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EXECUTIVE SUMMARY

Circuit City (“CC”, “the company”) grew up duringtane of rapid growth in the specialty
retailer; the company found a niche, selling a trr@e of consumer electronics at a lower cost,
and expanded within it. Doing so required a sgat&ell utilized by the specialty retailers of the
time: open enormous superstores in “B” locatiom{mall locations with lower rent) with a
deeper and wider selection of specialty produdec{enics) than the large discounters and

expand geographically as fast as possible to pasg aconomies of scale to their customers.

However, perhaps because the strategy was so stidaasd attracted new entrants to the
segment, or perhaps because rapid modernizatiomatdity of any segment requires massive
change for the existing players, Circuit City hasggled over the past decade. First, the
geographical areas once owned and won by Circtytae now also occupied by Best Buy

(with better locations) and Wal-Mart (with betterges). Second, the product selection
advantage that once attracted customers and deswdkwvay from the large discounters such as
Wal-Mart and the club stores such as Costco hgsoeated as these retailers have moved deeper
into these attractive markets and are able to maiaiuit City’s selection and beat them on cost.
Finally, any customer service advantage or enhaagpdrtise in these areas waned as Best Buy
invested heavily in its shopping experience andaruers grew more sophisticated and
increasingly researched online before enteringestoDue to all of these trends, Circuit City has
seen its gross margins erode due to pricing pressurd operating margins fall as its
comparative store sales stagnated over fixed dpgrebsts. A change is needed.

The turnaround plan proposed in this documenthelp Circuit City compete based on all of
these contextual changes. Major change and réstinug in necessary, and the first step will be
to take CC out of the public eye by attracting ate/funds through an MBO. Specialty retailers
across the board have struggled lately, making thiractive buyout opportunities. Once free
from Wall Street scrutinizing, Circuit City shoultbrk on driving sales and inventory turns
through literally moving its underperforming stotesetter locations and improve its customer

service and customer experience to increase logaltymarket share. To drive increased gross
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margins, CC should expand its private label ofigsiand introduce new high-margin service
offerings in addition to firedog. Finally, not grio improve its cost structure and operating
efficiency but also to improve the experience ofthbits customer and its employees, CC must
upgrade its IT system, modernize its SOPs, andawgits employee training and compensation

structure.

Circuit City has a strong brand, a national foatprand relationships with all of the top
consumer electronics vendors. The brand remaissg@sg as ever but contextual factors have
eaten away at its competitive positioning and ckaasgeeded. CC is an attractive target for
buyout firms and has in fact already been rumoodaeton the market. At the right price, a
buyout and turnaround as outlined in the followmpagper will reap excellent returns for the
current shareholders, the buyout firm, CC employaed customers everywhere.
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CIrcuIiT CiITY SWOT ANALYSIS

Strengths

Well-known Brand: The company brand name is synonymous with consetaetronic
retailing in the mind of the consumer.

Large Store Footprint: The company has already invested in a store &rad¢he associated
infrastructure (i.e. distribution centers, natioadVertising relationships, etc.) making it
difficult for a competitor to replicate the conceftditionally, Circuit City’s store base has
the potential to leverage the right product andisalstore execution to deliver strong sales.
Established Relationships with Key SuppliersManufacturers prefer Circuit City as an on-
going business in order to limit the potential mgypower of Best Buy. This is evidenced by
the trade credit extended to Circuit City desgdite hardships the company is facing.

Weaknesses

Tarnished Brand: Poor in-store execution has destroyed some dbriied’'s equity over the
past several years.

Not the #1 Retailer for Key Suppliers Best Buy's run-rate sales outpaces Circuit Gity i
many product categories, thus the manufacturefsipie provide new and/or unique
product, and higher levels of trade promotions éstBuy in order to preserve & build the
relationship.

Employee Morale Employee morale, across all levels of senior mgangent as well as in-
store employees, has suffered in conjunction viighrecent financial difficulties. Seemingly
never ending senior executive turnover, rumorsuytaut, employee firings only to be hired
back at lower base pay levels and inability to cetapvith Best Buy have lead to a
deteriorated state of employee morale.

Opportunities

Improve store location: The store footprint is now located in retail laoas that are not
considered prime locations. This resulted from isgnes: 1) past management teams

believed that the brand’s strength was enoughite draffic 2) prime retail locations shifted.
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Improving the store locations to more desirablaifébcations will help improve traffic.
There is no structural reason why a Circuit Citystin the proper location cannot generate
similar financial results as a Best Buy store. Bsitires hire approximately the same type of
store employee, carry similar product, work wite #ame suppliers, sell to similar
customers, and provide similar services.

Differentiate from Best Buy: Circuit City could “carve out” a section of thest and target
different segments of the market than Best Buytsifo For example, Circuit City could
dedicate a section to female professionals wheeptefview the products in a more “life-
style” setting, or could focus on interior desig)esimilar to Home Depot’s strategy with
Home Depot Supply.

Threats

Big-box Retailers Focus on Improving In-Store Custmer Service If Wal-Mart and the
other big-box discount retailers’ focus on imprayiheir employees’ product knowledge
and selling abilities for consumer electronic praduthen Circuit City may lose its
advantages in customer service.

Online Competition: Consumers are becoming increasingly comfortatdgging for
consumer electronic products online. A major pugl bew entrant with an online-only
presence may significantly impact Circuit City’sldaip to compete.

Best Buy Continues to Widen the Profitability Gap:Best Buy is currently expanding
successfully both in the US and internationally.dominance in the consumer electronic

industry may allow it to create a competitive adege that Circuit City cannot overcome.

POSITION STATEMENT

This report was prepared under the assumed scesfdyv@ng consultants to a major private
equity firm analyzing Circuit City as a potentialymut candidate and reporting to the investment

board. The reported financial information is cuatréarough Circuit City’s Q2 FY2008.
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CONSUMER ELECTRONICS

Recent new waves of technology and products avarfipinto the US market and successfully
attracting consumers; domestic spending on consateetronics has risen. US consumer
spending on such electronics jumped 13% in 200845 billion and 2007 has thus far been
strong [1]. However, as is the case with fast-gngvand profitable industries, much larger
discounters such as Wal-Mart and warehouse clubstuch as Costco have entered the space
and created a price competitive market that hamvelidown margins for the traditional

specialty retailers, such as Circuit City.

Specialty Retailers

Specialty retailers are defined as those thae#bkr a single line of inventory (shoes) or a
multitude of closely related items (electronic§nce the dominant form of retailing, specialty
stores faced challenges first by the rise of |gealeral stores and then by department stores and
big-box discounters such as K-Mart and Wal-Maithie 1950’s and especially the 1960’s. The
explosion of the shopping mall in the next two dixsacreated space for specialty retailers to
join forces and share customers. As specialtystgrew to national scales, these industries
recognized the ability to take advantages of saateby the 1980’s specialty retailers saw the
growth of specialty “superstores” — specialty ssongth huge footprints. The large superstores
tend to have lower cost structures than the smiadtailers and generally are located away from
prime real estate as to keep those costs downasxitpe savings onto customers. However,
this characteristic makes it harder to reach aadtitimal size can add tremendously to

complexity in both store management and consunmcelduring times of product change [2].

Consumer Electronics Specialty Retailers

The consumer electronics space within specialsilezs has evolved in a similar manner. Small
“neighborhood” general stores exist such as RadiolshFurther, specialty stores that target
subcategories of consumer electronics have growin as GameStop. Finally, larger superstores
have proliferated such as Best Buy, Circuit Cityd £&ompUSA. However, the big discount
stores and warehouse concepts, as well as “spestates within stores,” have made times very
tough on these more specialized players: TweetenéHentertainment Group filed for
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bankruptcy protection June 2007, CompUSA annouirc&gbruary 2007 that it would close
more than half its stores, RadioShack has closee than 500 stores since 2006, and clearly
Circuit City has faced problems as price competiticcreases (more on this later). Best Buy has
insolated itself from these problems through itddyestore locations and additional revenue

from other services such as its “Geek Squad,” tiisaw its first-quarter profit fall 18% in

2007. Other specialty store segments have faoeithsiissues.

Specialty retailers on the web

Clearly sales over the internet are of increasmgartance to retailers of all sizes; in the first
guarter of 2007 an estimated 3.2% of all retagésalere conducted over the web and that
number is expected to ultimately quadruple in theiog years. Retailers use the web in several
ways: to inform and provide research advice toamsts, to purchase products that can then be
shipped or picked up in local stores, or offer neweye niche, product lines with economics that
do not make sense within each store of a natidmahc In the coming years, a specialty
retailers’ ability to win both offline and onlineersus what ultimately is a different set of

competitors, will be a big determinant of its siexd3]

Growth

Growth in consumer electronics is historically @by product cycles. Despite the struggles of
individual retailers, demand for consumer elecitenin 2007 remains strong as growth is led by
technical innovation and products such as flat p&Ne, digital music devices and digital
cameras. This growth is offset in part by a slowdan satellite radio. According to the
Consumer Electronics Association, growth in thensewt is expected to be 7% in 2007 and 6%
in 2008, compared to estimated growth of approxatyat4% in 2006.[4]

Price Competition

The success of superstore consumer electronidkersthas drawn the attention of the big
discounters and warehouse stores. Wal-Mart hadlgrexpanded its presence in the product
segment in the last few years and has remodeleteittronics section to match Best Buy and
Circuit City in terms of the range of sophisticatetévisions and products offered, but often at
lower prices. As an example, in June 2007 Best$Bpryce on a 40-inch Samsung LCD
television ($1,800) was almost 20% higher than Wal's price on the same item ($1,476).[5]
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In 2006, Wal-Mart controlled 15% of the consumerckionic retail market and wa&'anly to

Best Buy (25%). Historically, specialty retailérave been successful as they offered a broader
product range and expertise (aka customer sertheéas missing from the larger stores and
therefore were able to have pricing power and dehimagher product margins that the larger
discounters. However, as Wal-Mart and Costco hplkheir product lines and expertise in these
areas, consumer electronics specialty retailers as@est Buy and Circuit City will need to
either ramp up their consumer services or createraeenue channels in order to distinguish
themselves and attract consumers. Best Buy hasrbere successful than its competition in
these areas through its acquisition and subseguewing of Geek Squad. This trend is retail
industry-wide: PetSmart offers pet services suocrasming and training for revenue and
increased customer loyalty, PetsHotels, Doggy Damgus, and full-service veterinary hospital
in the majority of its retail stores through a parship with operator Banfield, The Pet Hospital.

[6]

Private label growth

As original design manufacturers (ODM) and origieglipment manufacturers (OEM) take on
more of the design and manufacturing capabilitbegtie name-brand manufacturers (Sony,
Panasonic, etc), production expertise is expanaitgincreasing the opportunity for national
retailers to move into high-quality private labebgucts. Consumer electronics retailers are
sourcing television, MP3 players, and other proslfirctm low-cost Chinese manufacturers.
Most notably, Best Buy sells products under theitnia” label. In June 2007, Best Buy
offered an Insignia 32-inch LCD flat panel telewgisifor $600 versus an LG model of the same
size for $900. Circuit City sells private labelden its “Nexxtech” brand but on a much smaller

scale and does not offer televisions, MP3 playarany products above a $200 price point. [7]

Private equity firms buying up specialty retailers

Specialty retailers have been seen as particuddirigctive to private equity firms over the past
two years, but it is yet to be seen if this sitoitivill continue as credit markets crunch and the
number of attractive targets is reduced. As lariyats and discount chains drove many retailers
to become troubled, private equity firms have sggportunity to buy under-priced assets, turn

them around, and reissue stock to the public msrk&lso, going private reduces pressure to
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meet public market expectations by reporting compae same-store sales and quarterly
earnings during periods of restructuring or majwnaround efforts. The list of specialty
retailers acquired by private equity in the lasihn2dnths ranges from the biggest deal, Toys “R”
Us for $6.6 billion in 2005, to teen accessories/fater Claire’s Stores for $3.1 billion, to
Limited Brands, Petco, David’s Bridal, Michaels @& The Sports Authority, Burlington Coat
Factory, and finally Guitar Center. Rumored tasgetthe consumer electronics retail segment

include troubled companies RadioShack and Circiiyt (3]

10
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THE CONSUMER

Retail sales are approximately 41% of national G9JPand therefore as the consumer goes so
goes the economy and retailers — in particularetsedling primarily non-essential goods such as
specialty retailers and consumer electronics ex&il Unfortunately for these businesses in 2007,
the news and trends related to consumer spendaglianost uniformly negative as the macro-

economy dips, with possibly the only positive bethg recent interest rate cuts by the Federal

Reserve.

Negative macro-economic trends affecting all consuens

Almost all forward indicators of consumer spendang trending in a negative direction: labor
and wage growth, housing turnover and home pricir@gkening consumer confidence, tighter
credit, and shrinking consumer debt capacity. ikgthousing prices and the broader tightening
of credit has pushed many consumers towards uséttit cards (rising usage) to find capacity to
make purchases of all sizes and level of essdtidlinfortunately for retailers, credit card
lending standards are now tightening which could bonsumer spending. Savings rates are
near all-time lows and leverage is near all-tinghki Debt cycles are closely related to retail
sales; when consumers are in the process of pagwg debt they spend less in general and in
particular on non-essential purchases. One meé&sutt@s cycle is the consumer debt-to-GDP
ratio which currently sits at 97%, up from 83% iB@3 and 60% in the early 1990’s. Declining
rates on credit outside of home loans should hehsemer spending, but this remains one of the

few true pieces of good news. [10]

11
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CIrcuIT CITY HISTORY

The early days

Circuit City traces its history back to 1949 whewas founded by Samuel S. Wurtzel in
Richmond, VA to capitalize on the expected growithelevision adoption following the
broadcasting of the first southern television statMWurtzel's intuition was accurate; the
business quickly grew into a 4 store chain anch&riccelerated its growth through product

category expansion and acquisition.

The first restructuring

The rapid growth increasingly pressured the businesdel and in 1972, under new
management led by Alan Wurtzel, the company iradats first restructuring. The company
divested underperforming stores, exited unproféaiybduct lines, trimmed headcount, and
redefined its go-to-market strategy. The superstoreept emerged from the new strategy and
in 1975 Circuit City opened its first superstoréisiwas more of a Las Vegas gamble than a
business investment as the company risked haikitsvorth to open the $2 million electronics
superstore with over 32,000 square feet. This latgee format revolutionized consumer
electronic retailing and, arguably, the retail istty as a whole. The store’s high volume allowed
the company to offer more competitive price poams significantly grow market share. Circuit

City established a competitive advantage througimeies of scale.

Growth Period

The superstore strategy allowed Circuit City to dwate the marketplace. Smaller stores could
not compete with Circuit City’s prices, level ofrgiee or advertising spend. As volumes
continued to swell Circuit City’'s economies of scatcelerated, further separating Circuit City
from its competitors. In 1984, the company listisdstock on the American Stock Exchange and
announced a change in leadership to Richard SAathis time the company operated 113
stores, making it the leading consumer electroratasler. The proceeds from the IPO were
earmarked for geographic expansion and converdieristing stores to superstores. By 1987
the company achieved $1 billion in annual salesdmdbled this to $2 billion by 1990 driven by

growth in cordless phones, microwave ovens, and 8/JRese results were particularly

12
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impressive because the consumer electronics indsistiered a recession during this period.
Strong results were attributed to a solid managemeam and a well-designed merchandising

formula.

Competition Intensifies

The 1990s proved a more difficult decade for Cir@ity. While the first half of the decade was
marked by strong growth, the second half was mabkeabtable competition. Best Buy had
expanded into almost 50% of Circuit City’s marketsgd analysts classified 70% of the markets
as highly competitive. While the business modeieid, Circuit City focused on the hard-sale
approach with commissioned salespeople, whereasBBgwffered a help-yourself model.
Finally, prices proved a key lever for gaining nmetrkhare. Amidst the increased competitive
marketplace that earmarked this era, Circuit Cégame distracted and management diverted
attention away from the core electronics busindss(ssed later in CarMax and Divx), further
exasperating the situation. Moreover, not only@ictuit City face competition from Best Buy

in consumer electronics, but in the late 1990searty 2000s, Home Depot and Lowe’s entered
the appliance business. As a result, Circuit Ciadethe decision to exit the consumer appliance
space and focus solely on consumer electronicsasimng its exposure to such product offerings
as televisions, digital cameras, DVD players, digiamcorders, MP3 players, home theatre
systems, and car stereo equipment. Appliancessepted 14% of Circuit City’s overall sales at
the time. However, this allowed for cost saving®tigh closure of distribution centers as well as

reduction in workforce. [11]

Instead of directing its efforts on fixing the cdmasiness, Circuit City’s management continued
to focus on multiple retail concepts. This is agpawhen you view the FY2000 Annual Report.
[12] The report is titled “Making It Easier.” Managent’s believes the key to success centers
around exporting its self-proclaimed competitiveattage in customer service to multiple retail
platforms. In stark contrast, the Best Buy FY2080uwal report is titled “Wow. Another

Exciting Year,” and highlights market share gamsy store opportunities, etc. [13] It is clear
that Circuit City management had become distraftted the competitive environment while its

main competitor was intensely focused on growiagusiness.

