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Financial and Operating Highlights (1983-85)

(in thousands, except per share amounts and operating details) 1985 1984 IQ!l:i
L - ——“"
: (3/3/85) (2/29/84) (2/28/89)

-

Summary of Operations
Net sales

$167,147  $134,347  § 106,095

Cost of sales 127,619 105,313 83,327
Gross margin 23.6% 21.6% 21.5%
Income before taxes 13,343 6,582 1,766
Net income 6,367 2,952 811
Net margin 3.8% 2.2% 0.8%
Earnings per share 1.2 .59 6
Shareholder And Other Information
Cash flow from operations $ 6,936 $ 3423 § 1478
Additions to property and equipment 2,491 546 434
Number of common shares outstanding (year-end) 6,700 5,000 5,000
Shareholders’ equity per share of common stock 3.56 1.14 65
Return on average shareholders’ equity 43.1% 66.2% 28.7%
___ N
Year-End Financlal Position
Total working capital $ 18,794 $(2,815) $ (214)
Total assets 65,528 34,458 25,0094
Current ratio 1.6 N.A. N.A.
Shareholders’ equity - 23,861 5,686 3,234
Year-End Store And Other Information*
15 13 il

Number of stores

Total gross store space (sqg. ft) 192,984 161,730 144,500
Total selling store space (sq. ft) 74,520 64,455 56,824
4,968 4,958 5147

Average square feet per store
Average sales per store (in thousands) $ 12,081 $ 10,560 $ 9,784
Sales per square foot $ 2368 $ 2,104 $ 1,840
Gross profit per square foot $ 569 $ 474 ¥ A4
Total employees 961 772 G680

Total selling employees 282 261 211
Sales per selling employee $581,992  $494,264  §$ 488,60

* Excludes affiliated sales

NET SALES NET INCOME RETURN ON EQUITY

In Millions of Dollars in Millions of Dollars Percent

66.2
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Bhareholders

Dear Shareholders:

Welcome! Crazy Eddie, Inc. is a new
publicly-owned company, but the Com-
pany actually dates back to 1969 when
it helped develop the exciting concept
of the consumer electronics business
as itis today. Fromits inception as a
small store on Kings Highway in Brook-
lyn, Crazy Eddie has grown to be the tri-
state New York metropolitan area’s
largest home entertainment and con-
sumer products retailer.

We are proud to report to you that fiscal
1985 was a banner year for Crazy
Eddie, Inc. Net sales for the twelve
months ended March 3, 1985 rose to
$167,147,488, an increase of 24.4%
over the previous twelve months figure
of $134,347,195. Total stores in opera-
tion amounted to 15 compared to 13 a
year ago, while comparable or same
store sales during the year increased
11% over the prior year in line with
average annual past growth.

Net income for the twelve months
increased 116% to $6,366,901 or $1.10
per share compared to $2,952,280 or
59 cents per share for the twelve
months ended February 29, 1984,

For the twelve months, gross profit mar-
gins climbed to 23.6% from 21.6% a
year ago; selling, general and adminis-
trative costs as a percent of sales
declined to 15.8% versus 16.4% ayear
ago; pre-tax margins increased to 8.0%
from 4.9%, and net income as a per-
cent of sales rose to 3.8% compared to
2.2% a year ago.

Crazy Eddie’s sales per square foot
rose 13% to $2,368 during the period,
up from $2,104 a year ago; gross profit
per square foot increased to $569
compared to $474 a year ago, and
average sales per store rose 14% to
$12,081,470 versus $10,560,080 dur-
ing the previous twelve months.

This marks the 15th consecutive
year of record sales and earnings
for Crazy Eddie, Inc. Crazy Eddie
has never had a down year in either
sales or earnings since its inception.

Crazy Eddie is in the HOME
ENTERTAINMENT business. The
Company traces its origins back to
the audio business, but it was also
among the first major consumef*
electronics retailers to diversify
broadly into home entertainment.
Today's diverse product line also
includes personal electronics, car
stereos, home computers, tele-
phones, microwave ovens, air condi-
tioners, electric fans, humidifiers and
other small home appliances.
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our market penetration can grow
appreciably. We believe that our
market can sustain as many as 50
stores on a comparable volume
basis as our present stores.

