CASE 1.8
CrAzy EDDIE, INC.

n 1969, Eddie Antar, a 21-year-old high school dropout from Brooklyn, opened a
onsumer electronics store with 150 square feet of floor space in New York City.!
despite this modest beginning, Antar would eventually dominate the retail con-
umer electronics market in the New York City metropolitan area. By 1987,
\ntar’s firm, Crazy Eddie, Inc., had 43 retail outlets, sales exceeding $350 million,
nd outstanding stock with a collective market value of $600 million. Antar per-
onally realized more than $70 million from the sale of Crazy Eddie stock during
is tenure as the company’s chief executive.

A classic rags-to-riches story became a spectacular business failure in the late
980s when Crazy Eddie collapsed following allegations of extensive financial
rrongdoing by Antar and his associates. Shortly after a hostile takeover of the
ompany in November 1987, the firm’s new owners discovered that Crazy
ddie’s inventory was overstated by more than $65 million. This inventory short-
ge had been concealed from the public in registration statements filed with the
ecurities and Exchange Commission (SEC). Subsequent investigations by regu-
itory authorities revealed that Eddie Antar and his subordinates had grossly

verstated Crazy Eddie’s reported profits throughout its existence.

This case was co-authored by Carol Knapp, Visiting Associate Professor at the University of

klahoma.

The facts of this case were drawn from numerous articles and SEC enforcement releases pub-
shed over a period of several years. The New York Times and The Wall Street Journal, in partic-
ar, closely followed the colorful saga of Crazy Eddie and its founder, Eddie Antar. One of the
ore comprehensive investigative reports that documented the history of Crazy Eddie, Inc., is
e following article: G. Belsky and P. Furman, “Calculated Madness: The Rise and Fall of
razy Eddie Antar,” Crain’s New York Business, 5 June 1989, 21-33. That article provided much
"the background information regarding Eddie Antar that is included in this case.
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EDDIE ANTAR: THE MAN BEHIND THE LEGEND

Eddie Antar was born into a large, closely-knit Syrian familj,i in l%?.ﬁfter s;i:‘:fl
ping out of high school at the age of 16, Antar began peddling tElE??:iﬂnczusir
his Brooklyn neighborhood. Within a few years, Antar and one O Ei g
scraped together enough cash to open an electronics store near Coney 1S V&iﬂ .
was at this tiny store that Antar acquired the nickname “Crazy Eddie. keth
customer attempted to leave the store empty-handed, Antar would bloc
store’s exit, sometimes locking the door until the individual agreed to buy som¢
thing—anything. To entice a reluctant customer to make a purchase, Antar fire
determined which product the customer was considering and then lowered th
price until the customer finally capitulated.

Antar became well known in his neighborhood not only for his unusual sale
tactics but also for his unconventional, if not asocial, behavior. A bodybuilder an
fitness fanatic, he typically came to work in his exercise togs, accompanied by
menacing German shepherd. His quick temper caused repeated problems wit
vendors, competitors, and subordinates. Antar’s most distinctive trait was his ir
ability to trust anyone outside of his large extended family. In later years, whe
he needed someone to serve in an executive capacity in his company, Antar nearl
always tapped a family member, although the individual seldom had the apprc
priate training or experience for the position. Eventually, Antar’s father, siste
two brothers, uncle, brother-in-law, and several cousins would assume leadershi

positions with Crazy Eddie, while more than one dozen other relatives woul
hold minor positions with the firm.

CrAzy EDDIE’S FORMULA FOR SUCCESS

In the early 1980s, sales in the consumer electronics industry exploded, doublin
in the four-year period from 1981 to 1984 alone. As the public’s demand for elec
tronic products grew at an ever-increasing pace, Antar converted his Crazy Eddi
stores into consumer electronics supermarkets. Antar stocked the shelves c¢
Crazy Eddie’s retail outlets with every electronic gadget he could find and wit
as many different brands of those products as possible. By 1987, the company fez

tured seven product lines. Following are those product lines and their percentag
contributions to Crazy Eddie’s 1987 sales.