13
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The Second Restructuring

In 2000, the CEO was replaced by Alan McColloughpwvas promoted from president and
COQO. He began a 3 year, $1.2 billion overhaul ef3f0 stores. He boosted the DVD, video
game, and digital camera product offerings, rememtihe store format reducing the square
footage dedicated to in-store warehouse, and outrtidhe customer experience by replacing
the commissioned sales-force with hourly employBesonnection with these moves, the
company closed 6 distribution centers and laidaodfe than 1,000 employees. Given the

competitive environment, these initiatives helpeddlieve the problems in the core business.

In the FY2001 annual report, it becomes clear tiianew management team’s thought process
was in the correct direction, but their plan ofi@etwas severely limited in details. For example,
in the letter management focus is on, “furthertegimg inventory management...apply six
sigma...leverage longstanding information systemsaades.” While these are all valid
initiatives, they are meaningless without a corgretctical plan to implement them, especially
considering that management acknowledges that,2‘20I0 be a challenging year with an
unpredictable sales and earnings climate.” To auhis challenging environment,
managements intended to, “...make decisions thatrgimdeour longer-term financial
performance. We must remain focused on our custoara continue taking steps to stay
competitive and up-to date with consumer preferendée must analyze all our processes to
ensure all activity is productive.” While verbosigese statements lacked specific initiatives to
turnaround the core business at Circuit City. Addglly, FY2001 saw significant turnover
within the leadership team at Circuit City. Therasna new EVP Merchandising, SVP Store
Innovation and Development, VP Strategic Plannamgi SVP Marketing. [14]

The pace of decline in profitability decelerated éimen profit turned positive for the next
several years. Management’s focus on profitaldensats and disposition of less profitable
segments clearly yielded positive results. Thisegtias a positive feedback loop and
management maintained its focus on the remainiegadions and on delivering a superior
customer shopping experience. Unfortunately, CirCity had not acted soon enough. Despite
the growth in profitability, Circuit City was comtiling to lose share to Best Buy on premium

products and Wal-Mart and other big-box retailerstandard products. In hindsight, it is clear
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that Circuit City’s improved performance can beiltited to a strong product cycle (notebook
computers, flat screen TVs), which sold at highéreppoints than the current product mix, not
from superior strategic execution. As flat panel gi¢ces eroded, Circuit City imploded. This
sparked the call for a change of management.

The Third Restructuring

In FY2007, Phil Schoonover replaced Alan McColloaghCEO of Circuit City. In the FY2007
annual report, it is clear that Circuit City is @mdchew leadership. Instead of pages and pages of
colorful pictures highlighting the shopping expege at Circuit City (as has been shown in the
FY2004-2006 annual reports), Schoonover highligisnewest growth initiative, firedog, a
service offering that competes with the rapidlyvgrag Geek Squad offering at Best Buy. Then,
Schoonover details the challenges facing Circuy i each of its major product categories and
lays out an explanation of how to resolve thosedss[15]

Services

This is one area of diversification that has besfifable for the company as it complements the
core business. Ranging from personal computer ficetheater entertainment installations, to
media integrations, to warranties, services, inaggoint of sale associated services, are key
due to the inflated profit margin that Circuit Cggrners as compared with the electronic
hardware themselves. At home, in a Circuit Stang, online, firedog associates are available
for help 24 hours a day, 365 days a year. Furtesv,ces retain different price points based on
the service delivery medium. In order to redudmtacosts and encourage consumers to allow
firedog technicians to repair computers by takieimote control, the online service repair option
is the most cost effective for consumers, followgdhe in-store drop off model with the at-
home fix being the most expensive. In additiomeéfog has gained the advantage of being
eligible for reimbursement from electronic manufaets for repair services rendered covered by
manufacturer warranties. As a result, a consuh@rgurchases a Hewlett Packard personal
computer, for example, can bring the computer fiee fepair to firedog; HP then compensates
firedog for the repair service. An additional adizge is the combination of services that
Firedog can offer, such as flat panel TV wall ilateon and a warranty. In this situation, when

a consumer makes the significant purchase of p#élael display and chooses to install it on the
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wall, he wants to make sure it will hold. The naitsl bolts of the fitting installation can be a
technical procedure and if not performed propedHg,fragile TV can fall and break. However, a
Firedog installation comes with a warranty. Soay are consumers paying for the
installation itself, but for the guarantee thawill hold. An educated sales staff is required to
push point of sale services. In Circuit City’'s ylaays, the commissioned sales staff selling
associated warranties was a key to profitabiliijpe migration away from a commission based
compensation structure for sales along with reduresstment in employee training has
depleted Circuit City margins and facilitated thatbm line decline.

Current State of Affairs

Circuit City is a serial restructurer. The firssteicturing resulted from strong growth pressuring
the business model, the second restructuring esktribm managerial distraction, and the third
restructuring resulted from competitive threatss ktlear that the employees of Circuit City
across all levels of the organization need a swhd of reorganization that they can believe in
and a management team that is clearly committseeog the plan through. Many employees
within all ranks of the Circuit City organizatiombve heard numerous attempts and/or rumors of
a private equity buyout (Highfields actual offerd@05 and rumors started again in 2007). The
media around Circuit City continues to be negasind speak only of the market share losses to
Best Buy and the big box retailers. This has crbateunstable employee base that has been
laid-off at high wages, only to be offered theib joack at a lower wage. With the high level of
uncertainty facing the future business prospec@Grauit City, we are convinced morale is low
even in the corporate suite and would not be ssgdrio hear about top management

resignations in the near future.
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PREVIOUS DIVERSIFICATION EFFORTS

The previous diversification efforts Circuit Citygsued, although profitable in some cases,
distracted managements’ attention away from the consumer electronics business. During
the growth years of the industry when investmertare competencies was critical to future
success, Circuit City instead focused on alteredbivsinesses. Comparatively, Best Buy
invested in prime locations, store design, andatust experience and ultimately surpassed

Circuit City to become the leading consumer elett®retailer.

CarMax

In the mid 90s, Circuit City searched for businesstures where it could expound on its retalil
history of success and superior reputation. Tleel @sito business presented a fragmented
market with unsatisfied consumers, similar to thesumer electronics market years prior.
Circuit City believed its managerial skills could barried over as a recipe for success. The
leaders eventually chose used car retailing ses\aoe launched CarMax. CarMax was
promoted as a no hassle way of both selling anthguysed vehicles, including providing credit
to qualified buyers. CarMax grew to sales of $80Mion in 1995. In 1997, Circuit City
established it as its own legal entity and madmiial public offering, raising in excess of $400
million and relinquishing a small portion (lessnh2b%) of the company. The entity used this
capital to aggressively expand, turning its fiedheit small, profit in the year 2000. CarMax
continued to grow its bottom line and eventuallyrspff from its parent in 2002 for $140

million and became its own corporate entity didtinom its Circuit City parent. [16]

Divx — Digital Video Express:

First there was VHS vs. Beta, then DVD vs. Divxwnibis Blu-Ray vs. HD DVD. In 1975

Sony came out with the Betamax video standard e Yater, JVC introduced VHS sparking

the first movie standard format war. Through siggenarketing techniques, including licensing
agreements with movie studios, reduced player natwifing costs, and consumer perception of
tape-time length, VHS emerged as the winner [Xvihé mid 90s’ a similar format war was
played out as analog video cassettes transitiandigital standard. Specifically, this war was
between Divx (Digital Video Express) and DVD (DgjivVideo Disc). Unfortunately, Circuit
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City strongly backed Divx and came out on the wreilg of digital format national expansion.
By 1999, Circuit City had invested approximatel@$®2nillion in Divx operations and owned
75% of the partnership. However problems persisteldding consumer rejection of the format
due to the manner in which a viewing time windowswaposed on the movie disc and
difficulties finding a phone jack near the telewisi opposition of many retailers to the Divx
format, licensing problems, and increased pricePior players and the Divx format was
abandoned by Circuit City in late 1999 [18]. Todagother format war is erupting as the
transition to high definition ensues. This tintasibetween Blu-Ray and HD DVD. Current
projections for the end of 2007 put the number @.Uouseholds with Blu-Ray players at
400,000 and HD DVD players at 600,000. Howeves,rttovie sales in the Blu-Ray format are
higher. Increased pricing pressures from thegesia local markets currently project sales of
Blu-Ray to double that of HD DVD at $186 millionrfthe former as opposed to $90 million for
the latter. Again retailers and movie studiosameght in the middle. Recently Wal-Mart
lowered the price of an HD DVD player below the @10ark and sales exploded. [19] This
move forced Circuit City to lower its price. BluaR players are more expensive to manufacture
and if history repeats itself, the bet should lseetl on the format whose player is cheaper to

make.

Credit Services

Through the 1990 fiscal year Barclays provided comers with store credit. Specifically,
Barclays provided credit for 20% of store sale$980. 1990 proved to be a difficult year for
Circuit City because rising interest rates indwanf a general economic tightening reduced
consumer demand. Further, Barclays tightened toppeticies dampening customer’s access to
credit. As a result, Circuit City began looking mother credit supplier and decided to launch
its own private label credit card services to replBarclays as part of a wholly owned
subsidiary, First North American National Bank. 2003, Circuit City’s move to rid itself of all
non-core operations forced the sale of its findrseavices group to Fleet Boston Financial

Corporation and Banc One Corporation [20].
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M ANAGEMENT

Overview

Circuit City is led by Mr. Phil Schoonover, whonpad the company as executive vice president
and chief merchandising officer in 2004 from BeslyB He was named president in February
2005, elected to the board of directors in Decer@B86 and named chief executive officer in
March 2006. Before joining the company, Schoonevas executive vice president customer
segments at Best Buy Co. Mr. Schoonover brougtht inm several people with experience
from Best Buy as this was clearly the business iinGaeuit City had to adopt to gain strength in
the market place. Apart from Mr. Schoonover, oltear executives with experience from Best

Buy include (for a complete overview of senior mgeraent, please see appendix):

SVP Multi-Channel Sales,Ronald G. Cuthbertson

Mr. Cuthbertson joined the company in March 200Sexsor vice president, supply
chain and inventory management. Before joiningcivapany, he was president and
chief executive officer of Southport Consultingg.lna management consulting company.
Prior to his role at Southport Consulting, he wapkyed at Best Buy Co., Inc. from
1999 to 2004 and served in numerous roles includigrprise vice president, with
concurrent roles of vice president Best Buy Inteamal and vice president global
sourcing, as well as executive vice president, heerdising, marketing and supply chain
at Best Buy Canada Ltd.

SVP Merchandise Manager for Entertainment,Irynne Mackay

Ms. MacKay joined the company in December 20060Bejoining the company, she
served as managing director of Infinitive, Incmanagement consulting firm based in
the Washington, D.C. area, for two years. Durirgg thme, Ms. MacKay led the team
assisting Circuit City with its merchandising tréorsnation. Prior to joining Infinitive in
2004, she was a senior director at Best Buy Co.,AhBest Buy, she worked on new
business development and customer centricity. Bgtoning Best Buy, Ms. MacKay
worked for nine years at Accenture, a global mameaye consulting, technology services
and outsourcing company, on large scale retaistcamation projects.
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SVP Retail Operations,Marshall Whaling

Mr. Whaling joined the company in May 2006 as semioe president, retail operations.
Prior to joining the company, Mr. Whaling was seniice president of sales and
operations for the business-to-business divisiddest Buy Co., Inc. He joined Best Buy
in 1997 and served as vice president of retail atpmrs and as regional vice president
and district manager. Before joining Best Buy, feked for American of Madison, Inc.

for more than twenty years, last serving as senga president of stores.

Head of TV Merchandise,Randy Wick

Before joining the Circuit City, Mr Wick served agecutive vice president of Petters
Group Worldwide, an independent operating comphayspecializes in brand
marketing. Prior to joining Petters Group Worldwide2004, he was vice president of
retail strategies at Best Buy Co., Inc. from 2002004. He joined Best Buy in 1996 and
served as merchandising manager from 1996 to 200 hsvice president of
merchandise from 2001 to 2002.

Mr. Schoonover and the team from Best Buy were dginbon board to try to turn around Circuit
City, which by 2004 had hit hard times by the emteaof the low cost retailers and the

formidable performance by Best Buy.

Incentive compensation plan

An important part of attracting and retaining talsach as Mr. Schoonover and his team is the
executive compensation plan. At Circuit City, theentive compensation plan for senior
executives is built on a philosophy of trying tayalcompensation with the interests of the
company shareholders, attract and retain talewetisas drive performance. To this end, the
compensation committee of the board has devisedngpensation structure which consists of

three main components:
Base salary
Annual performance-based bonus

Long-term incentive Awards.
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The compensation plan was developed together watinaulting firm that took into account the
compensation practices at other retail compametyjding Best Buy, Home Depot, etc. The
goal for the compensation package is targetedea@ percentile range in terms of its
competitors [21]. The components of the compensgirogram itself are not very surprising,
since these are quite standard for any top levetive compensation. What is of interest to
analyze and understand is the basis for the valionas and incentive plans as well as any

perquisites that may come off as overly lavish.

Annual bonus program

The target percentage of base salary for paymethiecdnnual performance based bonus
increases from 60% for senior vice presidents b 8@ executive vice presidents and 100% for
the chief executive officer. As is clear, therguste substantial variability in the pay level
depending on the achieved earnings per share. Mhdéeresting in this respect is not the
variability itself, but the basis for the perfornt@ngoals each year. As is stated in the 2006
Proxy Statement to the 10K:

“Each year the Committee considers the Companyiw year’s performance, as well as
operational plans and budgets for the coming y8arsed on these considerations, the

Committee sets an earnings per share performanak §ctual payout may range from 0
percent to 200 percent of the annual incentive oymity, depending on achievement of
specified earnings per share targets, with paymemieasing as Company performance

improves.”[22]

The annual bonus program is therefore dependetiteohistorical achievement of the company
as well as some forward-looking analysis as tomakefor the company in the given industry
environment. A classic criticism to a bonus whigbased on earnings per share measures is
that it is possible to tweak earnings in a giveary®y various accounting measures. With a
sinister outlook on managerial integrity, this @bolean that the EPS number for a certain time
period may not necessarily be indicative of therapeg performance of the firm but rather of
the financial savvy of its management. In any case can question the validity of employing a
measure which uses history as a benchmark forefygterformance. In the case of Circuit City,
it puts fairly low threshold levels, as the compdiag been performing poorly over the past few
years.
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Cynicism aside, the board decided to not awardhani@ bonus to any of the top executives in
the company for fiscal year 2007, as the targetERS were not met. This must be seen as a

positive as the company at least follows througthws commitment to its principles.

Long-term incentive Awards

The long-term incentive program includes awardstotk options and time-restricted vesting
programs. The vesting program is a four-year @gbased on achieving certain operating

margins (see table below).

Operating Profit Margin Acceleration of shares
2.3% 25% of shares vest
3.25% 50% of shares vest
4.0% 75% of shares vest
4.5% 100% of shares vest

Analyzing the trends for the company’s operatinggmaover the past ten years, it is clear that
these are levels at which the company has not feeenlong period of time. The company has
been close to reaching the lowest vesting levelsiodild be able to reach this level again,
making it a realistic performance target. Oneaarays question how low the lowest threshold
should be and how much should be allowed to besdestt that time, but at least the performance
levels seem reasonable. Additionally, much ofdamings potential of each of the senior
officers is tied up in the vesting program, whittosld account for a good incentive program.

Vesting schedule vs Operating Margins

6.0% A

5.0% - /\
4.0% /

3.0% -

2.0% -

1.0% 1

0.0%

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Operating margin — — — - 25% vesting 50% vesting 75% vesting ——— -

Figure 1. Vesting Schedule versus historical gpgganargins FY1998-2007.
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M ANAGERIAL CHALLENGES

Given the radical changes that have hit the conselaetronics markets the past few years,
(falling prices, online competitors, etc.) beingcimarge of turning around Circuit City is no easy
task. Additionally, given the troubling past oéthompany, the new management was faced
with what can best be described as a mess. Asotheany is facing challenges to catch up with
Best Buy and adopt a similar model of operatiohis, fitting that many of its key senior
managers have an extensive background from thagpaoyn beginning with CEO Phil
Schoonover. Having an inside perspective of tlaetpres and philosophy within the formidable

competitor, will help as Circuit City strugglesrinvigorate its business.

