SECURITIES AND EXCHANGE COMMISSION

FORM SC 13D

Schedule filed to report acquisition of beneficial ownership of 5% or more of a class of equity
securities

Filing Date: 2007-12-10
SEC Accession No. 0000898822-07-001448

(HTML Version on secdatabase.com)

SUBJECT COMPANY

Mailing Address Business Address
RESTORATION HARDWARE INC KO RoAD e KOoH ROAD
CIK:863821| IRS No.: 680140361 | State of Incorp.:CA | Fiscal Year End: 0201 SUITEJ SUITE J
Type: SC 13D | Act: 34 | File No.: 005-54313 | Film No.: 071294126 CORTE MADERA CA 94925  CORTE MADERA CA 94925
SIC: 5712 Furniture stores 415-924-1005

FILED BY

Mailing Address Business Address
SEARS HOLDINGS CORP 3333 BEVERLY ROAD 3333 BEVERLY ROAD
CIK:1310067| IRS No.: 201920798 | State of Incorp.:DE | Fiscal Year End: 0128 HOFFMAN ESTATES IL 60179 HOFFMAN ESTATES IL 60179
Type: SC 13D 847-286-2500

SIC: 5311 Department stores

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.sec.gov/Archives/edgar/data/0000863821/000089882207001448/0000898822-07-001448-index.htm
http://edgar.secdatabase.com/357/89882207001448/filing-main.htm
http://www.secdatabase.com/CIK/863821
http://www.secdatabase.com/CIK/863821
http://www.secdatabase.com/FileNumber/554313
http://www.secdatabase.com/SIC/5712
http://www.secdatabase.com/CIK/1310067
http://www.secdatabase.com/CIK/1310067
http://www.secdatabase.com/SIC/5311
http://www.secdatabase.com

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

SCHEDULE 13D

Under the Securities Exchange Act of 1934
(Amendment No. 2)

Restoration Hardware, Inc.

(Name of Issuer)
Common Stock, par value $0.0001 per share

(Title of Class of Securities)
760981100

(CUSIP Number)

William R. Harker, Esq.
Sears Holdings Corporation
3333 Beverly Road
B6-210B
Hoffman Estates, Illinois 60179
(847) 286-2500

(Name, Address and Telephone Number of Person

Authorized to Receive Notices and Communications)

December 7, 2007

(Date of Event which Requires Filing of this Statement)
If the filing person has previously filed a statement on Schedule 13G to report the acquisition that is the subject of this Schedule 13D,
and is filing this schedule because of §§ 240.13d-1(e), 240.13d-1(f) or 240.13d-1(g), check the following box. [1

Note: Schedules filed in paper format shall include a signed original and five copies of the schedule, including all exhibits. See §240.13d -7
for other parties to whom copies are to be sent.

* The remainder of this cover page shall be filled out for a reporting person's initial filing on this form with respect to the subject class of

securities, and for any subsequent amendment containing information which would alter disclosures provided in a prior cover page.
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The information required on the remainder of this cover page shall not be deemed to be "filed" for the purpose of Section 18 of the Securities
Exchange Act of 1934 ("Act") or otherwise subject to the liabilities of that section of the Act but shall be subject to all other provisions of the
Act (however, see the Notes).
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CUSIP No. 760981100

SCHEDULE 13D

(Page 2 of 7)

NAME OF REPORTING PERSON/

LR.S. IDENTIFICATION NO. OF ABOVE PERSON (ENTITIES ONLY)
Sears Holdings Corporation

EIN: 20-1920798

CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP (SEE INSTRUCTIONS)

(@
(b)

OO

SEC USE ONLY

SOURCE OF FUNDS*
WwC

CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT
TO ITEM 2(d) or 2(e)

CITIZENSHIP OR PLACE OF ORGANIZATION

Delaware
7 SOLE VOTING POWER
5,307,832
8 SHARED VOTING POWER
0
NUMBER OF
SHARES
BENEFICIALLY SOLE DISPOSITIVE POWER
OWNED BY 5,307,832
EACH
REPORTING
PERSON WITH 10 SHARED DISPOSITIVE POWER
0

11

AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
5,307,832

12

CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES
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CERTAIN SHARES

13 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
13.67%
14  TYPE OF REPORTING PERSON (SEE INSTRUCTIONS)

CO
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This Amendment No. 2 (the “Amendment”) amends the Statement on Schedule 13D originally filed on November
19, 2007 and amended on November 26, 2007 with the Securities and Exchange Commission (“SEC”) by Sears
Holdings Corporation (“Sears Holdings™), a corporation organized under the laws of Delaware (as amended, the
“Schedule 13D™).

This Amendment is filed with respect to the common stock, par value $0.0001 per share (the “Shares™), of
Restoration Hardware, Inc. (the “Issuer™), and is filed to reflect information required by Rule 13d-2 under the
Securities and Exchange Act of 1934, as amended (the “Exchange Act”), with respect to the Shares. The principal
executive office of the Issuer is located at 15 Koch Road, Suite J, Corte Madera, California 95925.

