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INFORMATION TO BE INCLUDED IN REPORT

SECTION 8 — OTHER EVENTS

Item 8.01 Other Events

Ethan Allen Interiors Inc. (“Ethan Allen, ” “we,” “our” or “us”) is filing certain amended financial statements that are required to be filed by Ethan Allen in connection
with an exchange offer related to our $200 million principal amount of 5.375% Senior Notes due 2015 (the “Senior Notes™) that were issued in September 2005. We are
revising the financial statements that were included in our most recent Form 10-K and Form 10-Q to include a footnote (Note 19 in the Form 10-K financial statements and
Note 14 in the Form 10-Q financial statements) on guarantor disclosures in connection with the Senior Notes offering. By filing the financial statements with this Form 8-K, we
will be permitted to incorporate the information into our Form S-4 registration statement by reference.

The following financial statements are deemed to be filed under the Securities Exchange Act of 1934, as amended:
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SECTION 9 — FINANCIAL STATEMENTS AND EXHIBITS

Item 9.01 Financial Statements and Exhibits

(d) Exhibits

Exhibit Description
23.1 Consent of KPMG LLP
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Ethan Allen Interiors Inc.:

We have audited the accompanying consolidated balance sheets of Ethan Allen Interiors Inc. and Subsidiaries (the “Company”) as of June 30, 2005 and 2004, and the related
consolidated statements of operations, shareholders’ equity, and cash flows for each of the years in the three-year period ended June 30, 2005. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the 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. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes 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, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Ethan Allen Interiors Inc. and Subsidiaries
as of June 30, 2005 and 2004, and the results of their operations and their cash flows for each of the years in the three-year period ended June 30, 2005, in conformity with U.S.
generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effectiveness of the Company’s internal control
over financial reporting as of June 30, 2005, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO), and our report dated September 8, 2005 expressed an unqualified opinion on management’s assessment of, and the effective operation of,
internal control over financial reporting.

(signed) KPMG LLP
Stamford, Connecticut
September 8, 2005, except as to note 19,
which is as of February 2, 2006
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Consolidated Balance Sheets

June 30, 2005 and 2004
(In thousands, except share data)

2005 2004

ASSETS

Current assets:
Cash and cash equivalents $ 3,448 $ 27,528
Accounts receivable, less allowance for
doubtful accounts of $2,102 at June 30,

2005 and $2,194 at June 30, 2004 28,019 26,967
Inventories (note 4) 186,479 186,895
Prepaid expenses and other current assets 37,084 28,166
Deferred income taxes (note 12) 9,359 28,905

Total current assets 264,389 298,461



Goodwill and other intangible assets (notes 3 and 6 82,897 80,038

Total assets $ 628,386 $ 658,367

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:

Customer deposits 53,654 56,026

Accrued compensation and benefits 29,916 27,950

Total current liabilities 133,966 136,689

Other long-term liabilities 12,445 9,781

Total liabilities 194,318 202,227

Shareholders' equity (notes 9, 10, 11 and 15):

Class B common stock, par value $.01, 600,000 shares
authorized; no shares issued and outstanding at
June 30, 2005 and June 30, 2004 -- -

Additional paid-in capital 302,620 289,707

Less:
Treasury stock (at cost), 12,071,866 shares at
June 30, 2005 and 9,255,955 shares at June 30, 2004 (337,635) (244,026)

Accumulated other comprehensive income 1,051 600

Total liabilities and shareholders' equity $ 628,386 $ 658,367

See accompanying notes to consolidated financial statements.
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Consolidated Statements of Operations
For the Years Ended June 30, 2005, 2004 and 2003

(In thousands, except per share data)

2005 2004 2003

Cost of sales 487,958 494,072 457,924

Operating expenses:
Sellin; 184,310 176,859 178,615

Restructuring and impairment charge, net (note 3) (219) 12,520 13,131

Operating income 128,978 126,404 119,457



Interest and other related financing costs 761 641 645

Income tax expense (note 12) 50,082 49,617 45,350

|

Per share data (notes 10, 11 and 17):

Net income per basic share $ 224 $ 2.14 $ 1.98

Net income per diluted share $ 219 $ 2.08 $ 1.93

Dividends declared per common share $ 0.60 $ 340 $ 0.25

See accompanying notes to consolidated financial statements.
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
For the Years Ended June 30, 2005, 2004 and 2003
(In thousands)

2005 2004 2003

Operating activities:

Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization 21,338 21,854 21,634

Compensation expense (benefit) related to
restricted stock award 327 254 335

Gain on disposal of property, plant and
equipment (110) (1,452) 1)

Other (19) 5 (58)
Change in operating assets and liabilities,
net of the effects of acquired and divested

businesses:
 Accoumtsreceivable  (Lel4)  (LIS6) 5891
Inventories 757 13,168 13,970
Other assets 3,155 1,395 219
Income taxes and accounts payable 4,829 149 6,130
Other liabilities 2,742 (118) 2,231

Investing activities:
Purchases of short-term investments (12,000) (37,500) (52,150)

Proceeds from the disposal of property, plant

and eiuiiment 7,628 5,796 5,040
Capital expenditures 30,301 23,534 28,449
Other 711 (267) 262

Net cash provided by (used in) investin;

Financing activities:
Borrowings on revolving credit facility 15,500 - --



Payments on long-term debt and capital leases (4,716) (1,027) (3,528)

Net proceeds from issuance of common stock 5,641 4,547 2,219

Paymentofdeforred fiancingcosts |~ Gy

Payment of cash dividends (19,625) (125,783) (9,066)

Effect of exchange rate changes on cash 153 47 366

Cash and cash equivalents - beginning of year 27,528 54,356 54,688

Supplemental cash flow information:
Net income taxes (received) paid $ 44,135 $ 41,193 $ 44,596

See accompanying notes to consolidated financial statements.
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Consolidated Statements of Shareholders’ Equity
For the Years Ended June 30, 2005, 2004 and 2003
(In thousands, except share data)

Accumulated
Additional Other
Common Paid-in Treasury Comprehensive Retained
Stock Capital Stock Income Earnings Total

Issuance of 196,206 shares of common
stock upon the exercise of stock
options and restricted stock
award compensation (notes 9 and 11 1 1,883 - - - 1,884

Tax benefit associated with exercise
of employee stock options - 1,536 - 1,536

Charge for early vesting of stock
options

'

i
N
~

'

i

'

i

'

i
353
~

Net income

-- 74,624 74,624

Balance at June 30, 2003 454 281,140 (204,931) 580 456,679 533,922

Purchase/retirement of 1,044,445
shares of company stock (note 9 -- 39,095 - 39,095

Dividends declared on common stock - (126,756) (126,756)

Other comprehensive income (note 15 20

Total comprehensive income 79,498

Issuance of 773,864 shares of common
stock upon the exercise of stock
options and restricted stock
award compensation (notes 9 and 11 8 5,960 - - - 5,968

Tax benefit associated with exercise

of employee stock options - 6,953 - 6,953

'

H

'

H

'

H
~
O
=

'

H
~
O
=

Other comprehensive income (note 15

Total comprehensive income 79,789



Balance at June 30, 2005 $ 466 $302,620 $ (337,635) $ 1,051 $ 467,566 $ 434,068

See accompanying notes to consolidated financial statements.
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements
June 30, 2005, 2004 and 2003
(In thousands, except share data)

Summary of Significant Accounting Policies

Basis of Presentation

Ethan Allen Interiors Inc. (the “Company”) is a Delaware corporation incorporated on May 25, 1989. The consolidated financial statements include the accounts of the
Company, its wholly-owned subsidiary Ethan Allen Inc. (“Ethan Allen”), and Ethan Allen’s subsidiaries. All intercompany accounts and transactions have been
eliminated in the consolidated financial statements. All of Ethan Allen’s capital stock is owned by the Company. The Company has no assets or operating results other
than those associated with its investment in Ethan Allen.

Nature of Operations

The Company, through its wholly-owned subsidiary, is a leading manufacturer and retailer of quality home furnishings and accessories, selling a full range of products
through an exclusive network of 313 retail stores, of which 126 are Ethan Allen-owned and operated and 187 are independently-owned and operated. Nearly all of the
Company’s retail stores are located in the United States, with the remaining stores located in Canada. The majority of the independently-owned stores are also located in
the United States, with the remaining stores located throughout Asia, the Middle East, Canada, Mexico, Europe, Africa and the West Indies. Ethan Allen has 12
manufacturing facilities, 2 of which include separate sawmill operations, located throughout the United States.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires the Company to make
estimates and assumptions that affect the amounts and disclosures reported in those financial statements and the related accompanying notes. Actual results could differ
from those estimates.

Reclassifications

Certain reclassifications have been made to prior years’ financial statements in order to conform to the current year’s presentation. These changes were made for
disclosure purposes only and did not have any impact on previously reported results of operations or shareholders’ equity.

Cash Equivalents

Cash and short-term highly-liquid investments with original maturities of 3 months or less are considered cash and cash equivalents. The Company invests excess cash
primarily in money market accounts and short-term commercial paper.

Short-Term Investments

The Company’s short-term investments consist of auction rate securities which represent funds available for current operations. In accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 115, Accounting for Certain Investments in Debt and Equity Securities, these short-term investments are classified as
available-for-sale and are carried at cost, which approximates fair value. These securities have stated maturities beyond three months but are priced and traded as short-
term instruments due to the liquidity provided through the interest rate reset mechanism of 28 or 35 days.

Inventories

Inventories are stated at the lower of cost (first-in, first-out) or market. Cost is determined based solely on those charges incurred in the acquisition and production of the
related inventory (i.e. material, labor and manufacturing overhead costs).
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Property, Plant and Equipment

Property, plant and equipment are stated at cost, net of accumulated depreciation and amortization. Depreciation of plant and equipment is provided over the estimated
useful lives of the respective assets on a straight-line basis. Estimated useful lives of the respective assets typically range from twenty to forty years for buildings and
improvements and from three to twenty years for machinery and equipment. Leasehold improvements are amortized based on the underlying lease term, or the asset’s
estimated useful life, whichever is shorter.

Operating Leases

The Company accounts for its operating leases in accordance with the provisions of SFAS No. 13, Accounting for Leases, which require minimum lease payments be
recognized on a straight-line basis, beginning on the date that the lessee takes possession or control of the property. A number of the Company’s operating lease
agreements contain provisions for tenant improvement allowances, rent holidays, rent concessions, and/or rent escalations.



Incentive payments received from landlords are recorded as deferred lease incentives and are amortized over the underlying lease term on a straight-line basis as a
reduction of rent expense. When the terms of an operating lease provide for periods of free rent, rent concessions, and/or rent escalations, the Company establishes a
deferred rent liability for the difference between the scheduled rent payment and the straight-line rent expense recognized. This deferred rent liability is also amortized
over the underlying lease term on a straight-line basis as a reduction of rent expense.

Retail Store Acquisitions

The Company accounts for the acquisition of retail stores and related assets in accordance with SFAS No. 141, Business Combinations, which requires application of the

purchase method for all business combinations initiated after June 30, 2001. Accounting for these transactions as purchase business combinations requires the allocation

of purchase price paid to the assets acquired and liabilities assumed based on their fair values as of the date of the acquisition. The amount paid in excess of the fair value
of net assets acquired is accounted for as goodwill.

Goodwill and Other Intangible Assets

The Company’s intangible assets are accounted for in accordance with SFAS No. 142, Goodwill and Other Intangible Assets, and are comprised, primarily, of goodwill,
which represents the excess of cost over the fair value of net assets acquired, product technology, and trademarks. In re-assessing the useful lives of its goodwill and
other intangible assets upon adoption of the standard, the Company determined these assets to have indefinite useful lives. Accordingly, amortization of these assets
ceased on that date. Prior to July 1, 2001, these assets were amortized on a straight-line basis over forty years.

Statement 142 requires that the Company annually perform an impairment analysis to assess the recoverability of the recorded balance of goodwill and other intangible
assets. The Company conducts its required annual impairment test during the fourth quarter of each fiscal year. The provisions of the Statement indicate that the
impairment test should be conducted more frequently if events occur or circumstances change that would more likely than not reduce the fair value of the goodwill or
other intangible asset below its carrying value. In addition, the Company performed an initial impairment analysis upon adoption of the standard. No impairment losses
have been recorded on the Company’s goodwill or other intangible assets as a result of applying the provisions of Statement 142.

Financial Instruments

The carrying value of the Company’s financial instruments approximates fair value.
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Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax basis and operating loss and tax credit
carryforwards.

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date.

Revenue Recognition

Revenue is recognized when all of the following have occurred: persuasive evidence of a sales arrangement exists (e.g. a wholesale purchase order or retail sales invoice);
the sales arrangement specifies a fixed or determinable sales price; product is shipped or services are provided to the customer; and collectibility is reasonably assured.
This occurs upon the shipment of goods to independent retailers or, in the case of Ethan Allen-owned retail stores, upon delivery to the customer.