The right fit?

However, as Circuit City is in a situation wherenitist turn around its business, it is important to
analyze whether senior management has the regsidiite and experience to actually be able to
turn the ship. Mr. Schoonover himself was at st when it carried its turnaround efforts, but
not as the CEO. To be the CEO in a turnarouncista may require a different skill set. In this
situation, analysts do seem to have confidencerirS¢hoonover’s abilities to run the company
and turn it into a more profitable venture. Wefeel that, although the management team does
have some strong individual competencies, it wanddvaluable to bring on someone with first
hand experience of turning around a retail businésgoes not seem to be meaningful to just
focus on Best Buy experience (which seems to haee the key recruitment factor so far), but
rather bring in a different perspective and expergewhich might help management further

develop its action plan going forward.

Regardless of whether additional management paiadded, Mr. Schoonover’'s main
challenges in terms of management seem to be loeviiog:

Stemming the loss of senior managementthe past nine months, several key senior

managers have left the company for outside oppibitsn

Reinstating morale at all levels of the comparsources indicate that morale is at an all-

time low at all levels in the company, including HQ
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Recent management changes

In the past quarters, the company has gone thrsoigie significant changes in senior

management. Key persons have left the companiyding:
CFO, Mike Foss

Mr. Foss left Circuit City for the position of CF& PetCo in Phoenix, Arizona. Sources
indicate that he was offered a very generous packagetCo, which together with the
situation at CC must have made the decision ellsyFoss held high regard with
analysts, so the leave is a considerable setbathdaompany. Mr. Foss announced his
departure during the spring of 2007, giving the pany time to find his replacement,

Mr. Bruce Besanko (see profile below).
SVP, CC Direct and Head of merchandising, Dave Maits

Mr. Mathews joined Circuit City in 2005 after ssrat Crutchfield Corp. and L.L. Bean
Inc. He was recently named president of Orchaeh@s, a $1.1 billion in annual
revenue, Beverly, Mass., direct-marketing compamtrolled by private-equity firm
Golden Gate Capital. The company has yet to rearnteplacement for Mr. Mathews,
and until such time his duties are filled by CEQiIRachoonover.

SVP Consumer Electronics Merchandise, Randy Wick
Mr Wick left Circuit City in November 2007 for a pition at Office Depot.

It is worrying to see these leaves at the seniaragament levels as many of these were brought
on with the specific goal to turn around the compaAll management leaves seem to have been
for appealing opportunities, but the tendency leittggquestion the realism of Phil Schoonover
pulling through this turnaround. In order to swEtehe needs to be able to rally the whole
company around the cause and senior managementialc At the same time, this might be an
opportunity to bring on a senior manager with eigrere of “bad times” management from

another retailer.

Investing in the company

In the case of Circuit City, the combined ownerdimgluding stock options) of the executive

officers and the board of directors amounts to 18%tal shares outstanding. The same figure
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for Best Buy is 17%, but the main difference lieghe fact that the founder is the Chairman and
holds 15% of total shares outstanding [23]. Takimg into account, the differences between the
two is not formidable. However, in a turnarounaigiion, one important signal to the market
and employees as to the commitment of senior manageand the board of directors in the
company and its performance is stock ownershipe €&ample of a public statement of
commitment was when the current CEO of LM Erics$dnCarl-Henrik Svanberg, upon
accepting the position, made a personal investoferoughly $20MM. [24] At the time (early
2003), Ericsson stock was severely depressed antett CEO was seen as a savior of the
company. He had the good fortunes of already lgglvetome wealthy through a similar type of
public investment in his previous employer, Assdofb Mr. Svanberg did get significant public
recognition for “putting his money where his moighand committing to reshaping the
company. This has been a good investment for ManBerg personally and for the company, as
the stock has appreciated significantly from thigpin time! Naturally, not all CEOs have
$20MM to spend on purchasing stock, but it wouldlbsirable to see top executives take on
some personal financial risk in the company, thgsading to the market and not the least to its
employees that this is a company they believe thvaill turn around.

! Lately (the past quarter), Ericsson has missedessamings estimates, which has sent stock prives dnd
raised criticism of Mr Svanberg, but the issue @l commitment to company performance is stilidia
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THE COMPETITIVE LANDSCAPE

The competition in the consumer electronics inguisés been dominated by the long and rich
saga of Circuit City vs. best Buy. Beginning i @marly 90’s, competition Best Buy forced
Circuit City to find new ways to drive sales grovehd maintain market share as price wars in
selected product categories erupted. During ttme-frame, Circuit City differentiated itself on

a basis of outstanding customer service, with arc&ted sales staff securing hard-sell sales as
well as sales of attachment services such as waasd@5]. Key to the superior customer service
strategy was the commission based pay structurthéosales staff. Associates were incentivized
to actively land sales with customers both on tleelpcts themselves and on the associated
services. In contrast, Best Buy operated undehdhe yourself model with an open store
approach where a high percentage of the merchamdis@vailable for the shopper to pick off of
the shelves and where there was very little cust@merice [26]. Competition on price was
never far from the battleground as Circuit City thomed to match competitor low prices, offer
promotions, and advertise to maintain custometsolgh the late 90’s and early 00’s, however,
Circuit City consistently lost market share to BBaty [27]. Circuit City eventually “sold its soul
to the Devil,” abandoned its policy of superior ttuser service, and adopted the Best Buy
model of a more open store with merchandise orslieé/es and reserved a lesser percentage of
floor space for inventory storage. The reorgamrabf each individual store’s footprint took
time and money and hurt same store sales figufedinally expel the superior customer service
previously associated with Circuit City, 3,900 corssipned sales associates were relieved of
their duties and replaced by new, hourly wage egg@s. This drastically hurt sales of
attachment services, something Circuit City id atiempting to rebound from [28]. Today, Best
Buy is the most preferred consumer electronicestoerall with a market share of 51% while
Circuit City commands a 17% market share, althdugth shares are declining due to the rise of
the discount retailers in the electronic spacelubive of discount retailers, Best Buy maintains
a 25% share in the Unites States, Wal-Mart a 158¢eshith Circuit City coming in third at 9%
[29].

Best Buy

Best Buy is the leading consumer electronics sfigagietailer as measured by gross revenue in

the market today. The large chain operates 8f@stwith 822 in the United States, 47 in
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Canada, and 1 in China totaling over 1.2 millionag feet. In addition, Best Buy operates
Magnolia Audio Video, Pacific Sales, Geek SquaduFfaiStop and Five-Star stores worldwide.
Best Buy comprises the high-end of the consumetreleics market with product offerings such
as televisions, digital cameras, DVD players, digiamcorders, MP3 players, home theatre
systems, car stereo equipment, personal compteégphones, home-networking equipment
DVD movies, video game hardware and software, Gidscmmputer software, and vacuum
cleaners and other household appliances. For Yol of 45% of Best Buy revenue came
from consumer electronics, 30% from home-officedoicis, 18% percent from entertainment

media and the remaining 7% from appliances [30].

Discount Retailers

In the beginning when flat panel televisions werauight to the consumer, electronics retailers
experienced very strong margins. However, as #nedrs to entry to this market are non-
existent, discount retailers decided to competebtain their share of the profits from TV sales.
The combination of discount retailer's market pow&h suppliers and the overcapacity of flat
panel TVs in the market driven by steep declinasamufacturing costs significantly deflated
prices. The flat panel TV story is not unique ssount retailers have entered the consumer
electronics market in full force, further compliceag Circuit City’s problems. Moreover, even
high-income shoppers are increasingly headinggoadint retailers such as Wal-Mart, Costco
and BJ’s as opposed to big-box consumer electsinres such as Circuit City and Best Buy
[31]. The aforementioned market power of discoetditers such as Wal-Matrt is a significant
threat to Circuit City’s future profitability. Theost structure of these retailers is superior as
compared with that of Circuit City as they can ram@ofitable despite significantly reduced
prices. In fact, discount retailers utilize consuralectronics in some instances as loss-leaders
through large promotional campaigns to bring cugiento the store and cross-sell them on the
other merchandising genres that are more profitaBlthough discount retailers can effectively
compete on operation efficiencies, they cannot aimpn a platform of superior customer

service.
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CompUSA

CompUSA is another competitor in the consumer edaats space and is also struggling to
outline a differentiated strategy to position itdelcompete in the increasingly competitive
market. The Dallas-based CompUSA is closing l18festin light of the price erosion in the
consumer electronics market. CompUSA is focusiogenon technology enthusiasts and
educated professional that it designates as its@mstomer, leaving the price sensitive consumer
for the competition. CompUSA is also focusing be small and medium-size business
customer segments embarking on a campaign to edbgainess owners about product offerings
through in-store seminars. Finally, CompUSA isiaying customer service as it invests in

employee training and certification programs [32].

Niche Players

Other smaller, niche players such as Radio Shackeadist as competitors in the consumer
electronics market. However, Radio Shack adoptdifferent strategy as it is primarily focused
on private label merchandise. Radio Shack and®ihdhe private label electronics business
often operated in mall-type settings where theessime is much smaller than big box retailers.
These smaller niche players did not sell brandetihaadise and therefore sold substitution
products as opposed to competitive ones.

The Internet

Circuit City maintains an e-commerce website witenesumers can buy products online.
Further, these products can be returned at anyiC(€dty location, offering a competitive
advantage over other internet-only retailers. Hawéhe electronic commerce industry has
significantly hurt Circuit City sales. E-commeraely retailers, such as Amazon.com, have no
store locations to contribute to fixed costs and effiectively compete with superior operational
efficiency. Further, the internet allows supremgiige sensitive consumers to access large
amount of information in a relatively short amoohtime. Customers are using Circuit City in-
store displays to get a physical look at electrgmaxiucts, and are then going home to the
internet to purchase the product for the lowestepachievable. This practice, called “free
riding” is increasingly negative effect on circaity through sales and market share erosion.

However, help for Circuit City in combating the drading practice of low-cost competitors may
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be on the way via the courts. A recent SuprematCaling in the Leegin vs. PSKS case now
allows manufacturers to set a minimum price fordga@emoving the effects of excess
discounting and brand erosion [33]. In doing tHi® courts acknowledged that retail services
create demand for products that free riders thptuca through pricing policies. Although the
consumer electronics manufacturers have not yatrbegmove in this direction, because the
vertical minimum price fixing decision lies in thands of the manufacturer and not the retailer,
the option is there and some may move in the naard to protect margins for retail partners

and prevent brand erosion [34].
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FINANCIAL ANALYSIS

We examined Circuit City’s financial statements o last five years through five lenses:

profitability, activities, leverage, liquidity, armther measures.

Profitability

For profitability, we examined cost of goods s@dyss profit, operating expenses, and operating
income (EBIT) as a percentage of sales as wellasterest burden and effective tax rate. As a
percentage of sales, COGS rose 70 basis poin30uh t a peak of 76.6%, declined in 2005 to
75.5%, was nearly flat in 2006, and rose agairDidi72o 76.4%. Gross profit margins did the
opposite, bottoming out in 2004 at 23.4% and dig@igain in 2007 to 23.6%. Operating
expenses as a percent of sales have remainednante of 20.5% to 21.9% over the last five
years and were 21.0% in 2007. Operating profitgmarimproved between 2003 and 2006 from
0.4% to 2.1%, respectively, but fell again to 1.222007. The interest burden peaked in 2004
at 8.3% of EBIT, but was wiped out in 2007 whentdeas taken off the books. The tax rate has
ranged from 4% to 42% over the last five yearser@V, profitability results have been mixed

and more volatile due to leverage.

Operations

To measure operations, we examined Circuit Citg'shcto sales ratio, accounts receivable and
inventory days on hand, and net fixed asset tumowée found that Circuit City held relatively
less cash on its books in 2007, just 1.5% of s#has) in 2003, when cash on the balance sheet
measured 8.8% of sales. Accounts receivablerarehtory days-on-hand both peaked in 2004,
at 22 and 73 days, and declined to 13 and 63 #a3807, respectively.

Leverage

To measure leverage, we looked at liabilities sets debt to capital, interest times earned, and
accrued expenses to sales. Liabilities to assetsased every year from 2003 to 2007 from

38% to 62%. Debt to capital rose from 10.8% in2@940.4% in 2006 before being paid off in
2007. Times interest earned fell to a low of 122004 before recovering. Accrued expenses as

a percent of sales rose from 1.1% in 2003 to 6 120D7.
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Liquidity

For liquidity, we looked at the current and quiekios. The current ratio fell from 2.4x to 1.4x
between 2003 and 2007 as current liabilities raseef than current assets. The quick ratio,
which does not take inventories into account,debry year between 2003 and 2007 from 1.3x

to 0.4x. We also looked at alternative performameasures.

Returns

Bringing all of the metrics together, we calculatetlrn as a function of profitability (net profit
margins), activity (asset turnover), and leveraBeofitability results have been mixed, turnover
has improved, leverage has increased, and ovetafirhas increased from -0.2% in 2003 to
7.5% in 2006 and 5.0% in 2007 (see ratio analysappendix for more details).

Ownership

Insider and Institutional ownership is 0.3% and.b@0 of shares outstanding, respectively. Of
the 169 million shares outstanding, 30.9 millioargs are short or 18.3%, which is a high
percentage. This compares to Best Buy’'s (BBY)desand institutional ownership of 38.6%
and 58.8% of shares outstanding, respectivelyth©#18 million shares outstanding, 65 million
are short or 15.5%. The low level of insider ovam@p at Circuit City greatly concerns us, and
we recommend an employee profit sharing plan asgbaur proposal (see appendix for detailed

ownership structure)
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| NDUSTRY ANALYSIS

A Mature Industry

Examination of the US consumer electronics retgiindustry shows that the industry has likely
peaked and is in the maturity phase.

Competition has significantly intensified

Small number of large companies dominate

Industry store opening plans have decelerated freak levels

Growth opportunities are mostly seen outside thenaetplace [35]
This interpretation of the market environment letdhe conclusion that Circuit City must
either significantly invest in its business to b@eothe industry leader, accept a position as the
industry follower, or exit the industry. Best Bustablished competitive advantages within the
premium segment through years of investment imaligy store design, location, merchandise,
and customer experience to the needs of the custémeddition, vendors have partnered with
Best Buy to deliver unique products that furthdfedentiate Best Buy's offering. Wal-Mart has

a clear competitive advantage on costs within tieegsensitive segment.

Strategic Direction Must A _ign with Industry Life -Cycle

G|

r Industry Industry Competition CC Faces 3 Strategic Choices:
o beginning to growing significantly °

wl develop; Mostly rapidly; CC intensifies; BBY Become Leader

t Mom & Pop consolidating growing, HD ° nd

h Retailers; CC industry with growing Accept 2™ Place

growing superstore appliance bus;
organically as a concept and WMT taking
regional player becoming share at low;,
national
chain;
Competition
from BBY
growing

/'/m\

Current
Industry Phase

Introduction Early Late Maturity
Phase Growth Growth Phase

Time
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Target Market

Within a mature industry market segmentation isaai. One of the reasons underlying Circuit
City’s deteriorating performance has been thatatse proposition was not clearly defined and
did not resonate within the marketplace. CircutyGioffering was, to borrow a term from

tennis, in the “no man’s land.” Price points and finoduct offering were neither premium nor
low cost. Circuit City needs to define a targetkefiand hone its customer offering to provide a
value proposition to that segment to drive custenn@o the store and retain them long-term.
The improvement in customer lifetime value incrsasignificantly with improvements in
retention rate, as shown in the table below. Westsnown the effect across multiple discount
rates to emphasize that the effect remains sigmfiacross any assumed discount rate.

Improving Retention Rate Significantly Increases CLV

Discount Rate

Retention Rate 6% 8% 10% 12% 14%
50% -- -- -- -- --
60% 46% 45% 44% 43% 42%
70%| 118% 114% 110% 107% 104%
80%| 245% 231% 220% 210% 201%
90%| 530% 480% 440% 407% 380%

Improvement over 50% Retention Rate

The market for consumer electronic retailing caségmented numerous ways. The first is by
willingness to pay. Here we find that there areeatially three segments: premium, value, and
price-sensitive. The premium segment is dominateBdst Buy and the price-sensitive segment
is dominated by Wal-Mart. The value segment hasigted toward Wal-Mart because Circuit
City and other retailers (CompUSA, Tweeter, etd)rbt clearly define a value proposition to
the marketplace. The value segment is price coanscluut is willing to pay a premium for a

more personalized shopping experience than thédxgdiscount retailers can provide.

