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Shareholder Information
General Information
Shareholders may obtain a copy of the most recent
quarter’s financial results by visiting our corporate
Web site, www.BestBuy.com, selecting "Investor
Relations" and then "SEC Filings." A Web-based
e-mail notification system also is available to 
alert subscribers to new financial releases, 
SEC filings, upcoming events and other 
significant postings.

You also may visit our Web site to obtain product
information, Company background information
and current news, or to add your name to our 
e-mail notification lists. Or, write to:

Best Buy Co., Inc.
Investor Relations Department
7601 Penn Avenue South
Richfield, MN 55423-3645
Phone: (612) 291-6111  Fax: (612) 292-4001

Annual Report on Form 10-K
Our Annual Report on Form 10-K is available on
our corporate Web site, www.BestBuy.com, on the
Investor Relations pages under “Financials.” It also
is available by contacting the Securities and
Exchange Commission. 

General Counsel
Robins, Kaplan, Miller & Ciresi L.L.P.

Independent Auditors
Ernst & Young LLP

Annual Shareholders’ Meeting
June 24, 2003, at 10 a.m., (CDT)

Best Buy Corporate Campus - Theater
7601 Penn Avenue South
Richfield, MN  55423-3645

If you have a proposal for a future meeting, please
send it to the Investor Relations Department at our
Corporate Campus in Richfield. The deadline for
proposals to be considered at the 2004 regular
meeting of shareholders is Jan. 22, 2004.

Transfer Agent
For questions regarding your stock certificates —
such as lost certificates, name changes and
transfers of ownership — please contact our
transfer agent:

EquiServe Trust Company, N.A.
P.O. Box 43069, Providence, RI  02940-3069
Phone: (800) 446-2617
Hearing impaired: (800) 490-1493 
or (781) 575-2692, www.equiserve.com

Dividend Policy
We have not paid dividends historically, and 
we have no plans to do so at this time.

Financial Releases for Fiscal 2004
Conference calls normally are scheduled at 
10 a.m., eastern time, for quarterly earnings 
and for December revenue releases. All dates and
times are subject to change without notice.

June 5, 2003, first-quarter revenue
June 18, 2003, first-quarter earnings
Sept. 4, 2003, second-quarter revenue
Sept. 17, 2003, second-quarter earnings
Dec. 4, 2003, third-quarter revenue
Dec. 17, 2003, third-quarter earnings
Jan. 8, 2004, December revenue
March 4, 2004, fourth-quarter revenue
March 31, 2004, fourth-quarter earnings

Shareholders at a Glance
As of March 1, 2003, the percentage of shares
beneficially held by directors and executive officers
(23 people) was 19 percent, and Founder and
Chairman Richard M. Schulze held 53.6 million
shares beneficially (17 percent of shares
outstanding).

As of December 31, 2003, the number of
institutional shareholders was 453. The percentage
of shares held by institutional shareholders was 
64 percent. The top institutional shareholders were:
Fidelity Management & Research, 20.5 million
shares (6 percent of shares outstanding); AIM
Capital Management, 11.4 million shares; State
Street Global Advisors, 7.5 million shares; TIAA
CREF Investment Management, 6.7 million shares.

Meeting the Challenge
Our Company successfully met many
challenges in fiscal 2003. Our employees
stepped up to deliver another year of 
record profits from continuing operations. 
For example, they accepted additional
responsibilities triggered by executive
succession. They cut spending and boosted
productivity when sales growth slowed. 
They found ways to increase our market 
share in digital products in a more pro-
motional environment. They developed 
a new small-market store format to extend
our organic growth potential. We are proud 
of their achievements.

We face another set of challenges in 
fiscal 2004. We will meet those challenges 
with the creativity, adaptability and leadership 
of all of our employees. They are our core
growth engine and the reason we enter 
the year with such optimism.

Minneapolis-based Best Buy Co., Inc. 
is North America’s leading specialty retailer 
of consumer electronics, personal computers,
entertainment software and appliances. 
The Company’s subsidiaries operate retail 
stores and/or Web sites under the names:

• Best Buy (BestBuy.com)

• Future Shop (FutureShop.ca)

• Geek Squad (GeekSquad.com)

• Magnolia Hi-Fi (MagnoliaHiFi.com)

• Media Play (MediaPlay.com)

• Sam Goody (SamGoody.com)

• Suncoast (Suncoast.com) 

The Company’s subsidiaries reach consumers
through nearly 1,900 retail stores in the 
United States, Canada, Puerto Rico and 
the U.S. Virgin Islands.

Key Wins from Fiscal 2003

• We opened 67 U.S. Best Buy stores,
including our entry into Manhattan.

• We achieved revenue growth from
continuing operations of 13 percent, to
$20.9 billion, bolstered by the opening of
new stores.

• We obtained a 10-percent increase in
earnings from continuing operations
through effective promotional strategies
and efficiency initiatives. 

• We grew digital product sales and online
sales, resulting in a comparable store sales
gain of 2.4 percent from continuing
operations.

• We successfully launched the Best Buy
brand in Canada.

Note: Unless otherwise noted, our discussion relates only to
results from continuing operations, and comparisons are with 
fiscal 2002 results, as adjusted.
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Goals for Fiscal 2004 

• Increase revenue by 11 to 13 percent and grow income 
from continuing operations by 14 to 16 percent.

• Open approximately 80 new stores in the 
United States and Canada.

• Improve the operating margin by 10 to 20 basis points.

• Increase business with our most profitable customers.

• Build our service offerings to provide more complete 
solutions for our customers.

• Gain a larger share of our customers’ entertainment 
spending through new products, services and subscriptions.

• Develop the leadership potential of our employees 
to achieve these goals.
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2 Letter to Shareholders

Letter to Shareholders
The Company faced – and surmounted – an
unusual number of challenges in fiscal 2003.
Before addressing the coming year, I would
like to recap last year’s events because our
response to the challenges illustrates our
culture and our values, which have been key
to our success for nearly 40 years. 

The first challenge concerned management
succession. Founder and Chairman Richard
M. Schulze decided to step aside as CEO
after 36 years of leading the Company. I ad-
vanced to CEO in July, and we concurrently
announced a host of internal promotions that
resulted from this change. I am pleased with
the seamless transition and with our ability 
to fill all of the positions internally.

As the new team took office, the second 
challenge arose: a precipitous drop in
consumer spending caused comparable 
store sales suddenly to flatten in the second
quarter. Without comparable store sales
growth, normal inflation raised our expense
rate. At the same time, a more promotional

environment put pressure on our gross profit
rate. We quickly reacted by reducing back-
office spending, curtailing capital expenditures
and focusing on in-store execution. We also
accelerated our new-store opening schedule.
As a result, we finished the year with only
modest comparable store sales gains, 
but a double-digit rise in earnings from
continuing operations.

The third challenge was continued weakness
in sales of desktop computers and CDs, as
well as increased commoditization in many
product groups. In response, we increased
our assortments of fast-growing digital 
products, including digital, LCD and pro-
jection TVs; and digital cameras. We found
new methods to lower our cost of goods sold,
such as using online auctions to procure
products more cost-effectively and sourcing
more products from manufacturers in China.
Offering good values helped increase our
market share in many digital products, as
evidenced by our comparable store sales

Bradbury H. Anderson
Vice Chairman and CEO
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gains, which were higher than those of many
competitors. We performed at this level
without sacrificing our gross profit rate.

Product life-cycles in entertainment software,
coupled with further declines in mall traffic,
contributed to disappointing holiday results
at our Musicland subsidiary. As a result of a
pragmatic assessment of the profit potential
of this business, in March 2003 we publicly
announced our intention to sell Musicland.
This business has reduced our historically
strong return on equity, and we believe that
concentrating on our core businesses will
provide a higher return. Thus, we have
developed four new strategic initiatives 
to fuel the growth of existing or related
businesses and have put on hold any 
major acquisitions or expansion beyond
North America. 

Meeting Future Challenges
We meet with confidence the challenges
ahead of us, including:

• Marketing our interest in our Musicland
subsidiary and refocusing our energy on
our core businesses;

• Adapting to changes in how consumers
like to shop, including greater use of
online channels;

• Growing comparable store sales by
focusing on the customer;

• Boosting efficiency to improve our 
results in a difficult economy; 

• Managing ever-faster product cycles; and

• Developing the capacity of our people 
to meet new challenges.

We pride ourselves on maintaining a high
return on invested capital. In determining our
future strategy, we considered not only the
challenges ahead but also the highest
potential for return. Within that context, we
developed a set of four strategic initiatives.
Each of these pillars is intended to strengthen
our return on invested capital as we look for
more and better organic growth opportunities
to increase our returns, which historically have
compared favorably with that of many other
retailers. We will not undertake activities that
we do not expect to deliver superior returns.

Best Buy Co., Inc. 3

Our highly productive Best Buy stores 

produce over $800 of revenue per square 

foot annually.
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Customer Centricity. More rapid
commoditization and increased competition
helped give rise to the centerpiece of our
strategy, our customer centricity initiative.
Customer centricity simply refers to altering
our business to address differences in cus-
tomer needs at each of our stores. Today, we
offer essentially the same assortment at every
store, and we treat all customers the same
way even though the needs of our customers
are diverse. At the same time, we have access
to more information than ever about our
customers, and we have many more tools for
serving them, such as our Web sites. We are
preparing to test a methodology for earning 
a higher “share of wallet” with customers 
who already like shopping in our stores. 
Our current 13-percent market share in 
the United States, while industry-leading,
leaves us an 87-percent share opportunity. 
We believe the way to gain share is by
fundamentally improving the customer
experience, particularly for existing
customers. For example, in fiscal 2004 
U.S. Best Buy stores will launch a national
customer loyalty program, and several stores
will test tailored product assortments that
serve specific customer segments. 

Best Buy also will launch a new Web site 
with increased functionality, personalization
capabilities and stronger branding. 
Over time, we expect that developing an
intense customer focus will drive innovation,
differentiation and incremental growth.
Stronger comparable store sales growth 
and return on invested capital are our primary
measurements for this initiative.

Efficient Enterprise. Since fiscal 1996, our
gross profit rate has increased along with our
ability to sell a richer mix of products. This
expansion was supported by increases in our
selling, general and administrative expenses.
However, the retailers with the lowest cost
structures tend to outperform others when
consumer confidence declines. Our second
strategic initiative, the efficient enterprise,
focuses on controlling costs and investment
spending. The goal is to develop a cost-
conscious culture and continuous
improvement capability at all levels of the
organization. In fiscal 2004, we will be using
workout methodologies to reduce
administrative spending, streamline decision
making, eradicate bureaucracy and increase
employees’ capacity to flatten the
organization. The efficiencies are expected 
to improve our financial performance, agility
and flexibility. We will use the savings to
enhance the customer experience in our
stores and to pursue our customer centricity
initiative. The primary measure we will use 
to gauge our success will be increases in 
our operating income rate.

Win the Home with Service. The gradual
convergence of computers and TVs spawned
our initiative to win the home with service.
Consumers desire the full benefits of
entertainment and technology together in the
home or on the go, and they want using them
to be fun and easy. We can earn an important
role in consumers’ homes by offering these
core products as well as the content,
connections, applications, accessories and

4 Letter to Shareholders
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services that work together to optimize them.
As part of this initiative, in fiscal 2004 we plan
to test changes in the way our stores
merchandise and display home theater
systems, home office systems and the
convergence of the two. As evidenced by our
customer centricity, we also plan to offer
consumers more choices in how they repair
their equipment: in the store, over the phone,
online or in their homes. The Geek Squad,
which we acquired in fiscal 2003, offers
consumers complete personal computer
services in the home or at work, 24 hours 
per day. In fiscal 2004, we expect to expand
Geek Squad to 10 markets; eventually we
intend to deploy this capability nationwide.
Similarly, we are working with builders 
to install networked homes in two major 
U.S. markets and are tracking the demand for
services in those markets. Services
traditionally have provided attractive returns,
and we see considerable profit opportunity in
expanding the services we offer. Our primary
metrics for this initiative are “share of wallet,”
customer retention, brand awareness and
return on invested capital.

Win Entertainment. More than half 
of our customer transactions include an
entertainment-related purchase, and this
category will continue to be key to our
success in the future. Our entertainment
strategy is to evolve from a seller of packaged
media to a market maker for entertainment
services. Our work in fiscal 2004 starts with
increased assortments of older CDs, which
plays to our competitive strength and
increases customer satisfaction. In addition,
we expect to match entertainment assort-
ments more closely with local customer
segments, and we plan to leverage our Web
sites for pre-orders and out-of-stocks. As a
market maker, we also expect to experiment
with new services (such as subscriptions) and
to partner with vendors that offer digitally
downloaded entertainment. 

We will measure success for this initiative
based on market share in entertainment
products, services and subscriptions.

Extending Our Leadership
None of these initiatives can succeed without
a strong culture, clear values, a more stream-
lined operating model and the leadership 
of our employees. Our people are core to 
our ability to deliver on our four strategic
pillars. An important part of our fiscal 2004
plan includes developing tools to unleash the
capability of our people and creating
structures that will allow us to be successful 
in this space.

At the end of the day, our employees are 
the growth engine of our core businesses.
They have the creativity, adaptability and
power to lead that have been our hallmarks
since 1966.

We thank our Board of Directors for 
their continued support, our vendors 
for their partnership and our shareholders 
for their confidence. 

Bradbury H. Anderson
Vice Chairman and CEO

Best Buy Co., Inc. 5
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6 U.S. Best Buy Stores

U.S. Best Buy Stores

Winning in a Challenging
Environment
The performance of U.S. Best Buy Stores
exceeded our expectations in fiscal 2003. 
We grew total revenue by 13 percent to $19.2
billion and opened 67 new stores, which was 
12 percent more than originally planned.

Sales of digital products continued to fuel our
growth at U.S. Best Buy stores and comprised
22 percent of revenue, an increase of nearly
five percentage points. We enjoyed robust
sales of digital, LCD and plasma televisions,
as prices for those products became
attractive for many of our customers.
Comparable store sales gains of 2.5 percent
reflected strong gains in digital products, as
well as growth in the online channel,
constrained by weakness in desktop
computers, CDs and appliances. 

Accelerating Our 
Organic Growth
In fiscal 2003, we accelerated our store-opening
schedule because we viewed the difficult
economic environment as an opportunity.
We were able to acquire attractive space in
markets we long had been eager to enter or
where we wished to increase our presence.
Many of the new stores in fiscal 2003 were 
in existing markets, while others, such as 
our first store in Manhattan, opened in new
markets. In June, we will be opening a second
great location in Manhattan — a market where
it is difficult to find suitable real estate — and
we are on schedule with our plan for 40 stores
in the greater New York City area.

In fiscal 2004, we anticipate opening
approximately 60 new Best Buy stores in the
United States. Of these, approximately half
will be in our 45,000-square-foot format and
the balance will be in our smaller-market
format. Most will be located in markets where
we already have a presence, which means that
they benefit from existing advertising and
distribution center investments. We also are
adding more urban locations, including seven
new stores in the New York City area during
fiscal 2004. Our goal is to operate at least 
800 domestic large-format stores in the 
United States.

In addition, we continue to explore new store
formats and sizes as well as new sources of
revenue, such as working with builders to
install home networks, increasing our in-home
services, making a market in new products and
services, and increasing our online business.
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Best Buy Co., Inc. 7

Meeting the Online
Challenge
BestBuy.com™, the Web site for Best Buy
stores, continued its rapid growth in 
fiscal 2003. As our largest store, the virtual
store on the Web site reaches more
customers than any physical Best Buy store.
Sales at BestBuy.com were driven by a free
shipping offer, an expanded product
assortment and consumers’ heightened
awareness of marketing in the Internet space.
We enjoyed higher traffic and a higher
conversion rate, which is the percentage of
visitors who make a purchase. BestBuy.com
was ranked No. 2 among click-and-mortar
retailers during the 2002 holiday season,
according to Comscore Media Metrix.

The importance of BestBuy.com goes well
beyond the sales generated at the site. First,
it serves as an information resource for
customers. In fact, market research indicates
that in fiscal 2003, nearly half of our customers
visited the Web site before making purchases
at a Best Buy store, and 56 percent of those
shoppers said the time spent on the site was
important to their purchase decisions.

In addition, the Web site allows us to offer
customers a vastly wider assortment of
products. For example, we carry many more 

music and movie titles on BestBuy.com than
we have in the stores. Many kiosks in our
stores enable customers quickly and easily 
to search our Web site for titles they do not
find on the shelves.

In fiscal 2004, we expect to unveil a more
robust Web site as we exploit the channel
shift to online shopping. Among the
advanced features are:

• The ability to offer our online customers
an even broader assortment than we carry
in Best Buy stores;

• Faster navigation, so customers can view
more products in a shorter time;

• A powerful search engine that helps 
customers find what they need;

• A scalable structure that supports heavy
volume;

• A look that supports our branding;

• The ability to offer discounts 
on bundled packages;

• Improved order tracking;

• Faster checkout; and

• More financing options.

Best Buy Co., Inc. 7
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8 U.S. Best Buy Stores

Focusing on Our Customers
To leverage increased sales and profit from
our extensive customer base, we have
identified customer centricity as one of the
four strategic initiatives for domestic Best Buy
stores in fiscal 2004. We want to identify our
most profitable customers and make them
feel as if the store was designed uniquely for
them, emphasizing the products and solutions
most relevant to them. Based on our
knowledge of our customers, we plan to
target our offers to their needs, building
customer loyalty and encouraging more
frequent visits. Increasing the revenue from
our existing customers provides a higher
return than attracting new customers.

At the same time, we look to reach new
customer segments by enhancing the customer
shopping experience. We will begin differen-
tiating the product assortment at our stores 
to meet the needs of customers in different
markets. While currently all of our stores carry
essentially the same product assortment, we
envision having a portion of the product
selection in a store customized to meet the
needs of a particular customer base.

Introducing New Services
We believe we can gain a larger market share
by providing the end-to-end digital solutions
that our customers need to integrate their
entertainment systems and their computers.
This includes wiring, installation, instruction,
services, software, sales and repairs. These
enhanced services will enable customers 
to take advantage of the benefits of new
technology and make their lives more fun 
and easy. They will also help Best Buy build 
the relationship of trust with our customers
that is required to win in retailing today
and tomorrow.

In recent years we have invested in improving
our services capability. In fiscal 2003, our
transition to in-store computer repair reduced
the turnaround time in most cases to less than
one day from 10 days. In-store service also
gives the 3,400 service technicians an
opportunity to talk directly to the customer
about the repair and to introduce incremental
products and services, because the service
center is now positioned in the computer
department. This year, we also expect to
deploy Geek Squad service in six additional
markets and then offer it nationwide in 
the next few years. With the roll-out of the
Geek Squad, we will be ready to provide
service to our customers through four
channels — in-store service, in-home service,
our call center and our online service center. 
Such breadth will ensure that all customers
can obtain service through the channel 
of their choice.

To help our customers take full advantage of
the convergence of computers and consumer
electronics, we also plan to change the way
we merchandise those products in our stores.
New displays will allow customers to test sets
of products that demonstrate how they can
enhance their digital lifestyle through product
connectivity applications and services.
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Best Buy Co., Inc. 9

Winning in Entertainment
Entertainment software — music, movies and
games — is an important driver of traffic into
our stores. We are committed to providing
both current hits at competitive prices and
also a catalog of familiar titles. As we gain
experience with varying our inventory by
store, we can tailor the assortment of
entertainment titles to fit local demographics
as part of our customer-centricity initiative. 

In addition, we are exploring ways to deliver
entertainment to our customers digitally, and
we plan to add new products and services,
such as exclusive concert clubs that allow
customers to purchase tickets and take
advantage of other promotions at their local
theaters. 

Meeting Future Challenges
Goals for our U.S. Best Buy stores include:

• Increasing our share of existing 
customers’ spending on technology 
and entertainment;

• Strengthening the Best Buy brand asset
through in-store and online experiences
and through stronger marketing and
advertising;

• Successfully launching a more robust
BestBuy.com;

• Exploring new store concepts to reach
additional customer segments;

• Consolidating corporate and field
operations in areas where we have mature
capabilities, and flattening our corporate
structure and clarifying decision-making
authority to accelerate the pace at which
we bring innovation to our customers;

• Continuing to offer our customers an 
ever-improving, engaging and satisfying
shopping experience while maximizing the
return to our shareholders.