Item 4. Purpose of Transaction

Item 4 is hereby supplemented and amended in its entirety by replacing the text thereof with the following:

In June 2007, on behalf of Sears Holdings, the Chairman of Sears Holdings and another member of the Board of
Directors of Sears Holdings approached a non-management director of the Issuer to inquire as to his views concerning
a possible business combination or other strategic transaction involving the Issuer and Sears Holdings. This director
advised Sears Holdings to contact the Chief Executive Officer of the Issuer. Following this conversation, the Chairman
of Sears Holdings spoke with the Chief Executive Officer of the Issuer and discussed the potential benefits of a
business or strategic combination between Sears Holdings and the Issuer. After that conversation, the Chairman of
Sears Holdings spoke to the non-management director of the Issuer with whom he had previously spoken and this
director suggested that the Chairman of Sears Holdings continue speaking with the Chief Executive Officer of the
Issuer. Shortly thereafter, the Chairman of Sears Holdings requested an opportunity to meet in person with the Chief
Executive Officer of the Issuer to discuss the benefits of a transaction involving the Issuer and Sears Holdings. Due to
scheduling conflicts, the Chairman of Sears Holdings and the Chief Executive Officer of the Issuer did not meet
during the summer. In early October, the Chairman of Sears Holdings, the President of Sears Holdings’ Lands’ End
business and a non-management member of Sears Holdings’ Board of Directors had a meeting with the Chief
Executive Officer of the Issuer. Sears Holdings did not enter into a confidentiality agreement or receive non-public
information about the Issuer or its business in connection with these discussions, and no price or terms of any
transaction were solicited by the Issuer nor proposed by Sears Holdings. In late October, in a conversation with the
Chairman of Sears Holdings, the Chief Executive Officer of the Issuer informed Sears Holdings for the first time that
the Issuer was considering a potential management buyout transaction and that a Special Committee of the Board had
been established. After being informed of this development, Sears Holdings sent a letter to Raymond C. Hemmig,
chairman of the Special Committee of the Board of Directors of the Issuer, proposing a transaction at $4.00 per Share
(a 39% premium to the Shares’ closing price of $2.87 on the last trading day prior to Sears Holdings making its
proposal) and informing him of Sears Holdings’ potential to increase the offer as a result of information gained from a
due diligence process. Mr. Hemmig later responded by e-mail that the Special Committee was not prepared to have
Sears Holdings engage with the Issuer’ s management team and advisers in due diligence on the proposed terms and
indicated that in order to have the opportunity to engage in due diligence Sears Holdings should revise its proposal to
offer a substantially higher price. On November 8, 2007, the Com-

3
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pany announced it had entered into an Agreement and Plan of Merger (the “Home Merger Agreement”) with Home
Holdings, LLC, a Delaware limited liability company, and Home Merger Sub, Inc., a Delaware corporation and a
wholly owned subsidiary of Home Holdings, LLC.

On November 23, 2007, Sears Holdings sent a letter to the Special Committee of the Board of Directors of the
Issuer (the “November 23 Letter”) providing the Special Committee, at its request, with a proposal to offer holders of
Shares of the Issuer $6.75 per Share in cash via a tender offer, subject to the terms set forth in the November 23 Letter.
The November 23 Letter also stated that Sears Holdings would contemplate entering into a merger agreement on terms
substantially similar to the Home Merger Agreement, modified as necessary to accommodate a tender offer structure
and with a lower, more reasonable break-up fee than contained in the Home Merger Agreement. A copy of the
November 23 Letter is attached hereto as Exhibit 1 and incorporated by reference into this Item 4.

Subsequent to sending the November 23 Letter, representatives of Sears Holdings and the financial advisor for the
Issuer and counsel to Sears Holdings and counsel to the Issuer and counsel to the Special Committee engaged in
discussions about a confidentiality agreement and Sears Holdings’ proposal. On December 7, 2007, after extensive
negotiations, Sears Holdings and the Issuer entered into a confidentiality agreement on terms permitted by the Home
Merger Agreement (the “Confidentiality Agreement”). A copy of the Confidentiality Agreement is attached hereto as
Exhibit 2 and incorporated by reference into this Item 4.

Subject to the terms of the Confidentiality Agreement, Sears Holdings intends to evaluate the Issuer and the
desirability of confirming the proposal set forth in the November 23 Letter (or a proposal on substantially similar
terms). Subject to the terms of the Confidentiality Agreement, Sears Holdings also intends to review its holdings of
Shares on a continuing basis and in that connection expects to consider various factors including, without limitation,
the current and anticipated future trading price levels of the Shares, the status of the transactions contemplated by the
Home Merger Agreement, the financial condition, results of operations and prospects of the Issuer, tax considerations,
any non-public information which it receives from the Issuer, conditions in the home furnishings industry and
securities markets, general economic and industry conditions, other investment and business opportunities available to
Sears Holdings, and other factors that Sears Holdings may deem relevant, and will in the future take such actions with
respect to Sears Holdings investment in the Issuer as it deems appropriate. Such actions that Sears Holdings may take
include, subject to the terms of the Confidentiality Agreement but otherwise without limitation: (a) announcing its
intention or plan to undertake or otherwise undertaking an extraordinary corporate transaction such as a tender offer or
exchange offer for some or all of the Shares or a merger, consolidation, other business combination or reorganization
involving the Issuer; (b) increasing or decreasing its position in the Issuer through, among other things, the purchase or
sale of Shares in open market or private transactions for cash or for other consideration; (c) seeking to acquire or
influence control of the Issuer, including seeking representation on the board of the Issuer; (d) entering into derivative
transactions, engaging in short selling of or any hedging or similar transactions with respect to the Shares; or (e) taking
any other action similar to those listed above. Subject to the terms of the Confidentiality Agreement, any open market
or privately
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negotiated purchases, sales, distributions or other transactions may be made at any time without further prior notice.

