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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
Circuit City Stores, Inc. and Subsidiaries
Consolidated Statements of Operations (Unaudited)

(Amounts in thousands except per share data)

Three Months Ended
November 30

2004 2003
Net sales and operating revenues $2,493,389 $ 2,407,424
Cost of sales, buying and warehousing 1,866,350 1,872,600
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Gross profit 627,039 534,824
Finance income - 5,631
Selling, general and administrative expenses 628,841 572,217
Stock-based compensation expense 6,442 10,775
Interest expense 476 169

Loss from continuing operations

before income taxes (8,720) (42,706)
Income tax benefit (2,820) (14, 651)
Net loss from continuing operations (5,900) (28,055)
Net earnings (loss) from discontinued operations - 25,546
Net loss S (5,900) S (2,5009) S
Weighted average common shares:
Basic 191,135 206,441
Diluted 191,135 206,441
Net (loss) earnings per share:
Basic:
Continuing operations $ (0.03) $ (0.14) S
Discontinued operations - 0.12
$ (0.03) $ (0.01) S
Diluted:
Continuing operations $ (0.03) $ (0.14) S
Discontinued operations - 0.12
$ (0.03) $ (0.01) S
Cash dividends paid per share $ 0.0175 $ 0.0175
See accompanying notes to consolidated financial statements.
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Circuit City Stores, Inc. and Subsidiaries
Consolidated Balance Sheets
(Amounts in thousands except share data)
Nov. 30,
(Unaudi
ASSETS
Current assets:
Cash and cash equivalents $ 75
Accounts receivable, net of allowance for doubtful accounts
of $429 and $547 12
Retained interests in securitized receivables
Merchandise inventory 2,45
Prepaid expenses and other current assets 4
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Total current assets

Property and equipment, net
Deferred income taxes
Goodwill

Other intangible assets
Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

Accounts payable

Accrued expenses and other current liabilities
Accrued income taxes

Deferred income taxes

Short-term debt

Current installments of long-term debt
Liabilities of discontinued operation

Total current liabilities

Long-term debt, excluding current installments
Accrued straight-line rent
Other liabilities

TOTAL LIABILITIES

Stockholders' equity:

Common stock, $0.50 par value;
525,000,000 shares authorized; 191,249,797 shares
issued and outstanding at November 30, 2004
(203,899,395 at February 29, 2004)

Capital in excess of par value

Retained earnings

Accumulated other comprehensive income

TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See accompanying notes to consolidated financial statements.
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Circuit City Stores, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (Unaudited)
(Amounts in thousands)

2004
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Operating Activities:
Net loss
Adjustments to reconcile net loss to net cash provided by (used in)
operating activities of continuing operations:
Net loss from discontinued operations
Depreciation and amortization
Stock option expense
Amortization of restricted stock awards
Loss on dispositions of property and equipment
Provision for deferred income taxes
Changes in operating assets and liabilities:
Increase in accounts receivable, net
Decrease (increase) in retained interests in securitized receivables
Increase in merchandise inventory
Increase in prepaid expenses and other current assets
Decrease in other assets
Increase in accounts payable
Decrease in accrued expenses and other current liabilities,
and accrued income taxes
(Decrease) increase in accrued straight-line rent and other liabilities

Net cash provided by (used in) operating activities of
continuing operations

Investing Activities:

Proceeds from the sale of the private-label finance operation
Acquisitions, net of cash acquired of $30,615

Purchases of property and equipment

Proceeds from sales of property and equipment

Net cash provided by (used in) investing activities of
continuing operations

Financing Activities:

Proceeds from short-term debt, net
Principal payments on long-term debt
Repurchase and retirement of common stock
Issuances of common stock, net

Dividends paid

Net cash used in financing activities of continuing operations

Net cash (used in) provided by discontinued bankcard finance operation
Effect of exchange rate changes on cash

Decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of period

See accompanying notes to consolidated financial statements. See Note 13 for
supplemental cash flow information.
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CIRCUIT CITY STORES, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

Basis of Presentation

The consolidated financial statements of the company conform to accounting
principles generally accepted in the United States of America. In the
opinion of management, the accompanying unaudited financial statements
contain all adjustments, which consist only of normal, recurring
adjustments, necessary for a fair presentation. Due to the seasonal nature
of the company's Dbusiness, 1interim results are not indicative of results
for the entire fiscal year. The company's consolidated financial statements
included in this report should be read in conjunction with the notes to the
audited financial statements incorporated by reference in the company's
fiscal 2004 Annual Report on Form 10-K.