Shipping and Handling Costs

Ethan Allen’s policy is to sell its products at the same delivered cost to all retailers nationwide, regardless of shipping point. Costs incurred to deliver finished goods to
the consumer are expensed and recorded in selling, general and administrative expenses. Shipping and handling costs amounted to $75.2 million, $71.6 million, and
$67.6 million for fiscal years 2005, 2004, and 2003, respectively.

Advertising Costs

Advertising costs are expensed when first aired or distributed. Total advertising costs incurred by the Company in fiscal years 2005, 2004 and 2003, amounted to $30.5
million, $30.5 million, and $42.8 million, respectively. These amounts are presented net of income received by Ethan Allen under its agreement with the third-party
financial institution responsible for administering its consumer finance programs. Prepaid advertising costs at June 30, 2005 and 2004 totaled $5.0 million and $7.2
million, respectively.

Earnings Per Share

The Company computes basic earnings per share by dividing net income by the weighted average number of common shares outstanding during the period. Diluted
earnings per share is calculated similarly, except that the weighted average outstanding shares are adjusted to include the effects of converting all potentially dilutive
stock options and awards issued under the Company’s employee stock plans (see Note 10).

Stock Compensation

The Company’s 1992 Stock Option Plan (the “Plan”) is accounted for in accordance with the recognition and measurement provisions of Accounting Principles Board
Opinion (“APB”) No. 25, Accounting for Stock Issued to Employees and related interpretations, which employs the intrinsic value method of measuring compensation
cost. Accordingly, compensation expense is not recognized for fixed stock options if the exercise price of the option equals the fair value of the underlying stock at the
grant date. For certain stock-based awards, where the exercise price is equal to zero, the fair value of the award, measured at the grant date, is amortized to compensation
expense on a straight-line basis over the vesting period. In addition, other stock-based award programs provided for under the Plan may also result in the recognition of
compensation expense (benefit) to the extent they are deemed to be variable (as that term is defined in APB No. 25) in nature.
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SFAS No. 123, Accounting for Stock-Based Compensation, encourages recognition of the fair value of all stock-based awards on the date of grant as expense over the
vesting period. However, as permitted by SFAS No. 123, the Company continues to apply the intrinsic value-based method of accounting prescribed by APB Opinion
No. 25 and discloses certain pro-forma amounts as if the fair value approach of SFAS No. 123 had been applied.

In December 2002, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 148, Accounting for Stock-Based Compensation-Transition and Disclosure,
an amendment of SFAS No. 123, to provide alternative methods of transition for a voluntary change to the fair value method of accounting for stock-based employee
compensation. In addition, this standard amends the disclosure requirements of SFAS No. 123 by requiring more prominent pro-forma disclosures in both the annual and
interim financial statements.

The following table, which addresses the disclosure requirements of SFAS No. 148, illustrates the effect on net income and earnings per share if the fair value
recognition provisions of SFAS No. 123 had been applied to all outstanding and unvested awards in each period.

Fiscal Year Ended June 30,

2005 2004 2003

Net income as reported $ 79,338 $ 79478 $ 74,624

Add: Stock-based employee

compensation expense (benefit)

included in reported net income,

net of related tax effects 200 156 (208)
Deduct: Stock-based employee

compensation expense determined

under the fair-value based

method for all awards granted

since July 1, 1995, net of

related tax effects (6,891) (5,077) (2,768)

Pro forma net income $ 72,647 $ 74,558 $ 71,648

Earnings per share:

Basic - as reported $ 2.24 $ 2.14 $ 1.98
Basic - pro forma $ 2.05 $ 2.01 $ 1.91
Diluted - as reported $ 2.19 $ 2.08 $ 1.93
Diluted - pro forma $ 2.01 $ 1.96 $ 1.87

Note: The Company employs the Black-Scholes option-pricing model for purposes of estimating the fair value of stock options granted. See Note 11 for a further discussion of SFAS No. 123.

In December 2004, the FASB issued SFAS No. 123 (revised 2004), Share-Based Payment, which replaces SFAS No. 123 and supercedes APB No. 25, requiring
compensation costs related to share-based payment transactions, including employee stock options, to be recognized in the financial statements. Statement 123(R) was
effective for the Company as of July 1, 2005. In addition, in March 2005, the SEC issued Staff Accounting Bulletin (“SAB”) 107, which was effective upon issuance and
provides the Staff’s views regarding the interaction between SFAS No. 123(R) and certain SEC rules and regulations and provides interpretations of the valuation of
share-based payments for public companies.

The Company continues to evaluate the provisions of Statement 123(R) and SAB 107 in order to determine, among other things, the fair value method to be used to
measure compensation expense and the appropriate assumptions to include in the fair value model. Some of this information, however, such as the level of share-based
payments to be granted in future years, is unknown at this time. Still, based on its initial review of this authoritative guidance, and considering the provisions of existing
employment agreements and the recent historical levels of share-based payments granted to individuals other than Mr. Kathwari, the Company’s President and Chief
Executive Officer (whose outstanding unvested options vest on August 1, 2005 and are described further in Note 11), the Company
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does not believe that the impact of adoption will have a material effect on its financial position, results of operations or cash flows.
Foreign Currency Translation

The functional currency of each Company-owned foreign retail location is the respective local currency. Assets and liabilities are translated into United States dollars
using the current period-end exchange rate and income and expense amounts are translated using the average exchange rate for the period in which the transaction
occurred. Resulting translation adjustments are reported as a component of accumulated other comprehensive income within shareholders’ equity.

Derivative Instruments

The Company adopted SFAS No. 133, Accounting for Certain Derivative Instruments and Certain Hedging Activities, and SFAS No. 138, which later amended
Statement 133, in fiscal 2001. Upon review of its contracts as of June 30, 2005, the Company has determined that it has no derivative instruments as defined under these
standards.

New Accounting Standards
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In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections-A Replacement of APB Opinion No. 20 and FASB Statement No. 3. SFAS
No. 154 requires the retrospective application to prior periods’ financial statements of changes in accounting principle, unless it is impracticable to determine either the
period-specific effects or the cumulative effect of the change. The Statement also requires that a change in depreciation, amortization, or depletion method for long-lived
non-financial assets be accounted for as a change in accounting estimate affected by a change in accounting principle. Statement 154 is effective for accounting changes
and corrections of errors made in fiscal years beginning after December 15, 2005. Accordingly, the Company will adopt the provisions of SFAS No. 154, as applicable,
on July 1, 2006.

In June 2005, the Emerging Issues Task Force (“EITF ") of the FASB reached a consensus on EITF Issue No. 05-6,Determining the Amortization Period for Leasehold
Improvements (“Issue 05-6”). The provisions of Issue 05-6 require that leasehold improvements acquired in a business combination or purchased subsequent to the
inception of a lease be amortized over the lesser of the useful life of the assets or a term that includes renewals that are reasonably assured at the date of the business
combination or purchase. The guidance is effective for periods beginning after June 29, 2005. The Company does not believe that the adoption of Issue 05-6 will have a
material effect on its financial position, results of operations or cash flows.

Restructuring and Impairment Charge

In recent years, the Company has developed, announced and executed plans to consolidate its manufacturing operations as part of an overall strategy to maximize
production efficiencies and maintain its competitive advantage.

In the fourth quarter of fiscal 2004, the Company announced a plan to close and consolidate two of its manufacturing facilities. The plants, both involved in the
production of wood case goods furniture, were located in Boonville, New York and Bridgewater, Virginia. The plant closures resulted in a headcount reduction totaling
approximately 460 employees: 270 employees effective June 25, 2004, and 190 employees throughout the first quarter of fiscal 2005. A pre-tax restructuring and
impairment charge of $12.8 million was recorded for costs associated with these plant closings, of which $4.5 million was related to employee severance and benefits
and other plant exit costs, and $8.3 million was related to fixed asset impairment charges, primarily for real property and machinery and equipment associated with the
closed facilities. During the first six months of fiscal 2005, the final cash payments related to these plant closings were made. In addition, adjustments totaling $0.2
million were recorded to reverse the remaining previously established accruals which were no longer deemed necessary.
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In the third quarter of fiscal 2003, the Company announced a plan to close three of its smaller manufacturing facilities. Closure of these facilities resulted in a headcount
reduction totaling approximately 580 employees: 340 employees effective April 21, 2003, and 240 employees throughout the last quarter of fiscal 2003 and the first
quarter of fiscal 2004. A pre-tax restructuring and impairment charge of $13.4 million was recorded for costs associated with these plant closings, of which $4.5 million
related to employee severance and benefits and other plant exit costs, and $8.9 million related to fixed asset impairment charges, primarily for real property and
machinery and equipment associated with the closed facilities. During the first quarter of fiscal 2004, adjustments totaling $0.2 million were recorded to reverse certain
of these previously established accruals which were no longer required.

As of June 30, 2005, all related accruals have been reduced to zero. In addition, total impairment charges of $17.2 million ($8.3 million and $8.9 million in 2004 and
2003, respectively) have been recorded to reduce certain property, plant and equipment to net realizable value.

Business Acquisitions

During fiscal 2005, the Company acquired, in three separate transactions, six Ethan Allen retail stores from independent retailers for total consideration of approximately
$4.6 million. As a result of these acquisitions, the Company (i) recorded additional inventory of $3.2 million and other assets of $0.6 million, and (ii) assumed customer
deposits of $1.7 million and other liabilities of $0.1 million. Goodwill associated with these acquisitions totaled $2.6 million and represents the premium paid to the
sellers related to the acquired businesses (i.e. market presence) and other fair value adjustments to the assets acquired and liabilities assumed.

Further discussion of the Company’s intangible assets can be found in Note 6.
A summary of the Company’s allocation of purchase price in each of the last three fiscal years is provided below (in thousands):

Fiscal Year Ended June 30,

2005 2004 2003
Nature of acquisition 6 stores 4 stores 16 stores
Total consideration $ 4642 $ 2,070 $ 11,952
Assets acquired and liabilities assumed:
Inventory 3,194 1,851 10,095
PP&E and other assets 614 530 5,109
Customer deposits (1,735) (1,207) (4,907)
Third-party debt -- -- (4,300)
A/P and other liabilities (25) (121) (2,938)
Goodwill $ 2,594 $ 1,017 $ 8,893
Inventories
Inventories at June 30 are summarized as follows (in thousands):
2005 2004
Finished goods $ 149,322 $ 148,240
Work in process 8,437 10,840

Raw materials 28,720 27,815
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$ 186,479 $ 186,895

Inventories are presented net of a related valuation allowance of $2.7 million and $3.2 million at June 30, 2005 and 2004, respectively.

Property, Plant and Equipment

Property, plant and equipment at June 30 are summarized as follows (in thousands):

2005 2004
Land and improvements $ 57972 $ 52,863
Buildings and improvements 232,453 237,586
Machinery and equipment 137,390 137,996

427,815 428,445
Less: accumulated depreciation
and amortization (152,604)  (151,008)

$ 275211 $ 277,437

Goodwill and Other Intangible Assets

As of June 30, 2005, the Company had goodwill, including product technology, of $63.2 million and other identifiable intangible assets of $19.7 million. Comparable
balances as of June 30, 2004 were $60.3 million and $19.7 million, respectively.

Goodwill in the wholesale and retail segments was $27.5 million and $35.7 million, respectively, at June 30, 2005 and $27.5 million and $32.8 million, respectively, at
June 30, 2004. The wholesale segment, at both dates, includes additional intangible assets of $19.7 million. These assets represent Ethan Allen trade names which are
considered to have indefinite useful lives.

In accordance with SFAS No. 142, the Company does not amortize goodwill and other intangible assets but, rather, evaluates such assets for impairment on an annual
basis and between annual tests whenever events or circumstances indicate that the carrying value of the goodwill or other intangible asset may exceed its fair value. The
Company conducts its required annual impairment test during the fourth quarter of each fiscal year. No impairment losses have been recorded on the Company’s
goodwill or other intangible assets as a result of applying the provisions of Statement 142.

Borrowings

Total debt obligations at June 30 consist of the following (in thousands):

2005 2004
Industrial revenue bonds $§ 3855 § 8,455
Other debt and capital lease obligations 8,655 766
Total debt 12,510 9,221
Less: current maturities and short-
term capital lease obligations 240 4,712
Long-term debt $ 12270 $§ 4,509

In June 2004, the Company entered into a five-year, $100.0 million unsecured revolving credit facility, (the “Credit Agreement”) with J.P. Morgan Chase Bank, as
administrative agent, Bank of America, N.A., as syndication agent, and SunTrust Bank and Wachovia Bank, N.A., as co-documentation agents. The Credit Agreement
includes an accordion feature, providing an additional $50.0 million of liquidity if needed, as well as sub-facilities for trade and standby letters of credit of $50.0 million
and swingline loans of $3.0 million. Interest is charged on revolving loans under the Agreement at J.P. Morgan Chase Bank’s Alternate Base Rate (as defined), or
adjusted LIBOR plus either (i) 0.50% (on a first-drawn basis for borrowings up to 50% of the facility), or (ii) 0.625% (on a fully-drawn basis for borrowings in excess of
50% of the facility), and is subject to adjustment arising from changes in the credit rating of Ethan Allen’s senior unsecured debt. The Credit Agreement provides for the
payment of a commitment fee equal to 0.125% per annum on the average daily, unused amount of the revolving credit commitment. The Company is also required to pay
a fee equal to 0.625% per annum on the average daily letters of credit outstanding.
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At June 30, 2005, the Company had $8.0 million in revolving loans and $15.6 million in trade and standby letters of credit outstanding under the Credit Agreement.
Remaining available borrowing capacity under the Credit Agreement was $76.4 million at that date. For fiscal years ended June 30, 2005, 2004 and 2003, the weighted-
average interest rates applicable under the Company’s revolving credit facility were 5.95%, 4.19% and 4.49%, respectively.

