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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended May 2. 2010.

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

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 _ii_No

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

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

Large accelerated filer _ii_ Accelerated filer
Non-accelerated filer (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes No_1i

As of May 30, 2010, 108,161,793 shares of the registrant s Common Stock were outstanding.
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ITEM 1. FINANCIAL STATEMENTS

WILLIAMS-SONOMA, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

Dollars and shares in thousands, except per share amounts
ASSETS

Current assets

Cash and cash equivalents

Restricted cash

Accounts receivable, net

Merchandise inventories, net

Prepaid catalog expenses

Prepaid expenses

Deferred income taxes

Other assets

Total current assets

Property and equipment, net

Non-current deferred income taxes

Other assets, net

Total assets

LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities

Accounts payable

Accrued salaries, benefits and other

Customer deposits

Income taxes payable

Current portion of long-term debt

Other liabilities

Total current liabilities

Deferred rent and lease incentives

Long-term debt

Other long-term obligations

Total liabilities

Commitments and contingencies

Shareholders equity

Preferred stock, $.01 par value, 7,500 shares authorized, none issued
Common stock, $.01 par value, 253,125 shares authorized 107,931, 106,962 and 105,694 shares
issued and outstanding at May 2, 2010, January 31, 2010 and May 3, 2009, respectively
Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

Total shareholders equity

Total liabilities and shareholders equity

See Notes to Condensed Consolidated Financial Statements.
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May 2,
2010

$ 404,853
12,500
34,581

502,387
36,773
38,147
92,287

7,938
1,129,466

800,963
50,228
16,103

$ 1,996,760

$ 177,938
78,093
186,066
4,278
1,587
23,021
470,983
228,792
8,642
57,948
766,365

1,079
460,713
756,521

12,082
1,230,395
$ 1,996,760

January 31,
2010

$ 513,943

44,187
466,124
32,777
22,109
92,195
8,858
1,180,193
829,027
53,809
16,140
$2,079,169

$ 188,241
107,710
195,185

48,260
1,587
22,499
563,482
241,300
8,672
54,120
867,574

1,070
448,848
751,290

10,387
1,211,595
$2,079,169

May 3,
2009

$ 95704

42,464
548,137
37,214
61,596
90,390
8,516
884,021
917,273
38,173
15,002
$ 1,854,469

$ 130,226
63,002
186,229
48
14,702
19,249
413,456
258,327
10,231
50,040
732,054

1,057
421,210
693,531

6,617

1,122,415
$ 1,854,469
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WILLIAMS-SONOMA, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Dollars and shares in thousands, except per share amounts
Net revenues

Cost of goods sold

Gross margin

Selling, general and administrative expenses

Interest (income) expense, net

Earnings (loss) before income taxes

Income tax expense (benefit)

Net earnings (loss)

Basic earnings (loss) per share

Diluted earnings (loss) per share

Shares used in calculation of earnings (loss) per share:
Basic

Diluted

See Notes to Condensed Consolidated Financial Statements.
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(Unaudited)

Thirteen Weeks Ended
May 2, May 3,
2010 2009

$ 717,637 $ 611,615
447,079 427,652
270,558 183,963
238,097 213,204

128 270
32,333 (29,511)
12,795 (10,806)

$ 19,538 $ (18,705)

$ 018 $ (0.18)

$ 018 $ (0.18)

107,129 105,669
109,639 105,669
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WILLIAMS-SONOMA, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Thirteen Weeks Ended

May 2, May 3,
Dollars in thousands 2010 2009
Cash flows from operating activities:
Net earnings (loss) $ 19,538 $ (18,705)
Adjustments to reconcile net earnings (loss) to net cash provided by (used in) operating activities:
Depreciation and amortization 39,002 36,319
Loss on disposal of assets 275 682
Impairment of assets 2,032 4,139
Amortization of deferred lease incentives (11,910) (7,815)
Deferred income taxes (3,582) (2,085)
Tax benefit from exercise of stock-based awards 7,035 16
Stock-based compensation expense 8,756 5,221
Changes in:
Accounts receivable 9,688 (5,037)
Merchandise inventories (35,660) 25,089
Prepaid catalog expenses (3,996) (790)
Prepaid expenses and other assets (15,201) (14,345)
Accounts payable (5,832) (26,971)
Accrued salaries, benefits and other current and long-term liabilities (26,026) (11,092)
Customer deposits (9,418) (6,079)
Deferred rent and lease incentives (1,025) 1,304
Income taxes payable (43,982) (64)
Net cash used in operating activities (70,306) (20,213)
Cash flows from investing activities:
Purchases of property and equipment (17,431) (20,636)
Restricted cash deposits (12,500) -
Other 23 90
Net cash used in investing activities (29,908) (20,546)
Cash flows from financing activities:
Repayments of long-term obligations (30) (28)
Net proceeds from exercise of stock-based awards 8,487 298
Tax withholdings related to stock-based awards (7,285) -
Excess tax benefit from exercise of stock-based awards 2,836 -
Payment of dividends (12,901) (12,779)
Other - (33)
Net cash used in financing activities (8,893) (12,542)
Effect of exchange rates on cash and cash equivalents 17 183
Net decrease in cash and cash equivalents (109,090) (53,118)
Cash and cash equivalents at beginning of period 513,943 148,822
Cash and cash equivalents at end of period $ 404,853 $ 95,704
See Notes to Condensed Consolidated Financial Statements.