Product Sales Mix
Continuing Operations Only (Excludes Musicland)

34%
Consumer
Electronics

31%
Home Office

22%
Entertainment
Software

6%
Appliances

7%
Other

theme_JR_pdf  5/13/03  2:31 PM  Page 9



Future Shop and 
Best Buy in Canada
The primary achievement of our international
segment in fiscal 2003 was launching our
dual-branding strategy in Canada. The
management team of our Best Buy Canada
Ltd. subsidiary, based in Burnaby, B.C.,
operates both the Future Shop and the 
Best Buy stores in Canada. We introduced 
the Best Buy brand, opening eight stores 
in the Toronto, Ontario, market in the fall.
These stores, which replicate the Best Buy
experience in the United States, appeal to
technology and entertainment enthusiasts
who enjoy the interactive shopping
experience and grab-and-go convenience 
for which Best Buy is known.

In addition, we continued to build on 
Future Shop’s position as the leading 
national consumer electronics retailer in
Canada by adding nine new stores and
relocating six stores.

Given that Future Shop currently enjoys 
a national share of consumer electronics and
appliance sales of 16 percent, we believe the
Canadian market can support both of our
national brands. While the introduction of
Best Buy stores to the greater Toronto area
has affected the revenue of Future Shop
stores in that region, the impact has been less
than anticipated and there has been strong
overall growth in that region. Results from our
first holiday season support this trend; the
national overall revenue increase for the
month of December 2002 in our Canadian
stores was 27 percent, while the Toronto
market, where the two brands co-exist,
reported revenue gains greater than 35
percent. Proximity of the two large stores
created a shopping destination for
entertainment enthusiasts, and consumers
benefited from expanded product choices.

10 International Stores

Challenge 

Revenue ($ in millions)

International $ – $ 596 $ 1,643

Domestic 15,189 17,115 19,303

Total 15,189 17,711 20,946

01 02 03

theme_JR_pdf  5/13/03  2:31 PM  Page 10



Building Distinct Brands
Our goal is to reach differentiated customers
with each brand by giving them the unique
shopping experiences they want. Today 
the primary differences between the two
brands are:

In-store experience — The customer’s 
interaction with the store employees is 
different at the two stores. Future Shop 
has commissioned sales associates who 
take a more proactive role in assisting 
customers. Through their expertise and 
attentiveness, the sales associate drives 
the transaction. In contrast, Best Buy’s
employees are noncommissioned, and 
the store offers more interactive displays 
and grab-and-go merchandising.  

This design allows the customer to drive 
the transaction as they experience the 
products themselves, with store employees
available to assist them, providing current
information and explanations of features 
and performance.

Store size — The average Future Shop store 
is 21,000 retail square feet, compared with
28,000 retail square feet for the majority of
the Best Buy stores in Canada. The Best Buy
store has wider aisles, with more square
footage devoted to entertainment software.

Product mix — Although by category 
the two store brands are very similar, there 
are differences in product brands and depth
of selection within product categories. On
average, less than 55 percent of the product
assortment overlaps between store brands.

Best Buy Co., Inc. 11

of Dual Brands

theme_JR_pdf  5/13/03  2:31 PM  Page 11



12 International Stores

Reinforcing Our Strengths
While introducing the Best Buy brand in
Canada, we also continued to build the
Future Shop brand by opening nine new
stores in fiscal 2003. Five of the new stores
supported our entry into new markets in
Ontario and British Columbia, while the 
other new stores reinforced our presence 
in Montreal. 

We continued our commitment to offer our
customers the best selection of consumer
electronics products by adding to our product
offerings at all stores. The most popular 
new products in fiscal 2003 were plasma and 
LCD televisions, while home theater systems,
digital cameras and wireless communications
also showed strong growth. 

Future Shop’s Web site continued to play 
an important role in reaching our customers,
contributing to the modest growth in
comparable store sales in fiscal 2003. 
Site enhancements provided increased
functionality and improved navigation. 

These enhancements encouraged customers
to spend more time on the site and to view
more pages, leading to higher sales. As a
result, an independent research company
ranked FutureShop.ca as Canada’s No. 1 
retail Web store in terms of unique visits 
for the key month of December 2002. 
This accomplishment firmly establishes
FutureShop.ca as a strong and significant
extension of the Future Shop “bricks-and-
mortar” stores and provides a powerful
strategic advantage to the Future Shop 
brand in Canada.

In addition, we enhanced our gift card
program in both brands and placed renewed
emphasis on gift cards as a holiday solution
for our customers. This initiative drove
substantial growth in gift card sales, which 
in turn contributed to strong results for
Boxing Day week, which occurs the week 
after Christmas. 
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Best Buy Co., Inc. 13

International Goals
A challenging economy, geo-political
concerns and declining consumer confidence
limited comparable store sales growth in
Canada late in fiscal 2003. While total revenue
increased 18 percent for the year, comparable
store sales increased 4.3 percent. Our com-
petitors throughout Canada became more
promotional in the second half of the year,
responding to the economic conditions and
entrance of Best Buy. The more aggressive
promotional environment, combined with 
the cost of launching the Best Buy brand, 
put pressure on the operating profit rate.

Our goals for fiscal 2004 are aimed at im-
proving both revenue growth and profitability:

Gaining leverage by opening new Best Buy
and Future Shop stores in Canada.
We plan to open 11 to 13 new Canadian Best
Buy stores in fiscal 2004. Plans include growth
into a number of new markets:  Edmonton,
Alberta; London, Ottawa and Windsor,
Ontario; as well as Winnipeg, Manitoba. 
We expect to open four new Future Shop
stores: two in smaller markets in Ontario, one
additional fill-in store for the Toronto market
and a new flagship store in the heart of
downtown Vancouver. As we increase the
presence of Best Buy stores in Canada, we
will spread the cost of dual branding over a
greater number of stores, thereby improving
profitability. We also anticipate creating

approximately 1,500 jobs in Canada during
fiscal 2004 as we add Best Buy and Future
Shop stores.

Continuing to differentiate our 
two store brands. We anticipate using
marketing research to determine how to
increase the differentiation of the two store
brands. Meanwhile, we expect to adjust the
product assortments at both brands to
provide our customers with the newest
technology and entertainment. 
For example, we plan to allocate more 
selling space to plasma televisions and 
to networking products. Because half of
Canadian homes have broadband con-
nections to the Internet, our customers also
can take advantage of new products that
enable the networked home. In addition, we
expect to introduce new products and
services that will help our customers use new
technologies to make life more fun and easy.

Investing in infrastructure. We expect 
to continue making investments aimed 
at increasing efficiency in fiscal 2004. 
Our investments include a relocated and
expanded distribution center to support store
growth and the pilot of a more sophisticated
point-of-sale system. We expect these
investments to support the growth of 
our Canadian operations and to provide 
a better foundation for managing our
customers’ experience.
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14 Magnolia Hi-Fi & Discontinued Operations

The Challenge of 
Malls and Music
Our Musicland subsidiary, which includes
Media Play, Sam Goody and Suncoast stores,
generated a $72 million operating loss in
fiscal 2003 before asset impairment charges.
After a thorough assessment of alternatives to
increase the value of Musicland, the Company
has begun marketing its interest in Musicland
in order to focus on its core businesses and
assets. The Company has retained an
investment banking firm to assist with the sale
process, and sales talks were proceeding at
the time this report was printed.

When we acquired Musicland in January 2001,
we believed it would provide a means to
reach consumer segments that are not 
core Best Buy customers — pre-teens and
women, who tend to shop at malls, as well as
rural consumers. The acquisition also
increased the Company’s share of the
prerecorded music market to 25 percent,
which we expected would provide
opportunities to partner with vendors as the
industry moved toward digital downloading. 

In addition, we anticipated selling smaller
digital consumer electronics products through
the mall channel, as well as DVD movies and
video gaming. Finally, we believed that
certain skills and processes honed at Best Buy
would be transferable to Musicland. We did
not foresee the dramatic fall-off in mall traffic

Magnolia Hi-Fi

Discontinued   

The High-End Challenge
New stores drove a 13-percent revenue
increase in fiscal 2003 for Magnolia Hi-Fi, our
high-end consumer electronics subsidiary.
Magnolia Hi-Fi continued to expand outside
the Pacific Northwest in fiscal 2003, adding 
six new stores in California. 

The growth from new stores more than 
offset a comparable store sales decline of 
3.2 percent for the year, driven by the stock
market decline, falling consumer confidence
and unemployment.

As Magnolia Hi-Fi expanded into additional
markets, we found that new stores perform
strongly when located near an existing 
Best Buy store. The proximity creates 
a destination for consumer electronics
customers. In addition, employees at both
brands refer customers to the other brand,
giving us one more way to ensure that we
meet the needs of all our customers. We plan
to take advantage of these benefits by
locating two of the four new stores planned
for fiscal 2004 near strong Best Buy stores in
the Los Angeles market. In fact, one Magnolia
Hi-Fi store will be located within the physical
“box” of a 58,000-square-foot Best Buy store
(but differentiated with a solid wall and 
a separate entrance), in order to optimize 
the use of our real estate. 
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The growth in Magnolia Hi-Fi revenue also
was driven by the popularity of high-end
consumer electronics. Flat-screen televisions
— particularly plasma and LCD screens, with
their superior image quality — drove sales in
fiscal 2003. These thin screens fit attractively
into customers’ homes and offer a richer
viewing experience. Digital cameras also
contributed significantly as customers 
moved up to the latest technology. 

Magnolia Hi-Fi’s goals for
fiscal 2004 include:
• Expanding the assortment of our most

popular products, particularly flat-panel
plasma televisions and digital cameras, 
as we provide our customers with the
latest technology. 

• Continuing to build our custom installation
service so that our customers can
maximize their digital entertainment
experience. 

• Pursuing opportunities for leverage 
with Best Buy in logistics, information
technology, real estate, human resources
programs and additional knowledge-
sharing and strategic initiatives.

nor the steep and protracted decline 
in CD sales and gross profit rates. Nor did 
we understand the negative perception that
accompanies the high-priced image of malls.

While the process to sell Musicland continues,
we have asked Musicland management to
optimize the value of the existing business 
by readjusting its product assortments,
minimizing additional capital investments 
and closing unprofitable stores as leases
expire. Until a transaction is completed,
Musicland employees remain committed to
providing the same high level of service to
Musicland customers as they have in the past.

 Operations
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Financial Snapshot

Operating Income Rate

01 02 03

4.0%

5.1% 4.8%

Digital Products Percentage

01 02 03

17% 22%

Best Buy 100 311 322 269 457 293
Peer Group 100 149 150 151 185 134
S&P 500 100 120 134 123 111 86

98 99 00 01 02 03

The peer group consists of the S&P Retailing Group Industry Index.

Return on Equity

27.5%

01 02 03

26.3%
23.7%

12%

Total Shareholder Return

16 Snapshot

Capital Spending
($ in millions)

$657

01 02 03

$581

$725
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Store Counts

Retail Square Footage
Actual footage at period end.

Magnolia Hi-Fi 133 133 189
International 1,923 2,375
Best Buy 19,010 21,599 24,243
Total 19,143 23,655 26,807

FY01 FY02 FY03

U.S. Best Buy

Best Buy Future Shop

British Columbia - 21

Alberta - 13

Saskatchewan - 3

Manitoba - 4

Ontario 8 37

Quebec - 20

Nova Scotia - 2

New Brunswick - 2

Newfoundland - 1

Prince Edward Island - 1
Total 8 104

Store Counts by State/Province

AK 1

AL 5

AR 4

AZ 11

CA 61

CO 10

CT 4

D.C. -

DE 2

FL 34

GA 16

HI -

IA 6

ID 1

IL 36

IN 14

KS 6

KY 5

LA 6

MA 16

MD 13

ME 2

MI 24

MN 18

MO 13

MS 1

MT 2

NC 14

ND 2

NE 3

NH 5

NJ 15

NM 4

NV 5

NY 23

OH 25

OK 3

OR 4

PA 20

RI 1

SC 7

SD 1

TN 7

TX 50

UT 4

VA 17

VT 1

WA 13

WI 12

WV 1

WY -

Total 548

International

CA 8

OR 3

WA 8

Total 19

Magnolia Hi-Fi
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11-Year Financial Highlights

Financial  Highlights

Fiscal Year(1) 2003(2) 2002(3) 2001(3) 2000

Statement of Earnings Data
Revenue $ 20,946 $ 17,711 $ 15,189 $ 12,494
Gross profit 5,236 3,770 3,012 2,393
Selling, general and administrative expenses 4,226 2,862 2,401 1,854
Operating income 1,010 908 611 539
Earnings (loss) from continuing operations 622 570 401 347
Loss from discontinued operations, net of tax (441) — (5) —
Cumulative effect of change in 
accounting principles, net of tax(2) (82) — — —

Net earnings (loss) 99 570 396 347
Per Share Data(4)

Continuing operations $ 1.91 $ 1.77 $ 1.26 $ 1.09
Discontinued operations (1.36) — (0.02) —
Cumulative effect of accounting changes (0.25) — — —
Net earnings (loss) 0.30 1.77 1.24 1.09
Common stock price: High 53.75 51.47 59.25 53.67

Low 16.99 22.42 14.00 27.00
Operating Statistics
Comparable store sales change(5) 2.4% 1.9% 4.9% 11.1%
Gross profit rate 25.0% 21.3% 19.8% 19.2%
Selling, general and administrative expense rate 20.2% 16.2% 15.8% 14.8%
Operating income rate 4.8% 5.1% 4.0% 4.3%

Year-End Data
Working capital(6) $ 1,074 $ 895 $ 214 $ 453
Total assets(6) 7,663 7,367 4,840 2,995
Long-term debt, including current portion(6) 834 820 296 31
Convertible preferred securities — — — —
Shareholders’ equity 2,730 2,521 1,822 1,096
Number of stores
U.S. Best Buy stores 548 481 419 357
Magnolia Hi-Fi stores 19 13 13 —
Musicland stores 1,195 1,321 1,309 —
International stores 112 95 — —

Total retail square footage (000s)
U.S. Best Buy stores 24,243 21,599 19,010 16,205
Magnolia Hi-Fi stores 189 133 133 —
Musicland stores 8,305 8,806 8,772 —
International stores 2,375 1,923 — — 

Please read this table in conjunction with Management’s Discussion and Analysis of Results of Operations and Financial Condition,
beginning on page 20, and the Consolidated Financial Statements and Notes, beginning on page 42. Certain prior-year amounts
have been reclassified to conform to the current-year presentation. Fiscal 2003, 2002 and 2001 results reflect the classification of
Musicland’s financial results as discontinued operations. 
(1) Both fiscal 2001 and 1996 included 53 weeks. All other periods presented included 52 weeks.
(2) Effective on March 3, 2002, we adopted Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other
Intangible Assets. During the second quarter of fiscal 2003, we completed the required goodwill impairment testing and
recognized an after-tax, non-cash impairment charge of $40 that is reflected in our fiscal 2003 financial results as a cumulative
effect of a change in accounting principle. Also effective on March 3, 2002, we changed our method of accounting for vendor
allowances in accordance with Emerging Issues Task Force (EITF) Issue No. 02-16, Accounting by a Reseller for Cash Consideration
Received from a Vendor. The change resulted in an after-tax, non-cash charge of $42 that also is reflected in our fiscal 2003
financial results as a cumulative effect of a change in accounting principle. Refer to note 1 on page 51 in the Notes to
Consolidated Financial Statements. Prior fiscal years have not been restated to reflect the pro forma effects of these changes.
During fiscal 1994, we adopted SFAS No. 109, Accounting for Income Taxes, resulting in a cumulative effect adjustment of $1. 

$ in millions, except per share amounts
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1999

$ 10,065
1,815
1,464

351
216

—

—
216

$ 0.69
—
—

0.69
32.67
9.83

13.5%
18.0%
14.5%
3.5%

$ 662
2,532

61
—

1,034

311
—
—
—

14,017
—
—
—

1998 1997 1996 1995 1994(2) 1993

$ 8,338 $ 7,758 $ 7,215 $ 5,080 $ 3,007 $ 1,620
1,312 1,046 934 690 457 284
1,146 1,006 814 568 380 248

166 40 120 122 77 36
82 (6) 46 58 42 20
— — — — — —

— — — — (1) —
82 (6) 46 58 41 20

$ 0.30 $ (0.02) $ 0.18 $ 0.21 $ 0.17 $ 0.10
— — — — — —
— — — — — —

0.30 (0.02) 0.18 0.21 0.17 0.10
10.20 4.37 4.94 7.54 5.24 2.61
1.44 1.31 2.13 3.69 1.81 0.78

2.0% (4.7%) 5.5% 19.9% 26.9% 19.4% 
15.7% 13.5% 12.9% 13.6% 15.2% 17.5%
13.7% 13.0% 11.3% 11.2% 12.6% 15.3%
2.0% 0.5% 1.7% 2.4% 2.6% 2.2%

$ 666 $ 563 $ 585 $ 609 $ 363 $ 119
2,070 1,740 1,892 1,507 952 439

225 238 230 241 220 54
230 230 230 230 — —
536 429 430 376 311 182

284 272 251 204 151 111
— — — — — —
— — — — — —
— — — — — —

12,694 12,026 10,771 8,041 5,072 3,250
— — — — — —
— — — — — —
— — — — — —

(3) During the third quarter of fiscal 2002, we acquired the common stock of Future Shop Ltd. During the fourth quarter of fiscal
2001, we acquired the common stock of Musicland Stores Corporation (Musicland) and Magnolia Hi-Fi, Inc. (Magnolia Hi-Fi). The
results of operations of these businesses are included from their dates of acquisition. As noted previously, Musicland’s financial
results are included in discontinued operations.
(4) Earnings per share is presented on a diluted basis and reflects a three-for-two stock split in May 2002; two-for-one stock splits in
March 1999, May 1998 and April 1994; and a three-for-two stock split in September 1993.
(5) Includes revenue at stores and Internet sites operating for at least 14 full months, as well as remodeled and expanded locations.
Relocated stores are excluded from the comparable store sales calculation until at least 14 full months after reopening. Acquired
stores are included in the comparable store sales calculation beginning with the first full quarter following the first anniversary of
the date of acquisition. The calculation of the comparable store sales change excludes Musicland revenue, which is included in
discontinued operations.
(6) Includes both continuing and discontinued operations.
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20 Management’s Discussion and Analysis

Management’s Discussion and Analysis of Results 
of Operations and Financial Condition

MD&A

Overview

Best Buy Co., Inc. is a specialty retailer with fiscal
2003 revenue from continuing operations of $20.9
billion. We operate two reportable segments:
Domestic and International. The Domestic segment
includes U.S. Best Buy and Magnolia Hi-Fi, Inc.
(Magnolia Hi-Fi) stores. U.S. Best Buy stores offer a
wide variety of consumer electronics, home-office
equipment, entertainment software and appliances,
operating 548 stores in 48 states at the end of fiscal
2003. Magnolia Hi-Fi is a high-end retailer of audio
and video products with 19 stores in Washington,
Oregon and California. Magnolia Hi-Fi was
acquired in the fourth quarter of fiscal 2001. 

The International segment was established in
connection with our acquisition of Future Shop Ltd.
(Future Shop) in November of fiscal 2002. At the
end of fiscal 2003, the International segment
consisted of 104 Future Shop stores operating in
all Canadian provinces and eight Canadian Best
Buy stores operating in Ontario. Future Shop and
Canadian Best Buy stores offer products similar to
that of U.S. Best Buy stores. 

During the fourth quarter of fiscal 2001, we
acquired Musicland Stores Corporation
(Musicland). Musicland is primarily a mall-based
national retailer of prerecorded music, movies and
other entertainment-related products. Musicland
operated 1,195 stores in 48 states, the U.S. Virgin
Islands and Puerto Rico at the end of fiscal 2003.
During the fourth quarter of fiscal 2003, we
committed to a plan to sell our interest in
Musicland. In accordance with Statement of
Financial Accounting Standards (SFAS) No. 144,
Accounting for the Impairment or Disposal of
Long-Lived Assets, Musicland’s financial results
have been classified as discontinued operations in
our consolidated financial statements for all
periods presented. For additional information
regarding our discontinued operations, refer to
note 2 of the Notes to Consolidated Financial
Statements on page 52. 

All three acquisitions described above were
accounted for using the purchase method. Under
this method, net assets and results of operations of
those businesses were included in our
consolidated financial statements from their
respective dates of acquisition. 