We're in the right business at the
right time! We have a strong, sea-
soned organization and we are rap-
idly building a solid infrastructure to
support and sustain future growth.

| would like to thank our dedicated
employees, our vendors and our
shareholders for their confidence
and support in the past year.

Sincerely,

2/ /)

Eddie Antar
Chairman, President and
Chief Executive Officer

June 17, 1985

SALES PER SALESPERSON (Fiscal 1985)
$581,992

$343,918

Average of six
other publicly-
owned consumer
electronics retailers*

Crazy Eddie, Inc.

SALES PER EMPLOYEE (Fiscal 1985)
$170,782

$154,192

Crazy Eddie, Inc. Average of six
other publicly-
owned consumer

electronics retailers*

* AudioVideo Affiliates, Inc.
Circuit City Stores, Inc.
The Federated Group, Inc.
Highland Superstores, Inc.
Luskin's, Inc.

Stereo Village, Inc.



Retall Outlook ‘Electrifymg

Dynamisml

No tarm Latlar doacribos the con-
sumar alaetionias Industry at this
alaga n lla davalopment, Above all,
it la an Industiy ohargod with bring-
Ing entertalnment ancd information to
the paoplas of tho world. That's a
slgnifisant taak, Anc unlike most
procuals for the home, consumer
elactronlas |8 a4 constantly evolving
and axpanding huainoes,

Roocant acdvanges In tolovision, video,
audlo and athar producls have cre-
atad an axelting Image for electron-
lea In the eyea of loday's consumer.
ft' a af image of glamorous, value-

d lgh teahnology. IN's a growth

/\ recanl pragantallon by rotall ana-
lyste, congultanta and educators at
(he Malional Relall Morohants Associ-
ation's 74th annual mooting In New
York haldl that eensumer electronics
will suglaln ts prosant oxplosive
growth eyols for yoars to come.

Tolal Factory

Sales in

Dollars

o (Millions)
o S 10,900
081 12,500
131} 16,800
ad. .. .o 20,800
a0 . e 23,400
19658 gaef ). oL 24,900

Howog Elssbnsie indoalies Agsodialion, Wanhinglon, DC

Consumer electronics is the “most
exciting category of consumer prod-
ucts,” the NRMA report reads. This
pace, it is explained, is sustained
more by technological breakthroughs
than by population growth. Consum-
ers increasingly accept this technol-
ogy as part of their changing
lifestyles.

Per capita sales for electronics
reached $97 in 1980, and are
expected to grow to $232 in 1990.
Total industry sales will top $80 bil-
lion in 1990, up from $22 billion in
1980, the report states. That's a
compound annual growth rate of
13.9%, the largest gain predicted for
any retail product grouping.

Figures from the Electronic Industries
Association back up that forecast.
Factory sales of consumer electron-
ics products were estimated at $23.4
billion last year, or more than $31
billion at retail, according to the EIA.
A $24-plus billion landmark is
expected in 1985 for manufacturers’
shipments.

In their findings, researchers note
that leading consumer electronics
retailers in major metropolitan mar-
kets are best positioned to benefit
from the industry’s dramatic growth.
fn addition to traditional customers,
the emergence of young urban pro-
fessionals as prime consumer elec-
tronics buyers is spurring the big-
city retailer. In good economic times
and bad, experienced electronics
chains will continue to thrive due to
the consumer's ongoing interest in
the products they sell, the report
states.

Video WIll Sustain its Upward
Curve

What's fueling this growth? Several
factors, including the unrelenting
advance of television and video on
the marketplace. Videocassette
recorders are expected to out-
perform every other consumer
hardlines product for several years
in terms of annual sales increases.

Consumers are expected to snap up
11.5 million VCR's this year, nearly a
60% increase over last year's sales
of 7.3 million units. This should bring
the total installed VCR market base
in the U.S. to 23 million units, a 27%
penetration rate of the total universe
of 85 million color TV sets in opera-
tion nationally.