Another way to dissect the market is by gendertdtisally, consumer electronic purchases

were predominately male. This is changing as tledycts manufacturers become more designed
focus and offer stylish products. Flat panel tedmns and the accompanying products (home
stereo, DVD player, video game console, etc) acemég more like furniture, than electronic
products. This is shifting the target market froralento female as females typically exert more

influence on decisions regarding home design amiding. Best Buy has recognized this facet
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of the industry. One of its target segments idsJibusy moms who want a kid-friendly store
environment and often purchase based on staff ne@dations [36]. However, Best Buy’s
marketing campaigns remain targeted to the mal®oes. For example, Best Buy’s holiday
circular is busy, product focused, with an emphasiprice. Contrasting that to Anthropology (a
woman’s clothing retailer) it is clear that theyspmn the product more within a lifestyle
context, with no focus on price. Similar examplas be seen across many retailers (Tiffany,
Coach, etc). The example below demonstrates thereliice between marketing primarily to
males (Best Buy) and marketing primarily to the &gpopulation (Anthropology):

Best Buy Holiday Anthropology Holiday
Wiklw Giveétz ﬁ;ft:;’ u;olor.
Gifts can be exchanged or rebumed

GUARANTEED through January

T

P

Wal-Mart Effect

The consumer electronics industry’s experience  [2006 Top 10 Consumer Electronic Retailers
. , 1 Best Bu 17.0%
following Wal-Mart’s entrance closely resembled |, Wa|_Ma¥t 9.4%
. , : , 3 Circuit Ci 7.6%
other industry’s experience. Wal-Mart aggressively|, b "ty e
riced key products, won significant market share, | Target 3.5%
priced key products, won significa arket share, | 2 Radoshack 3 0%
and forced weak competitors either into major 7 GamesStop 2.1%
8 CompUSA 2.7%
restructuring programs or completely out of the 9 Costco 2.6%
10 Apple Store 2.0%

market. The table shows the market share of the tqBource: TwicE magazine and JPMorgan estimates

10 consumer electronic retailers.

This story has played out across numerous indgdii¢he point where a Business Week article
termed it the, “Wal-Mart Effect.” [37]. Many of éhcompetitors that restructured their business

have returned to profitability and the best-praegito the restructuring provide a reasonable

34



TURNAROUND M ANAGEMENT FINAL PAPER CIrcuIT CITY STORES

guideline. We analyzed the approach of Winn Dixid &C Penny, two retailers in different

segments of the retail industry, in search of pesttices. The key lessons can be summarized

as:
1)

2)

3)

4)

Focus initial efforts on what matters the most to gstomers It is critical to make a
strong impression on the consumer quickly durirggrisstructuring and give them a
reason to believe that change is occurring. FomMiixie it was perishable products, for
JC Penny it was merchandising. Both companies &atirgently on these issues and,
coupled with the marketing message, were ablenginoe their consumers to return.
Focus on core operationsJC Penny entered the restructuring program magdage
Eckerd’s Drugstore chain. This was one of the firgestments that helped to focus
management’s attention on improving operationsiégndore brand. Winn Dixie shortly
after filing Chapter 11, closed its manufacturiagilities, stores in 14 non-core markets,
and 3 distribution facilities.

Store Modernization: The shopping experience must be geared to the oédis
consumer not to the needs of the company. Both aamp acknowledged that
consumers demand an updated shopping experiendbendet out to redesign store
layouts and product positioning within the stores.

Private label products dramatically improve performance Private label serves to
improve margins and differentiate the product offgr Winn Dixie used private label to
segment customers on willingness to pay and wastaldteal market share back from
both premium and low-end competitors. JC Penny psiedte label to enhance the

product line and improve margins.
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CRITICAL ISSUES ATCIRcUIT CITY

IT-systems

The company has traditionally had many problem& wianaging the IT-infrastructure
throughout the company. In 1999, the company laeddhe internal development of a new
point of sale system, called Magellan. This systeas deployed in a fraction of all stores, and
was later scrapped in favor of an off the sheltexysin 2004. However, the problem with IT-
systems has continued, especially with the poisiatés system. In April 2007, after years of
trouble, the company decided to outsource IT-mamage in its entirety to IBM. The contract
is valued to $775MM over seven years; under théraohlBM is to manage Circuit City’s IT
systems, security, web site and help desk opemati@ircuit City announced estimated cost

savings at about 15% over the life of the contja&}.

There is no structural reason why Circuit City ddaignificantly lag Best Buy sales per square
foot, yet, in FY2006, Circuit City posted sales pguare foot of roughly $560 vs. Best Buy at
$920 [39]. The stores are essentially similar ze sstocked with almost identical product,
employed by similar people. The large discrepandyé sales per square foot is likely attributed
to underinvestment in IT systems and a lack ofddeshoperating procedures. Improvements in
these areas should drive top line results.

Lack of Standard Operating Procedures

The company has already engaged Deloitte & Toutllesign retail standard operating
procedures, covering everything from unloadinguakrto adjusting the pricing and labor
models. The company acknowledged that its in-gicaietices were lacking and needed to be
addressed as customer service was falling. Delb#s developed new SOPs which are being
rolled out in a phased approach, starting withlange store and then rolling out to 50 stores to
test the scalability of the processes. After sssité rollout, the company will form eight central
and 60 regional learning centers to roll out thecept to all 650 stores. At this point, senior
management is putting its emphasis on executiaugirout the company. One indication of
this is the implementation of six day weeks foitriis managers instead of five as in the

previous practice [40].
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Employee Morale

The company’s perspective is that one problemndisihistorical salary structure, which was
well beyond industry averages according to analy$te financial pressures which arose after
the disappointing holiday results of 2006 forceel tompany to address this issue. CC replaced
about 3,400 store associates with lesser-paid sthfth obviously caused massive turmoil
among the store personnel, and is something th@aoyrhas had to address in its actions going
forward. The value and motivation behind this mbas been questioned by many analysts and
experts. The company explained that the wage streifdr these employees was well beyond
industry averages and, in order to adjust emplagsés, this was a way forward. However, the
actual savings the company could garnish througghatttion are questionable. A Wharton
professor estimated the “overpayment” to $0.51hoer per employee, making the total annual
savings after wage adjustments to roughly $3.5M1].[4The value of generating a $3.5MM
savings for a company with a turnover of $11Bn bifing its best performing staff is
guestionable. Naturally, this estimate does notefrom inside sources, so the savings may
very well have been higher. The layoffs affected to three employees per store, so on paper it
doesn’t look too harsh. However, it is importanthink of the precedent this move gives to
other store-front employees. What incentives @y tctually have to perform well, since the
result for previous high-performers was only tddid off (albeit offered to come back at lower
wages...)? Whether the cost savings is a correich&ist or not is of lesser importance. The
extent of the public discussion around the motorabtf the layoffs was a detriment to employee
morale. This move, or at least the official motiwatbehind the move, seems to us to have been

detrimental to the company as a whole, since masalew a critical factor [42].

Incentive programs and career development

One change that has been made to target moraésissthe institution of a clearer career path
for in-store associates, with more layers betwéeresnanager and associates. This creates
possibilities for associates to pursue a gradulldatowards management and function as

rewards for high performers [43].
Instituted career paths for store-personnel

0 Store manager
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0 Assistant Store manager
o Department head

0 “Key carriers” — This is a new position and a “mieldtep” up towards a potential
managerial position. It is one that is not unathie at first glance (as a position

as department head may be for a new employee).
0 Associates

In order to address issues of motivation at theeshtont level, the company has instituted a
point-based incentive system where employees gathets by selling certain items. The points
are redeemable for gift-cards and there is alsar gige-away program for highest points

gathered.

Morale among senior managers

As for addressing the morale issues indicated wisknior management, it seems to be a case
where there is a need for a new plan of actiongkaple can buy into. At present, the
management leaves seem to indicate a lack ofifaitie possibility to turn the company around.
This is a serious issue for Schoonover and somgthet needs to be addressed. As we stated in
the discussion around management, it may be aigoedtwhether Schoonover is the right
person to succeed with this turnaround or if hedade be reinforced with senior managers with

hands-on turnaround experience.

Location & Store Antiquitation

Circuit City has several problems with its reabsst
Location
Store model.

Location

Historically CC had an “if we build it, they willaene” attitude regarding their status in the
market place. The company was the clear markdeteavith BBY on the brink of bankruptcy.
In this situation, the company did not feel thateeded A-locations, because the Circuit City

brand would attract customers to go out of theiy teashop at the its stores. The resulting
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situation is that BBY occupied the A-locations dras much higher traffic and a better standing

among vendors.
Store model

The traditional layout of the Circuit City storedldbwed the so-called 35K-model, with 35,000
square feet in total. Of this area, almost 40% ma@susable for sales (warehouse, offices,
lavatories and other facilities) and only 60% wHedtive sales area. This layout is the premise

for the low sales per square foot the company gee&ncing relative to its competition.

Vendor relations

An area where the company must work to improva issirelations to its vendors. As earlier
discussed, the company is in an industry that @sastierized by very powerful vendors (e.qg.,
Sony, Samsung, Philips, LG, etc.) who make prieind production decisions autonomously
from the retail channels. The independent priciagision was a major reason for the negative
results in FY2007. Vendors slashed prices ondlagpTVs, a move which left retailers
scrambling to salvage any value. This was a s@onathere one could observe the advantages
of a company with strategic relationships with theindors. Best Buy is the best example of
such a player, since they managed to mitigateftleeteof the price wars by approaching its
vendors ahead of time and negotiating the terniseo$upply contracts. Consequently, the

financial effect on Best Buy was not at all as gigant as for other players in the market place.

In order to improve its profile towards its vendaskey activity going forward is a targeted
recruitment of an executive with inside experiefioen one or several of the vendors. Having
an inside perspective in the senior management valmsignificantly strengthen the strategic

capabilities of Circuit City vis-a-vis its vendamad will help uphold stronger margins.

Recent developments

Recent developments with Circuit City include:
Underperforming stores

Relocation.
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Underperforming Stores

In analyst discussions, management initially intidahat about 250 stores of the 650 total
stores in the domestic segment were classifiethad stores” — bad location and being of the old
model of stores. Recently, management indicataedptoblem stores amounted to as many as
350-400 out of the established store base, whidtem@ a much bigger problem. One highlight
of the store base is that there are very few sthigsare actually cash flow negative. Estimates
indicate that as few as five (5) stores out the@@iase are cash flow negative [44]. As positive
as this is for the company as a whole, it makegiifficult decision to relocate or close a
seemingly unattractive position when it is gena@positive returns. One reason for this
pattern is also that the leases have had beerwsddor a term of 20 years, making the tail end
of the lease period fairly profitable, since thade costs must be fairly low by that time
compared to when the stores opened. The comparsldmdeveloped a new store model, which
most new and relocated stores follow. The newestoodel is one with a total of 20,000 square
feet of space, of which a much larger portion iscfor sales compared to the old layout. This

format improves new store productivity, 4 wall adgimiition margin, and sales per square foot.

Relocation

Management is focused on relocating its existingesbase to more attractive locations, using
the new store layout. The pace has been fairly stofar, as the company has also had to open
new stores in new locations throughout the coun@wrrent company plans indicate a relocation

pace of 15-20 stores per year, while new storesustdor about 40-45 stores.
Each relocation is associated with significant £¢45]

Early lease termination cost: $0.9MM

Accelerated depreciation: $0.2MM

CapEx in new store: $1.5MM
However, the results show a positive developmenir(e: 2007 10-K):

Average of 26% increase in sales in the first 12iti® after new store opening compared

to old location

11% ROIC (including lease termination)
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26% ROIC (excluding lease termination)

Although the short term benefit from the relocatpyogram might not exceed the cost of capital
for the firm, the long-term benefits are clear:téestore locations, better store layouts and more

efficient use of capital.
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TURNAROUND PLAN

The Circuit City turnaround plan will position is the consumer electronics specialist offering
both goods and services in a convenient, enjoy&id@dly manner for customers. The plan
proposes activities focused on improving both groasgins and also sales volume to drive an
increase in overall margin dollars. Specificathis plan will grow sales from $12.4B to $21.5B
in 2015 while at the same time improving operatmaygins to about 3.4% in 2015 through
reduction of COGS and SG&A.

The Turnaround Plan Structure

The structure of the turnaround is based on bestipes pulled from successful retail

turnaround efforts cited in the previous section:

General Principle Circuit City Application

Focus initial efforts on what - Redefine target market
matters the most to customers ,
Improve store locations
Employee morale

Additional services

Focus on core operations - Divestments
Standard Operating Procedures
IT Systems

Store Modernization - Improve store locations
Implementation of new store model

Innovation on retail experience

Private label products - Product Differentiation
dramatically improve Marain | ¢
performance argin Improvemen

Focus on relocation of existing store base

Store relocations to ‘A’ locations, while costlyj\e margin and volume improvement, and
therefore are critical to the success of the tumad plan. The relocation will also help

implement new operating procedures and new systegusrements throughout the store base.
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We recommend increasing the pace to 75 relocafiengear in 2008-2010 and then reducing
the pace somewhat, resulting in roughly 300 stbeisg relocated in the first five years, thus
making the majority of stores being “good storesther than the current situation of the 2/3 of
the store base being “bad stores.” New store tnvasts should be held at a minimum in order
to avoid diverting management attention; the congEould reduce its plan of opening 75 new
stores. The initial years of relocation will in@usubstantial strain on cash flows, as relocation
expenses amount to $2.6MM per store. The initalryof operations for newly relocated stores
will have a net negative impact on the overall perfance of the company, but the following
years make it a more attractive investment. Gihanhthe new stores are developed around a

new concept with improved processes, this will haymsitive effect on margins and volume.

Standard Operating Processes, IT-system Upgrade, drEmployee Training

Coherent processes in the store front have be&mtacBest-in-industry standard operating
procedures will increase operational efficiencied sales volume through an improved
experience with customer service and at checkalith the roll-out of the current Deloitte &
Touche plan throughout the store infrastructurepeleeve overall store performance can
improve, especially on improving their efficieneyusing their capital base via inventory
management. Aligning the entire employee basmpraving store performance and

profitability will infuse the company with a sengkpurpose.

Through upgrading its aging IT system, Circuit Git{f be able to price more efficiently,

service customer inquiries and checkout experiemz&@ smoothly, and ensure seamless
transactions. Moreover, the system will providerenaluable information regarding inventory
replenishment, communication both across storesamudstore-to-internet, vendor
improvement, and performance management. Simatgdtup-to-date IT systems are critical to

modern retailing.

One important part of the rollout of the prograntaisnvest in training of its employees. This is
something we think is worthwhile and even critigalen the issues the company is facing in
terms of employee morale. Showing employees comarit through investment is crucial.
This investment also is critical to the customepghing experience and differentiates Circuit
City from low-cost retailers such as Wal-Mart.
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Increase private label offering

Circuit City should increase their private labdienings to differentiate and drive gross margin
improvement. The rise in ODM and OEM use by corsuetectronic manufacturers has led to
improvements in third party production of electmi This trend has allowed small electronics
manufacturers and retailers to introduce or drazallyiimprove the breadth of selection and
quality of their private label offerings through sking with these smaller manufacturers,
primarily located in China. Best Buy has been sastul in introducing theinsignialine

across their entire product line; this move alldlaem to earn a profit margin on their lower
priced products in cases where brand name goodllywoavide almost no profit. Circuit City
has a private label line — Nexxtech — but the sieleés very limited with no price points over
$200. With the increased marketplace price cortipetiCircuit City should explore greatly
expanding this line to both expand its value offgsi but also to earn margin in this area. This

offering would also reinforce the company’s repigtatas an expert at all price points.

Expand additional services

As price competition has squeezed margins, spgcithilers have expanded their “additional
services” as a way to differentiate, win consurogalty, and earn margin dollars. Warranty
sales have served this role in the past and sloawitinue to be offered with all purchases at the
point of sale. Also, firedog is a perfect examplienargin enhancement. The company should
continue investing in add-on services such as auAbased warranty program for online

purchases.

We note that we agree with Circuit City's decistorexit the private label credit card business
since it is a scale business with a steep learunge, and Circuit City lacks both the customer
base and expertise necessary to succeed in thigebasn the long run. Also, net loss ratios for
store cards tend to be higher than those of geparpbse (e.g. Visa, Mastercard) cards, because
a distressed cardholder is more likely to defanltiee Circuit City card and no longer shop at

Circuit City than default on a general purpose @ard no longer shop anywhere.