The Credit Agreement also contains various covenants which limit the ability of the Company and its subsidiaries to: incur debt; engage in mergers and consolidations;
make restricted payments; sell certain assets; make investments; and issue stock. The Company is also required to meet certain financial covenants including fixed
charge coverage and leverage ratios. As of June 30, 2005, the Company had satisfactorily complied with all such covenants.

In July 2005, the Company replaced the Credit Agreement with a new five-year, $200.0 million unsecured revolving credit facility and received authorization from its
Board of Directors to issue up to $200.0 million in senior unsecured notes. Further discussion of both of these matters can be found in Note 18.



The majority of the Company’s remaining debt is related to industrial revenue bonds which were issued to finance capital improvements at the Ethan Allen Hotel and
Conference Center, which is adjacent to the Company’s corporate headquarters in Danbury, Connecticut. These bonds bear interest at a fixed rate of 7.50% and have a
remaining maturity of 6 years.

The Company has loans outstanding in the aggregate amount of approximately $0.6 million related to the modernization of its Beecher Falls, Vermont manufacturing
facility. These loans bear interest at fixed rates ranging from 3.00% to 5.50% and have remaining maturities of 1 to 22 years. The loans have a first and second lien in
respect of equipment financed by such loans and a first and second mortgage interest in respect of the building, the construction of which was also financed by such
loans.

The Company assumed $4.3 million in third-party debt in connection with its acquisition of 16 retail stores during fiscal 2003. This debt was in the form of a line of
credit, a mortgage on an existing retail store location and, to a lesser extent, obligations under certain capital leases. As of June 30, 2005, $4.2 million of this amount had
been repaid. The remaining outstanding balance relates to the aforementioned capital lease obligations.

Aggregate scheduled maturities of long-term debt for each of the five fiscal years subsequent to June 30, 2005, and thereafter are as follows (in thousands):

Fiscal Year Ended June 30:

2006 $ 240
2007 38
2008 40
2009 8,041
2010 42
Subsequent to 2010 4,109

Total debt payments $ 12,510

(8) Leases

Ethan Allen leases real property and equipment under various operating lease agreements expiring through 2029. Leases covering retail store locations and equipment
may require, in addition to stated minimums, contingent rentals based on retail sales or equipment usage. Generally, the leases provide for renewal for various periods at
stipulated rates.

F-13

Future minimum payments by year, and in the aggregate, under non-cancelable operating leases consisted of the following at June 30, 2005 (in thousands):

Fiscal Year Ended June 30:

2006 $ 30317
2007 26,651
2008 23,408
2009 18,629
2010 16,720
Subsequent to 2010 58,172

Total minimum lease payments $ 173,897

The above amounts will be offset in the aggregate by minimum future rentals from subleases of $15.4 million.

Total rent expense for each of the past three fiscal years ended June 30 was as follows (in thousands):

2005 2004 2003
Basic rentals under operating leases $ 31,329 § 29361 $ 26,722
Contingent rentals under operating leases 654 796 691
31,983 30,157 27,413
Less: sublease rent (3,812) (2,926) (2,269)
Total rent expense $ 28171 § 27,231 $§ 25,144

As of June 30, 2005 and 2004, deferred rent credits totaling $7.9 million and $7.2 million, respectively, and deferred lease incentives totaling $4.0 million and $1.9
million, respectively, are reflected in the Consolidated Balance Sheets. These amounts are amortized over the respective underlying lease terms on a straight-line basis as
a reduction of rent expense.

(9) Shareholders’ Equity

The Company’s authorized capital stock consists of (a) 150,000,000 shares of Common Stock, par value $.01 per share, (b) 600,000 shares of Class B Common Stock,
par value $.01 per share, and (c) 1,055,000 shares of Preferred Stock, par value $.01 per share, of which (i) 30,000 shares have been designated Series A Redeemable
Convertible Preferred Stock, (ii) 30,000 shares have been designated Series B Redeemable Convertible Preferred Stock, (iii) 155,010 shares have been designated as
Series C Junior Participating Preferred Stock, and (iv) the remaining 839,990 shares may be designated by the Board of Directors with such rights and preferences as
they determine (all such preferred stock, collectively, the “Preferred Stock”). Shares of Class B Common Stock are convertible to shares of the Company’s Common
Stock upon the occurrence of certain events or other specified conditions being met. As of June 30, 2005 and 2004, there were no shares of Preferred Stock or Class B
Common Stock issued or outstanding.



On November 21, 2002, the Company’s Board of Directors approved a share repurchase program authorizing the Company to repurchase up to 2.0 million shares of its
common stock, from time to time, either directly or through agents, in the open market at prices and on terms satisfactory to the Company. Subsequent to that date, the
Board of Directors has increased the then remaining authorization as follows: from 904,755 shares to 2.5 million shares on April 27, 2004; from 753,600 shares to 2.0
million shares on November 16, 2004; and from 691,100 shares to 2.0 million shares on April 26, 2005. The Company also retires shares of unvested restricted stock
and, prior to June 30, 2002, repurchased shares of common stock from terminated or retiring employee’s accounts in the Ethan Allen Retirement Savings Plan.

All of the Company’s common stock repurchases and retirements are recorded as treasury stock and result in a reduction of shareholders’ equity. During fiscal years
2005, 2004 and 2003, the Company repurchased and/or retired the following shares of its common stock:
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2005(1)(3) 2004(1) 2003(2)

Common shares repurchased 2,410,400 1,004,445 1,457,000

Cost to repurchase common shares $ 81,435,589 $ 39,094,203 $ 43,503,500

Average price per share $ 33.79 $ 38.92 $ 29.86
1) The cost to repurchase shares in fiscal years 2005 and 2004 reflects $745,735 in common stock repurchases with a June 2004 trade date and a July 2004 settlement date.
2) The cost to repurchase shares in fiscal years 2003 excludes $7,197,165 in common stock repurchases with a June 2002 trade date and a July 2002 settlement date.
3) During fiscal 2005, the Company also retired 405,511 shares of common stock tendered upon the exercise of outstanding employee stock options. The value of such shares on the date redeemed

was $12,173,440, representing an average price per share of $30.02.

For each of the fiscal years presented above, the Company funded its purchases of treasury stock with existing cash on hand and cash generated through current period
operations. As of June 30, 2005, the Company had a remaining Board authorization to repurchase 2.0 million shares.

On May 20, 1996, the Board of Directors adopted a Stockholder Rights Plan (the “Rights Plan”) and declared a dividend of one Right for each share of the Company’s
common stock outstanding as of July 10, 1996. Under the Rights Plan, each share of the Company’s common stock issued after July 10, 1996 is accompanied by one
Right (or such other number of Rights as results from the adjustments for stock splits and other events described below). Each Right entitles its holder, under certain
circumstances, to purchase one one-hundredth of a share of the Company’s Series C Junior Participating Preferred Stock at a purchase price of $125. The Rights may not
be exercised until 10 days after a person or group acquires 15% or more of the Company’s common stock, or 15 days after the commencement or the announcement of
the intent to commence a tender offer, which, if consummated, would result in acquisition by a person or group of 15% or more of the Company’s common stock. Until
then, separate Rights certificates will not be issued and the Rights will not be traded separately from shares of the Company’s common stock.

If the Rights become exercisable, then, upon exercise of a Right, the Company’s stockholders (other than the acquirer) would have the right to receive, in lieu of the
Company’s Series C Junior Participating Preferred Stock, a number of shares of the Company’s common stock (or a number of shares of the common stock of the
acquirer, if the Company is acquired, or other assets under various circumstances) having a market value equal to two times the purchase price. Under the Rights Plan, as
amended by the Board of Directors on July 27, 2004, the Rights will expire on May 31, 2011, unless redeemed prior to that date. The redemption price is $0.01 per
Right. The Board of Directors may redeem the Rights at its option any time prior to the time when the Rights become exercisable.

The Rights Plan provides for adjustment to the number of Rights which accompanies each share of the Company’s common stock (whether then outstanding or thereafter
issued) upon the occurrence of various events after July 10, 1996, including stock splits. The Company effected a 2-for-1 stock split on September 3, 1997 and a 3-for-2
stock split on May 24, 1999. Accordingly, at June 20, 2005, each share of the Company’s common stock was accompanied by one-third of one Right.

(10)  Earnings per Share

The following table sets forth the calculation of weighted average shares for the fiscal years ended June 30 (in thousands):

2005 2004 2003
Weighted average common shares outstanding
for basic calculation 35,400 37,179 37,607
Effect of dilutive stock options and awards 793 1,116 962
Weighted average common shares outstanding,
adjusted for diluted calculation 36,193 38,295 38,569

In 2005, 2004 and 2003, stock options to purchase 778,458, 63,756 and 71,781 shares, respectively, had exercise prices that exceeded the average market price for each
corresponding period. These options have been excluded from the
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respective diluted earnings per share calculation as their impact is anti-dilutive.

(11) Employee Stock Plans

The Company has 6,320,139 shares of Common Stock reserved for issuance pursuant to the following stock-based compensation plans:

1992 Stock Option Plan



The Plan provides for the grant of non-compensatory stock options to eligible employees and non-employee directors. Stock options granted under the Plan are non-
qualified under Section 422 of the Internal Revenue code and allow for the purchase of shares of the Company’s Common Stock. The Plan also provides for the issuance
of stock appreciation rights (“SARs”) on issued options, however, no SARs have been issued as of June 30, 2005. The awarding of such options is determined by the
Compensation Committee of the Board of Directors after consideration of recommendations proposed by the Chief Executive Officer. Options awarded are exercisable at
the market value of the Company’s Common Stock at the date of grant and vest ratably over a four-year period for awards to employees and a two-year period for awards
to independent directors.

Mr. Kathwari, the Company’s President and Chief Executive Officer, entered into a new employment agreement with the Company dated August 1, 2002 (the “2002
Employment Agreement”). This agreement was effective as of July 1, 2002 and served to supercede all terms and conditions set forth in his previous employment
agreement dated July 1, 1997, which expired on June 30, 2002 (the “1997 Employment Agreement”). Pursuant to the terms of the 2002 Employment Agreement, Mr.
Kathwari was awarded, on August 1, 2002, August 1, 2003, and August 1, 2004, options to purchase 600,000, 400,000 and 200,000 shares, respectively, of the
Company’s Common Stock. These options were issued at exercise prices of $31.02, $35.53, and $37.15 per share, respectively, (the price of a share of the Company’s
Common Stock on the New York Stock Exchange as of such dates). The 2002 grant vests ratably over a three-year period, while the fiscal 2003 grant vests ratably over a
two-year period, and the 2004 grant vests ratably over a one-year period.

The maximum number of shares of Common Stock reserved for issuance under the 1992 Stock Option Plan is 5,490,597 shares.
In connection with the 1992 Stock Option Plan, the following two stock award plans have also been established:
Restricted Stock Award

In connection with the 2002 Employment Agreement, Mr. Kathwari is entitled to receive, as of August 1, 2002 and for each successive year through August 1, 2004, an
annual award of 10,500 shares of restricted stock, with vesting based on the performance of the Company’s stock price during the three-year period subsequent to grant
as compared to the Standard and Poor’s 500 index. As of June 30, 2005, Mr. Kathwari has not been deemed vested in any of these shares.

Stock Unit Award

In accordance with the provisions of the 1997 Employment Agreement, the Company established, during fiscal 1998, a book account for Mr. Kathwari, which was
credited with 21,000 Stock Units as of July 1 of each year, commencing July 1, 1997, for a total of up to 105,000 Stock Units, over the initial five-year term of the 1997
Employment Agreement, with an additional 21,000 Stock Units to be credited in connection with each of the two optional one-year extensions. Following the termination
of his employment, Mr. Kathwari will receive shares of Common Stock equal to the number of Stock Units credited to the account. In connection with the establishment
of the 2002 Employment Agreement, Mr. Kathwari was deemed to have earned 126,000 of the Stock Units contemplated under the performance provisions of the 1997
Employment Agreement.
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Incentive Stock Option Plan

In 1991, pursuant to the Incentive Stock Option Plan, the Company granted to members of management options to purchase 829,542 shares of Common Stock at an
exercise price of $5.50 per share. These options vested ratably over a five-year period.

