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FINANCIAL HIGHLIGHTS

Fiscal Years Ended February 28 or 29

(Dollar amounts in thousands except per share data) 2002 2001 2000
CIRCUIT CITY STORES, INC.
Net sales and operating revenues . ... .......... .. ... L $12,791,468 $12,959,028 $12,614,390
Earnings fzom continuing operations. . ..., $ 218,795 $ 160,802 $ 327,830
TOtal @SSETS « « o o $ 4,539,386 $ 3,871,333 $ 3,955,348
Total stockholders equity . ... ... $ 2,734,438 $ 2,356,483 $ 2,142,174
Working eapital ... ... . $ 2,011,384 $ 1,555,580 $ 1,536,456
CIRCUIT CITY GROUP
Net sales and operating revenues ... .........cc.oovnoiiien. . $ 9,589,803 $10,458,037 $10,599,406
Earnings from continuing operations before income

attributed to the reserved CarMax Group shares ... ... ... ... $ 127,993 $ 115,238 $ 326,712
Earnings from continuing operations. .. ........... .. .. ... $ 190,799 $ 149,247 § 327,574
Earnings per share from continuing operations:

Basic. .. $ 0.93 $ 6.73 $ 1.63

Diluted. . ... . $ 0.92 $ 0.73 $ 1.60
Number of Circuit City Superstores. . ... ... 604 594 571
CARMAX GROUP
Net sales and operating revenues . . ..o .ooveen e, $ 3,201,665 $ 2,500,991 $ 2,014,984
Netearnings. . ..ottt $ 90,802 $ 45,564 $ 1,118
Net earnings per share:

BasiC . o ot e $ 0.87 $ 0.45 $ 0.01

Diluted . . ..o e $ 0.82 $ 0.43 $ .0
Number of CarMax retait units ... ... ... o i 40 40 40

On June 16, 1999, Digital Video Express announced that it world discontinuc operations. Results of continuing operations of Circuit City Stores, Inc. and Cireuit City Group
shown in the tables above exclude Digital Video Express. See notes to consolidated and group financial statements.

THE CIRCUIT CITY STORES, INC, COMMON STOCK SERIES INCLUDE:

Circuit City Group Common Stock (NYSE:CC). Circuit City is a leading national retailer of brand-name consumer electronics, personal
computers and entertainment software. At the end of fiscal year 2002, the Circuit City business included 604 Superstores in 159 markets
and 20 Circuit City Express mall stores. The Circuit City Group Common Stock includes shares of CarMax Group Common Stock
reserved for the Circuit City Group or for issuance to holders of Circuit City Group Common Stock.

CarMax Group Common Stock (NYSE:KMX). As the pioneer of the used-car superstore concept, CarMax is transforming automobile
retailing with a friendly offer that delivers low, no-haggle prices; a broad selection; high quality; and customer-friendly service. At the end

of fiscal year 2002, CarMax operared 40 retail units in 38 locations, including 35 used-car superstores and 18 new-car franchiscs.

IN THIS REPORT, WE USE THE FOLLOWING TERMS AND DEFINITIONS:
Circuit City Stores and Circuit City Stores, Inc. refer to the corporation, which includes the Circuit City retail stores and related operations
and the CarMax rerail stores and related operations.

Circuit City refers to the retail operations bearing the Circuit City name and to all related operations such as Circuit City’s finance operation

and product service.

Circuit City Group refers to the Circuir City and Circuit City-related operations and the CarMax shares reserved for the Circuit City
Group or for issuance to holders of Circuit City Group Common Stock.

CarMax Group and CarMax refer to retail locations bearing the CarMax name and to all related operations such as CarMax's finance operation.

FORWARD-LOOKING STATEMENTS:
This report contains forward-looking statements, which arc subject to risks and uncertainties, including, but not {imited to, risks associared
with plans to separate the CarMax business from the company and create an independent, separatcly traded public company. Additional

discussion of factors that could causc actual results to differ materially from management’s projections, forecasts, estimates and expecta-

tions is contained in the company’s Securities and Exchange Commission filings. See also the Circuit Ciry Stores, Inc. “Management’s

&k&, i

Discussion and Analysis of Results of Operations and Financial Condition” contained in this annual report.
y P
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Throughout our history, Circuit City
has differentiated itself by creating a shopping
experience focused on customer needs and
expectations.

We are committed to providing our cus-
tomers with a great experience. In today’s world
of complex and constantly changing technologies
in consumer electronics and home office products,
it is critical that we know a lot about our prod-
ucts. It is also important to share our knowledge
and enthusiasm so that the customer is comfort-
able asking questions and has the opportunity to
experience hands-on demonstrations of the many
new and exciting products we carry. We also
offer many “self-serve” selections of less com-
plex technologies. And for those wanting to
research or shop from the comfort of home,
CircuitCity.com offers a convenient alternative,
with the same dedication to a great experience.

Today’s consumer electronics products
may seem worlds apart from those we sold in
our first stores, but we assure you that our

commitment has not changed. We are here to

serve the customer.

T

The way car buying
should bes
C—

HE CUSTOMER

From the outset, an unwavering focus on
providing what the consumer wants has been
the core of the CarMax concept.

That consumers have long held the automo-
bile retailing industry in low esteem is illustrated
by the annual Gallup Poll ranking “car salesmen”
at the bottom of all professions for honesty and
ethics year after year. CarMax’s open, customer-
friendly approach to the business has been
revolutionary. Without having to negotiate, a
CarMax customer knows the low price of the
car, of financing and of an extended warranty
and the price CarMax will pay the customer
for a trade-in. This sales process is what con-
sumers asked for when CarMax was developing
its unique consumer offer, and it is the sales
process that is driving CarMax’s current success.
The CarMax sales consultant’s only concern is
helping the customer find the car that meets
the customer’s needs and budget.

Circuit City’s intense customer focus is
CarMax’s heritage. It governs CarMax’s opera-
tions today and is the foundation for CarMax’s

future.




MANAGEMENT LETTER

W. ALAN McCOLLOUGH

Fiscal 2002 was a pivotal year. In our Circuit City business,
we put past distractions behind us and focused on improve-
ments in customer service, merchandising and marketing.
Our improved second-half results convince us that we are on
the right track. For CarMax, it was a year of outstanding
performance and continued delivery on the promise of
our business model. While these two businesses are at
different stages in their lives, we believe the key to the
future performance of each lies in a continued intense

focus on the fundamentals of customer service.

CONSOLIDATED RESULTS

Circuit City Stores, Inc. reported consolidated sales of
$12.79 billion for the fiscal year ended February 28, 2002,
compared with $12.96 billion in fiscal 2001. Net earnings
were $218.8 million compared with $160.8 million.

In the second quarter of fiscal 2002, we completed the
public offering of 9.5 million shares of CarMax Group Com-
mon Stock. The offering increased sharcholder liquidity for
CarMax and reduced the percentage of CarMax Group Com-
mon Stock reserved for the Circuit City Group. Net proceeds
from the sale were allocated to the Circuit City Group to be
used for general corporate purposes including remodels.

In February, we announced plans to separate the CarMax
auto superstore business from the Circuit City consumer
electronics business through a tax-free transaction in which
CarMax, Inc. will become an independent, separately traded
public company. With solid sales and earnings growth over
the past two years, CarMax is able to support its growth
internally. We expect to complete the separation by late
summer, subject to shareholder and final board approval.
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CIRCUIT CITY BUSINESS

Fiscal 2002 Performance. For our Circuit City business,
fiscal 2002 continued a transition that has included our
exit from the appliance category, tests aimed at developing
a store environment that offers the best shopping experi-
ence in our product categories, a revitalization of the
Circuit City brand and ongoing attention to asset produc-
tivity and cost control.

Although our results were below our historical standards,
they were in line with our expectations as we entered the
year. During the first half, we experienced significant
comparable store sales declines caused in part by the loss
of appliance sales, which had been seasonally strong during
this period. We believe that our performance also reflected
a temporary shift in focus away from our differentiated
high-service consumer offer and towards the new “packaged-
goods” part of our offer. We must succeed in both the high-
service and packaged goods arenas, and we had made
considerable progress in that regard by year-end. Through-
out the year, our sales were impacted by a soft economy, a
lack of new features to drive personal computer sales and
continued retail price declines in product categories such
as VCRs and audio.

The impact of changes we have made during the past
18 months was seen in the second half, especially with the
onset of the holiday selling period. Our expanded selec-
tions of high-growth-opportunity digital products such as
video games, digital cameras and DVD software hit their
seasonal highs between Thanksgiving and New Year’s Day.
Throughout the year, we benefited from the industry’s
strong digital product cycle, which drove solid sales gains
in big-screen televisions, especially digital TVs; digital
imaging products; digital satellite systems; and wireless
phones. And, by year-end, our new marketing programs
had helped increase traffic levels in our stores, while better
sales training and revised compensation programs helped
convert the higher traffic into sales.

For the year, total sales for the Circuit City Group
declined 8 percent to $9.59 billion from $10.46 billion
last year, and comparable store sales declined 10 percent.
However, during the second half, total sales rose 3 percent
and comparable store sales rose 1 percent. Net earnings
for the Circuit City business rose 11 percent in fiscal
2002, to $128.0 million from $115.2 million. The Circuit
City business contributed 62 cents to net earnings per
Circuit City Group share, compared with 56 cents in
fiscal 2001. Including the earnings attributable to the
CarMax Group Common Stock reserved for the Circuit
City Group, net earnings were $190.8 million, or 92 cents




per Circuit City Group share, versus $149.2 million, or
73 cents per share, in fiscal 2001.

Improving for the Future. Our focus on customer service
is unrelenting.

Great service starts with great people. Customers will
largely rate their Circuit City experience based on their
interaction with our store Associates. In fiscal 2002, we
improved this interaction by:

o Completing the move of all sales training to a highly
interactive Web-based program that quickly and cost-
effectively delivers custom courses to sales counselors.

o Simplifying our sales counselor commission programs to
enable a greater focus on meeting customer needs, while
also improving sales counselor compensation.

o Reinstituting our floor manager program, assigning
one individual the responsibility of ensuring that each

customer’s needs are met in the store.

In fiscal 2003, we will:

o Adopt a sales counselor certification program to measure
core competencies in product knowledge and customer
service skills and establish minimum proficiency levels.

o Work to reduce sales counselor turnover, which will
reduce costs and help ensure that we have long-term,

well-trained sales counselors available for our customers.

o Focus on raising the skill level of our store manage-
ment team.

Sales growth will be driven by a combination of factors. In
addition to exceptional customer service, we believe that our
customers deserve a contemporary shopping environment
with a broad and competitively priced selection running the
gamut from the “latest and greatest” to more value-oriented
offerings. We are committed to upgrading and refreshing our
stores through remodeling and relocations.

We have conducted a number of remodel and merchan-
dising tests over the past two years. We will incorporate key
elements from these tests into our fiscal 2003 store plans
while also continuing to explore additional options going
forward. In fiscal 2003, we expect to:

o Introduce a leading-edge video department, with a dramati-
cally improved big-screen television display, to approxi-
mately 300 existing locations and to all new and relocating
stores. Big-screen televisions are one of our highest volume
and most profitable categories. The Consumer Electronics
Association projects that big-screen television sales will
grow at double-digic rates in calendar 2002, driven by
digital televisions and new display technologies such as
liquid-crystal and plasma. We believe this remodeled

department, combined with our strong customer service

orientation, will enable us to capture a disproportionate
share of big-screen television sales as well as growing sales
of related video products. :
o Install full-store lighting upgrades in the majority of
these 300 stores to provide a brighter store environment.
o Relocate approximately 10 stores to more active sites
within their trade areas and continue our geographic

expansion, adding approximately 10 stores.

We expect to continue improving our customer offer
through remodels and relocations in fiscal 2004 and fiscal
2005, as well.

Our in-store efforts must be built around what con-
sumers want, and we must effectively tell consumers that
Circuit City will meet their needs. In fiscal 2002, extensive
consumer research improved our understanding of our core
customer and enabled us to develop a compelling, targeted
brand message. A new marketing program that encompasses
a variety of advertising vehicles, including newspaper
inserts, television, magazines, direct mail and interactive
media, told our core customers that we understand and
share their passion for consumer electronics. Efficiencies in
advertising buying and newspaper insert distribution
enabled us to explore the wider range of advertising vehi-
cles. In fiscal 2003, we will further refine our brand message,
test additional targeted advertising and step up our in-store
marketing efforts.

Lower sales and the need to update stores have con-
tributed to declines in our operating margin and our
return on assets. We are committed to improving these
numbers, although we acknowledge that short-term
improvements will be limited by remodeling and relocation
costs and incremental investments in advertising and man-
agement information systems. We expect remodeling and
relocation costs to reduce earnings per share by approxi-
mately 18 cents in fiscal 2003, compared with 6 cents in
fiscal 2002.

We believe our supply chain management initiatives
will help increase asset productivity. In fiscal 2002, a ven-
dor compliance program improved on-time delivery and
our cash conversion cycle. In fiscal 2003, we will continue
our supply chain initiatives, integrating our store and dis-
tribution center replenishment programs, adding direct-
to-store delivery in key categories where timely delivery is
critical and further improving inventory forecasting.

Leadership Advances. We continue to strengthen our
management team, both through internal promotion and
the addition of new executives with fresh perspectives. In
fiscal 2002, John Froman was promoted to executive vice
president and chief operading officer. A 16-year Circuit City
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veteran, John has broad experience in store operations and
in merchandising, where he was executive vice president-
merchandising. Kim Maguire succeeded John as executive
vice president-merchandising. Kim brought with him more
than 20 years of experience with Target Stores, most recently
as senior vice president of hardlines managing $12 billion
in sales, and a proven track record of building market share
in branded products.

Looking Ahead. We are encouraged by the accomplish-
ments of our Circuit City Associates. In the second half of
fiscal 2002, we improved sales and earnings and laid the
foundation for a stronger future. In fiscal 2003, we will
place priority on driving traffic to our stores, converting
more shoppers to buyers and profitably growing market
share. We believe that our more effective marketing pro-
gram, our customer service enhancements, our remodeling
and relocation program and our focus on improving pro-

ductivity are steps in the right direction.