While neither Sears Holdings nor, to the knowledge of Sears Holdings, any of the persons listed on Schedule A,
except as provided above, has any specific plans or proposals that relate to or would result in any of the transactions
involving Sears Holdings described in sub-paragraphs (a) through (j) of Item 4 of Schedule 13D, Sears Holdings may,
subject to the terms of the Confidentiality Agreement, from time to time consider pursuing or proposing any or all of
the transactions described in subparagraphs (a) through (j) of Item 4. Sears Holdings retains its rights, subject to the
terms of the Confidentiality Agreement, to modify its plans with respect to the transactions described in this Item 4, to
acquire or dispose of Shares and to formulate plans and proposals that could result in the occurrence of any such
events, subject to applicable laws and regulations.

Item 6. Contracts, Arrangements, Understandings or Relationships with Respect to Securities of the Issuer.
Item 6 is hereby supplemented and amended by replacing the text thereof with the following:

Other than the Confidentiality Agreement described in Item 4 above and attached hereto as Exhibit 2 and
incorporated by reference into this Item 6, there are no contracts, arrangements, understandings or relationships (legal
or otherwise) involving Sears Holdings with respect to any securities of the Issuer. None of the Shares held by Sears
Holdings have been pledged or are otherwise subject to a contingency the occurrence of which would give another
person voting power or investment power over the Shares.

Item 7. Material to Be Filed as Exhibits
Item 7 is hereby supplemented and amended by replacing the text thereof with the following:

Exhibit 1 Letter from Sears Holdings to the Special Committee of the Board
of Directors of Issuer, dated November 23, 2007

Exhibit 2 Confidentiality Agreement, dated December 7, 2007, by and be-
tween Restoration Hardware, Inc. and Sears Holdings Corporation
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SIGNATURE

After reasonable inquiry and to the best of my knowledge and belief, I certify that the information set forth in this
statement is true, complete and correct.

SEARS HOLDINGS CORPORATION

Date: December 10, 2007
By: /s/ William R. Harker
Name:  William R. Harker
Title: Senior Vice President, General Counsel
and Corporate Secretary
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EXHIBIT INDEX

Letter from Sears Holdings Corporation to the Special Committee of the Board of Directors of

Exhibit 1 Restoration Hardware, Inc., dated November 23, 2007

Confidentiality Agreement, dated December 7, 2007, by and between Restoration Hardware, Inc. and

Exhibit 2 Sears Holdings Corporation
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SEARS HOLDINGS CORPORATION

Sears
3333 Beverly Road
Hoffman Estates, IL 60179

William C. Crowley 847-286-2650 (phone)
Executive Vice President Email:wcrowley@searshc.com

November 23, 2007

Special Committee of the Board of Directors of Restoration Hardware, Inc.
15 Koch Road, Suite J

Corte Madera, CA 94925

Attention: Ray Hemmig

Dear Mr. Hemmig:

We are disappointed that our numerous requests to receive confidential information have not yet been granted by the
Special Committee of the Board of Directors (the “Special Committee™) of Restoration Hardware, Inc. (the
“Company’’). As you know, we have sought such information to enable us to determine whether to submit a binding
proposal to acquire the Company on terms superior to the insider buyout contemplated by the Agreement and Plan of
Merger (the “Current Merger Agreement”), dated as of November 8, 2007, among the Company, Home Holdings,
LLC, and Home Merger Sub, Inc.

As you know we have been discussing the terms of a confidentiality agreement with you and your advisors and in this
regard you have asked us to provide you with a proposal to acquire the Company. While we do not understand your
requirement that we submit such a proposal prior to providing us with due diligence information during the “go shop”
period, we are prepared to inform you that, based on the public information currently available to us, we would be
prepared to enter into an agreement to offer your stockholders $6.75 per share in cash via tender offer. We would
contemplate entering into a merger agreement on terms substantially similar to the Current Merger Agreement,
modified as necessary to accommodate the tender offer structure and with a lower, more reasonable break-up fee than
contained in the Current Merger Agreement.