Televisions 53%
Audio products and systems 15
Portable and personal electronics 10
Car stereos 5
Accessories and tapes 4
Computers and games 3

Miscellaneous items—including microwaves,

air conditioners, and small appliances 10

Total 100%
—

Antar encouraged his salespeople to supplement each store’s profits by pres
suring customers to buy extended product warranties. Many, if not most, of th
repair costs that Crazy Eddie paid under these warranties were recovered by th

company from manufacturers that had issued factory warranties on the product:
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As a result, the company realized a 100 percent profit margin on much of its war-
ranty revenue.

As his firm grew rapidly during the late 1970s and early 1?805, Antar began ex-
Tacting large price concessions from his suppliers. His ability to purchase elec-
ronic products in large quantities and at cut-rate prices enabled him to become a
‘transhipper,” or secondary supplier, of these goods to smaller consumer elec-
ronics retailers in the New York City area. Although manufacturers f::numed on
his practice and often threatened to stop selling to him, Antar continually in-
reased the scale of his transhipping operation.

The most important ingredient in Antar’s marketing strategy was larng-SFalE
idvertising. Antar created an advertising “umbrella” over his company’s principal
etail market that included the densely populated area within a 150-mile radiuls of
New York City. Antar blanketed this region with raucous, sometimes annoying,
»ut always memorable radio and television commercials. In 1972, Antar hired a
ocal radio personality and part-time actor known as Doctor Jerry to serve as Crazy
{ddie’s advertising spokesperson. Over the 15 years that the bug-eyed Doctor
erry hawked products for Crazy Eddie, he achieved a higher “recognition quo-
ient” among the public than Ed Koch, the longtime mayor of New York City. Doc-
or Jerry’s series of ear-piercing television commercials that featured him
<reaming “Crazy Eddie—His prices are insane!” brought the company national
otoriety when they were parodied by Dan Akroyd on Saturday Night Live.

Crazy Eddie’s discounting policy served as the focal theme of the company’s
dvertising campaigns. The company promised to refund the difference between
he selling price of a product and any lower price for that same item that a cus-
omer found within 30 days of the purchase date. Despite the advertising barrage
ntended to convince the public that Crazy Eddie was a deep-discounter, the com-
any’s prices on most products were in line with those of its major competitors.
"he company’s sales staff routinely diverted customers drawn to Crazy Eddie out-
>ts by “advertised specials” to a higher quality and higher profit margin product.

e R T R AT e
_RAZY EDDIE GOES PUBLIC

n 1983, Antar decided to sell stock in Crazy Eddie to raise capital to finance his
ggressive expansion program. The underwriting firm retained by Antar delayed
‘razy Eddie’s initial public offering (IPO) for more than one year after discover-
1g that the company’s financial records were in disarray. Among other problems
ncovered by the underwriter were extensive related-party transactions, interest-
ree loans to employees, and speculative investments unrelated to the company’s
rincipal line of business. The underwriting firm was also disturbed to find that
early all of the company’s key executives were members of the Antar family.
‘ertain of these individuals, including Antar’s wife and mother, were receiving
alaries approaching $100,000 for little or no work.

Io prepare for the IPO, the underwriter encouraged Antar, Crazy Eddie’s
hairman of the board and president, to clean up the company’s accountin
>cords and financial affairs. The underwriter also urged Antar to hire a chiegf
nancial officer (CFO) who had experience with a public company and who was
Ot a2 member of the Antar family. The underwriter warned Antar that investors
rould question the competence of the Crazy Eddie’s executives who were his rel-
tives. Despite the underwriter’s concern, Antar hired his younger brother, Sam
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i 4 vGam the CPA” to distir
E Antar—who became known within the company as Crazy Eddie’s CFO.

T g L ' r of the same name, to serve as
uish him from his fathe ~ tremendous SUCCESS. Be

The sale of Crazy Eddie’s stock to the public was _ . -
cause the IPO was oversubscribed, the company’s under“H'leIi Ubt':;“e;igﬁ;wnmu
2 igina ' .
sion from the SEC to sell 200,000 more shares than originally p meunlt o o T

the public offering, Antar worked hard to convince the investm 3 well mar

| analysts, that his firm was financially strong an

particularly financia inued growth and ir

aged. At every opportunity, Antar painted a picture of con

creased market share for Crazy Eddie. "
| analysts that the company na

One tactic Antar used to convince financia '
store and demonstrate in person his uncann

rosy future was to invite them to a
lysts from th

ability to “close” sales. Such tactics worked to perfection as analysts
most prominent investment firms released glowing reports regarding Craz