CARMAX BUSINESS

Fiscal 2002 Performance. Fiscal 2002 was an impressive year
for CarMax, with sales and earnings exceeding expectations in
every quarter. ‘

Because every used car is unique, used cars generate per
unit profit dollars that are more than double those of new
cars and are the clear focus of our CarMax business. Never-
theless, as we saw in fiscal 2002, marketing decisions made
by automobile manufacturers can affect CarMax’s new- and
used-car sales.

In the first half of fiscal 2002, CarMax continued the
strong momentum established at the end of fiscal 2001.
Comparable store dollar sales grew 27 percent. Comparable

“WE”RE WITH YOU "IN

store used-car unit sales, the largest and most profitable part

of the CarMax business, rose 21 percent. First half compara-

ble store new-car unit sales rose 15 percent.

As CarMax entered the second half of the year, new-car
manufacturers introduced zero-percent financing incentives
to counteract an industry-wide slowdown in new-car sales.
For CarMax, the result was increased traffic in all stores as
consumers cross-shopped new cars and used cars. CarMax’s
powerful consumer offer enabled it to convert this traffic
into a 38 percent comparable store dollar sales increase in
the third quarter. New-car sales growth gradually slowed as
CarMax sold through its inventory of 2001 models and the
zero-percent programs reverted to more conventional incen-
tives. While new-car sales grew only modestly in the last
two months of the fiscal year, the more profitable used-car
business resumed the first half trend, with comparable store
dollar sales up 25 percent and units up 23 percent in the
fourth quarter.

The result was strong gross margin dollar growth, which
helped leverage operating expenses.

o Selling, general and administrative expenses were 7.9 per-
cent of sales in fiscal 2002, compared with 9.8 percent
of sales in fiscal 2001.

¢ The operating margin rose to 4.7 percent from 3.4 percent.

o Rerturn on sales improved to 2.8 percent from 1.8 percent.

For the year, total sales for the CarMax Group rose
28 percent to $3.20 billion from $2.50 billion. Comparable
store dollar sales rose 28 percent. Comparable store used-car
unic sales increased 24 percent, and comparable store new-
car unit sales increased 21 percent. Net earnings increased
99 percent to $90.8 million from $45.6 million in fiscal

OUR COMMUNITIES

In fiscal 2002, we undertook a number of initiatives to
support the communities in which we operate and the
customers who are an important part of our success.

Early in the year, the Circuit City Foundation made a
$3 million, multi-year commitment to sponsor the Boys
and Girls Clubs of America’s National Photography
Contest. In the coming year, we will be working with
this organization to create a contest that opens up
opportunities for Boys and Girls Club participants in
cities across the country. As part of our relationship, we
also have expanded our grand opening celebrations for
Circuit City Superstores to include celebrity appearances,
with proceeds going to local B&GCA chapters.
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The Circuit City Foundation also continues its 40-year
history of supporting local education, health and welfare,
civic, arts and cultural organizations. The Foundation’s
primary focus is on providing improved educational
opportunities for children.

The entire Circuit City organization was especially pleased
to participate in the “Message From America” program dur-
ing the holidays. This program enabled Americans to support
the nation and our military personnel by recording video
greetings that were sent to active duty men and women.

We were proud to be a part of these programs and look
forward to being active participants in our communities
going forward.




2001. Net earnings actributed to the CarMax Group Com-
mon Stock were 82 cents, up 91 percent from 43 cents in
fiscal 2001. The remainder of the CarMax earnings is
attributed to the Circuit City Group Common Stock.

Resuming Expansion. From its inception, the CarMax
offer has received rave reviews from customers. The com-
ponents of the offer have remained virtually unchanged:
low, no-haggle prices; broad selection; a top-quality prod-
uct; and custcomer-friendly service. At the end of fiscal
1999, however, CarMax suspended geographic growth to
focus on enhancing operating execution and profitability.
Advances made since that time have moved the business
from a small profit in fiscal 2000 to fiscal 2002’s earnings
of $90.8 millicn. CarMax is now well-positioned to
resume geographic growth.

Automobile retailing is the nation’s largest retail market.
CarMax focuses on late-model, one- to six-year-old vehicles,
which generate annual industry sales of approximately $260
billion. This target market is larger than that addressed by
any other big-box retailer.

Early in fiscal 2002, we announced that CarMax would
embark on a five-year growth plan that included two store
openings late in the year, four to six stores in fiscal 2003
and six to eight stores per year from fiscal 2004 through
fiscal 2006. CarMax is focusing on entries into mid-sized,

1 million- to 2.5 million-population markets that it can
profitably enter with one store and on satellite store oppor-
tunities in existing markets. We believe that this plan repre-
sents the lowest risk expansion strategy that CarMax can
undertake. To date, every store opened in a mid-sized market
has been profitable at the store level in its first year and has
continued to increase its profits in subsequent years.

Enhancing Performance. As geographic growth resumes,
CarMax will continue to focus on enhancements to the con-
sumer offer, operating processes and information systems.

In fiscal 2002, CarMax:

o Continued to improve sales productivity. As stores have
matured, managers and sales consultants have gained
valuable experience. CarMax also has insticuted new
programs to further improve sales management and
selling skills. In fiscal 2002, CarMax restructured sales
manager responsibilities to put greater emphasis on
higher value activity. Today, each sales manager serves
as a functional resource in key areas, such as financing,

for all sales consultants.

o Increased inventory management and pricing capability.
CarMax has continued to hone its ability to pay the

W. Alan McCollough

right prices for the right cars and to manage inventory to
minimize risk and meet gross margin dollar targets. This
year, CarMax met average per-unit gross margin dollar

targets even though volatile market conditions in the fall

caused extraordinary drops in wholesale prices.

e Continued to add capability to CarMax.com, which has
become a critical marketing and traffic-generating tool.
For example, a new “We Buy Cars” section comprehen-
sively explains CarMax’s offer to buy cars from con- -
sumers even if they do not buy a car from CarMax. In
addition, a consumer now can e-mail a vehicle fact sheet
to a friend, including the photo of the car, and customers
seeking a hard-to-find used car can select the new
national “Vehicle Search” option.

e Fully automated store-to-store transfers. Now, when a
customer wants a car transferred to a local store, the
transfer Is easier, faster and less costly to the company.
With a click of the computer mouse, a sales consultant can
initiate a used-vehicle transfer from any CarMax location
to his or her superstore, and every subsequent step of the
transfer process then is prompted by the system.

Looking Ahead. As CarMax moves forward with its
growth plan, I know that Austin Ligon and his team are
committed to continuously improving procedures,
processes and systems to raise CarMaxs performance level
and financial recurns. With its marked improvement over
the past three years and the stellar performance in fiscal
2002, CarMax has shown that it has a unique offer that
consumers enthusiastically embrace and that it has the
processes, systems and, most important, the people to
deliver the offer. CarMax’s goal is to consistently produce
strong sales and earnings growth, benefiting investors and
Associates alike. We believe that CarMax has begun to
achieve that goal.

Our Circuit City and CarMax businesses are fortunate
to have Associates of such fine caliber, and I thank these
individuals for their efforts. I also thank our customers,
our vendors, our board of directors and our shareholders
for their support.

Sincerely,

'Kﬁa—»

President and Chief Executive Officer
Circuit City Stores, Inc.
April 2, 2002
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CUSTOMER SERVICE

Circuit City became one of the nation’s leading specialty retailers by creating high-service superstores
where consumers could learn about and purchase exciting and entertaining consumer electronics
technologies. In recent years, we have seen significant changes in our segment’s merchandise mix

so that today, we must fulfill the consumer’s need for familiar, lower-priced products, while also
introducing them to an expanding selection of digital products that offer new capabilities and a
better in-home experience. The changes in the product mix have brought changes in the competitive
landscape and in consumer shopping habits and preferences.

In response, we have initiated substantial changes to meet the demands of today’s consumer,
reinforcing Circuit City’s differentiated position as the industry’s high-service consumer electronics
superstore. We are focusing significant attention on:

o Providing the best sales assistance possible.

o Merchandise selection and presentation.

o Increasing traffic through effective marketing programs.
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I We are committed to providing Circuit City cus-
‘ tomers with the industry’s most knowledgeable and ,
1 helpful sales counselors. To achieve this objective, j
} we have developed superior training and compen- ‘

!
| sation programs.
I
\

Providing the industry’s best customer service. In an
environment where new and complex technologies are
proliferating, we believe our unwavering dedication to the
customer enables Circuit City to stand out from the com-
petition. In our stores, we are raising customer service
standards to a higher level. Our sales counselors are the
most critical ingredient in the customer service formula.
We are committed to providing Circuit City customers
with the industry’s most knowledgeable and helpful sales
counselors. To achieve this objective, we have developed
superior training and compensation programs.

Our Internet-based sales training programs quickly
deliver information on the changing product technole-
gies and dramatically cut training time and costs. More
than 100 “e-learning” courses, covering introductory
and advanced subjects, currently are available. Training
terminals are located in every store not only to provide
“just-in-time” training, but also to improve skill devel-
opment by integrating online lessons with in-store
“try-it” exercises.

In fiscal 2003, we are implementing a certification
program that will establish minimum proficiency levels
and measure individual counselors’ product knowledge
and customer service skills. And, with the increasing inte-
gration of consumer electronics across product categories,
we are encouraging sales counselors to cross-train and
achieve certification across product areas. Our emphasis
on training can lead to greater customer satisfaction and
improved sales, and it also can play an integral role in
improving job satisfaction, enhancing career development
and reducing turnover.

Our compensation and staffing programs are designed
to attract and retain those sales counselors who deliver
exceptional customer service. We remain committed to an
incentive compensation structure that rewards sales coun-
selors for assisting the customer. After extensive testing,
we simplified our commission structure in fiscal 2002,
adopting fixed commission rates across broad product
categories. This new plan enables sales counselors to
focus on the customer’s needs, while also improving com-
pensation. We believe the new compensation plan along
with a shift to more flexible scheduling and a focus on
retaining our top-performing sales counselors were con-
tributors to our stronger performance during the second
half of the fiscal year.

However, our commitment to customer service is
not limited to the product knowledge offered by our sales
counselors. In every Circuit City Superstore, a floor
manager helps ensure that customers are matched with
sales counselors, that questions are answered and that
complex service issues are handled. The number one goal
of all our store Associates, from the warehouse to the
sales floor to Roadshop installers, is to provide industry-
leading customer service.

We are only serving our customers well if they know
that the price they pay in a Circuit City store is low and
competitive. We continuously watch the marketplace and
make every effort to price competitively. In addition, our
low-price guarantee provides extra assurance, promising in
most cases to refund 110 percent of the difference if a
customer finds a lower price, including Circuit City
prices, within 30 days after the sale.

We also recognize that many of today’s consumers
prefer to research and shop for products online. At
CircuitCity.com, consumers find comprehensive infor-
mation on more than 3,500 products. Our Web cus-
tomers can elect to purchase products for shipment to
their home, or they can check availability at their local
Circuit City Superstore and pick up their purchase at
their convenience.

Finally, service does not stop with the product sale.
In addition to home delivery, we now offer a variety of
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SHOPPING




professional home theater installation packages to help
consumers overcome the challenge of setting up these
multi-component systems. For product repair, custcomers
need only take their products to their closest Circuir City
Superstore. As average retails on many products have
declined, we also have recognized that fewer consumers
will find repair economical. And so, we now offer an
innovative replacement purchase plan that enables the
customer to simply replace lower ticket electronics
needing repair.

Merchandise selections that are broad, dynamic and
effectively displayed. To help our customers find con-
sumer electronics solutions that fir their lifestyle, we provide
a broad selection of products with varying features and mul-
tiple price points, from entry-level items through the newest,
most complex, life-enhancing technologies. During the past
year and a half, we have begun to revitalize our stores, exit-
ing appliances and adding more high-growth, high-energy
consumer electronics such as digital imaging, video games
and DVD movies and increasing our sclection in comple-
mentary categories such as personal computer software,
peripherals and accessories. Through an updated store
design and a variety of remodeling tests, we have created
better product display capabilities and category adjacencies,
introduced flexible fixtures to efficiently accommodarte
future display changes, placed more products on the sales
floor and introduced a brighter, more contemporary look.
These changes are important in an industry where
consumers are offered a continuing stream of new
products and technologies in addition to more familiar
products. New products, providing superior home enter-
tainment and compurting experiences, are the fuel for our
industry’s growth. Since their introduction five years ago,
DVD players have become the fastest selling consumer
electronics product of all time, reaching annual unir sales
of 12.7 million in calendar 2001. This rapid growth
reflects the consumer’s thirst for a superior home enter-
tainment experience, the growing availability of DVD
software and consistently more affordable prices. Digital

television sales are another example of the consumer’s

We provide a broad selection of products with varying
features and multiple price points, from entry-level
items through the newest, most complex, life-
enhancing technologies. We are creating store designs
that are in-step with today’s consumer but flexibte

enough to meet future demands.

interest in a great home enterrainment experience and by
year-end represented almost 80 percent of our projection
television sales and more than 30 percent of tube televi-
sion sales. The enthusiasm for berter display technology
continues with the introduction of slim-lined, energy
efficient plasma and liquid-crystal display panels at more
affordable prices.

Our stores are designed to meet the consumer’s
demand for better home entertainment products. In every
store, we have upgraded the video signal so thar digital
televisions display both the cable-quality picture and a
high-definition picture for a true comparison. In fiscal
2003, we plan to create an even better showcase for big-
screen display technology, introducing a home-theater
style environment in approximately 300 stores.

In addition to these developments in home entertain-
ment, the industry is giving consumers new capabilities.
Today’s digital cameras generate near 35mm-quality
photos and are easier than ever to use. The ease with
which digital photos can be printed or e-mailed is
encouraging more and more consumers to shift from film
to digital photography. Digital photography has helped
boost another category, high-speed Broadband Internet
access. E-mailing photos, downloading software and
music for personal use and Internet gaming have helped
increase Broadband penetration to approximately 10 per-
cent of all U.S. households.

In fiscal 2002, we installed Broadband Stations in all
our stores to help consumers learn about and sign up for
this new tool. These Stations demonstrate the benefits of

11 CIRCUIT CITY STORES, INC. ANNUAL REPORT 2002
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Broadband and enable customers to decide from among
the available services. Our agreements with eight of the
nation’s leading Broadband providers give us the greatest
selection of any retailer.