4
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WILLIAMS-SONOMA, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Thirteen Weeks Ended May 2, 2010 and May 3, 2009
(Unaudited)
NOTE A. FINANCIAL STATEMENTS - BASIS OF PRESENTATION

These financial statements include Williams-Sonoma, Inc. and its wholly owned subsidiaries ( we, us or our ). The condensed consolidated
balance sheets as of May 2, 2010 and May 3, 2009 and the condensed consolidated statements of operations and statements of cash flows for the
thirteen weeks then ended have been prepared by us, without audit. In our opinion, the financial statements include all adjustments (which

include only normal recurring adjustments) necessary to present fairly the financial position at the balance sheet dates and the results of
operations for the thirteen weeks then ended. Significant intercompany transactions and accounts have been eliminated. The balance sheet as of
January 31, 2010, presented herein, has been derived from our audited balance sheet included in our Annual Report on Form 10-K for the fiscal
year ended January 31, 2010.

The results of operations for the thirteen weeks ended May 2, 2010 are not necessarily indicative of the operating results of the full year.

Certain information and footnote disclosures normally included in the annual financial statements prepared in accordance with accounting
principles generally accepted in the United States of America have been omitted. These financial statements should be read in conjunction with
the consolidated financial statements and notes thereto included in our Annual Report on Form 10-K for the fiscal year ended January 31, 2010.

NOTE B. BORROWING ARRANGEMENTS
Credit Facility

We have a credit facility that provides for a $300,000,000 unsecured revolving line of credit that may be used for loans or letters of credit. Prior
to April 4, 2011, we may, upon notice to the lenders, request an increase in the credit facility of up to $200,000,000, to provide for a total of
$500,000,000 of unsecured revolving credit. The revolving line of credit facility contains certain financial covenants, including a maximum
leverage ratio (funded debt adjusted for lease and rent expense to earnings before interest, income tax, depreciation, amortization and rent
expense EBITDAR ), a minimum fixed charge coverage ratio (calculated as EBITDAR to total fixed charges), and covenants limiting our ability
to repurchase shares of stock or increase our dividend, in addition to covenants limiting our ability to dispose of assets, make acquisitions, be
acquired (if a default would result from the acquisition), incur indebtedness, grant liens and make investments. The credit facility also contains
events of default that include, among others, non-payment of principal, interest or fees, violation of covenants, inaccuracy of representations and
warranties, bankruptcy and insolvency events, material judgments, cross defaults to material indebtedness and events constituting a change of
control. The occurrence of an event of default will increase the applicable rate of interest by 2.0% and could result in the acceleration of our
obligations under the credit facility and an obligation of any or all of our subsidiaries that have guaranteed our credit facility to pay the full
amount of our obligations under the credit facility. As of May 2, 2010, we were in compliance with our financial covenants under the credit
facility and, based on current projections, expect to be in compliance throughout fiscal 2010. The credit facility matures on October 4, 2011, at
which time all outstanding borrowings must be repaid and all outstanding letters of credit must be cash collateralized.

We may elect interest rates calculated at (i) Bank of America s prime rate (or, if greater, the average rate on overnight federal funds plus one-half
of one percent, or a rate based on LIBOR plus one percent) plus a margin based on our leverage ratio, or (ii) LIBOR plus a margin based on our
leverage ratio. No amounts were outstanding under the credit facility as of May 2, 2010 or May 3, 2009. Additionally, as of May 2, 2010,
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$15,180,000 in issued but undrawn standby letters of credit was outstanding under the credit facility. The standby letters of credit were issued to
secure the liabilities associated with workers compensation and other insurance programs.

Restricted Cash

On April 16, 2010, we entered into a Collateral Trust Agreement (the Agreement ) to replace a portion of our standby letters of credit, which
secure the liabilities associated with our workers compensation and other insurance programs. Under the Agreement, we are obligated to fund
the trust with an initial deposit of $12,500,000 and to reinvest interest income up to a maximum of 110% of the initial deposit thereby
guaranteeing our obligation for any losses below our insurance deductibles. The Agreement is renewable annually and is cancellable upon 90
days written notice with the insurance provider s and our mutual consent. As of May 2, 2010, restricted cash related to the Agreement was
$12,500,000.

Letter of Credit Facilities

We have four unsecured commercial letter of credit reimbursement facilities, each of which matures on September 3, 2010. The aggregate credit
available under all letter of credit facilities is $125,000,000. The letter of credit facilities contain covenants and provide for events of default that
are consistent with our unsecured revolving line of credit. Interest on unreimbursed amounts under the letter of credit facilities accrues at the
lender s prime rate (or if greater, the average rate on overnight federal funds plus one-half of one percent) plus 2.0%. As of May 2, 2010, an
aggregate of $24,918,000 was outstanding under the letter of credit facilities, which represent only a future commitment to fund inventory
purchases to which we had not taken legal title. The latest expiration possible for any future letters of credit issued under the facilities is

January 31, 2011.

