermore, some or all of our foreign vendors� operations may be adversely affected by political and financial
instability resulting in the disruption of trade from exporting countries, restrictions on the transfer of funds and/or other trade disruptions.

In addition, although we continue to improve our global compliance program, there remains a risk that one or more of our foreign vendors will
not adhere to our global compliance standards such as fair labor standards and the prohibition on child labor. Nongovernmental organizations
might attempt to create an unfavorable impression of our sourcing practices or the practices of some of our vendors that could harm our image.
If either of these occurs, we could lose customer goodwill and favorable brand recognition, which could negatively affect our business and
operating results.

The growth of our sales and profits depends, in large part, on our ability to successfully open new stores.

In each of the past three fiscal years, the majority of our net revenues have been generated by our retail stores. Our ability to open additional
stores successfully will depend upon a number of factors, including:

� our identification and availability of suitable store locations;
� our success in negotiating leases on acceptable terms;
� our ability to secure required governmental permits and approvals;
� our hiring and training of skilled store operating personnel, especially management;
� our timely development of new stores, including the availability of construction materials and labor and the absence of significant

construction and other delays in store openings based on weather or other events;
� the availability of financing on acceptable terms, if at all; and
� general economic conditions.
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Many of these factors are beyond our control. For example, for the purpose of identifying suitable store locations, we rely, in part, on
demographic surveys regarding location of consumers in our target market segments. While we believe that the surveys and other relevant
information are helpful indicators of suitable store locations, we recognize that the information sources cannot predict future consumer
preferences and buying trends with complete accuracy. In addition, changes in demographics, in the types of merchandise that we sell and in the
pricing of our products may reduce the number of suitable store locations. Further, time frames for lease negotiations and store development
vary from location to location and can be subject to unforeseen delays. Construction and other delays in store openings could have a negative
impact on our business and operating results. We may not be able to open new stores or, if opened, operate those stores profitably.

We must timely and effectively deliver merchandise to our stores and customers.

We cannot control all of the various factors that might affect our fulfillment rates in direct-to-customer sales and timely and effective
merchandise delivery to our stores. We rely upon third party carriers for our merchandise shipments and reliable data regarding the timing of
those shipments, including shipments to our customers and to and from all of our stores. In addition, we are heavily dependent upon three
carriers for the delivery of our merchandise to our customers. Accordingly, we are subject to the risks, including labor disputes, union organizing
activity, inclement weather, natural disasters and possible acts of terrorism associated with such carriers� ability to provide delivery services to
meet our shipping needs. Failure to deliver merchandise in a timely and effective manner could damage our reputation and brands. In addition,
fuel costs have increased substantially and airline companies struggle to operate profitably, which could lead to increased fulfillment expenses.
The increased fulfillment costs could negatively affect our business and operating results by increasing our transportation costs and, therefore,
decreasing the efficiency of our shipments.

Our failure to successfully manage our order-taking and fulfillment operations could have a negative impact on our business.

Our direct-to-customer business depends on our ability to maintain efficient and uninterrupted order-taking and fulfillment operations and our
e-commerce websites. Disruptions or slowdowns in these areas could result from disruptions in telephone service or power outages, inadequate
system capacity, system issues, computer viruses, security breaches, human error, changes in programming, union organizing activity,
disruptions in our third party labor contracts, natural disasters or adverse weather conditions. These problems could result in a reduction in sales
as well as increased selling, general and administrative expenses.

In addition, we face the risk that we cannot hire enough qualified employees, or that there will be a disruption in the labor we hire from our third
party providers, especially during our peak season, to support our direct-to-customer operations, due to circumstances that reduce the relevant
workforce. The need to operate with fewer employees could negatively impact our customer service levels and our operations.

Our facilities and systems, as well as those of our vendors, are vulnerable to natural disasters and other unexpected events, any of which could
result in an interruption in our business.

Our retail stores, corporate offices, distribution centers, infrastructure projects and direct-to-customer operations, as well as the operations of
vendors from which we receive goods and services, are vulnerable to damage from earthquakes, hurricanes, fires, floods, power losses,
telecommunications failures, hardware and software failures, computer viruses and similar events. If any of these events result in damage to our
facilities or systems, or those of our vendors, we may experience interruptions in our business until the damage is repaired, resulting in the
potential loss of customers and revenues. In addition, we may incur costs in repairing any damage beyond our applicable insurance coverage.

