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What’s New? 

 Williams-Sonoma reports 1Q earnings after the close 
o Call: 5:00  
o Dial-in 719-325-4760 

 
1Q Expectations 

 ADJ EPS - $0.50 
o Our estimate $0.49 
o Guidance: $0.48 - $0.52 

 Revenue $1.08 billion StreetAccount 
o Argus $1.085 

 Comp sales: 3.2% StreetAccount 
o Guidance 3% - 6% 

 Gross Margin: 36.3% StreetAccount 
o Argus 36.7% 

 SG&A: 29.6% StreetAccount 
o Argus 30% 

 Operating Margin: 6.8% StreetAccount 
o Argus 6.7% 

 
Full-Year Guidance 

 ADJ EPS: $3.50 - $3.65 

 REV: $5.15 bil - $5.250 bil 

 Comp 3% -6% 
 
 
 



Key to the Call 

 WSM shares have declined after the last 3 earnings reports. Management must show that the 
company can deliver industry-leading comp sales with a healthy operating margin. 

 Expect some volatility after the report: The options-implied move is 9.8%. That is bigger than the 
average absolute price change of 5.6% after an earnings report.   

o Shares up 1.9% YTD 
o Down 34% over last year. 

 
Do we still recommend the shares? 

 Yes. Our recommendation is BUY. 
 
Is the business model broken? 

 Our strong opinion is no; we still believe the business model is logical and effective. 

 Evidence in 4Q call that management is investing to improve the business. 

 Argus’ thesis remains that “Williams-Sonoma is the retailer in our coverage universe best 
positioned to take advantage of consumers' growing preference for online shopping.”  

 
4Q Recap: 

 On March 16, Williams-Sonoma reported 4Q GAAP EPS of $1.55, versus $1.57 a year earlier. 
o The result was within the company’s guidance range. 
o Below the average analyst estimate of $1.58 and our estimate of $1.63.  
o Comp sales were lower than consensus in 4Q.  
o FY17 guidance fell short of expectations: 

 Planned investments in the supply chain. 
 New point-of-sale (cash register) system. 
 Opening of additional West Elm stores 

 
What went wrong? 

 Pottery Barn comp sales were down 2% following a 2.9% increase in last year’s fourth quarter. 
o Pottery Barn’s sales were strong in core furniture and textile products.  
o However, sales of holiday gift items were weak, reflecting the impact of heavy 

promotions. 
o Quarter got off to a solid start. Weakness in December. 

 Higher shipping and fulfillment costs. 
 
FY17 guidance was weak. Is there a long-term issue? 

 There will be some investments in FY17, but we expect them to pay off. We look for double-digit 
growth to resume in FY18 and subsequent years. 

o Driven by strong growth for West Elm – the company is investing to expand its best 
performing brand.  

o Growth in emerging brands, including Rejuvenation and Mark & Graham. 
o Improving profitability as international initiatives gain scale. 
o Investments in distribution should lead to more efficient delivery, less product handling, 

less damage. 
 
Conclusion 

 WSM has a rare Internet business that is big. Growing and profitable. 



 
 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