Long-Term Debt

As of May 2, 2010, we had $10,229,000 of long-term debt obligations, consisting primarily of the bond-related debt associated with one of our
Memphis-based distribution facilities, which accrues interest based on a variable rate. As of May 2, 2010, the carrying value of our long-term
debt approximates fair value.

NOTE C. STOCK-BASED COMPENSATION
Equity Award Programs

Our Amended and Restated 2001 Long-Term Incentive Plan (the Plan ) provides for grants of incentive stock options, nonqualified stock options,
stock-settled stock appreciation rights (collectively, option awards ), restricted stock awards, restricted stock units, deferred stock awards
(collectively, stock awards ) and dividend equivalents up to an aggregate of 15,959,903 shares. Awards may be granted under the Plan to officers,
employees and non-employee Board members of the company or any parent or subsidiary. Annual grants are limited to 1,000,000 shares

covered by option awards and 400,000 shares covered by stock awards on a per person basis. All grants of option awards made under the Plan

have a maximum term of ten years, except incentive stock options that may be issued to 10% shareholders, which have a maximum term of five
years. The exercise price of these option awards is not less than 100% of the closing price of our stock on the day prior to the grant date or not

less than 110% of such closing price for an incentive stock option granted to a 10% shareholder. Option awards granted to employees generally
vest over a period of four to five years. Stock awards granted to employees generally vest over a period of three to five years for service based
awards. Certain option and stock awards contain vesting acceleration clauses in the event of a merger or similar corporate event. Option and

stock awards granted to non-employee Board members generally vest in one year. Non-employee Board members automatically receive stock
awards on the date of their initial election to the Board and annually thereafter on the date of the annual meeting of shareholders (so long as they
continue to serve as a non-employee Board member). Shares issued as a result of award exercises will be funded with the issuance of new

shares.
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On May 26, 2010, our shareholders approved an amendment and restatement of the Plan to, among other things, increase the shares issuable by
2,500,000 shares and extend the term to 2020.

Stock-Based Compensation Expense

We measure and record stock-based compensation expense in our consolidated financial statements for all employee stock-based awards using a
fair value method. During the thirteen weeks ended May 2, 2010 and May 3, 2009, we recognized total stock-based compensation expense, as a
component of selling, general and administrative expenses, of $8,756,000 and $5,221,000, respectively.

Stock Options

The following table summarizes our stock option activity during the thirteen weeks ended May 2, 2010:

Shares
Balance at January 31, 2010 2,613,132
Granted -
Exercised (799,832)
Canceled (2,600)
Balance at May 2, 2010 1,810,700
Vested at May 2, 2010 1,770,820
Vested plus expected to vest at May 2, 2010 1,810,133
Stock-Settled Stock Appreciation Rights
The following table summarizes our stock-settled stock appreciation right activity during the thirteen weeks ended May 2, 2010:

Shares
Balance at January 31, 2010 4,547,975
Granted 359,375
Converted (262,600)
Canceled (36,595)
Balance at May 2, 2010 4,608,155
Vested at May 2, 2010 1,119,475
Vested plus expected to vest at May 2, 2010 4,004,865
Restricted Stock Units
The following table summarizes our restricted stock unit activity during the thirteen weeks ended May 2, 2010:

Shares
Balance at January 31, 2010 1,887,160
Granted 1,084,737
Released (350,461)
Canceled (17,338)
Balance at May 2, 2010 2,604,098
Vested plus expected to vest at May 2, 2010 2,187,162
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NOTE D. COMPREHENSIVE INCOME (LOSS)

Comprehensive income for the thirteen weeks ended May 2, 2010 and May 3, 2009 was as follows:

Thirteen Weeks Ended

May 2, May 3,

Dollars in thousands 2010 2009

Net earnings (loss) $ 19,538 $ (18,705)
Other comprehensive income

Foreign currency translation adjustment 1,693 1,108

Comprehensive income (loss) $ 21,231 $ (17,597)

NOTE E. EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per share is computed as net earnings (loss) divided by the weighted average number of common shares outstanding for the
period. Diluted earnings (loss) per share is computed as net earnings (loss) divided by the weighted average number of common shares
outstanding for the period plus common stock equivalents consisting of shares subject to stock-based awards with exercise prices less than or
equal to the average market price of our common stock for the period, to the extent their inclusion would be dilutive.