Fiscal 2003 and 2002 each included 52 weeks, while
fiscal 2001 included 53 weeks.

Unless otherwise noted, the following discussion
relates only to results from continuing operations,
and comparisons are with fiscal 2002 results as-
adjusted. As-adjusted information presents the
results of operations as though Future Shop had
been acquired at the beginning of fiscal 2002. In
addition, the as-adjusted results conform the
accounting for vendor allowances to the new
method adopted in fiscal 2003. All periods
presented also reflect the classification of
Musicland’s financial results as discontinued
operations.

Strategic Vision

Our vision is to make life fun and easy. Our
business strategy is to bring technology and
consumers together in a retail environment that
focuses on educating consumers on the features
and benefits of technology and entertainment,
while maximizing overall profitability. We believe
our stores offer consumers meaningful advantages
in terms of environment, product value, selection
and service, all of which advance our objective of
gaining market share. The Future Shop and
Magnolia Hi-Fi acquisitions provide us with access
to new distribution channels and new customers. 

During fiscal 2003, we formalized four strategic
priorities that we believe will further enhance our
business model over the next several years. The
four strategic priorities are:

• Customer Centricity
• Efficient Enterprise
• Win the Home with Service
• Win Entertainment
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Customer Centricity 

Our customers are at the core of all of our business
strategies. In short, customer centricity means
putting the customer at the center of everything
we do. The customer centricity strategy includes
tailoring our store experience to the specific
product needs of our customers. We want to
leverage our customer knowledge and tailor
product and service offerings to meet our
customers’ specific product and service needs. Our
goal is to provide the “complete solution” to our
customers and to provide them with products that
can be integrated with their lifestyle. 

Efficient Enterprise

Our business has grown substantially over the past
five years, with revenue from continuing operations
increasing from $8.3 billion to $20.9 billion. We
have made significant investments in our
infrastructure, including people and technology, to
support business growth. As we move forward, we
are developing an operating model that is agile
and flexible and is anticipated to deliver sustained
productivity gains. This model includes leveraging
our existing investments and continually managing
our expense structure to ensure it meets the
current and future needs of our business.

Win the Home with Service

This strategy focuses on creating a market-
leadership position in delivering lifestyle-based
solutions for our customers, including selection,
installation and integration of multiple technologies.
Our customers’ consumer electronics needs are
becoming more complex with the continued
development of new products and the need to
access multiple networked technologies within the
home. We are committed to selling, installing and
supporting technologies that create an integrated
digital home. We believe this approach will
differentiate us from many of our competitors who
sell technology products but do not provide
installation and support services. Our goal is to
create a life-long relationship with our customers
that focuses on product selection, home integration,
service and future technology upgrades. 

Win Entertainment

Another strategic priority is to gain market share in
the rapidly changing entertainment category. This
category includes music, movies, video game
hardware and software, subscriptions and other
related products. The development and delivery of
entertainment products have undergone significant
changes in recent years. New video game
platforms have generated strong revenue.
Conversely, industry-wide prerecorded music sales
have experienced double-digit declines in each of
the past two years as consumers continue to
download music directly from the Internet. The
Win Entertainment strategy includes supporting
the development and delivery of new
entertainment-related products through multiple
distribution channels and increasing our market
share. We want to be the consumers’ preferred
choice when purchasing entertainment products. 

Planned Sale of Musicland Business

We have committed to a plan to sell our interest in
Musicland. We determined that the interests of our
shareholders, employees, vendors and landlords
would be best served by a sale of the business.
Accordingly, we have retained a national investment
banking firm to identify potential buyers and to
market actively our interest in Musicland. We also
have retained additional professionals to assist in
other areas of the plan. The sale of our interest in
Musicland will allow us to focus on our consumer
electronics stores, which are the core growth and
profit drivers for our business.

The original strategy behind the Musicland
acquisition was to bring Best Buy’s core
competencies in retailing consumer electronics to
new consumer segments, including segments
typically underserved by our Best Buy stores.
Musicland’s mall-based stores and rural market
locations gave us access to more young people
and more rural communities. In addition, we
believed integrating certain administrative and
support functions within our existing infrastructure
could increase the overall profitability of the
Musicland business. However, for a number of
reasons, the Musicland business did not meet our
financial objectives. First, Musicland was not as
successful as we hoped in selling digital products, 
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even at Best Buy prices, because many consumers
assumed that products sold in a mall-based
environment were not price-competitive. Second,
we did not anticipate such steep and protracted
declines in sales of prerecorded music or
significant declines in mall traffic. Third, Musicland
reduced the assortment of CDs at its stores, a
move that had increased inventory turns and
profits at our Best Buy stores, but the reduced
music assortment led to the loss of some core
customers. Fourth, Musicland was successful in

introducing DVD movies and video gaming at Sam
Goody stores; however, these products carry a
lower gross profit rate than CDs and did not
provide incremental profits sufficient to make the
Musicland business viable.

Significant Accounting Matters

During fiscal 2003, certain accounting matters
significantly impacted our reported financial results
and related presentation. 

In fiscal 2003, we recorded the significant non-cash charges summarized in the table below ($ in millions):

Significant Fiscal 2003 Continuing Discontinued
Non-Cash Charges, Net of Tax Operations Operations Total 

Cumulative effect of change in accounting principle 
for goodwill $40 $308 $348

Long-lived asset impairment charge — 102 102

Cumulative effect of change in accounting principle 
for vendor allowances 42 8 50

Significant fiscal 2003 non-cash charges, net of tax $82 $418 $500

The $348 million goodwill impairment charge
relates to our adoption of SFAS No. 142, Goodwill
and Other Intangible Assets, at the beginning of
fiscal 2003. In accordance with SFAS No. 142, we
completed the required goodwill impairment
testing in the second quarter of fiscal 2003. As a
result of the testing, we determined that the asset
carrying value of our Musicland and Magnolia Hi-Fi
businesses exceeded their current fair values. The
resulting after-tax, non-cash impairment charge
was $348 million ($1.07 per diluted share), of which
$308 million was associated with Musicland and
$40 million was associated with Magnolia Hi-Fi.
The charge represented a complete write-off of the
goodwill associated with these businesses. For
additional information regarding the change in
accounting for goodwill, refer to Change in

Accounting Principles – Goodwill and Vendor
Allowances in note 1 in the Notes to Consolidated
Financial Statements on page 51.

During the fourth quarter of fiscal 2003, we 
incurred a $102 million after-tax, non-cash
impairment charge ($166 million before tax),
related to a reassessment of the carrying value of
Musicland's long-lived assets, in accordance with
SFAS No. 144. We included this non-cash charge 
in discontinued operations.

During fiscal 2003, we changed our method of
accounting for vendor allowances in accordance
with Emerging Issues Task Force (EITF) 
Issue No. 02-16, Accounting by a Reseller for 
Cash Consideration Received from a Vendor.
The adoption of EITF No. 02-16 was accounted 
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for as a cumulative effect of a change in
accounting principle effective on March 3, 2002,
the beginning of fiscal 2003. The cumulative effect
of the change in accounting for vendor allowances
resulted in an after-tax, non-cash, charge to net
earnings of $50 million, of which $8 million was
associated with Musicland and included in
discontinued operations.

The change in accounting for vendor allowances
also impacted the timing of vendor allowances
recognized during interim periods of fiscal 2003
and the classification of vendor allowances in our
statement of earnings. Based on EITF No. 02-16,
vendor allowances generally are recognized in
earnings when the product is sold or the service is
performed. Prior to the adoption of EITF No. 02-
16, we generally recognized vendor allowances
based on the provisions of the specific vendor
agreement. The change in accounting method
reduced fiscal 2003 earnings from continuing
operations by $1 million, due to the timing of
recognizing vendor allowances. Also, as a result of
recognizing the majority of vendor allowances in
cost of goods sold rather than in selling, general
and administrative expenses (SG&A), our fiscal
2003 gross profit rate increased by 3.4% of revenue
and our fiscal 2003 SG&A rate increased by 3.4% of
revenue. For additional information regarding the
change in accounting for vendor allowances, refer
to “Change in Accounting Principles – Goodwill
and Vendor Allowances” in note 1 of the Notes to
Consolidated Financial Statements on page 51. 

For information regarding the impact of EITF No.
02-16 on our fiscal 2003 annual and quarterly
results and fiscal 2002 annual and fourth quarter
results, refer to our Current Reports on Form 8-K
filed with the Securities and Exchange Commission
on April 3, 2003, and April 7, 2003.

Results of Operations

Fiscal 2003 Summary

• Earnings from continuing operations increased
10% in fiscal 2003 to $622 million, compared with
$564 million in the prior fiscal year. The increase
was driven by a 13% increase in revenue and a
modest improvement in our gross profit rate,
partially offset by a higher SG&A rate.

• Revenue increased 13% in fiscal 2003 to $20.9
billion, compared with $18.5 billion in the prior
fiscal year. The increase was primarily due to the
opening of 67 new U.S. Best Buy stores and 17
new stores in our International segment, as well
as a 2.4% comparable store sales increase.

• Our gross profit rate increased slightly in fiscal
2003 to 25.0% of revenue, compared with 24.9%
of revenue in the prior fiscal year, primarily due to
a higher-margin revenue mix, partially offset by a
more promotional environment.

• The SG&A rate increased to 20.2% of revenue in
fiscal 2003, compared with 20.0% of revenue in
the prior fiscal year. The increase was primarily
due to increased expenses in our International
segment related to the launch of Canadian 
Best Buy stores and to improving the future
efficiency and profitability of our International
segment. The SG&A rate in the Domestic
segment was relatively flat as compared with the
prior fiscal year.

• Our fiscal 2003 results also were impacted by
significant non-cash charges discussed in the
Significant Accounting Matters section on page
22. Significant non-cash charges totaled $500
million after-tax, including $418 million related to
discontinued operations.

• In fiscal 2003, the loss from discontinued
operations totaled $441 million, net of tax, and
included significant non-cash charges of $418
million, net of tax. Discontinued operations also
included a $72 million operating loss, before
asset impairment charge, primarily attributable to
revenue declines at Musicland’s mall-based stores.
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Continuing Operations

Fiscal 2003 Results Compared with Fiscal 2002

Net earnings from continuing operations for fiscal
2003 increased 10% to $622 million, compared with
$564 million in fiscal 2002 on an as-adjusted basis
and $401 million in fiscal 2001. Earnings per diluted
share from continuing operations increased to
$1.91 in fiscal 2003, compared with $1.75 as
adjusted in fiscal 2002 and $1.26 in fiscal 2001.

The increase in earnings from continuing operations
was primarily driven by a 13% revenue increase and a
slight improvement in the gross profit rate, partially
offset by a higher SG&A rate. The revenue increase
resulted from the opening of 67 U.S. Best Buy, eight
Canadian Best Buy and nine Future Shop stores in

the past 12 months, a full year of revenue from new
stores opened in fiscal 2002, as well as a 2.4%
comparable store sales gain. Approximately four-
fifths of the increase in revenue was due to the
opening of new stores in the past two fiscal years.
The remainder of the increase was due to the
comparable store sales gain.

Our gross profit rate in fiscal 2003 increased
slightly to 25.0% of revenue, versus 24.9% of
revenue in the prior fiscal year. The improvement in
the gross profit rate was primarily due to a more
profitable revenue mix at U.S. Best Buy stores,
including increased revenue from higher-margin
digital products. A more promotional environment
limited improvement in the gross profit rate.

Consolidated Results

The following table presents selected consolidated financial data for each of the past three fiscal years 
($ in millions, except per share amounts):

As-Adjusted
2003 2002(1) 2002 2001

Revenue $20,946 $18,506 $17,711 $15,189

Revenue % change 13% N/A 17% 22%

Comparable stores sales % change(2) 2.4% N/A 1.9% 4.9%

Gross profit as a % of revenue 25.0% 24.9% 21.3% 19.8%

SG&A as a % of revenue 20.2% 20.0% 16.2% 15.8%

Operating income $ 1,010 $ 903 $ 908 $ 611

Operating income as a % of revenue 4.8% 4.9% 5.1% 4.0%

Earnings from continuing operations $ 622 $ 564 $ 570 $ 401

Loss from discontinued operations, net of tax (441) — — (5)

Cumulative effect of change in 
accounting principles, net of tax (82) — — —

Net earnings 99 564 570 396

Diluted earnings per share – continuing operations $ 1.91 $ 1.75 $ 1.77 $ 1.26

Diluted earnings per share $ 0.30 $ 1.75 $ 1.77 $ 1.24

Note: All periods presented reflect the classification of Musicland’s financial results as discontinued operations.
(1) As-adjusted information conforms the accounting for vendor allowances to the fiscal 2003 method and is reflected as
if Future Shop had been acquired at the beginning of fiscal 2002. As-adjusted data is unaudited.
(2) Includes revenue at stores and Internet sites operating for at least 14 full months, as well as remodeled and expanded
locations. Relocated stores are excluded from the comparable store sales calculation until at least 14 full months after
reopening. Acquired stores are included in the comparable store sales calculation beginning with the first full quarter
following the first anniversary of the date of acquisition. The calculation of the comparable store sales change excludes
Musicland revenue, which is included in discontinued operations.
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Our SG&A rate was 20.2% of revenue in fiscal 
2003, an increase of 0.2% of revenue over the 
prior fiscal year’s rate. The increase in the SG&A
rate was primarily due to increased expenses in our
International segment to support strategic
initiatives, including the launch of Best Buy stores in
Canada and investments intended to improve the
future efficiency and profitability of our International
segment. The SG&A rate also increased due to the
deleveraging effect of a modest comparable store
sales increase, as operating expenses increased at
a faster rate than comparable store sales. In
addition, the SG&A rate was negatively impacted
by higher consulting expenses, increased
depreciation expenses related to technology
investments, and lease termination and asset
impairment charges associated with vacating
existing corporate facilities in connection with the
relocation to our new corporate campus in fiscal
2004. Increases in the SG&A rate were partially
offset by expense-saving initiatives implemented in
the second half of fiscal 2003, reduced
performance-based compensation and expense
leverage from opening new stores in existing
markets. 

Fiscal 2002 Results Compared with Fiscal 2001

The discussion and analysis of fiscal 2002 results
compared with fiscal 2001 reflects the classification
of Musicland’s results as discontinued operations,
but does not reflect the new accounting method
for vendor allowances adopted in fiscal 2003. 

Fiscal 2002 revenue increased 17% to $17.7 billion,
compared with $15.2 billion in fiscal 2001.
Approximately two-thirds of the revenue increase,
compared with the prior fiscal year, was due to the
addition of 62 U.S. Best Buy stores during fiscal
2002 and a full year of revenue from stores opened
in fiscal 2001. 

Approximately one-tenth of the revenue increase
was attributable to a 1.9% comparable store sales
increase at U.S. Best Buy stores. The remainder of
the revenue increase was principally due to the
inclusion of revenue from the International
segment due to the acquisition of Future Shop in
the third quarter of fiscal 2002. The 1.9%
comparable store sales increase in fiscal 2002 was
offset by the inclusion of an extra week of
operations in fiscal 2001, which increased fiscal
2001 revenue by approximately $280 million.

The gross profit rate in fiscal 2002 increased to
21.3% of revenue, compared with 19.8% of revenue
in fiscal 2001. Approximately half of the increase
was due to a more profitable sales mix; the
remainder of the increase was due to reduced
markdowns resulting from improved supply chain
management and more effective promotional
strategies, as well as lower costs associated with
consumer financing offers. 

The fiscal 2002 SG&A rate increased to 16.2% of
revenue compared with 15.8% of revenue in fiscal
2001. This increase was primarily due to operating
expenses increasing at a faster rate than
comparable store sales, as well as increased
performance-based compensation, higher
depreciation expenses related to capital
investments and increased charitable giving. 
The increase was partially offset by reduced
outside consulting costs, improved productivity
and the absence of certain non-recurring expenses
incurred in fiscal 2001 for the relaunch of
BestBuy.com™, our entry into the New York 
market and the write-off of certain 
e-commerce investments.
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Domestic operating income increased 14% to 
$1.0 billion in fiscal 2003, compared with $876
million in fiscal 2002 on an as-adjusted basis. The
increase in operating income was primarily due to
the addition of 67 new U.S. Best Buy stores in the
past 12 months, a full year of revenue from new
stores opened in fiscal 2002 and a slight
improvement in the gross profit rate. 

Domestic revenue increased to $19.3 billion in
fiscal 2003, a 13% increase over fiscal 2002 revenue
of $17.1 billion. Approximately four-fifths of the
revenue increase was due to new U.S. Best Buy
stores opened in the past two fiscal years. The
remainder of the revenue increase was attributable
to the 2.4% comparable store sales gain for the
fiscal year. The comparable store sales gain was
primarily the result of revenue gains in the
entertainment software and consumer electronics
product categories, partially offset by revenue
declines in the home office and appliances
categories. Comparable store sales gains in the
entertainment software category were driven by
double-digit comparable store sales increases in

video gaming hardware and software and DVD
movies. The growth in the entertainment software
category was partially offset by weak sales of
prerecorded music resulting from the continuing
trend of downloading music via Internet sites and
increasing consumer awareness of CD recording
technology. The consumer electronics category
experienced a mid-single-digit comparable store
sales increase, fueled by increased digital product
revenue. Digital product revenue comprised 22%
of the revenue mix in fiscal 2003, compared with
17% the prior fiscal year. Within the consumer
electronics category, digital televisions and digital
cameras were the primary products driving the
comparable store sales gain. Declines in revenue
from analog televisions and VCR players, products
being replaced by new technology, partially offset
gains generated in other consumer electronics
product groups. Comparable store sales in the
home office category declined slightly, primarily
due to continued weakness in sales of desktop
computers and reduced prices for computer
peripherals. The decline was partially offset by

Segment Performance

Domestic

The following table presents selected financial data for the Domestic segment for each of the past three
fiscal years ($ in millions):

As-Adjusted
Segment Performance Summary (unaudited) 2003 2002(1) 2002 2001(2)

Revenue $19,303 $17,115 $17,115 $15,189

Comparable stores sales % change(3) 2.4% 1.9% 1.9% 4.9%

Gross profit as a % of revenue 25.0% 24.9% 21.2% 19.8%

SG&A as a % of revenue 19.8% 19.8% 16.0% 15.8%

Operating income $ 1,002 $ 876 $ 886 $ 611

Operating income as a % of revenue 5.2% 5.1% 5.2% 4.0%

Note: All periods presented reflect the classification of Musicland’s financial results as discontinued operations.
(1) As-adjusted information conforms the accounting for vendor allowances to the fiscal 2003 method. 
(2) Includes results of operations of Magnolia Hi-Fi since its acquisition in the fourth quarter of fiscal 2001.

(3) Includes revenue at stores and Internet sites operating for at least 14 full months, as well as remodeled and expanded
locations. Relocated stores are excluded from the comparable store sales calculation until at least 14 full months after
reopening. Acquired stores are included in the comparable store sales calculation beginning with the first full quarter
following the first anniversary of the date of acquisition. The calculation of the comparable store sales change excludes
Musicland revenue, which is included in discontinued operations.
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increased revenue from notebook computers and
MP3 players. Appliance revenue experienced a
high-single-digit comparable store sales decline
due to reduced consumer demand and increased
competition. 

The Domestic gross profit rate increased to 25.0%
of revenue in fiscal 2003, compared with 24.9% of
revenue the prior fiscal year. The gross profit rate
improvement was mainly due to a more profitable
revenue mix at U.S. Best Buy stores. Revenue in the
higher-margin consumer electronics category
experienced larger increases than revenue in the
home office category, which generally includes
lower-margin products. In addition, the gross profit
rate benefited modestly from improved supply
chain management. The gross profit rate was
negatively impacted by gross profit rate declines in
the home office product category, partially due to
promotional pressure on desktop computers, the
largest product group in the category. 

The fiscal 2003 SG&A rate for the Domestic
segment was 19.8% of revenue, consistent with the
prior fiscal year. The SG&A rate was negatively
impacted by the deleveraging effect of a modest
comparable store sales increase; increased
depreciation expense related to technology
investments; and investments in personnel and
outside consultants to support strategic initiatives
and business growth. In addition, the SG&A rate
was impacted by lease termination and asset
impairment charges associated with vacating
existing corporate facilities in connection with the
relocation to our new corporate campus in fiscal
2004. These factors were offset by expense
reductions initiated in the second half of fiscal 2003
and additional expense leverage resulting from
opening new stores in existing markets. 