Eddie’s management team and the company’s bright prospects. One anal)ff
wrote, “Crazy Eddie is a disciplined, competently organized firm with a sophit
ticated management and a well-trained, dedicated staff.”?> Another analyst wrot
that Antar is a “brilliant merchant surrounded by a deeply dedicated organiz:
tion eager to create an important retail business.”* Because of such reports an
continued strong operating results, as reflected by the company’s 1984-1987 f
nancial statements shown in Exhibits 1 and 2, the price of Crazy Eddie’s stoc
skyrocketed. Many investors who purchased the company’s stock in the IPO re

alized a 1,000 percent increase in the value of their investments.

TS DT EnE i e e Tl
CRAZY EDDIE GOES ... BUST

Despite Crazy Eddie’s impressive operating results during the mid-1980s an
the fact that the company’s stock was one of the hottest investments on Wa

Street, all was not well within the firm. By 1986, the company was in deep trot
ble. By the latter part of that year, the boom days had ended for the consume
electronics industry. Although sales of consumer electronics were still increasing
the rate of growth had tapered off considerably compared to the dramati
growth rates realized by the industry during the early 1980s. Additionally, th
consumer electronics industry had become saturated with retailers, particularl
in major metropolitan areas such as New York City—Crazy Eddie’s home bast
Increased competition meant smaller profit margins for Crazy Eddie and dimir
ished Antar’s ability to extract sweetheart deals from his suppliers. |
Besides the problems posed by the increasingly competitive consumer elec
tronics industry, Crazy Eddie faced a corporate meltdown by the late 1980s. Th
tripling of the company’s annual sales volume between 1984 and 1987 and th
more complex responsibilities associated with managing a public company im
posed an enormous administrative burden on Crazy Eddie’s executives. Compl
cating matters was the disintegration of Antar’s inner circle of relatives, who ha
served as his principal advisers during the first 15 years of his company’s exis
tence. Antar forced many of his relatives to leave the firm after they sided wit

3. J. E. Tannenbaum, “How Mounting Woes at Crazy Eddie Sank Turnaround Effort,” The Wall
Street Journal, 10 July 1989, A1, A4.

4. Belsky and Furman, “Calculated Madness,” 26.
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CRAZY EDDIE, INC.
BALANCE SHEETS (000s omitted)
March1, Merch2, March3, May3l,
1987 - 1986 1985 1984
Current assets:
Cash $ 0347 $ 13,296 $22273 $ 1375
Short-term investments 121,857 26,840 — e
Receivables 10,846 2248 2,740 2,604
Merchandise inventories 109,072 59,864 26,543 23,343
Prepaid expenses 10,639 2,363 645 514
Total current assets 261,861 104,609 52,201 2?,_335
Restricted cash — 3,356 7,058 —
Due from affiliates —_— - — 5,739
Property, plant and _ "
equipment 26,401 7,172 3,696 1,845
Construction in process — 6,253 1,154 —
Other assets 6,596 5,560 1,418 1,149
Total assets $204,858 $126,950  $65,528 $36,569
Accounts payable $ 50,022 | $ 51,723 $23,078 ' $20,106
Short-term debt 49,571 2984 VY423 28
Unearned revenue 3,641 3,698, - .. 1,173 BT L
Accrued expenses 6,503 . .. 11126 .3, 8733, . 8,078,
Total current liabilities 108,827 74,799 ' 33407 ég:'.é?z_‘:m
Long-term.debt p : 3:459¢ g ?Fm' < T -5251% fi}"‘m.‘
Gﬂﬂ\ﬁa‘ﬂbiﬂ mm&t R T i A it iy ,-u."f"]l"l'ir'-‘_.“f"-':‘gi"'lil'f“:"!-. YRR retare
Unedrned revenue - 8337 i 1,82G% ", AV 638" 0 327
LT R el ‘: Sty by nf oo B ’-}‘;,.af{;'ff;‘lﬁf"?;:‘l LY .:;:1_‘*_“".'; g4
Common stock CTC AL SR - AP
Additional paid-in capital 57,678 *.17,668 " 122985 518
Reatained earmings - . 352689 24,673 0 11,4294 - *&em
[ S T LT LT T, o EOSTwaat e g o L L R girpn o
Total stockholders’ equity ’ 324 Db ply et 5 hogaf 7 23gel 7 6,524~
Total liabilities and R AL v el R s i
stockholders’ equity - $294,858 $‘!2§i95£‘f;'.’;'F,ﬁﬁﬁﬁfﬂf{ 436,569

iis former wife in a bitter divorce. Even as Crazy Eddie’s internal affairs spiraled
ato chaos and the firm lurched toward financial disaster, Wall Street touted the
ompany’s stock as a “can’t miss” investment.