When we remerchandised our Superstores in fiscal
2001, we became for the first time a destination location for
video gaming hardware and software. Driven by the intro-
duction of new platforms, the U.S. video game industry
grew 43 percent in calendar 2001. These record-breaking
sales came as consumers snapped up new hardware, software
and accessories. Interactive game displays and a full selection
of all hardware platforms with accompanying software titles
have enabled us to significantly increase Circuit City’s share
of this category.

Recognizing the evolutions that take place in consumer
shopping preferences and the constant developments in our
product categories, we are creating store designs that are in-
step with today’s consumer but flexible enough to meet
future demands. We have expanded our selections and
improved our demonstration capabilities in all stores, but
still have considerable opportunity to upgrade our store
base. A multi-year remodeling and relocation program will
enable us to progress down this path, giving more and more
Circuit City customers a great place to shop.

Driving sales by driving traffic. It is not enough to have a
great consumer offer. We also must execute an effective
marketing program that communicates Circuit City’s differ-
entiated position to the consumer. Our research reveals that
customers want help when they are buying the latest con-
sumer electronics and home office products. Our in-store
and online offers are designed to supply that assistance.
Our multi-vehicle advertising program communicates our
passion for consumer electronics and our commitment to
sharing our knowledge and expertise with the consumer. A
new, more energized logo introduced in the summer and
the tag line “We're With You? reinforce our excitement for
the products and our commitment to the customer.
Ongoing research is enabling us to target our advertis-
ing to those consumers with the greatest interest in our
product categories. We are utilizing more vehicles than

Our multi-vehicle advertising program communi-
cates our passion for consumer electronics and our
commitment to sharing our knowledge and exper-
tise with consumers. Creative in-store marketing

programs complement our advertising campaign.

ever, including our weekly newspaper inserts that focus on
value messages and television, magazine and interactive
media ads that deliver our customer service message to
core consumer electronics shoppers. We also are harness-
ing the power of our customer database to reach cus-
tomers through direct mail.

Creative in-store marketing programs complement our
advertising campaign. Last year, we introduced “Circuit City
EXPO 2001,” which offered demonstrations of 20 high-
interest products just before the holiday season. And finally,
we have revamped our grand opening celebrations to heighten
excitement and enthusiasm in the surrounding community.

In fiscal 2003, we will continue to enhance our
marketing programs, creating more compelling value
stories and even more effectively targeting our customer
base. We also look forward to an exciting new partnership
with Upromise. Upromise enables participating customers
to save for a child’s college education while shopping in our
Superstores. We believe this loyalty program is another
great service we can offer Circuit City customers.

Circuit City is committed to providing the best
possible shopping experience for consumer electronics,
including exceptional levels of product information, fast
customer service, a broad good/better/best merchandising
assortment, competitive prices
and an engaging store environ-
ment. We believe that all of
our initiatives will help
strengthen our differentiated
consumer offer and better
position us for the future.

13 CIRCUIT CITY STORES, INC. ANNUAL REPORT 2002




-« The CarMax consu

- Webel

mer-offer continues to-grow in pop

farity with car shoppers.

ing processes and information.systems allow CarMax to effec-
tively deliver its consumer offer.
o The CarV

- well as strong cconomic cnviton EE e

AL

ax business-model produces-sales-and earnings growth in weak as : -




e OS]




Each CarMax superstore offers consumers
at least 250 late-model, high-quality
used cars and light trucks from which ro
choose. With CarMax.com and the store-
to-store transfer option, consumers have

access to CarMaxs inventory of more

than 14,000 vehicles across the country.
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CarMax is the nation’s largest multi-marker
retailer that specializes in used cars. Its prin-
cipal competitors are new-car dealers, who
sell used vehicles as a secondary business.
Nationwide, the used-car market is highly frag-
mented. The 22,000 new-car dealers together
sell an estimated 65 percent of the late-model
used cars sold in the United States. The
remaining 35 percent are sold by the nation’s
54,000 independent used-car dealers and in
consumer-to-consumer direct sales.

Used-car retailing is a large market, com-
prising an estimated $375 billion in annual
sales. The CarMax target market, late-model,
one- to six-year-old vehicles, represents
approximately $260 billion of the used-car
market’s annual sales. At the end of fiscal
2002, CarMax also operated 18 new-car fran-
chises, 15 of which were integrated or
co-located with its used-car superstores.

When the CarMax concept was developed,
market research revealed thar consumers want
a car-buying experience not unlike what they
want when shopping at other high-quality, big-
box retailers: low, no-haggle pricing; confidence
in the quality of the product; a broad selection;
and customer-friendly service. CarMaxs sales
growth continues to confirm that the CarMax
consumer offer provides the car-buying experi-
ence that consumers want.

Pricing

At CarMax, the four price elements associated
with a car purchase are independent from one
another and clear to the consumer.

The Car. The price of the car is competi-
tive and no-haggle. The consumer does not
need to negotiate to get a low price at CarMax.
The price of the car is posted on the car, on
the in-store touch-screen computers where
customers can search store inventory, and on
CarMax.com. In fiscal 2002, CarMax used-
car prices averaged $1,700 below retail Kelley
Blue Book prices.

The Financing. Financing approvals, inter-
est rates and loan terms, whether through
CarMax Auto Finance or one of the other
lenders offered at CarMax locations, are based
on the customer’s credit application and history,
the customer’s down payment and the car the
customer wants to purchase. The credit applica-
tion is entered online by the sales consultant,
and customers who qualify for prime credit
usually receive their credit approvals within
five minutes. The results from the lending
sources are returned electronically, with each
offer visible to the customer on the sales office
computer screen and available in printed form.

The Extended Warranty. The low, no-
haggle prices of the comprehensive extended
warranties offered by CarMax are based on
the vehicle purchased and the desired length
of coverage. A variety of terms and prices
are available,

The "Trade-in.” At CarMax, the “trade-in”
is actually a cash offer good for seven days
or 300 miles and is unrelated to any subse-
quent purchase. In fact, we will buy the
consumer’s car whether or not he or she
purchases from us.

Quality

Consumers are particularly concerned about a
used car’s quality. CarMax’s Certified Quality
Inspection™ assures that every car offered for
sale at CarMax meets rigorous mechanical,
electrical and safety standards. CarMax backs
every car with a five-day or 250-mile, “no-
questions-asked” money-back guarantee and
an industry-leading 30-day limited warranty.
Plus, the majority of CarMax used-car
customers take advantage of the opportunity
to purchase warranty protection, which can
provide coverage for a total of six years.

Broad Selection

CarMax superstores, including satellite loca-
tions, generally have no fewer than 250 and up

A customer’s credir application is

submitted electronically by the sales
consultant. The results are provided
to the customer online and in
writing. Customers who qualify for
prime credir usually receive their

approvals within five minutes.

CARMAX.COM
USER SESSIONS
(IN MILLIONS)
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Every used car we sell must pass

the comprehensive CarlMax

Certified Quality Inspection.*™

Sophisticated statistical modeling
using data we capture from every
store helps guide our superstore
purchasing managers to assure that
each store bas the optimal inventory

Jor its trade area.
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to 750 domestic and imported cars and light
trucks available for purchase. But having the
right cars. ..the cars consumers want to buy...is
as important as having an abundance of cars to
sell. Selection by make, model, age, mileage and
price is determined specifically for each individ-
ual superstore through sophisticated sratistical
modeling of factors such as the demographics
of the store’s trade area and the vehicle-selling
history of that store. Store inventory models are
continually updated to ensure a close match to
the current tastes of the car-buying public in
the individual store’s trade area.

At CarMax, consumers are treated to a
selection that goes far beyond the vehicles
available at their local CarMax superstore.
CarMax.com provides a virtual inventory of
the more than 14,000 vehicles available at
CarMax superstores across the country, and
customers can have any used car transferred
from any CarMax location to the customer’s
local CarMax superstore. Transfers are free
within a market and cost from $150 to $800,
depending upon transportation costs, from
one region to another. If the customer buys
the transferred car, $150 of any transfer fee
charged is credited as part of the customer’s
payment for the car.

Customer-Friendly Service

CarMax has removed the contentious haggling
over price, and a CarMax sales consultant is
paid the same dollar commission for selling a
$23,000 used Lexus or a $12,000 used Taurus.
So a sales consultant’s only concern is to help
customers find the cars they want at the prices
they can afford.

Unique Processes and Systems

How we deliver the powerful CarMax con-
sumer offer is as unique as the offer itself.
From designing the right inventory targets for
each superstore, through buying and recondi-
tioning a vehicle, to ultimate sale, CarMax has
developed proprietary processes and systems

that differentiate it from every other organiza-
tion thar sells cars.

Our proprietary inventory management
and pricing processes and systems are excel-
lent examples of how different CarMax is
from traditional auto retailers. In addition to
monitoring publicly available selling trend
and pricing dara, CarMax amasses detailed
proprietary data from all the appraisals com-
pleted in our store appraisal lanes, from the
vehicles we buy from consumers, from our in-
store wholesale auctions and from the vehicles
we sell at retail. We operate in-store auctions
to sell dealers the cars we buy from consumers
but choose not to retail. In fiscal 2002, we
appraised more than 800,000 vehicles and
purchased more than 175,000 vehicles from
consumers. We sold approximately 88,000
vehicles at our auctions and retailed more
than 188,000 used and new cars and light
trucks. We use all this information in sophis-
ticated statistical modeling to determine
which vehicles to offer for sale at what prices
for each CarMax superstore.

How we buy our cars also is unique.

The largest single source for the used cars

we retail is direct purchase from consumers.
In addition to providing high-quality cars that
reflect the buying tastes of the store’s locale,
with this purchasing method CarMax has cre-
ated a buyer-training program that ensures a
logical, systematic, disciplined approach to
appraising, an approach generally not found
in traditional auto retailing. Of CarMax’s
approximately 330 buyers, only four had pro-
fessional car-buying experience before joining
CarMax. CarMax’s buyers-in-training receive
classroom instruction, but their most impor-
tant education is on the job, mentored by an
experienced senior buyer. Before making an
unsupervised purchase offer, a CarMax buyer-
in-training appraises thousands of vehicles.

Reconditioning cars to high quality stan-
dards is another area where CarMax has

At CarMax, we will buy your car

whether or not you purchase from us.
Here, a buyer explains ro the
customer factors that affected the

appraisal of the customer’s car.
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Our CarMax Associates are the APPRAISALS COMPLETED USED CARS SOLD COMPARABLE STORE
{IN THOUSANDS) (IN THOUSANDS) SALES GROWTH

backbone of our business. These
Associates are among the 590
Associates at our Laurel, Md.,
used-car superstore and our

Laurel Toyota store.
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brought a process-engineering approach to
the business. By carefully analyzing every
step in the complex weave of reconditioning
requirements, CarMax has organized the
steps in a factory-like process, optimizing
efficiency and reducing reconditioning time
by 40 percent since 1999,

Underpinning all operating methods and
processes are CarMax’s extensive, proprietary
management information systems. As business
operations have evolved, CarMax also has
enhanced these systems, mirroring operating
changes with supporting system changes.

CarMax Associates

CarMax’s consumer offer, processes and
systems are critical to its operation, but
CarMax Associates are the backbone of the
business. Their enthusiasm, dedication,
intelligence and hard work have generated
CarMax’s success, and they are the keys o its
future. CarMax is dedicared to providing a
great place to work and competitive com-
pensation plans as well as assuring that
Associates have the training and the tools
they need. CarMax also recognizes Associate
contributions, both individual and team, at
every opportunity.

Growth

On March 26, 2001, we announced a five-
year growth plan. CarMax has begun execut-
ing that plan, entering the Greensboro,
N.C., market with a standard-sized used-car
superstore and opening a satellite superstore
in the greater Chicago market in February
2002. Over the next four years, CarMax
plans to open 22 to 30 used-car superstores,
focusing on new mid-sized markets and on
satellite superstores in existing markets. We
believe that growing in these markets pro-
vides CarMax with the lowest risk and high-
est return opportunity possible during the
next four years. It also permits CarMax to

increase its understanding of how best to
store new large markets before deciding to
add them to the growth plan.

A mid-sized market generally has 1 mil-
lion to 2.5 million people in its television
market area. Our experience has shown that
CarMax can profitably enter these markets
with one superstore. The real estate selec-
tion is not complicated; generally commu-
nities of this size have one or two retail
corridors that could provide the optimal
location. And, consumer awareness builds
quickly because a new CarMax superstore
stands out in a mid-sized marketr. CarMax
has identified more than 30 mid-sized mar-
kets for potential expansion.

CarMax also has identified approxi-
mately 10 opportunities to add satellite
superstores in its existing markets. A sarellite
superstore offers the same consumer offer as
a standard-sized superstore. Because recondi-
tioning is handled by a nearby standard-
sized superstore, a satellite superstore can be
located on one-third to one-half the acreage
usually required for a CarMax location.
Satellite superstores are ideal for high-cost,
high-traffic urban areas where land often is
not available in the large parcels necessary to
support a standard superstore’s recondition-
ing operation. CarMax also will test adding
satellite superstores to its more mature mid-
sized markets to profitably increase share in
these markets.

Our experience with all of CarMax’s
mid-sized market and satellite superstores
gives us confidence that their sales and prof-
itability will build quickly. With a superior
consumer offer, continuous enhancement
to its proprietary operating systems and
processes, and the contributions of CarMax
Associates, CarMax has begun an expansion
phase that should bring additional rewards
for CarMax Associates and shareholders.