We experience fluctuations in our comparable store sales.

Our success depends, in part, upon our ability to increase sales at our existing stores. Various factors affect comparable store sales, including the
number, size and location of stores we open, close, remodel or expand in
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any period, the general retail sales environment, consumer preferences and buying trends, changes in sales mix among distribution channels, our
ability to efficiently source and distribute products, changes in our merchandise mix, competition (including competitive promotional activity),
current local and global economic conditions, the timing of our releases of new merchandise and promotional events, the success of marketing
programs, the cannibalization of existing store sales by our new stores, increased catalog circulation and continued strength in our Internet
business. Among other things, weather conditions can affect comparable store sales because inclement weather can alter consumer behavior or
require us to close certain stores temporarily and thus reduce store traffic. Even if stores are not closed, many customers may decide to avoid
going to stores in bad weather. These factors have caused and may continue to cause our comparable store sales results to differ materially from
prior periods and from earnings guidance we have provided.

Our comparable store sales have fluctuated significantly in the past on an annual, quarterly and monthly basis, and we expect that comparable
store sales will continue to fluctuate in the future. Our comparable store sales increases for fiscal 2006, fiscal 2005 and fiscal 2004 were 0.3%,
4.9% and 3.5%, respectively. Past comparable store sales are no indication of future results, and comparable store sales may decrease in the
future. Our ability to maintain and improve our comparable store sales results depends, in large part, on maintaining and improving our
forecasting of customer demand and buying trends, selecting effective marketing techniques, providing an appropriate mix of merchandise for
our broad and diverse customer base and using effective pricing strategies. Any failure to meet the comparable store sales expectations of
investors and securities analysts in one or more future periods could significantly reduce the market price of our common stock.

Our failure to successfully manage the costs and performance of our catalog mailings might have a negative impact on our business.

Postal rate increases, paper costs, printing costs and other catalog distribution costs affect the cost of our catalog mailings. We rely on discounts
from the basic postal rate structure, which could be changed or discontinued at any time. Our cost of paper has fluctuated significantly during the
past three fiscal years, and our paper costs are expected to increase in the future. Future increases in postal rates, paper costs or printing costs
would have a negative impact on our operating results to the extent that we are unable to pass such increases on directly to customers or offset
such increases by raising prices or by implementing more efficient printing, mailing, delivery and order fulfillment systems.

We have historically experienced fluctuations in customer response to our catalogs. Customer response to our catalogs is substantially dependent
on merchandise assortment, merchandise availability and creative presentation, as well as the selection of customers to whom the catalogs are
mailed, changes in mailing strategies, and the sizing and timing of delivery of the catalogs. In addition, environmental organizations may attempt
to create an unfavorable impression of our paper use in catalogs. The failure to effectively produce or distribute our catalogs could affect the
timing of catalog delivery. The timing of catalog delivery has been and can be affected by postal service delays. For example, the August 2005
natural disaster caused by Hurricane Katrina created domestic ground and rail transportation capacity constraints that resulted in late catalog
delivery. Any delays in the timing of catalog delivery could cause customers to forego or defer purchases.

We must successfully manage our Internet business.

The success of our Internet business depends, in part, on factors over which we have limited control. In addition to changing consumer
preferences and buying trends relating to Internet usage, we are vulnerable to certain additional risks and uncertainties associated with the
Internet, including changes in required technology interfaces, website downtime and other technical failures, costs and technical issues as we
upgrade our website software, computer viruses, changes in applicable federal and state regulation, security breaches and consumer privacy
concerns. Our failure to successfully respond to these risks and uncertainties might adversely affect the sales in our Internet business, as well as
damage our reputation and brands.
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Our failure to successfully anticipate merchandise returns might have a negative impact on our business.

We record a reserve for merchandise returns based on historical return trends together with current product sales performance in each reporting
period. If actual returns are greater than those projected by management, additional sales returns might be recorded in the future. Actual
merchandise returns may exceed our reserves. In addition, to the extent that returned merchandise is damaged, we often do not receive full retail
value from the resale or liquidation of the merchandise. Further, the introduction of new merchandise, changes in merchandise mix, changes in
consumer confidence, or other competitive and general economic conditions may cause actual returns to exceed merchandise return reserves.
Any significant increase in merchandise returns that exceeds our reserves could harm our business and operating results.