We believe that this proposal, if agreed, would provide a compelling opportunity for your stockholders to realize
significant value for their shares in an all cash transaction. The structure of our proposal would enable all of your
stockholders to realize value for their shares sooner with less execution and other risk than the transaction
contemplated by the Current Merger Agreement. Accordingly, we believe that the Special Committee should as
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Mr. Hemmig
November 23, 2007
Page 2 of 3

soon as practicable designate Sears Holdings Corporation and its subsidiaries as “Excluded Parties,” as defined in the
Current Merger Agreement and should exempt the transactions contemplated by our proposal, including the tender
offer, from Section 203 of the Delaware General Corporation Law.

As noted above, our proposal is based solely on publicly available information (including the projections contained in
your August 30 press release but not including the results of your most recent quarter, which we expect to be
announced shortly), and would require access to the due diligence information we have been seeking. To that end, we
again request that you allow us to enter into a confidentiality agreement with the Company on terms permissible under
the Current Merger Agreement. Moreover, as you have requested we would be willing to agree to a customary
“standstill” provision in such confidentiality agreement, subject to the exception we have discussed with you and your
advisors which would enable us to commence a tender offer for all of the shares of the Company only at a price greater
than that offered pursuant to the Current Merger Agreement.

We believe that providing us with information and the opportunity to offer all stockholders more consideration than
they would receive pursuant to the Current Merger Agreement would be in their best interest. As your largest
stockholder, we would similarly encourage you to provide this “superior tender offer” exception to other persons, if
any, who might also be interested in receiving confidential information in order to submit a superior proposal, whether
as part of a “process” or otherwise.

Additionally, as your largest stockholder, we are concerned by certain aspects of the management and director-led
buyout. We note in this regard that you entered into a confidentiality agreement with the private equity leader of the
insider group on July 20, 2007 and apparently have been focused exclusively on the insider deal since that time rather
than exploring our known interest (first expressed to you in June of this year and repeatedly reiterated).
Notwithstanding our known interest, you did not provide us with either guidance or information which could
potentially have enabled us to submit a superior proposal to the insider deal in advance of its execution. Our concerns
have been increased by the delays we’ ve encountered during the “go shop” period which have served to further
exacerbate the procedural, contractual advantages (including break-up fees, match rights, and new change of control
benefits) and informational superiority which the insider group enjoys.
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Mr. Hemmig
November 23, 2007
Page 3 of 3

We hope that you will recognize the benefits of a transaction along the lines that we have proposed and quickly grant
us access to the information we have requested as we believe that this would be in the best interests of the Company,
its stockholders, customers and employees. We stand ready and willing to complete this transaction quickly, and look

forward to doing so.

Sincerely,

/s/ William C. Crowley
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15 Koch Road

Corte Madera, Cilifornia 94925
T §18.024.1005 F 415.937.913%3
RestorationHardware.com

RESTORATION HARDWARE

CONFIDENTIAL
December 7, 2007
William R. Harker
Sears Holdings Corporation 3333 Beverly Road Hoffman Estates, IL 60179
Attention: William R. Harker
CONFIDENTIALITY AGREEMENT
Ladies and Gentlemen:
In connection with the analysis of a possible business combination transaction between Restoration Hardware, Inc.
(the “Company’’) and Sears Holdings Corporation (the “Interested Party™) (the “Transaction™), the Company may
deliver to the Interested Party or its Representatives (as defined below) certain Information (as defined below)

concerning the Company and the Transaction. Each of the Company and the Interested Party are referred to herein as a
“Party” and collectively as the “Parties.”

As used herein, “Information” means: (i) all oral and written communications, data, reports, analyses,
compilations, studies, interpretations, forecasts, records, notes, asset lists, financial statements and other materials or
information (in whatever form maintained, whether documentary, computer storage or otherwise) that contain or
otherwise reflect information concerning the Company, any of its subsidiaries or affiliates or the Transaction, or any
portion of any thereof, that the Company or its Representatives may provide to the Interested Party or its
Representatives in the course of the evaluation of the Transaction (“Provided Information™), together with all oral and
written communications, data, reports, analyses, compilations, studies, interpretations, forecasts, records, notes, asset
lists, financial statements or other materials or information (in whatever form maintained, whether documentary,
computer storage or otherwise) prepared by the Interested Party or its Representatives that contain or otherwise reflect
or are based upon, in whole or in part, any Provided Information or that reflect the review of, interest in, or evaluation
of all or any portion of the Transaction (“Derived Information™); (ii) the fact that discussions or negotiations are taking
place concerning the Transaction or that any Information has been shared in connection therewith, the proposed terms
and conditions of the Transaction (including any financial terms and conditions), and all Information related to
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CONFIDENTIAL

Sears Holdings Corporation
December 7, 2007
Page Two

such discussions or sharing of Information or otherwise with respect to the Transaction, including the status thereof;
and (iii) the existence, context, and scope of this Agreement.

As used herein, “Representatives” means, collectively, the controlled affiliates of the Interested Party or the
Company, as the case may be, and the respective directors, employees, members, financial advisers, lenders,
accountants, attorneys, agents and controlling persons of the Interested Party or the Company, as the case may be, or
their controlled affiliates, but excluding any person that would act as a co-bidder or other equity participant along with
the Interested Party in connection with the Transaction. As used herein, the term “person” shall be broadly interpreted
to include, without limitation, any corporation, entity, partnership, trust, group or individual.