Improving Customer Experience

We recommend that Circuit City explore the benedist tradeoffs of a wide selection of

customer service initiatives to improve the custohfietime value. For example, Circuit City
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should consider implementing customer relationshgmagement software. Any customer
making a large ticket purchase should be recondieda centralized database. When the
expected useful life of the product is reached cthrapany could proactively reach out to the
consumer to inform him or her about possible regsfaent purchases. Also, there is a strong
correlation between product cycles and sales grosativefore a new product will be introduced
to the marketplace, Circuit City could inform it8qgrity customers in advance, answer any
guestions, and explain the product’s value proposih order to better serve the consumer and
increase early adoption. This would positively irtiphe P&L as well as the company’s brand
image. Circuit City could also design a specifieaaof the store for the female customer. As
mentioned previously, this is a valuable custonagnsent not currently served by the
marketplace. Instead of product displays, Circuiiy Could design a section of the store to
highlight products in a natural home setting. Ergig female personnel for this area would
reinforce the message. Finally, we recommend tirauf€ City host customer appreciation

events for its top customers at its stores.

Divestments

Divesting non-core assets is essential to focusiagagerial attention to improving core
operations. InterTAN, the Canadian chain, has Ipegforming poorly and management is
currently seeking a buyer for the division. Havpgchased the division for approximately
$280MM, management seems to be looking to showtipeseturns on the investment, as the
process of finding a suitable buyer has been aniaggrocess for quite some time. We believe
it would be beneficial for the company as a whol¢éake the steel bath and if necessary accept
negative returns on this transaction in order wuea full management attention to the core
domestic segment of Circuit City. A purchase pot&100MM would be acceptable, just to get
the transaction completed.

Problem: Being in the scrutiny of the public markes

One serious issue for this turnaround plan isithatprobably not possible for the company to
carry it out as a public company. We believe thatturnaround plan and its results make
Circuit City suitable for a leveraged buyout byiavestor. The aggressive pace of relocations is

something the market would not view as positiveurrent market conditions, as it would put in
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guestion the company’s ability to generate suffitieash to cover the added investment. An
LBO structured with part equity and part debt \géinerate enough of a cash cushion to be able
to carry out the turnaround plan in its entiretg @ahso generate attractive returns on a five year
investment horizon.
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GOING PRIVATE

The basic premise of the proposed buyout is tatira it as a leveraged buyout with a
significant equity portion. As the company hasyvamm margins, it is not possible to carry out a
highly leveraged buyout, but rather with sometHikg a 60/40 split of debt to equity. The
company has a fairly healthy balance sheet aswtiib negligible interest bearing debt as it is
($50MM year-end Q2 FY2008 and a $500MM revolvingtdacility). The issue is to balance
the needed investments in store relocations anddtied interest and principal payments with
the overall cash flow profile of the firm.

The exit goal for the leveraged buyout is to & tompany back to the market through an IPO
after a five-year investment horizon. At this gpmost of the real estate will have been
relocated and the company can then focus on expaiidistore base with new locations and
layouts. The positive effects of taking the comppriyate in this manner are that the company
can go through the necessary structural changee atace of its choosing, rather than catering
to the whims and demands of the market; additignaking the company private offers
possibilities for incentive plans where managenagnt employees can experience significant
upside if the company delivers on the managemesd. cBmployee morale is one of the key
levers (both in the store front and at HQ) to tilm®& company around, and going private in this
manner offers excellent opportunities to structamge attractive incentive programs. An
investment of this type will also serve to reaffimanagement and investor confidence in the
company and thereby also instill a sense of comemtrthroughout the company.

Key to be able to carry out this transaction i¢ thean generate attractive returns for the
investment horizon. With our turnaround plan, wel fconfident that Circuit City is an excellent
candidate for going private in a leveraged transaas we feel confident to be able to generate

a rate of return in excess of 20% on an annuasbasi
Assumptions

Overview

The investment horizon is five years, i.e., taking company private in early 2008 and then
carrying out an IPO in early 2013. The vast méjaof relocations will be carried out during the

investment horizon, with a total of 305 out of tb&al estimated 400 stores being relocated
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during this time. The remaining relocations wil Garried out during 2013 and 2014, at which

time the company will begin opening new stores a.w

Store metrics

In order to arrive at a detailed forecast for Cir€lity and a reasonable estimate of the impact of
our plan, we had to analyze the performance dowhdatore level of the company, making
some assumptions down the road.

First, we assumed the quarterly P&L results forlése five years to determine the seasonal sales
trend and found that the average Circuit City stose or barely made money in each of the first
three quarters but that these losses were moreoffeet by fourth quarter earnings. We then
calculated quarterly margins, adjusting for twouasgtions: a 35.8% tax rate each quarter and

net discontinued and other charges of zeezTable 1 beloW.

Table 1: Seasonal Factors

Sum - Last 5 Years Ql Q2 Q3 Q4 Total
Revenue 10,228 11,312 12,525 17,204 51,269
COGS 7,756 8,607 9,550 13,027 38,939
Gross Profit 2,473 2,705 2,975 4,177 12,330
SG&A Expenses 2,590 2,791 3,016 3,292 11,690
Operating Profit (87) (110) (59) 900 644
Interest Income (Expense) (6) (6) 5) 9) 27)
Pre-Tax Income (92) (113) (53) 865 606
Tax (36) (41) (29) 322 226
Net Income from Continuing Ops (56) (72) (34) 543 380
Discontinued & Other Charges 27 (48) 40 28 a7
Net Income (30) (120) 6 571 428
Average Revenue/Quarter - L5Y 20% 22% 24% 34%

Revenue 100.0%  100.0%  100.0%  100.0%  100.0%
COGS 75.8% 76.1% 76.2% 75.7% 76.0%
Gross Profit 24.2% 23.9% 23.8% 24.3% 24.1%
SG&A Expenses 25.3% 24.7% 24.1% 19.1% 23.3%
Operating Profit -1.1% -0.8% -0.3% 5.2% 0.7%
Interest Income (Expense) -0.1% -0.1% 0.0% -0.1% -0.1%
Pre-Tax Income -1.0% -0.8% -0.3% 5.3% 0.8%
Tax -0.4% -0.3% -0.1% 1.9% 0.3%
Net Income from Continuing Ops -0.7% -0.5% -0.2% 3.4% 0.5%
Discontinued & Other Charges 0.1% -0.2% 0.1% 0.1% 0.0%
Net Income -0.8% -0.3% -0.3% 3.3% 0.5%

Source: Company Reports, Team Analysis

Next, we created a P&L for the last twelve monthg divided by the 644 average store count to
reach a single store P&L. From the Circuit Cityfsyence call transcripts, we learned that
approximately 400 stores were in bad locationsreeetied to be relocated. These stores were

barely profitable, and the remaining stores wergaad locations. Only five Circuit City stores
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lost money in the last twelve months. Using thisimation, we created a bad location store
P&L and used a weighted average calculation omeahmeining 244 stores so that the good

location store P&L dropped owtdeTable 2 below
Table 2: Estimated Single Store P&L

($mm) LTM Bad Good
Revenue 18.4 14.0 27.7
COGS 14.0 10.9 20.5
Gross Profit 4.4 3.1 7.2
SG&A Expenses 4.1 3.0 5.9
Operating Profit 0.3 0.1 1.3
Interest Income (Expense) 0.0 - -
Pre-Tax Income 0.4 0.1 1.3
Tax 0.1 0.0 0.4
Net Income from Continuing Ops 0.2 0.1 0.8
Discontinued & Other Charges (0.0) - -
Net Income 0.2 0.04 0.8
Average Store Count (#) 644 400 244

Source: Company Reports, Team Assumptions

Then, we created a six year transition scheduléddrstores based on the disclosure that a
relocated Circuit City store’s revenue increaset 2 average in the first year and that level
declines to 4% over time. We assumed that baditocatores would grow revenue at 3% and
the margins would remain flat. We also excludexl8.6 million one-time relocation expense
from SG&A in year one so that we could includenibur quarterly model depending on the

quarter that we relocated the stased Table 3 below
Table 3: Estimated Bad Location & Transition StoreP&L Schedule

Bad Transition

Single Store P&L Annual Yrl Yr 2 Yr3 Yr4 Yr5 Yr 6
Revenue 14.03 17.67 20.50 22.55 24.13 25.34 26.35
COGS 10.94 13.66 15.69 17.09 18.27 19.06 19.69
Gross Profit 3.08 4.02 4.81 5.46 5.86 6.28 6.66
SG&A Expenses 3.01 3.84 451 5.01 5.30 5.51 5.66
Operating Profit 0.07 0.18 0.31 0.45 0.55 0.77 1.00
Interest Income (Expense) - - - - - - -
Pre-Tax Income 0.07 0.18 0.31 0.45 0.55 0.77 1.00
Tax 0.02 0.06 0.11 0.16 0.20 0.28 0.36
Net Income from Continuing Ops 0.04 0.11 0.20 0.29 0.36 0.50 0.64
Discontinued & Other Charges - - - - - - -
Net Income 0.04 0.11 0.20 0.29 0.36 0.50 0.64
Sales Growth (%) 26% 16% 10% 7% 5% 4%
Memo: One-Time Charge 2.6

Bad store growth 3.0%

Source: Company Reports, Team Assumptions
For good location stores, we assumed 4% annuahuevgrowth and flat margins. We then

created a profile for new stores that Circuit Qikgns to open in the futurede Tables 4 &)5
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Table 4: Good Location Store P&L Schedule

Good
Single Store P&L Yrl Yr2 Yr3 Yr 4+
Revenue 27.60 28.71 29.86 31.05
COGS 20.42 21.24 22.09 22.97
Gross Profit 7.18 7.47 7.77 8.08
SG&A Expenses 5.93 6.17 6.42 6.68
Operating Profit 1.25 1.30 1.35 1.41
Interest Income (Expense)
Pre-Tax Income 1.25 1.30 1.35 1.41
Tax 0.45 0.47 0.48 0.50
Net Income from Continuing Ops 0.80 0.83 0.87 0.90
Discontinued & Other Charges
Net Income 0.80 0.83 0.87 0.90
Sales Growth (%) 4% 4% 4% terminal
Source: Company Reports, Team Assumptions
Table 5: New Store P&L Schedule

New
Single Store P&L Yrl Yr2 Yr3 Yr 4+
Revenue 19.19 24.13 26.54 27.60
COGS 14.63 18.27 19.97 20.63
Gross Profit 4.56 5.86 6.58 6.98
SG&A Expenses 4.22 5.25 5.71 5.87
Operating Profit 0.34 0.61 0.87 1.11
Interest Income (Expense) 0.03 - - -
Pre-Tax Income 0.31 0.61 0.87 1.11
Tax 0.11 0.22 0.31 0.40
Net Income from Continuing Ops 0.20 0.39 0.56 0.71
Discontinued & Other Charges - - - -
Net Income 0.20 0.39 0.56 0.71
Memo:
Sales Growth (%) 26% 10% 4% terminal
Year 1: Additional SG&A Charge 2.6

Source: Company Reports, Team Assumptions
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Bad Transition
Margin Forecast (%) Annual Yril Yr2 Yr3 Yr4 Yr5 Yr 6
Revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
COGS 78.0% 77.3% 76.5% 75.8% 75.7% 75.2% 74.7%
Gross Profit 22.0% 22.7% 23.5% 24.2% 24.3% 24.8% 25.3%
SG&A Expenses 21.5% 21.7% 22.0% 22.2% 22.0% 21.7% 21.5%
Operating Profit 0.5% 1.0% 1.5% 2.0% 2.3% 3.0% 3.8%
Interest Income (Expense) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Pre-Tax Income 0.5% 1.0% 1.5% 2.0% 2.3% 3.0% 3.8%
Tax 0.2% 0.4% 0.5% 0.7% 0.8% 1.1% 1.4%
Net Income from Continuing Ops 0.3% 0.6% 1.0% 1.3% 1.5% 2.0% 2.4%
Discontinued & Other Charges 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Net Income 0.3% 0.6% 1.0% 1.3% 1.5% 2.0% 2.4%

New Good

Single Store P&L Yri Yr2 Yr3 Yr4 Annual
Revenue 100.0% 100.0% 100.0% 100.0% 100.0%
COGS 76.2% 75.7% 75.2% 74.7% 74.0%
Gross Profit 23.8% 24.3% 24.8% 25.3% 26.0%
SG&A Expenses 22.0% 21.8% 21.5% 21.3% 21.5%
Operating Profit 1.8% 2.5% 3.3% 4.0% 4.5%
Interest Income (Expense) 0.2% 0.0% 0.0% 0.0% 0.0%
Pre-Tax Income 1.6% 2.5% 3.3% 4.0% 4.5%
Tax 0.6% 0.9% 1.2% 1.4% 1.6%
Net Income from Continuing Ops 1.0% 1.6% 2.1% 2.6% 2.9%
Discontinued & Other Charges 0.0% 0.0% 0.0% 0.0% 0.0%
Net Income 1.0% 1.6% 2.1% 2.6% 2.9%
Tax Rate 35.8%

Next, we applied the average seasonal variationtbedlast five years to our annual forecasts to
reach a quarterly schedule for bad location, tteomsigood location, and new stores. Finally, we
forecast store relocations and new store openingsquarterly basis and adjusted our forecast
to maintain a $155 million margin of safety in @ash position or ~1% of sales (see appendix
for detailed quarterly forecasts). We note thdhat stage, we included the $2.6 million of
additional SG&A expenses in the twelve months fweiftg a store relocation or opening.
Specifically, we forecasted one-time charges irfitlsg second, third, and fourth quarter after a
store relocation or opening of $2.0 million, $0.8lion, $0.2 million, and $0.1 million,
respectively. This spending in the first year ¢e\v&0.9 million for the early lease termination
for relocated stores as well as $1.5 million ofecapnd $0.2 of accelerated depreciation cost

spread over the year.

Though we plan to sell the company at the endsoffiyear 2012, we note that net margins
improve every year between 2008 and 2015 excen 2013 when they drop just 30 basis
points due to a final push to relocate 50 bad lonattores and increase new store openings to
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25. Between 2008 and 2014, we plan to relocat#08llof our bad location stores. Beginning in
2012, once we have the majority of our bad locasitmmes moved to better locations, we plan to

ramp up new store openings (see table 6 below).
Table 6: Store, P&L, and Margin Forecast 2008E to @15E

2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E
Stores (#)
Beginning 672 672 672 672 672 672 672 672
Openings per year 0 0 0 0 0 0 0 30
Relocations per year 75 75 75 60 20 50 45 0
Non-Relocated 400 325 250 175 115 95 45 0 0
Relocated 75 150 225 210 155 130 115 95
Good 272 272 272 347 422 497 557 577
New 0 0 0 0 0 0 0 30
Ending 672 672 672 672 672 672 672 702
Aggregated P&L ($mm)
Revenue 12,430 13,336 13,617 15,236 16,286 17,256 18,186 18,727 20,162
COGS 75.7% 9,502 10,093 10,280 11,489 12,254 12,960 13,622 13,983 15,015
Gross Profit 24.3% 3,243 3,337 3,747 4,032 4,297 4,564 4,744 5,148
SG&A Expenses 23.2% 3,097 3,161 3,517 3,700 3,772 4,060 4,132 4,426
Operating Profit 1.1% 146 176 230 331 524 505 612 721
Interest 52 51 55 59 54 45 35 22
Pre-Tax Income 93 125 175 272 470 460 577 699
Tax 33 45 63 97 169 165 207 251
Net Income from Continuing Ops. 60 80 112 175 302 295 371 449
Discontinued & Other Charges - - - - - - - -
Net Income 60 80 112 175 302 295 371 449
Margin Analysis (%)
Revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
COGS 75.7% 75.5% 75.4% 75.2% 75.1% 74.9% 74.7% 74.5%
Gross Profit 24.3% 24.5% 24.6% 24.8% 24.9% 25.1% 25.3% 25.5%
SG&A Expenses 23.2% 23.2% 23.1% 22.7% 21.9% 22.3% 22.1% 22.0%
Operating Profit 1.1% 1.3% 1.5% 2.0% 3.0% 2.8% 3.3% 3.6%
Interest 0.4% 0.4% 0.4% 0.4% 0.3% 0.2% 0.2% 0.1%
Pre-Tax Income 0.7% 0.9% 1.1% 1.7% 2.7% 2.5% 3.1% 3.5%
Tax 0.3% 0.3% 0.4% 0.6% 1.0% 0.9% 1.1% 1.2%
Net Income from Continuing Ops. 0.4% 0.6% 0.7% 1.1% 1.7% 1.6% 2.0% 2.2%
Discontinued & Other Charges 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Net Income 0.4% 0.6% 0.7% 1.1% 1.7% 1.6% 2.0% 2.2%

Balance sheet items

We forecast certain balance sheet items in ordee table to forecast simplified cash flows for
the company going forward. For working capitaimge(accounts receivable, inventories,
accounts payable, accrued liabilities) we assusimdar distribution per quarter as over the

four quarters of FY 2007. There is significants®aal variation in items such as inventories and
accounts payable, while others do not exhibit asndtic seasonality. Inventories and accounts
payable show a clear spike in Q3 each year, wisithe period ending on Nov 30ust in time

for the Christmas season (see graph below). €higency follows in our assumptions and is set
to be constant from the FY2007 quarterly levelg.(greserving the seasonal effect). One could
argue that the levels should be brought down, iasdfan area where management is active to
reduce levels, but we chose to maintain theseddeehssume a more conservative outlook.
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Capital Expenditure

In order to forecast capital expenditures, we assitito consist of two main parts: maintenance
CapEx and CapEx for new and relocated stores.thHeomaintenance CapEx, we assume the
level to be 1.5% of sales and Depreciation at 90%ai. This ensures constant investment in
existing facilities (for necessary expansion, attgrder to be able to sustain future growth rates
As for CapEx associated to relocated and new star@base our assumptions on the company’s
own data. The associated expenditure for a retoca $2.6MM, which consists of $0.9MM of
lease termination fee, $0.2MM for accelerated dgpton and $1.5MM for Capital Expenditure

for investment in the new store location.