On May 12, 2004, the company acquired a controlling interest in InterTAN,
Inc. and on May 19, 2004, completed its acquisition of 100 percent of the
common stock of InterTAN for cash consideration of $259.3 million, which
includes transaction costs and is net of cash acquired of $30.6 million.
InterTAN is a leading consumer electronics retailer of both private-label
and internationally branded products with headquarters in Barrie, Ontario,
Canada. InterTAN operates through retail stores and dealer outlets in
Canada under the trade names RadioShack(R), Roger Plus(R) and Battery
Plus(R). In addition to enabling Circuit City to accelerate the offering of
private-label merchandise to its customers, the acquisition of InterTAN
gives Circuit City its first presence in the Canadian market. See Note 3
for additional discussion of the acquisition.

On May 25, 2004, the company completed the sale of its private-label
finance operation, comprised of its private-label and co-branded Visa
credit card programs, to Chase Card Services, formerly Bank One
Corporation. Results from the private-label finance operation, including
transition and transaction costs of approximately $6 million related to the
sale of the operation, are included in finance 1income. The company also
entered into a Consumer Credit Card Program Agreement under which Chase
Card Services 1is offering private-label and co-branded credit cards to new
and existing customers of the company. The company is compensated under the
program agreement primarily based on the number of new accounts opened less
promotional financing costs that exceed a negotiated base amount. After the
sale date, the earnings contribution from the program agreement has been
included in net sales and operating revenues on the consolidated statement
of operations. See Note 12 for additional discussion concerning the sale of
the private-label finance operation and the consumer credit agreement.

On November 18, 2003, the company completed the sale of its bankcard
finance operation, which 1included Visa and MasterCard credit card
receivables and related cash reserves. Results from the bankcard finance
operation are presented as results from discontinued operations. See Note 2
for additional discussion concerning the sale of the Dbankcard finance
operation.

Certain prior year amounts have been reclassified to conform to the current
presentation.

Discontinued Operations

On November 18, 2003, the company completed the sale of its bankcard
finance operation to FleetBoston Financial. Results from the bankcard
finance operation are presented as results from discontinued operations.
The sale agreement included a transition services agreement under which



Edgar Filing: CIRCUIT CITY STORES INC - Form 10-Q

employees of the company's finance operation continued to service the
bankcard accounts until final conversion of the bankcard portfolio to
FleetBoston, which occurred on April 2, 2004. Through that date,
FleetBoston reimbursed the company for operating costs incurred during the
transition period. The company incurred severance costs ratably through the
final conversion date.

The net earnings from discontinued operations totaled $25.5 million for the
three months ended November 30, 2003. The total is comprised of $24.0
million of after-tax earnings from the discontinued bankcard
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operation and $1.5 million from the discontinued Divx operation due to a
$2.3 million reduction in the provision for commitments under licensing
agreements.

For the nine months ended November 30, 2004, the net loss from discontinued
operations totaled $1.2 million, which 1is comprised of post-closing
adjustments related to the sale of the bankcard operation. The net loss
from discontinued operations for the nine months ended November 30, 2003,
was $83.4 million and is comprised of an after-tax net loss of $84.9
million from the discontinued Dbankcard operation and after-tax earnings of
$1.5 million from the discontinued Divx operation.

Cash flows related to the discontinued Dbankcard operation have Dbeen
segregated on the consolidated statements of cash flows.

Acquisition of InterTAN, Inc.