The following table reconciles Domestic stores open at the beginning and end of fiscal 2003:

Total Stores at Stores Stores Total Stores at
End of Fiscal 2002 Opened Closed End of Fiscal 2003

U.S. Best Buy stores 481 67 — 548

Magnolia Hi-Fi stores 13 6 — 19

Total 494 73 — 567

The following table reconciles Domestic stores open at the beginning and end of fiscal 2002:

Total Stores at Stores Stores Total Stores at
End of Fiscal 2001 Opened Closed End of Fiscal 2002

U.S. Best Buy stores 419 62 — 481

Magnolia Hi-Fi stores 13 — — 13

Total 432 62 — 494

During fiscal 2003, we opened 67 new U.S. Best
Buy stores, including 33 stores in our 45,000-
square-foot format and 34 stores in our smaller-
market formats. At the end of fiscal 2003, we
operated 548 U.S. Best Buy stores compared with
481 stores at the end of fiscal 2002. In addition, we
remodeled three U.S. Best Buy stores and

expanded one U.S. Best Buy store during fiscal
2003, compared with three remodeled stores and
two expanded stores in fiscal 2002. Magnolia Hi-Fi
opened six new stores during fiscal 2003 and
operated 19 stores at the end of the fiscal year.
Magnolia Hi-Fi did not remodel or expand any
stores during fiscal 2003 or 2002.
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The International segment generated operating
income of $8 million in fiscal 2003, compared with
$27 million on an as-adjusted basis in the prior fiscal
year. The decline in operating income was primarily
due to higher SG&A, partially offset by increased
gross profits resulting from revenue growth. 

International revenue increased 18% to $1.6 billion,
compared with $1.4 billion last fiscal year. New
store openings and a 4.3% comparable store sales
gain drove the increase in revenue. Approximately
four-fifths of the revenue gain was attributable to
the opening of new stores in the past two fiscal
years. The remainder of the revenue gain was due
to the comparable store sales gain. The
comparable store sales gain was driven by
increased revenue from entertainment software
and consumer electronics products, which includes
rapidly expanding revenue from digital products. 

The International gross profit rate was 25.0% of
revenue in fiscal 2003, unchanged from the prior
fiscal year. The gross profit rate benefited from a
shift in the revenue mix to higher-margin digital
products and accessories. The benefit from the
higher-margin revenue mix was offset by rising
costs for third-party credit in the latter part of the
fiscal year and a more promotional environment.

The SG&A rate for the International segment
increased to 24.5% of revenue, compared with
23.1% of revenue in the prior fiscal year. The SG&A
rate increase was primarily due to expenses
associated with launching Canadian Best Buy stores
and strategic investments intended to improve the
future efficiency and profitability of International
operations. The SG&A rate increase was partially
offset by expense leverage due to new store
openings and the comparable store sales gain.

International

The following table presents selected financial data for the International segment for each of the past two
fiscal years ($ in millions):

As-Adjusted
Segment Performance Summary (unaudited) 2003 2002(1) 2002(2)

Revenue $1,643 $1,391 $596

Comparable stores sales % gain(3) 4.3% N/A 17.4%

Gross profit as a % of revenue 25.0% 25.0% 23.4%

SG&A as a % of revenue 24.5% 23.1% 19.7%

Operating income $ 8 $ 27 $ 22

Operating income as a % of revenue 0.5% 1.9% 3.7%

(1) As-adjusted information presents the results of operations as though Future Shop had been acquired at the
beginning of fiscal 2002 and conforms the accounting for vendor allowances to the fiscal 2003 method. 
(2) Reflects results of operations of Future Shop subsequent to its acquisition in November of fiscal 2002.
(3) Includes revenue at stores and Internet sites operating for at least 14 full months, as well as remodeled and expanded
locations. Relocated stores are excluded from the comparable store sales calculation until at least 14 full months after
reopening. Acquired stores are included in the comparable store sales calculation beginning with the first full quarter
following the first anniversary of the date of acquisition. The calculation of the comparable store sales gain excludes the
impact of fluctuations in the foreign currency exchange rates.

The following table reconciles International stores open at the beginning and end of fiscal 2003:

Total Stores at Stores Stores Total Stores at
End of Fiscal 2002 Opened Closed End of Fiscal 2003

Future Shop stores 95 9 — 104

Canadian Best Buy stores — 8 — 8

Total 95 17 — 112
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During fiscal 2003, we finalized the allocation of
the Future Shop purchase price to the assets and
liabilities acquired. The primary adjustments to the
preliminary purchase price allocation were to assign
value to the “Future Shop” trade name as a result
of our decision to operate stores in Canada under
both the Best Buy and Future Shop trade names
and to adjust the extended service contract liability
assumed as of the date of acquisition based on
additional information. The final purchase price
allocation resulted in a $5 million decrease to
goodwill from our preliminary allocation. For more
information regarding the final purchase price
allocation, refer to note 3 of the Notes to
Consolidated Financial Statements on page 54.

During the fourth quarter of fiscal 2003, we
completed our annual impairment testing of the
goodwill recorded in our International segment
and determined that no impairment existed based
on expectations for the business and the prevailing
retail environment.

Discontinued Operations

During the fourth quarter of fiscal 2003, we
committed to a plan to sell our interest in
Musicland. In accordance with SFAS No. 144, 
we have reported the results of operations and
financial position of Musicland in discontinued
operations. Fiscal 2003, 2002 as adjusted, 2002 
and 2001, reflect the classification of Musicland’s
financial results as discontinued operations.

The following table reconciles International stores open at the beginning and end of fiscal 2002:

Total Stores at Stores Acquired Stores Stores Total Stores at
End of Fiscal 2001 Fiscal 2002 Opened Closed End of Fiscal 2002

Future Shop stores — 91 4 — 95

Canadian Best Buy stores — — — — —

Total — 91 4 — 95

The results from discontinued operations for the past three fiscal years are as follows ($ in millions):
Discontinued Operations As-Adjusted
Performance Summary (unaudited) 2003 2002(1) 2002 2001(2)

Revenue $ 1,727 $ 1,886 $ 1,886 $ 138

Operating (loss) income before impairment (72) 31 29 (7)

Long-lived asset impairment charge (166) — — —

Operating (loss) income (238) 31 29 (7)

Interest expense (6) (20) (19) (1)

(Loss) earnings before income tax expense (244) 11 10 (8)

Income tax (benefit) expense(3) (119) 11 10 (3)

Loss before cumulative effect of 
accounting changes, net of tax (125) — — (5)

Cumulative effect of changes in 
accounting principles, net of tax (316) — — —

Loss from discontinued operations, net of tax $ (441) $ — $ — $ (5)

(1) As-adjusted information conforms the accounting for vendor allowances to the fiscal 2003 method.
(2) Reflects results of operations of Musicland subsequent to its acquisition in the fourth quarter of fiscal 2001. 
(3) Fiscal 2003 includes a $25 million tax benefit resulting from the differences between the basis of assets and liabilities
for financial reporting and income taxes arising at acquisition which will be realized upon the disposition of Musicland.
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Musicland incurred an operating loss of $72 million
before impairment in fiscal 2003 compared with
$31 million of operating income on an as-adjusted
basis in the prior fiscal year. The decline in
operating income was primarily due to reduced
revenue and a lower gross profit rate. The reduced
revenue resulted from the continued decline in
revenue from prerecorded music, a reduction in
the number of customers visiting shopping malls
and increased competition from discount stores
and big-box retailers. The gross profit rate
declined in fiscal 2003 as a result of a change in the
revenue mix at Musicland stores, due to increased
revenue from lower-margin DVD movies and video
gaming hardware and software and decreased
revenue from higher-margin prerecorded music. In
addition, a more promotional environment
negatively impacted Musicland’s gross profit rate.
The loss from discontinued operations, net of tax,
was $441 million in fiscal 2003, compared with
break-even results in fiscal 2002 as adjusted and a
$5 million loss in fiscal 2001, which included 
results of operations only subsequent to the date
of acquisition. 

In fiscal 2003, the $441 million loss from
discontinued operations, net of tax, includes
significant non-cash charges totaling $418 million.
The charges include a $308 million after-tax goodwill
impairment charge, an $8 million after-tax charge
related to the change in accounting for vendor
allowances and a $102 million after-tax charge ($166
million before tax) related to impairment of long-
lived assets. In addition, discontinued operations
includes a $23 million net loss from operations
comprised of a $72 million operating loss before
asset impairment charge, $6 million of interest
expense and $55 million of income tax benefit. The
$55 million income tax benefit includes $25 million
resulting from differences between the basis of
assets and liabilities for financial reporting and
income taxes arising at acquisition which will be
realized upon disposition of Musicland. Refer to the
Significant Accounting Matters section on page 22
for additional details. 

The fiscal 2003 loss from discontinued operations
excludes future operating results and any future
gains or losses resulting from the potential sale of
our interest in Musicland. The final financial impact
of the planned sale of our interest in Musicland is
dependent upon the results of negotiations with
the ultimate buyer(s). 

Additional Consolidated Results

Net Interest Income

Net interest income from continuing operations
decreased to $4 million in fiscal 2003, compared
with $18 million in fiscal 2002. The decrease in net
interest income was primarily due to lower yields
on short-term investments and a full year of
interest expense associated with convertible
debentures issued during fiscal 2002. 

Net interest income from continuing operations
declined to $18 million in fiscal 2002, compared
with $38 million in fiscal 2001. The decrease in net
interest income was primarily due to lower yields
on short-term investments, as average interest
rates declined by more than 200 basis points in
fiscal 2002 compared with fiscal 2001. The impact
of lower yields was partially offset by higher
average cash balances resulting from strong
operating cash flows and net proceeds from the
issuance of convertible debentures.

Effective Income Tax Rate

Our effective income tax rate from continuing
operations increased to 38.7% in fiscal 2003, as
compared with 38.4% in the prior year on an as-
adjusted basis. The increase in the effective
income tax rate in fiscal 2003 was primarily due to
increased tax expense related to our International
segment and a slight increase in the effective state
income tax rate.

Our effective income tax rate in fiscal 2002 was
38.4%, up slightly from 38.3% in fiscal 2001.
Historically, our effective income tax rate has been
impacted primarily by the taxability of investment
income and state income taxes.
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Liquidity and Capital Resources

Summary

Despite a challenging economic environment in
fiscal 2003, our financial condition at the end of 
the year was strong and positioned us well for
fiscal 2004. Cash and cash equivalents totaled 
$1.9 billion at the end of fiscal 2003, a slight
increase from the end of fiscal 2002. Working
capital, the excess of current assets over current
liabilities, increased to $1.1 billion at the end of
fiscal 2003, compared with $895 million at the end
of fiscal 2002. In addition, our long-term debt-to-
capitalization ratio declined slightly to 23% at the
end of fiscal 2003, as compared with 24% at the
end of fiscal 2002. 

A component of our long-term strategy is our
capital expenditure program. This program
includes, among other things, investments in new
stores, store remodeling, store relocations and
expansions, new distribution facilities and
information technology enhancements. During
fiscal 2003, we invested $725 million in property
and equipment in continuing operations, including
opening 90 new stores; remodeling, relocating
and/or expanding 17 stores; continued construction
of our new corporate campus; and improvements
to our distribution centers and information systems. 

Cash Flows

Cash provided by operating activities from
continuing operations was $746 million in fiscal
2003, compared with $1.5 billion in fiscal 2002 and
$861 million in fiscal 2001. The decrease in
operating cash flows in fiscal 2003, compared with
the prior fiscal year, was primarily due to the
decrease in cash provided from changes in
operating assets and liabilities, partially offset by
increased earnings from continuing operations.
Earnings from continuing operations increased to
$622 million in fiscal 2003 as compared with $570
million in the prior fiscal year. Receivables
increased due to the addition of new stores, timing
of payments and increased cooperative advertising
receivables. Merchandise inventories increased in
fiscal 2003, primarily due to the addition of new
stores and improved in-stock positions. 

Accounts payable decreased slightly, primarily due
to the timing of vendor payments and increased
business volume. These decreases in cash were
partially offset by cash provided by higher accrued
income taxes resulting from the increase in
earnings from continuing operations and an
increase in other liabilities due to business growth
and increased gift card liabilities.

Cash used in investing activities from continuing
operations was $659 million in fiscal 2003,
compared with $924 million and $1.0 billion in
fiscal 2002 and 2001, respectively. In fiscal 2003, we
used cash for construction of new retail locations,
information systems, distribution center
improvements, and other additions to property,
plant and equipment, including continued
construction of our new corporate campus. The
primary purposes of the cash investment activity
were to support our expansion plans, to improve
our operational efficiency and to enhance
shareholder value. In fiscal 2002, we used cash for
investments in property, plant and equipment and
the acquisition of Future Shop.

Cash provided by financing activities from
continuing operations was $45 million in fiscal
2003, compared with $769 million in fiscal 2002 and
$218 million in fiscal 2001. The change was
primarily due to the issuance of convertible
debentures in fiscal 2002. We raised $726 million,
net of offering expenses, through the issuance of
convertible debentures in fiscal 2002. Fiscal 2001
included a $200 million investment in our common
stock by Microsoft Corporation. For more
information regarding the convertible debentures,
refer to note 4 of the Notes to Consolidated
Financial Statements on page 55.

Cash used in discontinued operations was $79
million in fiscal 2003, compared with $270 million
and $58 million in fiscal 2002 and 2001, respectively.
The change in cash used in fiscal 2003, as compared
to fiscal 2002, primarily related to the repayment of
$274 million of long-term debt in fiscal 2002.
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Sources of Liquidity

Funds generated by continuing operations and
existing cash and cash equivalents continue to be
our most significant sources of liquidity. Based on
current levels of operations, we believe funds
generated from the expected results of continuing
operations and available cash and cash equivalents
will be sufficient to finance anticipated expansion
plans and strategic initiatives for the next fiscal
year. In addition, our revolving credit facilities are
available for additional working capital needs or
investment opportunities. There can be no
assurance, however, that we will continue to
generate cash flow at or above current levels or
that we will be able to maintain our ability to
borrow under the revolving credit facilities.

We have a $200 million unsecured revolving credit
facility scheduled to mature in March 2005, of
which $197 million was available at March 1, 2003.
Outstanding letters of credit reduce amounts
available under this facility. We also have a $200
million inventory financing line. At March 1, 2003,
approximately $174 million was available under the
inventory credit facility. Borrowings under this line
are collateralized by a security interest in certain
merchandise inventories approximating the
outstanding borrowings. We received no advances
under the $200 million credit facility in fiscal 2003,
2002 or 2001. In addition, we have a $37 million
unsecured credit facility related to International
operations scheduled to mature in September
2003. At March 1, 2003, $15 million was available
under this credit facility. Our current plans are to
renew the $37 million unsecured credit facility
during fiscal 2004.

We offer our customers extended financing
through a third-party financial institution. The use
of financing encourages consumers to purchase
selected products and promotes our business. The
third-party institution assumes the risk of collection
from our customers and has no recourse against us
for any uncollectible amounts. Generally, these
financing offers allow customers to purchase
products with repayment terms ranging from 90
days to 18 months without a finance charge. Our
contract with the third-party financial institution

extends through January 2009. If the contract were
to be unexpectedly terminated or canceled, we
would contract with an alternative third-party
financial institution or directly provide our
customers with extended financing.

Our credit ratings as of March 1, 2003, were as
follows:

Rating Agency Rating Outlook

Fitch BBB Stable
Moody’s Baa3 Stable
Standard & Poor’s BBB- Negative

Factors that can impact our credit ratings include
changes in our operating performance, the
economic environment, conditions in the retail and
consumer electronics industries, our financial
position and changes in our business strategy. We
do not currently foresee any reasonable
circumstances under which our credit ratings would
be significantly downgraded. If a downgrade were
to occur, it could adversely impact, among other
things, our future borrowing costs, access to
capital markets, vendor financing terms and future
new store occupancy costs. In addition, the
conversion rights of the holders of our convertible
debentures could be accelerated if our credit
ratings were to be downgraded.

Off-Balance-Sheet Financing

Other than in connection with executing operating
leases, we do not have any off-balance-sheet
financing. We finance a portion of our new-store
development program through sale-leaseback
transactions, which involve selling stores to
unrelated parties and then leasing the stores back
under leases that are accounted for as operating
leases in accordance with SFAS No. 13, Accounting
for Leases. A summary of our operating lease
obligations by fiscal year is included in the
Contractual Obligations and Available Commercial
Commitments section below.

We view our long-term debt-to-capitalization ratio
as an important indicator or our creditworthiness.
Our long-term debt-to-capitalization ratio, which
represents the ratio of total long-term debt to total
capitalization (total long-term debt plus total
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shareholders’ equity), was 23% in fiscal 2003,
compared with 24% in fiscal 2002. The ratio of 
total long-term debt to total capitalization
including operating lease obligations (rental
expenses for all operating leases multiplied by
eight), was 67% in fiscal 2003, compared with 
66% in fiscal 2002. Total long-term debt, including
operating lease obligations, was $5.5 billion at
March 1, 2003, and $5.0 billion at March 2, 2002.
The long-term debt-to-capitalization ratio,
including operating lease obligations, is not 
in accordance with, or preferable to, the ratio
determined in accordance with accounting
principles generally accepted in the United States.

Debt and Capital

In fiscal 2002, we sold convertible debentures due
June 27, 2021, and January 15, 2022, with an initial
principal amount at maturity of $492 million and
$402 million, respectively. The proceeds from the
offerings, net of offering expenses, were $726
million. We may redeem, and holders of the
debentures may require us to purchase, all or part
of the debentures on certain dates or upon the
occurrence of certain events as specified in the
respective indentures. In addition, in the event that
certain conditions are satisfied, holders may
surrender their debentures for conversion, which
would increase the number of shares of our

Contractual Obligations and Available Commercial Commitments

The following tables present information regarding contractual obligations by fiscal year ($ in millions):

Continuing Operations

Payments Due
2004 2005 2006 2007 2008 Thereafter

Operating leases $413 $395 $363 $347 $340 $2,576

Long-term debt 1 1 61 1 1 764

Purchase commitments 20 — — — — —

Total $434 $396 $424 $348 $341 $3,340

Discontinued Operations

Payments Due
2004 2005 2006 2007 2008 Thereafter

Operating leases $92 $89 $68 $54 $44 $147

Long-term debt — — — — 5 —

Purchase commitments — — — — — —

Total $92 $89 $68 $54 $49 $147

Note: For more information regarding long-term debt, operating leases and purchase commitments, 
refer to notes 4, 7 and 11, respectively, in the Notes to Consolidated Financial Statements beginning on
page 47. 

The following table presents information regarding available commercial commitments and their expiration
dates by fiscal year for continuing operations only; there are no available commercial commitments related
to discontinued operations ($ in millions):

Expires
Amount 2004 2005 2006 2007 Thereafter

Lines of credit(1) $212 $ 15 $  — $197 $  — $  —

Inventory financing line(2) 174 174 — — — —

Total $386 $189 $  — $197 $  — $  —
(1) $3 of our $200 line of credit was committed to stand-by letters of credit, and $22 of our $37 line was utilized.
(2) $26 of the inventory financing line was utilized. 
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common stock outstanding and have a dilutive
impact on our reported earnings per share. The
shares related to the convertible debentures were
not included in our diluted earnings-per-share
computation in fiscal 2003 or 2002, as the criteria
for conversion of the debentures were not met. For
additional information regarding the convertible
debentures, refer to note 4 of the Notes to
Consolidated Financial Statements on page 55. 

Our ability to access our credit facilities is subject to
our compliance with the terms and conditions of the
credit facilities, including financial covenants. The
financial covenants require us to maintain certain
financial ratios and a minimum net worth. As of the
end of fiscal 2003, we were in compliance with all
such covenants. In the event we were to default on
any of our other debt, it would constitute a default
under our credit facilities as well.

Our decision to own or lease real estate is based on
an assessment of our financial liquidity, capital
structure, our desire to own or to lease the location
and the alternative that results in the highest returns
to our shareholders. For those sites developed
using working capital, we often sell and lease back
those properties under long-term lease agreements.
Through the end of fiscal 2003, $59 million in leases
related to new stores had been financed under the
master lease program. The master lease program is
now complete and there will be no further new store
development under this program. The program is
set to expire on January 1, 2006, and is renewable
for one year, subject to lenders’ consent.