The following is a reconciliation of net earnings (loss) and the number of shares used in the basic and diluted earnings (loss) per share
computations:

Net Earnings Weighted Average Earnings (Loss)

Dollars and amounts in thousands, except per share amounts (Loss) Shares Per Share
Thirteen weeks ended May 2, 2010

Basic $ 19,538 107,129 $ 0.18
Effect of dilutive stock-based awards 2,510

Diluted $ 19,538 109,639 $ 0.18
Thirteen weeks ended May 3, 2009

Basic $ (18,705) 105,669 $ (0.18)
Effect of dilutive stock-based awards ' -

Diluted $ (18,705) 105,669 $ (0.18)

! Due to the net loss recognized for the thirteen weeks ended May 3, 2009, all stock-based awards were excluded from the calculation of diluted earnings per
share as their inclusion would be anti-dilutive.

Stock-based awards of 3,135,000 and 9,877,000 for the first quarter of fiscal 2010 and the first quarter of fiscal 2009, respectively, were not
included in the computation of diluted earnings (loss) per share, as their inclusion would be anti-dilutive.

NOTE F. ASSET IMPAIRMENT AND LEASE TERMINATION CHARGES

We review the carrying value of all long-lived assets for impairment, primarily at a store level, whenever events or changes in circumstances
indicate that the carrying value of an asset may not be recoverable. We review for impairment all stores for which current or projected cash
flows from operations are not sufficient to recover the carrying value of the assets. Impairment results when the carrying value of the assets
exceeds the undiscounted future cash flows over the remaining life of the lease. Our estimate of undiscounted future cash flows over the store
lease term (generally 5 to 22 years) is based upon our experience, historical operations of the stores and estimates of future store profitability and
economic conditions. The future estimates of store profitability and economic conditions require estimating such factors as sales growth, gross
margin, employment rates, lease escalations, inflation on operating expenses and the overall economics of the retail industry, and are therefore
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subject to variability and difficult to predict. If a long-lived asset is found to be impaired, the amount recognized for impairment is equal to the
difference between the net carrying value and the asset s fair value. Long-lived assets are measured at fair value on a nonrecurring basis using
Level 3 inputs as defined in the fair value hierarchy. The fair value is estimated based upon future cash flows (discounted at a rate that is
commensurate with the risk and approximates our weighted average cost of capital).

For any store or facility closure where a lease obligation still exists, we record the estimated future liability associated with the rental obligation
on the cease use date.

During the thirteen weeks ended May 2, 2010, we recorded expense of approximately $6,037,000 associated with asset impairment and early
lease termination charges for underperforming retail stores, of which $5,579,000 is recorded within selling, general and administrative expenses,
and the remainder of which is recorded within cost of goods sold.

During the thirteen weeks ended May 3, 2009, we recorded expense of approximately $6,127,000 associated with asset impairment and early
lease termination charges for underperforming retail stores, of which $6,082,000 is recorded within selling, general and administrative expenses,
and the remainder of which is recorded within cost of goods sold.

NOTE G. SEGMENT REPORTING

We have two reportable segments, retail and direct-to-customer. The retail segment has five merchandising concepts which sell products for the
home (Williams-Sonoma, Pottery Barn, Pottery Barn Kids, West Elm and Williams-Sonoma Home). The five retail merchandising concepts are
operating segments, which have been aggregated into one reportable segment, retail. 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 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). Management s expectation is that the overall economic characteristics of each of our major concepts within
each reportable segment will be similar over time based on management s judgment that the operating segments have had similar historical
economic characteristics and are expected to have similar long-term financial performance in the future.

These reportable segments are strategic business units that offer similar home-centered products. They are managed separately because the
business units utilize two distinct distribution and marketing strategies. Based on management s best estimate, our operating segments include
allocations of certain expenses, including advertising and employment costs, to the extent they have been determined to benefit both channels.
These operating segments are aggregated at the channel level for reporting purposes due to the fact that our brands are interdependent for
economies of scale and we do not maintain fully allocated income statements at the brand level. As a result, material financial decisions related
to the brands are made at the channel level. Furthermore, it is not practicable for us to report revenue by product group.

We use earnings before unallocated corporate overhead, interest and taxes to evaluate segment profitability. Unallocated costs before income
taxes include corporate employee-related costs, occupancy expenses (including depreciation expense), administrative costs and third party
service costs, primarily in our corporate administrative, corporate systems and corporate facilities departments. Unallocated assets include the
net book value of corporate facilities and related information systems, deferred income taxes, other corporate long-lived assets and corporate
cash and cash equivalents.

Income tax information by segment has not been included as taxes are calculated at a company-wide level and are not allocated to each segment.
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Segment Information

Direct-to-

Dollars in thousands Retail/ Customer Unallocated Total
Thirteen weeks ended May 2, 2010

Net revenues $ 411,780 $ 305,857 $ - $ 717,637
Depreciation and amortization expense 26,072 5,384 7,546 39,002
Earnings (loss) before income taxes?> 22,580 68,611 (58,858) 32,333
Assets* 906,268 265,736 824,756 1,996,760
Capital expenditures 7,934 3,756 5,741 17,431
Thirteen weeks ended May 3, 2009

Net revenues $ 357,379 $ 254,236 $ - $ 611,615
Depreciation and amortization expense 23,319 5,335 7,665 36,319
Earnings (loss) before income taxes? (13,710) 29,982 (45,783) (29,511)
Assets* 1,025,833 282,597 546,039 1,854,469
Capital expenditures 14,169 3,101 3,366 20,636

! Includes net revenues in the retail channel of $20.4 million and $13.5 million in the first quarter of fiscal 2010 and fiscal 2009, respectively, related to our
foreign operations.