On May 12, 2004, the company acquired a controlling interest in InterTAN,
Inc. and on May 19, 2004, completed its acquisition of 100 percent of the
common stock of InterTAN for cash consideration of $259.3 million, which
includes transaction costs and is net of cash acquired of $30.6 million.
This acquisition was accounted for using the purchase method in accordance

with Statement of Financial Accounting Standards No. 141, "Business
Combinations." Accordingly, the company recorded the net assets at their
estimated fair values, and included operating results in the consolidated

financial statements since May 12, 2004. The company allocated the purchase
price to the acquired assets and liabilities using available information.
The purchase price allocation includes goodwill of $186.3 million and
identifiable intangible assets of $28.0 million. Goodwill is not deductible
for tax purposes. SFAS No. 142, "Goodwill and Intangible Assets," requires
that goodwill and other intangible assets be evaluated for impairment at
least annually. The identifiable intangible assets consist of
contract-based intangibles and will be amortized on a straight-line basis
over their estimated useful lives, which range from 4.5 years to 20 years.
The company evaluated goodwill and the identifiable intangible assets
during the second quarter of this fiscal year and will perform the
impairment evaluation annually during the second quarter of each fiscal
year. See Note 9 and Note 13 for additional discussion of goodwill and
other intangible assets.

Selected historical and pro forma financial information assuming the
acquisition had been consummated at the Dbeginning of fiscal 2004 was as
follows:
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Three Months Ended
November 30

2004 2003

(Amounts in millions except per share data) Historical Pro Forma
Net sales and operating revenuUesS. ... ....oeeeeeeeenenennnns $2,493.4 $2,531.6
Net loss from continuing operations.................... $ 5.9 $ 25.8
Net loss per share from continuing

[} ST ot il I o =T $ 0.03 $ 0.13
DL A 0 = $ 5.9 $ 0.3
Net 10SS Per Share. ...t ii ittt ittt eeeneeennnns $ 0.03 $ -

After Circuit City's March 31, 2004 announcement of its agreement to
acquire InterTAN, RadioShack Corporation asserted early termination of its
licensing and other agreements with InterTAN. On April 5, 2004, RadioShack
filed suit against InterTAN, and amended that suit on April 27, 2004 (the
"RadioShack 1litigation"). InterTAN disputes the termination scenarios
alleged by RadioShack and is vigorously defending against those claims. On
May 11, 2004, InterTAN asserted a counterclaim seeking a declaration under
U.S. federal trademark law that the use of the RadioShack marks is proper.
Circuit City was added as a necessary party to that litigation and removed
the matter to Federal Court in the Northern District of Texas. On May 12,
2004, Circuit City filed its own suit in Federal Court in the Northern
District of Texas seeking a declaration under U.S. federal trademark law
that the wuse of the marks 1in Canada 1is proper (the "Circuit City
litigation"). InterTAN has cross-claimed against RadioShack Dbased on
federal trademark law and remedies for business disparagement. On December
9, 2004, the federal court remanded the RadioShack
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litigation back to the Texas state court. On December 14, 2004, the federal
court granted RadioShack's motion to dismiss the Circuit City 1litigation
and the related InterTAN cross-claims.

Circuit City believes that RadioShack is not entitled to early termination
of the agreements and that InterTAN has substantial defenses to the
RadioShack claims. Circuit City and InterTAN intend to vigorously pursue
all claims and defend the claims in the RadioShack litigation. Circuit City
believes that this litigation will not have a material adverse effect on
the company's financial condition or results of operations.

Finance Income

Finance income includes the results from the company's private-label
finance operation, including transition and transaction costs of
approximately $6 million related to the sale of the operation to Chase Card
Services, through May 25, 2004, the date the company completed the sale.

For the three and nine months ended November 30, 2004 and 2003, the
components of pretax finance income were as follows:

Three Months Ended
November 30
(Amounts in millions) 2004 2003
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Less: Payroll and fringe benefit expenses...........c.cooo... - 7.0
Other direct EXPenSeS ... v ittt ittt ittt eteeeeeeeeenns - 12.7
Finance InCome. . ...ttt ittt ettt ettt et et S - $ 5.6

Securitization income primarily is comprised of the gain on the sale of
receivables generated by the company's private-label finance operation,
income from retained interests in the credit card receivables and income
related to servicing the receivables, as well as the impact of increases or
decreases in the fair wvalue of the retained interests. Securitization
income is reduced by payroll, fringe Dbenefits and other costs directly
associated with the management and securitization of the private-label
receivables.