In fiscal 2000, our Board of Directors authorized the
purchase of up to $400 million of our common
stock from time to time through open-market
purchases. The stock purchase program has no
stated expiration date. Approximately 2.9 million
shares were purchased under this plan during fiscal
2000 at a cost of $100 million. No additional
purchases were made under the stock purchase
program in fiscal 2003, 2002 or 2001. 

Critical Accounting Policies

Our consolidated financial statements are
prepared in accordance with generally accepted
accounting principles. In connection with the

preparation of the financial statements, we are
required to make assumptions, make estimates
and apply judgment that affect the reported
amounts of assets, liabilities, revenue, expenses
and the related disclosures. We base our
assumptions, estimates and judgments on
historical experience, current trends and other
factors that management believes to be relevant at
the time the consolidated financial statements are
prepared. On a regular basis, management reviews
the accounting policies, assumptions, estimates
and judgments to ensure that our financial
statements are presented fairly and in accordance
with generally accepted accounting principles.
However, because future events and their effects
cannot be determined with certainty, actual results
could differ from our assumptions and estimates,
and such differences could be material.

Our significant accounting policies are discussed in
note 1 of the Notes to Consolidated Financial
Statements on page 47. Management believes that
the following accounting policies are the most
critical to aid in fully understanding and evaluating
our reported financial results. Management has
reviewed these critical accounting policies and
related disclosures with our independent auditor
and the Audit Committee of our Board of Directors.

Inventory Reserves

We maintain inventory at the lower of cost or
market. Markdown reserves are established based
primarily on forecasted consumer demand,
inventory aging and technological obsolescence. 
If our estimates regarding consumer demand are
inaccurate or changes in technology impact
demand for certain products in an unforeseen
manner, we may be exposed to losses in excess of
our established reserves that could be material.

We also establish inventory loss reserves.
Independent physical inventory counts are taken on
a regular basis to ensure the amounts reflected in
our consolidated financial statements are properly
stated. During the interim period between physical
inventory counts, we accrue for anticipated physical
inventory losses on a location-by-location basis,
based on a number of factors, including historical
results and current inventory loss trends. 
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If our estimates regarding inventory losses are
inaccurate, we may be exposed to losses in excess
of our established reserves that could be material.

We have not made any material changes in the
accounting methodology used to establish our
markdown or inventory loss reserves during the
past three years.

Long-Lived Assets 

Long-lived assets such as property and equipment,
intangible assets and investments are reviewed for
impairment when events or changes in
circumstances indicate the carrying value of the
assets may not be recoverable. When evaluating
long-lived assets for potential impairment, we first
compare the carrying amount of the asset to the
asset’s estimated future cash flows (undiscounted
and without interest charges). If the estimated
future cash flows are less than the carrying amount
of the asset, an impairment loss calculation is
completed. The impairment loss calculation
compares the carrying amount of the asset to the
asset’s estimated fair value, which may be based
on future cash flows (discounted and with interest
charges). An impairment loss is recorded if the
amount of the asset’s carrying value exceeds the
asset’s estimated fair value. 

Our impairment loss calculation contains
uncertainty because management must use
judgment to forecast estimated fair values and to
determine the useful lives of the assets. If actual
results are not consistent with our assumptions and
estimates regarding these factors, we may be
exposed to losses that could be material.

Effective on March 3, 2002, we adopted SFAS No.
144. The adoption of SFAS No. 144 did not have a
significant impact on our net earnings or financial
position. For further discussion regarding the
financial impact subsequent to adoption, see the
Significant Accounting Matters section on page 22
and note 2 of the Notes to Consolidated Financial
Statements on page 52.

Goodwill

We review goodwill for potential impairment
annually and when events or changes in
circumstances indicate the carrying value of the

goodwill might exceed its current fair value. 
We determine fair value using widely accepted
valuation techniques, including discounted cash
flow and market multiple analyses. These types of
analyses require us to make certain assumptions
and estimates regarding industry economic factors
and the profitability of future business strategies. 
It is our policy to conduct impairment testing
based on our most current business strategy in
light of present industry and economic conditions,
as well as future expectations. If actual results are
not consistent with our assumptions and estimates,
we may be exposed to a goodwill impairment
charge that could be material. 

Effective on March 3, 2002, we adopted the
provisions of SFAS No. 142, which eliminated the
systematic amortization of goodwill. SFAS No. 142
also required that goodwill be reviewed for
impairment at adoption and at least annually
thereafter. For further discussion regarding the
financial impact of the initial adoption, see the
Significant Accounting Matters section on page 22
and note 1 of the Notes to Consolidated Financial
Statements on page 51.

Costs Associated with Exit Activities

We adopted SFAS No. 146, Accounting for Costs
Associated with Exit or Disposal Activities, on
January 1, 2003. Since adoption, the present value
of costs associated with location closings, primarily
future lease costs, real estate taxes and common
area maintenance, are charged to earnings when 
a location is vacated. When applicable, the liability
is reduced by estimated future sublease income.
Prior to our adoption of SFAS No. 146, a liability
for location closings was recognized when
management made the commitment to relocate 
or to close the location. The adoption of SFAS 
No. 146 did not have a significant impact on our
net earnings or financial position.

The calculation of our location closing liability
requires us to make assumptions and to apply
judgment regarding the timing and duration of
future vacancy periods, the amount and timing 
of future lump sum settlement payments, and 
the amount and timing of potential future 
sublease income. 
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When making these assumptions, we consider a
number of factors, including historical settlement
experience, the owner of the property, the location
and condition of the property, the terms of the
underlying lease, the specific marketplace demand
and general economic conditions. If actual results
are not consistent with our assumptions and
judgments, we may be exposed to additional
charges that could be material.

Extended Service Contract Liabilities

All of our extended service contracts are sold to
customers on behalf of an unrelated third party,
without recourse. However, we assumed a liability
for certain self-insured extended service contracts
when we acquired Future Shop in the third quarter
of fiscal 2002. The remaining term of these
extended service contracts vary by product and
extend up to four years.

Liabilities have been established for the self-
insured extended service contracts based on a
number of factors, including historical trends in
product failure rates and the expected material
and labor costs necessary to provide the services.
See note 11 in the Notes to Consolidated Financial
Statements on page 63 for further discussion of the
extended service contract liabilities.

The accounting for self-insured extended service
contracts requires us to make assumptions and to
apply judgment when estimating the product
failure rates and expected material and labor costs
necessary to provide the services. If actual results
are not consistent with the assumptions and
judgments used to calculate the extended service
contract liability, we may be exposed to additional
charges that could be material. 

Self-Insured Liabilities

We are self-insured for certain losses related to
health, workers’ compensation and general liability
insurance, although we maintain stop-loss
coverage with third-party insurers to limit our total
liability exposure.

When estimating our self-insurance liabilities, we
consider a number of factors, including historical
claims experience, demographic factors, severity
factors and valuations provided by independent

third-party actuaries. Periodically, management
reviews its assumptions and the valuations
provided by independent third-party actuaries to
determine the adequacy of our self-insured
liabilities. Our self-insured liabilities contain
uncertainties because management must make
assumptions and apply judgment to estimate the
ultimate cost to settle reported claims and claims
incurred but not reported as of the balance sheet
date. If actual results differ from the assumptions
and judgment we have used to calculate the self-
insured liabilities, we may be exposed to additional
charges that could be material.

We have not made any material changes in the
accounting methodology used to establish our
self-insured liabilities during the past three years.

Tax Contingencies

We are frequently audited by domestic and foreign
tax authorities. These audits include questions
regarding the timing and amount of deductions
and the allocation of income among various tax
jurisdictions. In evaluating the exposure associated
with our various filing positions, including state and
local taxes, we record reserves for probable
exposures. As of the end of fiscal 2003, three open
tax years were undergoing examination by the
United States Internal Revenue Service and two
open years with Revenue Canada. 

The estimate of our tax contingencies liability
contains uncertainty because management must
use judgment to estimate the exposure associated
with our various filing positions. To the extent we
prevail in matters for which accruals have been
established or are required to pay amounts in
excess of our reserves, our effective tax rate in a
given financial statement period could be
materially impacted. Although management
believes that the estimates discussed above are
reasonable, actual results could differ from our
estimates, and we may be exposed to a charge
that could be material.

Pending Accounting Standards

A discussion of pending accounting standards is
included in note 1 of the Notes to Consolidated
Financial Statements on page 52.
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Outlook for Fiscal 2004

Looking forward to fiscal 2004, we are projecting
earnings growth from continuing operations of
approximately 14% to 16%, with earnings per diluted
share increasing from $1.91 per diluted share in fiscal
2003 to approximately $2.17 to $2.22 per diluted
share in fiscal 2004. We expect the earnings growth
to be driven by an 11% to 13% increase in revenue
from continuing operations and an increase in our
operating income rate to approximately 4.9% to
5.0% of revenue, compared with 4.8% in fiscal 2003.
Due to the uncertainty regarding the timing of the
planned sale of our interest in Musicland, our fiscal
2004 outlook excludes the financial impact of our
discontinued operations. Our outlook is based on
certain assumptions regarding future economic
conditions and the geo-political environment.
Differences in actual economic conditions or the
geo-political environment compared with our
assumptions could have a material impact on our
fiscal 2004 operating results.

We are projecting fiscal 2004 revenue growth from
continuing operations of approximately 11% to 13%,
with revenue increasing from $20.9 billion in fiscal
2003 to approximately $23.5 billion in fiscal 2004.
We expect new store growth and modest
comparable store sales gains in the second half of
fiscal 2004 will drive the revenue growth. For both
our Domestic and International segments, we
anticipate comparable store sales gains in the low
single digits, fueled by consumer demand for digital
products and an improved economic environment. 

Our fiscal 2004 outlook reflects a modest
improvement in our gross profit rate. The
anticipated improvement is based on a more
profitable revenue mix resulting from the expected
increase in higher-margin digital product revenue.
Digital product revenue is forecasted to increase to
approximately 25% of our fiscal 2004 revenue mix,
compared with 22% in fiscal 2003. In addition,
planned improvements in inventory management,
processing efficiencies and product sourcing
initiatives are expected to contribute to the modest
gross profit rate improvement. Our outlook
assumes that the promotional levels in fiscal 2004
will be similar to those experienced in fiscal 2003. 

Our fiscal 2004 SG&A rate is expected to remain
essentially even with fiscal 2003. Continued
improvements in the SG&A rate resulting from
efficiency initiatives launched in the second half of
fiscal 2003 are expected to offset higher
depreciation and amortization expenses resulting
from capital spending in fiscal 2003 and 2004. 

We anticipate net interest expense for fiscal 2004 
of approximately $10 million, compared with 
$4 million of net interest income in fiscal 2003 due
to forecasted lower yields on our cash investments
and reduced capitalized interest as a result of
completing construction of our new corporate
campus in the first quarter of fiscal 2004.

Our effective tax rate in fiscal 2004 is expected to
be approximately 38.3%, slightly lower than our
fiscal 2003 effective tax rate of 38.7%.

Capital expenditures in fiscal 2004 are expected 
to be approximately $700 million, exclusive of
amounts expended on property development that
will be recovered through the sale and lease back
of the properties. The capital expenditures will
support the opening of approximately 60 new U.S.
Best Buy stores, with approximately half in our
45,000-square-foot format and the remainder in our
smaller-market formats. Capital expenditure plans
for our Domestic segment also include opening
four new Magnolia Hi-Fi stores, remodeling three
U.S. Best Buy stores and expanding one U.S. Best
Buy store. Our International segment capital
expenditure plans include opening 11 to 13 new
Canadian Best Buy stores and four Future Shop
stores, as well as relocating four Future Shop stores.
Capital expenditures in fiscal 2004 also will include
approximately $130 million in technology
investments intended to improve our customer
service capabilities and to increase operating
efficiencies. The technology investments include
the launch of a new platform for BestBuy.com, our
online business associated with Best Buy stores,
which will support initiatives aimed at improving the
customer experience. Our technology investments
are expected to remain relatively consistent over
the next few fiscal years as we begin to leverage
recently implemented systems.
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The following tables show selected unaudited quarterly operating results for each quarter of fiscal 2003.

($ in millions, except per share amounts)

Quarter 1st 2nd 3rd 4th Fiscal Year

Fiscal 2003 as revised(1) (2)

Revenue $ 4,202 $ 4,624 $ 5,131 $ 6,989 $ 20,946

Comparable store sales change(3) 6.5% 2.6% 0.7% 1.2% 2.4%

Gross profit $ 1,080 $ 1,153 $ 1,250 $ 1,753 $ 5,236

Operating income 129 129 140 612 1,010

Earnings from continuing operations 79 79 86 378 622

Loss from discontinued 
operations, net of tax (330) (17) (27) (67) (441)

Cumulative effect of change in 
accounting principle (82) — — — (82)

Net (loss) earnings (333) 62 59 311 99

Diluted (loss) earnings per share: 

Continuing operations 0.24 0.24 0.27 1.16 1.91

Discontinued operations (1.01) (0.05) (0.08) (0.21) (1.36)

Cumulative effect of accounting changes (0.25) — — — (0.25)

Diluted (loss) earnings per share (1.02) 0.19 0.18 0.96 0.30

Quarter 1st 2nd 3rd

Fiscal 2003 as previously reported

Revenue $ 4,586 $ 5,008 $ 5,505

Comparable store sales change(3) 5.7% 2.0% (0.4%)

Gross profit $ 1,065 $ 1,129 $ 1,187

Operating income 115 103 139

Net earnings 70 62 85

Diluted earnings per share 0.22 0.19 0.26

Note: Certain totals may not add due to rounding.
(1) All quarters presented have been revised to reflect the classification of Musicland’s financial results as discontinued
operations. Refer to note 2 in the Notes to Consolidated Financial Statements beginning on page 52. First-quarter fiscal
2003 results include an after-tax, non-cash impairment charge of $308 for the full write-off of the goodwill related to our
acquisition of Musicland. Fourth-quarter fiscal 2003 includes an after-tax, non-cash impairment charge of $102 related to
a reassessment of the carrying value of Musicland’s long-lived assets in accordance with SFAS No. 144, Accounting for
the Impairment or Disposal of Long-Lived Assets.
(2) Effective on March 3, 2002, we adopted SFAS No. 142, Goodwill and Other Intangible Assets. During the second
quarter of fiscal 2003, we completed the required goodwill impairment testing and recognized an after-tax, non-cash
impairment charge of $40 that is reflected in our revised fiscal 2003 first-quarter financial results as a cumulative effect of
a change in accounting principle. Also effective on March 3, 2002, we changed our method of accounting for vendor

Quarterly Results and Seasonality

Similar to many retailers, our business is seasonal.
Revenue and earnings are typically greater during
the second half of the fiscal year, which includes
the holiday selling season. The timing of new store 

openings, costs associated with acquisitions and
development of new businesses, and general
economic conditions also may affect our future
quarterly results.
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The following tables show selected unaudited quarterly operating results for each quarter of fiscal 2002.

($ in millions, except per share amounts)

Quarter 1st 2nd 3rd(4) 4th Fiscal Year

Fiscal 2002 as revised(1)

Revenue $ 3,312 $ 3,768 $ 4,336 $ 6,295 $ 17,711

Comparable store sales change(3) (3.1%) 2.8% 1.6% 4.5% 1.9%

Gross profit $ 708 $ 806 $ 885 $ 1,371 $ 3,770

Operating income 101 157 146 504 908

Earnings from continuing operations 65 98 92 315 570

(Loss) earnings from discontinued
operations, net of tax (10) (13) (12) 35 —

Net earnings 55 85 80 350 570

Diluted earnings (loss) per share:(5)

Continuing operations 0.20 0.30 0.29 0.97 1.77

Discontinued operations (0.03) (0.04) (0.04) 0.11 —

Diluted earnings per share 0.17 0.26 0.25 1.08 1.77

Quarter 1st 2nd 3rd 4th Fiscal Year

Fiscal 2002 as previously reported

Revenue $ 3,697 $ 4,164 $ 4,756 $ 6,980 $ 19,597

Comparable store sales change(3) (3.1%) 2.8% 1.6% 4.5% 1.9%

Gross profit $ 846 $ 948 $ 1,028 $ 1,608 $ 4,430

Operating income 90 148 129 570 937

Net earnings 55 85 80 350 570

Diluted earnings per share(5) 0.17 0.26 0.25 1.08 1.77

allowances to reflect the newly adopted accounting principle established in EITF Issue No. 02-16, Accounting by a
Reseller for Cash Consideration Received from a Vendor. The related after-tax, non-cash charge of $42  also is reflected
in our revised fiscal 2003 first-quarter financial results as a cumulative effect of a change in accounting principle. Refer to
note 1 on page 51 in the Notes to Consolidated Financial Statements.
(3) Includes revenue at stores and Internet sites operating for at least 14 full months, as well as remodeled and
expanded locations. Relocated stores are excluded from the comparable store sales calculation until at least 14 full
months after reopening. Acquired stores are included in the comparable store sales calculation beginning with the first
full quarter following the first anniversary of the date of acquisition. The calculation of the comparable store sales
change excludes Musicland revenue, which is included in discontinued operations.
(4) During the third quarter of fiscal 2002, we acquired the common stock of Future Shop Ltd. Future Shop’s results of
operations were included from the date of acquisition.
(5) The diluted earnings per share amounts have been revised to reflect a three-for-two stock split effected on May 10, 2002.
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Common Stock Prices

The following table shows high and low prices of our common stock for each quarter of fiscal 2003 and 2002.

Quarter 1st 2nd 3rd 4th
Fiscal 2003

High $53.75 $46.10 $28.40 $30.45

Low 44.63 18.50 16.99 22.10

Fiscal 2002
High $41.57 $46.60 $48.00 $51.47

Low 22.42 35.45 26.68 43.43

Our common stock is traded on the New York
Stock Exchange under the ticker symbol BBY. As of
March 31, 2003, there were 2,345 holders of record
of Best Buy common stock. We have not

historically paid, and have no current plans to pay,
cash dividends on our common stock. The stock
prices above have been revised to reflect a three-
for-two stock split effected on May 10, 2002.