Stock option activity during fiscal years 2005, 2004 and 2003 was as follows:

Number
of
Shares
1992 Stock
Option Plan
Options Outstanding - June 30, 2002 3,266,981
Granted in 2003 694,800
Exercised in 2003 (187,896)
Canceled in 2003 (59,780)
Options Outstanding - June 30, 2003 3,714,105
Granted in 2004 474,200
Exercised in 2004 (349,844)
Canceled in 2004 (48,470)
Options Outstanding - June 30, 2004 3,789,991
Granted in 2005 266,025
Exercised in 2005 (774,276)
Canceled in 2005 (21,733)
Options Outstanding - June 30, 2005 3,260,007

The following table summarizes the stock awards outstanding and exercisable at June 30, 2005:

Options Outstanding Options Exercisable

Weighted Average




Weighted

Remaining Average
Exercise Life Exercise Exercise
Price Range Number (in years) Price Number Price

$ 6.33t0 18.21 35,900 1.7 $ 15.02 35,900 $ 15.02
21.17 to 25.00 873,814 2.5 21.63 873,814 21.63
26.25 t0 28.31 810,610 2.4 27.47 809,763 27.47
29.23 to 35.53 1,232,177 7.5 32.53 723,227 32.29
37.15 to 41.59 307,506 8.6 38.21 55,754 39.53
3,260,007 4.9 $§ 28.69 2,498,458 § 26091

As stated in Note 1, the Company employs the intrinsic value recognition and measurement provisions of APB No. 25 in accounting for stock-based compensation.
However, in complying with the disclosure provisions of SFAS No. 123, the Company estimates the fair value of stock options granted using the Black-Scholes option-
pricing model. The per share weighted average fair value of stock options granted during fiscal years 2005, 2004 and 2003 was $15.02, $17.45, and $15.94, respectively.

The fair value of each stock option grant was estimated on the date of grant using the following assumptions: weighted average risk-free interest rates of 4.32%, 4.19%,

and 4.26% for fiscal years 2005, 2004 and 2003, respectively; dividend yields of 1.69%, 1.11%, and 0.83% for fiscal years 2005, 2004 and 2003, respectively; expected
volatility factors of 38.7%, 43.1%, and 44.3% for fiscal years 2005, 2004 and 2003, respectively; and expected lives of 8.0 years, 8.4 years and 8.5 years for fiscal 2005,
2004, and 2003, respectively.

The table located in Note 1 illustrates the effect on net income and earnings per share as if the fair value recognition and measurement provisions of SFAS No. 123 had

been applied to all outstanding and unvested awards in each period.

(12)  Income Taxes

Total income taxes were allocated as follows for the fiscal years ended June 30 (in thousands):

2005 2004 2003
Income from operations $ 50,082 $ 49,617 $ 45,350
Shareholders' equity (6,953) (3,750) (1,536)
Total $ 43,129 $ 45,867 $ 43,814
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The income taxes credited to shareholders’ equity relate to the tax benefit arising from the exercise of employee stock options.
Income tax expense (benefit) attributable to income from operations consists of the following for the fiscal years ended June 30 (in thousands):

2005 2004 2003

Current:
Federal $39,423 $42,997 $35,909
State 6,724 6,500 5,152
Total current 46,147 49,497 41,061

Deferred:
Federal 3,445 132 3,934
State 490 (12) 355
Total deferred 3,935 120 4,289
Income tax expense $50,082 $49,617 $45,350

The following is a reconciliation of expected income tax expense (computed by applying the federal statutory income tax rate to income before taxes) to actual income
tax expense (in thousands):

2005 2004 2003
Expected income tax expense $45,297 35.0% $45,137 35.0% $41,956 35.0%
State income taxes, net of federal
income tax benefit 4,918 3.8% 4,213 3.2% 3,211 2.6%
Other, net (133) O.1)% 267 0.2% 183 0.2%
Actual income tax expense $50,082 38.7% $49,617 38.4% $45,350 37.8%

The significant components of the deferred tax expense (benefit) are as follows (in thousands):

2005 2004 2003

Deferred tax expense (benefit) $ 2,858 $ (1,229) $ 2,833



13)

14

Utilization of net operating loss carryforwards 1,077 1,349 1,456

The tax effects of temporary differences between the financial statement carrying amounts of assets and liabilities and their respective tax bases, which give rise to
deferred tax assets and liabilities, are as follows at June 30 (in thousands):

2005 2004

Deferred tax assets:

Inventories -- 3,744

Restructuring accruals 9,057

Deferred rent credits 4,450 3,123

Tax credit carryforwards 206 635

Deferred tax liabilities:
Inventories 1,007

Intangible assets other than goodwill 17,857 14,525

3,713 3,632

Net deferred tax liability $ 26,278 $ 22,343
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The deferred income tax balances are classified in the Consolidated Balance Sheets as follows at June 30 (in thousands):

2005 2004

Non-current assets 4,513 3,855

Non-current liabilities 40,150 52,224

Note: Current assets and current liabilities and non-current assets and non-current liabilities have been presented net in the Consolidated Balance Sheets.

At June 30, 2005, the Company has, for federal income tax purposes, approximately $1.9 million of net operating loss carryforwards (“NOLs”). The Company’s
utilization of these remaining NOLs, which expire in 2022, is limited, pursuant to Section 381(c) of the Internal Revenue Code, based upon the separate earnings and/or
eventual liquidation of the wholly-owned subsidiary to which the NOLSs relate.

Based on the Company’s historical and anticipated future pre-tax earnings, management believes that it is more likely than not that the Company’s deferred tax assets

will be realized.

Employee Retirement Programs

The Ethan Allen Retirement Savings Plan

The Ethan Allen Retirement Savings Plan (the “Savings Plan”) is a defined contribution plan, which is offered to substantially all employees of the Company who have
completed three consecutive months of service regardless of hours worked.

Ethan Allen may, at its discretion, make a matching contribution to the 401(k) portion of the Savings Plan on behalf of each participant, provided the contribution does
not exceed the lesser of 50% of the participant’s contribution or $1,300 per participant per Savings Plan year. Total profit sharing and 401(k) Company match expense
amounted to $4.0 million in 2005, $3.7 million in 2004, and $3.9 million in 2003.

Other Retirement Plans and Benefits

Ethan Allen provides additional benefits to selected members of senior and middle management in the form of previously entered deferred compensation arrangements
and a management cash bonus and other incentive programs. The total cost of these benefits was $3.0 million, $3.2 million, and $3.3 million in 2005, 2004 and 2003,
respectively.

Litigation



The Company and its subsidiaries are subject to various environmental laws and regulations. Under these laws, the Company and/or its subsidiaries are, or may be,
required to remove or mitigate the effects on the environment of the disposal or release of certain hazardous materials.

As of June 30, 2005, the Company and/or its subsidiaries has been named as a potentially responsible party (“PRP”) with respect to the remediation of four active sites
currently listed, or proposed for inclusion, on the National Priorities List (“NPL”) under the Comprehensive Environmental Response, Compensation and Liability Act of
1980, as amended, (“CERCLA”). The sites are located in Lyndonville, Vermont; Southington, Connecticut; High Point, North Carolina; and Atlanta, Georgia.

With respect to the Lyndonville, Vermont site, the Company has substantially resolved its liability by completing remedial construction activities. The
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Company continues to work with the U.S. Environmental Protection Agency (“EPA”) and has obtained a certificate of construction completion, subject to certain limited
conditions. The Company does not anticipate incurring significant costs with respect to the Southington, Connecticut, High Point, North Carolina, or Atlanta, Georgia
sites as it believes that it is not a major contributor based on the very small volume of waste generated by the Company in relation to total volume at those sites.
Specifically, with respect to the Southington site, the Company’s volumetric share is less than 1% of over 51 million gallons disposed of at the site and there are more
than 1,000 PRPs. With respect to the High Point site, the Company’s volumetric share is less than 1% of over 18 million gallons disposed of at the site and there are
more than 2,000 PRPs, including 1,100 “de-minimis” parties (of which Ethan Allen is one). With respect to the Atlanta site, a former solvent recycling/reclamation
facility, the Company’s volumetric share is less than 1% of over 20 million gallons disposed of at the site by more than 1,700 PRPs. In all three cases, the other PRPs
consist of local, regional, national and multi-national companies.

Liability under CERCLA may be joint and several. As such, to the extent certain named PRPs are unable, or unwilling, to accept responsibility and pay their apportioned
costs, the Company could be required to pay in excess of its pro rata share of incurred remediation costs. The Company’s understanding of the financial strength of other
PRPs has been considered, where appropriate, in the determination of the Company’s estimated liability.

In addition, in July 2000, the Company was notified by the State of New York (the “State”) that it may be named a PRP in a separate, unrelated matter with respect to a
site located in Carroll, New York. To date, no further notice has been received from the State and an initial environmental study has not yet been conducted at this site.

As of June 30, 2005, the Company believes that established reserves related to these environmental contingencies are adequate to cover probable and reasonably
estimable costs associated with the remediation and restoration of these sites.

Ethan Allen is subject to other federal, state and local environmental protection laws and regulations and is involved, from time to time, in investigations and proceedings
regarding environmental matters. Such investigations and proceedings typically concern air emissions, water discharges, and/or management of solid and hazardous
wastes. The Company believes that its facilities are in material compliance with all such applicable laws and regulations.

Regulations issued under the Clean Air Act Amendments of 1990 required the industry to reformulate certain furniture finishes or institute process changes to reduce
emissions of volatile organic compounds. Compliance with many of these requirements has been facilitated through the introduction of high solids coating technology
and alternative formulations. In addition, the Company has instituted a variety of technical and procedural controls, including reformulation of finishing materials to
reduce toxicity, implementation of high velocity low pressure spray systems, development of storm water protection plans and controls, and further development of
related inspection/audit teams, all of which have served to reduce emissions per unit of production. Ethan Allen remains committed to implementing new waste
minimization programs and/or enhancing existing programs with the objective of (i) reducing the total volume of waste, (ii) limiting the liability associated with waste
disposal, and (iii) continuously improving environmental and job safety programs on the factory floor which serve to minimize emissions and safety risks for employees.
The Company will continue to evaluate the most appropriate, cost effective, control technologies for finishing operations and design production methods to reduce the
use of hazardous materials in the manufacturing process.

(15) Comprehensive Income

Total comprehensive income represents the sum of net income and items of “other comprehensive income or loss” that are reported directly in equity. Such items may
include foreign currency translation adjustments, minimum pension liability adjustments, fair value adjustments on certain derivative instruments, and unrealized gains
and losses on certain investments in debt and equity securities.
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The Company has reported its total comprehensive income in the Consolidated Statement of Shareholders’ Equity.

The Company’s accumulated other comprehensive income, which is attributable solely to foreign currency translation adjustments for the periods presented in the
Consolidated Balance Sheets, was $1.1 million at June 30, 2005 and $0.6 million at June 30, 2004. These amounts are the result of changes in foreign currency exchange
rates related to the operations of 5 Ethan Allen-owned retail stores located in Canada. Foreign currency translation adjustments exclude income tax expense (benefit)
given that the earnings of non-U.S. subsidiaries are deemed to be reinvested for an indefinite period of time.

(16)  Segment Information

The Company’s reportable segments represent strategic business areas which, although they operate separately, both offer the Company’s complete line of home
furnishings through their own distinctive services. The Company’s operations are classified into two such segments: wholesale and retail.

The wholesale segment is principally involved in the development of the Ethan Allen brand, which encompasses the design, manufacture, domestic and off-shore
sourcing, sale and distribution of a full range of home furnishings to a network of independently-owned and Ethan Allen-owned stores as well as related marketing and
brand awareness efforts. Wholesale profitability includes the wholesale gross margin, which is earned on wholesale sales to all retail stores, including Ethan Allen-owned
stores.

The retail segment sells home furnishings to consumers through a network of Company-owned stores. Retail profitability includes the retail gross margin, which
represents the difference between retail sales price and the cost of goods purchased from the wholesale segment.



While the manner in which the Company’s home furnishings are marketed and sold is consistent, the nature of the underlying recorded sales (i.e. wholesale versus retail)
and the specific services that each operating segment provides (i.e. wholesale manufacture and distribution versus retail sales) are different. Within the wholesale
segment, the Company maintains revenue information according to each respective product line (i.e. case goods, upholstery, or home accessories and other).

A breakdown of wholesale sales by these product lines for each of the last three fiscal years is provided below:

Fiscal Year Ended June 30,

2005 2004 2003
Case Goods 49% 52% 53%
Upholstered Products 36 34 33
Home Accessories and Other 15 14 14

100% 100% 100%

Revenue information by product line is not readily available within the retail segment as it is not practicable. However, because wholesale production and sales are
matched, for the most part, to incoming orders, the Company believes that the allocation of retail sales would be similar to that of the wholesale segment.

The Company evaluates performance of the respective segments based upon revenues and operating income. Inter-segment eliminations result, primarily, from the
wholesale sale of inventory to the retail segment, including the related profit margin. Inter-segment eliminations also include items not allocated to reportable segments.