We must successfully manage the complexities associated with a multi-channel and multi-brand business.

During the past few years, with the launch and expansion of our Internet business, new brands and brand extensions, our overall business has
become substantially more complex. The changes in our business have forced us to develop new expertise and face new challenges, risks and
uncertainties. For example, we face the risk that our Internet business might cannibalize a significant portion of our retail and catalog businesses,
and we face the risk of increased catalog circulation cannibalizing our retail sales. While we recognize that our Internet sales cannot be entirely
incremental to sales through our retail and catalog channels, we seek to attract as many new customers as possible to our e-commerce websites.
We continually analyze the business results of our three channels and the relationships among the channels, in an effort to find opportunities to
build incremental sales.

We may not be able to introduce new brands and brand extensions, or to reposition existing brands, to improve our business.

We have recently introduced three new brands � West Elm, PBteen and Williams-Sonoma Home � and may introduce new brands and brand
extensions, or reposition existing brands, in the future. All of these brands, however, may not be successful growth vehicles. For example, in
January 2006, we announced our decision to transition the merchandising strategies of our Hold Everything brand into our other existing brands
by the end of fiscal 2006. Further, if we devote time and resources to new brands, brand extensions or brand repositioning, and those businesses
are not as successful as we planned, then we risk damaging our overall business results. Alternatively, if our new brands, brand extensions or
repositioned brands prove to be very successful, we risk hurting our other existing brands through the potential migration of existing brand
customers to the new businesses. In addition, we may not be able to introduce new brands and brand extensions, or to reposition brands in a
manner that improves our overall business and operating results.

Our inability to obtain commercial insurance at acceptable prices or our failure to adequately reserve for self-insured exposures might have a
negative impact on our business.

We believe that commercial insurance coverage is prudent for risk management. Insurance costs may increase substantially in the future and
may be affected by natural catastrophes, fear of terrorism and financial irregularities and other fraud at publicly traded companies. In addition,
for certain types or levels of risk, such as risks associated with earthquakes, hurricanes or terrorist attacks, we may determine that we cannot
obtain commercial insurance at acceptable prices, if at all. Therefore, we may choose to forego or limit our purchase of relevant commercial
insurance, choosing instead to self-insure one or more types or levels of risks. We are primarily self-insured for workers� compensation,
employee health benefits and product and general liability claims. If we suffer a substantial loss that is not covered by commercial insurance or
our self-insurance reserves, the loss and attendant expenses could harm our business and operating results. In addition, exposures exist for which
no insurance may be available and for which we have not reserved.
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Our inability or failure to protect our intellectual property would have a negative impact on our business.

Our trademarks, service marks, copyrights, patents, trade dress rights, trade secrets, domain names and other intellectual property are valuable
assets that are critical to our success. The unauthorized reproduction or other misappropriation of our intellectual property could diminish the
value of our brands or goodwill and cause a decline in our sales. We may not be able to adequately protect our intellectual property. In addition,
the costs of defending our intellectual property may adversely affect our operating results.

We have been sued and may be named in additional lawsuits in a growing number of industry-wide business method patent litigation cases
relating to our business operations.

There appears to be a growing number of business method patent infringement lawsuits instituted against companies such as ours. The plaintiff
in each case claims to hold a patent that covers certain technology or methodologies, which are allegedly infringed by the operation of the
defendants� business. We are currently a defendant in such patent infringement cases and may be named in others in the future, as part of an
industry-wide trend. Even in cases where a plaintiff�s claim lacks merit, the defense costs in a patent infringement case can be high. Additional
patent infringement claims may be brought against us and the cost of defending such claims or the ultimate resolution of such claims may harm
our business and operating results.

We need to successfully manage our employment, occupancy and other operating costs.

To be successful, we need to manage our operating costs and continue to look for opportunities to reduce costs. We recognize that we may need
to increase the number of our employees, especially in peak sales seasons, and incur other expenses to support new brands and brand extensions,
as well as the opening of new stores and direct-to-customer growth of our existing brands. From time to time, we may also experience union
organizing activity in currently non-union facilities. Union organizing activity may result in work slowdowns or stoppages and higher labor
costs. In addition, there appears to be a growing number of wage-and-hour lawsuits against retail companies, especially in California. We are
currently a defendant in one such case and may be named in others in the future.