In late 1986, Eddie Antar resigned as company president, although he retained
he title of chairman of the board. A few weeks later, he simply dropped out of
ight. In the absence of Antar, Crazy Eddie’s financial condition worsened
apidly. Poor operating results that the company reported for the fourth quarter
f fiscal 1987—which ended March 1, 1987—sent Crazy Eddie’s stock price into a
ailspin from which it never recovered. In November 1987, a takeover group
ieaded by two prominent financiers gained control of the company. A company-
vide physical inventory taken by the new owners uncovered the $65 million

EXHIBIT 1
1984-1987 Balance
Sheets of Crazy Eddie
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EXHIBIT 2
1984-1987 Income

Statements of Crazy
Eddie
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shortage of inventory alluded to earlier. That i
_ . inventory shortage, which
larger than the total profits the company had reported since it weni:g publicin 1?3?1

would eventually plunge Crazy Eddie into bankru
o, ) tcy and
thorities in pursuit of Eddie Antar for an explana ﬁﬂi : i send regulatory au

SR e e g s
CHARGES OF ACCOUNTING IRREGULARITIES

public in 1984, Antar became preoccupi : : _
: : pied with the price of his com .
Antar realized that Crazy Eddie had to keep posting impressive Dpeianﬁnygsr:t:uﬁ

that within the first six months after th
| € compan ]
suhE:ch'ate to overstate inventory by $2 mifling ‘:eit:lt?;l;h; ilnetaﬁrn[:"d —
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consigned merchandise and goods being returned to suppliers. I'km::nuctinn&.
lent tactic Antar used to overstate inventory involved transhipping  its smaller
the large volume transactions between Crazy Eddie and many of 1}
competitors. |

Antar knew that financial analysts closely morutor the
change in “same store” sales for retailers. Any decline in thus
cally seen as a s ative '
mar};ce As the MM industry became increasingly Wdedm ut:l
revenues of Crazy Eddie’s individual stores began to fall, although the ﬁm’;‘ 5 .
revenues continued to climb due to new stores being opened each year. 10 ;:se—
edy the drop in same store sales, Antar instructed hrs employees t;i reco
lected transhipping transactions as retail sales of ind}vldual stores. For mstnn::
suppose that Crazy Eddie sold 100 microwaves costing $180 each t::d :dnoﬂwe; b 4
tailer at a per-unit price of $200. The $20,000 in sales would be reco as .
sales with a normal gross profit margin of 30 to 50 percent—meaning that m;.h |
tory would not be credited for the total number of microwaves actually m}d. is
practice killed two birds with the proverbial stone. Same store sales were mﬂa?ed
for selected operating units, and inventory was overstated with a corresponding

increase in gross profit from sales.

annual percentage

S RS
WHERE WERE THE AUDITORS?

“Where were the auditors?” was a question posed repeatedly by investors, credi-
tors, and other interested parties when the public learned of the Crazy Eddie fraud.
Four different accounting firms audited Crazy Eddie’s financial statements over its
turbulent history. Antar dismissed Crazy Eddie’s first accounting firm, a local firm,
before he took the company public. The underwriter that managed Crazy Eddie’s
IPO urged Antar to retain a more prestigious accounting firm to increase the pub-
lic's confidence in the company’s financial statements. As a result, Antar retained
Main Hurdman to serve as Crazy Eddie’s audit firm. Main Hurdman had a na-
tionwide accounting practice with several prominent clients in the consumer elec-
tronics industry. In the mid-1980s, Peat Marwick became Crazy Eddie’s audit firm
when it merged with Main Hurdman. Following the corporate takeover of Crazy
Eddie in 1987, the new owners replaced Peat Marwick with Touche Raoss.