Purchase price

For the purchase price of the company, there arerakissues to consider.
Current stock price: @ $7.76 per share gives a etadlue of equity at 1,300MM.
In order to be able to offer attractive returnsworent shareholders, we assume a 20%
premium on the current share price, making ther gifice for equity holders a total of
$1,570MM (rounded).
Analyzing the financial implications of the turnara plan, it is clear that the company
will be in need of an additional cash infusion. ol estimation, an additional $180MM
of equity will be sufficient.
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Debt ratings and interest rates

The rating agencies consider the adjusted deldtjisted capitalization ratio, the fixed-charge
coverage ratio, management strength, and a comisggierating history when determining credit
ratings. We calculated the adjusted debt to aeljusapitalization ratio to gain a better
understanding of the true leverage of Circuit @itygl the fixed-charge coverage ratio to assess
the company’s ability to service its debt. CompgrCC to other large, US retailers (Best Buy,
Target, Walmart, Bed Bath and Beyond, and the Gag@¥ound that the company had the
highest adjusted debt to adjusted capitalizatitio e# 59.3% and the lowest fixed-charge
coverage ratio at 1.3x. As Circuit City’s rent erges come due, the company does not have
much room to make its payments. The current manageteam is strong though they lack
turnaround expertise, and the company has not lcadsistent operating history. Since Circuit
City does not have any publicly traded debt, itsdoet currently have a credit rating. We
believe if CC added any debt it would receive a Q&lihg, since it is not in default and would

have a limited ability to service its debt.

($mm) CC GPS BBY BBBY TGT WMT
Adjusted Debt 2,388 5554 4,474 1,728 13,677 50,360
Commercial Paper - - - - - 3,812
Long-term Debt, Current Portion 8 326 1,377 - 2,160 11,482
Long-Term Debt 51 188 600 - 10,152 27,966
Capital Leases - - - - - 3,594
Rent x 8.0 2,753 7,736 4,008 2,312 1,920 9,600
Less: Cash 424 2,696 1,511 584 555 6,094
Adjusted Capitalization 4,025 10,805 7,855 4,149 29,631 112,646
Equity 1,637 5,251 3,381 2,421 15,954 62,286
Adjusted Debt 2,388 5554 4,474 1,728 13,677 50,360
Adjusted EBIT 415 6,253 8,876 4,023 20,657 83,008
Net Income 166 3,188 5,325 2,379 11,240 48,846
Interest Expense (23) 158 137 - 2,281 7,318
Taxes (73) 1,940 2,913 1,356 6,896 25,644
Rent 344 967 501 289 240 1,200
Adjusted Interest 322 1,125 638 289 2,521 8,518
Interest Expense (23) 158 137 - 2,281 7,318
Rent 344 967 501 289 240 1,200
Adj. Debt to Adj. Capitalization 59.3% 51.4% 57.0% 41.7% 46.2% 44.7%
Fixed-Charge Coverage 1.3 5.6 13.9 13.9 8.2 9.7
S&P Rating na* BBB- BBB BBB A+ AA

*At present, Circuit City has no publicly traded debt and therefore the credit rating
agencies have no ratings on the company.
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Since Circuit City does not have any publicly tradiebt, we aumed a rate of 8% on sen|

debt and 10% on subordinated debt. Our senioridedsest rate assumption comes from

4.11% current 10 Year Treasury Bond rate and a ~#¥hipm on CCC rated debt. We asst

the subordinated debt earns an interest rail higher than the senior debt.

The structure of the LBO

The LBO is financially structured as consistings750MM of equity infusion and 1,000MM of

debt added to the company balance sheet. We aghatree potential buyer might conside

debt structure for5% senior term debt and the remainder in thefof subordinated deb

The assumed senior debt is a seven year papeawititerest rate (8.02%6 (paid sen-annually)

and a subordinated debt at &d (hterest rai (see debt schedule below).addiion to the term

loans, the company will also maintain a revolvimdptfacility, as the business is character

by highly seasonal changes in profitability. Therent facility is $500MM, however, in
scenario with significant debt added to the bee sheet, we believe it is prudent to estime

lower cap on the revolver since lenders might lhgctant to supply additional financing at tl

point. We assume the revolver to be capped atg86and it is to be paid down by the end

year.
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Table 8. Debt Schedule

Debt Schedule 2008 2009 2010 2011 2012 2013 2014 2015
Revolver (6% interest, $350MM)

Average revolver balance 0.0 0.0 0.0 81.7 108.8 112.3 87.3 49.7
End of year balance 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest payment 0.0 0.0 0.0 4.8 6.4 6.6 5.1 2.9
Senior debt (7-yr, 8% interest, $750MM)

Opening balance 750.0 642.9 535.7 428.6 321.4 214.3 107.1 0.0
Principal payment 107.1 107.1 107.1 107.1 107.1 107.1 107.1 0.0
Ending balance 642.9 535.7 428.6 321.4 214.3 107.1 0.0 0.0
Interest payment 58.8 50.4 42.0 33.6 25.2 16.8 8.4 0.0
Subordinate debt (10% interest, $250MM)

Opening balance 250.0 250.0 250.0 250.0 250.0 250.0 250.0 250.0
Principal payment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Ending balance 250.0 250.0 250.0 250.0 250.0 250.0 250.0 250.0
Interest payment 24.4 24.4 24.4 24.4 24.4 24.4 24.4 24.4
Total debt service 83.3 74.8 66.4 62.8 56.0 47.8 37.9 27.3
EBIT 145.6 175.9 230.1 331.2 524.1 504.5 612.1 721.3

Debt coverage

EBIT/Interest 1.7x 2.4x 3.5x 5.3x 9.4x 10.6x 16.1x 26.4x
EBITDA/Interest 3.9x 4.8x 6.6x 8.8x 13.5x 15.7x 22.8x 36.4x
(EBITDA-CapEx)/Interest 1.5x 2.1x 3.1x 4.9x 8.9x 10.0x 15.4x 25.3x
Net debt/EBITDA 0.0x 0.5x 0.8x 0.8x 0.3x 0.2x -0.1x -0.4x
Uses of cash
Current market value (Dec 7, 2007)
Per share $7.76
Share outstanding (#M) 168.6
Market value of equity ($M) 1,308.0
Purchase premium 20.0%
Purchase price 1,569.6
Debt 1,000.0
Equity share 750.0
Cash from company (infusion) (180.4)
Debt schedule % $mm
Senior debt interest (7yr) 8.0%
Sub debt interest 10.0%
Senior debt interest (7yr, semi-annual) 3.9%
Sub debt interest (semi-annual) 4.9%
Senior debt share 75.0% 750
Subordinate debt share 25.0% 250
Total debt 1,000

What is important to follow in this scenario is ttesh position as well as the revolver balance of
the company throughout the investment period sbitl@es not go into default while pursuing

its turnaround program. As the graph below shalaescompany will be able to sustain the
projected change program and still maintain a hgadvel of cash on its balance sheet. This

leads us to believe that an LBO will be possibledaoy out.
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Table 9. Cash Position & Store Relocation
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Exit scenario

In order to be an attractive investment, it is 138eey to be able to achieve healthy rates of return
upon exit. We assume that a private equity invgstbich would be the most likely investor)
would require an internal rate of return of at miom 20%.

In terms of the returns necessary, we choose ta nsatiple of EBITDA for the enterprise

value at the time of an IPO. Current multipleshie@ market place show the following profiles

for the company and its competitdrs:

Company EV/EBITDA
Best Buy 8.8x
RadioShack 5.3x
Wal-Mart 8.6x

CostCo 13.6x

Circuit City should, with a better store locatiomfile and service offering be valued closer to
Best Buy rather than RadioShack (as RadioShach kasy different business model from
Circuit City). Applying a discount for conservatisme feel that an exit multiple of 6.0x
EBITDA should be reasonable for an investor to exfrom an IPO after the five year initial
investment horizon. We feel that the chosen mlelipfairly conservative, meaning that there
could be considerable upside as well.

With this in mind, our case looks as follows inmsrof return on investment:

2 Yahoo! Finance
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Table 10. LBO exit scenario

Exit value in 2012

EBITDA multiple 6.0x
EBIT 524.1
Depreciation 233.0
EBITDA 757.1
Enterprise value 4,542.5
Minus net debt end of 2012 218.4
Exit equity 4,324.2
IRR requirement 20.0%
PV @ IRR requirement 1,737.8
Return multiple 2.5x
Net debt (689.5)
Equity 1,737.8
Affordable bid (Equity) 1,048.3
Actual investment scenario

Equity investment 750.0
Exit equity 4,324.2
Return 3,574.2
Return (%) 476.6%
Annual return 42.0%

As is clear from the calculations, at the assunugiity investment of $750MM (as described
under “Actual investment scenario”), an investonldanake very handsome returns of over 40%
IRR over the investment period. Even at an equityipn of over $1,000MM an investor is able
to make a fairly decent return of 20% IRR overdlsumed time period of five years. Using
EBITDA multiples in the range of 3.0x to 6.0x, wauhd that our potential return ranged from
22.3% to 42.0% (see table below).

Table 11. Breakeven Analysis

EBITDA multiple and IRR
Equity investment $750MM

3.0x 3.5x 4.0x 4.5% 5.0x 5.5x 6.0x
22.3% 26.5% 30.2% 33.6% 36.6% 39.4% 42.0%

Conclusion

Our analysis shows that Circuit City is an attnaeinvestment opportunity for a private equity
type investor. A suitable type of investor in tb@mpany would preferably a firm with
considerable experience in the consumer retaibsedthere have been players making offers on

the company — the latest was in the Spring of 280the Boston hedge fund Highfields Capital
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at a stock price of $17 per share, which was regeciit this point we feel that the company may
be more willing to entertain discussions regardirgptential buy-out in order to be able to

reposition the Circuit City in the market.
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APPENDIX

Management profiles

Feb 28, 2007 Team
Name Age Office

Philip J. Schoonover 47  Chairman, President and
Chief Executive Officer

_ 47  Executive Vice President

Multi-Channel Sales

Michael E. Foss 49 Executive Vice President
Chief Financial Officer

David L. Mathews 47 Executive Vice President

Merchandising, Services and Mktg.

Ronald G. Cuthbertson 50  Senior Vice President

Supply Chain and Inventory Mgmt.

Philip J. Dunn 54  Senior Vice President
Treasurer and Controller

Reginald D. Hedgebeth 39  Senior Vice President

General Counsel and Secretary

April 30, 2004 Team
Name

Age Office

Michael E. Foss
Ronald E. Baime

Dennis J. Bowman
William C. Denney
Fiona P. Dias

Philip J. Dunn

Gary M. Mierenfeld

Douglas T. Moore
Ernest V. Speranza

Jeffrey S. Wells

Phil Schoonover, Chairman, president & CEO

54 Chairman, President and
Chief Executive Officer
Executive

50 Executive Vice President
Chief Operating Officer

46 Senior Vice President
Chief Financial Officer

42 Senior Vice President
General Merchandise Manager

50 Senior Vice President
Strategic Sourcing and Inventory
Planning/Replenishment

52 Senior Vice President
General Counsel and Secretary

42 Senior Vice President
Eastern Division President

47 Senior Vice President
General Merchandise Manager

38 Senior Vice President
President Circuit City Direct

51 Senior Vice President,
Treasurer and Controller

52 Senior Vice President
Store Development, Procurement,
Distribution and Service

47 Senior Vice President
Western Division President

58 Senior Vice President
Chief Marketing Officer

58 Senior Vice President
Human Resources and Training

Schoonover, 46, joined the company in 2004 as axecuice president and chief

merchandising officer. He was named president brisey 2005, elected to the board of

directors in December 2005 and named chief exeeufificer in March 2006. Before joining
the company, Schoonover was executive vice presidestomer segments at Best Buy Co.,

Inc., a retailer of consumer electronics, homeeefforoducts, entertainment software, appliances
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and related services, from April 2004 until Septem2004. He joined Best Buy in 1995 and
previously served as executive vice president, Ibgsiness development from February 2002
until April 2004; executive vice president, digitachnology solutions from February 2001 until
February 2002; and senior vice president, mercisarglfor five years. Before joining Best Buy,
Mr. Schoonover was an executive vice presidentGRS Appliance City, a retailer of home
appliances and consumer electronics, and heldrsgalies and marketing positions with Sony

Corporation of America, a global entertainment camp
Bruce Besanko , CFO

Mr. Besanko, 48, joined CC in Q3 2007 as Execudiee President and Chief Financial Officer
from The Yankee Candle Company, Inc., where heeskag senior vice president, finance and
chief financial officer since April 2005. He alserved as vice president, finance for Best Buy
Co., Inc., from 2002 to 2005. Besanko held sevarahcial leadership positions from 1996 to
2002 in the hardlines business at Sears, RoebuCk.&

George D. Clark, EVP Multi-Channel Sales

Mr. Clark joined the company in 1983. He was progddb store manager in 1987, district
manager in 1992 and regional vice president in 1B@3was named assistant vice president in
1995; vice president and Central Division presiderif997; Eastern Division president in 2002;
senior vice president in 2003; and general merdsandanager for technology in 2004. He was
named president - retail stores in March 2005; etre€ vice president - retail stores in March
2006 and executive vice president - multi-chanakdssin February 2007.

Ronald G. Cuthbertson, SVP Multi-Channel Sales

Mr. Cuthbertson joined the company in March 200Sexsor vice president, supply chain and
inventory management. Before joining the compaeywhs president and chief executive officer
of Southport Consulting, Inc., a management coimguttompany. Prior to his role at Southport
Consulting, he was employed at Best Buy Co., irmnf1999 to 2004 and served in numerous
roles including enterprise vice president, with@ament roles of vice president Best Buy
International and vice president global sourcingl axecutive vice president, merchandising,
marketing and supply chain at Best Buy Canada Ltd.

Philip J. Dunn, SVP, Treasurer and Controller

63



TURNAROUND M ANAGEMENT FINAL PAPER CIrcuIT CITY STORES

Mr. Dunn joined the company in 1984 as an assigtamitroller of inventory audit and control.
He was named treasurer in 1990, was promoted &president in 1992 and added the title of
controller in 1996. In 1999, he was elected sewvicg president. Mr. Dunn was employed by
Arthur Young & Co., an accounting firm and a presisor of Ernst and Young LLP, from 1980
to 1984.