The Interested Party and the Company agree that, in consideration of being furnished with Information by the
Company, all Information shall be kept confidential, including any information about the terms or conditions or any
other facts relating to a possible transaction between Interested Party and the Company, and shall not, without the prior
written consent of the Company, be disclosed by the Interested Party or its Representatives in any manner whatsoever,
in whole or in part, other than to the Interested Party’ s Representatives (to the extent permitted by the next sentence),
and shall not be used, directly or indirectly, for any purpose other than in connection with evaluating the Transaction.
Moreover, the Interested Party agrees to reveal Information only to their Representatives if and only to the extent that
such Representatives, in the reasonable judgment of the Interested Party, need to know such Information for the
purpose of evaluating the Transaction and are informed of the confidential nature of the Information and such
Representatives have agreed to maintain the confidential nature of the Information in accordance with the terms of this
Agreement. The Interested Party shall be responsible for any disclosure or other action or inaction by the Interested
Party’ s Representatives that would constitute a breach of this Agreement if undertaken by the Interested Party,
including such Representatives who, subsequent to the first date of disclosure of Information hereunder, become
former Representatives. The Interested Party acknowledges that the Company is subject to certain obligations set forth
in Section 5.3 of that certain Merger Agreement, date as of November 8, 2007, by and among the Company, Home
Holdings, LLC, and Home Merger Sub, Inc. (the “Home Merger Agreement”).

To the extent that any Information may include material subject to the attorney-client privilege, work product
doctrine or any other applicable privilege concerning pending or threatened legal proceedings or governmental
investigations, the Parties understand and agree that they have a commonality of interest with respect to such matters
and it is their desire, intention and mutual understanding that the sharing of such material is not intended to, and shall
not, waive or diminish in any way the confidentiality of such material or its continued protection under the attorney-
client privilege, work product doctrine or other applicable privilege. All

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

CONFIDENTIAL

Sears Holdings Corporation
December 7, 2007
Page Three

Information provided by the Company that is entitled to protection under the attorney-client privilege, work product
doctrine or other applicable privilege shall remain entitled to such protection. Nothing in this Agreement obligates the
Company to reveal material subject to the attorney-client privilege, work product doctrine or other applicable
privilege.

If either the Interested Party or the Company determines that it does not wish to proceed with the Transaction, such
Party shall promptly advise the other Party of that decision. In such case, or if a Transaction is not otherwise
consummated, or if the Company so requests, the Interested Party shall promptly destroy or return to the Company all
copies (whether in hardcopy form or to the extent reasonably practicable, on intangible media, such as electronic mail
or computer files) of the Provided Information in its possession and in the possession of its Representatives, and will
destroy all copies (whether in hard-copy form or to the extent reasonably practicable, on intangible media, such as
electronic mail or computer files) of any Derived Information (provided that any such destruction of the Provided
Information and any Derived Information shall be certified by the Interested Party or its duly authorized
Representative). Notwithstanding the return or destruction of any Information, or documents or material containing or
reflecting any Information, the Interested Party will continue to be bound by its obligations of confidentiality and other
obligations hereunder for the term of this Agreement, except as otherwise specifically provided herein.

The Interested Party shall not initiate or maintain contact with any person known by the Interested Party to be an
officer, director, shareholder, employee or agent of the Company or its subsidiaries regarding a Transaction, except
with the express written consent of the Company (which consent may be granted by the Independent Committee of the
Board of Directors of the Company (the “Independent Committee™)). It is further understood that all (i)
communications regarding a possible Transaction by the Interested Party with the Company, (ii) requests for
additional information from the Company by the Interested Party, (iii) requests for on-site access or management
meetings with the Company by the Interested Party and (iv) discussions with the Company or questions regarding
procedures established by the Company by the Interested Party, will be submitted or directed to persons designated by
the Independent Committee for such purpose, which may be designated legal counsel or financial advisor for the
Independent Committee.

This Agreement shall not apply to such of the Information as: (i) is or becomes generally available to the public
other than as a result of any disclosure or other action or inaction by the Interested Party in breach of this Agreement
(including any disclosure or other action or inaction by the Interested Party’ s Representatives that would constitute a
breach of this Agreement if undertaken by the Interested Party); (ii) is or becomes known or available to the Interested
Party or any of its Representatives on a nonconfidential basis from a source (other than the Company or any of its
subsidiaries, affiliates or Representatives) that, to the best of the Interested Party’ s
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CONFIDENTIAL

Sears Holdings Corporation
December 7, 2007
Page Four

knowledge, after reasonable inquiry, is not prohibited from disclosing such Information to the Interested Party by a
contractual, legal or fiduciary obligation owed to the Company or its Representatives; (ii1) is already in the possession
of the Interested Party or any of its Representatives or is independently developed by the Interested Party or any of its
Representatives without violation of any obligation under this Agreement; (iv) is or becomes known to the Interested
Party or any of its Representatives prior to the Company’ s disclosure of such Information to the Interested Party; or
(v) is disclosed by the Interested Party with the prior written approval of the Company.