Much of the criticism triggered by the Crazy Eddie scandal centered on Main
Hurdman and its successor, Peat Marwick. Main Hurdman charged Crazy Eddie
cu.n::paraﬁvv&ly modest fees for the company’s annual audits. A leading critic of
major accounting firms alleged that Main Hurdman had “lowballed” to obtain
Crazy Eddie as an audit client, realizing that it could make up for any lost audit
revenue by selling the company consulting services.

[n one year, Main Hurdman charged only $85,000 to do a ¢

* . ' : omplete audji
Eddf&—a business with hundreds of millions of dollars in reportet:ll) revenue: ;;zencrus };
retail ::-ztnres, and two large warehouses. At the very same time that Main Hu;dman n
charging the bargain basement price of $85,000 for supposedly cunducting an aud; :;

consulting division was charging Crazy Eddie mill;
Eddie’s inventory system.” i R ———— computerize Crazy

5. M. 1 Weiss, “Auditors: Be Watchdogs, Not Just Bean Counters,

vember 1993, 41, i Aﬂ:ﬂunﬁﬂg Tﬂdﬂy' 15 No-
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R aRE octively audit

This same individual challenged Main Hurdman's abi}if{{m Ob]icn*s mﬂep\en-
an inventory system that it had effectively deve loped. h:[altn untants were for-
dence was also questioned because many of Crazy Eddie’s chzm ny that v
mer members of that accounting firm. Critics v:h‘-sl:rgemf»:;ta ]afraudF::eni  ctivities
one or more of its former auditors can more easlily ¢ S eriy help his o

: , 1 er au .
during the course of subsequent audits. That 8.3 (WP 5 0 g gdie's practice

. . ¢
her new employer undermine subsequent audits. In ‘ -
ot hinng itﬁpfn}::mer auditors is not unusual. Many accounting firms actually

arrange such “placements” with audit clients.
unting firm, he or she

You would think that if an auditor wanted to leave a public acco 1 :
would be discouraged from going to work for clients they had audited. Instead, }uit ::l:
opposite is true with big accounting firms encouraging their WI tcr wlt:_r :
clients in the apparent belief that it helps cement the accountant-client relationship.

Most of the criticism directed at Crazy Eddie’s auditors stemmed from their
failure to uncover the huge overstatement of the company 's inventﬂr}: and _thE
related understatement of accounts payable. Third parties who filed suit against
the auditors accused them of “aiding and abetting” the fraud by failing to thor-
oughly investigate numerous suspicious circumstances they discc?vemd. Of par-
ticular concern were several reported instances in which the auditors requested
client documents, only to be told that those documents had been lost or inadver-
tently destroyed. |

In Peat Marwick and Main Hurdman’s defense, Antar and his associates
engaged in a large-scale plan to deceive the auditors. For example, after deter-
mining which inventory sites the auditors would be visiting at year-end, Antar
shipped sufficient inventory to those stores or warehouses to conceal any short-
ages. Likewise, Crazy Eddie personnel systematically destroyed incriminating
documents to conceal inventory shortages from the auditors. Antar also ordered
his employees to “junk” the sophisticated, computer-based inventory system de-
signed by Main Hurdman and to return to the outdated manual inventory system

previously used by the company. The absence of a computer-based inventory sys-
tem made it much more difficult for the auditors to determine exactly how much
inventory the firm had at any point in time.

A particularly disturbing aspect of the Crazy Eddie scandal was the involve-
ment of several key accounting employees in the various fraudulent schemes.

These parties included the director of the internal audit staff, the acting controller,
and the director of accounts payable. Past audit failures demonstrate that a fraud

involving the collusion of key accounting personnel is extremely difficult for au-
ditors to uncover.

EPILOGUE

[n June 1989, Crazy Eddie filed a Chapter 11 bankruptcy petition after losing its
line of credit. Later that year, the company closed its remaining stores and liqui-
dated its assets. Meanwhile, Eddie Antar was named as a defendant in several
lawsuits, including a large civil suit filed by the SEC and a criminal indictment

'En M‘j l4:-2.
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filed by a U.S. district attorney. In January 1990, a federal judge ordered {mtfgrggl
repatriate $52 million that he had transferred to foreign bank accounts mf : d
The following month, federal marshals began searching for Antar after he faile
to appear in federal court. A judge had scheduled a hearing to force Antar to ac-
count for the funds he had transferred to overseas bank accounts. After Antar 51'11'-
rendered to federal marshals, the judge found him in contempt and released h@
on his own recognizance. Following this court appearance, Antar became a fugi-

tive. For the next two years, Antar eluded federal authorities despite reported
sightings of him in Brooklyn, South America, and Jerusalem.