5. Stock-Based Compensation

Effective December 1, 2003, the company adopted the fair value based method
of accounting for stock-based compensation in accordance with SFAS No. 123,
"Accounting for Stock-Based Compensation." The adoption of this standard
was applied using the retroactive restatement method as defined in SFAS No.
148, "Accounting for Stock-Based Compensation - Transition and Disclosure."
The following table sets forth the effect of the retroactive restatement
for adoption of SFAS No. 123.

(Amounts in thousands Three Months Ended
except per share data) November 30, 2003

Net loss from continuing operations:

Previously reported. @ittt ittt ettt ettt $24,073
Restated for adoption of SFAS No. 123........itiieeenen.. $28,055
Net loss per share from continuing operations:
Basic:
Previously reported. . ...ttt ittt eteeeeeeeeanns S 0.12
Restated for adoption of SFAS No. 123..........0cceen.. $ 0.14
Diluted:
Previously reported. . ...ttt ii ittt tteeeeeeeeanns S 0.12
Restated for adoption of SFAS No. 123..........ccieen.. $ 0.14
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The fair value of each stock option granted by the company is estimated as
of the grant date wusing the Black-Scholes option-pricing model with the
following weighted average assumptions.

Three Months Ended
November 30

2004 2003
Expected dividend yield.......coiiiiiitiinnnenn.. 0.5% 1.1%
Expected stock volatility...... ... 63% 76%
Risk-free interest rates....... ... 3% 2%
Expected lives (In yearsS) ... et teeneneennn 5 5
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Using these assumptions in the Black-Scholes model, the weighted average
fair value of options granted was $8.25 per option for the three months
ended November 30, 2004, and $6.61 per option for the nine months ended
November 30, 2004. The weighted average fair value of options granted was
$3.76 per option for the three months ended November 30, 2003, and $3.59
per option for the nine months ended November 30, 2003.

See Note 15 for a discussion of SFAS No. 123(R), which was issued by the
Financial Accounting Standards Board in December 2004.

Comprehensive Income (Loss)

The components of the company's comprehensive income (loss) consist of the
net loss and other comprehensive income. Other comprehensive income is
comprised of foreign currency translation adjustments and is recorded net
of deferred income taxes directly to stockholders' equity.

The components of comprehensive income (loss), net of taxes, were as
follows:

Three Months Ended
November 30

(Amounts in millions) 2004 2003

D = S X0 = $ (5.9) $(2.5)
Foreign currency translation.........oeeiiiiiiiiiieeeeeennnn 25.0 -
Comprehensive 1ncome (L1OSS) v v ve ettt eeeeenennoeeeeeeeennnns $19.1 $(2.5)

Net (Loss) Earnings per Share

For the three and nine months ended November 30, 2004 and 2003, no options
or restricted stock were included in the calculation of diluted net loss
per share because the company reported a loss from continuing operations.
Options to purchase 17.4 million shares of common stock with exercise
prices ranging from $3.10 to $27.21 and restricted stock amounting to 2.3
million shares were outstanding at November 30, 2004. Options to purchase
18.6 million shares of common stock with exercise prices ranging from $5.61
to $27.21 per share and restricted stock amounting to 3.6 million shares
were outstanding at November 30, 2003.

Restricted Cash

The sale of the private-label finance operation eliminated the company's
obligation to restrict cash for settlement obligations. During the second
quarter of fiscal 2005, the company settled the remaining liquidity
restrictions on the cash of First ©North American National Bank, the
company's wholly owned national bank subsidiary, as part of the liquidation
of that subsidiary. As a result, the company did not have any cash or cash
equivalents held by the company's regulated subsidiaries and thus all cash
and cash equivalents were available for general corporate purposes at
November 30, 2004. Cash and cash equivalents held by the company's
regulated subsidiaries and not available for general corporate purposes
were $61.6 million at February 29, 2004.
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Goodwill and Other Intangible Assets

The changes in the carrying amount of goodwill by reportable segment for
the nine months ended November 30, 2004, were as follows:

Domestic Intern
(Amounts in millions) Retail Operation Retail
Balance at February 29, 2004 . ... ...ttt it ennnneeeennn S - S
Goodwill resulting from acquisitions.................... 2.5 1
Changes in foreign currency exchange rates.............. -
Balance at November 30, 2004 . . ... i it itteeeeeennneenns $2.5 $2
Acquired intangible assets at November 30, 2004, were as follows:
At November 30, 2004
Weighted
Gross Average
Carrying Amortization
(Dollar amounts in millions) Amount Period (in years)
Dealer-relationship contracts................ $15.2 20.0
Vendor contract..... .ottt 11.7 10.0
Employment agreements.........c.oiiiieeennnenn. 5.8 4.5
L 0T 2.9 2.9
180 = $35.6

Amortization expense for amortizing intangible assets was $1.0 million for
the three months ended November 30, 2004, and $2.0 million for the nine
months ended November 30, 2004. The company did not have any amortization
expense in the first quarter of fiscal 2005. Estimated amortization expense
for fiscal 2005 is $3.1 million. Estimated amortization expense for the
next five fiscal years is $4.3 million in 2006, $4.1 million in 2007, $3.5
million in 2008, $2.9 million in 2009, and $1.9 million in 2010. These
amortization expense estimates are subject to fluctuations in foreign
currency exchange rates. See Note 3 and Note 13 for additional discussion
of goodwill and other intangible assets.

Common Stock Repurchased

In January 2003, the company's board of directors authorized the repurchase
of up to $200 million of common stock. In June 2004, the board authorized a
$200 million increase 1in its stock repurchase authorization for an
aggregate authorization of $400 million. During the three months ended
November 30, 2004, the company repurchased and retired 4.5 million shares
under that authorization at a cost of $69.4 million. For the nine months
ended November 30, 2004, the company repurchased and retired 15.6 million
shares under that authorization at a cost of $210.1 million. As of November
30, 2004, the company had repurchased and retired 24.8 million shares of
common stock under that authorization at a cost of $294.4 million. Based on
the market value of the common stock at November 30, 2004, the remaining
$105.6 million authorized would allow the company to repurchase up to
approximately 4 percent of the 191.2 million shares then outstanding.

11
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Pension Plans

The company provides a noncontributory defined benefit pension plan to
eligible employees. Plan benefits generally are based on years of service
and average compensation. The company also has an unfunded nonqualified
benefit restoration plan that restores retirement Dbenefits for senior
executives who are affected by Internal Revenue Code limitations on
benefits provided under the company's pension plan.
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The components of the net pension expense for the plans were as follows:

Three Months Ended
November 30

(Amounts in thousands) 2004

LS a7 I o1 = S oo ¥ S 3,497
I 0wl St S = N @ = Y 3,898
Expected return on plan assetS. ..ttt iineeeeeeennnns (4,093)
Amortization of prior service cost..........iiiiii.. 119
Amortization of recognized actuarial loss............. 1,255
Adjustment due to the freezing of the plans........... 243
Net PenNSion EXPENSE . i i ittt ittt ettt et enaeaeens S 4,919

On October 18, 2004, the board of directors approved an amendment to freeze
both the pension and benefit restoration plans, effective February 28,
2005. Once the pension plan is frozen, all eligible associates will retain
any Dbenefits accumulated to the effective date, but will no longer be
eligible to increase their Dbenefit. Eligible employees will continue to
earn vesting credit toward the ©pension plan's vesting requirements.
Employees who would be eligible to retire under both plans' early or normal
retirement provisions on or before February 29, 2008, are considered
grandfathered employees and are not subject to the plan changes.

Circuit City made no contributions to its defined benefit pension plan
during the first nine months of fiscal 2005. The company intends to make
any contributions to the defined Dbenefit pension plan that would be
necessary to meet ERISA minimum funding standards and any additional
contributions as needed to ensure that the fair wvalue of plan assets at
February 28, 2005, exceeds the accumulated benefit obligation. The company
expects to make a contribution of approximately $20 million in fiscal 2005.
The company's expected contribution for the restoration plan is $463,000,
which is equal to the expected benefit payments for the plan.