Although we strive to secure long-term contracts with our service providers and other vendors and to otherwise limit our financial commitment
to them, we may not be able to avoid unexpected operating cost increases in the future. Further, we incur substantial costs to warehouse and
distribute our inventory. Significant increases in our inventory levels may result in increased warehousing and distribution costs. Higher than
expected costs, particularly if coupled with lower than expected sales, would negatively impact our business and operating results.

We are undertaking certain systems changes that might disrupt our supply chain operations.

Our success depends, in part, on our ability to source and distribute merchandise efficiently through appropriate systems and procedures. We are
in the process of substantially modifying our information technology systems supporting the product pipeline, including design, sourcing,
merchandise planning, forecasting and purchase order, inventory and price management. Modifications will involve updating or replacing legacy
systems with successor systems during the course of several years. There are inherent risks associated with replacing our core systems, including
supply chain and merchandising systems disruptions that affect our ability to get the correct products into the appropriate stores and delivered to
customers. We may not successfully launch these new systems, or the launch of such systems may result in product pipeline disruptions. We are
also subject to the risks associated with the ability of our vendors to provide information technology solutions to meet our needs. Any product
pipeline disruptions could negatively impact our business and operating results.

We outsource certain aspects of our business to third party vendors that subject us to risks, including disruptions in our business and increased
costs.

We outsource certain aspects of our business to third party vendors that subject us to risks of disruptions in our business as well as increased
costs. For example, we have engaged IBM to host and manage certain aspects of
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our data center information technology infrastructure. Accordingly, we are subject to the risks associated with IBM�s ability to provide
information technology services to meet our needs. Our operations will depend significantly upon IBM�s and our ability to make our servers,
software applications and websites available and to protect our data from damage or interruption from human error, computer viruses,
intentional acts of vandalism, labor disputes, natural disasters and similar events. If the cost of IBM hosting and managing certain aspects of our
data center information technology infrastructure is more than expected, or if IBM or we are unable to adequately protect our data and
information is lost or our ability to deliver our services is interrupted, then our business and results of operations may be negatively impacted.

Our operating and financial performance in any given period might not meet the extensive guidance that we have provided to the public.

We provide extensive public guidance on our expected operating and financial results for future periods. Although we believe that this guidance
provides investors and analysts with a better understanding of management�s expectations for the future and is useful to our shareholders and
potential shareholders, such guidance is comprised of forward-looking statements subject to the risks and uncertainties described in this report
and in our other public filings and public statements. Our guidance may not always be accurate. If, in the future, our operating or financial
results for a particular period do not meet our guidance or the expectations of investment analysts or if we reduce our guidance for future
periods, the market price of our common stock could significantly decline.

Our quarterly results of operations might fluctuate due to a variety of factors, including seasonality.

Our quarterly results have fluctuated in the past and may fluctuate in the future, depending upon a variety of factors, including shifts in the
timing of holiday selling seasons, including Valentine�s Day, Easter, Halloween, Thanksgiving and Christmas. A significant portion of our
revenues and net earnings has been realized during the period from October through December. In anticipation of increased holiday sales
activity, we incur certain significant incremental expenses, including fixed catalog production and mailing costs and the costs associated with
hiring a substantial number of temporary employees to supplement our existing workforce. If, for any reason, we were to realize significantly
lower-than-expected revenues or net earnings during the October through December selling season, our business and results of operations would
be materially adversely affected.

We may require external funding sources for operating funds.

We regularly review and evaluate our liquidity and capital needs. We currently believe that our available cash, cash equivalents, cash flow from
operations and cash available under our existing credit facilities will be sufficient to finance our operations and expected capital requirements for
at least the next 12 months. However, as we continue to grow, we might experience peak periods for our cash needs during the course of our
fiscal year, and we might need additional external funding to support our operations. Although we believe we would have access to additional
debt and/or capital market funding if needed, such funds may not be available to us on acceptable terms. If the cost of such funds is greater than
expected, it could adversely affect our expenses and our operating results.

We will require a significant amount of cash to pay quarterly dividends at intended levels and for our stock repurchase programs.