02Q1 02Q2 02Q3 02Q4 03Q1 03Q2 03Q3 03Q4

High $41.57 $46.60 $48.00 $51.47 $53.75 $46.10 $28.40 $30.45

Low 22.42 35.45 26.68 43.43 44.63 18.50 16.99 22.10

Common Stock Prices
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Forward-Looking Statements

Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities
Exchange Act of 1934, as amended, provide a
“safe harbor” for forward-looking statements to
encourage companies to provide prospective
information about their companies. With the
exception of historical information, the matters
discussed in this annual report are forward-looking
statements and may be identified by the use of
words such as “believe,” “expect,” “anticipate,”
“plan,” “estimate,” “intend” and “potential.” Such
statements reflect our current view with respect to
future events and are subject to certain risks,
uncertainties and assumptions. A variety of factors
could cause our actual results to differ materially
from the anticipated results expressed in such

forward-looking statements, including, among
other things, general economic conditions,
acquisitions and development of new businesses,
product availability, sales volumes, profit margins,
weather, foreign currency fluctuation, availability of
suitable real estate locations, and the impact of
labor markets and new product introductions on
our overall profitability. Readers should review our
Current Report on Form 8-K filed January 10, 2003,
that describes additional important factors that
could cause actual results to differ materially from
those contemplated by the forward-looking
statements made in this annual report.
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Consolidated Balance Sheets

Consolidated Statements

$ in millions, except per share amounts

March 1, March 2,
Assets 2003 2002

Current Assets

Cash and cash equivalents $1,914 $1,861

Receivables 312 221

Recoverable costs from developed properties 10 79

Merchandise inventories 2,046 1,875

Other current assets 188 116

Current assets of discontinued operations 397 448

Total current assets 4,867 4,600

Property and Equipment

Land and buildings 208 205

Leasehold improvements 719 540

Fixtures and equipment 2,108 1,649

Property under capital lease 54 39

3,089 2,433

Less accumulated depreciation and amortization 1,027 772

Net property and equipment 2,062 1,661

Goodwill, Net 429 465

Intangible Assets 33 —

Other Assets 115 80

Noncurrent Assets of Discontinued Operations 157 561

Total Assets $7,663 $7,367

See Notes to Consolidated Financial Statements.
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$ in millions, except per share amounts

March 1, March 2,
Liabilities and Shareholders’ Equity 2003 2002

Current Liabilities

Accounts payable $2,195 $2,202

Accrued compensation and related expenses 174 174

Accrued liabilities 729 613

Accrued income taxes 374 291

Current portion of long-term debt 1 7

Current liabilities of discontinued operations 320 418

Total current liabilities 3,793 3,705

Long-Term Liabilities 287 312

Long-Term Debt 828 808

Noncurrent Liabilities of Discontinued Operations 25 21

Shareholders’ Equity

Preferred stock, $1.00 par value: Authorized — 400,000 shares;

Issued and outstanding — none — —

Common stock, $.10 par value: Authorized — 1 billion shares;

Issued and outstanding — 321,966,000 and

319,128,000 shares, respectively 32 31

Additional paid-in capital 778 702

Retained earnings 1,893 1,794

Accumulated other comprehensive income (loss) 27 (6)

Total shareholders’ equity 2,730 2,521

Total Liabilities and Shareholders’ Equity $7,663 $7,367

See Notes to Consolidated Financial Statements.
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Consolidated Statements of Earnings

$ in millions, except per share amounts

March 1, March 2, March 3,
For the Fiscal Years Ended 2003 2002 2001

Revenue $ 20,946 $17,711 $15,189

Cost of goods sold 15,710 13,941 12,177

Gross profit 5,236 3,770 3,012

Selling, general and administrative expenses 4,226 2,862 2,401

Operating income 1,010 908 611

Net interest income 4 18 38

Earnings from continuing operations before income tax expense 1,014 926 649

Income tax expense 392 356 248

Earnings from continuing operations 622 570 401

Loss from discontinued operations (note 2), net of tax (441) — (5)

Cumulative effect of change in accounting principle 
for goodwill (note 1), net of $24 tax (40) — —

Cumulative effect of change in accounting principle 
for vendor allowances (note 1), net of $26 tax (42) — —

Net earnings $ 99 $ 570 $ 396

Basic earnings (loss) per share:

Continuing operations $ 1.93 $ 1.80 $ 1.29

Discontinued operations (1.37) — (0.02)

Cumulative effect of accounting changes (0.25) — —

Basic earnings per share $ 0.31 $ 1.80 $ 1.28

Diluted earnings (loss) per share:

Continuing operations $ 1.91 $ 1.77 $ 1.26

Discontinued operations (1.36) — (0.02)

Cumulative effect of accounting changes (0.25) — —

Diluted earnings per share $ 0.30 $ 1.77 $ 1.24

Basic weighted average common 
shares outstanding (in millions) 321.1 316.0 310.0

Diluted weighted average common 
shares outstanding (in millions) 324.8 322.5 319.0

Pro forma effect of change in accounting principle for 
vendor allowances (note 1):

Earnings from continuing operations $ 564 $ 396

Basic earnings per share 1.78 1.28

Diluted earnings per share 1.75 1.24

Net earnings $ 564 $ 390

Basic earnings per share 1.78 1.26

Diluted earnings per share 1.75 1.22

See Notes to Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

$ in millions

March 1, March 2, March 3,
For the Fiscal Years Ended 2003 2002 2001
Operating Activities

Net earnings $ 99 $ 570 $ 396
Loss from discontinued operations, net of tax 441 — 5
Cumulative effect of change in accounting principles, 

net of tax 82 — —
Earnings from continuing operations 622 570 401
Adjustments to reconcile earnings from continuing 

operations to net cash provided by operating activities:
Depreciation 310 242 164
Deferred income taxes (37) 15 36
Amortization of goodwill — 3 1
Other 24 36 18

Changes in operating assets and liabilities,
net of acquired assets and liabilities:

Receivables (89) 1 (9)
Merchandise inventories (225) (324) (185)
Other assets (36) (24) (16)
Accounts payable (20) 575 159
Other liabilities 86 196 149
Accrued income taxes 111 253 143

Total cash provided by operating activities 
from continuing operations 746 1,543 861

Investing Activities
Additions to property and equipment (725) (581) (657)
Acquisitions of businesses, net of cash acquired (3) (368) (326) 
Decrease (increase) in recoverable costs from 

developed properties 69 25 (31)
Increase in other assets — — (15)
Total cash used in investing activities 

from continuing operations (659) (924) (1,029)
Financing Activities

Net proceeds from issuance of long-term debt 18 726 —
Long-term debt payments (13) (5) (17)
Issuance of common stock 40 48 235
Total cash provided by financing activities 

from continuing operations 45 769 218
Net Cash Used in Discontinued Operations (79) (270) (58)
Increase (Decrease) in Cash and Cash Equivalents 53 1,118 (8)
Cash and Cash Equivalents at Beginning of Year 1,861 743 751
Cash and Cash Equivalents at End of Year $1,914 $1,861 $ 743
Supplemental Disclosure of Cash Flow Information

Income tax paid $ 283 $ 139 $ 62
Interest paid 24 25 7

See Notes to Consolidated Financial Statements.
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Consolidated Statements of
Changes in Shareholders’ Equity
$ and shares in millions

Accumulated
Additional Other

Common Common Paid-In Retained Comprehensive
Shares Stock Capital Earnings Income (Loss) Total

Balances at Feb. 26, 2000 301 $30 $238 $ 828 $ — $1,096

Net earnings — — — 396 — 396

Stock options exercised 6 — 36 — — 36

Tax benefit from stock options exercised — — 93 — — 93

Stock issuance 5 1 200 — — 201

Balances at March 3, 2001 312 31 567 1,224 — 1,822

Net earnings — — — 570 — 570

Other comprehensive loss, net of tax:

Foreign currency translation 
adjustments — — — — (5) (5)

Other — — — — (1) (1)

Total comprehensive income — — — 570 (6) 564

Stock options exercised 7 — 49 — — 49

Tax benefit from stock options exercised — — 86 — — 86

Balances at March 2, 2002 319 31 702 1,794 (6) 2,521

Net earnings — — — 99 — 99

Other comprehensive income (loss), 
net of tax:

Foreign currency translation 
adjustments — — — — 34 34

Other — — — — (1) (1)

Total comprehensive income — — — 99 33 132

Stock options exercised 3 1 43 — — 44

Tax benefit from stock options exercised — — 33 — — 33

Balances at March 1, 2003 322 $32 $778 $1,893 $27 $2,730

See Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

1. Summary of Significant 
Accounting Policies 

Description of Business

Best Buy Co., Inc. is a specialty retailer with fiscal
2003 revenue from continuing operations of $20.9
billion. We operate two reportable segments:
Domestic and International. The Domestic segment
includes U.S. Best Buy and Magnolia Hi-Fi, Inc.
(Magnolia Hi-Fi) stores. U.S. Best Buy stores offer a
wide variety of consumer electronics, home-office
equipment, entertainment software and appliances,
operating 548 stores in 48 states at the end of fiscal
2003. Magnolia Hi-Fi is a high-end retailer of audio
and video products with 19 stores in Washington,
Oregon and California. Magnolia Hi-Fi was
acquired in the fourth quarter of fiscal 2001. 
The International segment is comprised of 104
Future Shop and eight Canadian Best Buy stores.
Future Shop and Canadian Best Buy stores offer
products similar to U.S. Best Buy stores. Future
Shop operates in all Canadian provinces, while all
of the Canadian Best Buy stores are in Ontario.
Future Shop was acquired in the third quarter of
fiscal 2002. As described in note 2, we have
classified the results of operations of Musicland as
discontinued operations. The Musicland business
was previously included in our Domestic segment.
The Notes to Consolidated Financial Statements,
except where otherwise indicated, relate to
continuing operations only. Musicland, principally a
mall-based retailer of prerecorded home
entertainment products, was acquired in the fourth
quarter of fiscal 2001. 

Basis of Presentation

The consolidated financial statements include 
the accounts of Best Buy Co., Inc. and its
subsidiaries. We have eliminated significant
intercompany accounts and transactions. All
subsidiaries are wholly owned.

Use of Estimates in the Preparation 
of Financial Statements

The preparation of financial statements in conformity
with generally accepted accounting principles
requires us to make estimates and assumptions.
These estimates and assumptions affect the reported

amounts in the consolidated balance sheets and
statements of earnings, as well as the disclosure of
contingent liabilities. Actual results could differ from
these estimates and assumptions.

Fiscal Year

Our fiscal year ends on the Saturday nearest the end
of February. Fiscal 2003 and 2002 each included 52
weeks, while fiscal 2001 included 53 weeks.

Cash and Cash Equivalents

We consider highly liquid investments with a
maturity of three months or less when purchased
to be cash equivalents. We carry these investments
at cost, which approximates market value.

Recoverable Costs from Developed Properties

We include in current assets the costs of acquisition
and development of properties that we intend to
sell and lease back or recover from landlords within
one year.

Merchandise Inventories

Merchandise inventories are recorded at the 
lower of cost or market. The methods we use 
to determine cost are the average cost and 
retail inventory methods.

Property and Equipment

Property and equipment are recorded at cost. 
We compute depreciation using the straight-line
method over the estimated useful lives of the
assets or, in the case of leasehold improvements,
over the shorter of the estimated useful lives or
lease terms.  

Estimated useful lives by major asset category for
continuing operations are as follows:

Asset Life (in years)
Buildings 30 – 40
Leasehold improvements 10 – 25
Fixtures and equipment 3 – 15
Property under capital lease 5 – 35

$ in millions, except per share amounts
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A reconciliation of reported earnings adjusted to reflect the adoption of SFAS No. 142, as if it were
effective for all fiscal years presented, is provided below.

2003 2002 2001

Reported earnings from continuing operations $ 622 $ 570 $ 401
Add back goodwill amortization, net of tax — 2 1
Adjusted earnings from continuing operations 622 572 402
Reported loss from discontinued operations, net of tax (441) — (5) 
Add back goodwill amortization, net of tax — 16 1
Adjusted (loss) earnings from discontinued operations (441) 16 (4) 
Cumulative effect of change in accounting principles, net of tax (82) — —
Adjusted net earnings $ 99 $ 588 $ 398

Reported basic earnings per share from continuing operations $1.93 $1.80 $1.29
Add back goodwill amortization — 0.01 —
Adjusted basic earnings per share from continuing operations 1.93 1.81 1.29
Reported basic loss per share from discontinued operations (1.37) — (0.02) 
Add back goodwill amortization — 0.05 0.01
Adjusted basic (loss) earnings per share from 

discontinued operations (1.37) 0.05 (0.01) 
Cumulative effect of change in accounting principles (0.25) — —
Adjusted basic earnings per share $0.31 $1.86 $1.28

$ in millions, except per share amounts

Impairment of Long-Lived Assets and Costs
Associated with Exit Activities 

In March 2002 we adopted Statement of Financial
Accounting Standards (SFAS) No. 144, Accounting
for the Impairment or Disposal of Long-Lived
Assets, which requires long-lived assets, such as
property and equipment, to be evaluated for
impairment whenever events or changes in
circumstances indicate the carrying value of an
asset may not be recoverable. An impairment loss
is recognized when estimated undiscounted cash
flows expected to result from the use of the asset
plus net proceeds expected from disposition of the
asset (if any) are less than the carrying value of the
asset. When an impairment loss is recognized, the
carrying amount of the asset is reduced to its
estimated fair value.

We adopted SFAS No. 146, Accounting for Costs
Associated with Exit or Disposal Activities, on
January 1, 2003. Since adoption, the present value
of costs associated with location closings, primarily
future lease costs, are charged to earnings when a
location is vacated. Prior to adoption, we
recognized a liability when we made the decision
to relocate or close the location.

Goodwill and Intangible Assets

Goodwill is the excess of the purchase price over
the fair value of identifiable net assets acquired in
business combinations accounted for under the
purchase method. Effective March 3, 2002, we
adopted SFAS No. 142, Goodwill and Other
Intangible Assets, which eliminated the systematic
amortization of goodwill. The Statement also
required that we review goodwill for impairment 
at adoption and at least annually thereafter. 
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During the second quarter of fiscal 2003, we
completed the transitional requirements for
goodwill impairment testing. As a result of the
transitional goodwill impairment testing, we
determined that the book value of the assets of
our Musicland and Magnolia Hi-Fi businesses,
which were acquired in the fourth quarter of fiscal
2001, exceeded their current fair values. We
determine fair values utilizing widely accepted
valuation techniques, including discounted cash
flow and market multiple analyses. We based
Musicland’s fair value on the then-current
expectations for the business in light of the
existing retail environment and the uncertainty
associated with future trends in prerecorded music
products. We based Magnolia Hi-Fi’s fair value on
the then-current expectations for the business in
light of recent sales trends and the then-existing
business environment, including an economic

slowdown in the Pacific Northwest. The resulting
after-tax, non-cash impairment charge was $348, of
which $308 was associated with Musicland and $40
was associated with Magnolia Hi-Fi. The charge
represented a complete write-off of the goodwill
associated with these businesses. As described in
note 2, we have classified the results of operations
of our Musicland subsidiary as discontinued
operations, including the related goodwill
impairment charge. 

In the fourth quarter of fiscal 2003, we completed
our annual impairment testing of goodwill related
to our acquisition of Future Shop using the same
techniques as described above, and determined
there was no impairment. 

The only significant identifiable intangible asset
included in our balance sheet is an indefinite-lived
intangible trade name related to Future Shop.

The changes in the carrying amount of goodwill by segment for continuing operations were as follows:

Domestic International Total

Balances at Feb. 26, 2000 $ — $  — $  —
Goodwill resulting from acquisitions 68 — 68
Systematic amortization of goodwill (1) — (1)
Balances at March 3, 2001 67 — 67
Goodwill resulting from acquisitions — 406 406
Systematic amortization of goodwill (3) — (3)
Changes in foreign exchange rates — (5) (5)
Balances at March 2, 2002 64 401 465
Goodwill resulting from acquisitions 3 — 3
Final purchase price allocation adjustment — (5) (5)
Impairment charge (64) — (64)
Changes in foreign exchange rates — 30 30
Balances at March 1, 2003 $ 3 $426 $429

$ in millions, except per share amounts

2003 2002 2001

Reported diluted earnings per share from continuing operations $1.91 $1.77 $1.26
Add back goodwill amortization — 0.01 —
Adjusted diluted earnings per share from continuing operations 1.91 1.78 1.26
Reported diluted loss per share from discontinued operations (1.36) — (0.02) 
Add back goodwill amortization — 0.05 0.01
Adjusted diluted (loss) earnings per share from 

discontinued operations (1.36) 0.05 (0.01) 
Cumulative effect of change in accounting principles (0.25) — —
Adjusted diluted earnings per share $0.30 $1.83 $1.25
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Foreign Currency

Foreign currency denominated assets and liabilities
are translated into U.S. dollars using the exchange
rates in effect at the balance sheet date. Results of
operations and cash flows are translated using the
average exchange rates throughout the period.
The effect of exchange rate fluctuations on
translation of assets and liabilities is recorded as a
component of shareholders’ equity. Gains and
losses from foreign currency transactions are
included in selling, general and administrative
expenses and have not been significant.

Revenue Recognition

We recognize revenue from the sale of merchandise
at the time the merchandise is sold and the
customer takes possession of the merchandise. We
recognize service revenue at the time the service is
provided, the sales price is fixed or determinable,
and collectibility is reasonably assured. Gift card
revenue is recognized when redeemed.

We sell extended service contracts on behalf 
of an unrelated third party. In jurisdictions where
we are not deemed to be the obligor on the
contract at the time of sale, commissions are
recognized in revenue at the time of sale. In
jurisdictions where we are deemed to be the
obligor on the contract at the time of sale,
commissions are recognized in revenue ratably
over the term of the service contract.

Sales Incentives

We periodically offer sales incentives that entitle
our customers to receive a reduction in the 
price of a product or service. For sales incentives 
in which we are the obligor, the reduction in
revenue is recognized at the time the product or
service is sold.

Shipping and Handling Costs

Amounts billed to customers for shipping and
handling are included in revenue. The related 
costs are included in cost of goods sold.

Vendor Allowances

We receive allowances from vendors as a result of
purchasing and promoting their products. Vendor
allowances provided as a reimbursement of
specific, incremental and identifiable costs incurred
to promote a vendor’s products are recorded as an
expense reduction when the cost is incurred.
Subsequent to fiscal 2002, all other vendor
allowances, including vendor allowances received
in excess of our cost to promote a vendor’s
product, or vendor allowances directly related to
purchase of a vendor’s product are initially
deferred. The deferred amounts are then recorded
as a reduction of cost of goods sold when the
related product is sold. Prior to fiscal 2003, vendor
allowances generally were recorded as a reduction
of advertising expenses in SG&A (see note 1,
Change in Accounting Principles – Goodwill and
Vendor Allowances).

Stock-Based Compensation

In December 2002, the Financial Accounting
Standards Board (FASB) issued SFAS No. 148,
Accounting for Stock-Based Compensation –
Transition and Disclosure. SFAS No. 148 amends
SFAS No. 123, Accounting for Stock-Based
Compensation, to provide alternative methods of
transition for a voluntary change to the fair 
value-based method of accounting for stock-based
employee compensation. In addition, SFAS 
No. 148 requires expanded and more prominent
disclosure in both annual and interim financial
statements about the method of accounting for
stock-based employee compensation and the
effect of the method on reported results.

We have stock-based employee compensation
plans comprised primarily of fixed stock options.
We have not adopted a method under SFAS 
No. 148 to expense stock options, but continue to
apply Accounting Principles Board (APB) Opinion
No. 25, Accounting for Stock Issued to Employees,
and related Interpretations in accounting for 
these plans. Accordingly, no compensation
expense has been recognized for stock option
plans, as the exercise price equals the stock price
on the date of grant.

$ in millions, except per share amounts
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Pre-Opening Costs

Non-capital expenditures associated with opening
new stores are expensed as incurred.

Advertising Costs

Advertising costs, which are included in SG&A, are
expensed the first time the advertisement runs.
Gross advertising expenses, before expense
reimbursement from vendor allowances, for fiscal
2003, 2002 and 2001 were $567, $493 and $479,
respectively, for continuing operations. 

Derivative Financial Instruments

SFAS No.133, Accounting for Derivative
Instruments and Hedging Activities, requires that
all derivatives be recorded on the balance sheet at
fair value. At March 1, 2003, the fair value of an
existing interest-rate swap was not significant.

Change in Accounting Principles – 
Goodwill and Vendor Allowances

The adoption of SFAS No. 142 related to 
goodwill described above has been accounted 
for as a cumulative effect of a change in
accounting principle and applied cumulatively as 
if the change had occurred at March 3, 2002, the
beginning of fiscal 2003. 

In September 2002, the Emerging Issues Task
Force (EITF) released Issue No. 02-16, Accounting
by a Reseller for Cash Consideration Received
from a Vendor, with final consensus reached in
March 2003. EITF No. 02-16 establishes the
accounting standards for recording vendor
allowances in a retailer’s income statement. 

The table below illustrates the effect on net earnings and earnings per share as if we had applied the fair
value recognition provisions of SFAS No. 123 to stock-based employee compensation for each of the last
three fiscal years.

2003 2002 2001

Net earnings, as reported $ 99 $ 570 $ 396
Add: Stock-based employee compensation expense 

included in reported net earnings, net of tax (1) 1 1 —
Deduct: Stock-based compensation expense 

determined under fair value method for all awards, 
net of tax (85) (59) (44) 

Net earnings, pro forma $ 15 $ 512 $ 352
Earnings per share:

Basic – as reported $ 0.31 $ 1.80 $ 1.28
Basic – pro forma $ 0.05 $ 1.62 $ 1.14
Diluted – as reported $ 0.30 $ 1.77 $ 1.24
Diluted – pro forma $ 0.05 $ 1.61 $ 1.11

(1) Amounts represent the after-tax compensation costs for restricted stock awards.

The fair value of each stock option was estimated on the date of the grant using the Black-Scholes 
option-pricing model with the following assumptions:

2003 2002 2001

Risk-free interest rate 4.2% 4.9% 6.1%
Expected dividend yield 0% 0% 0%
Expected stock price volatility 60% 55% 60%
Expected life of stock options 5.0 years 4.5 years 4.5 years

The weighted average fair value of options granted during fiscal 2003, 2002 and 2001 used in computing
pro forma compensation expense was $23.91, $18.60 and $23.06 per share, respectively.