Segment Information

The company has two reportable segments: its domestic retail operation and
its international retail operation. The company identified these segments
based on its management reporting structure and the nature of the products
and services offered by each segment. The domestic retail operation segment
is primarily engaged 1in the business of selling brand-name consumer
electronics, personal computers and entertainment software in the United
States. The international retail operation segment is primarily engaged in

12
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the business of selling private-label and internationally Dbranded consumer
electronics products in Canada. Prior to the second quarter of fiscal 2005,
the company had a third reportable segment, its finance operation. The
company completed the sale of its private-label finance operation,
comprised of its private-label and Visa co-branded credit card programs, to
Chase Card Services on May 25, 2004. Results from the private-—-label finance
operation, including transition and transaction costs of approximately $6
million related to the sale of the operation, are included in finance
income. See Note 4 for additional discussion of finance income. The company
has entered into an arrangement under which Chase Card Services is offering
private-label and co-branded credit cards to new and existing customers of
the company and providing credit card services to all cardholders. After
the sale date, the earnings contribution from that arrangement has been
included in net sales and operating revenues on the consolidated statement
of operations and is included in the domestic retail segment. Net credit
revenues of $1.9 million for the third quarter include new account
activation revenues of $13.3 million offset by promotional financing cost
of $11.5 million. Net credit revenues of $8.3 million for the first nine
months of the current fiscal year include new account activation revenues
of $24.3 million offset by promotional financing cost of $16.1 million.

The accounting policies for the company's segments are the same as those
set forth in Note 14 below and Note 2 to the company's audited consolidated
financial statements incorporated by reference in the company's fiscal 2004
Annual Report on Form 10-K.
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Revenue by reportable segment and the reconciliation to the consolidated

statements of operations were as follows:

Three Months Ended
November 30

(Amounts in millions) 2004 2003

Domestic retail OpPeration. ... v e ettt eeeeeeennneeeenns $2,351.4 $2,407.4
International retail operation........c.o.oiiiiiiieennnennnsn 142.0 -
Finance operation. ...ttt ittt ettt eeneeeeens - 25.3
IO o= B A o T Y o G Y 2,493.4 2,432.7
Less: securitization income* ... ... ...ttt - 25.3
Net sales and operating revenUES ... ... eeeeeeeeeennnnnns $2,493.4 $2,407.4

*Securitization income is included in finance income, which is reported
separately from net sales and operating revenues on the statements of
operations.

The loss or earnings from continuing operations before income taxes by
reportable segment and the reconciliation to the consolidated statements of
operations were as follows:

Three Months Ended
November 30
(Amounts in millions) 2004 2003
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Domestic retail OpPeration. .. .u e e et ettt eeeeeennneeeenns $(17.6) $(48.3)
International retail operation........c.ooiiiiiiinnnneennnn 8.9 -
Finance operation. ...ttt ittt ittt ettt eeeeeeens - 5.6

Loss from continuing operations before income

Total assets Dby reportable segment and the reconciliation to the
consolidated balance sheets were as follows:

At November 30 At February
(Amounts in millions) 2004 2004
Domestic retail operation. ...ttt eeeeneeeeennns $3,906.3 $3,031.
International retail operation........uuiiiieeteennneenn. 474.2
Finance operation. .. ...t iii it ittt eeneeaeenns - 601.
I ot T i = T $4,380.5 $3,633.

Goodwill and intangible assets by reportable segment were as follows:

At November 30 At Februar
(Amounts in millions) 2004 2004
Domestic retail operation. ...ttt eneeneeeeennns S 4.9 S -
International retail operation........cuiiiiietennnnnenns 252.6 -
Total goodwill and intangible assets................o ... $257.5 $ -
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Supplemental Consolidated Statement of Cash Flows Information

The following table summarizes supplemental cash flow information for the
nine months ended November 30, 2004.