The Interested Party (i) acknowledges that except as may be set forth in definitive transaction agreements, neither
the Company nor any of the Company’ s subsidiaries, affiliates or Representatives makes any representation or
warranty (express or implied) as to the accuracy or completeness of any Information, and (ii) agrees to assume full
responsibility for all conclusions the Interested Party derives from the Information. The Interested Party shall be
entitled to, and shall, rely solely on representations and warranties made by the Company in any final agreement
relating to the Transaction. Nothing contained in this Agreement nor the conveying of Information hereunder shall be
construed as granting or conferring any rights by license or otherwise in any intellectual property.

In the event that the Interested Party or any of its Representatives becomes legally compelled (by oral questions,
interrogatories, requests for Information or documents, subpoenas, civil investigative demands or otherwise) to
disclose any such Information, the Interested Party shall provide the Company with prompt written notice so that the
Company may seek a protective order or other appropriate remedy, or both, or waive compliance with the provisions
of this Agreement. In the event that the Company is unable to obtain a protective order or other appropriate remedy, or
if it so directs the Interested Party, the Interested Party or its Representatives, as the case may be, may furnish only that
portion of the Information which the Interested Party or its Representatives, as the case may be, is legally required to
furnish and shall exercise reasonable efforts to obtain assurance that confidential treatment shall be accorded such
Information.

The Interested Party hereby acknowledges that it is aware and that its Representatives have been advised that
applicable securities laws restrict any person who has material nonpublic information about a company from
purchasing or selling securities of such company, or from communicating such material non-public information to any
other person under circumstances in which it is reasonably foreseeable that such person is likely to purchase or sell
such securities.

Without the Company’ s prior written consent (which consent may be granted by the Independent Committee), the
Interested Party will not (and the Interested Party will ensure that its Affiliates as defined in Rule 12b-2 under the
Securities Exchange Act of 1934, as amended
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CONFIDENTIAL

Sears Holdings Corporation
December 7, 2007
Page Five

(the “Exchange Act”) will not) for a period of one year from the date of this Agreement (the “Standstill Period™): (i)
purchase or otherwise acquire, or offer, seek, propose or agree to acquire, ownership (including, but not limited to,
beneficial ownership as defined in Rule 13d-3 under the Exchange Act) of any securities of the Company, or any
direct or indirect rights or options to acquire any such securities or any securities convertible into such securities
(collectively, “Securities™); (ii) seek or propose, alone or in concert with others, to control or influence in any manner
the management, the Board of Directors or the policies of the Company; (iii) make, or in any way participate, directly
or indirectly, in any “solicitation” of “proxies” (as such terms are used in the proxy rules under the Exchange Act and
the regulations thereunder) to vote, or seek to advise or influence any person with respect to the voting of any voting
securities of the Company or any of its subsidiaries, (iv) form, join, or in any way participate in a “‘group” (within the
meaning of Section 13(d)(3) of the Exchange Act); (v) make any proposal or any statement regarding any proposal,
whether written or oral, to the Board of Directors of the Company or the Independent Committee, or to any director or
officer of the Company (other than a proposal or statement regarding a proposal, whether written or oral, made strictly
in confidence to the Board of Directors of the Company or the Independent Committee that is not reasonably expected
to require any disclosure by the Interested Party or any of its controlled Affiliates pursuant to Section 13(d) of the
Exchange Act or the rules and regulations promulgated thereunder), or otherwise make any public announcement or
proposal whatsoever, with respect to any transaction or proposed transaction involving the Company or any of its
security holders and the Interested Party or any of its Affiliates, including, without limitation, any acquisition, tender
or exchange offer, merger, sale of all or any substantial portion of the assets or securities, or other business
combination, unless (a) the Company’ s Board of Directors or the Independent Committee or its designated
Representatives shall have requested in advance the submission of such proposal, (b) such proposal is directed to the
Independent Committee or its designated Representatives, or if the Independent Committee shall no longer be in
existence, to the Board of Directors or its designated Representatives and (c) any public announcement or other
disclosure with respect to such proposal is either (x) approved in advance by the Company’ s Board of Directors or the
Independent Committee, or (y) made as and to the extent required by applicable law (including federal and state
securities laws and regulations and banking laws and regulations), legal process or the applicable requirements of any
regulatory authority and after reasonable prior consultation with the Company with respect thereto; (vi) make a request
in any form that the prohibitions of this paragraph be waived or modified or that the Company take any action which
would permit the Interested Party to take any of the actions described in this paragraph; or (vii) enter into any
discussions, negotiations, arrangements or understandings with any third party with respect to any of the foregoing.
Notwithstanding anything in this Agreement to the contrary, the Interested Party shall be permitted (including during
the Standstill Period) to commence and consummate a Qualified Tender Offer (as defined below) and to use the
Information to make a Qualified Tender Offer and make any disclosures required in connection therewith, including
any disclosures of the
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Information required by applicable law, and shall be permitted to make any disclosure of the terms of this Agreement
as is required pursuant to Section 13(d) of the Exchange Act or the rules and regulations promulgated thereunder.