$ in millions, except per share amounts
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During fiscal 2003, we changed our method of
accounting for vendor allowances in accordance
with EITF No. 02-16. Based on the new standard,
vendor allowances are considered a reduction in
the price of a vendor’s products or services and
recorded as a component of cost of goods sold
when the related product or service is sold, unless
the allowance represents a reimbursement of a
specific, incremental and identifiable cost incurred
to sell a vendor’s products or services. We continue
to record vendor allowances that represent a
reimbursement of a specific, incremental and
identifiable cost incurred to sell a vendor’s
products or services as a reduction of the related
cost in our statement of earnings. Previously, and 
in accordance with generally accepted accounting
principles (GAAP), we had recognized and
classified a majority of vendor allowances as 
a reduction of advertising costs in SG&A. 
The cumulative effect of the change in method 
of accounting for vendor allowances resulted in 
an after-tax, non-cash charge to net earnings of
$50, of which $8 was associated with Musicland.
The effect of the change on the fiscal year ended
March 1, 2003, was a decrease in net earnings from
continuing operations of $1. As described in note
2, we have classified the results of operations of
our Musicland subsidiary as discontinued
operations, including the related cumulative effect
of the change in accounting principle.

Reclassifications

Certain previous year amounts have been
reclassified to conform to the current-year
presentation. This included classifying the results
of operations of Musicland as discontinued
operations (see note 2). These reclassifications
had no impact on net earnings, financial position
or cash flows.

Pending Accounting Standards 

In January 2003, the FASB issued Interpretation
No. 46, Consolidation of Variable Interest Entities
(FIN No. 46), which requires the consolidation of
variable interest entities. FIN No. 46 is applicable
to financial statements to be issued by us
beginning with the second quarter of fiscal 2004.
However, disclosures are required currently if we
expect to consolidate any variable interest entities.
At this time we do not believe that any variable
interest entities will be included in our
consolidated financial statements as a result of
adopting FIN No. 46. 

2. Discontinued Operations

During the fourth quarter of fiscal 2003, we
committed to a plan to sell our interest in
Musicland. In accordance with SFAS No. 144, we
have classified the results of operations of
Musicland in discontinued operations. The net
assets associated with Musicland are currently
considered “held-for-sale.”

During fiscal 2003, we recorded an after-tax, 
non-cash impairment charge of $308 for the full
write-off of goodwill related to our acquisition of
Musicland. In addition, we recorded an after-tax,
non-cash charge of $8 for the change in our
method of accounting for vendor allowances. The
charges are classified as cumulative effects of
changes in accounting principles in discontinued
operations (see note 1). 

During the fourth quarter of fiscal 2003, in
accordance with SFAS No. 144, we recorded an
impairment charge of $166 before tax related to a
reassessment of the carrying value of Musicland’s
long-lived assets. We determined fair values
utilizing widely accepted valuation techniques,
including discounted cash flows. We based fair
values on the then-current expectations for the
business in light of the then-existing retail
environment and the uncertainty associated with
future trends in prerecorded music products. 

$ in millions, except per share amounts
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The financial results of Musicland included in discontinued operations were as follows:

March 1, March 2, March 3,
For the Fiscal Years Ended 2003 2002 2001

Revenue $ 1,727 $ 1,886 $ 138

Cost of goods sold 1,114 1,226 91

Gross profit 613 660 47

Selling, general and administrative expenses 685 631 54

Long-lived asset impairment charge 166 — —

Operating (loss) income (238) 29 (7)

Interest expense (6) (19) (1)

(Loss) earnings before income taxes (244) 10 (8) 

Income tax (benefit) expense(1) (119) 10 (3) 

Loss before cumulative effect of change in accounting principles (125) — (5)

Cumulative effect of change in accounting 
principle for goodwill (note 1), net of $0 tax (308) — —

Cumulative effect of change in accounting principle 
for vendor allowances (note 1), net of $5 tax (8) — —

Loss from discontinued operations, net of tax $ (441) $ — $ (5)
(1) Fiscal 2003 includes a $25 tax benefit as described below. 

The current and noncurrent assets and liabilities of Musicland as of March 1, 2003, and March 2, 2002, 
were as follows:

March 1, March 2,
2003 2002

Cash and cash equivalents $ 2 $ —
Receivables 3 9
Merchandise inventories 316 383
Other current assets 76 56
Current assets of discontinued operations $ 397 $ 448
Net property and equipment $ 69 $ 236
Other assets 88 325
Noncurrent assets of discontinued operations $ 157 $ 561
Accounts payable $ 208 $ 282
Accrued compensation and related expenses 14 31
Accrued liabilities 98 105
Current liabilities of discontinued operations $ 320 $ 418
Long-term liabilities $ 20 $ 16
Long-term debt 5 5
Noncurrent liabilities of discontinued operations $ 25 $ 21

We recorded a deferred tax asset of $25 as of March 1, 2003, in conjunction with the classification of
Musicland as discontinued operations. This tax benefit resulted from differences between the basis of
assets and liabilities for financial reporting and income tax purposes arising at acquisition, which will be
realized upon the disposition of Musicland. Although realization is not assured, we believe it is more likely
than not that this deferred tax asset will be realized. Such differences also gave rise to a $41 deferred tax
asset associated with a capital loss carryover. We have provided a full valuation allowance against this $41
deferred tax asset because of the uncertainties regarding realization of the benefit.

$ in millions, except per share amounts
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3. Acquisitions

Effective Nov. 4, 2001, we acquired all of the
common stock of Future Shop for $377, or 
$368 net of cash acquired, including transaction
costs. We acquired Future Shop to further our
expansion plans and to increase shareholder value. 
The acquisition was accounted for using the
purchase method in accordance with SFAS 
No. 141, Business Combinations, issued in June
2001. Accordingly, we recorded the net assets at
their estimated fair values, and included operating
results in our financial statements from the date of
acquisition. We allocated the purchase price on a
preliminary basis using information then available.
The allocation of the purchase price to the assets
and liabilities acquired was finalized in the third
quarter of fiscal 2003. The primary adjustments to
the preliminary allocation were to assign value 
to the Future Shop trade name as a result of our
decisions to operate stores in Canada under both
the Best Buy and Future Shop trade names, and 
to adjust the extended service contract liability
assumed as of the date of acquisition based on
additional information. The final purchase price
allocation is shown below and resulted in a $5
decrease to goodwill from our preliminary
allocation. All goodwill is nondeductible for tax
purposes. Under SFAS No.142, goodwill is not
amortized, but is reviewed for impairment 
at least annually.

The final purchase price allocation was as follows:

Merchandise inventories $169
Property and equipment 103
Goodwill 401
Intangible asset 32
Other assets 43
Current liabilities (341)
Debt, including current portion (13)
Other liabilities (26)
Total $368

The following unaudited pro forma data sets forth
the consolidated results of continuing operations
as though Future Shop had been acquired as of
the beginning of fiscal 2002:

2002
Revenue $18,506
Net earnings 570
Basic earnings per share 1.80
Diluted earnings per share 1.77

The pro forma results include adjustments,
principally the loss of interest income on cash used
to finance the acquisition. The pro forma results
exclude costs expected to be incurred in
connection with the integration of Future Shop’s
business. The pro forma results are not necessarily
indicative of what actually would have occurred
had the acquisition been completed as of the
beginning of fiscal 2002, nor are they necessarily
indicative of future consolidated results.

4. Debt
March 1, March 2,

2003 2002

Convertible debentures, unsecured, due 2021, initial interest rate 2.75% $347 $341
Convertible subordinated debentures, unsecured, due 2022, 

initial interest rate 2.25% 402 402
Senior subordinated notes, unsecured, due 2008, interest rate 9.9% 5 5
Master lease obligations, due 2006, interest rate 5.9% 59 39
Mortgage and other debt, interest rates ranging from 4.0% to 9.2% 21 33
Total debt 834 820

Less: current portion (1) (7)
Total long-term debt 833 813

Less: long-term debt included in discontinued operations (5) (5)
Long-term debt included in continuing operations $828 $808

$ in millions, except per share amounts
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The mortgage and other debt are secured by
certain property and equipment with a net book
value of $30 and $43 at March 1, 2003, and 
March 2, 2002, respectively.

Convertible Debentures

In January 2002, we sold convertible subordinated
debentures having an aggregate principal amount
of $402. The proceeds from the offering, net of $6
in offering expenses, were $396. The debentures
mature in 20 years and are callable at our option
on or after January 15, 2007. Holders may require
us to purchase all or a portion of their debentures
on January 15, 2007; January 15, 2012; and January
15, 2017, at a purchase price equal to 100% of the
principal amount of the debentures plus accrued
and unpaid interest up to but not including the date
of purchase. The debentures will be convertible into
shares of our common stock at a conversion rate of
14.4927 shares per $0.001 principal amount of
debentures, equivalent to an initial conversion price
of $69.00 per share, if the closing price of our
common stock exceeds a specified price for a
specified period of time, or otherwise upon the
occurrence of certain events. The debentures have
an initial interest rate of 2.25% per annum. The
interest rate may be reset, but not below 2.25% or
above 3.25%, on July 15, 2006; July 15, 2011; and
July 15, 2016. 

In June 2001, we sold convertible debentures
having an initial aggregate principal amount at
maturity of $492. The proceeds from the offering,
net of $7 in offering expenses, were $330. The
debentures mature in 20 years and are callable at
our option on or after June 27, 2004. Holders may
require us to purchase all or a portion of their
debentures on June 27, 2004; June 27, 2009; and
June 27, 2014, at a purchase price equal to the
accreted value of the debentures plus accrued and
unpaid cash interest up to but not including the
date of purchase. The debentures will be
convertible into shares of our common stock at a
conversion rate of 11.8071 shares per $0.001 initial
principal amount at maturity of the debentures,
equivalent to an initial conversion price of $57.91

per share, if the closing price of our common stock
exceeds a specified price for a specified period of
time, or otherwise upon the occurrence of certain
events. The debentures have an initial yield to
maturity of 2.75% per annum, and a portion of the
yield to maturity is paid as cash interest at the rate
of 1.0% per annum. The yield to maturity may be
reset, but not below 2.75% or above 3.75%, on
December 27, 2003; December 27, 2008; and
December 27, 2013.

Certain of our wholly owned subsidiaries have
guaranteed the debentures on an unsecured and
subordinated basis. 

Credit Agreements

We have two credit agreements that provide bank
revolving credit facilities under which we can
borrow up to $200 and $37, respectively. Certain of
our subsidiaries guarantee the $200 facility. Best
Buy Co., Inc. and a wholly owned subsidiary have
guaranteed the $37 facility. Outstanding letters of
credit reduce amounts available under the
agreements. The $200 facility expires on March 21,
2005, and the $37 facility expires on September 12,
2003. Borrowings under each of these facilities are
unsecured and bear interest at rates specified in
the credit agreements, as we have elected. We
also pay certain facility and agent fees. The credit
agreements contain covenants that require us to
maintain certain financial ratios and minimum net
worth. The $200 agreement also requires that we
have no outstanding principal balance for a period
not less than 30 consecutive days.

As of March 1, 2003, and March 2, 2002,
respectively, $212 and $221 were available under
these two credit agreements. There were no
borrowings outstanding under our $200 facility for
any period presented. The interest rates on
amounts outstanding under the $37 facility were
4.75% and 3.75% at March 1, 2003, and March 2,
2002, respectively. 

$ in millions, except per share amounts
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Master Lease

We have a master lease program which was used
for the purpose of constructing and leasing new
retail locations. At the end of fiscal 2003, $59 in
leases for new stores had been financed under the
master lease program. The master lease program is
now complete, and there will be no further new
store development under this program. The
program is set to expire on January 1, 2006, and is
renewable for one year, subject to lenders’ consent.
The lease is guaranteed by Best Buy Co., Inc.

Inventory Financing

We have a $200 inventory financing line.
Borrowings are collateralized by a security interest
in certain merchandise inventories approximating
the outstanding borrowings. The terms of this
arrangement allow us to extend the due dates of
invoices beyond their normal terms. The amounts
extended generally bear interest at rates ranging
from 1.5% below prime rate to 0.5% above prime
rate. The prime rate was 4.25% and 4.75% as of
March 1, 2003, and March 2, 2002, respectively. The
line has provisions that give the financing source a
portion of the cash discounts provided by the
vendors. The inventory financing line is guaranteed
by Best Buy Co., Inc. and one of its subsidiaries.

Amounts outstanding under this agreement are
included in accounts payable in the balance sheet.
As of March 1, 2003, and March 2, 2002,
respectively, $174 and $157 was available under
this agreement.

Other

The fair value of long-term debt approximates
$791 and $829 as of March 1, 2003, and March 2,
2002, respectively. These fair values were based
primarily on quotes from external sources.

The future maturities of long-term debt, including
capitalized leases, consist of the following:

Fiscal Year
2004 $ 1
2005(1) 1
2006 61
2007(1) 1
2008(2) 6
Thereafter 764

$ 834
(1) Holders of our debentures may require us to purchase

all or a portion of their debentures on June 27, 2004, and
January 15, 2007, respectively. The potential purchases
are not reflected in the table above. See note 4,
Convertible Debentures, for additional details. 
(2) Includes $5 of senior subordinated notes due in 2008
related to Musicland, which has been classified as
discontinued operations.

5. Shareholders’ Equity

Stock Options

We sponsor three non-qualified stock option plans
for our employees and our Board of Directors.
These plans provide for the issuance of up to 73.2
million shares of common stock. Options may be
granted only to employees or directors at exercise
prices not less than the fair market value of our
common stock on the date of the grant. All of the
options have a 10-year term. Options issued
pursuant to the 1997 employee plan vest over a
four-year period. Options issued pursuant to the
1997 directors’ plan vest immediately upon grant.
At March 1, 2003, a total of 23.1 million shares 
were available for future grants under all plans.

In connection with the Musicland acquisition,
certain outstanding stock options held by
employees of Musicland were converted into
options exercisable into our shares of common
stock. These options were fully vested at the time
of conversion and expire based on the remaining
option term of up to 10 years. These options did
not reduce the shares available for grant under any
of our other option plans. The acquisition was
accounted for as a purchase and, accordingly, the
fair value of these options was included as a
component of the purchase price using the Black-
Scholes option-pricing model.

$ in millions, except per share amounts
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Option activity for the last three fiscal years was as follows:

Weighted Average
Exercise Price

Shares per Share
Outstanding on Feb. 26, 2000 25,569,000 $ 11.26

Granted 8,070,000 45.53
Assumed(1) 461,000 37.21
Exercised (5,720,000) 6.11
Canceled (2,012,000) 26.94

Outstanding on March 3, 2001 26,368,000 22.13
Granted 9,382,000 37.01
Exercised (6,846,000) 6.88
Canceled (1,417,000) 35.98

Outstanding on March 2, 2002 27,487,000 30.29
Granted 14,253,000 44.06
Exercised (2,850,000) 14.01
Canceled (3,336,000) 43.65

Outstanding on March 1, 2003 35,554,000 $ 35.89
(1) Represents Musicland options converted into Best Buy Co., Inc. options in connection with the acquisition of
Musicland.

Exercisable options at the end of fiscal 2003, 2002 and 2001 were 13.4 million, 9.9 million and 9.4 million,
respectively. The following table summarizes information concerning options outstanding and exercisable
as of March 1, 2003:

Weighted
Average Weighted Weighted

Remaining Average Average
Range of Number Contractual Exercise Number Exercise

Exercise Prices Outstanding Life (Years) Price Exercisable Price
$0 to $10 2,154,000 4.40 $ 2.08 2,021,000 $ 2.22

$10 to $20 4,061,000 5.20 11.62 4,031,000 11.58
$20 to $30 4,633,000 9.75 28.40 138,000 25.69
$30 to $40 9,723,000 7.54 36.31 4,017,000 35.74
$40 to $50 6,191,000 7.25 46.65 3,042,000 46.66
$50 to $60 8,792,000 9.08 51.28 143,000 51.75
$0 to $60 35,554,000 7.70 $35.89 13,392,000 $25.96

$ in millions, except per share amounts
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Restricted Stock Plan

We adopted a restricted stock award plan in fiscal
2001. The plan authorizes us to issue up to 1.5
million shares of our common stock to our eligible
employees, consultants and independent
contractors, as well as to our Board of Directors.
Restricted shares have the same rights as other
shares of common stock, except they are not
transferable until fully vested. Restrictions lapse
over a vesting period of at least three years, during
which no more than 25% may vest at the time of
award, and no more than 25% may vest on each
anniversary date thereafter. All shares still subject
to restrictions are forfeited and returned to the
plan if the plan participant’s relationship with us
were to be terminated. The number of shares
granted under this plan has not been significant.

Earnings per Share

Basic earnings per share is computed based on the
weighted average number of common shares
outstanding. Diluted earnings per share is
computed based on the weighted average number
of common shares outstanding adjusted by the

number of additional shares that would have been
outstanding had the potentially dilutive common
shares been issued. Potentially dilutive shares of
common stock include stock options; convertible
debentures, assuming certain criteria are met (see
note 4, Convertible Debentures); and other stock-
based awards granted under stock-based
compensation plans. The computation of dilutive
shares excluded antidilutive outstanding stock
options to purchase 24.6 million, 7.2 million and 7.2
million shares as of March 1, 2003; March 2, 2002;
and March 3, 2001, respectively, because the
exercise prices for those options were greater than
the average market price of the common shares.
The shares related to the convertible debentures
were not included in our diluted earnings per share
computation, as the criteria for conversion of the
debentures were not met.

The following table presents a reconciliation of the numerators and denominators of basic and diluted
earnings per common share from continuing operations for fiscal 2003, 2002 and 2001:

2003 2002 2001

Numerator:

Earnings from continuing operations $ 622 $ 570 $ 401

Denominator (in millions):

Weighted average common shares outstanding 321.1 316.0 310.0

Effect of dilutive securities:

Employee stock options 3.7 6.5 9.0

Weighted average common shares 
outstanding assuming dilution 324.8 322.5 319.0

Basic earnings per share – continuing operations $ 1.93 $ 1.80 $ 1.29

Diluted earnings per share – continuing operations $ 1.91 $ 1.77 $ 1.26

Repurchase of Common Stock

In fiscal 2000, our Board of Directors authorized the
purchase of up to $400 of our common stock from
time to time through open market purchases. This

program has no stated expiration date. As of
March 1, 2003, 2.9 million shares had been
purchased and retired at a cost of $100. No shares
were purchased in fiscal 2003, 2002 or 2001.

$ in millions, except per share amounts
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6. Net Interest Income

Net interest income in fiscal 2003, 2002 and 2001 was comprised of the following:

2003 2002 2001

Interest expense $ (30) $ (21) $ (7) 
Loss on early retirement of debt — (8) —
Capitalized interest 5 1 —
Interest income 23 27 44
Net interest (expense) income (2) (1) 37
Interest expense allocated to discontinued operations (6) (19) (1)
Net interest income from continuing operations $ 4 $ 18 $ 38

We allocated interest expense to discontinued operations based upon debt that was attributable to the
operations, including an $8 loss on the early retirement of debt in fiscal 2002. 

The composition of rental expenses for all operating leases during the past three fiscal years, including
leases of buildings and equipment, was as follows:

2003 2002 2001

Minimum rentals $ 439 $ 366 $ 286
Percentage rentals 1 1 1
Total rent expense for continuing operations $ 440 $ 367 $ 287
Minimum rentals $ 144 $ 152 $ 13
Percentage rentals 1 1 —
Total rent expense for discontinued operations $ 145 $ 153 $ 13

Future minimum lease obligations, net of subleases rental income, by fiscal year (not including percentage
rentals) for all operating leases at March 1, 2003, were as follows:

Fiscal Year Continuing Operations Discontinued Operations

2004 $ 413 $ 92
2005 395 89
2006 363 68
2007 347 54
2008 340 44
Thereafter 2,576 147

7. Operating Lease Commitments

We lease portions of our corporate facilities and
conduct the majority of our retail and distribution
operations from leased locations. The terms of the
lease agreements generally range from one to 20
years. The leases require payment of real estate
taxes, insurance and common area maintenance in
addition to rent. Most of the leases contain renewal
options and escalation clauses, and certain store
leases require contingent rents based on specified
percentages of revenue. In addition, certain store

leases provide us an early cancellation option if
revenue for a specified period were not to reach a
specified level as defined in the lease. Other leases
contain covenants related to maintenance of
financial ratios. Also, we lease certain equipment
under operating leases. Transaction costs associated
with the sale and lease back of properties and any
gain or loss are recognized over the terms of the
lease agreements. Proceeds from the sale and lease
back of properties are included in the net change in
recoverable costs from developed properties.