On June 25, 1992, Israeli police arrested Eddie Antar. At the'hme, he was liv-
ing in a small town outside Tel Aviv and posing as an [sraeli citizen, David Jacn.b
Levi Cohen. On December 31, 1992, Antar’s attorney announced that an Extrade
tion agreement had been reached with the U.S. Justice Department and Israeli
authorities. After being extradited, Antar was convicted in July 1993 on 17 counts
of financial fraud including racketeering, conspiracy, and mail fraud. In P_viay
1994, a federal judge sentenced Antar to 12 and one-half years in federal prison
and ordered him to pay restitution of $121 million to former stockholders and
creditors.

A federal appeals court overturned Antar’s fraud conviction in April 1995. The
appeals court ruled that the judge who had presided over Antar’s trial had been
biased against him and ordered that a new trial be held under a different judge.
In May 1996, Antar’s attorneys and federal prosecutors arranged a plea bargain
agreement to settle the charges outstanding against him. Under the terms of this
agreement, Antar pleaded guilty to one federal charge of racketeering and pub-
licly admitted; for the first time, that he had defrauded investors by manipulat-
ing his company’s accounting records. Following his admission of guilt, one of
the prosecuting attorneys commented that “Crazy Eddie wasn’t crazy, he was
crooked.””

In early 1997, Eddie Antar was sentenced to seven years in federal prison.
Antar, who had remained in prison since being extradited to the United States in
1993, received credit for the time he had already spent in prison. As a result, he
was required to serve only two years of the seven-year prison sentence.

Several of Antar’s former cohorts have also been convicted or have pleaded
guilt.y to fraud charges, including Sam E. Antar, Eddie Antar’s brother and Crazy
Edc_:he’s fnrme.r CFO. Aftier being released from prison, Sam E. Antar openly de-
scribed and d1scgssed h1§ role in the fraud masterminded by his brother. He re-
vealed that Eddie had financed his college degree in accounting because the
family ne,eded an expert accountant to help design, manage, and conceal the
company’s fraudulent schemes. Sam graduated magna cum laude in accountin
and passed the CPA exam on his first attempt. Upon joining Crazy Eddie, Sam
confessed that he became a “cold-blooded thug” and a willing participant in the

massive fraud. “I hurt a lot of people. A lot of people lost their life’s savings.”8
'In March 1993, an agreement was reached to settle dozens of pending civil l:aw-
suits triggered by the Crazy Eddie fraud. The contributions of the various defen-

7. F. A. McMorris “Crazy Eddie Inc.’s Antar Admits Guilt in Ra rin
r ] ck t E o
Wall Street Journal, 9 May 1996, B7. eteering Cnnsplrac}r, The

8. G. Cheney, “How Crazy Was C je?" -
1998, 1, 61, Y y Was Crazy Eddie?” Accounting Today, October 26~-November 8,
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dants to the $42 million settlement pool were not disclosed; however, the defen-
dants contributing to that pool included Peat Marwick and the local accounting
firm used by Crazy Eddie before the company went public. 1o date, authorities
have recovered more than $150 million from the parties that profited from the

fraud. These funds include more than $40 million that a federal judge ordered
Sam Antar, Eddie Antar’s father, to surrender in August 2002.

In the late 1990s, Eddie Antar’s mother purchased the Crazy Eddie logo and
the company’s former advertising catch phrase, “Crazy Eddie—His prices are in-

sane!” that had been sold in bankruptcy proceedings years earlier. In 1998, two
nephews of Eddie Antar revived their uncle’s business. Presently, Crazy Eddie
operates principally as a mail-order and Internet-based retailer of consumer elec-
tronics. In June 2001, a New York business publication reported that the company
had hired a former executive in the consumer electronics industry to serve as the

“creative force” behind its marketing efforts.” That individual was none other
than Crazy Eddie Antar.