Nine Months
(Amounts in thousands) November 30,
Supplemental schedule of non-cash investing and financing
activities:
Capital lease OD1igatiom. v e e e et ettt ittt e e eeeeeeeeeeeeeaneeeeseeeeennnnns $ 2,75

Acquisition of InterTAN:
Fair value of assets acquired:

Cash and cash equivalents. . ...ttt ittt ittt ettt eaaeeeannes $ 30,61
Merchandise InvVentoOry ... ittt it e ettt ettt ettt eaeeeeeeeeeneanns 88, 83
Property and equipment, Net ... ...ttt iiii ittt eteeeeeeeeaneeeeenns 42,61
L€ e e 186,26
Other Intangible asSsSet S ...ttt ittt ettt et ettt eeee et eaaeeaaann 28,00
(@Rl oS = = i I 12,74
Total fair value of assets acqguired........ ..ttt iiiieneeeeeennenns 389,07

14
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Less:
Liabilities assUmed. . ittt ittt ittt ettt ettt e eeeeeeeeeaaeeaaaes
Cash acquUired. ...t ittt ettt e ettt et ettt
Stock Options 1SSUEd. . vt ittt ittt e et et e ettt e et e

Acquistion of InterTAN, net of cash acquired..........c.uiiiiiitiinnnnnn..
Other acquisitions:
Fair value of assets acquired. ... ...ttt iin ettt eeeeeeeeeeenaenns

Less: liabilities assumed. .. ... ii ittt ime ettt eeeeeeeeeenaeeeeeeeenns

Other acqUIisSItionS . @ittt ittt i ettt et e e et et ettt e taeeeeeeeeeaaaens

14. Foreign Currency Translation

The local currency of InterTAN, the Canadian dollar, 1is its functional
currency. For reporting purposes, assets and liabilities are translated

into U.S. dollars using the exchange rates in effect at the balance sheet
date, 1ncome and expense items are translated wusing monthly average
exchange rates. The effects of exchange rate changes on net assets of

InterTAN are recorded in equity as accumulated other comprehensive income.
See Note 6 for additional discussion of other comprehensive income. Gains
and losses from foreign currency transactions are included in selling,
general and administrative expenses 1in the consolidated statement of
operations.

15. Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123 (revised 2004), "Share-Based
Payment." SFAS No. 123 (R) requires companies to recognize the compensation
cost relating to share-based payment transactions 1in the financial
statements. SFAS No. 123(R) will be effective for the company's third
quarter of fiscal 2006. The company has not yet determined the impact of
adopting this standard. See Note 5 for information regarding the company's
adoption of SFAS No. 123.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

On May 12, 2004, we acquired a controlling interest in InterTAN, Inc. and on May
19, 2004, completed the acquisition of 100 percent of the common stock of
InterTAN for cash consideration of $259.3 million, which includes transaction
costs and is net of cash acquired of $30.6 million. InterTAN is a leading
consumer electronics retailer of both private-label and internationally Dbranded
products with headgquarters in Barrie, Ontario, Canada. InterTAN operates through
retail stores and dealer outlets in Canada under the trade names RadioShack (R),
Rogers Plus (R) and Battery Plus(R). In addition to enabling us to accelerate the
offering of private-label merchandise to our customers, the acquisition of
InterTAN gives us our first presence in the Canadian market.

On May 25, 2004, we completed the sale of our private-label finance operation,
comprised of our private-label and co-branded Visa credit card programs, to
Chase Card Services, formerly Bank One Corporation. Results from the
private-label finance operation, 1including transition and transaction costs of
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approximately $6 million related to the sale of the operation, are included in
finance income. We also entered into a Consumer Credit Card Program Agreement
under which Chase Card Services is offering private-label and co-branded credit
cards to new and existing customers. As part of the program agreement, we plan
to jointly develop and introduce new features, products and services to drive
additional sales. We are compensated under the program primarily based on the
number of new accounts opened less promotional financing costs that exceed a

negotiated base amount. Chase Card Services is obligated to offer special
promotional financing terms to our customers. We determine the frequency, volume
and, subject to certain limits, the terms of these promotions. Chase Card
Services is compensated for these promotions in accordance with a negotiated fee
schedule. The program agreement has an initial seven-year term with automatic
three-year renewals. The agreement has customary representations, warranties,
covenants, events of default and termination rights for an agreement of this

type. After the sale date, the earnings contribution from the program agreement
has been included in net sales and operating revenues on the consolidated
statement of operations. See Note 12 to the consolidated financial statements in
this report for additional discussion concerning the sale of the private-label
finance operation.