Michael L. Jones, CIO

Mr. Jones joined the company in 1999 as vice pesgjcthief information officer, First North
American National Bank. He was promoted to senice president, chief information officer in
February 2004. Prior to joining the company, Mm&®was employed by Markel Corporation,
an international property and casualty insuranddihg company, for ten years, most recently as

president and chief operating officer of an opasubsidiary.
Irynne Mackay, SVP

Ms. MacKay joined the company in December 2006ea$0s vice president, general
merchandise manager for entertainment. Beforerjgithe company, she served as managing
director of Infinitive, Inc., a management consudtfirm based in the Washington, D.C. area, for
two years. During that time, Ms. MacKay led themeassisting Circuit City with its
merchandising transformation. Prior to joining hifive in 2004, she was a senior director at
Best Buy Co., Inc. At Best Buy, she worked on newsibess development and customer
centricity. Before joining Best Buy, Ms. MacKay vked for nine years at Accenture, a global
management consulting, technology services anaordisig company, on large scale retail

transformation projects.
Peter Weedfald, SVP, CMO

Mr. Weedfald joined the company in July 2006 asaerice president, general merchandise
manager for entertainment/content. In Septembe8,28®was named chief marketing officer.
Before joining the company, he served as a semerpresident, sales and marketing, U.S.
consumer electronics and North American corporatekeating for Samsung Electronics

America, a marketer of consumer electronics, inftram systems and home appliance products,
from February 2005 to July 2006. He joined Samsar@ctober 2001 and served as vice
president strategic marketing North America fromidber 2001 to November 2003 and as
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senior vice president and chief marketing offi@xmsung North America from November 2003
to February 2005. Prior to joining Samsung in 204, Weedfald held various senior positions
with ViewSonic Corporation, a worldwide provideradvanced display technology from 1998
to 2000. Prior to joining ViewSonic in 1998, hesat in various senior publisher positions at
Ziff-Davis Publishing, a leading integrated mednpany serving the technology and

videogame markets.
Marshall Whaling, SVP

Mr. Whaling joined the company in May 2006 as semioe president, retail operations. Prior to
joining the company, Mr. Whaling was senior vicegdent of sales and operations for the
business-to-business division at Best Buy Co., Hecjoined Best Buy in 1997 and served as
vice president of retail operations and as regioita president and district manager. Before
joining Best Buy, he worked for American of Madisdmc. for more than twenty years, last

serving as senior vice president of stores.

Retail Industry Takeover Table

Fekruary 27, 2005 Pederated Degartment Stores, e May Degartnent Stores Comgany 8.5 17,000 1.08x
February 15, 2005 Highfields Capital Circuit City* BTy 2487 .24y
Masch 28, 2004  Staples e Wiadd (UK} Ni& ] 03m
July 13, 2003 Buise Cascads Cfficahax 1112 018 0.2x
June 19, 2003 Bed Bath & Bayord Christmias Tree Shoes e 194 0.53x
May §, 200= Hame Degot \White Cag 100x T2 142
Berd 8, 2003 Office Depot Guibert EAcH arz 0.58x
June 1, 2003 Cares Slim Circurs City 5.3x 1043 0.1x
Bugust 22 2002 Staeles Guibert 1500 =38 1.87x
March 5, 2002 Bed Eath & Beyord Harmom Stores MA 24 R
August T 2001 Arharce Auto Parts Dirscownt Auto Parts x 208 07rx
Decemiper 2, 2000 Best Buy Magnolia Hi Fi MA a8 0.88x
Januzey 18 2008 Hame Depot Maitzazpoz Warthouss 132y
Septemiber £ 1955 Stacles iz Dapat 125x 4000 067
[ Averaga  9.8x §2518 085

* Deal dd nof go throwgh

Sowse: Company reports and JPMaegan esimai=s,
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Type Ratio i.e. Calculation 2003 2004 2005 2006 2007R
Components of Return
OPM Return on Equity ROE = NI -02% 0.0% 29% 7.5% 5.0%

(return) Average Equity
Profitability Net Profit Margin NPM = NI -0.1% 0.0% 06% 13% 0.7%
(operations) Sales
Activity Turnover = Sales 2.62 265 271 283 3.60
(investment) Assets
Leverage Leverage = Assets 1.62 1.68 1.85 2.08 1.93
(financing) Equity
Profitability Measures
Profitability Cost of Goods Sold CGS Ratio = CGS 75.9% 76.6% 75.5% 75.6% 76.4%
to Sales Sales
Profitability Gross Profit GPM = Gross Profit 24.1% 23.4% 24.5% 24.4% 23.6%
Margin Sales
Profitability Operating Expenses Op Exp Ratio = Op Exp 21.6% 20.5% 21.9% 20.9% 21.0%
to Sales Sales
Profitability Operating Profit OPM = EBIT 04% 05% 12% 21% 1.2%
Margin Sales
Profitability Interest Burden = Interest 25% 83% 35% 13% 0.0%
EBIT
Profitability Effective Tax Rate t= Tax 4% 42% 38% 37% na
EBT
Activity Measures
Activity Cash to Sales Cash Ratio = Cash 88% 79% 96% 7.3% 15%
Sales
Activity Accounts Receivable AR DOH = AR 136 219 8.1 7.2 125
Days-on-Hand Sales/365
Activity Inventory Inv DOH = Inventory 673 731 676 712 62.9
Days-on-Hand CGS/365
Activity Net Fixed Assets NFATO = Sales 134 122 9.5 9.3 111
Turnover (@Sales) Net Fixed Assets
Leverage Measures
Leverage Total Liabilities Total Liab = Liabilities 38% 40% 46% 52% 62%
to Total Assets to TA Assets
Leverage (Interest-Bearing) Debt to = Debt 10.8% 18.9% 18.1% 40.4% 0.0%
Debt to Capital Capital Debt + Equity
Leverage Times Interest Interest = EBIT 395 121 284 782 na
Earned Coverage Interest
Leverage Accrued Expense AE to Sales = AE 11% 1.2% 58% 55% 6.1%
to Sales Sales
Liquidity Measures
Liquidity Current CR= CA 2.42 256  2.09 1.75 1.37
Ratio CL
Liquidity Quick (or Acid QR = CA - Inventory 1.32 123 098 0.70 0.41
Test) Ratio CL
Other Performance Measure
OPM Return on ROIC = NOP 18% 1.3% 3.8% 7.6% 5.0%
Invested Capital Capital
NOPAT= EBIT*(1-Tax Rate) 42 30 80 153 89
Capital = Debt + Equity 2,387 2,248 2,101 2,014 1,791
OPM Operating NOPM = NOPAT 0.42% 0.30% 0.77% 1.33% 0.71%
Efficiency Sales
OPM Capital Capital = Sales 4.2 4.4 5.0 5.7 6.9
Management Turnover Capital
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Ownership structure
Shares % of
Ownership 9/30/07 Held (K) TSO
Wellington Management 21,646 12.8%
TCW Group 18,732 11.1%
HBK Investments 14,751 8.8%
First Pacific Advisors 10,623 6.3%
Putman Investments 8,313 4.9%
Royal Capital Management 7,500 4.5%
FMR 7,396 4.4%
Vanguard Group 6,087 3.6%
D.E. Shaw 5,710 3.4%
Barclays Global Investors 5,487 3.3%
State Street 5,172 3.1%
Barclays Global Investors UK 5,132 3.0%
BNPParibas 3,957 2.4%
Deutsche 3,924 2.3%
Morgan Stanley 2,728 1.6%
UBS 2,421 1.4%
TIAA Cref 2,097 1.2%
Suntrust 2,045 1.2%
Elm Ridge Capital 1,930 1.1%
Bank of New York Mellon 1,706 1.0%
Nationwide Fund Advisors 1,670 1.0%
California Public Emp. Retirmt. Sys. 1,643 1.0%
Merrill Lynch 1,590 0.9%
Aviva 1,460 0.9%
Northern Trust 1,460 0.9%
Top 25 Owners 145,182 86.1%
Other 23,399 13.9%
Total 168,581 100.0%
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Quarterly Schedule By Store Type

Bad Store ($mm) Q1 Q2 Q3 Q4

Revenue 2.80 3.09 3.43 4.71

COGSs 2.18 241 2.67 3.67

Gross Profit 0.61 0.68 0.75 1.03

SG&A Expenses 0.60 0.66 0.74 1.01

Operating Profit 0.01 0.02 0.02 0.02

Interest Income (Expense) - - - -

Pre-Tax Income 0.01 0.02 0.02 0.02

Tax 0.00 0.01 0.01 0.01

Net Income from Cont. Ops 0.01 0.01 0.01 0.01

Discont. & Other Charges - - - -

Net Income 0.01 0.01 0.01 0.01

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6

Transition Store ($mm) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Revenue 3.53 3.90 4.32 5.93 4.09 4.52 5.01 6.88 4.50 4.98 5.51 7.57 4.81 5.32 5.89 8.10 5.05 5.59 6.19 8.50 5.26 5.81 6.44 8.84
COGSs 272 3.02 3.35 4.57 3.12 3.47 3.85 5.25 3.40 3.78 4.19 5.72 3.64 4.04 4.48 6.11 3.79 4.21 4.71 6.42 3.92 4.35 4.83 6.58
Gross Profit 0.81 0.88 0.97 1.36 0.97 1.05 1.16 1.63 1.10 1.20 1.32 1.85 118 1.28 1.42 1.99 1.26 1.38 1.48 2.08 1.34 1.46 161 2.26
SG&A Expenses 0.83 0.90 0.97 1.06 0.98 1.05 114 1.24 1.07 1.16 1.25 1.36 1.15 1.24 134 1.46 1.19 1.29 1.39 151 1.23 134 1.45 1.58
Operating Profit (0.03) (0.02) (0.00) 0.31 (0.01) 0.00 0.02 0.39 0.02 0.04 0.07 0.49 0.03 0.04 0.08 0.53 0.07 0.09 0.09 0.57 0.11 0.12 0.16 0.68
Interest Income (Expense) - - - - - - - - - - - - -

Pre-Tax Income (0.03) (0.02) (0.00) 0.31 (0.01) 0.00 0.02 0.39 0.02 0.04 0.07 0.49 0.03 0.04 0.08 0.53 0.07 0.09 0.09 0.57 0.11 0.12 0.16 0.68
Tax (0.01) (0.01) (0.00) 0.11 (0.00) 0.00 0.01 0.14 0.01 0.01 0.02 0.17 0.01 0.02 0.03 0.19 0.02 0.03 0.03 0.20 0.04 0.04 0.06 0.24
Net Income from Cont. Ops (0.02) (0.01) (0.00) 0.20 (0.01) 0.00 0.02 0.25 0.01 0.02 0.04 0.31 0.02 0.03 0.05 0.34 0.04 0.06 0.06 0.36 0.07 0.08 0.11 0.44
Discont. & Other Charges - - - - - - - - - - - - -

Net Income (0.02) (0.01) (0.00) 0.20 (0.01) 0.00 0.02 0.25 0.01 0.02 0.04 0.31 0.02 0.03 0.05 0.34 0.04 0.06 0.06 0.36 0.07 0.08 0.11 0.44
Good Store ($mm) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Revenue 5.51 6.09 6.74 9.26 5.73 6.33 7.01 9.63 5.96 6.59 7.29 10.02 6.19 6.85 7.59 10.42 6.44 7.13 7.89 10.84 6.70 7.41 8.20 11.27
COGSs 4.07 451 4.99 6.85 4.24 4.69 5.19 7.13 4.41 4.87 5.40 7.41 4.58 5.07 5.61 7.71 4.77 5.27 5.84 8.02 4.96 5.48 6.07 8.34
Gross Profit 1.43 1.59 1.76 241 1.49 1.65 1.83 251 1.55 1.71 1.90 2.61 161 1.78 1.97 271 1.68 1.85 2.05 2.82 1.74 1.93 214 293
SG&A Expenses 1.18 131 1.45 1.99 1.23 1.36 151 2.07 1.28 1.42 157 215 1.33 1.47 1.63 2.24 1.39 153 1.70 2.33 1.44 1.59 1.76 242
Operating Profit 0.25 0.28 0.31 0.42 0.26 0.29 0.32 0.44 0.27 0.30 0.33 0.45 0.28 0.31 0.34 0.47 0.29 0.32 0.36 0.49 0.30 0.34 0.37 0.51
Interest Income (Expense) - - - - - - - - - - - - - - - - - - - - - - - -
Pre-Tax Income 0.25 0.28 0.31 0.42 0.26 0.29 0.32 0.44 0.27 0.30 0.33 0.45 0.28 0.31 0.34 0.47 0.29 0.32 0.36 0.49 0.30 0.34 0.37 0.51
Tax 0.09 0.10 0.11 0.15 0.09 0.10 0.11 0.16 0.10 0.11 0.12 0.16 0.10 0.11 0.12 0.17 0.10 0.12 0.13 0.18 0.11 0.12 0.13 0.18
Net Income from Cont. Ops 0.16 0.18 0.20 0.27 0.17 0.18 0.20 0.28 0.17 0.19 0.21 0.29 0.18 0.20 0.22 0.30 0.19 0.21 0.23 0.32 0.19 0.22 0.24 0.33
Discont. & Other Charges - - - - - - - - - - - - - - - - - - - - - - - -
Net Income 0.16 0.18 0.20 0.27 0.17 0.18 0.20 0.28 0.17 0.19 0.21 0.29 0.18 0.20 0.22 0.30 0.19 0.21 0.23 0.32 0.19 0.22 0.24 0.33
New Store ($mm) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Revenue 3.83 4.24 4.69 6.44 4.81 5.32 5.89 8.10 5.30 5.86 6.48 8.91 551 6.09 6.74 9.26

COGSs 291 3.23 3.59 4.89 3.64 4.04 4.48 6.11 3.98 441 4.89 6.68 411 4.56 5.06 6.90

Gross Profit 0.92 1.00 1.10 1.55 1.18 1.28 1.42 1.99 1.32 1.44 1.59 2.23 1.40 1.53 1.69 2.37

SG&A Expenses 0.91 0.99 1.07 1.16 1.14 1.23 133 1.44 1.24 1.33 1.44 157 1.27 1.37 1.48 1.61

Operating Profit (0.10) (0.08) (0.03) 0.79 (0.18) (0.14) (0.06) 1.42 (0.25) (0.20) (0.09) 2.02 (0.33) (0.26) (0.11) 2.59

Interest Income (Expense) 0.01 0.01 0.01 0.01 - - - - - - - - - - - -

Pre-Tax Income (0.08) (0.06) (0.02) 0.67 (0.16) (0.13) (0.05) 1.34 (0.23) (0.18) (0.07) 1.92 (0.29) (0.23) (0.09) 2.45

Tax (0.03) (0.02) (0.01) 0.24 (0.06) (0.05) (0.02) 0.48 (0.08) (0.06) (0.02) 0.69 (0.10) (0.08) (0.03) 0.88

Net Income from Cont. Ops (0.05) (0.04) (0.02) 0.43 (0.10) (0.08) (0.03) 0.86 (0.14) (0.12) (0.04) 1.23 (0.19) (0.15) (0.06) 1.57

Discont. & Other Charges - - - - - - - - - - - - - - - -

Net Income (0.06) (0.03) (0.03) 0.44 (0.12) (0.05) (0.05) 0.88 (0.18) (0.07) (0.07) 1.25 0.22) (0.09) (0.10) 1.60

+New Store SG&A 2.0 0.3 0.2 0.1

+Transition SG&A 2.0 0.3 0.2 0.1
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Quarterly