CarMax sales consultants take our

ctistomers through the entire sales
process, from the test drive through
[financing to delivery. A sales
consultant is paid a flat, dollar
commission on each vehicle sold, so
his or ber only concern is helping
customers find the cars that are

right for them.
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SELECTED FINANCIAL DATA

2002 2001 2000 1999 1998 1997 1996 1995 1994 1993

CONSOLIDATED SUMMARY OF EARNINGS FROM CONTINUING OPERATIONS
(Amounts in millions except per share data)

Net sales and operating revenues..........c...ccoo.cenn. $12,791 $12,959 $12,614 $10,810 $8,871  $7,664  $7,029  $5,583  $4,130  $3,270
Gross profit $ 2,732 $2,795 $ 2,863 §$ 2456 $2,044  $1,761 $1,635  $1,385  $1,106  $ 924
Selling, general and administrative expenses.......... $ 2373 $2515 $ 2310 §$ 2,087 $1,815 $1,499  $1,315 81,105 $ 892 § 745
Earnings from continuing operations

before income taxes.......cc.ccornicniinn. 353 $ 259 § 529 % 341 § 202 0§ 233 $ 295 § 270 % 209 $ 175

Earnings from continuing operations 219§ 161 $ 328 § 211 0§ 125 $ 144 $ 184 % 169 $ 132 $ 110

Earnings {loss) per share from continuing

operations artributed to:

Circuit City Group:
i 093 $§ 073 §$§ 163 § 109 $ 068 $074 $095 $08 $070 $059
692 $ 073 § 160 $ 108 § 067 $073 $094 $087 $069 §058

087 $ 045 ¢ 001 $ (024 $(035 $0©001) % — $ — § — § —
082 § 043 $ 001 $ (024 $035 $(00) $ — § — $ — § —
CONSOLIDATED SUMMARY OF EARNINGS FROM CONTINUING OPERATIONS PERCENTS
(% o sales except effective tax rare)
GrOSS PIOMILauccienirieiireiesameceer e cennsrene e 21.4 21.6 22.7 227 23.0 23.0 23.3 24.8 26.8 28.3
Selling, general and administrative expenses.......... 18.6 19.4 18.3 19.3 20.5 19.6 18.7 19.8 21.6 22.8
Earnings from continuing operations
before income taxes.....o..vevcerirvriierivieerennn, 2.8 2.0 4.2 3.2 2.3 3.0 4.2 4.8 5.1 5.4
Effective tax rate vvccvveeereveiiieriiere e 38.0 38.0 38.0 38.0 38.0 38.0 37.5 37.5 36.7 37.0
Earnings from continuing operations..........c....c.... 1.7 1.2 2.6 2.0 1.4 1.9 2.6 3.0 3.2 3.4
CONSOLIDATED SUMMARY BALANCE SHEETS
(Amounts in millions)
Total CUTTENT @SSETS . vvvvecrirereiierie vt $ 3,653 $ 2847 § 2943 § 2394 $2,146 $2,163 $1,736  $1,387  $1,024 § 791
Property and equipment, et .....ccvvnerecrecennenns $ 854 % 989 $§ 965 $ 1,006 $1,049 $ 886 $ 774 § 593 § 438 § 371
Deferred income taxes.... .4 - % — 3 — %5 — % — $ — $ — $ 6 $ 79 8 88

Oher asSTS....ccoviveeiietirise e s $ 35 § 47

$ 45 § 37 $ 32 $§ 16 $ 18 $ 14 § 13
Total ASSETS.....covoveeecemierinn e b b erisas $ 3871 $ 3,955 $ 3445 $3,232 $3,081 $2526  $2,004  $1,555  $1,263
Tortal current liabilities $ 1,292 $1406 $§ 964 § 906 $ 837 $ 831 $ 706 $§ 546 $ 373
Long-term debt, excluding current installments.... $ 14 § 116 $ 249 § 426 $ 424 § 430 $ 399 $ 179 $ 30 $ 82
Deferred revenue and other liabilities.................... $ 150 § 92 $ 130 $ 112 $ 145 § 166 $ 214 $ 242 0§ 268 § 232
Deferred income taxes $ — 3 15 ¢ 28 $ 38 ¢§ 27 $ 33 § 18 § — $§ — § —
Total liabilities..........cooverivrrirircner s $ 1,805 $ 1515 $ 1813 §$ 1,540 $1,502 $1466 $1.462 81,127 $§ 844 $ 687
Total stockholders’ equity........ccocoooecvceriiicrniccnnn $ 2734 §$ 235 $ 2,142 §$ 1905 $1,730 $1,615 $1,064 § 877 $ 711 $ 576
Total liabilities and stockholders’ equity............ $ 4539 §$ 3871 § 3955 § 3,445 $3,232 $3,081 $2,526 $2,004 $1,555 $1,263

CONSOLIDATED STATEMENTS OF CASH FLOWS FROM CONTINUING OPERATIONS

(Amounts in millions)

Depreciation and 2mortization...........cvvvveevreerenns $ 1510 $§ 153 § 148 $§ 130 § 115 $ 99 $ 8 § 67 § 55 0§ 42
Cash flow from operating activities of

167 $§ 638 § 328 § 241 $ 30 $ 43 §$ 54 $ 114 $ 166

continuing operations .
Capital expenditures ......ooiveiieniiiinniincinninn 286§ 222§ 352 § 576 $ 540 0§ 517 % 375 0§ 252§ 190

OTHER DATA
Cash dividends per share paid on

Circuit City Group Common Stock ............... $ 007 § 007 $ 007 $ 007 $ 007 §$007 $006 $005 $004 38003
Return on average stockholders’ equity (%) .......... 8.6 7.1 9.8 7.9 6.2 10.2 18.5 21.1 20.6 21.5
Number of Associates at year-end 52,035 56,865 60,083 53,710 46,691 42,312 37,086 31,413 23,625 20,107
Number of Circuit City retail units at year-end ..... 624 629 616 587 556 493 419 352 294 260
Number of CarMax retail units at year-end........... 40 40 40 31 18 7 4 2 1 —

All earnings per share and dividend per share calculations for the Circuit City Group have been adjusted to reflect a two-for-one stock split effective June 30, 1999. On June 16, 1999,
Digital Video Express announced that it would discontinue operations. Results of continuing operations shown above exclude Digital Video Express. See notes to consolidated and group
financial statements.
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REPORTED HISTORICAL INFORMATION

(Amounts in thousands except per share dara) 2002 2001 2000 1999 1998
Net sales and operating revenues ..........ccocoeveeuenne $12,791,468 $12,959,028 $12,614,390  $10,810,468  $8,870,797
Earnings from continuing operations ...........cue... $ 218,795 $ 160,802 § 327,830 $ 211,470 $ 124,947
Loss from discontinued operations.......c...ceccceeeuee $ - $ - § (130,240) $ (68,546) $ (20,636)
Net €arnings.....coererveeeesiirisinisisiieerceismreresenens $ 218,795 $ 160,802 $ 197,590 $§ 142,924 $§ 104,311
Net earnings (loss) per share attributed to:
Circuit City Group:
Basic:
Continuing 0perations.........coeveeueeerenes $ 093 § 073 § 163 § 1.09 § 0.68
Discontinued operations............c.ccveuenn. $ - $ - § (0.65 $ (0.34) $ (0.11)
Net €arnings «...oovvvivrieeverereirrercennerennnes $ 093 $ 073 § 098 § 075 $ 0.57
Diluted:
Continuing operations...........ccccveeeeeunes $ 092 % 073 § 1.60 § 1.08 % 0.67
Discontinued operations..........ccccceueunee $ - 3 - S (0.64) $ (0.34) $ (0.10)
Net €arnings .....ooovevernveecerreremmrrececreannn $ 092 % 073 § 096 § 074 § 0.57
CarMax Group:
BasiCecviiii e $ 087 $ 045 % 001 § (0.24) $ (0.35)
Diluted ...oovviriiiiiiiieeicecec e $ 082 3§ 043 § 0.01 § 0.24) $ {0.35)
TOtal ASSELS vuvvuvivierireriiireiriee et $ 4,539,386 $ 3,871,333  $ 3,955,348 § 3,445,266  $3,231,701
Long-term debt, excluding current installments .... $ 14,064 $§ 116,137 § 249,241 $§ 426,585 $ 424,292
Deferred revenue and other liabilities .................... $ 149,269 § 92,165 $ 130,020 $ 112,085 $ 145,107
Cash dividends per share paid on
Circuit City Group Common Stock ......ccceeneee. $ 0.07 § 007 $ 007 § 0.07 § 0.07

CIRCUIT CITY STORES, INC. MANAGEMENT’S DISCUSSION AND
ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

The common stock of Circuit City Stores, Inc. consists of two
common stock series that are intended to reflect the performance
of the Company’s two businesses. The Circuit City Group
Common Stock is intended to reflect the performance of the
Circuit City stores and related operations and the shares of
CarMax Group Common Stock reserved for the Circuit Cicy
Group or for issuance to holders of Circuit City Group Common
Stock. The fiscal 2000 financial results for the Company and the
Circuit City Group also include the Company’s investment in
Digital Video Express, which was discontinued. The CarMax
Group Common Stock is intended to reflect the performance of
the CarMax stores and related operations. The reserved CarMax
Group shares are not outstanding CarMax Group Common
Stock. The net earnings ateributed to the reserved CarMax Group
shares are included in the Circuit City Group’s net earnings and
per share calculations. These earnings are not included in the
CarMax Group per share calculations.

Excluding shares reserved for CarMax employee stock incen-
tive plans, the reserved CarMax Group shares represented 64.1
percent of the total outstanding and reserved shares of CarMax
Group Common Stock at February 28, 2002; 74.6 percent at
February 28, 2001; and 74.7 percent at February 29, 2000. The

reserved CarMax Group shares at February 28, 2002, reflect the
effect of the public offering of CarMax Group Common Stock
completed during the second quarter of fiscal 2002. Since both
the ateribution of earnings and the outstanding CarMax Group
shares were adjusted to reflect the impact of this sale, the net
earnings per CarMax Group share were not diluted by this
transaction. Refer to the “Earnings from Continuing Opera-
tions” and “Financing Activities” sections below for further dis-
cussion of the public offering.

On February 22, 2002, Circuit City Stores, Inc. announced
that its board of directors had authorized management to initi-
ate a process that would separate the CarMax auto superstore
business from the Circuit City consumer electronics business
through a tax-free transaction in which CarMax, Inc., presently
a wholly owned subsidiary of Circuit City Stores, Inc., would
become an independent, separately traded public company.
CarMax, Inc. holds substantially all of the businesses, assets and
liabilities of the CarMax Group. The separation plan calls for
Circuit City Stores, Inc. to redeem all outstanding shares of
CarMax Group Common Stock in exchange for shares of com-
mon stock of CarMax, Inc. Simultaneously, shares of CarMax,
Inc. common stock, representing the shares of CarMax Group
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Common Stock reserved for the holders of Circuit City Group
Common Stock, would be distributed as a tax-free dividend to
the holders of Circuit City Group Common Stock.

In the proposed separation, the holders of CarMax Group
Common Stock would receive one share of CarMax, Inc. com-
mon stock for each share of stock redeemed by the Company.
We anticipate that the holders of Circuit City Group Common
Stock would receive a fraction of a share of CarMax, Inc. com-
mon stock for each share of Circuit City Group Common
Stock they hold. The exact fraction would be determined on
the record date for the distribution. The separation is expected
to be completed by late summer, subject to shareholder approval
and final approval from the board of directors. CarMax, Inc.
has filed a registration statement regarding this transaction with
the Securities and Exchange Commission. This registration
statement contains pro forma financial information that is
intended to reflect the potential effects of the separation of the
two businesses.

Holders of Circuit City Group Common Stock and holders
of CarMax Group Common Stock are shareholders of the
Company and as such are subject to all of the risks associated
with an investment in the Company and all of its businesses,
assets and liabilities. The results of operations or financial condi-
tion of one Group could affect che results of operations or finan-
cial condition of the other Group. The discussion and analysis
for Circuit City Stores, Inc. presented below should be read in
conjunction with the discussion and analysis presented for each
Group and in conjunction with all the Company’s SEC filings.

CRITICAL ACCOUNTING POLICIES

In Management’s Discussion and Analysis, we discuss the

results of operations and financial condition as reflected in the
Company’s consolidated financial statements, which have been
prepared in accordance with accounting principles generally
accepted in the United States of America. Preparation of finan-
cial statements requires us to make estimates and assumptions
affecting the reported amounts of assets, liabilities, revenues and
expenses and the disclosures of contingent assets and liabilities.
We use our historical experience and other relevant factors when
developing our estimates and assumptions. We continually eval-
uate these estimates and assumptions. Note 2 to the Company’s
consolidated financial statements includes a discussion of our
significant accounting policies. The accounting policies dis-
cussed below are those we consider critical to an understanding
of the Company’s consolidated financial statements because their
application places the most significant demands on our judg-
ment. Our financial results might have been different if different
assumptions had been used or other conditions had prevailed.

Calcutation of the Value of Retained Interests in

Securitization Transactions

The Company securitizes credit card and automobile loan receiv-
ables. The fair value of retained interests from securitization activi-
ties is based on the present value of expected future cash flows. The
present value is determined by using management’s projections of
key factors, such as finance charge income, default rates, payment
rates, forward interest rate curves and discount rates appropriate
for the type of asset and risk. These projections are derived from
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historical experience, projected economic trends and anticipated
interest rates. Adjustments to one or more of these projections
may have a material impact on the fair value of the retained
interests. These projections may be affected by external factors,
such as changes in the behavior patterns of our customers,
changes in the strength of the economy and developments in the
interest rate markets. Note 2(C) to the Company’s consolidated
financial statements includes a discussion of our accounting
policies related to securitizations. Note 11 to the Company’s
consolidated financial statements includes a discussion of our
credit card and automobile loan securitizations.

Calculation of the Liability for Lease Termination Costs

The Company accounts for lease termination costs in accordance
with Emerging Issues Task Force No. 88-10, “Costs Associated
with Lease Modification or Termination.” The Company records
a liability for remaining costs related to leased properties that are
no longer used for operating purposes, reduced by any estimated
sublease income. Inherent in the calculation are certain significant
management estimates including, among others, vacancy periods
and future sublease revenues. Fluctuations in the economy and in
marketplace demand for commercial properties can result in
material changes in the liability for lease termination costs. Note
2(H) to the Company’s consolidated financial statements includes
a discussion of our accounting policies related to leased properties
that are no longer used for operating purposes.

RESULTS OF OPERATIONS
Net Sales and Operating Revenues
Tortal sales for Circuit City Stores, Inc. decreased 1 percent in

fiscal 2002 to $12.79 billion. In fiscal 2001, total sales increased
3 percent to $12.96 billion from $12.61 billion in fiscal 2000.