COLOR TV RECEIVERS*
(Excl. Projection Television)

&)

Average

Total Sales Total Factory  Value

to Dealers Sales in (Dollars

in Units Dollars

(Thousands) (Millions) U‘r)wt)
1980 ....... 10,897 4,210 386
1981 ....... 11,157 4,349 390
1982 ....... 11,366 4,253 ¥ 374
1983 ....... 13,986 5,002 358
1984 ....... 15,800 5,370 340
1985 (proj.) 15,900 5,410 340

* Includes monitors for consumer use.

Source: Electronic Industries Association, Washington, DC



The VCR has clearly changed the
entertainment habits of the home.
Consumers can now schedule their
home entertainment to fit their own
needs. The renting and buying of
prerecorded movies and other pro-
gramming, as well as the taping of
broadcasts, are widespread prac-
tices affordable to most consumers.

Retail chains capable of aggressively
merchandising all categories of
video hardware, software and acces-
sories stand to gain the most from
the video phenomenon.

As more and more consumers invest
in VCRs, the replacement market for
color television sets continues to
surge ahead. Nearly 16 million sets
were sold in 1984—an increase of
1.8 million units over 1983. Another
16 million-plus units are expected to
reach retailers this year, as average
prices remain stable. While margins
in television are somewhat volatile,
electronics specialty chains have
expanded assortments to include
more high-end products which gen-
erally yield greater profits.

One notable technological break-
through—stereo TV broadcasting—
holds great promise for the future.

TOTAL VIDEOCASSETTE RECORDERS

Total Sales Total Factory Averagé

to Dealers Sales in Value

in Units Dollars  (Dollars

(Thousands) (Millions) per Unit)
1980........ 805 621 771
1981........ 1,361 1,127 828
1982........ 2,035 1,303 640
1983........ 4,091 2,162 528
1984........ 7,300 3,410 467
1985 (proj.).. 9,500 4,250 447

Source: Electronic Industries Association, Washington, DC

Consumers in virtually all major mar-
kets will be able to enjoy true high
fidelity sound from their televisions
by early 1986, as networks, local
stations and cable broadcasters go
“on line” with stereo programs. Tele-
vision receivers incorporating tech-
nology that decodes the special
audio signals are already selling well
in many stores, even in areas where
stereo broadcasting is months away.

Indeed, the marriage of audio and
video has been consummated within
the past year. The public is now
turning its eyes and ears to com-
plete audio/video systems, where a
VCR, monitor/receiver television and
audio system are packaged together
to create a total home entertainment
experience. Previously attainable only
by consumers able to spend $8,000
or more for individual components,
new packaged audio/video systems
retail for between $2,000 and $5,000.

The merging of audio and video is
already bringing about a significant
rub-off effect on other product cate-
gories. Movies and concerts on high
fidelity videocassettes are selling to
customers with hi fi-capable VCRs.
And the dozens of accessories avail-
able for installation and enhance-
ment of audio/video systems are
providing dealers with even greater
gross profits,

At the same time, electronics chains
selling both video and music
software are generating cross mer-
chandising opportunities between the
mediums. For instance, a display for
the Flashdance high fidelity video-
tape could carry a reference to the
Flashdance motion picture sound-
track LP available in the record and
tape department. Another example of
the dynamism that retailers in this
business enjoy.

Audio Is Allve And Well

Although video may be the shining
star in today's retail showroom,
audio alone represents an expanding
sector. Sales of matched audio rack
systems—where amplifier, radio
tuner, turntable, cassette deck and
speakers are grouped together in a
piece of knock-down furniture-—are a
testament to the health of the audio
business.

A staggering rise in sales from
407,000 units to dealers in 1983 to
1.1 million units last year for rack
systems is reported by the EIA.
Average retail price is about $600.
While the industry can't hope to
duplicate that tremendous jump in
1985, rack systems are expected to
remain a staple of electronics retail-
ing for years to come. Young con-
sumers who purchased separate
components in the audio boom of
the mid-1970s, and who now com-
mand far more disposable income,
represent a ripe replacement markel.