2 Includes asset impairment and lease termination charges in the retail channel of approximately $6.0 million and $6.1 million in the first quarter of fiscal 2010
and fiscal 2009, respectively, related to asset impairment and early lease termination charges for underperforming retail stores.

3 Unallocated costs before income taxes includes $3.3 million related to the retirement of our Chief Executive Officer.
4 Includes $30.0 million and $29.2 million of long-term assets as of May 2, 2010 and May 3, 2009, respectively, related to our foreign operations.

NOTE H: RETIREMENT AND CONSULTING AGREEMENT

On January 25, 2010, the independent members of the Board of Directors (the Board ) of Williams-Sonoma, Inc. (the Company ) approved the
Company s entry into a Retirement and Consulting Agreement (the Agreement ) with W. Howard Lester, the Company s Chairman and Chief
Executive Officer. Pursuant to the terms of the Agreement, Mr. Lester retired as Chairman and Chief Executive Officer and as a member of the
Board on May 26, 2010. Upon his retirement and in recognition of his contributions to the Company, Mr. Lester, among other things, received
accelerated vesting of his outstanding stock options, stock-settled stock appreciation rights and restricted stock units. The total expense recorded

in the thirteen weeks ended May 2, 2010 associated with Mr. Lester s retirement was approximately $3,347,000.

NOTE 1. CONSOLIDATION OF MEMPHIS-BASED DISTRIBUTION FACILITIES

Our Memphis-based distribution facilities include an operating lease entered into in July 1983 for a distribution facility in Memphis, Tennessee.
The lessor is a general partnership ( Partnership 1 ) comprised of W. Howard Lester, our Chairman of the Board of Directors and Chief Executive
Officer through May 26, 2010 (Chairman Emeritus thereafter) and James A. McMahan, a Director Emeritus and a significant shareholder.
Partnership 1 does not have operations separate from the leasing of this distribution facility and does not have lease agreements with any

unrelated third parties.

Our other Memphis-based distribution facility includes an operating lease entered into in August 1990 for another distribution facility that is
adjoined to the Partnership 1 facility in Memphis, Tennessee. The lessor is a general partnership ( Partnership 2 ) comprised of W. Howard
Lester, James A. McMahan and two unrelated parties. Partnership 2 does not have operations separate from the leasing of this distribution
facility and does not have lease agreements with any unrelated third parties.

10
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Both partnerships financed the construction of the distribution facilities and related addition through the sale of industrial development bonds.
Quarterly interest and annual principal payments on the bonds are required through maturity and the terms of the lease automatically renew on
an annual basis until the bonds are fully repaid. The two partnerships described above qualify as variable interest entities ( VIEs ) due to their
related party relationship with us and our obligation to renew the leases until the bonds are fully repaid. Accordingly, the two related party VIE
partnerships, from which we lease our Memphis-based distribution facilities, are consolidated by us. As of May 2, 2010, our consolidated
balance sheet includes $15,600,000 in assets (primarily buildings), $9,800,000 in debt and $5,800,000 in other long-term liabilities related to
these leases. We have no other VIE relationships which meet the criteria for consolidation.

In June 2009, the Financial Accounting Standards Board issued guidance to revise the approach to determine when a VIE should be
consolidated. The new consolidation model for VIEs considers whether an entity has the power to direct activities that most significantly impact
the VIE s economic performance and share in the risks and rewards that could potentially be significant to the entity. This guidance requires
companies to continually reassess their VIESs to determine if consolidation is appropriate and, where necessary, provide additional disclosures.
We implemented this guidance on February 1, 2010 and did not change our previous conclusions regarding consolidation of our VIEs.

NOTE J. COMMITMENTS AND CONTINGENCIES

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 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 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements that involve risks and uncertainties, as well as assumptions that, if
they do not fully materialize or are proven 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: projections of earnings, revenues or financial items,
statements related to the impact of accounting changes; statements related to our expected effective tax rate; statements related to our plans to
identify new opportunities to build brand awareness and customer engagement; statements related to our expertise in utilizing the flexibility of
our new e-commerce platform and database marketing tools in site merchandising, optimizing natural search and engaging in social media;
statements related to our progress in our occupancy reduction initiatives; statements related to our continuing to capitalize on the benefits of our
2009 initiatives that have not yet been fully realized and our focus on the five key initiatives that are driving our momentum today; statements
related to future store profitability and fluctuations in our comparable store sales; statements related to our plans to use our cash resources to
fund our inventory and inventory related purchases, advertising and marketing initiatives, purchases of property and equipment, and dividend
payments; statements related to our compliance with bank covenants; statements related to our belief that our cash on-hand, in addition to our
available credit facilities, will provide adequate liquidity for our business operations over the next 12 months; statements related to our planned
investments in the purchase of property and equipment, systems development projects, and distribution, facility infrastructure and other projects;
statements related to the future payment of dividends; statements related to our plans to enter into foreign currency contracts; statements of the
plans, strategies and objectives of management for future operations; statements related to the future performance
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of our brands; statements related to macroeconomic and retail trends; statements related to assessing the long-term strategy for the

