Edgar Filing: WILLIAMS SONOMA INC - Form 11-K

WILLIAMS SONOMA INC
Form 11-K
June 28, 2006
Table of Contents
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 11-K

(Mark One)

X ANNUAL REPORT PURSUANT TO SECTION 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the year ended December 31, 2005

OR

TRANSITION REPORT PURSUANT TO SECTION 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 001-14077

A. Full title of the plan and the address of the plan, if different from that of the issuer named below:

WILLIAMS-SONOMA, INC.

ASSOCIATE STOCK INCENTIVE PLAN
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B. Name of issuer of the securities held pursuant to the plan and the address of its principal executive office:

WILLIAMS-SONOMA, INC.
3250 Van Ness Avenue
San Francisco, CA 94109

(415) 421-7900
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Administrative Committee,
Williams-Sonoma, Inc.

Associate Stock Incentive Plan:

We have audited the accompanying statements of net assets available for benefits of the Williams-Sonoma, Inc. Associate Stock Incentive Plan
(the Plan ) as of December 31, 2005 and 2004, and the related statements of changes in net assets available for benefits for the years then ended.
These financial statements are the responsibility of the Plan s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The Plan is not required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our
audits included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Plan s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the net assets available for benefits of the Plan at December 31,
2005 and 2004, and the changes in net assets available for benefits for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The supplemental schedule
as listed in the table of contents, is presented for the purpose of additional analysis and is not a required part of the basic financial statements, but
is supplementary information required by the Department of Labor s Rules and Regulations for Reporting and Disclosure under the Employee
Retirement Income Security Act of 1974. The schedule is the responsibility of the Plan s management. Such schedule has been subjected to the
auditing procedures applied in our audit of the basic 2005 financial statements and, in our opinion, is fairly stated in all material respects when
considered in relation to the basic financial statements taken as a whole.

/s/ DELOITTE & TOUCHE LLP

San Francisco, California
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WILLIAMS-SONOMA, INC.

ASSOCIATE STOCK INCENTIVE PLAN

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS

DECEMBER 31, 2005 AND 2004

2005 2004
ASSETS:
Investments, at fair value:
Williams-Sonoma, Inc. Stock Fund $ 104,715,990 $ 89,180,224
Mutual funds:
Dodge & Cox Balanced Fund 9,644,552 8,148,063
Dodge & Cox Stock Fund 7,185,299 4,096,859
Artisan Small Cap Fund 2,871,837
Schwab S&P 500 Select SHS 2,516,009 1,684,303
Templeton Foreign A Fund 2,316,200 1,116,483
Growth Fund of America R3 1,850,016 673,503
PIMCO Total Return A Fund 1,747,653 1,340,000
Barclay s Global Investors Lifepath 2030 Fund 277,805
Barclay s Global Investors Lifepath 2010 Fund 174,412
Barclay s Global Investors Lifepath 2020 Fund 166,267
Barclay s Global Investors Lifepath 2040 Fund 88,608
Barclay s Global Investors Lifepath Retirement Fund 14,697
PIMCO Small Cap Value A Fund 1,747,234
Total mutual funds 28,853,355 18,806,445
Cash equivalents 3,989,830 2,804,725
Loans to participants 2,926,907 2,988,641
Total investments 140,486,082 113,780,035
Receivables:
Employee contributions 535,745 603,130
Employer contributions 158,918 441,295
Dividend and interest income 9,926 8,229
NET ASSETS AVAILABLE FOR BENEFITS $ 141,190,671 $ 114,832,689

See notes to financial statements.
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WILLIAMS-SONOMA, INC.