The following table presents segment information for each of the fiscal years ended June 30, 2005, 2004, and 2003 (in thousands):

2005 2004 2003
Net Sales:
Wholesale segment $ 663,218 $ 673,771  $ 660,986
Retail segment 586,234 576,186 526,388
Elimination of inter-company sales (300,440) (294,850) (280,110)
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Consolidated Total $ 949,012 $§ 955,107 $ 907,264
2005 2004 2003
Operating Income:
Wholesale segment (1) $ 115863 $ 108,033 § 109,341
Retail segment 12,764 11,721 13,387
Adjustment for inter-company profit (2) 351 6,650 (3,271)
Consolidated Total $ 128978 $ 126,404 $ 119,457
Capital Expenditures:
Wholesale segment $ 4,897 $ 6,801 $ 11,759
Retail segment 25,404 16,733 16,690
Acquisitions (3) 4,080 1,442 11,332
Consolidated Total $ 34,381 $ 24976 $ 39,781
Total Assets:
Wholesale segment $ 352817 $ 387,041 $§ 467,963
Retail segment 311,263 302,043 303,555
Inventory profit elimination (4) (31,223) (30,717) (36,510)
Consolidated Total $ 632,857 $ 658,367 $ 735,008
(1) Operating income for the wholesale segment includes pre-tax restructuring and impairment charges, net of $12.5 million and $13.1 million recorded in fiscal years 2004 and 2003,
respectively.
?2) Represents the change in the inventory profit elimination entry necessary to adjust for the embedded wholesale profit contained in Ethan Allen-owned store inventory existing at the end
of the period. See footnote 4 below.
3) Acquisitions include the purchase of 6 retail stores in 2005, 4 retail stores in 2004 and 16 retail stores in 2003.
“) Represents the embedded wholesale profit contained in Ethan Allen-owned store inventory that has not yet been realized. These profits are realized when the related inventory is sold.

There are 28 independent retail stores located outside the United States. Less than 2.0% of the Company’s net sales are derived from sales to these retail stores.

(17)  Selected Quarterly Financial Data (Unaudited)

Tabulated below are certain data for each quarter of the fiscal years ended June 30, 2005, 2004, and 2003 (in thousands, except per share data):



Quarter Ended

September 30 December 31 March 31 June 30

Fiscal 2005:
Net sales $ 230,346 $ 245,252 $231,154 $242.,260
Gross profit 110,382 119,444 110,450 120,778
Net income 18,758 23,134 17,935 19,511
Earnings per basic share 0.52 0.65 0.51 0.57
Earnings per diluted share 0.51 0.63 0.50 0.56
Dividend declared per common

share 0.15 0.15 0.15 0.15

Fiscal 2004:
Net sales $ 222,765 $ 241,150 $244,592 $246,600
Gross profit 108,432 116,268 119,262 117,073
Net income 18,690 24,197 23,131 13,460
Earnings per basic share 0.50 0.65 0.62 0.36
Earnings per diluted share 0.49 0.63 0.60 0.35
Dividend declared per common

share 0.10 0.10 0.10 3.10(1)

Fiscal 2003:
Net sales $ 216,529 $229,713 $224,574 $236,448
Gross profit 106,704 115,793 111,939 114,904
Net income 19,955 22,870 11,439 20,360
Earnings per basic share 0.53 0.61 0.30 0.55
Earnings per diluted share 0.51 0.59 0.30 0.54
Dividend declared per common

share 0.06 0.06 0.06 0.07

1) On April 27, 2004, the Company declared a special, one-time cash dividend of $3.00 per common share, payable on May 27, 2004 to shareholders of record as of May 10, 2004.
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(18)  Subsequent Events

Stock Repurchases and Remaining Authorization

Subsequent to June 30, 2005 and through September 9, 2005, the Company repurchased, in 17 separate open market transactions, an additional 1,140,000 shares of its
common stock at a total cost of $36.8 million, representing an average price per share of $32.28. As of September 9, 2005, the Company had a remaining Board
authorization to repurchase 860,000 shares.

Revolving Credit Facility

On July 21, 2005, the Company entered into a five-year, $200.0 million unsecured revolving credit facility with J.P. Morgan Chase Bank, N.A. (“JP Morgan”), as
administrative agent, and certain other lenders (the “New Credit Agreement”). The New Credit Agreement replaces the five-year, $100.0 million unsecured credit
facility, effective June 2004, which is discussed further in Note 7.

The New Credit Agreement consists of a $200.0 million unsecured revolving credit facility and includes an accordion feature providing an additional $100.0 million of
liquidity, if needed. In addition, the New Credit Agreement contains sub-facilities for trade and standby letters of credit of $100.0 million and swing line loans of $5.0
million. Revolving loans under the New Credit Agreement bear interest at JP Morgan’s Alternate Base Rate (as defined), or adjusted LIBOR plus 0.40% (plus a
utilization fee of 0.125% during any period that usage of the facility is 50% or more of the total commitment under the facility), and are subject to adjustment resulting
from changes in the credit rating of Ethan Allen’s senior unsecured debt. The New Credit Agreement also provides for the payment of (i) a facility fee equal to 0.10% per
annum on the average daily amount (whether used or unused) of the revolving credit commitment and (ii) a letter of credit fee equal to 0.525% per annum on the average
daily letters of credit outstanding.

The New Credit Agreement has a maturity date of July 21, 2010 and there are no minimum repayments required during the term of the facility. The revolving loans may
be borrowed, repaid and re-borrowed over the term of the facility until final maturity.

The New Credit Agreement also contains various covenants which limit the ability of the Company to: incur debt; engage in mergers and consolidations; make restricted
payments; sell certain assets; make investments; and issue stock. The Company is also required to meet certain financial covenants including a fixed charge coverage
ratio and a leverage ratio. In addition, the New Credit Agreement contains customary representations and warranties, conditions to borrowing (including the continued
accuracy of such representations and warranties) and events of default (the occurrence of which would entitle the lenders to accelerate the maturity of any outstanding
borrowings and terminate their commitment to make future loans).

As of September 9, 2005, the Company had revolving loans and trade and standby letters of credit outstanding under the New Credit Agreement totaling $17.0 million
and $15.6 million, respectively. Remaining available borrowing capacity under the New Credit Agreement at that date was $167.4 million.

Senior Unsecured Notes

On July 26, 2005, the Board of Directors of the Company authorized the issuance of up to $200.0 million in senior unsecured notes. At this time, the specific terms of the
proposed financing, including the duration of the notes and the related pricing, have not yet been determined, and closing of the issuance is subject to satisfactory
determination thereof, changes in capital market



conditions, material changes affecting the Company or its business or industry and other factors. If completed as authorized, the Company intends to utilize the proceeds
from the issuance for general corporate purposes including, but not limited to, (i) retail store expansion, (ii) investment in manufacturing operations, (iii) acquisitions,
(iv) the payment of dividends, and (v) the repurchase of shares of the Company’s common stock in the open market. The Company has no present commitments or
understandings as to any material acquisition.

In connection with the forecasted issuance of the proposed notes, the Company entered into 6 separate forward contracts to hedge the risk-free interest rate associated
with $108.0 million of the related debt in order to minimize the negative impact of interest rate fluctuations on the Company’s earnings, cash flows and equity. The
forward contracts were entered into with a major banking institution thereby minimizing the risk of credit loss. These hedging transactions were executed during July and
August 2005 and, as such, have not been reflected in the Company’s financial position, results of operations or cash flows for the year ended June 30, 2005. The
Company will apply the provisions of SFAS No. 133 in accounting for these derivative instruments.

Acquisitions

On July 1, 2005, the Company acquired three Ethan Allen retail stores from an independent retailer for total consideration of approximately $1.7 million. As a result of
this acquisition, the Company (i) recorded additional inventory of approximately $1.4 million and other assets of approximately $0.1 million, and (ii) assumed customer
deposits of approximately $0.6 million and other liabilities of approximately $0.1 million. Goodwill associated with this acquisition totaled approximately $0.9 million

and represents the premium paid to the seller related to the acquired business (i.e. market presence) and other fair value adjustments to the assets acquired and liabilities
assumed.

Restructuring and Impairment Charge

On September 7, 2005, the Company announced a plan to convert its Dublin, Virginia case goods manufacturing facility into a regional distribution center. In connection
with this initiative, the Company will permanently cease production at the Dublin location and consolidate the distribution operations of its existing Old Fort, North
Carolina location into the new, larger facility.

The decision impacts approximately 325 employees, of which the Company expects approximately 75 to remain employed by Ethan Allen in new positions. The net
reduction in headcount is anticipated to occur throughout the second quarter of fiscal 2006. The Company will record a pre-tax restructuring and impairment charge of
approximately $4.0 to $5.0 million ($2.5 to $3.1 million, after-tax) for costs associated with this initiative, of which approximately $1.5 million relates to employee
severance and benefits and other plant exit costs, and approximately $2.5 to $3.5 million relates to fixed asset impairment charges, primarily for real property and
machinery and equipment.

F-24
(19)  Financial Information About the Parent, the Issuer and the Guarantors

On September 27, 2005, Ethan Allen Global, Inc. (the “Issuer”) issued $200 million aggregate principal amount of Senior Notes. The Senior Notes have been guaranteed
on a senior basis by Ethan Allen Interiors Inc. (the “Parent”), and other wholly-owned subsidiaries of the Issuer and the Parent, including Ethan Allen Retail, Inc., Ethan
Allen Operations, Inc., Ethan Allen Realty, LLC, Lake Avenue Associates, Inc. and Manor House, Inc. The Subsidiary guarantors (other than the Parent) are collectively
called the “Guarantors.” The guarantees of the Guarantors are unsecured. All of the guarantees are full, unconditional and joint and several and the Issuer and each of the
Guarantors are 100% owned by the Parent. Ethan Allen (UK) Ltd., KEA International Inc., Northeast Consolidated, Inc., Riverside Water Works, Inc. and our other
subsidiaries which are not guarantors are called the “Non-Guarantors.” The following tables set forth the condensed consolidating balance sheets as of June 30, 2005 and
2004, and the condensed consolidating statements of operations and cash flows for each of the years in the three year period ended June 30, 2005 of the Parent, the Issuer,
the Guarantors and the Non-Guarantors.
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Condensed Consolidating Balance Sheet

(in thousands)

June 30, 2005

Non-
Parent Issuer Guarantors Guarantors  Eliminations Consolidated
Assets

Current assets:
Cash and cash equivalents $ - 3 -3 3344 $ 104 $ -- 3,448
Accounts receivable, net -- -- 28,016 3 -- 28,019
Inventories -- -- 208,200 9,502 (31,223) 186,479
Prepaid expenses and other current assets -- -- 46,155 288 -- 46,443
Intercompany -- -- 191,131 -~ (191,131) --
Total current assets - - 476,846 9,897  (222,354) 264,389
Property, plant and equipment, net -- -- 275,122 89 - 275,211
Intangible assets, net -- -- 82,897 -- -- 82,897
Other assets -- -- 5,562 327 - 5,889
Investment in affiliated companies 438,377 -- 327 -- (438,704) --
Total assets $ 438377 $ -- $ 840,754 $§ 10,313 $ (661,058)$ 628,386

Liabilities and Shareholders' Equity
Current liabilities:
Current maturities of long-term debt and capital
lease obligations $ - 8 - $ 240 $ - $ - $ 240
Customer deposits -- - 53,654 -- - 53,654
Accounts payable - - 13,896 5,456 - 19,352



Intercompany -- -- 186,664 4,467  (191,131) --

Long-term debt -- 12,270 -- 12,270

Deferred income taxes

35,637 35,637

Shareholders' equity 433,017

470,591 387  (469,927) 434,068
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES

Condensed Consolidating Balance Sheet
(in thousands)

June 30, 2004

Non-
Parent Issuer Guarantors  Guarantors  Eliminati C

Assets
Current assets:

-- 26,963

N
'
H

Accounts receivable, net 26,967

Prepaid expenses and other current assets - 56,878 193 - 57,071

Total current assets - - 791,067 176,128 (668,734) 298,461

Intangible assets, net - 42,133 37,905 - 80,038

Investment in affiliated companies 853,827 - 125,504 (979,331)

Liabilities and Shareholders' Equity
Current liabilities:
Current maturities of long-term debt and capital

lease obligations $ - 3 - $ 47128 -3 - $ 4712

Accounts payable 746 - 15,648 5,828 - 22,222

Intercompany 393,775 - 238,166 6,076 (638,017) --

Long-term debt - 4,509 -- 4,509

Deferred income taxes

36,184 15,064 51,248

Shareholders' equity 455,542

823,327 187,319 (1,010,048) 456,140
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Condensed Consolidating Statements Of Operations
(in thousands)