TOTAL AUDIO COMPACT & COMPONENT
SYSTEMS

ago

" Total Sales Total Factory

to Dealers Sales in Value

in Units Dollars  (Dollars

(Thousands) (Millions) per Unit)
1980........ 3,744 809 216
1981........ 2,882 720 250
1882........ 2,640 573 217
1983........ 3,058 630 206
1984........ 3,600 870 242
1985 (proj.).. 3,700 910 246

Source: Electronic Industries Association, Washington, G



The technology stoty in audio is
being told by (ho compact disc
playor. A yoar allor Its mass market
tintradaction, 1hly lasor-based product
ls alwady porcolvod by audio-con-
eI0Un GonRumaorg ag a must item.
Salea of the playars are projected at
600,000 unita 1o consumers this
yaar, up from 240,000 a year ago.
CD playar snles alno lead to step-up
galag of naw #paakor gystems,
ampliflers and othor components as
conaumers Build now audio systems
bagad around tho digltal medium.

Flealionlon relallors who sell both
the playars and dlgos have already
taken the lead as onoe-slop shopping
gauraet for this now business. And
to dale, GO saflwaro has been a
highly profilable catogory. The Com-
paat Dea Graup--made up of hard-
ware and aoftwdre manufacturers—
gaya naarly 10 million discs will sell
ta denlorg thiag yoar, Thal's about 15
par urlt, mare than doubling 1984's
aleg. A8 disi pricos gradually
nudgn down, G1Y's popularity should
gnowhall ginae more (han 6,000 titles
ara curtantly avallable In disc format.
Naxt yoar, In [acl, now compact disc
roleasas arm axpoolod o exceed
those of bollh LPu and cassettes.

Dollars Aver. Cost

IJIIII!1
Ll . TAR000 1 15,0 mm. $429.00
1284 240,000 % 75.0 i, 311.00
(988 (prs| ) 6OO000  160,0 mm,  263.00

Sayien Canfarel s Qaags, How Yok, NY

The Right Products At The Right
Time

Clearly, consumer electronics is a
field where new, marketable technol-
ogy keeps on coming to the store
level. Newly expanding categories
like cellular mobile telephones and
home satellite systems are just two
examples of this fact. Perhaps the
industry’'s greatest achievement will
come when the “electronics home of
the future” is no longer a blue sky
theory. A handful of manufacturers
are already testing a personal com-
puter-based system that monitors
and controls household appliances
and electronics, climate, lighting,
smoke/fire and security systems.,

And who will buy these space-age
items? None other than the fastest-
growing upscale consumers in the
marketplace: two-income families
interested in scheduling their
entertainment to fit their lifestyles.
They have the confidence in these
products, and in the retailers selling
consumer electronics. And they also
have the disposable income to offer
retailers who most effectively pro-
mote and market to this sector.

Spurring the buyer on is not only
new technology, but lower pricing in
current consumer electronics lines.
Traditional products like televisions,
VCRs and audio equipment are sim-
ply being made better, smaller and
less expensive to the consumer.

COMPACT DISC SOFTWARE

Aver. Retail

Units Dollars
1983 800,000 $ 17.2 mm. $21.50
1984 5,800,000 103.2 mm. 17.81

Source: Recording Industries Association, New York, NY

Baby boomers and other population
segments seek prime vaiue. Con-
sumer electronics offers this on an
ongoing basis.

The same value is also leading more
and more purchasers into not only
replacing consumer electronics items
in the home, pbut adding to existing
units. The multi-TV family is very
much a reality, and soon, the multi-
VCR family will be as well. The mar-
ket for consumer electronics grows
exponentially as price points decline.

All of these factors add up to one
precept: Consumer electronics retail-
ers in urban markets are in the right
place at the right time to benefit
from interest in their products from
the most affluent consumers.