On November 18, 2003, we completed the sale of our bankcard finance operation,
which 1included Visa and MasterCard credit card receivables and related cash
reserves. Results from the bankcard finance operation are presented as results
from discontinued operations. See Note 1 and Note 2 to the consolidated
financial statements in this report for additional discussion concerning the
sale of the bankcard finance operation.

CRITICAL ACCOUNTING POLICIES

For a discussion of our «critical accounting policies, see Management's
Discussion and Analysis of Results of Operations and Financial Condition, which
is incorporated Dby reference in our fiscal 2004 Annual Report on Form 10-K.
These policies relate to the calculation of the value of retained interests in
securitization transactions, the calculation of the 1liability for Ilease
termination costs, accounting for pension plans, accounting for stock-based
compensation expense and accounting for cash consideration received from
vendors.

During the first quarter of fiscal 2005, we recognized goodwill and other
intangible assets related to our acquisition of InterTAN. We have added the
following critical accounting policy.

Accounting for Goodwill and Other Intangible Assets

We account for goodwill and other intangible assets in accordance with Statement
of Financial Accounting Standards ©No. 142, "Goodwill and Other Intangible
Assets." SFAS No. 142 requires that goodwill and other intangible assets with
indefinite useful lives be evaluated for impairment on an annual basis, or more
frequently if certain events occur or circumstances exist. We evaluated goodwill
and identifiable intangible assets during the second quarter of this fiscal year
and will perform the impairment evaluation annually during the second quarter of
each fiscal vyear. Through the impairment test, goodwill, other intangible
assets, and tangible assets and liabilities are divided among reporting units.
If the fair value of those reporting units is less than the carrying value, then
the implied fair value of the goodwill of the reporting unit must be compared to
the carrying
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value of that goodwill. In the instance that the fair value of the goodwill is
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less than the carrying value, goodwill 1is deemed to be impaired and an
impairment loss, equal to the excess of the carrying value over the fair value,
must be recorded.

The performance of the goodwill impairment test is subject to significant
judgment in determining the fair value of reporting wunits, the estimation of
future cash flows, the estimation of discount rates, and other assumptions.
Changes in these estimates and assumptions could have a significant impact on
the fair value and/or goodwill impairment of each reporting unit.

RESULTS OF OPERATIONS

Our operations, in common with other retailers in general, are subject to
seasonal influences. Historically, we have realized more of our net sales and
net earnings in the fourth quarter, which includes the majority of the holiday
selling season, than in any other fiscal quarter. The net earnings for any
particular quarter are seasonally disproportionate to net sales since
administrative and certain operating expenses remain relatively constant during
the year. Therefore, quarterly results should not be relied upon as indicative
of results for the entire fiscal year.

Net Sales and Operating Revenues

Total sales for the third quarter of fiscal 2005 increased 3.6 percent to $2.49
billion from $2.41 billion in last fiscal vyear's third quarter with comparable
store merchandise sales decreasing 4.3 percent. Decreases in music and movie
software sales accounted for approximately 160 basis points of the overall
comparable store sales decline. A decrease in digital wvideo service sales,

principally driven by a business model change, accounted for approximately 120
basis points of the overall comparable store sales decrease. A decrease in
wireless sales, principally driven by a business model change, accounted for

approximately 90 basis points of the overall comparable store sales decrease.
Total sales for this year's third quarter include domestic segment sales of
$2.35 billion and international segment sales of $142.0 million. Total sales for
the first nine months of fiscal 2005 increased 6.3 percent to $6.91 billion from
$6.50 Dbillion for the first nine months of last fiscal vyear with comparable
store merchandise sales increasing 1.2 percent. Total sales for this year's
first nine months include domestic segment sales of $6.62 billion and
international segment sales of $281.4 million. Comparable store merchandise
sales include merchandise sales from domestic stores that have been open for 12
full calendar months and from all relocated stores, 