Year Ended June 30, 2005

Non-
Parent Issuer Guarantors  Guarantors  Eliminati C

Cost of sales -- - 1,128,128 30 (640,200) 487,958



Selling, general and administrative expenses 165 -- 332,120 13 3 332,295

Total operating expenses 165 - 331,901 13 3) 332,076

Interest and other miscellaneous income 79,503 -- 10,061 (1,021)  (87,340) 1,203

Income before income tax expense 79,338 -- 130,088 (1,064)  (78,942) 129,420

Net income $ 79338 § —-§ 80,006 5 (1,064)$ (78,942)$ 79,338

Year Ended June 30, 2004

Non-
Parent Issuer Guarantors  Guarantors  Eliminati C

Cost of sales -- -- 1,130,885 27 (636,840) 494,072

Selling, general and administrative expenses 180 - 321,929 7 5 322,111

Total operating expenses 180 -- 334,449 7 (5) 334,631

Interest and other miscellaneous income 79,658 - 3,344 8,027 (87,697) 3,332

Income before income tax expense 79,478 - 114,622 7,993 (72,998) 129,095

Net income $ 79478 $ - $ 68386 $ 4,612 8 (72,998)$ 79,478

Year Ended June 30, 2003

Non-
Parent Issuer Guarantors Guarantors  Eliminati C

Cost of sales -- -- 1,072,713 24 (614,813) 457,924

Selling, general and administrative expenses 152 - 316,598 7 (5) 316,752

Total operating expenses 152 - 329,729 7 (5) 329,883

Interest and other miscellaneous income 74,776 - 1,206 7,829 82,649 1,162

Income before income tax expense 74,624 - 117,874 7,798 (80,322) 119,974

Net income $ 74624 § - $ 75853 8 4469 8 (80,322)$ 74,624
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES



Condensed Consolidating Statements Of Cash Flows
(in thousands)

Year Ended June 30, 2005

Non-
Parent Issuer Guarantors Guarantors Eliminati C

Cash flows from investing activities:
Capital expenditures -- - 30,301 -- - 30,301

Proceeds from the disposal of property, plant and

equipment - 7,628 - 7,628

Other 711 711

Cash flows from financing activities:
Net borrowings on revolving credit facility -- - 8,000 -- - 8,000
Payments on long-term debt and capital lease

Purchases and retirements of company stock (94,355) - (94,355)

Dividends paid (19,625) (19,625)

Effect of exchange rate changes - - 153 - - 153

Cash and cash equivalents - beginning of period - -- 27,247 281 -- 27,528

Year Ended June 30, 2004

Parent Issuer Guarantors Non-Guarantors  Eliminati C

Cash flows from investing activities:
Capital expenditures - -- 23,534 -- - 23,534

Proceeds from the disposal of property, plant and

equipment -- 5,796 - 5,796

Other

(267)

(267)
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Payments on long-term debt and capital lease
obligations - (1,027) - (1,027)

Purchases and retirements of company stock (38,348) - (38,348)

Dividends paid (125,783) (125,783)

'
i
N
=
'
i
'
!

Effect of exchange rate changes -- 47

Cash and cash equivalents - beginning of period 54,287 69 -- 54,356

Year Ended June 30, 2003

Parent Issuer Guarantors  Non-Guarantors Eliminati C




Cash flows from investing activities:

Capital expenditures -- -- 28,449 - - 28,449

Proceeds from the disposal of property, plant and
equipment -- 5,040 - 5,040

Other -- -- 262 -- -- 262

Cash flows from financing activities:
Payments on long-term debt and capital lease
obligations - (3,528) - (3,528)

Net proceeds from the issuance of common stock 2,219 - 2,219

Net cash used in financing activities (57,547) -- (3,528) - - (61,075)

Net increase (decrease) in cash and cash equivalents -- -- (350) 18 - (332)

Cash and cash equivalents - end of period $ - 8 -8 54287 $ 69 8 - 8§ 54356
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(In thousands, except share data)

December 31,
2005 June 30,
(unaudited) 2005
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Accounts receivable, less allowance for doubtful accounts
of $2,079 at December 31, 2005 and $2,102 at June 30, 2005 22,870 28,019

Prepaid expenses and other current assets 32,373 37,084

Total current assets 434,719 264,389

Goodwill and other intangible assets (notes 6 and 7) 85,249 82,897

Total assets $ 807,909 $ 628,386

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Customer deposits 48,618 53,654

Accrued compensation and benefits 30,346 29,916

Total current liabilities 143,300 133,966

Other long-term liabilities 12,109 12,445

Total liabilities 390,032 194,318

Shareholders' equi

Class B common stock, par value $.01, 600,000 shares
authorized; no shares issued and outstanding at
December 31, 2005 and June 30, 2005 — —



Additional paid-in capital 305,126 302,620
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December 31, 2005 and 12,071,866 shares at June 30, 2005 (387,338)  (337,635)

Accumulated other comprehensive income (notes 8 and 11) 739 1,051

Total liabilities and shareholders' equity $ 807,909 $ 628,386

See accompanying notes to consolidated financial statements.
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Consolidated Statements of Operations
(Unaudited)

(In thousands, except per share data)

Three Months Ended Six Months Ended
December 31, December 31,
2005 2004 2005 2004

Cost of sales 136,149 125,808 260,923 245,772

Operating expenses:
Sellin; 54,511 47,678 107,951 91,842

Restructuring and impairment
charge (credit) (note 5) — (52) 4,241 (219)

Operating income 44,288 36,575 72,482 67,530

Interest and other related financing costs 2,974 138 3,402 287

Income tax expense 16,311 14,604 26,989 26,597

Per share data (note 10):

Basic earnings per common share:

Net income per basic share $ 079 $ 0.65 $ 129 § 1.17
© Basic weighted average commonshares 33,078 35601 33499 35906
Diluted earnings per common share:

Net income per diluted share $ 077 $ 0.63 § 126 § 1.14

[ SRR SRR § 35 SRR s SR S EUR
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(Unaudited)
(In thousands)
Six Months Ended
December 31,
2005 2004

Operating activities:

Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization 10,855 10,646

Provision (benefit) for deferred income taxes 3,977 981
Gain)loss on disposal of property, plant and equipment 1,748 1,273
Other 137 21

Change in assets and liabilities, net of the effects of acquired
and divested businesses:

Inventories 4,359 14,133
Other assets 474 621
Accounts payable 14,764 1,207
Other long-term liabilities (336) 51

Investing activities:
Purchases of short-term investments — 12,000

Proceeds from the disposal of property, plant and equipment 1,568 4,114

Capital expenditures 21,149 15,416

Cash payments on hedging contracts 930

Net cash used in investing activities (21,297)  (15,579)

Financing activities:

Payments on revolving credit facilis 25,000

Payments on long-term debt and capital leases 40 4,676

Payment of deferred financing costs 2,095

Purchases and other retirements of company stock (51,137)  (39,102)

Effect of exchange rate changes on cash 294 225

Cash and cash equivalents - beginning of year 3,448 27,528

See accompanying notes to consolidated financial statements.
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Consolidated Statements of Shareholders’ Equity
Six Months Ended December 31, 2005
(Unaudited)
(In thousands, except share data)



Accumulated

Additional Comol't:::nsive
Common Paid-in Treasury Inc:me (Loss) Retained
Stock Capital Stock Earnings Total

Compensation expense associated
with share-based awards — 1,413 — — — 1,413

Tax benefit associated with the
exercise of share-based awards — 89 — — — 89

Treasury shares issued in
connection with retail store
acquisition (50,466 shares) — 471 1,434 — — 1,905

Dividends declared on common stock — — — — (11,976) (11,976)

Other comprehensive income
(notes 8 and 11):

Loss on derivatives, net-of-tax — — — (469) — (469)

Total comprehensive income 42,982

See accompanying notes to consolidated financial statements.
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements as of December 31, 2005
Basis of Presentation

Ethan Allen Interiors Inc. (“Interiors™) is a Delaware corporation incorporated on May 25, 1989. The consolidated financial statements include the accounts of Interiors,
its wholly-owned subsidiary Ethan Allen Global, Inc. (“Global”), and Global’s subsidiaries (collectively, “Ethan Allen” or the “Company”). All intercompany accounts
and transactions have been eliminated in the consolidated financial statements. All of Global’s capital stock is owned by Interiors, which has no assets or operating
results other than those associated with its investment in Global.

Interim Financial Presentation

All intercompany accounts and transactions have been eliminated in the consolidated financial statements. In the opinion of the Company, all adjustments, consisting
only of normal recurring adjustments necessary for fair presentation, have been included in the consolidated financial statements. The results of operations for the three
and six months ended December 31, 2005 are not necessarily indicative of results that may be expected for the entire fiscal year. The interim consolidated financial
statements should be read in conjunction with the consolidated financial statements and accompanying notes included in the Company’s Annual Report on Form 10-K
for the year ended June 30, 2005.

Certain reclassifications have been made to prior years’ financial statements in order to conform to the current year’s presentation. These changes were made for
disclosure purposes only and did not have any impact on previously reported results of operations or shareholders’ equity.

Share-Based Compensation



Effective July 1, 2005, the Company’s 1992 Stock Option Plan (the “Plan”) is accounted for in accordance with the recognition and measurement provisions of Statement
of Financial Accounting Standards (“FAS”) No. 123 (revised 2004), Share-Based Payment (“FAS 123(R)”), which replaces FAS No. 123, Accounting for Stock-Based
Compensation, and supercedes Accounting Principles Board Opinion (“APB”) No. 25,4ccounting for Stock Issued to Employees, and related interpretations. FAS 123

(R) requires compensation costs related to share-based payment transactions, including employee stock options, to be recognized in the financial statements. In addition,
the Company adheres to the guidance set forth within Securities and Exchange Commission (“SEC”) Staff Accounting Bulletin (“SAB”) No. 107, which provides the
Staff’s views regarding the interaction between SFAS No. 123(R) and certain SEC rules and regulations and provides interpretations with respect to the valuation of
share-based payments for public companies.

Prior to July 1, 2005, the Company accounted for similar transactions in accordance with APB No. 25 which employed the intrinsic value method of measuring
compensation cost. Accordingly, compensation expense was not recognized for fixed stock options if the exercise price of the option equaled or exceeded the fair value
of the underlying stock at the grant date. For certain other stock-based awards, where the exercise price was equal to zero, the fair value of the award, measured at the
grant date, was amortized to compensation expense on a straight-line basis over the vesting period. In addition, other stock-based award programs provided for under the
Plan may have resulted in the recognition of compensation expense (benefit) to the extent they were deemed to be variable (as that term is defined in APB No. 25) in
nature.

While FAS No. 123 encouraged recognition of the fair value of all stock-based awards on the date of grant as expense over the vesting period, companies were permitted
to continue to apply the intrinsic value-based method of accounting prescribed by APB No. 25 and disclose certain pro-forma amounts as if the fair value approach of
SFAS No. 123 had been applied. In December 2002, FAS No. 148, Accounting for Stock-Based Compensation-Transition and Disclosure, an amendment of SFAS No.
123, was issued
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which, in addition to providing alternative methods of transition for a voluntary change to the fair value method of accounting for stock-based employee compensation,
required more prominent pro-forma disclosures in both the annual and interim financial statements. The Company complied with these disclosure requirements for all
applicable periods prior to July 1, 2005.

In adopting FAS 123(R) on July 1, 2005 (its required effective date), the Company applied the modified prospective approach to transition. Under the modified
prospective approach, the provisions of FAS 123 (R) are to be applied to new awards and to awards modified, repurchased, or cancelled after the required effective date.
Additionally, compensation cost for the portion of awards for which the requisite service has not been rendered that are outstanding as of the required effective date shall
be recognized as the requisite service is rendered on or after the required effective date. The compensation cost for that portion of awards shall be based on the grant-date
fair value of those awards as calculated for either recognition or pro-forma disclosures under FAS 123.

Consistent with its practice prior to the adoption of FAS 123(R), the Company estimates, as of the date of grant, the fair value of stock options awarded using the Black-
Scholes option-pricing model. Use of a valuation model requires management to make certain assumptions with respect to selected model inputs, including anticipated
changes in the underlying stock price (i.e. expected volatility) and option exercise activity (i.e. expected life). Expected volatility is based on the historical volatility of
the Company’s stock and other contributing factors. The expected life of options granted, which represents the period of time that the options are expected to be
outstanding, is based, primarily, on historical data.

As a result of the adoption of FAS 123 (R), the Company’s results for the three and six month periods ended December 31, 2005 include share-based compensation
expense totaling $0.3 million and $1.4 million, respectively. Such amounts have been included in the Consolidated Statements of Operations within general and
administrative expenses. During the three and six month periods ended December 31, 2005, the Company recognized related tax benefits associated with its share-based
compensation arrangements totaling $0.1 million and $0.5 million, respectively.