In March 2006, we initiated a quarterly cash dividend of $0.10 per common share. In March 2007, our Board of Directors authorized an increase
in our quarterly cash dividend of $0.015 to $0.115 per common share. In addition, our Board of Directors authorized the repurchase of up to
2,000,000 and 5,000,000 shares of our common stock in March 2006 and August 2006, respectively. In March 2007, our Board of Directors
authorized the repurchase of an additional 5,000,000 shares of our common stock. The dividend and the share repurchase programs require the
use of a significant portion of our cash earnings. As a result, we may not retain a sufficient amount of cash to finance growth opportunities, new
product development initiatives and unanticipated capital
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expenditures or to fund our operations. Our Board of Directors may, at its discretion, decrease the intended level of dividends or entirely
discontinue the payment of dividends at any time. The stock repurchase program does not have an expiration date and may be limited or
terminated at any time. Our ability to pay dividends and repurchase shares will depend on our ability to generate cash flows from operations in
the future. This ability may be subject to certain economic, financial, competitive and other factors that are beyond our control. Any failure to
pay dividends or repurchase shares after we have announced our intention to do so may negatively impact our reputation and investor confidence
in us and negatively impact our stock price. In addition, we may be subject to lawsuits regarding the use of our cash for dividends or share
repurchases.

We are exposed to potential risks from legislation requiring companies to evaluate controls under Section 404 of the Sarbanes-Oxley Act of
2002.

We have evaluated and tested our internal controls in order to allow management to report on, and our registered independent public accounting
firm to attest to, our internal controls, as required by Section 404 of the Sarbanes-Oxley Act of 2002. We have incurred, and expect to continue
to incur, significant expenses and a diversion of management�s time to meet the requirements of Section 404. If we are not able to continue to
meet the requirements of Section 404 in a timely manner or with adequate compliance, we would be required to disclose material weaknesses if
they develop or are uncovered and we may be subject to sanctions or investigation by regulatory authorities, such as the Securities and Exchange
Commission or the New York Stock Exchange. Any such action could negatively impact the perception of us in the financial market and our
business. In addition, our internal controls may not prevent or detect all errors and fraud. A control system, no matter how well designed and
operated, is based upon certain assumptions and can provide only reasonable assurance that the objectives of the control system will be met.

Changes to accounting rules or regulations may adversely affect our results of operations.

Changes to existing accounting rules or regulations may impact our future results of operations. For example, on December 16, 2004, the
Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No. 123R, �Share Based Payment,�
which requires us to measure compensation costs for all stock-based compensation at fair value and record compensation expense equal to that
value over the requisite service period. Share-based compensation resulted in a negative impact of approximately $0.14 on our fiscal 2006
diluted earnings per share. A change in accounting rules or regulations may even affect our reporting of transactions completed before the
change is effective. Other new accounting rules or regulations and varying interpretations of existing accounting rules or regulations have
occurred and may occur in the future. Future changes to accounting rules or regulations or the questioning of current accounting practices may
adversely affect our results of operations.

Changes to estimates related to our property and equipment, or operating results that are lower than our current estimates at certain store
locations, may cause us to incur impairment charges.

We make certain estimates and projections in connection with impairment analyses for certain of our store locations in accordance with SFAS
No. 144, �Accounting for the Impairment or Disposal of Long-Lived Assets.� We review for impairment all stores for which current cash flows
from operations are either negative or nominal, or the construction costs are significantly in excess of the amount originally expected. An
impairment charge is required when the carrying value of the asset exceeds the undiscounted future cash flows over the life of the lease. These
calculations require us to make a number of estimates and projections of future results, often up to 20 years into the future. If these estimates or
projections change or prove incorrect, we may be, and have been, required to record impairment charges on certain of these store locations. If
these impairment charges are significant, our results of operations would be adversely affected.

We must properly account for our unredeemed gift certificates and merchandise credits.

We maintain a liability for unredeemed gift certificates and merchandise credits until the earlier of redemption, escheatment or four years. After
four years, the remaining unredeemed gift certificate or merchandise credit
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liability is relieved and recorded within selling, general and administrative expenses. In the event that a state or states were to require that these
unredeemed certificates and credits be escheated to that state or states, then our business and operating results would be harmed.

We may experience fluctuations in our tax obligations and effective tax rate.