Williams-Sonoma Home brand; statements related to opening franchised stores internationally, including two stores in Kuwait in the second

quarter of fiscal 2010; our belief that the franchise model presents a significant opportunity to expand the reach of our brands outside of North

America; 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 may, should, expects, plans, anticipates, believes, estimates, predicts,
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 those discussed under the heading Risk Factors in this document 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.

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). Based on their contribution to our net revenues, the core brands in both the retail and
direct-to-customer channels 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.

The following discussion and analysis of our financial condition, results of operations, and liquidity and capital resources for the thirteen weeks
ended May 2, 2010 ( first quarter of fiscal 2010 ), as compared to the thirteen weeks ended May 3, 2009 ( first quarter of fiscal 2009 ), should be
read in conjunction with our condensed consolidated financial statements and the notes thereto.

All explanations of changes in operational results are discussed in order of their magnitude.
First Quarter of Fiscal 2010 Financial Results

During the first quarter of fiscal 2010, our net revenues increased 17.3% to $717,637,000 from $611,615,000 in the first quarter of fiscal

2009. Diluted earnings per share in the first quarter of fiscal 2010 increased $0.36 to $0.18 (including a $0.03 per diluted share charge associated
with underperforming retail stores and a $0.02 per diluted share charge related to the retirement of our Chief Executive Officer) compared to a
diluted loss per share in the first quarter of fiscal 2009 of $0.18 (including a $0.04 per diluted share charge associated with underperforming
retail stores). We also ended the quarter with cash and cash equivalents of $404,853,000, the highest first quarter cash balance in our history.
While cost containment and inventory management were critical, there was equal focus on our brand proposition and the customer experience.
Collectively, these initiatives transformed our business and we are now a structurally more profitable and efficient company as demonstrated by
these results.

Retail net revenues in the first quarter of fiscal 2010 increased $54,401,000, or 15.2%, compared to the first quarter of fiscal 2009. This increase
was driven by a 17.0% increase in comparable stores sales, partially offset by a 2.7% year-over-year reduction in retail leased square footage,
including 20 net fewer stores. Increased net
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revenues during the quarter were driven by the Pottery Barn, Williams-Sonoma, Pottery Barn Kids and West Elm brands.

Direct-to-customer net revenues in the first quarter of fiscal 2010 increased $51,621,000, or 20.3%, compared to the first quarter of fiscal
2009. This increase was due to net revenues generated in the Pottery Barn, Pottery Barn Kids and PBteen brands, despite a decrease in catalog
and page circulation of 2.7% and 4.0%, respectively. In addition, internet net revenues increased 23.6% to $239,988,000 for the first quarter of
fiscal 2010 compared to $194,144,000 for the first quarter of fiscal 2009.

In our core brands, net revenues in the first quarter of fiscal 2010 increased by 18.6% compared to the first quarter of fiscal 2009. Pottery Barn
and Pottery Barn Kids saw the greatest improvement. In the Pottery Barn brand, net revenues increased 24.7% with ongoing momentum in both
the retail and direct-to-customer channels. In Pottery Barn Kids, net revenues increased 20.6%, primarily due to strong e-commerce sales. This
net revenue increase was partially offset by a 9% reduction in retail leased square footage. In the Williams-Sonoma brand, net revenues
increased 8.4% and we saw selling margins improve. Comparable store sales growth was 23.3%, 22.9% and 10.6% for the Pottery Barn, Pottery
Barn Kids and Williams-Sonoma brands, respectively.

In our emerging brands (including West Elm, PBteen and Williams-Sonoma Home), net revenues in the first quarter of fiscal 2010 increased
10.7% compared to the first quarter of fiscal 2009, driven by increasing net revenues in West Elm and PBteen.

In the Williams-Sonoma Home brand, we continued to make progress on our plan to restructure the unprofitable segments of the business,
including the operations of our 11 retail stores. Throughout the quarter, we continued to aggressively manage our inventory and maintain strong
controls over our expenses.

First Quarter of Fiscal 2010 Operational Results

In supply chain, we continued to capitalize on the benefits from the initiatives we rolled out in fiscal 2009, including reductions in our
replacement and damages expense, expanding our upholstered furniture operations, and aggressively managing inventory flow. At the end of the
first quarter of fiscal 2010, merchandise inventory had decreased $45,750,000 to $502,387,000 compared to the first quarter of fiscal 2009.

In direct marketing, we have continued to shift our investment from marginal catalog circulation to internet marketing which is driving
incremental growth and new customer acquisition. E-commerce is our fastest growing and most profitable channel and we continue to identify
new opportunities to build brand awareness and customer engagement through search, e-mail modeling, affiliate programs and enhanced
functionality.