ESTIMATED HOUSEHOLD PENETRATION
BY PRODUCT CATEGORY

Total TV. ... 98%
Color TV ... i 9%
Black & White TV ................. 70%.
Projection TV .................... . 2%
VCR i L1T%
Audio Systems ......... ... 81%

—Component ................. 37%

—Console .................... 17%

—Compact ................... 45%
Telephone Answering Devices ... ... 5%
Cordless Telephones............... 10%
Home Radios ..................... 98%
Home Computers.................. 13%

Source: Electronic Industries Assoclation, Washington DC



Truly SuperStOres' o

What really is a SuperStore? Is it the
size of store, or is it sales and gross
profit per store? At Crazy Eddie,
sales per square foot—along with
gross profit—are the major criteria.
Crazy Eddie chalked up a record
$2,368 per square foot—along with
$569 gross profit per square foot—
in the latest fiscal year. That's what
makes up a SuperStore!

Crazy Eddie stores have always cre-
ated an intense merchandising

experience. Entering a Crazy Eddie
store, the eye is met by rows of
densely packed products, including
more than 125 TV sets of all sizes,
VCR's and VCR cameras from 20
famous brand name makers readily
catch one's attention, all tuned to
catch the latest action or soap
opera.

Specialized free-standing islands
criss-cross the aisles, jam packed
with audio components, attention-
getting audio micro-systems, a wide
array of portable radio and tape
players, telephones, clock radios,
and small consumer appliances like
humidifiers, dehumidifiers, coffee
makers, electric fans and air condi-
tioners (in season), microwave
ovens, toaster ovens, vacuum clean-
ors and other impulse purchase
lloms. (By the way, there are no
major appliances, so-called “white
goods” in Crazy Eddie stores.)

Grouped along one wall are hun-
dreds of personal electronic items
such as Walkman-type and other
portable radios, telephone answering
devices, microcassette recorders,
portable and cellular telephones,
electronic typewriters, home and
auto security devices, electric shav-
ers and calculators—you name it
and Crazy Eddie has the largest
selection in town.

Specialized audio, computer and car
stereo modules and rooms allow
customers to test and compare
products with or without the assis-
tance of Crazy Eddie's trained sales
personnel, all of whom are salaried,
not commission, salespersons. “Mak-
ing a customer, not just making a
sale” has long been a Crazy Eddie
byword.

Crazy Eddie is also one of the
nation's largest home computer
dealers with an impressive display
of computers, floppy disc drives,
printers, data recorders, computer
monitors, furniture, and business and
recreational software, along with
electronic video games and joy-

sticks. With the help of trained com-
puter sales personnel, it's no secret
that Crazy Eddie’s average gross
home computer sales ticket is
among the highest in America.

Mounds of electronic accessorieg--
audio and video tapes, phonograph
cartridges and styli, audio and vidoo
headcleaners, record cleaners, *
surge protectors, hook-up cables,




audio cablu, spoeaker wire, convert-
org, bhalturios, transformers and the
like--abounel throughout the stores,
at the onds of alsles, hanging on
wallg, adjacant o the cash registers,
and avan In the sorvice centers.

Crazy Eclcllo's paramount concern
with gerving [he customer is best
examplifiact In I8 customer service
conter localod In every store.
Trainad tochnlclans, armed with a
battery of elactronlc test equipment,
test proclucta rolurned for repairs
white under torms of the manufac-

s warranty, or estimate the cost
alra. A tolal of 140 trained ser-
vice personnel---lhe largest number
in the indualry---backed up by a
Cuslomer Sorvlce Center have made
laglona of Irlands (and repeat cus-
tomears) lor Crazy ddie over the
yoars,

Eveny Grazy Lclo slore also has a
highly-vigible Gonsumer Hot Line, a
lelophona link 1o headguarters. Con-
sumars ara urged o report all com-
plalnty W management---Courtesy is
tha Crazy Eclcllo Motto—and high
slanclarda aro rigorously enforced.