PERCENT SALES CHANGE FROM PRIOR YEAR

Circuit City Circuit City CarMax

Stores, Inc. Group Group
Fiscal Total Total Comparable Total Comparable
2002 (1)% (8)% (10)% 28% 28 %
2001 3 % (1)% 4)% 24% 17 %
2000......onenee. 17 % 13 % 8 % 37% 2%
1999, 22 % 17 % 8 % 68% (2)%
1998, 16 % 12 % (1)% 71% 6 %

THE CIRCUIT CITY GROUP. Total sales for the Circuit City Group
decreased 8 percent in fiscal 2002 to $9.59 billion. In fiscal
2001, total sales decreased 1 percent to $10.46 billion from
$10.60 billion in fiscal 2000. The fiscal 2002 total sales decline
primarily reflects a 10 percent decline in comparable store sales,
partly offset by the net addition of 10 Circuit City Superstores.
In fiscal 2002, we opened 11 Superstores in existing markets,
closed one Superstore and relocated eight Superstores. We also
closed 15 mall-based Express stores. Excluding the major appli-
ance category, from which we completed our exit in November
2000, comparable store sales declined 4 percent in fiscal 2002.

Fiscal 2002 was marked by significant variation in sales per-
formance between the first half and the second half of the year.
As expected, the sales slowdown experienced in the latter part of
fiscal 2001 continued in the first half of fiscal 2002, with com-
parable store sales declining 23 percent. The slowing economy,




continued industry-wide weakness in personal desktop com-
puter sales, declining average retail prices for many products
and the absence of the major appliance business all contributed
to lower first half sales. The sales declines moderated in the
third quarter, and in the fourth quarter comparable store sales
grew 6 percent in part because of the lessening impact of the
exit from the appliance business and the seasonal upturn in cat-
egoties, such as video game hardware, software and accessories;
DVD software; PC software; and digital cameras, all of which
were added or expanded following our exit from the appliance
category. Throughout fiscal 2002, new technologies, better-fea-
tured consumer electronics and the new and expanded product
selections produced solid comparable store sales growth. We
believe our second half sales also benefited from new marketing,
merchandising and customer service initiatives implemented
earlier in the year. Inventory shortages and limited selections in
some product categories following the strong holiday period
limited sales growth in the last two months of the fiscal year.
The fiscal 2001 total sales decline reflects a 4 percent decline
in comparable store sales, partly offset by the net addition of 23
Superstores. In July 2000, spurred by a declining sales pace,
expected increases in competition and the results of a product
profitability analysis that indicated major appliances produced
below-average profits, we announced plans to exit the major
appliance business. We completed the exit and associated remer-
chandising of the appliance selling space in November 2000.
Throughout fiscal 2001, we experienced significant variability in
the comparable store sales pace, and sales softened substantially
in the last two months of the fiscal year. We believe the variabil-
ity reflected the slower consumer spending experienced by most
retailers during the second half of the year, some disruption
caused by the partial remodeling to remerchandise the appliance
space, significant declines in average retail prices and industry-
wide declines in desktop personal computer sales by year-end.
Excluding the appliance category from fiscal 2001 and fiscal
2000 sales, comparable store sales rose 3 percent in fiscal 2001.
In fiscal 2000 and fiscal 1999, Circuit City benefited from a
period of renewed industry growth and product introductions.
Industry growth was augmented by geographic expansion, with
the net addition of 34 Superstores in fiscal 2000 and 37
Superstores in fiscal 1999. In fiscal 1998, a lack of significant con-
sumer electronics product introductions resulted in weak industry
sales, and so, geographic expansion was the primary contributor to

our sales growth, with the net addition of 57 Superstores.

CIRCUIT CiTY PERCENT OF MERCHANDISE SALES BY CATEGORY

Fiscal 2002 2001 2000 1999 1998
ViIdEeO i 39% 35% 32% 31% 31%
Audio..eeeriees 15 16 16 17 18
Information Technology ..... 34 35 33 32 30
Entertainment.......c............ 12 7 5 5 6
Appliances ..overrnreerrercanees - 7 14 15 15
Total oo 100% 100% 100% 100% 100%

In most states, Circuit City sells extended warranty programs
on behalf of unrelated third parties who are the primary obligors.
Under these third-party warranty programs, we have no contractual

liability to the customer. In the three states where third-party
warranty sales are not permitted, Circuit City sells an extended
warranty for which we are the primary obligor. Gross dollar sales
from all extended warranty programs were 5.1 percent of total
sales of the Circuit City business in fiscal 2002 and fiscal 2001
and 5.4 percent in fiscal 2000. Total extended warranty revenue,
which is reported in total sales, was 3.9 percent of sales in fiscal
2002, 4.0 percent in fiscal 2001 and 4.4 percent in fiscal 2000.
The gross profit margins on products sold with extended war-
rantdes are higher than the gross profit margins on products sold
without extended warranties. The decline in extended warranty
sales as a percent of total sales since fiscal 2000 reflects the
increased selection of products, such as entertainment software,
for which extended warranties are not available. Third-party
extended warranty revenue was 4.0 percent of total sales in fiscal
2002, 3.9 percent in fiscal 2001 and 4.1 percent in fiscal 2000.

CIRCUIT CITY SUPERSTORE SALES PER TOCTAL SQUARE FOOT
Fiscal

2002 et et aen $478
2001 it b s ns $528
2000 .00ttt 8555
1999 e $514
1998t ean $478

At the end of fiscal 2002, total space for all Circuit City
Superstores equaled 20,046,725 square feet and selling space
equaled 11,755,124 square feet. At the end of fiscal 2001, total
space equaled 19,706,588 square feet and selling space equaled
11,469,092 square feet. The decreases in sales per total square
foot in fiscal 2002 and fiscal 2001 reflect the declines in compa-
rable store sales in those years. The improvements in fiscal 1999
and fiscal 2000 were driven by comparable store sales growth in
those years.

CIRCUIT CITY STORE MiX
Retail Units at Year-End

v
(e

Fiscal 2002 2001 2000 1999 1998
SUPELSLOLES w.ecrenirriieirinens 604 594 571 537 500
Circuit Ciry Express............. 20 35 45 48 52
Electronics-only.......cocueune.e. - - — 2 4
Total i, 624 629 616 587 556

THE CARMAX GROUP. Total sales for the CarMax Group
increased 28 percent in fiscal 2002 to $3.20 billion. In fiscal
2001, total sales increased 24 percent to $2.50 billion from
$2.01 billion in fiscal 2000.

CARMAX COMPARABLE STORE SALES CHANGE

Fiscal 2002 2001 2000
Vehicle dollars:
Used vehicles .....cooovvvenirinirreiieiccennens 30% 19% 4)%
New vehicles.... rererenreenns 249 9% 50 %
Total e 28% 17% 2%
Vehicle units:
Used vehicles ..oovvvevvnniiivniicirieoiieenns 24% 13% (8)%
New vehicles....ooovcniinnivioinrinirierineinieeennns 21% 9% 49 %
S U 2%  12% (4%
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CARMAX AVERAGE RETAIL SELLING PRICES

Fiscal 2002 2001 2000
Used vehicles... . $15,100 $14,400 $13,700
New vehicles ...cocvvvvvvivnreivnnrenens $23,100 $22,600 $22,500
Blended average...........cccoveemnnicnnenne $16,200 $15,500 $14,900
CARMAX VEHICLE SALES MIX

Fiscal 2002 2001 2000
Vehicle dollars:

Used vehicles cuovvivinririinicienns 82% 81% 79%
New vehicles 18 19 21
Total v 100% 100% 100%

Vehicle units:
Used vehicles voouvvirininiiiieenene 87% 87% 86%
New vehicles .o 13 13 14
Totale e 100% 100% 100%

The fiscal 2002 total sales growth primarily resulted from a 28
percent increase in the comparable store vehicle dollar sales of the
CarMax business. We opened two CarMax used-car superstores in
fiscal 2002 during the last month of the fiscal year, and so they
were not significant contributors to total sales growth in fiscal
2002. The growth in comparable store vehicle dollar sales reflects
increased store traffic that, combined with better in-store execu-
tion, resulted in comparable store unit sales growth for both used
and new cars. We believe that the higher traffic levels were driven
by the effectiveness of our marketing programs, CarMax.com and
word-of-mouth customer referrals. In addition, traffic was bol-
stered in October, November and December by cross-shopping
from zero-percent financing incentive programs introduced by
new-car manufacturers to counteract an industry-wide slowdown
in new-car sales. New-car manufacturers returned to more conven-
tional sales and financing incentives in January 2002. Increased
average retail prices resulting from a higher mix of later-model used
cars, luxury vehicles and sport utility vehicles and higher new-car
average retail prices also contributed to the sales growth.

In late February 2002, CarMax opened one standard-sized
used-car superstore and one satellite used-car superstore. During
fiscal 2002, CarMax also relinquished the franchise rights for
one stand-alone new-car franchise and one new-car franchise
that had been integrated with a used-car superstore and sold one
new-car stand-alone franchise and one new-car franchise that
had been integrated with a used-car superstore. Although new-
car stores that are integrated or co-located with used-car super-
stores have performed at or above our expectations, the three
remaining stand-alone new-car stores are still performing below
our expectations. We intend to integrate or co-locate these stores
with used-car superstores. We expect this integration or co-loca-
tion to occur within the next fiscal year for the store located in
Orlando, Fla., and we expect to co-locate the two remaining
new-car stores, which are in Los Angeles, Calif., with one used-
car superstore within the next two fiscal years.

The fiscal 2001 total sales increase reflects a 17 percent
increase in the comparable store vehicle dollar sales of the
CarMax business, driven by higher-than-anticipated used-car
sales, and the net addition of two used-car superstores, two
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prototype satellite stores and six new-car franchises since the end
of fiscal 1999. The new stores and four of the franchises moved
into the comparable store sales base throughout fiscal 2001. In
fiscal 2001, CarMax also added two new-car franchises, integrat-
ing them with existing used-car superstotes. We believe CarMax’s
fiscal 2001 sales performance primarily reflects the improved exe-
cution of the CarMax offer at individual stores, increased con-
sumer awareness and use of CarMax.com and the exit of
CarMax’s primary used-car superstore competitor late in fiscal
2000. We believe this competitor’s exit from five multi-store mar-
kets helped eliminate consumer confusion over the two offers.
CarMax’s used-car comparable store vehicle dollar and unit sales
growth has remained strong in all these CarMax markets since
this competitor’s exit from the used-car superstore business.

Geographic expansion of CarMax used-car superstores and the
addition of new-car franchises generated the total sales growth in
the first half of fiscal 2000 and, along with comparable store sales
growth for the last two quarters and for the fiscal year, contributed
to total sales growth for the full year. During fiscal 2000, we opened
two CarMax used-car superstores, two prototype satellite used-car
superstores, five stand-alone new-car stores and one new-car fran-
chise that was integrated with a used-car superstore. CarMax also
converted one existing store into a satellite operation and relocated
one new-car franchise next to a used-car superstote. In the second
half of fiscal 2000, CarMax limited its geographic expansion to
focus on building sales and profitability in existing markets.

CARMAX RETAIL UNITS

Retail Units at Year-End
Fiscal 2002 2001 2000
Mega superstores™® ... 13 13
Standard superstores® 16 16
Prototype satellite SUPErSIOres....cuniiiininiviivensnna, 5 4
Co-located new-car stores®?... 2 2 2
Stand-alone New-car StOres .ouvvuerevivrrrerererresiiesserenas 3 5 5
TOtal .o 40 40 40

(1) Formerly “C” and "B stores; 70,000 to 100,000 square feer.
(2) Formerly “A” stores; 40,000 to 60,000 square feet.
(3) Formerly included as ‘A" and “C” stores.

CARMAX NEW-CAR FRANCHISES
New-Car Franchises

at Year-End
Fiscal 2002 2001 2000
Integrated/co-located new-car franchises............... 15 17 15
Stand-alone new-car franchises..........c.cccceeveverienenn 3 5 5
TOtal it 18 22 20

CarMax sells extended warranties on behalf of unrelated
third parties who are the primary obligors. Under these third-
party warranty programs, we have no contractual liability to the
customer. Extended warranty revenue, which is reported in
total sales, was 1.7 percent of total sales in fiscal 2002, 1.8 per-
cent in fiscal 2001 and 1.6 percent in fiscal 2000. Used cars
achieve a higher warranty penetration rate than new cars.

IMPACT OF INFLATION. Inflation has not been a significant con-
tributor to the Company’s results. For the Circuit City business,
average retail prices have declined in many of Circuit City’s




product categories during the past three years. Although prod-
uct introductions could help reverse this trend in selected areas,
we expect no significant short-term change overall. Because we
purchase substandially all products sold in Circuit City stores in
U.S. dollars, prices are not directly impacted by the value of the
dollar in relation to foreign currencies.

For the CarMax business, profitability is based on achieving
specific gross profit dollars per vehicle rather than on average retail
prices. Because the wholesale market generally adjusts to reflect
retail price trends, we believe that if the stores meet inventory turn
objectives, then changes in average retail prices will have only a
short-term impact on the gross margin and thus profitability.

Cost of Sales, Buying and Warehousing

For the Company, the gross profit margin was 21.4 percent in fiscal
2002, compared with 21.6 percent in fiscal 2001 and 22.7 percent
in fiscal 2000. The fiscal 2002 gross profit margin includes higher
gross profit margins for the Circuit City business and lower gross
profit margins for the CarMax business, compared with fiscal 2001.
The lower gross profit margin of the CarMax business relative to the
Circuit City business and the increased sales contribution from
CarMax reduced the Company’s overall gross profit margin.
Excluding the appliance exit costs and the appliance merchandise
markdowns incurred by the Circuit City business in fiscal 2002 and
fiscal 2001, the Company’s gross profit margin would have been
21.4 percent in fiscal 2002 and 22.0 percent in fiscal 2001.