Year

Stores

Beginning

Openings per year
Relocations per year
New

Relocated
Non-Relocated
Good

Ending

Non-relocated store P&L
Revenue

COGS

Gross Profit

SG&A Expenses

Operating Profit

Interest Income (Expense)
Pre-Tax Income

Tax

Net Income from Continuing Ops.
Discontinued & Other Charges
Net Income

Transition store P&L

Revenue

COGS

Gross Profit

SG&A Expenses

Operating Profit

Interest Income (Expense)
Pre-Tax Income

Tax

Net Income from Continuing Ops.
Discontinued & Other Charges
Net Income

New stores P&L

Revenue

COGS

Gross Profit

SG&A Expenses

Operating Profit

Interest Income (Expense)
Pre-Tax Income

Tax

Net Income from Continuing Ops.
Discontinued & Other Charges
Net Income

Good stores P&L

Revenue

COGS

Gross Profit

SG&A Expenses

Operating Profit

Interest Income (Expense)
Pre-Tax Income

Tax

Net Income from Continuing Ops.
Discontinued & Other Charges
Net Income

New Store - SGEA
Transition Store - SG&A

Aggregated P&L

Revenue

COGS

Gross Profit

SG&A Expenses

Operating Profit

Interest (Income) Expense
Pre-Tax Income

Tax

Net Income from Continuing Ops.
Discontinued & Other Charges
Net Income

P&L Forecast 2008E - 2015E

Q108

1,049
819
231
225

5
5
2

2,635
1,995
641

Q208

1,083
845
238
233

5
5
2

1,657
1,226
431
356
75

7%
27
48

48

Q308

1114
869
245
239

5

1,834
1,357
477
394
83

83
30
53

53

80

3212
2477

Q408
672

0

0

0

75

325

272
672

1530
1,194

2519
1,864
656
542
114

114
4
73

73

4494
3,400
1,094
983
111
3
8

50

50

Q109
672

0

2

0

100

300

272
672

865

395
302

1,558
1,152
405
335
n

n
45

45

2,817
2,129

Q209

877
684
193
188

185

Q309

882
688
194
190

4

376
288

1,908
1411
497
410
86

86
31
55

55

80

3,166
2,388

Q409

672
0
0
0
150
250
272
672

1,212
946
266
260

2,620
1,938
682
563
119

Q110

668

732
557
175

1,620

3,020
2,217
743

Q210

672
0
25
0
200
200
272
672

657

144
141

907
694
213
211

1,792
1326
466
385

Q310

672
0
25
0
225
175
272
672

636
496
140
137

1,984
1,468
516
427
90

90
32
58

58

80

3733
2,818
915

Q410

672
0
0
0
225
175
212
672

874
682
192
188

2,725
2,016

5127
3,862
1,265
1,081

Qi1

672
0
25
0
250
150
212
672

459

1,003
830
263
261

Q11

672
0
25
0
275
125
272
672

1,864
1379
485
401
84

84
30
54

54

Q@11

672
0
10
0
285
115
272
672

431

1,490
1,139
351

2,063
1526
537

93

93
33
60

60

3,984
3,001
982
925
58

55
20
35

35

Q411

672
0
0
0
285
115
272
672

591
461
130
127

3

2,046
1,555
492
368
124

124
80

80

2,834
2,006
738
609
128

128
4
82

82

5472
4,112
1,360
1122
237
29
208
75
134

134

Q112

672
0
0
0
285
115
272
672

362

1,323
1,000
323
315

1,752
1,296
456
3717
9

9
51

51

3,438
2,579
859

Q212

672
0
10
0
295
105
212
672

1,502
1,141
362

3,806
2,860
946

Q312

366
286

1,706
1,301
406
387
19

19
12

12

2,146
1,587
559
461
97

97
35
62

62

4219
3,174
1,045
957
88

85
31
55

55

Q412

503
393

108
2

2,947
2,180
767
634
133

133
48
86

86

5,794
4,348
1,447
1,175
2712
24
248

159

159

QL13

243

1,557
1172
384
368
16

16
10

10

1823
1,348

392
83

83
30
53

53

35622
2,710
912

Q13

1,780
1,347
433
412

2,016
1491

4,011
3,006
1,005

Q313

672
0
15
0
355
45
272
672

179

2,036
1546
489
460
30

30
19

19

2,232
1,651
581
480
101

101
36
65

65

4,446
3337
1,110
1,028

82

9
28
51

51

Q413

672
0

0

0
355
45
272
672

246

2,796
2,110
686
501
186

186
119

119

3,065
2,267
798
659
139

139
50
89

89

6,107
4,569
1,538
1,233
305
20
285
102
183

183

QL4

1410
1,062
348

2,033
1,504
493
408
86

86
31
55

55

3,540
2,642
898
797
102

104
37
67

67

Q4

1,617
1,224
393

2,401
1,776

Q314

672
0
15
0
325
0
347
672

1,856
1410
445
419
26

26
17

17

2,827
2,001
736
608
128

128
4%
82

82

4,682
3,501
1,181
1,075

106

104
37
67

67

Q414

672
0
0
0
325
0
347
672

2,549
1,924
624
456
168

168
108

108

3,883
2,872
1,011
835
176

176
113

113

6,431
4,796
1,635
1311
324
15
309
110
198

198

QL5

672
10
0
10
300
0
372
682

1,203

2,538
1878
661
546
115

115
41
74

74

3,780
2812
968

106

Q215

682
10
0
20
275
0
397
692

1330
1,008
325
308
17

2,960
2,189

134

Q315

692
10
0
30
250
0
422
702

1473
1,116
357

3,446
2,549
897
741
156

156
100
100

32

5,059
3,773
1,286
1,138

Q415

2,023
1,523
500
362
138

138

88

193

4,733
3,501
1,232
1,018

214

214
7
138

138

6,949
5171
1,778
1,428
350
10
340
122
218

218



TURNAROUND M ANAGEMENT FINAL PAPER CIrcuIT CITY STORES

Quarterly Cash Flow Forecast 2008E - 2015E

Working capital Starting Qo8 Q208 Q308 Q408  QL09 Q209 Q309 Q409 Q110 Q210 Q310 Q410 Q1L Q211 Q311 Q411 QI12 Q212 Q312 Q412 QI3 Q213 Q313 Q413 QIl4 Q214 Q314 Q414 Q5 Q215 Q315 Q415
Accounts receivable 3826 2195 268.0 387.0 4565 2346 2594 3745 4869 2515 3064 4416 5208 2696 3280 4713 5558 2863 3475 4990 5886 3016 3662 5259 6203 2948 3719 5539 6533 3147 3994 5985 7059
% of sales 8.3% 9.1% 11.8% 10.2% 8.3% 9.1% 118%  10.2% 8.3% 91% 118%  102% 8.3% 91% 118% 102%  83% 91% 118% 102% 83%  91% 118% 102% 83%  9.1% 118% 102%  83% 91% 118%  10.2%
Inventories 1637 19648 19126 26298 18496 20973 18450 25355 19694 22429 21800 29916 21012 23980 23293 31869 22373 25402 24618 33698 23652 2669.7 25879 35427 24857 26020 26202 37175 26094 27697 28057 40057 28131
%of COGS 985%  86.1% 1062%  54.4% 98.5% 86.1%  1062%  544%  985%  86.1% 1062%  544%  985% 86.1% 1062% 544% 985% 861% 106.2% 544% 985% 86.1% 106.2% 54.4% 985% 86.1% 106.2% 544% 985%  86.1% 106.2%  54.4%
Beginning Net PP&E. 936.0 9400 9444 9493 956.0 960.2 9645 9692 9764 9810 986.0 9916 9993 10041 10095 10155 10237 10289 10346 10409 10496 10550 10610 10677 10769 10822 10883 10953 11050 11106 11172 11248
Capex 39.5 40 49.1 67.4 423 426 415 719 453 503 56.0 76.9 48.6 539 508 8.1 516 57.1 633 86.9 543 602 66.7 916 531 61.1 702 96.5 56.7 65.6 759 1042
% of sales 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15%  18%  15%  15%  15%  15%  15%  15%  15%  15%  15%  15%  15%  15%  15% 18%  15%  15%
Depreciation 3.6 396 442 60.7 380 384 27 64.7 408 453 504 69.2 437 485 538 739 464 514 57.0 782 489 54.1 60.0 824 418 55.0 632 86.8 510 50.1 68.3 9338
% of capex 90% 90% 90% 90% 90% 90% 0% 0% 90% 90% 90% 90% 90% 0% 90% 90% 90% 0% 90% 90% 90% 90% 90% 90% 90% 90% 90% 90% 90% 90% 90% 0%
Ending net PP&E 936.0 940.0 944.4 949.3 956.0 960.2 964.5 992 9764 9810 9860 9916 9993 10041 10095 10155 10237 10289 10346 10409 10496 10550 10610 10677 10769 10822 10883 10953 11050 11106 11172 11248 11352
Liabllifes
Accounts payable 922 10129 10165 19457 10423  108L1 9806 18759 11098 11562 11587 22133 11841 12361 12380 23578 12608 13094 13084 24932 13329 13762 13755 26211 14007 13413 13926 27504 14704 14278 14912 29636 15852
% of COGS 50.8% 45.8% 78.6% 30.7% 50.8% 45.8% 786% 30.7% 508% 458%  786%  30.7% 508% 458% 786% 30.7% 508% 458% 78.6% 30.7% 50.8% 458% 78.6% 307% 50.8% 458% 786% 307% 508%  458% 786% 30.7%
Days payable 46.2 416 723 282 457 416 723 282 5.7 416 723 282 457 416 723 282 46.2 418 723 282 5.7 416 723 282 47 416 723 282 47 416 723 282
Other accrued liabilities 85 6412 7141 7%.1 10027 684.4 688.8 7675 11635 7319 8139 9056 12414 7825 8697 9647 13218 8289 9191 10201 13974 8712 9662 10724 14685 8491 9782 11253 15416 9038 10475 12125 16619
%of COGS 1% RI% RNI% 1% 21% 2.1% 21% 321%  R21%  21%  31%  3R1% 321% 321%  R1%  R1%  R21% 1%  3R1% 1% R1% R1%  R1%  321%  321% 3R1% 1% R1% 321% 321% R1% R1%
Net working capital (NWC) 3122 530.3 4500 251 1711 566.4 435.0 2665 1830 6063 5139 3142 1966 6489 5497 336 2106 6881 5818 3556 2236 7240 6125 3752 2368 7064 6213 3957 2506 7529 6664 4280 2718
Change 281 (803) (1749) (1040) 3953  (1314)  (1684) (836) 4234  (25) (1996) (1177) 4523  (99.2) (241) (150) 4775 (1063) (2262) (1320) 5004 (1115) (287.3) (1384) 4696  (851) (2256) (1450) 5023  (865) (2385) (1562)
Cash flows
Netincome 190 (19.4) 99 50.3 154 (18.1) 108 721 159 (15.) 132 9.2 167 (114) %5 138 55.1 33 547 159.0 36 28 508 1829 66.7 39.2 666 1982 68.3 67.4 949 2185
Less: increase in NWC (218.1) 803 1749 1040 (395.3) 1314 1684 836  (4234) 925 1996 1177 (4523 992 2141 150 (4775) 1063 2262 1320 (5004) 1115 2373 1384 (4696) 851 2256 1450 (5023) 865 2385 1562
Less: increase in net ppée @) @4 @9 6) (42 @3 @) () @y GO (8 @) (9 (4 60 (B2 G2 G 63 61 G4 60 60 (02 (63 6) (20 @6 ) (66 (76 (104
Cash from operations (203.0) 56.6 1799 1476 (384.1) 109.0 1745 1485  (4120) 723 2072 2082 (4405) 824 2436 2506 (4276) 1339 2746 2823 (4682) 1203 2815 3121 (4083) 1183 2852 3335 (439.6) 1473 3268 3642
Cash from Investing
Capex (500)  (56) (806 (81 (81 (81  (806) (331 (81 (81 (806 (331 (581 (81 (506 (181 (1) (216 (306 (126) (936 (516) (496 (08 (51 (1) (@86 (01) (51 (1) (26 (136
Asset sales 100.0
Cash interest 10% 73 76 75 86 87 45 48 58 59 13 13 26 32 - - 03 16 - - 08 24 - - 05 23 - - 10 30 - - 25
Cash from investing 573 (680)  (731)  (45)  (494)  (736)  (558) (273) (522) (768) (793) (305) (549) (181) (506) (178) (35 (216) (306) (1.8 (412 (5L6) (496 (201 (328 (471) (86) (191 (221) (321 (326) (IL1)
Cash from financing
Principal repayment - - - 107.1 - - - 1071 - - - 107.1 - - - 107.1 - - - 107.1 - - - 107.1 - - - 107.1
Cashfrom financing - . - (107.) - - -y - - -oaony - . -oaony - . <oy - - -y - - -7y
Change in cash (145.7) (11.4) 1068 159 (433.5) %4 9.7 140 (4642 (45) 1219 705 (4953 43 1930 157 (4311) 1123 2440 1633 (5094) 777 2319 1848 (44L1) 712 2366 2072 (4617) 1152 2932 3531
Beginning cash 919.9 7741 762.7 869.5 885.4 4520 4873 5860 6000 1358 1314 2593 3298 (1655) (1612) 318 1574 (2737) (1614) 826 2459 (2635) (1858) 461 2309 (2102) (139.1) 975 3048 (1569 (417) 2515
Change in cash (1457) (114 1068 159 (4335 354 987 140 (4642) (45 1279 705 (4953 43 1930 1257 (43L1) 1123 2440 1633 (5094) 777 2319 1848 (44L1) 712 2366 2072 (4617 1152 232 3531
Ending cash 7395 741 7627 8695 8854 4520 4873 5860 6000 1358 1314 2503 3298  (1655) (1612) 318 1574 (2737) (I614) 826 2459 (2635) (1858) 461 2309 (2102) (1391) 975 3048 (IS69)  (4L7) 2515 6046
Memo: Cash % LTM Sales 4.8% 4.0% 3.9% 6.6% 3.3% 3.6% 4.4% 4.4% 10% 0.9% 1% 2% 1% -10%  02%  10% L% -10%  05%  14% -15% -L1%  03%  13% -12% -08%  05%  16% -08% 02% 13%  30%
Revolver (Max $350MM)
Cash need 00 00 00 00 00 00 00 00 00 00 00 00 00 (1655 (1612 00 00 (2737) (1614 00 00 (635 (1858 00 00 (2102) (1391 00 00 (169 (4L7) 00
Beginning balance 0.0 00 0.0 0.0 00 0.0 00 00 00 00 00 00 00 1655 1612 0.0 00 2737 1614 0.0 00 2635 1858 00 00 2102 1391 00 00 1569 417 00
Added use (repayment) 00 00 00 00 00 00 00 00 00 00 00 00 1655  (43) (1930) 00 2737 (1123) (440) 00 26835 (7.7 (819 00 2102 (712) (866 00 1569 (1152 (282 00
Revolver balance 0.0 00 0.0 0.0 00 0.0 0.0 00 00 00 00 00 1655 1612 00 00 2737 1614 00 00 2635 1858 0.0 00 2102 1391 00 00 1569 47 00 00
Interest (annual) 6.0%
Interest (quarterly) 15% 00 0.0 0.0 00 0.0 00 00 0.0 00 00 00 00 24 24 0.0 00 40 24 0.0 0.0 39 27 00 00 31 20 00 0.0 23 06 00
Max revolver during period 237 350.0 350.0 350.0 350.0 3500 350.0 350 3500 3500 3500 3500 3500 3500 3500 3500 300 3500 300 3500 300 3500 3500 3500 3500 3500 3500 3500 3500 3OO 3500 3500 3500
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TURNAROUND M ANAGEMENT FINAL PAPER CirculT CITY STORES
Annual Income Statements 2008-2015
Income statement 2008 2009 2010 2011 2012 2013 2014 2015
Revenue 13,336 13,617 15,236 16,286 17,256 18,186 18,727 20,162
COGS 10,093 10,280 11,489 12,254 12,960 13,622 13,983 15,015
Gross Profit 3,243 3,337 3,747 4,032 4,297 4,564 4,744 5,148
SG&A Expenses 3,097 3,161 3,517 3,700 3,772 4,060 4,132 4,426
Operating Profit 146 176 230 331 524 505 612 721
Interest (Income) Expense 52 51 55 59 54 45 35 22
Pre-Tax Income 93 125 175 272 470 460 577 699
Tax 33 45 63 97 168 165 207 250
Net Income 60 80 112 175 302 295 371 449
Ratio Analysis 2008-2015
Ratio analysis 2008 2009 2010 2011 2012 2013 2014 2015
Revenue growth 2.1% 11.9% 6.9% 6.0% 5.4% 3.0% 7.7%
Gross margin 24.3% 24.5% 24.6% 24.8% 24.9% 25.1% 25.3% 25.5%
SG&A 23.2% 23.2% 23.1% 22.7% 21.9% 22.3% 22.1% 22.0%
Operating margin 1.1% 1.3% 1.5% 2.0% 3.0% 2.8% 3.3% 3.6%
Net margin 0.4% 0.6% 0.7% 1.1% 1.8% 1.6% 2.0% 2.2%
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TURNAROUND M ANAGEMENT FINAL PAPER CIrcuIT CITY STORES

Annual Cash Flows 2008-2015

Annual Cash Flows

Cash flows 2008 2009 2010 2011 2012 2013 2014 2015
Net income 59.9 80.2 112.2 174.6 302.1 295.1 370.7 449.1
Less: increase in net working capital 141.1 (11.9) (13.6) (14.0) (13.0) (13.2) (13.9) (21.1)
Less: increase in net pp&e (20.0) (20.4) (22.9) (24.4) (25.9) (27.3) (28.1) (30.2)
Cash from operations 181.0 47.8 75.7 136.1 263.2 254.6 328.7 397.7
Cash from Investing

Capital expenditure (239.3) (249.9) (249.9) (204.9) (69.9) (165.4) (150.9) (103.4)
Asset sales 100.0 - - - - - - -
Cash interest 31.0 23.8 11.1 3.6 2.4 2.9 3.2 5.5
Cash from investing (108.3) (226.1) (238.8) (201.3) (67.5) (162.5) (247.7) (97.9)
Cash from financing

Principal repayment (107.1) (107.1) (107.2) (107.1) (107.1) (107.1) (107.1) -
Equity infusion 180.4

Cash from financing 73.2 (107.1) (107.1) (107.1) (107.1) (107.1) (107.1) -
Change in cash 146.0 (285.4) (270.2) (172.4) 88.5 (15.0) 73.9 299.8
Beginning cash 739.5 885.4 600.0 329.8 157.4 245.9 230.9 304.8
Change in cash 146.0 (285.4) (270.2) (172.4) 88.5 (15.0) 73.9 299.8
Ending cash 885.4 600.0 329.8 157.4 245.9 230.9 304.8 604.6
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