In information technology, we continued to leverage the late 2009 launch of our new e-commerce platform and database marketing tools and are
gaining more expertise in utilizing its flexibility in site merchandising, optimizing natural search and further engaging in social media.

In real estate, we continue to make progress on our occupancy reduction initiatives by reducing our year-over-year occupancy expenses,
including permanently closing 18 stores during fiscal 2010.

Lastly, during the quarter we opened our first franchised Pottery Barn and Pottery Barn Kids stores in Dubai and will open two additional stores
in Kuwait in the second quarter of fiscal 2010. We believe with this business model, there is a significant opportunity to expand the reach of our
brands outside of North America.

Fiscal 2010

As we look forward to the balance of the year, based on the continuing momentum we are seeing in our business today, we now expect to see net
revenue growth of 6% to 9% and diluted earnings per share of approximately
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$1.33 to $1.42 in fiscal 2010. We will also continue to capitalize on the benefits of our 2009 initiatives that have not yet been fully realized and
focus on the five key initiatives that are driving our momentum today including: implementing innovative growth strategies to capture market
share; delivering superior customer service; executing our catalog and internet marketing initiatives; driving supply chain efficiencies; and
maximizing profitability and cash flow.

Lastly, subsequent to quarter end in May 2010, our Board of Directors authorized an increase in our quarterly cash dividend from $0.13 to $0.15
per common share and a share repurchase program to purchase up to $60,000,000 of the Company s outstanding common stock.

Results of Operations
NET REVENUES

Net revenues consist of retail sales and direct-to-customer sales, both of which include shipping fees. Retail sales include sales of merchandise to
customers at our retail stores, as well as shipping fees on any retail products shipped to our customers homes. Direct-to-customer sales include
sales of merchandise to customers through our catalogs and the internet, as well as shipping fees. Shipping fees consist of revenue received from
customers for delivery of merchandise to their homes. Revenues are presented net of sales returns and other discounts.

The following table summarizes our net revenues for the first quarter of fiscal 2010 and fiscal 2009:

Thirteen Weeks Ended

May 2, May 3,
Dollars in thousands 2010 % Total 2009 % Total
Retail revenues $411,780 57.4% $ 357,379 58.4%
Direct-to-customer revenues 305,857 42.6% 254,236 41.6%
Net revenues $717,637 100.0% $611,615 100.0%

Net revenues in the first quarter of fiscal 2010 increased by $106,022,000, or 17.3%, compared to the first quarter of fiscal 2009. This was
driven by increasing revenues in the Pottery Barn, Pottery Barn Kids and Williams-Sonoma brands, primarily due to comparable store sales
growth of 17.0%, partially offset by a 2.7% year-over-year reduction in retail leased square footage, including 20 net fewer stores and a decrease
in catalog and page circulation of 2.7% and 4.0%, respectively.

RETAIL REVENUES AND OTHER DATA

Thirteen Weeks Ended

May 2, May 3,
Dollars in thousands 2010 2009
Retail revenues $ 411,780 $ 357,379
Retail revenue growth (decline) 15.2% (17.6%)
Comparable store sales growth (decline) 17.0% (21.0%)
Number of stores - beginning of period 610 627
Number of new stores 3 7
Number of new stores due to remodeling' 4 2
Number of closed stores due to remodeling! ) 3)
Number of permanently closed stores 5) 3)
Number of stores - end of period 610 630
Store selling square footage at period-end 3,754,000 3,876,000
Store leased square footage ( LSF ) at period-end 6,066,000 6,237,000

! Remodeled stores are defined as those stores temporarily closed and subsequently reopened during the period due to square footage expansion, store
modification or relocation.
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Avg. LSF Avg. LSF

Store Count Store Count Per Store Per Store

May 3,
January 31, May 2, May 2, May 3,
2010 Openings Closings 2010 2009 2010 2009
Williams-Sonoma 259 1 @)) 259 263 6,300 6,300
Pottery Barn 199 2 2) 199 204 13,000 12,900
Pottery Barn Kids 87 - 2) 85 95 8,100 8,000
West Elm 36 2 (D 37 39 17,000 17,300
Williams-Sonoma Home 11 - - 11 11 13,200 13,200
Outlets 18 2 (D 19 18 19,100 20,300
Total 610 7 7 610 630 9,900 9,900

Retail net revenues in the first quarter of fiscal 2010 increased $54,401,000, or 15.2%, compared to the first quarter of fiscal 2009. This increase
was driven by a 17.0% increase in comparable stores sales, partially offset by a 2.7% year-over-year reduction in retail leased square footage,
including 20 net fewer stores. Increased net revenues during the quarter were driven by the Pottery Barn, Williams-Sonoma, Pottery Barn Kids
and West Elm brands.