THE CIRCUIT CITY GROUP. For the Circuit City business, the gross
profit margin was 24.3 percent in fiscal 2002, 23.6 percent in fis-
cal 2001 and 24.7 percent in fiscal 2000. The fiscal 2001 gross
profit margin was reduced by costs of $28.3 million and merchan-
dise markdowns of $28.0 million associated with the exit from the
appliance business. The appliance exit costs included lease termi-
nations, employee severance, fixed-asset impairment and other
related costs. The fiscal 2002 gross profit margin was reduced by
additional lease termination costs of $10.0 million related to the
exit from the appliance business. In the fourth quarter of fiscal
year 2002, we increased our liability for lease termination costs
related to the appliance exit because of the weakening in the econ-
omy and in marketplace demand for commercial properties dur-
ing the year. Excluding the appliance exit costs and the appliance
merchandise markdowns, the gross profit margin would have been
24.4 percent in fiscal 2002 and 24.1 percent in fiscal 2001.

The improvement in the gross profit margin in fiscal 2002
reflected solid sales growth in new and better-featured products,
which generally carry higher-than-average gross profit margins,
and the reduction in personal computer sales, which carry
lower-than-average gross profit margins. In fiscal 2001, the
decline in the gross profit margin reflected significantly lower
appliance gross profit margins prior to the announced plans to
exit that business and a merchandise mix that included a high
percentage of traditional products that carry lower gross profit
margins. The decline was partly offset by lower personal com-
puter sales and continued double-digit sales growth in new
technologies and in higher margin categories where selection
was expanded as part of the exit from the appliance business.

THE CARMAX GROUP. For the CarMax business, the gross profit
margin was 12.6 percent in fiscal 2002, 13.2 percent in fiscal
2001 and 11.9 percent in fiscal 2000. Although we achieved

our specific gross profit dollar targets per vehicle, increased
average retail prices resulting from a higher mix of later-model
used cars, luxury vehicles and sport utility vehicles generated E
the decline in gross profit as a percentage of sales in fiscal 2002. :
Used-car gross profit dollars are similar across makes and mod- “
els. Consequently, the gross profit on a higher-priced used caris  |gav
a lower percentage of the retail selling price than on a more :
modestly priced car. In fiscal 2001, the increase in used-car sales |
as a percentage of CarMax’s total sales mix and strong inventory
management throughout the year, especially during the second
half when the model-year transition occurs in the new-car
industry, contributed to a higher gross margin.

Selling, General and Administrative Expenses
For the Company, selling, general and administrative expenses :
were 18.6 percent of sales in fiscal 2002, compared with 19.4
percent in fiscal 2001 and 18.3 percent in fiscal 2000. Profits
generated by the Company’s finance operations, fees received
for arranging customer automobile financing through third par-
ties and interest income are recorded as reductions to selling,
general and administrative expenses.

THE CIRCUIT ITY GROUP. For the Circuit City business, selling,
general and administrative expenses were 22.1 percent of sales
in fiscal 2002, compared with 21.7 percent in fiscal 2001 and
19.6 percent in fiscal 2000.

The fiscal 2002 expenses included $19.3 million for store
remodeling and relocation. In fiscal 2002, we continued to con-
duct a number of remodeling and remerchandising tests to
determine how we can efficiently and effectively upgrade the
Circuit City Superstore base. During the year, we fully remod-
eled 24 Circuit City Superstores, including 10 stores in the
Chicago, 1ll., market and two stores in Virginia, and completed
a less costly remodel in 12 stores in the Washington, D.C., and
Baltimore, Md., markets. We also relocated eight Superstores
during fiscal 2002. In addition, we tested individual depart-
ment remodels and display changes in a smaller set of stores.
The fiscal 2001 expenses included $41.9 million in remodeling
costs, $30.0 million in partial remodeling costs associated with the
exit from the appliance business and $5.0 million in severance costs
related to a workforce reduction. Excluding these costs and the esti-
mated fiscal 2001 sales disruption during the seven to 10 days of
partial remodeling for each store, the expense ratio would have
been 21.9 percent in fiscal 2002 and 20.9 percent in fiscal 2001.

The fiscal 2002 rise in the expense ratio reflects the 8 per-
cent decline in total sales. However, selling, general and admin-
istrative expenses declined by $92.5 million during this period,
exclusive of the remodeling, relocation and severance costs,
reflecting cost control and productivity initiatives, including
more efficient advertising expenditures. Advertising expense was
3.8 percent of sales in fiscal 2002, 4.0 percent in fiscal 2001
and 3.7 percent in fiscal 2000. An increased contribution from
the finance operation also reduced net selling, general and
administrative expenses in fiscal 2002.

Increased expenses and the decline in sales produced the
expense ratio rise in fiscal 2001. In addition to the remodeling
and severance costs previously noted, fiscal 2001 selling, general
and administrative costs included a higher level of advertising
costs than in the prior fiscal year.
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THE CARMAX GROUP. For the CarMax business, sélling, general
and administrative expenses were 7.9 percent of sales in fiscal
2002, 9.8 percent in fiscal 2001 and 11.3 percent in fiscal 2000.

The improvement in the fiscal 2002 expense ratio reflects sig-
nificant expense leverage generated by strong comparable store
sales growth and continued expense management, particularly of
non-store expenses, the benefit of which more than offset higher
second half expenses related to renewed geographic expansion.
In addition, a lower cost of funds increased yield spreads and
contributed to higher profits from the finance operation in fiscal
2002. The decline in the fiscal 2001 expense ratio reflects lever-
age from strong comparable store sales growth, more efficient
advertising expenditures and overall improvements in store pro-
ductivity, including those achieved through the hub-and-satellite
operating strategy that we adopted in multi-store markets.
Advertising expense was 1.5 percent of sales in fiscal 2002, 1.8
percent in fiscal 2001 and 2.4 percent in fiscal 2000.

In fiscal 2001, the improvement in the expense ratio was
partly offset by an $8.7 million write-off of goodwill associated
with two underperforming stand-alone new-car franchises.
Excluding these costs, the fiscal 2001 expense ratio would have
been 9.4 percent. The fiscal 2000 expense ratio reflects $4.8
million in charges related to lease termination costs on undevel-
oped property and a write-down of assets associated with excess
property for sale. Excluding these costs, the fiscal 2000 expense
ratio would have been 11.1 percent.

Interest Expense

Interest expense was less than 0.1 percent of sales in fiscal 2002
and was 0.2 percent in both fiscal 2001 and fiscal 2000. The fis-
cal 2002 decline in the interest expense ratio reflects a decline
in total debt of the Company and lower interest rates. Refer to
the “Financing Activities” section below for further information
on changes in debt.

Income Taxes
The effective income tax rate was 38.0 percent in fiscal 2002,

fiscal 2001 and fiscal 2000.

Earnings from Continuing Operations
Earnings from continuing operations for Circuit City Stores, Inc.
were $218.8 million in fiscal 2002, compared with $160.8 mil-
lion in fiscal 2001 and $327.8 million in fiscal 2000. Increased
earnings posted by both the Circuit City and CarMax businesses
drove the fiscal 2002 improvement. The decline in fiscal 2001
reflects the lower earnings for the Circuit City business, partly
offset by the increased earnings achieved by the CarMax business.
In a public offering completed during the second quarter of
fiscal 2002, the Company sold 9,516,800 shares of CarMax
Group Common Stock that previously had been reserved for
the Circuit City Group or for issuance to holders of Circuit
City Group Common Stock. With the impact of the offering,
69.2 percent of the CarMax Group’s earnings were attributed to
the Circuit City Group’s reserved CarMax Group shares in fiscal
2002. In fiscal 2001, 74.6 percent of the CarMax Group’s earn-
ings were attributed to the Circuit City Group’s reserved
CarMax Group shares, and in fiscal 2000, 77.1 percent of the
CarMax Group’s earnings were attributed to the Circuit City
Group’s reserved CarMax Group shares.
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THE CIRCUIT €iTY GROUP. For the Circuit City business, earnings
from continuing operations before the income attributed to the
reserved CarMax Group shares were $128.0 million, or 62 cents
per Circuit City Group share, in fiscal 2002, compared with
$115.2 million, or 56 cents per Circuit City Group share, in fiscal
2001 and $326.7 million, or $1.60 per Circuit City Group share,
in fiscal 2000. Excluding in fiscal 2002 the remodel and relocation
expenses and lease termination costs related to the appliance exit,
and in fiscal 2001 the estimated sales disruption during the seven
to 10 days of partial remodeling, appliance exit costs, appliance
merchandise markdowns, remodel and relocation expenses and
severance costs related to the workforce reduction, earnings from
continuing operations before the income attributed to the reserved
CarMax Group shares would have been $146.2 million, or 71
cents per Circuit City Group share, in fiscal 2002 and $205.1 mil- !
lion, or $1.00 per Circuit City Group share, in fiscal 2001.

The net earnings attributed to the Circuit City Group’s
reserved CarMax Group shares were $62.8 million, or 30 cents
pet Circuit City Group share, in fiscal 2002, compared with
$34.0 million, or 17 cents per Circuit City Group share, in fis-
cal 2001 and $862,000 in fiscal 2000.

Earnings from continuing operations attributed to the
Circuit City Group, including income attributed to the reserved
CarMax Group shares, were $190.8 million, or 92 cents per
Circuit City Group share, in fiscal 2002; $149.2 million, or 73
cents per Circuit City Group share, in fiscal 2001; and $327.6
million, or $1.60 per Circuit City Group share, in fiscal 2000.

CIRCUIT CITY GROUP DILUTED EARNINGS PER SHARE
FROM CONTINUING CPERATIONS

Fiscal 2002 2001 2000
Circuit City busingss.........ccccoceeremeressnineinnnns $071 $1.00 $1.60
Impact of appliance exit costs......c.ccorererremnnee (0.03) (0.09) -
Impact of appliance merchandise

markdowns® ......covvcivieierieieeeeeeeene - (0.08) -
Impact of partial remodel costs@................... - (0.09) -
Impact of estimated sales disruption.............. - (0.03) -
Impact of remodel and relocation costs®@ ...... (0.06) (0.13) -
Impact of workforce reduction costs®........... - (0.02) -
Reserved CarMax Group shares .......covevnneens 0.30 0.17 -
Circuit City Group «.c.coreeerereeccececerenmernrnenennns $092 $073 $1.60

(1) Reflected as a reduction in gross profit margins.
(2) Reflected as an increase in selling, general and administrative expenses.

THE CARMAX GROUP. For the CarMax business, net earnings
were $90.8 million in fiscal 2002, $45.6 million in fiscal 2001
and $1.1 million in fiscal 2000. Excluding the write-off of good-
will, net earnings would have been $51.0 million in fiscal 2001.
Excluding lease termination costs and the write-down of assets,
net earnings would have been $4.1 million in fiscal 2000. Net
earnings attributed to the outstanding CarMax Group Common
Stock were $28.0 million, or 82 cents per share, in fiscal 2002;
$11.6 million, or 43 cents per share, in fiscal 2001; and $256,000,
or 1 cent per share, in fiscal 2000. The net earnings attributed
to the outstanding CarMax Group Common Stock grew faster




than total net earnings and net earnings per outstanding CarMax
Group share because of the impact of the public offering of
CarMax Group shares during the second quarter of fiscal 2002.

Loss from Discontinued Operations

On June 16, 1999, Digital Video Express announced that it
would cease marketing of the Divx home video system and dis-
continue operations, but existing, registered customers would
be able to view discs during a two-year phase-out period. The
operating results of Divx and the loss on disposal of the Divx
business have been segregated from continuing operations and
reported as separate line items, after tax, on the Company’s con-
solidared statement of earnings for fiscal 2000.

In fiscal 2000, the loss from the discontinued Divx opera-
tions totaled $16.2 million after an income tax benefit of $9.9
million. The loss on the disposal of the Divx business totaled
$114.0 million after an income tax benefit of $69.9 million.
The loss on the disposal included a provision for operating
losses to be incurred during the phase-out period. It also
included provisions for commitments under licensing agree-
ments with motion picture distributors, the write-down of
assets to net realizable value, lease termination costs, employee
severance and benefit costs and other contractual commitments.

As of February 28, 2002, entities comprising the discontinued
Divx operations have been dissolved. The remaining liabilities,
totaling $18.5 million, have been assumed by the Company and
are included in the consolidated balance sheet.

Net Earnings
Net earnings for the Company were $218.8 million in fiscal 2002,
$160.8 million in fiscal 2001 and $197.6 million in fiscal 2000.

Operations Cutlook

THE CIRCUIT CITY GROUP. We believe that increased consumer
interest in products and services such as big-screen televisions,
including digital televisions, plasma televisions and liquid-crys-
tal display panels; multi-channel video programming devices;
digiral imaging; wireless communications; and Broadband
Internet access will drive profitability in the consumer electron-
ics business during this decade. For that reason, we are focusing
significant resources on store remodeling, sales counselor train-
ing, customer service enhancements, marketing programs and
supply chain initiatives to take advantage of the growth oppor-
tunities these products provide and thus improve the sales and
profitability of the Circuit City business.

Over the past two years, we have experimented with several
remodel designs and product category tests to expand the benefits
of the new Circuit City store design to the existing store base. In
fiscal 2003, we plan to draw on these remodel and product cate-
gory tests 10 roll out a remodeled video department and lighting
upgrade to approximately 300 Circuit City Superstores, spending
an average of $325,000 to $350,000 per store. We believe chat
rolling out this remodeled department will enable us to increase
Circuit City’s market share in the growing and highly profitable
big-screen television category and further solidify our position in
the overall video category. The Consumer Electronics Association
projects that big-screen television sales will grow at a double-digit
rate in calendar 2002. The fiscal 2003 remodeling plan will allow

us to touch a large number of Circuit City Superstores in a man-
ner that has significant potential for incremental benefit, while
minimizing the disruptive impact of the remodeling process. We
expect the remodeling activities will take approximately two weeks
to complete in each store. We will continue testing design ideas
for other departments in the Circuit City Superstores. We also
plan to relocate approximately 10 Circuit City Superstores in fiscal
2003. In fiscal 2003, we expect Circuit City expenditures for
remodeling and relocations to total approximately $130 million,
of which we expect to capitalize approximately $70 million and
expense approximately $60 million, or 18 cents per Circuit City
Group share. We plan to continue improving the Circuit City
store base in fiscal 2004 and fiscal 2005 by completing the
remodel of these 300 stores and by relocating additional stores to
provide a shopping experience that we believe is more consistent
with the preferences of today’s consumer.