ASSOCIATE STOCK INCENTIVE PLAN

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS

YEARS ENDED DECEMBER 31, 2005 AND 2004

ADDITIONS TO NET ASSETS ATTRIBUTED TO:
Investment income:

Net appreciation in fair value of investments

Interest and dividends

Total investment income

Contributions:
Employee
Employer

Total contributions

TOTAL ADDITIONS

DEDUCTIONS FROM NET ASSETS
ATTRIBUTED TO:

Benefit payments to participants
Participant paid administrative expenses

NET INCREASE

NET ASSETS AVAILABLE FOR BENEFITS:
Beginning of year

End of year

See notes to financial statements.
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2005 2004
$ 21,900,736 $ 2,867,944
283,885 178,890
22,184,621 3,046,834
11,917,921 10,295,003
3,232,409 3,148,593
15,150,330 13,443,596
37,334,951 16,490,430
10,948,590 8,062,254
28,379 24,275
26,357,982 8,403,901
114,832,689 106,428,788

$ 141,190,671

$ 114,832,689
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WILLIAMS-SONOMA, INC.

ASSOCIATE STOCK INCENTIVE PLAN

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2005 AND 2004

1. DESCRIPTION OF PLAN

The following description of the Williams-Sonoma, Inc. Associate Stock Incentive Plan (the Plan ) provides only general information.
Participants should refer to the Plan document for a more complete description of the Plan provisions.

General - The Plan, which became effective as of February 1, 1989, is a defined contribution plan covering eligible salaried and hourly

employees and was created to provide savings opportunities to the employees of Williams-Sonoma, Inc. (the Company ). The Plan is subject to
the provisions of the Employee Retirement Income Security Act of 1974 ( ERISA ), is tax-qualified under Section 401(a) of the Internal Revenue
Code of 1986, as amended, and contains arrangements under Section 401(k) and 401(m) of the Internal Revenue Code.

Contributions - The Plan allows participants to defer a portion of their income and have such amounts paid into the Plan, thus reducing the
participants taxable income in the year of contribution. Full-time regular employees who are at least 21 years old may participate 30 days after

their date of hire. Part-time and casual employees who are at least 21 years old may participate 30 days after their completion of 1,000 hours of

service with the Company within a 12-month period. Temporary employees are not eligible to become participants. The Plan permits eligible
employees to make elective deferral contributions up to 15% of their eligible compensation (base salary, hourly wages, and overtime) each pay

period (4% for certain higher paid individuals). Participants who reach age 50 by the end of a calendar year and make the maximum deferrals

into the Plan can make an additional catch-up contribution. Participants are also allowed to roll over to the Plan certain pre-tax distributions from
other qualified plans and arrangements.

The Company makes a matching contribution to each participant s account equal to 50% of the participant s elective deferral contribution each
pay period, taking into account only those contributions that did not exceed 6% of the participant s eligible pay for the period (4% for certain
higher paid individuals). The Company does not match participants rollover and catch-up contributions.

During 2005 and 2004, federal income tax rules generally limited a participant s maximum salary deferral contributions to $14,000 and $13,000,
respectively, and catch-up contributions to $4,000 and $3,000, respectively.

Participant accounts - The Plan maintains individual accounts for participants. Each participant s account is credited with the participant s
contributions, the Company s matching contributions and earnings (or losses). Participants can transfer their own contributions freely between
funds at any time and still qualify for the Company s matching contribution. Prior to November 1, 2005, all matching contributions were invested
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in the Williams-Sonoma, Inc. Stock Fund. Effective November 1, 2005, participants were allowed to reallocate past matching contributions out
of the Williams-Sonoma, Inc. Stock Fund into one or more investment funds. Effective December 1, 2005, Company matching contributions are
now invested in the same funds as the participant s elective deferral contributions. The investment alternatives available to participants during
2005 and 2004 were as follows:
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Williams-Sonoma, Inc. Stock Fund - consists of Williams-Sonoma, Inc. common stock

Dodge & Cox Balanced Fund a balanced fund invested in stocks and bonds

Dodge & Cox Stock Fund  a large cap value fund invested in stocks of large, mature U.S. companies

Schwab S&P 500 Select SHS  a large cap equity fund invested in stocks of the 500 large U.S. companies whose results are included in
the S&P 500 average

Templeton Foreign A Fund a foreign stock fund invested in stocks of large international non-U.S. companies

Growth Fund of America R3 a large cap fund with diversified investments in both growth stocks and large U.S. companies

PIMCO Total Return A Fund a bond fund invested in U.S. corporate and government bonds

PIMCO Small Cap Value A Fund a small cap value fund invested in stocks of smaller, typically fast-growing U.S. corporations

Schwab Government Securities Fund a mutual fund invested in US. Government securities

As of October 2005, PIMCO Small Cap Value A Fund was replaced by Artisan Small Cap Fund.