We are subject to income taxes in many U.S. and Canadian jurisdictions. We record tax expense based on our estimates of future payments,
which include reserves for estimates of probable settlements of foreign and domestic tax audits. At any one time, many tax years are subject to
audit by various taxing jurisdictions. The results of these audits and negotiations with taxing authorities may affect the ultimate settlement of
these issues. As a result, we expect that throughout the year there could be ongoing variability in our quarterly tax rates as taxable events occur
and exposures are re-evaluated. Further, our effective tax rate in a given financial statement period may be materially impacted by changes in the
mix and level of earnings or by changes to existing accounting rules or regulations. For example, we will adopt FASB Interpretation No. (�FIN�)
48, �Accounting for Uncertainty in Income Taxes � An Interpretation of FASB Statement No. 109,� in the first quarter of fiscal 2007, which may
have an impact on our effective tax rate.

We rely on the services of key personnel, whose knowledge of our business and expertise would be difficult to replace.

Our future success depends to a significant degree on the skills, experience and efforts of key personnel in our senior management, whose vision
for our company, knowledge of our business and expertise would be difficult to replace. If any of our key employees leaves, is seriously injured
or is unable to work, and we are unable to find a qualified replacement, we may be unable to execute our business strategy.

In addition, our main offices are located in the San Francisco Bay Area, where competition for personnel with retail and technology skills is
intense. If we fail to identify, attract, retain and motivate these skilled personnel, our business may be harmed. Further, in the event we need to
hire additional personnel, we may experience difficulties due to significant competition for highly skilled personnel in our market.

ITEM 1B.  UNRESOLVED STAFF COMMENTS

None.

ITEM 2.  PROPERTIES

Our gross leased store space, as of January 28, 2007, totaled approximately 5,451,000 square feet for 588 stores compared to approximately
5,035,000 square feet for 570 stores, as of January 29, 2006. All of the existing stores are leased by us with original terms ranging generally
from 5 to 22 years. Certain leases contain renewal options for periods of up to 20 years. The rental payment requirements in our store leases are
typically structured as either minimum rent, minimum rent plus additional rent based on a percentage of store sales if a specified store sales
threshold is exceeded, or rent based on a percentage of store sales if a specified store sales threshold or contractual obligations of the landlord
have not been met. Contingent rental payments, including rental payments that are based on a percentage of sales, cannot be predicted with
certainty at the onset of the lease term. Accordingly, any contingent rental payments are recorded as incurred each period when the sales
threshold is probable and are excluded from our calculation of deferred rent liability.

See Notes A and E to our Consolidated Financial Statements for more information.

We lease distribution facility space in the following locations:

Location Square Footage (Approximate)
Olive Branch, Mississippi 3,275,000 square feet
Memphis, Tennessee 1,523,000 square feet
Cranbury, New Jersey 781,000 square feet
South Brunswick, New Jersey 418,000 square feet
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During fiscal 2005, we exercised our rights under an option to lease an additional 390,000 square feet of distribution space in connection with
one of our Olive Branch, Mississippi distribution center agreements. We began occupying this space in fiscal 2006 and have included it in the
table above.

Two of our distribution facilities in Memphis, Tennessee are leased from two partnerships whose partners include W. Howard Lester, our
Chairman of the Board of Directors and Chief Executive Officer, and James A. McMahan, a Director Emeritus, both of whom are significant
shareholders. Both partnerships were consolidated by us as of February 1, 2004. See Note F to our Consolidated Financial Statements for more
information.

Our Cranbury, New Jersey distribution center agreement allows us to lease an additional 219,000 square feet of the facility in the event the
current tenant vacates the premises. As of January 28, 2007, the current tenant had not vacated the premises.

On May 5, 2006, we entered into an agreement to lease a 418,000 square foot distribution facility located in South Brunswick, New Jersey. The
lease has an initial term of two years, with two optional two-year renewals.

We contract with a third party who provides furniture delivery and storage facilities in a 662,000 square foot distribution facility in Ontario,
California. This distribution square footage is not included in the table above.

In addition to the above long-term contracts, we enter into other agreements to meet our offsite storage needs both for our distribution centers
and our retail store locations. As of January 28, 2007, we had approximately 368,000 square feet of leased space relating to these agreements.
This square footage is not included in the table above.