The following table, which addresses the disclosure requirements of FAS No. 148, illustrates the effect on net income and earnings per share as if the fair value

recognition provisions of FAS No. 123 had been applied to all outstanding and unvested awards in the prior year comparable periods.
Three Months Ended Six Months Ended

December 31, December 31,
2004 2004

(in thousands, except per share data)
Net income as reported $ 23,134 $ 41,892
Add: Stock-based employee compensation

expense (benefit) included in reported

net income, net of related tax effects 107 155
Deduct: Stock-based employee compensation

expense determined under the fair value-

based method for all awards granted since

July 1, 1995, net of related tax effects (1,766) (3,365)
Pro forma net income $ 21,475 $ 38,682
Net income per share:

Basic - as reported $ 0.65 $ 1.17

Basic - pro forma $ 0.60 $ 1.08

Diluted - as reported $ 0.63 $ 1.14

Diluted - pro forma $ 0.59 $ 1.06
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ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements as of December 31, 2005

“4) Inventories

Inventories at December 31, 2005 and June 30, 2005 are summarized as follows (in thousands):

December 31, June 30,
2005 2005
Finished goods $ 156,069 $ 149,322
Work in process 8,338 8,437
Raw materials 30,084 28,720
$ 194,491 $ 186,479

Inventories are presented net of a related valuation allowance of $3.0 million at December 31, 2005 and $2.7 million at June 30, 2005.

Q) Restructuring and Impairment Charge

On September 7, 2005, the Company announced a plan to convert one of its existing manufacturing facilities into a regional distribution center. The facility, involved in
the production of wood case goods furniture, is located in Dublin, Virginia. In connection with this initiative, the Company permanently ceased production at the Dublin
location and is currently in process of consolidating the distribution operations of its existing Old Fort, North Carolina location into the new, larger facility. The decision
impacts approximately 325 employees, of which the Company expects approximately 75 to be employed in new positions. The Company recorded a pre-tax restructuring
and impairment charge of $4.2 million during the quarter ended September 30, 2005, of which $1.3 million was related to employee severance and benefits and other

plant exit costs, and $2.9 million was related to fixed asset impairment charges, primarily for machinery and equipment, stemming from the decision to cease production
activities.

As of December 31, 2005, restructuring reserves totaling $0.6 million were included in the Consolidated Balance Sheet as an accrued expense within current liabilities.
Activity in the Company’s restructuring reserves is summarized as follows (in thousands):

Balance at
Original Cash Non-cash December 31,
Charges Payments Utilized 2005
Employee severance and other
related payroll and benefit costs $ 1266 $ (714) $ — 3 552
Other plant exit costs 60 (60)
Write-down of long-lived assets 2,915 — (2,915) —

$ 4241 S (774 $ (2915 $ 552

6) Business Acquisitions

During the three months ended December 31, 2005, the Company acquired two Ethan Allen retail stores from an independent retailer for total consideration of $2.5
million, which includes 50,446 shares of the Company’s stock issued on the closing date and 15,760 shares of the Company’s stock held in escrow pending completion
of a contractual holdback period. As a result of this acquisition, the Company (i) recorded additional inventory of $2.3 million and other assets of $1.0 million, and (ii)
assumed customer deposits of $1.5 million and accounts payable and other liabilities of $0.5 million. Goodwill associated with this acquisition totaled $1.2 million.

During the three months ended September 30, 2005, the Company acquired three Ethan Allen retail stores from an independent retailer for total consideration of $1.9
million. As a result of this acquisition, the Company (i) recorded additional inventory of $1.3 million and other assets of $0.3 million, and (ii) assumed customer
deposits of $0.6 million. Goodwill associated with this acquisition totaled $0.9 million.
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During the three months ended December 31, 2004, the Company acquired one Ethan Allen retail store from an independent retailer for total consideration of
approximately $0.8 million. As a result of this acquisition, the Company (i) recorded additional inventory of $0.6 million and other assets of $0.1 million, and (ii)
assumed customer deposits of $0.5 million and accounts payable and other liabilities of $0.1 million. Goodwill associated with this acquisition totaled $0.6 million.

Goodwill associated with the Company’s acquisitions represents the premium paid to the seller related to the acquired business (i.e. market presence) and other fair value
adjustments to the assets acquired and liabilities assumed. Further discussion of the Company’s goodwill and other intangible assets can be found in Note 7.

A summary of the Company’s allocation of purchase price is provided below (in thousands):

Three Months Ended Six Months Ended
December 31, December 31,
2005 2004 2005 2004




Nature of acquisition 2 stores 1 store 5 stores 1 store

Total consideration $ 2,505 $ 879 $ 4454 § 879

Assets acquired and liabilities assumed:

Inventory 2,319 631 3,653 631

PP&E and other assets 1,010 153 1,171 153

Customer deposits (1,508) (523) (2,089) (523)
A/P and other liabilities (557) — (470) —

Goodwill $ 1,241 $ 618 $ 2,189 § 618

) Goodwill and Other Intangible Assets

As of December 31, 2005, the Company had goodwill, including product technology, of $65.5 million and other identifiable intangible assets of $19.7 million.
Comparable balances as of June 30, 2005 were $63.2 million and $19.7 million, respectively.

Goodwill in the wholesale and retail segments was $27.5 million and $38.0 million, respectively, at December 31, 2005 and $27.5 million and $35.7 million,
respectively, at June 30, 2005. The wholesale segment, at both dates, includes additional intangible assets of $19.7 million. These assets represent Ethan Allen trade
names which are considered to have indefinite useful lives.

In accordance with FAS No. 142, Goodwill and Other Intangible Assets, the Company does not amortize goodwill and other intangible assets but, rather, evaluates such
assets for impairment on an annual basis and between annual tests whenever events or circumstances indicate that the carrying value of the goodwill or other intangible
asset may exceed its fair value. The Company conducts its required annual impairment test during the fourth quarter of each fiscal year. No impairment losses have been
recorded on the Company’s goodwill or other intangible assets as a result of applying the provisions of FAS No. 142.

3 Senior Unsecured Notes

On September 27, 2005, the Company completed a private offering of $200.0 million of ten-year senior unsecured notes due 2015 (the “Senior Notes™). The Senior
Notes, which have been offered by Global, have an annual coupon rate of 5.375% with interest payable semi-annually in arrears on April 1 and October 1 of each year
beginning on April 1, 2006. Proceeds received in connection with the issuance of the Senior Notes, net of a related discount of $1.6 million, totaled $198.4 million. The
Company intends to use the net proceeds from the offering to expand its retail network, invest in its manufacturing and logistics operations, and for other general
corporate purposes. As of December 31, 2005, the net proceeds have been included in
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the Consolidated Balance Sheet within long-term debt. The discount on the Senior Notes will be amortized to interest expense over the life of the related debt.

In connection with the offering, debt issuance costs totaling $1.8 million were incurred related, primarily, to banking, legal, accounting, rating agency, and printing
services. As of December 31, 2005, these costs have been included in the Consolidated Balance Sheet as deferred financing costs within other assets and will be
amortized to interest expense over the life of the Senior Notes.

The Senior Notes may be redeemed in whole or in part, at Global’s option at any time at the greater of (i) 100% of the principal amount of the notes to be redeemed and
(ii) the sum of the present values of the remaining scheduled payments of principal and interest on the Senior Notes to be redeemed, discounted to the date of redemption
on a semi-annual basis at the applicable treasury rate plus 20 basis points, plus, in each case, accrued and unpaid interest to the redemption date. In the event of default,
the trustee or the holders of 25% of the outstanding principal amount of the Senior Notes may accelerate payment of principal, premium, if any, and accrued and unpaid
interest. Events of default include failure to pay in accordance with the terms of the indenture, including failure, under certain circumstances, to pay indebtedness other
than the Senior Notes.

Global has agreed to file an exchange offer registration statement under the Securities Act of 1933 (the “Securities Act”) covering an exchange offer of registered notes
in exchange for the Senior Notes. The registered notes would be identical to the Senior Notes in all respects except that such registered notes would be freely tradable
under the Securities Act. If an exchange offer registration statement is not permitted under applicable law, Global agrees to file a shelf registration permitting the resale
of the Senior Notes under the Securities Act. If the exchange offer has not been completed or the shelf registration statement has not been declared effective by the
earlier of March 27, 2006 or, if an exchange offer has been commenced, with respect to Senior Notes ineligible for participation in the exchange offer, 90 days after a
request by the initial purchaser holding such Senior Notes, Global has agreed to pay an increased interest rate to holders of the Senior Notes. Following a default caused
by the lack of an effective registration statement by such date, for the first subsequent 90-day period, the interest rate on the Senior Notes will accrue at an increased rate
per annum of 0.50% of principal amount, and following such 90-day period, the interest rate on the Senior Notes will accrue at an additional increased rate per annum of
0.50% of principal amount (for a total increased rate per annum of 1.00%) until the exchange offer is completed, the shelf registration is declared effective by the SEC or
the Senior Notes otherwise become freely tradable under the Securities Act. Under certain circumstances, Global has the right to suspend resales under the registration
statement.

Also in connection with the issuance of the Senior Notes, Global, in July and August 2005, entered into 6 separate forward contracts to hedge the risk-free interest rate
associated with $108.0 million of the related debt in order to minimize the negative impact of interest rate fluctuations on earnings, cash flows and equity. The forward
contracts were entered into with a major banking institution thereby mitigating the risk of credit loss.

Upon issuance of the Senior Notes and settlement of the related forward contracts, losses totaling $0.9 million were incurred representing the change in the fair value of
the forward contracts since their respective trade dates. In accordance with FAS No. 133, Accounting for Certain Derivative Instruments and Certain Hedging Activities,
as amended, it was determined that a portion of the related losses was the result of hedge ineffectiveness and, as such, $0.1 million of the losses was included, within
interest and other related financing costs, in the Consolidated Statement of Operations for the three month period ended September 30, 2005. The balance of the losses,
$0.8 million, has, as of December 31, 2005, been included (on a net-of-tax basis) in the Consolidated Balance Sheet within accumulated other



F-38
ETHAN ALLEN INTERIORS INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements as of December 31, 2005

comprehensive income and will be amortized to interest expense over the life of the Senior Notes.

Q)] Litigation

The Company is subject to various environmental laws and regulations. Under these laws, the Company is, or may be, required to remove or mitigate the effects on the
environment of the disposal or release of certain hazardous materials.

As of December 31, 2005, the Company has been named as a potentially responsible party (“PRP”’) with respect to the remediation of four active sites currently listed, or
proposed for inclusion, on the National Priorities List (“NPL”) under the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended,
(“CERCLA”). The sites are located in Lyndonville, Vermont; Southington, Connecticut; High Point, North Carolina; and Atlanta, Georgia.

With respect to the Lyndonville, Vermont site, the Company has substantially resolved its liability by completing remedial construction activities. The Company
continues to work with the U.S. Environmental Protection Agency (“EPA”) and has obtained a certificate of construction completion, subject to certain limited
conditions. The Company does not anticipate incurring significant costs with respect to the Southington, Connecticut, High Point, North Carolina, or Atlanta, Georgia
sites as it believes that it is not a major contributor based on the very small volume of waste generated by the Company in relation to total volume at those sites.
Specifically, with respect to the Southington site, the Company’s volumetric share is less than 1% of over 51 million gallons disposed of at the site and there are more
than 1,000 PRPs. With respect to the High Point site, the Company’s volumetric share is less than 1% of over 18 million gallons disposed of at the site and there are
more than 2,000 PRPs, including 1,100 “de-minimis” parties (of which Ethan Allen is one). With respect to the Atlanta site, a former solvent recycling/reclamation
facility, the Company’s volumetric share is less than 1% of over 20 million gallons disposed of at the site by more than 1,700 PRPs. In all three cases, the other PRPs
consist of local, regional, national and multi-national companies.

Liability under CERCLA may be joint and several. As such, to the extent certain named PRPs are unable, or unwilling, to accept responsibility and pay their apportioned
costs, the Company could be required to pay in excess of its pro rata share of incurred remediation costs. The Company’s understanding of the financial strength of other
PRPs has been considered, where appropriate, in the determination of the Company’s estimated liability.

In addition, in July 2000, the Company was notified by the State of New York (the “State”) that it may be named a PRP in a separate, unrelated matter with respect to a
site located in Carroll, New York. To date, no further notice has been received from the State and an initial environmental study has not yet been conducted at this site.

As of December 31, 2005, the Company believes that established reserves related to these environmental contingencies are adequate to cover probable and reasonably
estimable costs associated with the remediation and restoration of these sites.

Ethan Allen is subject to other federal, state and local environmental protection laws and regulations and is involved, from time to time, in investigations and proceedings
regarding environmental matters. Such investigations and proceedings typically concern air emissions, water discharges, and/or management of solid and hazardous
wastes. The Company believes that its facilities are in material compliance with all such applicable laws and regulations.

Regulations issued under the Clean Air Act Amendments of 1990 required the industry to reformulate certain furniture finishes or institute process changes to reduce
emissions of volatile organic compounds. Compliance with many of these requirements has been facilitated through the introduction of high solids coating technology
and
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alternative formulations. In addition, the Company has instituted a variety of technical and procedural controls, including reformulation of finishing materials to reduce
toxicity, implementation of high velocity low pressure spray systems, development of storm water protection plans and controls, and further development of related
inspection/audit teams, all of which have served to reduce emissions per unit of production. The Company will continue to evaluate the most appropriate, cost effective,
control technologies for finishing operations and design production methods to reduce and/or control the use of hazardous materials in the manufacturing process.