With existing Circuit City initiatives, additional efforts to
enhance the business and a relatively stable economy, we believe
Circuit City can achieve comparable store sales growth in the
mid-single digits for fiscal 2003. We expect that categories where
we expanded selections following the exit from the appliance
business and categories, such as big-screen televisions, that are
benefiting from digital product innovation, will contribute to this
growth. We plan to open approximately 10 Superstores in fiscal
2003. Given our presence in virtually all of the nation’s top
metropolitan markets, new Superstores are being added in one-
or two-store markets or to increase our presence in existing major
markets. Because of the limited planned geographic expansion,
we expect total Circuit City sales growth to only slightly exceed
comparable store sales growth. We expect relatively stable Circuit
City gross profit margins in fiscal 2003. We also expect a modest
increase in the Circuit City expense racio in fiscal 2003, despite
the anticipated increase in comparable store sales. Planned
increases in remodeling and relocation expenses, advertising and
systems enhancements are among the anticipated contributors to
the higher expense ratio. For the full year, we expect the fiscal
2003 profit contribution from Circuit City’s finance operation to
be similar to the contribution in fiscal 2002.

We currently expect the Circuit City business will contribute
75 cents per share to 85 cents per share to the earnings of the
Circuit City Group in fiscal 2003, before remodeling and relo-
cation expenses. Including these expenses, we expect the Circuit
City business will contribute 57 cents per share to 67 cents per
share to the earnings of the Circuit City Group.

THE CARMAX GROUP. Over the past two years, CarMax has
demonstrated that its consumer offer and business model can
produce strong sales and carnings growth. Given its solid finan-
cial performance, we believe CarMax is able to support its
growth independently.

In fiscal 2003, CarMax’s geographic expansion will continue to
focus on entries into mid-sized markets and satellite store oppor-
tunities in existing markets. We have identified more than 30
additional markets that could support a standard superstore, the
principal CarMax store size going forward. We also believe that we
can add approximately 10 satellite stores in CarMax’s existing
markets. In fiscal 2003, CarMax plans to open four to six stores,
approximately one half of which are expected to be satellite stores.
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We believe comparable store used-car unit sales growth,
which drives our profitabilicy, will be in the low to mid-teens in
the first half of fiscal 2003, moderating to high-single to low-
double digits in the second half. Fiscal 2003 will be a year of
transition for CarMax as it ramps up its growth pace. Additional
growth-related costs such as training, recruiting and employee
relocation for our new stores will moderate earnings growth. In
addition, we anticipate a reduction in yield spreads from the
CarMax finance operation as interest rates rise above the low lev-
els experienced in fiscal 2002. Our earnings expectations for
CarMax also include preliminary estimates of expenses expected
to be incurred in the second half of fiscal 2003 if the planned
separation is approved. We expect the expense leverage improve-
ment achieved from total and comparable store sales growth to
be substantially offset by these three factors. As a result, we
anticipate earnings per CarMax Group share of 95 cents to
$1.00 for fiscal 2003, excluding the non-recurring costs of sepa-
ration, which are not tax-deductible and are estimated to be
approximately $8 million, or 8 cents per CarMax Group share.

We plan to open six to eight CarMax stores per year in fiscal
2004 through fiscal 2006, including openings in mid-sized

markets and satellite stores in existing markets.

RECENT ACCOUNTING PRONOUNCEMENTS

In July 2000, the Financial Accounting Standards Board issued
EITF No. 00-14, “Accounting for Certain Sales Incentives,”
which is effective for fiscal quarters beginning after December 15,
2001. EITF No. 00-14 provides that sales incentives, such as
mail-in rebates, offered to customers should be classified as a
reduction of revenue. The Company offers certain mail-in
rebates that are currently recorded in cost of sales, buying and
warehousing. However, in the first quarter of fiscal 2003, the
Company expects to reclassify these rebate expenses from cost
of sales, buying and warehousing to net sales and operating rev-
enues to be in compliance with EITF No. 00-14. On a pro
forma basis, this reclassification would have increased the fiscal
2002 Circuit City Stores, Inc. gross profit margin by 12 basis
points and the expense ratio by 10 basis points. For fiscal 2001,
this reclassification would have increased the gross profit margin
and the expense ratio by 20 basis points. For the Circuit City
Group, this reclassification would have increased the gross profit
margin by 18 basis points and the expense ratio by 17 basis
points in fiscal 2002, and the gross profic margin by 29 basis
points and the expense ratio by 27 basis points in fiscal 2001.
The Company does not expect the adoption of EITF No. 00-14
to have a material impact on its financial position, results of
operations or cash flows.

In June 2001, the FASB issued Statement of Financial
Accounting Standards No. 141, “Business Combinations,” effec-
tive for business combinations initiated after June 30, 2001, and
SFAS No. 142, “Goodwill and Other Intangible Assets,” effective
for fiscal years beginning after December 15, 2001. Under SFAS
No. 141, the pooling of interests method of accounting for busi-
ness combinations is eliminated, requiring thart all business com-
binations initiated after the effective date be accounted for using
the purchase method. Also under SFAS No. 141, identified

intangible assets acquired in a purchase business combination
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must be separately valued and recognized on the balance sheet if
they meet certain requirements. Under the provisions of SFAS
No. 142, goodwill and intangible assets deemed to have indefi-
nite lives will no longer be amortized but will be subject to
annual impairment tests in accordance with the pronouncement.
Other intangible assets that are identified to have finite useful
lives will continue to be amortized in a manner that reflects the
estimated decline in the economic value of the intangible asset
and will be subject to review when events or circumstances arise
which indicate impairment. For the CarMax Group, goodwill
totaled $20.1 million and covenants not to compete totaled $1.5
million as of February 28, 2002. In fiscal 2002, goodwill amorti-
zation totaled $1.8 million, and amortization of covenants not to
compete totaled $931,000. Covenants not to compete will con-
tinue to be amortized on a straight-line basis over the life of the
covenant, not to exceed five years. Application of the nonamord-
zation provisions of SFAS No. 142 in fiscal 2003 is not expected
to have a material impact on the financial position, results of
operations or cash flows of the Company. During fiscal 2003, the
Company will perform the first of the required impairment tests
of goodwill, as outlined in the new pronouncement. Based on
preliminary estimates, as well as ongoing periodic assessments of
goodwill, the Company does not expect to recognize any material
impairment losses from these tests.

In August 2001, the FASB issued SFAS No. 143, “Account-
ing For Asset Retirement Obligations.” This statement
addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and
the associated-asset retirement costs. It applies to legal obliga-
tions associated with the retirement of long-lived assets that
result from the acquisition, construction, development and the
normal operation of a long-lived asset, except for certain obliga-
tions of lessees. This standard requires entities to record the fair
value of a liability for an asset retirement obligation in the
period incurred. SFAS No. 143 is effective for fiscal years begin-
ning after June 15, 2002. The Company has not yet determined
the impact, if any, of adopting this standard.

In August 2001, the FASB issued SFAS No. 144, “Account-
ing for the Impairment or Disposal of Long-Lived Assets,”
which supersedes both SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to
Be Disposed Of,” and the accounting and reporting provisions
of Accounting Principles Board Opinion No. 30, “Reporting the
Results of Operations-Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infre-
quenty Occurring Events and Transactions,” related to the dis-
posal of a segment of a business (as previously defined in that
Opinion). SFAS No. 144 retains the fundamental provisions in
SEAS No. 121 for recognizing and measuring impairment losses
on long-lived assets held for use and long-lived assets to be dis-
posed of by sale, while also resolving significant implementation
issues associated with SFAS No. 121. The Company is required
to adopt SFAS No. 144 no later than the fiscal year beginning
after December 15, 2001, and plans to adopt the provisions in
the first quarter of fiscal 2003. The Company does not expect
the adoption of SFAS No. 144 to have a material impact on its
financial position, results of operations or cash flows.




FINANCIAL CONDITION
Liquidity and Capital Resources

CASH FLOW HIGHLIGHTS

Years Ended February 28 or 29
(Amounts in millions) 2002 2001 2000

Net earnings from continuing operations... $ 218.8 $ 160.8 $ 327.8
Depreciation and amortization................. $150.7 $153.1 $148.2
$ 312 § 198 $§ 431

Provision for deferred income taxes
Cash provided by (used for)

working capital, net .coocoveverccrrirnnnnnn. $336.7 $(165.7) $ 1224
Cash provided by operating activities ........ $837.2 $167.1 $6383
Purchases of property and equipment........ $(214.0) $(285.6) $(222.3)
Proceeds from sales of property

and equipment, Net......coccocevrrrnrnnnenn. $187.4 $115.7 § 100.2
Net decrease in short-term and

long-term debt......cccoceevemrnnininrnnn, $(123.4) $(179.9) $ (7.7
Proceeds from CarMax stock

offering, Nt ....ccvevermmeeereeeenrnn, $ 139.5 - -

CASH PROVIDED BY OPERATICNS. Circuit City Stores generated
net cash from operating activities of $837.2 million in fiscal
2002, compared with $167.1 million in fiscal 2001 and $638.3
million in fiscal 2000. The fiscal 2002 improvement primarily
resulted from working capiral efficiencies and a $58.0 million
increase in net earnings. Improved supply chain management in
the Circuit City business contributed to a $192.0 million
reduction in working capital used for inventories in fiscal 2002
compared with fiscal 2001. Increases in accounts payable,
accrued expenses and other current liabilities, and accrued
income taxes reduced working capital by an additional $401.0
million in fiscal 2002 compared with fiscal 2001. The increase
in accounts payable primarily reflects extended payment terms
achieved through supply chain management in the Circuit City
business. The fiscal 2001 decline in cash provided by operating
activities was largely a function of lower net earnings for the
Circuir City business and an increase in working capital, partly
offset by the increase in earnings for the CarMax business.

INVESTING ACTIVITIES. Net cash used in investing activities was
$26.6 million in fiscal 2002, compared with $171.2 million in fis-
cal 2001 and $157.0 million in fiscal 2000. Capital expenditures
were $214.0 million in fiscal 2002, $285.6 million in fiscal 2001
and $222.3 million in fiscal 2000. Fiscal 2002 capital expen-
ditures included spending for the construction of 11 new and
eight relocated Circuit City Superstores, $19.8 million of capital-
ized Circuit City remodeling expenditures and the construction of
two standard-sized CarMax used-car superstores, one of which
opened during the first quarter of fiscal 2003, and one satellite
used-car superstore. Fiscal 2001 capital expenditures included
spending for the construction of 23 new and two relocated
Circuit City Superstores and $106.0 million of capiralized
Circuir City remodeling expenditures associated with full remodels
of 26 Superstores, primarily in south and central Florida, and
partial remodels associated with the exit from the appliance busi-
ness. Fiscal 2000 capital expenditures included spending for the
construction of 34 new and four relocated Circuit City
Superstores and four CarMax used-car superstores.

Capital expenditures have been funded primarily through
internally generated funds, sale-leaseback transactions, landlord
reimbursements and short- and long-term debt. Net proceeds
from sales of property and equipment, including sale-leasebacks,
totaled $187.4 million in fiscal 2002, $115.7 million in fiscal
2001 and $100.2 million in fiscal 2000. In August 2001, Circuit
City completed a sale-leaseback transaction for its Orlando, Fla.,
distribution center, from which total proceeds of $19.5 million
were received. In November 2001, we completed a sale-leaseback
transaction for Circuit City’s Marion, Ill., distribution center,
from which total proceeds of $29.0 million were received. In
August 2001, CarMax entered into a sale-leaseback transaction
covering nine superstore properties for an aggregate sale price of
$102.4 million. This transaction, which represented the first sale-
leaseback entered into by CarMax without 2 Circuit City Stores,
Inc. guarantee, was structured at competitive rates with an inirial
lease term of 15 years and two 10-year renewal options.

In fiscal 2003, we anticipate capital expenditures for the
Circuit City business of approximately $150 million. In fiscal
2003, the Circuit City business plans to open approximately 10
Superstores, remodel the video department and install lighting
upgrades in approximately 300 Superstores and relocate approx-
imately 10 Superstores. We expect Circuit Ciry will continue
incurring remodeling and relocation costs in fiscal years 2004
and 2005.

In fiscal 2003, we anticipate capital expenditures for the
CarMax business of approximately $175 million. CarMax
planned expenditures primarily relate to new store construction,
including furniture, fixtures and equipment and land purchases,
and leasehold improvements to existing properties. CarMax
expects to open four to six stores during fiscal 2003, approxi-
mately one half of which will be satellite stores, and, assuming the
business continues to meet our expectations, 22 to 30 stores over
the following four years. We expect the initial cash investment per
store to be in the range of $20 million to $27 million for a stan-
dard superstore and $10 million to $15 million for a satellite store.
If CarMax takes full advantage of building and land sale-lease-
backs, then we expect the net cash used to fund a new store will be
$8 million to $12 million for a standard superstore and $5 million
to $7 million for a satellite superstore. As a new store matures,
sales financed through CarMax's finance operation will require
additional use of capital in the form of a seller’s interest in the
receivables or reserves. For a standard used-car superstore, we
would expect the cash investment for the seller’s interest to range
from $0.8 million to $1.5 million at the end of the first year of
operation, growing to $2.2 million to $3.4 million after five years
of operation.

For the Company, we expect that available cash resources,
CarMax’s anticipated credit agreement secured by vehicle inven-
tory, sale-leaseback transactions, landlord reimbursements and
cash generated by operations will be sufficient to fund capital
expenditures for the foreseeable future.

FINANCING ACTIVITIES. In December 2001, CarMax entered
into an $8.5 million secured promissory note in conjunction
with the purchase of land for new store construction. This note,
which is payable in August 2002, was included in short-term
debt as of February 28, 2002.

31 CIRCUIT CITY STORES, INC, ANNUAL REPORT 2002




As scheduled, Circuit City Stores used existing working capital
to repay a $130 million term loan in fiscal 2002 and a $175 mil-
lion term loan in fiscal 2001. At February 28, 2002, a $100 million
ourtstanding term loan due in July 2002 was classified as a current
liability. Although the Company has the ability to refinance this
debt, we intend to repay it using existing working capital.