Comparable Store Sales

Comparable stores are defined as those stores in which gross square footage did not change by more than 20% in the previous 12 months and
which have been open for at least 12 consecutive months without closure for seven or more consecutive days. By measuring the year-over-year
sales of merchandise in the stores that have a history of being open for a full comparable 12 months or more, we can better gauge how the core
store base is performing since it excludes new store openings, store remodelings and expansions. Comparable stores exclude new retail concepts
until such time as we believe that comparable store results in those concepts are of sufficient size to evaluate the performance of the retail
strategy. Therefore, in both fiscal 2010 and fiscal 2009, total comparable store sales exclude the West Elm and Williams-Sonoma Home
concepts.

Percentages represent changes in comparable store sales versus the same period in the prior year.

Thirteen Weeks Ended

May 2, May 3,

Percent increase (decrease) in comparable store sales 2010 2009
Williams-Sonoma 10.6% (15.4%)
Pottery Barn 23.3% (22.6%)
Pottery Barn Kids 22.9% (25.0%)
Outlets 2.8%) (26.8%)
Total 17.0% (21.0%)

Various factors affect comparable store sales, including the overall economic and general retail sales environment as well as current local and
global economic conditions, each of which were significant factors in our comparable store sales results in the first quarter of fiscal 2010 and
fiscal 2009. Additional factors have
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affected our comparable store sales results in the past and may continue to affect them in the future, such as the number, size and location of
stores we open, close, remodel or expand in any period, 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 and discount retailers), 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, the benefits of closing underperforming stores in multi-store markets,
changes in catalog circulation and in our direct-to-customer business and fluctuations in foreign exchange rates. 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 our comparable store sales to fluctuate significantly in the past on an annual, quarterly and monthly basis and, as a
result, we expect that comparable store sales will continue to fluctuate in the future.

DIRECT-TO-CUSTOMER REVENUES

Thirteen Weeks Ended

May 2, May 3,

Dollars in thousands 2010 2009
Catalog revenues $ 65,869 $ 60,092
Internet revenues 239,988 194,144
Total direct-to-customer revenues $ 305,857 $ 254,236
Direct-to-customer revenue growth (decline) 20.3% (27.0%)
Percent decrease in number of catalogs circulated (2.7%) (17.1%)
Percent decrease in number of pages circulated (4.0%) (22.7%)

Direct-to-customer net revenues in the first quarter of fiscal 2010 increased $51,621,000, or 20.3%, compared to the first quarter of fiscal
2009. This increase was due to net revenues generated in the Pottery Barn, Pottery Barn Kids and PBteen brands, despite a decrease in catalog
and page circulation of 2.7% and 4.0%, respectively. In addition, internet net revenues increased 23.6% to $239,988,000 for the first quarter of
fiscal 2010 compared to $194,144,000 for the first quarter of fiscal 2009.

COST OF GOODS SOLD
Thirteen Weeks Ended
May 2, % Net May 3, % Net
Dollars in thousands 2010 Revenues 2009 Revenues
Cost of goods sold ! $ 447,079 623% $ 427,652 69.9%

! Includes total occupancy expenses of $125,140,000 and $128,324,000 for the first quarter of fiscal 2010 and the first quarter of fiscal 2009, respectively.

Cost of goods sold includes cost of goods, occupancy expenses and shipping costs. Cost of goods consists of cost of merchandise, inbound
freight expenses, freight-to-store expenses and other inventory related costs such as shrinkage, damages and replacements. Occupancy expenses
consist of rent, depreciation and other occupancy costs, including common area maintenance and utilities. Shipping costs consist of third party
delivery services and shipping materials.

Our classification of expenses in cost of goods sold may not be comparable to other public companies, as we do not include non-occupancy
related costs associated with our distribution network in cost of goods sold. These
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costs, which include distribution network employment, third party warehouse management and other distribution-related administrative
expenses, are recorded in selling, general and administrative expenses.

Within our reportable segments, the direct-to-customer channel does not incur freight-to-store or store occupancy expenses, and typically
operates with lower markdowns and inventory shrinkage than the retail channel. However, the direct-to-customer channel incurs higher
customer shipping, damage and replacement costs than the retail channel.

First Quarter of Fiscal 2010 vs. First Quarter of Fiscal 2009

Cost of goods sold increased by $19,427,000, or 4.5%, in the first quarter of fiscal 2010 compared to the first quarter of fiscal 2009. Including
expense of approximately $458,000 for charges associated with our underperforming retail stores, cost of goods sold as a percentage of net
revenues decreased to 62.3% in the first quarter of fiscal 2010 from 69.9% in the first quarter of fiscal 2009. This decrease as a percentage of net
revenues was primarily driven by reduced markdown activity, the leverage of fixed occupancy expenses due to increasing net revenues, a
decrease in occupancy expense dollars and reduced replacement and damages expense.

In the retail channel, cost of goods sold as a percentage of net revenues decreased 730 basis points in the first quarter of fiscal 2010 compared to
the first quarter of fiscal 2009. This decrease as a percentage of net revenues was primarily driven by reduced markdown activity, the leverage of
fixed occupancy expe