For purposes of this Agreement, a “Qualified Tender Offer” is a tender offer for all the voting securities of the
Company (other than any such securities owned by the Interested Party or its subsidiaries) that contains the following
terms and conditions: (X) if the Interested Party is declared an Excluded Party (as defined in the Home Merger
Agreement) and such declaration has not been revoked, (i) such tender offer is first announced and commenced only
after the earlier of January 4, 2008 and the date on which the Company has (A) entered into a merger agreement or
other acquisition or similar agreement with one or more third parties after the date hereof, (B) recommended to its
stockholders any tender or exchange offer or, (C) entered into an amendment to the Home Merger Agreement which
increases or decreases the cash per share price to be paid to stockholders of the Company relative to the price set forth
in the Home Merger Agreement as in effect on November 8, 2007 or changes the structure of such transaction (any
such agreement referenced in clauses (i)(A) or (1)(C) shall be referred to herein as a “New Agreement”), and (ii) such
tender offer is at a cash price per share that is at least $.05 per share more than the cash price per share to be paid to
stockholders of the Company pursuant to the tender or exchange offer contemplated by (i)(B) or the New Agreement
(or the Home Merger Agreement as in effect on November 8, 2007, if there is no New Agreement by January 4, 2008),
as applicable; provided, that this clause (X) shall not be applicable if the Company has revoked the Excluded Party
status of the Interested Party following the Interested Party’ s withdrawal or termination of the proposal set forth in its
letter to the Company dated November 23, 2007 (the “November 23 Proposal™) or announces or otherwise informs the
Company that it is no longer pursuing the November 23 Proposal; (Y) if the Interested Party is not declared an
Excluded Party on or prior to December 13, 2007 (or if the Interested Party is declared an Excluded Party and such
declaration has been revoked, other than a revocation described in the immediately preceding proviso), such tender
offer is first announced and commenced only on or after December 14, 2007 and is at a cash price per share that is at
least equal to the cash price per share to be paid to stockholders of the Company pursuant to the Home Merger
Agreement (as in effect on November 8, 2007) or pursuant to any New Agreement (if the Company shall have entered
into any New Agreement) as applicable; provided that this clause (Y) shall not be applicable, if the Interested Party
has on or prior to December 13, 2007, withdrawn or terminated the November 23, 2007 Proposal or has announced or
otherwise informed the Company that it is no longer pursuing the November 23 Proposal; or (Z) such tender offer is
first announced and commenced at least 30 days subsequent to the termination of the Home Merger Agreement, or if
the Home Merger Agreement has been terminated in connection with the entry of a New Agreement, such tender offer
is first announced and commenced at least 30 days subsequent to the termination of such New Agreement, in each case
described in this clause (Z), only if the termination was not caused by (a) the Interested Party and its controlled
Affiliates voting any
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Securities owned by the Interested Party and its controlled Affiliates (other than Securities owned in a fiduciary
capacity) against the Home Merger Agreement or New Agreement, as the case may be, or (b) any action by the
Interested Party or its controlled Affiliates reasonably expected to prevent or delay the consummation of the
transactions contemplated by the Home Merger Agreement or New Agreement as the case may be. For the avoidance
of doubt, neither the Interested Party nor its controlled Affiliates shall announce its intention or plans to commence, or
otherwise commence, a Qualified Tender Offer prior to the earlier of January 4, 2008 and the date on which the

Company enters into a New Agreement, or if the Interested Party is not declared an Excluded Party, December 14,
2007.

Without the Company’ s prior written consent (which consent may be granted by the Independent Committee,
neither the Interested Party nor its Affiliates shall for a period of two years from the date of this Agreement directly or
indirectly employ or solicit for employment (i) any person who is now employed as an officer of the Company or any
of its divisions or subsidiaries or (i1) any other senior management personnel of the Company or any of its divisions or
subsidiaries that has first been introduced by the Company or any of its divisions or subsidiaries to the Interested Party
in connection with the analysis of a possible Transaction. For the avoidance of doubt, individual store managers are
not “senior management personnel” within the meaning of this clause, and this clause will not restrict the Interested
Party from soliciting or employing a person making application for employment through or in response to an
advertisement in a publication or medium of general circulation that is not targeted to persons that are or have been
employed by the Company or any of its divisions or subsidiaries, and the Interested Party shall not be precluded from
hiring any such employee who (i) initiates discussions regarding such employment without any direct or indirect
solicitation by the Interested Party, or (ii) has been terminated by the Company or any of its divisions or subsidiaries
prior to commencement of employment discussions between the Interested Party and such employee and has not been
solicited, in violation of this Agreement, directly or indirectly by the Interested Party prior to such termination.