Crazy Edellio's advertising is, of
coursa, what made the Company’s
nama & hyword in millions of New
York araa homas, and elsewhere as
radio, ealsla TV and movies have
extondad tha reach of the Com-
pany'a glar saloaiman, Jerry Carroll,
tho aclor and announcer, nation-
wido, Grazy Eddlo was among the
firsl consumaor aloclronics retailers to
advertlse on racdio and TV, and
today I ona of Now York's largest
spol radio and TV buyors. More
than $45 million nvosted In advertis-
ing avar the yoare In the New York
markal haa macle Grazy Eddle a
household name In the "Blg Apple.”
That's what realty gons into the mak-
ing ol a Crazy Eddio SuporSlore---
the ultimata In adult oy stores.
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Selected Flnanclal Data

(In Thousands, Except per Share Date)
Nine Months

Encded March 3, Year Ended May 31,

R 1985 1984 1983 1982 1981
Nat galon $ 136,319 $137,285 $111,406 $98,225 $78,246
o8t of goodn sold 103,421 106,934 87,719 76,754 62,182
Groag profit 32,898 30,351 23,687 21,471 16,064
Selling, ganaral and acdministrative expense 20,508 22,560 19,194 18,061 14,064
Oth 1,211 706 594 748 669
438 522 450 754 396
13,163 7,975 4,637 3,404 2,273
600 — 2,507 2,377 1,836
e e 6,734 4,202 1,235 555 268
Nel income $ 5,829 $ 3773 $ 895 $§ 472 § 169
Walghtad averagn nimber of shares 6,053 5,000 5,000 5,000 5,000
Nat lndoria et bhiaro .96 $ 75 & 18 $ 09 $ .03
Gagh dividanids daclarad por share — $ — $ — $ — $ —

18,794 ($ 2,136) ($ 2,736) ($ 1,589) ($ 2,462)
65,528 $ 36,5670 $ 24,707 $21,434 $16,210
7,625 $ 46 700 $ 106 $ 132
23861 & 6224 $§ 2951 $ 2,057 $ 1,585

Working eapilal (elolicloncy)

Tolal gogaln

Langstearm glali
P nhATs e Pty Eeg

@ |h | |n s |

Stogkholdlyri' acully

Refer to page 24 for unaudited Financial Statements which have
been restated to correspond to the Company’s new fiscal year
ended March 3, 1985.




Management’s Discussion and

Analysis of Financial Condition
and Results of Operations.

The following table sets forth, for the periods indicated,
the relative percentage that certain items in the Com-
pany's Consolidated Statement of Operations bear to
net sales:

Income and Expense Items
as a Percentage of Net Sales

Nine Months Year Ended
Ended _May 31,
March 3, 1985 1984 1983
Cost of goods sold 75.9 779 787
Selling, general and administra-
tive expense . 15.0 164 17.2
Interest expense 3 4 A4
Income before pension contribu-
tion and income taxes 9.7 5.8 4.2
Pension contribution 4 2.3
Income taxes 4.9 3.1 1.1
Net income 4.3 2.7 .
RESULTS OF OPERATIONS

Nine months ended March 3, 1985 Compared to nine
months ended February 29, 1984.

Net sales for the nine months ended March 3, 1985
were $136.3 million, representing an increase of $29.9
million, or 28.1%, over the comparable period ended
February 29, 1984. Of this increase, $19.3 million
resulted from the inclusion for the nine months ended
March 3, 1985 of net sales attributable to new stores
and relocated stores not opened for both periods. Sales
to affiliates decreased $1.4 million during the period.
The balance of the increase ($12.0 million) resulted
from increased sales at the eleven stores that were
open throughout both periods.

Gross profit (net sales less cost of goods sold)
increased by $9.1 million for the nine months ended
March 3, 1285 compared to the comparable period
ended February 29, 1984. Gross profit as a percentage
of net sales approximated 24.1% for the nine months
ended March 3, 1985 compared to 22.3% for the nine
months ended February 29, 1984 as a result of
improvements in purchasing.

Selling, general and administrative expenses increased
by $3.9 million during the nine months ended March 3,
1985 as compared with the nine months ended Febru-
ary 29, 1984. This increase was primarily due to the
additional costs incurred at the new stores during the
period, Selling, general and administrative expenses as
a percentage of net sales approximated 15.0% and
15.6% for the nine months ended March 3, 1985 and
February 29, 1984, respectively.

The Company authorized a $600,000 contribution to its
profit sharing plan for the nine months ended March 3,
1985. No contribution was required for the nine monthg
ended February 29, 1984, See Note 5 of Notes to Con-
solidated Financial Statements.