Artisan Small Cap Fund a small cap fund invested in small cap U.S. growth companies

As of November 2005, the following funds were added:

Barclay s Global Investors Lifepath 2010 Fund  a mutual fund that intends to hold approximately 45% of assets in stocks, 54% in
bonds and 1% in money market instruments

Barclay s Global Investors Lifepath 2020 Fund - a mutual fund that intends to hold approximately 62% of assets in stocks, 37% in
bonds and 1% in money market instruments

Barclay s Global Investors Lifepath 2030 Fund - a mutual fund that intends to hold approximately 72% of assets in stocks, 23% in
bonds and 1% in money market instruments

Barclay s Global Investors Lifepath 2040 Fund - a mutual fund that intends to hold approximately 87% of assets in stocks, 12% in
bonds and 1% in money market instruments
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Barclay s Global Investors Lifepath Retirement Fund - a mutual fund invested in stocks, bonds, and money market instruments
managed for investors seeking income and moderate long-term growth of capital

Participant loans Participants who are employed by the Company are allowed to borrow from their individual account up to 50% of their
vested minimum account balance, from a minimum loan of $1,000 up to a maximum loan of $50,000 (reduced in the case of participants with
loans outstanding in the previous year). The loans are secured by the vested balance in the participant s account and bear interest at a fixed rate
equal to 1% plus the prime lending rate as published by the Wall Street Journal at the beginning of the calendar month in which the loan is
initiated. Principal and interest are required to be repaid ratably through regular payroll deductions for up to five years, unless the loan is to
acquire a participant s principal residence, in which case the maximum term of the loan is fifteen years. If a participant leaves the Company, any
unpaid loan balance must be paid in full on the participants last day of employment. If the participant does not repay the loan as required, the
outstanding balance of the loan is treated as a taxable distribution from the Plan.
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Vesting - Participants are immediately 100% vested in their elective deferral contributions, rollover contributions, catch-up contributions and
any earnings attributable thereto. For the first five years of a participant s employment, the Company s matching contributions and any earnings
attributable thereto generally vest at a rate of 20% per year of service, measured from the participant s hire date. Thereafter, all Company
matching contributions vest immediately.

Forfeitures When a participant terminates employment prior to full vesting and takes a full distribution of the vested portion, any unvested
Company matching contributions and earnings attributable thereto are immediately forfeited and used to reduce the amount of future Company
matching contributions (subject to restoration if the participant returns to employment before incurring a five-year break in service). When a
participant terminates employment prior to full vesting and defers distribution from the Plan, the unvested portion of the Company matching
contributions remains in the Plan until the participant has a five-year break in service, at which time the unvested contributions and any
attributable earnings thereto are forfeited. These forfeitures may be used to reduce the amount of future Company contributions, pay the Plan s
administrative expenses, and fund the restoration of forfeited amounts. During 2005 and 2004, Company contributions were reduced by
$705,653 and $561,710, respectively, from forfeited unvested accounts. The remaining outstanding balance in these forfeited unvested accounts,
totaling approximately $760,000 at December 31, 2005, will be used to offset 2006 Company matching contributions.

Payment of benefits - Benefits are payable upon termination of employment, hardship, death, disability, retirement or attainment of at least

age 591/2. A participant is not required to take the distributions until after the participant both separates from the Company and attains age

70 '/2, except that if the participant s vested account balance is $5,000 or less following separation, the Plan will issue the participant a full
distribution. Distribution of a participant s benefits may be made in cash, Company common stock (to the extent the distribution is invested in the
Williams-Sonoma, Inc. Stock Fund), or both, and are recorded when paid.