The Parties also understand and agree that no contract or agreement providing for a Transaction with the other
Party shall be deemed to exist between the Parties unless and until a definitive Transaction agreement has been
executed and delivered. The Parties also agree that unless and until a Transaction agreement between the Parties has
been executed and delivered, the Parties have no legal obligation of any kind whatsoever with respect to any such
Transaction by virtue of this Agreement or any other written or oral expression with respect to such Transaction
except, in the case of this Agreement, for the matters specifically agreed to herein. For purposes of this Agreement, the
term “Transaction agreement” does not include an executed letter of intent or any other preliminary written agreement
in principle.
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This Agreement shall inure to the benefit of and be binding upon the Interested Party and the Company and their
respective successors and permitted assigns.

The Parties agree that the Company would be irreparably injured by a breach of this Agreement by the Interested
Party or its Representatives and that the Company shall be entitled to equitable relief, including injunctive relief and
specific performance, in the event of any breach of the provisions of this Agreement. Such remedies shall not be
deemed to be the exclusive remedies for a breach of this Agreement by the Interested Party or its Representatives, but
shall be in addition to all other remedies available at law or in equity.

In the event of litigation relating to this Agreement, if a court of competent jurisdiction determines in a final, non-
appealable order that a Party has breached this Agreement, then such Party shall be liable and pay to the non-breaching
Party the reasonable legal fees such non-breaching Party has incurred in connection with such litigation, including any
appeal therefrom.

This Agreement shall be governed by, and construed in accordance with, the laws of the State of New York. The
Parties also hereby irrevocably and unconditionally consent to submit to the exclusive jurisdiction of the courts of the
State of Delaware and of the United States of America located in the State of Delaware for any actions, suits or
proceedings arising out of or relating to this Agreement and the Transactions contemplated hereby (and the Parties
agree not to commence any action, suit or proceeding relating thereto except in such courts), and further agree that
service of any process, summons, notice or document by U.S. registered mail to the other Parties’ address set forth
below shall be effective services of process for any action, suit or proceeding brought in any such court. The Parties
hereby irrevocably and unconditionally waive any objection to the laying of venue of any action, suit or proceeding
arising out of this Agreement or the Transaction contemplated hereby, in the courts of the State of Delaware or the
United States of America located in the State of Delaware, and hereby further irrevocably and unconditionally waive
and agree not to plead or claim in any such court that any such action, suit or proceeding brought in any such court has
been brought in an inconvenient forum. The Parties specifically waive any right to a jury trial with respect to any
matter arising under this Agreement.

All notices required to be provided pursuant to this Agreement shall be addressed:
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in the case of the Company:

Restoration Hardware, Inc.

15 Koch Rd., Suite J

Corte Madera, CA 94925

Telephone: (415) 945-3578

Facsimile: (415) 927-7264

Attn: Chris Newman, Chief Financial Officer

with a copy to:

Morrison & Foerster LLP

425 Market Street

San Francisco, California 94105
Telephone: (415) 268-7113
Facsimile: (415) 268-7522
Attn: Gavin B. Grover

and

Vinson & Elkins LLP

2001 Ross Avenue

Suite 3700 Dallas, Texas 75201
Telephone: (214) 220-7959
Facsimile: (214) 999-7959

Attn: Alan Bogdanow Greg Hidalgo

in the case of the Interested Party:

Sears Holdings Corporation
3333 Beverly Road
Hoffman Estates, IL 60179
Telephone: 203-861-4600
Facsimile: 203-861-9834
Attn: William Crowley

with a copy to:

CONFIDENTIAL
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Wachtell, Lipton, Rosen & Katz
51 West 52nd Street

New York, New York 10019
Telephone: 212-403-1000
Facsimile: 212-403-2000

Attn: Daniel A. Neff, Esq.

No failure or delay by either Party in exercising any right, power or privilege hereunder shall operate as a waiver
thereof, nor shall any single or partial exercise thereof preclude any other further exercise of any right, power or
privilege hereunder.

Any assignment of this Agreement by either Party without the prior written consent of the other Party shall be void.

This Agreement contains the entire agreement between the Parties concerning confidentiality of the Information
and related matters, and no modifications of this Agreement or waiver of the terms and conditions hereof shall be
binding upon the Parties, unless approved in writing by each of the Company and the Interested Party. If any term,
provision, covenant or restriction of this Agreement is held by a court of competent jurisdiction to be invalid, void or
unenforceable, the remainder of the terms, provisions, covenants and restrictions shall remain in full force and effect,
and shall in no way be affected, impaired or invalidated.

This Agreement may be executed in one or more counterparts, each of which shall constitute an original, but
together which shall constitute one and the same instrument.

% % % %
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If the foregoing reflects our agreement, kindly sign and return the duplicate copy of this Agreement to me.

Sincerely,

RESTORATION HARDWARE, INC.

By: /s/ Chris Newman
Name: Chris Newman
Title: Chief Financial Officer

Agreed to as of the date set forth above:

SEARS HOLDINGS CORPORATION

By: /s/ William R. Harker

Name: William R. Harker

Title: Senior Vice President, General Counsel
and Corporate Secretary
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