(10)  Earnings Per Share

Basic and diluted earnings per share are calculated using the following weighted average share data (in thousands):

Three Months Ended Six Months Ended
December 31, December 31,
2005 2004 2005 2004
Weighted average common shares
outstanding for basic calculation 33,078 35,601 33,499 35,906
Effect of dilutive stock options
and awards 767 963 737 925

Weighted average common shares
outstanding, adjusted for diluted
calculation 33,845 36,564 34,236 36,831



As of December 31, 2005 and 2004, stock options to purchase 719,187 and 99,579 common shares, respectively, had exercise prices which exceeded the average market
price of the Company’s common stock for the corresponding period. These options have been excluded from the respective diluted earnings per share calculation as their
impact is anti-dilutive.

(11) Comprehensive Income

Total comprehensive income represents the sum of net income and items of “other comprehensive income or loss” that are reported directly in equity. Such items, which
are generally presented on a net-of-tax basis, may include foreign currency translation adjustments, minimum pension liability adjustments, fair value adjustments (i.e.
gains and losses) on certain derivative instruments, and unrealized gains and losses on certain investments in debt and equity securities. The Company has reported its
total comprehensive income in the Consolidated Statements of Shareholders’ Equity.

The Company’s accumulated other comprehensive income, which is comprised of losses on certain derivative instruments and accumulated foreign currency translation
adjustments, totaled $0.7 million at December 31, 2005 and $1.1 million at June 30, 2005. Losses on derivative instruments are the result of hedging contracts entered
into in connection with the issuance of the Senior Notes (see Note 8). Foreign currency translation adjustments are the result of changes in foreign currency exchange
rates related to the operations of 5 Ethan Allen-owned retail stores located in Canada. Foreign currency translation adjustments exclude income tax expense (benefit)
given that the earnings of non-U.S. subsidiaries are deemed to be reinvested for an indefinite period of time.

(12)  Segment Information

The Company’s reportable segments represent strategic business areas which, although they operate separately, both offer the Company’s complete line of home
furnishings through their own distinctive services. The Company’s operations are classified into two such segments: wholesale and retail.
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The wholesale segment is principally involved in the development of the Ethan Allen brand, which encompasses the design, manufacture, domestic and off-shore
sourcing, sale and distribution of a full range of home furnishings to a network of independently-owned and Ethan Allen-owned stores as well as related marketing and
brand awareness efforts. Wholesale profitability includes the wholesale gross margin, which is earned on wholesale sales to all retail stores, including Ethan Allen-owned
stores.

The retail segment sells home furnishings to consumers through a network of Company-owned stores. Retail profitability includes the retail gross margin, which
represents the difference between retail sales price and the cost of goods purchased from the wholesale segment.

While the manner in which the Company’s home furnishings are marketed and sold is consistent, the nature of the underlying recorded sales (i.e. wholesale versus retail)
and the specific services that each operating segment provides (i.e. wholesale manufacture and distribution versus retail sales) are different. Within the wholesale
segment, the Company maintains revenue information according to each respective product line (i.e. case goods, upholstery, or home accessories and other).

A breakdown of wholesale sales by these product lines for the three and six months ended December 31, 2005 and 2004 is provided below:
Three Months Ended  Six Months Ended

December 31, December 31,
2005 2004 2005 2004
Case Goods 50% 49% 50% 50%
Upholstered Products 35 37 35 36
Home Accessories and Other 15 14 15 14

100%  100%  100%  100%

Revenue information by product line is not readily available within the retail segment as it is not practicable. However, because wholesale production and sales are
matched, for the most part, to incoming orders, the Company believes that the allocation of retail sales would be similar to that of the wholesale segment.

The Company evaluates performance of the respective segments based upon revenues and operating income. Inter-segment eliminations result, primarily, from the
wholesale sale of inventory to the retail segment, including the related profit margin. Inter-segment eliminations also include items not allocated to reportable segments.

The following table presents segment information for the three and six months ended December 31, 2005 and 2004 (in thousands):

Three Months Ended Six Months Ended
December 31, December 31,

2005 2004 2005 2004
Net Sales:
Wholesale segment $ 187,535 $ 161,335 $ 365,961 $ 322,650
Retail segment 179,994 155,830 338,374 297,540
Elimination of inter-company sales (91,526) (71,913)  (177,018) (144,592)

Consolidated Total $ 276,003 $ 245252 $ 527,317 $§ 475,598

Operating Income:
Wholesale segment (1) $ 33494 $ 26,765 $ 63309 $ 55,019
Retail segment 9,441 5,985 11,109 8,950



Elimination of inter-company profit (2) 1,353 3,825 (1,936) 3,561

Consolidated Total $ 44288 $ 36,575 $ 72482 $§ 67,530
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Three Months Ended Six Months Ended
December 31, December 31,
2005 2004 2005 2004
Capital Expenditures:
Wholesale segment $ 951 $ 1,724 $ 1,877 $ 3,018
Retail segment 15,357 6,212 19,272 12,398
Acquisitions (3)(4) — 696 1,690 750
Consolidated Total $ 16,308 $ 8,632 §$ 22,839 $ 16,166
December 31, June 30,
2005 2005
Total Assets:
Wholesale segment (5) $ 509,379 $ 348,346
Retail segment 332,110 311,263
Inventory profit elimination (6) (33,580) (31,223)
Consolidated Total $ 807,909 $ 628,386

(1) Operating income for the wholesale segment for the six months ended December 31, 2005 includes a pre-tax restructuring and impairment charge of
$4.2 million recorded during the three month period ended September 30, 2005.

2) Represents the change in the inventory profit elimination entry necessary to adjust for the embedded wholesale profit contained in Ethan Allen-owned
store inventory existing at the end of the period. See footnote 4 below.

3) For the three months ended December 31, 2005, acquisitions include the purchase of 2 retail stores. For the six months ended December 31, 2005,
acquisitions include the purchase of 5 retail stores. For the three and six months ended December 31, 2004, acquisitions include the purchase of 1 retail
store.

4) The 2 retail stores purchased during the three months ended December 31, 2005 were acquired in exchange for shares of the Company’s common
stock. See Note 6.

5) Total assets of the wholesale segment at December 31, 2005 include proceeds received in connection with the issuance, by Ethan Allen Global, Inc., of
$200.0 million in ten-year senior unsecured notes on September 27, 2005. See Note 8.

(6) Represents the embedded wholesale profit contained in Ethan Allen-owned store inventory that has not yet been realized. These profits are realized

when the related inventory is sold.

At December 31, 2005, there were 34 Ethan Allen retail stores located outside the United States, of which 29 were independently-owned. The Company’s net sales
derived from sales to non-domestic, independently-owned retail stores totaled less than 2% of consolidated sales for the three and six month periods ended December 31,
2005 and 2004.

(13) Recent Accounting Pronouncements

In November 2005, the FASB issued FASB Staff Position No. FAS 123(R)-3, Transition Election Related to Accounting for the Tax Effects of Share-Based Award
Payments (“FSP 123(R)-3"). The provisions of FSP 123(R)-3 set forth an alternative method of calculating the excess tax benefits available to absorb tax deficiencies
recognized subsequent to the adoption of FAS No. 123(R). The Company, which is currently evaluating its available transition alternatives, has until November 2006 to
make its one-time election.

(14)  Financial Information About the Parent, the Issuer and the Guarantors

On September 27, 2005, Ethan Allen Global, Inc. (the “Issuer”) issued $200 million aggregate principal amount of Senior Notes. The Senior Notes have been guaranteed
on a senior basis by Ethan Allen Interiors Inc. (the “Parent”), and other wholly-owned subsidiaries of the Issuer and the Parent, including Ethan Allen Retail, Inc., Ethan
Allen Operations, Inc., Ethan Allen Realty, LLC, Lake Avenue Associates, Inc. and Manor House, Inc. The Subsidiary guarantors (other than the Parent) are collectively
called the “Guarantors.” The guarantees of the Guarantors are unsecured. All of the guarantees are full, unconditional and joint and several and the Issuer and each of the
Guarantors are 100% owned by the Parent. Ethan Allen (UK) Ltd., KEA International Inc., Northeast Consolidated, Inc., Riverside Water Works, Inc. and our other
subsidiaries which are not guarantors are called the “Non-Guarantors.” The following tables set forth the condensed consolidating balance sheet as of December 31,
2005, and the condensed consolidating statements of operations and cash flows for the six months ended December 31, 2005 and 2004, of the Parent, the Issuer, the
Guarantors and the Non-Guarantors.
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December 31, 2005

Non-
Parent Issuer Guarantors  Guarantors  Eliminati C

Assets
Current assets:

Accounts receivable, net -- 22,239 626 5 - 22,870

Prepaid expenses and other current assets -- 16,249 25,792 309 - 42,350

Total current assets - 595,353 407,343 16,164 (584,141) 434,719

Intangible assets, net -- 37,905 47,344 - 85,249

Investment in affiliated companies 483,743 200,087 (683,830)

Liabilities and Shareholders' Equity
Current liabilities:
Current maturities of long-term debt and capital

lease obligations $ - $ -3 221 $ - $ - $ 221

Accounts payable -- 13,800 11,242 8,957 - 33,999

Intercompany 60,528 44,281 438,523 7,229  (550,561) --

Long-term debt -- 198,436 4,251 -- 202,687

Deferred income taxes

31,936 31,936

Shareholders' equity 417,139 516,853 201,394 99) (717,410) 417,877
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Six Months Ended December 31, 2005

Non-
Parent Issuer Guarantors Guarantors  Eliminati C

Cost of sales -- 258,026 337,535 13 (334,651) 260,923

Selling, general and administrative expenses 83 23,632 165,960 6 (10) 189,671

Total operating expenses 83 23,632 170,201 6 (10) 193,912

Interest and other miscellaneous income 43,377 11,100 313 467 30,294 1,203

Income before income tax expense 43,294 70,309 (10,250) (486)  (32,584) 70,283

Net income $ 43204 $ 45734 S (12,664) S (486)S (32,584)$ 43294

Six Months Ended December 31, 2004



Non-
Parent Issuer Guarantors Guarantors  Eliminati C

Cost of sales -- - 557,529 19 (311,776) 245,772

Selling, general and administrative expenses 83 - 162,430 2 - 162,515

Total operating expenses 83 -- 162,211 2 -- 162,296

Interest and other miscellaneous income 41,975 -- 1,273 3,774 45,776 1,246

Income before income tax expense 41,892 - 60,972 3,753 (38,128) 68,489

Net income $ 41,892 § - $ 36,083 § 2,045 $ (38,128)$ 41,892
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Six Months Ended December 31, 2005

Parent Issuer Guarantors Non-Guarantors  Eliminati C

Cash flows from investing activities:
Capital expenditures - 450 20,699 -- - 21,149

Proceeds from the disposal of property, plant and
equipment -- 1,563 -- 1,563

Net cash provided by (used in) investing activities - (471)  (20,826) -- - (21,297)

Cash flows from financing activities:

Net payments on revolving credit facility - (8,000)
Payments on long-term debt and capital lease

(8,000)

Payment of deferred financing costs -- 2,095 -- 2,095

Net proceeds from the issuance of common stock 518 518

Net cash provided by (used in) financing activities (61,839) 188,301 (40) -- - 126,422

Net increase (decrease) in cash and cash equivalents - 170,901 725 (66) - 171,560

Cash and cash equivalents - end of period $ - $ 170,901 $ 4,069 $ 38 8 - $ 175,008

Six Months Ended December 31, 2004

Parent Issuer Guarantors Non-Guarantors  Eliminati C

Cash flows from investing activities:
Capital expenditures -- 15,416 -- 15,416

Proceeds from the disposal of property, plant and
equipment - 4,114 - 4,114



Net purchase of short-term securities - -- (6,000) -- - (6,000)

Net cash used in investing activities - -- (15,579) -- - (15,579)

Cash flows from financing activities:

Purchases and retirements of company stock 39,102 -- - -- - 39,102

Dividends paid

(9,062) - - - - (9,062)

Effect of exchange rate changes - -- 225 -- - 225

Cash and cash equivalents - beginning of period - -- 27,247 281 - 27,528
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Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

ETHAN ALLEN INTERIORS INC.

Date: February 3, 2006 By:/s/ Jeffrey Hoyt
Jeffrey Hoyt
Vice President, Finance
and Treasurer
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Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

The Board of Directors
Ethan Allen Interiors Inc.:

We consent to the incorporation by reference in the registration statements (Nos. 333-47935 and 333-26949) on Form S-8 of Ethan Allen Interiors Inc. and Subsidiaries of our
report dated September 8, 2005, except as to note 19, which is as of February 2, 2006, with respect to the consolidated balance sheets of Ethan Allen Interiors Inc. and
Subsidiaries as of June 30, 2005 and 2004, and the related consolidated statements of operations, shareholders’ equity, and cash flows for each of the years in the three-year
period ended June 30, 2005, which report appears in the Form 8-K of Ethan Allen Interiors Inc.

(signed) KPMG LLP

Stamford, Connecticut
February 3, 2006
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