Plan termination - The Company has no intention at this time to terminate the Plan, but retains the authority to amend or terminate the Plan at
any time for any reason. In the event of Plan termination, participants accounts become fully vested. Net assets of the Plan are applied for the
exclusive benefit of the participants.

Plan administrative and investment expenses - Administrative expenses incurred by the Plan generally are paid by the Company. Investment
expenses incurred by the Plan generally are paid from Plan assets.

2.  SUMMARY OF ACCOUNTING POLICIES

Basis of accounting - The financial statements of the Plan are prepared on the accrual basis of accounting.

Use of estimates - The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of additions to and deductions from net assets
available for benefits during the reporting period. Actual results could differ from those estimates.

Cash equivalents Cash equivalents represent shares held in the Schwab Government Securities Fund.
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Purchases and sales Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded on the accrual basis.
Dividends are determined on the ex-dividend date.

Investments Investments in common stock and mutual funds are stated at fair value, which is based on publicly quoted market values.
Participant loans are valued at the outstanding loan balance.

The Plan invests in various securities including mutual funds and corporate stocks. Investment securities, in general, are exposed to various
risks, such as interest rate, credit and overall market volatility. Due to the

Table of Contents

14



Edgar Filing: WILLIAMS SONOMA INC - Form 11-K

Table of Conten

level of risk associated with certain investment securities, it is reasonably possible that changes in the fair market values of investment securities
will occur in the near term and that such changes could materially affect the amounts reported in the statements of net assets available for
benefits.

Benefits payable - As of December 31, 2005 and 2004, the following amounts were due to participants who had withdrawn from participation in
the Plan:

2005 2004
Deferred benefits payable $ 30,605,586 $ 23,316,712
Benefits payable 190,352 211,368

$ 30,795,938 $ 23,528,080

Deferred benefits payable represent vested balances payable to all terminated Plan participants who have elected to defer distribution of their
account balances. Benefit payments to participants are recorded upon distribution.

Related party transactions  Through February 27, 2004, certain Plan investments were held in a short-term investment account managed by U.S.
Bank. Subsequent to February 27, 2004, Plan investments were held in the Charles Schwab Government Securities Fund, managed by The
Charles Schwab Trust Company. U.S. Bank was the trustee of the Plan, as defined by the Plan, through February 27, 2004. As of March 1, 2004,
The Charles Schwab Trust Company became the trustee of the Plan, as defined by the Plan, and Schwab Retirement Plan Services, Inc. became
the administrator of the Plan. All investments managed by both companies qualify as exempt party-in-interest transactions. Fees paid to U.S.
Bank by the Company for their investment management services amounted to zero and $7,367 in 2005 and 2004, respectively. Fees paid to The
Charles Schwab Trust Company and Schwab Retirement Plan Services for trustee and administrative fees amounted to $385,714 and $316,887

in 2005 and 2004.

In addition, the Plan issues loans to participants that are secured by the balances in the participants accounts. These transactions qualify as
party-in-interest transactions.

3.  INVESTMENTS

At December 31, 2005 and 2004 the following investments were 5% or more of the net assets available for benefits:

2005 2004
Williams-Sonoma, Inc. Stock Fund

(612,303 and 640,617 shares, respectively) $ 104,715,990 $ 89,180,224
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Dodge & Cox Balanced Fund

(118,571 and 102,685 shares, respectively) $ 9,644,552

Dodge & Cox Stock Fund

(52,363 and 31,461 shares, respectively) $ 7,185,299
7
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$

8,148,063

4,096,859
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During the years ended December 31, 2005 and 2004, the Plan s investments, including investments bought and sold as well as those held during
the year, appreciated in value as follows:

2005 2004
Williams-Sonoma, Inc. Stock Fund $ 20,074,743 $ 836,091
Mutual funds 1,825,993 2,031,853
Total net appreciation in fair value $ 21,900,736 $ 2,867,944

4. RECONCILIATION OF FINANCIAL STATEMENTS TO FORM 5500

The following is a reconciliation of employer and employee contribution receivable balances per the financial statements at December 31, 2005
to Form 5500:

2005
Employer contributions receivable per the financial statements $ 158,918
Employer contributions earned in 2005; paid in 2006 (68,635)
Employer contributions receivable per Form 5500 $ 90,283

Employee contributions receivable per the financial statements $ 535,745
Employee contributions earned in 2005; paid in 2006 (263,030)
Employee contributions receivable per Form 5500 $ 272,715

The following is a reconciliation of employer and employee contribution balances per the financial statements at December 31, 2005 to Form
5500:

Employer contributions per the financial statements $ 3,232,409
Employer contributions earned; paid in subsequent year 256,756
Employer contributions per Form 5500 $ 3,489,165

Employee contributions per the financial statements $ 11,917,921
Employee contributions earned; paid in subsequent year (15,781)
Employee rollover contributions - separately reported on Form 5500 (1,332,988)

Other - transfers to the Plan (7,231)
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Employee contributions per Form 5500 $ 10,561,921

The following is a reconciliation of net assets available for benefits per the financial statements at December 31, 2005 to Form 5500:

Net assets available for benefits per the financial statements $ 141,190,671
Contributions earned in 2005; paid in 2006 (331,665)
Net assets available for benefits per Form 5500 $ 140,859,006

Table of Contents
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5.  INCOME TAX STATUS

On February 11, 2003, the Internal Revenue Service ( IRS ) issued a determination letter that stated the Plan, as amended through December 31,
2002, was qualified and the trust established thereunder tax-exempt. The Plan has been amended since receiving the determination letter. The
Administrative Committee believes that the amendments to the Plan, as adopted subsequent to December 31, 2002, have not affected the Plan s
qualified status. The Plan is required to operate in conformity with the Internal Revenue Code to maintain its qualification. The Administrative
Committee believes the Plan is operating in compliance with the applicable requirements of the Code and, therefore, believes that the Plan, as
amended, is qualified and the related trust was tax-exempt as of December 31, 2005. Therefore, a provision for income taxes has not been
included in the Plan s financial statements.

6. SUBSEQUENT EVENTS
In April 2006, the name of the Plan was changed from the Williams-Sonoma, Inc. Associate Stock Incentive Plan to the Williams-Sonoma, Inc.

401(k) Plan, and an employee stock ownership plan feature was added.
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ASSOCIATE STOCK INCENTIVE PLAN

Form 5500, Schedule H, Part IV, Line 4i

Schedule of Assets (Held at End of Year)

December 31, 2005
Number of
Security Description Shares/Units Fair Value

Williams-Sonoma, Inc. Stock Fund* 612,303 $ 104,715,990
Mutual funds:

Dodge & Cox Balanced Fund 118,571 9,644,552
Dodge & Cox Stock Fund 52,363 7,185,299
Artisan Small Cap Fund 165,428 2,871,837
Schwab S&P 500 Select SHS 130,702 2,516,009
Templeton Foreign A Fund 182,666 2,316,200
Growth Fund of America R3 60,656 1,850,016
PIMCO Total Return A Fund 166,443 1,747,653
Barclay s Global Investors Lifepath 2030 Fund 18,051 277,805
Barclay s Global Investors Lifepath 2010 Fund 13,489 174,412
Barclay s Global Investors Lifepath 2020 Fund 10,490 166,267
Barclay s Global Investors Lifepath 2040 Fund 4,874 88,608
Barclay s Global Investors Lifepath Retirement Fund 1,310 14,697
Total mutual funds 28,853,355
Schwab Government Securities Fund* 3,989,830 3,989,830
Loans to participants (545 loans at interest rates of 5.0% to 8.25%)* 2,926,907
Total $ 140,486,082

*Represents a party-in-interest transaction.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Plan s Administrative Committee has duly caused this Annual Report to
be signed on its behalf by the undersigned hereunto duly authorized.

WILLIAMS-SONOMA, INC.
ASSOCIATE STOCK INCENTIVE PLAN

By: /s/ Nick De Porcel
Nick De Porcel

Vice President, Compensation and Benefits

Administrative Committee Member

Dated: June 28, 2006
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EXHIBIT INDEX

Description

Consent of Independent Registered Public Accounting Firm
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