We lease call center space in the following locations:

Location Square Footage (Approximate)
Las Vegas, Nevada 36,000 square feet
Oklahoma City, Oklahoma 36,000 square feet
Camp Hill, Pennsylvania 38,000 square feet
Our corporate facilities are located in San Francisco, California. Our primary headquarters, consisting of 122,000 square feet, was purchased in
1993. In February 2000, we purchased a 204,000 square foot facility in San Francisco, California for the purpose of consolidating certain
headquarters staff and to provide for future growth. In addition, we own a 13,000 square foot data center located in Memphis, Tennessee.

We believe that our facilities are adequate for our current needs and that suitable additional or substitute space will be available in the future to
replace our existing facilities, if necessary, or to accommodate the expansion of our operations.

We also lease office, design studio, photo studio, warehouse and data center space in the following locations:

Location Square Footage (Approximate)
Brisbane, California 194,000 square feet
San Francisco, California 148,000 square feet
New York City, New York 52,000 square feet
Rocklin, California 14,000 square feet
ITEM 3.  LEGAL PROCEEDINGS

We are involved in lawsuits, claims and proceedings incident to the ordinary course of our business. These disputes, which are not currently
material, are increasing in number as our business expands and our company grows larger. Litigation is inherently unpredictable. Any claims
against us, whether meritorious or not, could be time consuming, result in costly litigation, require significant amounts of management time and
result in the diversion of significant operational resources. The results of these lawsuits, claims and proceedings cannot be

Edgar Filing: WILLIAMS SONOMA INC - Form 10-K

Table of Contents 18



16

Edgar Filing: WILLIAMS SONOMA INC - Form 10-K

Table of Contents 19



Table of Contents

predicted with certainty. However, we believe that the ultimate resolution of these current matters will not have a material adverse effect on our
consolidated financial statements taken as a whole.

ITEM 4.  SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the fourth quarter of fiscal 2006.
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PART II

ITEM 5. MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

MARKET INFORMATION

Our common stock is traded on the New York Stock Exchange, or the NYSE, under the symbol WSM. The following table sets forth the high
and low closing prices of our common stock on the NYSE for the periods indicated:

Fiscal 2006 High Low
1st Quarter $ 43.38 $ 38.40

    2nd Quarter $ 44.33 $ 31.81
3rd Quarter $ 34.90 $ 28.57
4th Quarter $ 35.18 $ 30.25

Fiscal 2005 High Low
1st Quarter $ 37.40 $ 33.49

2nd Quarter $ 44.82 $ 34.08
3rd Quarter $ 44.05 $ 36.46
4th Quarter $ 45.09 $ 39.11

The closing price of our common stock on the NYSE on March 19, 2007 was $35.30. See Quarterly Financial Information on page 66 of this
Annual Report on Form 10-K for the quarter-end closing price of our common stock for each quarter listed above.

SHAREHOLDERS

The number of shareholders of record of our common stock as of March 19, 2007 was 502. This number excludes shareholders whose stock is
held in nominee or street name by brokers.

PERFORMANCE GRAPH

Information required by this Item is incorporated by reference herein to information under the heading �Performance Graph� in our 2006 Annual
Report.

DIVIDEND POLICY

In March 2006, our Board of Directors authorized the initiation of a quarterly cash dividend. During fiscal 2006, total cash dividends declared
were approximately $45,507,000, or $0.40 per common share, of which $34,435,000 was paid during the year and $11,072,000 was paid in
February 2007 to shareholders of record as of the close of business on January 26, 2007.

In March 2007, our Board of Directors authorized an increase in our quarterly cash dividend of $0.015 to $0.115 per common share payable on
May 24, 2007 to shareholders of record as of the close of business on April 27, 2007. The aggregate quarterly dividend is estimated at
approximately $12,600,000 based on the current number of outstanding shares. The indicated annual cash dividend, subject to capital
availability, is $0.46 per common share or approximately $50,500,000 in fiscal 2007. Our quarterly cash dividend could be reduced or
discontinued at any time.

Additional information required by Item 5 is contained in Notes H and I to the Consolidated Financial Statements in this Annual Report on Form
10-K.
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STOCK REPURCHASE PROGRAM

During fiscal 2006, we repurchased and retired a total of 5,824,500 shares of common stock under all programs previously authorized at a
weighted average cost of $31.85 per share and an aggregate cost of approximately $185,508,000. As of fiscal year-end, the remaining authorized
number of shares eligible for repurchase was 1,195,500.