At February 28, 2002, the Company had cash and cash
equivalents of $1.25 billion and total outstanding debt of
$126.4 million. Circuit City Stores maintains a $150 million
unsecured revolving credit facility that expires on August 31,
2002. The Company does not anticipate renewing this facility.
The Company also maintains $195 million in committed sea-
sonal lines of credit that are renewed annually with various
banks. At February 28, 2002, total balances of $1.8 million
were outstanding under these facilities.

We anticipate that during the first quarter of fiscal 2003,
CarMax will enter into a multi-year, $200 million credit agree-
ment secured by vehicle inventory. We anticipate that some of
the proceeds from the agreement will be used for the repayment
of allocated debt; the payment on the separation date of a one-
time special dividend to Circuit City Stores, Inc., currently esti-
mated to be between $25 million and $35 million; the payment
of transaction expenses incurred in connection with the separa-
tion; and general corporate purposes. Refer to “Contractual Obli-
gations” for further discussion of the special dividend payment.

Receivables generated by the Circuit City and CarMax
finance operations are funded through securitization transac-
tions in which the finance operations sell cheir receivables while
retaining servicing rights. These securitization transactions pro-
vide an efficient and economical means of funding credit card
and automobile loan receivables. For transfers of receivables
that qualify as sales under SFAS No. 140, “Accounting for
Transfers and Servicing of Financial Assets and Extinguishments
of Liabilities,” we recognize gains and losses as a component of
the profits of Circuit City’s or CarMax’s finance operation.

On a daily basis, Circuit City’s finance operation sells its
private-label credit card and MasterCard and VISA credit card,
referred to as bankcard, receivables to special purpose subsidiaries,
which, in turn, transfer the receivables to two separate securitiza-
tion master trusts. The master trusts periodically issue asset-
backed securities in public offerings and private transactions, and
the proceeds are distributed through the special purpose sub-
sidiaries to Circuit City’s finance operation. The special purpose
subsidiaries retain an undivided interest in the transferred receiv-
ables and hold various subordinated asset-backed securities that
serve as credit enhancement for the asset-backed securities held
by outside investors. Circuir City’s finance operation continues to
service the transferred receivables for a fee.

The private-label and bankcard master trusts each have issued
multiple series of asset-backed securities, referred to as term secu-
rities, having fixed initial principal amounts. Investors in the term
securities are entitled to receive monthly interest payments and a
single principal payment on a stated maturity date. In addition,
each master trust has issued a series of asset-backed securities,
referred to as variable funding securities, having a variable principal
amount. Investors in the variable funding securities are generally
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entitled to receive monthly interest payments and have commit-
ted to acquire additional undivided interests in the transferred
receivables up to a stated amount through a stated commitment
termination date. The commitment under the private-label variable
funding series is currently scheduled to expire on December 13,
2002, and the commitment under the bankcard variable funding
series is currently scheduled to expire on October 24, 2002. We
expect that the commitment termination dates of both variable
funding series will be extended. If certain events were to occur,
principal payment dates for the term series would be accelerated,
the variable funding commitments would terminate and the vari-
able funding investors would begin to receive monthly principal
payments until paid in full.

At February 28, 2002, the aggregate principal amount of securi-
tized credit card receivables totaled $1.31 billion under the private-
label program and $1.49 billion under the bankcard program. At
February 28, 2002, the unused capacity of the private-label variable
funding program was $22.9 million and the unused capacity of the
bankcard variable funding program was $496.5 million. At
February 28, 2002; there were no provisions providing recourse to
the Company for credit losses on the receivables securitized
through the private-label or bankcard master trusts.

We have conducted tests of a co-branded Circuit City
bankcard, which offers more utility to the customer than the
private-label card. We are considering transitioning our private-
label program to this card.

On a monthly basis, CarMax’s finance operation sells its auto-
mobile loan receivables to a special purpose subsidiary, which, in
turn, transfers the receivables to a group of third-party investors.
The investors sell commercial paper backed by the transferred
receivables, and the proceeds are distributed through the special
purpose subsidiary to CarMax’s finance operation. The special pur-
pose subsidiary retains a subordinated interest in the transferred
receivables. CarMax’s finance operation continues to service the
transferred receivables for a fee. The investors are generally entided
to receive monthly interest payments and have committed to
acquire additional undivided interests in the transferred receivables
up to a stated amount through June 27, 2002. We expect that the
commitment termination date will be extended. If certain events
were to occur, the commitment to acquire additional undivided
interests would terminate and the investors would,begin to receive
monthly principal payments until paid in full. At February 28,
2002, the unused capacity of this program was $211.0 million.

CarMax’s finance operation periodically refinances its auto-
mobile loan receivables through the public issuance of asset-
backed securities. The finance operation sells the receivables to
be refinanced to a special purpose subsidiary, which, in turn,
transfers the purchased receivables to a securitization trust. The
securitization trust then issues asset-backed securities secured by
the transferred receivables in public offerings, and the proceeds
are distributed through the special purpose subsidiary to
CarMax’s finance operation. CarMax continues to service the
transferred receivables for a fee. Asset-backed securities were
issued totaling $644.0 million in October 1999, $655.4 million
in January 2001 and $641.7 million in November 2001.




At February 28, 2002, the aggregate principal amount of
securitized automobile loan receivables totaled $1.54 billion. At
February 28, 2002, there were no provisions providing recourse
to the Company for credit losses on the securitized automobile
loan receivables.

We anticipate that we will be able to expand or enter into
new securitization arrangements to meet future needs of both
the Circuit City and CarMax finance operations.

During the second quarter of fiscal 2002, Circuit City Stores,
Inc. completed the public offering of 9,516,800 shares of
CarMax Group Common Stock. The shares sold in the offering
were shares of CarMax Group Common Stock that previously
had been reserved for the Circuit City Group or for issuance to
holders of Circuit City Group Common Stock. The net proceeds
of $139.5 million from the offering were allocated to the Circuit
City Group to be used for general purposes of the Circuit City

business, including remodeling of Circuit City Superstores.

CONTRACTUAL OBLIGATIONS(™

4to5
Years

After 5
Years

2to3

(Amounts in millions) Total 1Year  Years

Contractual obligations:

Long-term debr.......... $ 1045 $101.5 $ 26 $ 04 § -

Promissory note......... 8.5 8.5 - - -
Capital lease

obligations............ 11.6 0.6 1.3 1.7 8.0
Operating leases......... 4,801.8 339.2 6723 659.1 3,131.2
Lines of credit............ 1.8 1.8 - - -
Other contractual

obligations 185 1853 - - —

$4,946.7 $470.1 $676.2 $661.2 $3,139.2

(1) Amounts are based on the capital structure of Circuit City Stores, Inc. as of February 28,
2002. Future obligations depend upon the final outcome of the proposed separation of
CarMax.

CarMax currently operates 23 of its sales locations pursuant
to various leases under which Circuit City Stores, Inc. was the
original tenant and primary obligor. Circuit City Stores, Inc.,
and not CarMax, had originally entered into these leases so that
CarMax could take advantage of the favorable economic terms
available to us as a large retailer. We have assigned each of these
leases to CarMax. Despite the assignment and pursuant to the
terms of the leases, we remain contingently liable under the

leases. For example, if CarMax were to fail to make lease pay-
ments under one or more of the leases, we may be required to
make those payments on CarMax’s behalf. In recognition of this
ongoing contingent liability, CarMax has agreed to make a one-
time special dividend payment to Circuit City Stores, Inc. on
the separation date, assuming the separation is completed. We
currently expect this special dividend to be between $25 million
and $35 million.

Capital Structure

Total assets at February 28, 2002, were $4.54 billion, up
$668.1 million, or 17 percent, since February 28, 2001. An
$805.4 million increase in cash, partly offset by a $124.3 mil-
lion decrease in inventory, was the primary contributor to the
increase in total assets.

During fiscal 2002, stockholders’ equity increased 16 per-
cent to $2.73 billion. Capitalization for the past five years is
llustrated in the “Capitalization” table below. The return on
equity was 8.6 percent in fiscal 2002, compared with 7.1 per-
cent in fiscal 2001.

Historically, the Groups have relied on the cash or external
debt of Circuit City Stores, Inc. to provide working capital
needed to fund net assets not otherwise financed through sale-
leasebacks or the securitization of receivables. Most of the finan-
cial activities of each Group are managed by the Company on a
centralized basis and are dependent on the financial condition
of the Company or, in some cases, its separate businesses. These
financial activities have included the investment of surplus cash,
issuance and repayment of debrt, securitization of receivables,
sale-leasebacks of real estate and inter-group loans.

In February 2002, Circuit City Stores, Inc. announced plans
to separate the CarMax business from the Circuit City business
in a tax-free transaction in which CarMax, Inc., presently a
wholly owned subsidiary of Circuit City Stores, Inc., would
become an independent, separately traded public company. The
separation plan calls for Circuit City Stores, Inc. to redeem all
outstanding shares of CarMax Group Common Stock in
exchange for shares of common stock of CarMax, Inc.
Simultaneously, shares of CarMax, Inc. common stock, repre-
senting the shares of CarMax Group Common Stock reserved
for the holders of Circuit City Group Common Stock, would
be distributed as a tax-free dividend to the holders of Circuit
City Group Common Stock.

CAPITALIZATION
Fiscal 2002 2001 2000 1999 1998
(Dollar amounts in millions) $ % S % $ % S % $ %
Long-term debr, excluding

current installments ..........cove.n. $ 141 1% $ 116.1 5% $ 2492 10% $ 426.6 17% $ 4243 18%
Other long-term liabilities.... - 149.6 5 107.1 4 157.8 6 149.7 6 171.5 7
Total stockholders’ equity .....ccccouuee. 2,734.4 94 2,356.5 91 2,142.2 84 1,905.1 77 1,730.0 75
Total capitalization .......cccvecerveeerens $2,898.1 100% $2,579.7  100% $2,549.2  100% $2,481.4 100% $2,325.8 100%
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MARKET RISK
Receivables Risk
The Company manages the market risk associated with the pri-
vate-label credit card and bankcard revolving loan portfolios of
Circuit City’s finance operation and the automobile installment
loan portfolio of CarMax’s finance operation. Portions of these
portfolios have been securitized in transactions accounted for as
sales in accordance with SFAS No. 140 and, therefore, are not
presented on the Company’s consolidated balance sheets.
CONSUMER REVOLVING CREDIT RECEIVABLES. The majority of
accounts in the private-label credit card and bankcard portfolios
are charged interest at rates indexed to the prime rate, adjustable
on a monthly basis subject to certain limitations. The balance of
the accounts are charged interest at a fixed annual percentage
rate. As of February 28, 2002, and February 28, 2001, the total
outstanding principal amount of private-label credit card and
bankcard receivables had the following interest rate struccure:

(Amounts in millions) 2002 2001

Indexed to prime rate...o.iioccerieiiiiiiveireseesranninns $2,645 $2,596
Fixed APR 202 203
TOtalu i s $2,847 $2,799

Financing for the private-label credit card and bankcard
receivables is achieved through asset securitization programs that,
in turn, issue both private and public market debt, principally at
floating rates based on LIBOR and commercial paper rates.
Receivables held for sale are financed with working capital. The
total principal amount of receivables securitized or held for sale at
February 28, 2002, and February 28, 2001, was as follows:

(Amounts in millions) 2002 2001

Floating-rate securitizations ...........c.oocecennrecneenens $2,798 $2,754
Held for sale.mniiceeeirceeeeevesirennnins 49 45
TOTA) o ccrcisvcr et enn $2,847 $2,799

AUTOMOBILE INSTALLMENT LOAN RECEIVABLES. At February 28,
2002, and February 28, 2001, all loans in the portfolio of auto-
mobile loan receivables were fixed-rate installmenr loans. Financ-
ing for these automobile loan receivables is achieved through
asset securitization programs that, in turn, issue both fixed- and
floating-rate securities. Receivables held for investment or sale
are financed with working capiral. The total principal amount of
receivables securitized or held for investment or sale as of
February 28, 2002, and February 28, 2001, was as follows:

(Amounts in millions) 2002 2001
Fixed-rate secUritizations ......cuve.veeriveeioviniiiecanens $1,122 $ 984
Floating-rate securitizations

synthetically altered to fixed ...cccocvvvinirirnnnce. 413 299
Floating-rate secUritizations ............ccovvverivininnnes 1 1
Held for investment® .......cccovvivnceriieneceninens 12 9
Held for sale 2 3
TOtal e $1,550 $1,296

(1) Held by a bankruptcy-remote special purpose subsidiary.
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INTEREST RATE EXPOSURE. The Company is exposed to interest
rate risk on Circuit City’s securitized credit card portfolio, espe-
cially when interest rates move dramatically over 2 relatively short
period of time. We have attempted to mitigate this risk through
matched funding,. In addition, our ability to increase the finance
charge yield of Circuit City’s variable rate credit cards may be
contractually limited or limited at some point by competitive
conditions. Interest rate exposure relating to CarMax’s securi-
tized automobile loan receivables represents a market risk expo-
sure that we manage with matched funding and interest rate
swaps matched to projected payoffs. Generally, changes only in
interest rates do not have a material impact on the Company’s
results of operations.

The market and credit risks associated with financial deriva-
tives are similar to those relating to other types of financial
instruments. Refer to Note 12 to the Company’s consolidated
financial statements for a description of these items. Market risk
is the exposure created by potential luctuations in interest
rates. On behalf of Circuit City, the Company enters into inter-
est rate cap agreements to meet the requirements of the credit
card receivable securitization transactions. The Company has
enteted into offsetting interest rate cap positions and, therefore,
does not anticipate significant market risk arising from interest
rate caps. The Company does not anticipate significant market
risk from swaps because they are used on a monthly basis to
match funding costs to the use of the funding. Credir risk is the
exposure to nonperformance of another party to an agreement.
The Company mitigates credit risk by dealing with highly rated

bank counterparties.

FORWARD-LOOKING STATEMENTS

The provisions of the Private Securities Litigation Reform Act
of 1995 provide companies with a “safe harbor” when making
forward-looking statements. This “safe harbor” encourages
companies to provide prospective information abour their
companies without fear of litigation. The Company wishes to
take advantage of the “safe harbor” provisions of the Act.
Company statements that are not historical facts, including
statements about management’s expectations for fiscal 2003
and beyond, are forward-looking statements and involve vari-
ous risks and uncertainties.

Forward-looking statements are estimates and projections
reflectin