$ in millions, except per share amounts
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8. Benefit Plans

We sponsor retirement savings plans for
employees meeting certain age and service
requirements. The plans provide for Company-
matching contributions, which are subject to
annual approval by our Board of Directors. The
total matching contributions were $13, $10 and $7
in fiscal 2003, 2002 and 2001, respectively, for
continuing operations. 

We have a deferred compensation plan for certain
management employees and our Board of

Directors. The liability for compensation deferred
under this plan was $42 and $33 at March 1, 2003,
and March 2, 2002, respectively, and is included in
long-term liabilities of continuing operations. We
have elected to match our liability under the plan
through the purchase of life insurance. The cash
value of the insurance, which includes funding for
future deferrals, was $51 and $36 in fiscal 2003 and
2002, respectively, and is included in other assets
from continuing operations. Both the asset and the
liability are carried at fair value.

9. Income Taxes

The following is a reconciliation of income tax expense to the federal statutory tax rate for continuing
operations for the past three fiscal years:

2003 2002 2001

Federal income tax at the statutory rate $ 355 $ 324 $ 227

State income taxes, net of federal benefit 35 34 27

Tax-exempt interest income (10) (3) (9)

Other 12 1 3

Income tax expense $ 392 $ 356 $ 248

Effective tax rate 38.7% 38.4% 38.3%

Income tax expense for continuing operations was comprised of the following for the past three fiscal years:

2003 2002 2001

Current:

Federal $ 375 $ 301 $ 187

State 51 39 25

Foreign 3 1 —

429 341 212

Deferred:

Federal (22) 8 32

State (3) 1 4

Foreign (12) 6 —

(37) 15 36

Income tax expense $ 392 $ 356 $ 248

$ in millions, except per share amounts
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Deferred taxes are the result of differences between the bases of assets and liabilities for financial
reporting and income tax purposes. Deferred tax assets and liabilities from continuing operations as of the
dates indicated were comprised of the following:

March 1, March 2,
2003 2002

Accrued expenses $ 83 $ 55 

Deferred revenue 25 14

Compensation and benefits 47 40

Inventory 26 —
Goodwill 23 —

Other 45 26

Total deferred tax assets 249 135

Property and equipment 154 149

Convertible debt 18 5

Other 6 18

Total deferred tax liabilities 178 172

Net deferred tax assets (liabilities) $ 71 $ (37) 

In connection with the cumulative effect of the changes in accounting principles, the Company realized 
an income tax benefit of $50. In addition, the final Future Shop purchase price allocation included a 
$19 deferred tax adjustment. As of March 1, 2003, we had Canadian net operating loss carryforwards 
of $21, which expire through 2010. No valuation allowances have been recorded since we expect to 
utilize the carryforwards fully.

$ in millions, except per share amounts
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The following tables present our business segment information for continuing operations for each of the
past three fiscal years:

2003 2002 2001

Revenue

Domestic $ 19,303 $ 17,115 $ 15,189

International 1,643 596 —

Total revenue $ 20,946 $ 17,711 $ 15,189

Operating Income
Domestic $ 1,002 $ 886 $ 611

International 8 22 —

Total operating income 1,010 908 611

Net interest income 4 18 38

Earnings from continuing operations before income tax expense $ 1,014 $ 926 $ 649

2003 2002 2001

Assets

Domestic $ 6,251 $ 5,672 $ 3,812

International 858 686 —

Total assets $ 7,109 $ 6,358 $ 3,812

Capital Expenditures
Domestic $ 667 $ 563 $ 657

International 58 18 —

Total capital expenditures $ 725 $ 581 $ 657 

Depreciation and Amortization
Domestic $ 284 $ 237 $ 165

International 26 8 —

Total depreciation and amortization $ 310 $ 245 $ 165

$ in millions, except per share amounts

10. Segments

We operate two reportable segments: Domestic
and International. The Domestic segment 
includes U.S. Best Buy and Magnolia Hi-Fi stores.
The International segment is comprised of Future
Shop and Canadian Best Buy stores. As described

in note 2, we have classified the results 
of operations of Musicland as discontinued
operations. The Musicland business was previously
included in our Domestic segment. The data
included below were revised to exclude amounts
related to Musicland.
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11. Commitments and Contingencies 

At the end of fiscal 2003, we had commitments for
the purchase and construction of facilities valued at
approximately $20. 

We are involved in various legal proceedings
arising during the normal course of conducting
business. Management believes that the resolution
of these proceedings, either individually or in the
aggregate, will not have a significant adverse
impact on our consolidated financial statements.

In November 2002, the FASB issued FIN No. 45,
Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others. FIN No. 45
provides guidance on the recognition and
disclosure of certain types of guarantees, including
product warranties. We assumed a liability for
certain extended service contracts when we
acquired Future Shop in the third quarter of fiscal
2002. Subsequent to the acquisition, extended
service contracts were sold on behalf of an
unrelated third party, without recourse. An accrued
liability has been established for the acquired

extended service contracts based on historical
trends in product failure rates and the expected
material and labor costs necessary to provide the
services. The remaining term of these extended
service contracts varies by product and extend up
to four years. The estimated remaining liability for
extended service contracts at March 1, 2003, is $28.

The following table reconciles the changes in our
liability for extended service contracts for the year
ended March 1, 2003:

Balance at March 2, 2002 $ 17

Final purchase price allocation adjustment 37

Service charges (28)

Foreign exchange 2

Balance at March 1, 2003 $ 28

$ in millions, except per share amounts
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To Our Shareholders:

Our management is responsible for the preparation, integrity and objectivity of the accompanying
consolidated financial statements and the related financial information. The financial statements have been
prepared in conformity with generally accepted accounting principles and necessarily include certain
amounts that are based on estimates and informed judgments. 

We maintain a system of internal accounting controls that is designed to provide reasonable assurance as
to the reliability of our financial records and the protection of our shareholders' interests. The concept of
reasonable assurance is based on the recognition that the cost of a system of internal control should not
exceed the related benefits. We believe our system provides the appropriate balance. 

The Audit Committee of our Board of Directors, comprised of independent directors, further augments our
system of internal controls. The Audit Committee oversees our system of internal controls, accounting
practices, financial reporting and audits, and assesses whether their quality, integrity and objectivity are
sufficient to protect shareholders' investments.

In addition, our independent auditor, whose report thereon appears on page 65, has audited the
consolidated financial statements. Its role is to form an independent opinion as to the fairness with which
such statements present our financial position and results of operations. 

We believe the information contained in the accompanying consolidated financial statements and related
financial information beginning on page 42 fairly presents, in all material respects, the financial condition
and results of operations of our Company.

Bradbury H. Anderson Darren R. Jackson
Vice Chairman Executive Vice President – Finance
and CEO and Chief Financial Officer 

64 Report of Best Buy Management

Leading with Integrity
Report of Best Buy Management
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Shareholders and Board of Directors

Best Buy Co., Inc.

We have audited the accompanying consolidated balance sheets of Best Buy Co., Inc. and subsidiaries as
of March 1, 2003, and March 2, 2002, and the related consolidated statements of earnings, changes in
shareholders’ equity, and cash flows for each of the three years in the period ended March 1, 2003. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Best Buy Co., Inc. and subsidiaries at March 1, 2003, and March 2, 2002, and
the consolidated results of their operations and their cash flows for each of the three years in the period
ended March 1, 2003, in conformity with accounting principles generally accepted in the United States.

As discussed in Notes 1 and 2 to the consolidated financial statements, the Company changed its method
of accounting for goodwill to conform to Statement of Financial Accounting Standards No. 142 and its
method of accounting for cash consideration received from a vendor to conform to Emerging Issues Task
Force No. 02-16 effective March 3, 2002, respectively. 

Minneapolis, Minnesota
April 1, 2003

Auditor’s Report

Independent Auditor’s Report 65

Independent Auditor’s Report
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66 Glossary

Glossary

Defining Key Terms

advertising effectiveness an analysis of how
advertising and product placement within
advertising can affect sales of specific SKUs

appliance product category includes major
appliances, microwaves, vacuums and housewares

ASP average selling price

big-screen TVs non-projection TVs measuring 31
inches and larger

big-tube TVs 31- to 36-inch TVs that have a
picture tube, as opposed to a projection screen

CD-RW rewritable format for CD recording

comparable store sales (comps) a measure of
sales growth at stores and Internet sites operating
for at least 14 full months, as well as remodeled
and expanded locations. New stores and relocated
stores are included in the calculation after 14
months

consumer electronics product category includes
TVs, DVD players, speakers, cameras, camcorders,
car stereos, home theater systems, shelf systems,
personal portables, satellite systems and
accessories

Concept 5 or C5 the newest Best Buy store
format, the fifth in the Company’s history

cost of goods sold includes the wholesale price of
a product plus the cost of transporting the product
to the distribution center and any sales promotions
(such as interest-free financing), net of vendor
allowances as well as inventory shrink expense,
costs of damaged product and customer delivery
expenses. Cost of services also is included

CTO configure-to-order computers, ordered online
or in the store, personalized to the user’s needs

DDC delivery distribution centers, which handle
appliances and big-screen TVs

DC distribution centers, which handle most
inventory to be delivered to the stores (see DDC)

digital products include DVD hardware and
software; digital cameras and camcorders; plasma,
LCD, and digital TVs; wireless communication
devices; and digital broadcast satellite systems

domestic segment includes the results of U.S.
Best Buy stores and Magnolia Hi-Fi stores

dot-com an abbreviated term for e-commerce

DSL Digital Subscriber Line for high-speed Internet
access

DTV digital television

DVD digital versatile disc (or digital video disc),
refers to hardware and software used for storing
and viewing digitally prerecorded movies or other
digital video content

EER Energy Efficiency Rating, used with appliances

entertainment software product category
includes movies, CDs and computer software as
well as video game hardware, software and
accessories

fiscal quarter a business period of three fiscal
months (5 weeks, 4 weeks and 4 weeks,
respectively), which always ends on a Saturday

fiscal year a business calendar including 12
months; Best Buy’s fiscal year ends on the Saturday
nearest to Feb. 28

GO grand opening of a new store(s)

gross profit revenue minus cost of goods sold

gross profit rate gross profit divided by revenue

HDTV high-definition TV, or ATSC-certified device
or video content 
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home office product category includes
computers, printers, scanners, paper, ink and
accessories as well as PDAs and wireless
communications devices

HTiB home-theater-in-a-box

HTML Hyper Text Mark-Up Language used in
programming for the Internet

international segment includes the results of Best
Buy Canada Ltd., which operates Future Shop and
Best Buy stores in Canada

ISP Internet service provider

in-stock position the number of SKUs available for
purchase in the stores at a given time, compared
with the planned merchandise assortment for that
location

logistics transportation and distribution of
products, both inbound and outbound, between
vendors and stores

MAP minimum advertised price

market reaction price in-store price changes in
response to competitors’ prices

MP3 short for MPEG layer 3, an encoding and
compression scheme that allows for efficient
storage and playback of digital audio content

NSO new store opening

other product category includes sales of
performance service plans, blank digital media,
furniture, storage, business cases and batteries

operating income rate operating income divided
by revenue 

PDA personal digital assistant, typically offering
calendar and address book functions, among
others

PVR personal video recorder, which records live
television based on viewer preferences (also
referred to as a digital video recorder, or DVR)

planogram the SKU-assigned layout of a product
category or specific fixture, also known as plano

POS point of sale

PRP Performance Replacement Plan, a contract
that provides for replacement of products
generally with a retail selling price of $200 or less

PSP Performance Service Plan, a contract that
covers service and repair for products

P2P or Process for Profits a Best Buy initiative
that includes ad effectiveness, inventory
management, sales proficiency and selling total
solutions

revenue includes all point-of-sale revenue and
other revenue, net of rebates and returns. Same as
net revenue, sales or net sales

SG&A selling, general and administrative
expenses, including compensation and benefits,
occupancy costs, administration, advertising,
warehousing and transportation costs from
distribution centers to stores

SG&A rate SG&A expense divided by revenue

shrink the loss of inventory, such as that due to
loss or theft

SKU stock-keeping unit (an indication of the depth
of assortment)

standard operating platform or SOP a part of
Best Buy culture that relies on documented
processes for handling many aspects of the
business

supply chain management the coordination of
inventory, the merchant group and logistics to
manage the flow of products from the vendor to
the customer, and the flow of information among
all of these players

street date date an item is first available for sale.
A "hard" street date is vendor-enforced. A "soft"
street date is an estimated date of arrival, but the
product can be sold whenever it arrives
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Board of Directors

Corporate Governance
For more information on our Board of Directors, please visit the Corporate Governance section of our Investor Relations
Web site at www.BestBuy.com. The Investor Relations section of our corporate Web site also includes information about
our strategic planning process, a copy of our proxy and other information. 

Leading Our Company

Richard M. Schulze
Founder and Chairman of the Board

Bradbury H. Anderson
Vice Chairman and CEO

Allen U. Lenzmeier
President and Chief Operating Officer

Thomas C. Healy
President – Best Buy International

Michael P. Keskey
President – Best Buy Retail Stores

Brian J. Dunn
Executive Vice President – Retail Sales

Marc D. Gordon
Executive Vice President 
and Chief Information Officer

Darren R. Jackson
Executive Vice President - Finance 
and Chief Financial Officer

Michael A. Linton
Executive Vice President –
Consumer & Brand Marketing
and Chief Marketing Officer

Michael London
Executive Vice President - 
General Merchandise Manager

Philip J. Schoonover
Executive Vice President - 
New Business Development

John C. Walden
Executive Vice President - 
Human Capital & Leadership

Susan S. Hoff
Senior Vice President  - 
Public Affairs and 
Investor Relations Officer

Joseph M. Joyce
Senior Vice President - 
General Counsel and 
Assistant Secretary

Bruce H. Besanko
Vice President - Finance/Planning 
& Performance Management

Executive Officers

Fiscal 2004 Committee Key:
a = Audit; b = Compensation and Human Resources; c = Finance and Investment Policy;
d = Long-Range and Strategic Planning; e = Nominating, Corporate Governance and Public Policy;
f = Outside Director; = Committee Chairperson

Richard M. Schulze d
Director since 1966
Best Buy Co., Inc.
Founder and Chairman 

Bradbury H. Anderson d
Director since 1986
Best Buy Co., Inc.
Vice Chairman and CEO

Robert T. Blanchard a E f
Director since 1999
Strategic & Marketing Services
President

Jack W. Eugster f
Director since 2001
Musicland Stores Corporation
Retired Chairman, 
CEO & President 

Kathy J. Higgins Victor b e f
Director since 1999
Centera Corporation
Founder and President

Elliot S. Kaplan C d f
Director since 1971
Robins, Kaplan, Miller &
Ciresi L.L.P.
Partner

Allen U. Lenzmeier c
Director since 2001
Best Buy Co., Inc.
President and 
Chief Operating Officer

Mark C. Thompson a c e f
Director since 2000
Integration, Inc.
Chairman

Frank D. Trestman a B f
Director since 1984
Trestman Enterprises
President
The Avalon Group
Chairman

Hatim A. Tyabji A d f
Director since 1998
Bytemobile
Executive Chairman

James C. Wetherbe, Ph.D. b D f
Director since 1993
Texas Tech University
Stevenson Professor of
Information Technology 
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Shareholder Information
General Information
Shareholders may obtain a copy of the most recent
quarter’s financial results by visiting our corporate
Web site, www.BestBuy.com, selecting "Investor
Relations" and then "SEC Filings." A Web-based
e-mail notification system also is available to 
alert subscribers to new financial releases, 
SEC filings, upcoming events and other 
significant postings.

You also may visit our Web site to obtain product
information, Company background information
and current news, or to add your name to our 
e-mail notification lists. Or, write to:

Best Buy Co., Inc.
Investor Relations Department
7601 Penn Avenue South
Richfield, MN 55423-3645
Phone: (612) 291-6111  Fax: (612) 292-4001

Annual Report on Form 10-K
Our Annual Report on Form 10-K is available on
our corporate Web site, www.BestBuy.com, on the
Investor Relations pages under “Financials.” It also
is available by contacting the Securities and
Exchange Commission. 

General Counsel
Robins, Kaplan, Miller & Ciresi L.L.P.

Independent Auditors
Ernst & Young LLP

Annual Shareholders’ Meeting
June 24, 2003, at 10 a.m., (CDT)

Best Buy Corporate Campus - Theater
7601 Penn Avenue South
Richfield, MN  55423-3645

If you have a proposal for a future meeting, please
send it to the Investor Relations Department at our
Corporate Campus in Richfield. The deadline for
proposals to be considered at the 2004 regular
meeting of shareholders is Jan. 22, 2004.

Transfer Agent
For questions regarding your stock certificates —
such as lost certificates, name changes and
transfers of ownership — please contact our
transfer agent:

EquiServe Trust Company, N.A.
P.O. Box 43069, Providence, RI  02940-3069
Phone: (800) 446-2617
Hearing impaired: (800) 490-1493 
or (781) 575-2692, www.equiserve.com

Dividend Policy
We have not paid dividends historically, and 
we have no plans to do so at this time.

Financial Releases for Fiscal 2004
Conference calls normally are scheduled at 
10 a.m., eastern time, for quarterly earnings 
and for December revenue releases. All dates and
times are subject to change without notice.

June 5, 2003, first-quarter revenue
June 18, 2003, first-quarter earnings
Sept. 4, 2003, second-quarter revenue
Sept. 17, 2003, second-quarter earnings
Dec. 4, 2003, third-quarter revenue
Dec. 17, 2003, third-quarter earnings
Jan. 8, 2004, December revenue
March 4, 2004, fourth-quarter revenue
March 31, 2004, fourth-quarter earnings

Shareholders at a Glance
As of March 1, 2003, the percentage of shares
beneficially held by directors and executive officers
(23 people) was 19 percent, and Founder and
Chairman Richard M. Schulze held 53.6 million
shares beneficially (17 percent of shares
outstanding).

As of December 31, 2003, the number of
institutional shareholders was 453. The percentage
of shares held by institutional shareholders was 
64 percent. The top institutional shareholders were:
Fidelity Management & Research, 20.5 million
shares (6 percent of shares outstanding); AIM
Capital Management, 11.4 million shares; State
Street Global Advisors, 7.5 million shares; TIAA
CREF Investment Management, 6.7 million shares.

Meeting the Challenge
Our Company successfully met many
challenges in fiscal 2003. Our employees
stepped up to deliver another year of 
record profits from continuing operations. 
For example, they accepted additional
responsibilities triggered by executive
succession. They cut spending and boosted
productivity when sales growth slowed. 
They found ways to increase our market 
share in digital products in a more pro-
motional environment. They developed 
a new small-market store format to extend
our organic growth potential. We are proud 
of their achievements.

We face another set of challenges in 
fiscal 2004. We will meet those challenges 
with the creativity, adaptability and leadership 
of all of our employees. They are our core
growth engine and the reason we enter 
the year with such optimism.

Minneapolis-based Best Buy Co., Inc. 
is North America’s leading specialty retailer 
of consumer electronics, personal computers,
entertainment software and appliances. 
The Company’s subsidiaries operate retail 
stores and/or Web sites under the names:

• Best Buy (BestBuy.com)

• Future Shop (FutureShop.ca)

• Geek Squad (GeekSquad.com)

• Magnolia Hi-Fi (MagnoliaHiFi.com)

• Media Play (MediaPlay.com)

• Sam Goody (SamGoody.com)

• Suncoast (Suncoast.com) 

The Company’s subsidiaries reach consumers
through nearly 1,900 retail stores in the 
United States, Canada, Puerto Rico and 
the U.S. Virgin Islands.

Key Wins from Fiscal 2003

• We opened 67 U.S. Best Buy stores,
including our entry into Manhattan.

• We achieved revenue growth from
continuing operations of 13 percent, to
$20.9 billion, bolstered by the opening of
new stores.

• We obtained a 10-percent increase in
earnings from continuing operations
through effective promotional strategies
and efficiency initiatives. 

• We grew digital product sales and online
sales, resulting in a comparable store sales
gain of 2.4 percent from continuing
operations.

• We successfully launched the Best Buy
brand in Canada.

Note: Unless otherwise noted, our discussion relates only to
results from continuing operations, and comparisons are with 
fiscal 2002 results, as adjusted.

Die Another Day © 2003 MGM Home Entertainment LLC. All Rights Reserved.
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