The following table summarizes our repurchases of shares of our common stock during the fourth quarter of fiscal 2006:

Period

Total Number

of Shares
Purchased

Average

Price Paid
Per

Share

Total Number of Shares
Purchased as Part of a

Publicly Announced

Repurchase Plan

Maximum
Number of Shares

that May Yet be
Purchased

Under the Plan
October 30, 2006 - November 26, 2006 703,600 $ 31.65 703,600 3,616,000
November 27, 2006 - December 24, 2006 2,420,500 $ 32.14 2,420,500 1,195,500
December 25, 2006 - January 28, 2007 � � � 1,195,500
Total 3,124,100 $ 32.03 3,124,100 1,195,500
In March 2007, our Board of Directors authorized a stock repurchase program to acquire up to an additional 5,000,000 shares of our common
stock through open market and privately negotiated transactions, at times and in such amounts as management deems appropriate. The timing
and actual number of shares repurchased will depend on a variety of factors including price, corporate and regulatory requirements, capital
availability and other market conditions. The stock repurchase program does not have an expiration date and may be limited or terminated at any
time without prior notice.
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ITEM 6.  SELECTED FINANCIAL DATA

Five-Year Selected Financial Data

Dollars and amounts in thousands, except percentages,

per share amounts and retail stores data Jan. 28, 2007 Jan. 29, 2006 Jan. 30, 2005 Feb. 1, 2004 Feb. 2, 2003
Results of Operations
Net revenues $ 3,727,513 $ 3,538,947 $ 3,136,931 $ 2,754,368 $ 2,360,830
Net revenue growth 5.3% 12.8% 13.9% 16.7% 13.1%
Gross margin $ 1,487,287 $ 1,435,482 $ 1,271,145 $ 1,110,577 $ 951,601
Earnings before income taxes $ 337,186 $ 348,798 $ 310,205 $ 255,638 $ 202,282
Net earnings $ 208,868 $ 214,866 $ 191,234 $ 157,211 $ 124,403
Basic net earnings per share $ 1.83 $ 1.86 $ 1.65 $ 1.36 $ 1.08
Diluted net earnings per share $ 1.79 $ 1.81 $ 1.60 $ 1.32 $ 1.04
Gross margin as a percent of net revenues 39.9% 40.6% 40.5% 40.3% 40.3%
Pre-tax operating margin as a percent of net revenues1 9.0% 9.9% 9.9% 9.3% 8.6%
Financial Position
Working capital $ 473,229 $ 492,772 $ 351,608 $ 245,005 $ 200,556
Total assets $ 2,048,331 $ 1,981,620 $ 1,745,545 $ 1,470,735 $ 1,264,455
Return on assets 10.1% 11.4% 11.9% 11.5% 11.0%
Long-term debt and other long-term obligations $ 32,562 $ 29,201 $ 32,476 $ 38,358 $ 23,217
Shareholders� equity $ 1,151,431 $ 1,125,318 $ 957,662 $ 804,591 $ 643,978
Shareholders� equity per share (book value) $ 10.48 $ 9.80 $ 8.30 $ 6.95 $ 5.63
Return on equity 18.3% 20.6% 21.7% 21.7% 21.1%
Debt-to-equity ratio 2.5% 3.0% 4.4% 4.6% 4.0%
Annual dividends declared per share $ 0.40 � � � �
Retail Revenues
Retail revenue growth 6.0% 12.3% 11.6% 13.9% 15.1%
Retail revenues as a percent of net revenues 57.8% 57.4% 57.7% 58.9% 60.3%
Comparable store sales growth 0.3% 4.9% 3.5% 4.0% 2.7%
Store count
Williams-Sonoma: 254 254 254 237 236
Grande Cuisine 248 243 238 215 204
Classic 6 11 16 22 32
Pottery Barn: 197 188 183 174 159
Design Studio 197 188 181 168 153
Classic � � 2 6 6
Pottery Barn Kids 92 89 87 78 56
West Elm 22 12 4 1 �
Williams-Sonoma Home 7 3 � � �
Outlets 16 16 15 14
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