The effective tax rate for the nine months ended

March 3, 1985 approximated 53.6% compared to 55.0%
for the nine months ended February 29, 1984. See Nolo
4 to Consolidated Financial Statements for an analysis
of income tax expense.

Fiscal 1984 Compared to Fiscal 1983

Net sales for the year ended May 31, 1984 were
$137.3 million, representing an increase of $25.9 miliion,
or 23.2%, over the prior fiscal year. Of this increase,
$16.1 million resulted from the inclusion for fiscal 1984
of net sales attributable to two stores that opened in
April 1983 and November 1983 and from an increase In
net sales of one store that opened in July 1982 and
therefore was open only eleven months during fiscal
1983. Sales increased at the nine stores that were opan
throughout both periods and the one store that was
open for all of fiscal 1983 and ten months of fiscal
1984 (having closed in March 1984) by approximately
$8.7 million. Sales of audio and video tapes to Benel
Distributors, Ltd. increased by approximately $1.1 mil-
lion over the prior fiscal year.

Gross profit (net sales less cost of goods sold)
increased by $6.7 million for the fiscal year endéd May
31, 1984, as compared with the fiscal year ended May
31, 1983. This increase was primarily due to the addi-
tional sales from the Company's stores during fiscal
1984. Gross profit as a percentage of net sales approx
imated 22.1% for fiscal 1984, as compared with 21.3%
for fiscal 1983. This increase was a result of improvec!
purchasing.

Selling, general and administrative expenses increasex
by $3.4 million during the 1984 fiscal year as comparu|
to the 1983 fiscal year. This increase was primarily due
to the additional costs incurred at the two new stores
opened in April 1983 and November 1983, respectivoly.

No pension contribution was made for the fiscal year
ended May 31, 1984, as compared with a pension con
tribution of $2.5 million for the prior year. Contributiony
required under the Company's money purchase pension
plan in the amount of approximately $2,000,000 wilh
respect to the 1984 fiscal year were entirely offset by
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employoo lorfeiluros resulting from terminations of
employmant prior 1o lhe satisfaction of the plan vesting
reciulramonty that occurred during the years 1980
through 1983, Moreover, as a consequence of the fund-
ing statua of the Company's defined benefit pension
plan, the Company was not required to make any con-
tribution to that plan for fiscal 1984. As a result, an
increaand amounl of net income has been realized for
tha 1984 lscal yoar. As discussed in Note 5 of Notes

to Consolidatoc! Financial Statements, the Company ter-

minated (he money purchase pension plan effective
May 31, 1084 and adopted a new profit sharing plan
effactive Juna 1, 1984. The Company's pension costs
for future porlods under its existing pension plans will
ba lower than has historically been the case.

The effootva 1ax rale for the 1984 fiscal year approxi-
maltacl 63%, as compared with 58% for the prior fiscal
year. The higher offoclive rate for fiscal 1983 primarily
rasulted from non-doductible officer life insurance premi-
uma pald durlng such year. See Note 4 of Notes to
Consolidalod Financlal Statements for an analysis of the
companonis ol income lax expense.

Liquldity and Capltal Resources

During the porlod oncded March 3, 1985, the Company
ralsad approximalely $11.8 million from its initial public
offaring of 1.7 milllon shares of Common Stock com-
platad In Soplomber 1984, On March 20, 1985, the
Company niold 1o tho public an additional 200,000
sharas which raleod approximately $3.9 million. At
Mareh 3, 1905, (ho Company had working capital of
$18.8 milliion. In the year ended May 31, 1984 and the
nine mantha ended March 3, 1985, the Company gen-
erated 4.2 million and $6.2 million, respectively, in
worklng aapllal from operalions.

On Dacombor 21, 1984, the Company obtained a $7.8
milllon louait fram the New Jersey Economic Develop-
mont Autharity, [ho proceods of which will be used to
finance the condliuction of the Company's new head-
quartars fawllity v Ldlson, New Jersey. The loan bears
intaraat at o rale aqual 1o 75% of the prime rate of a
commaraial barik, subjecl lo maximum and minimum
interast raled por annbm of 14% and 7%%, respec-
tivaly, and la repiayable In varylng installments through
2016, In addliion, tha Company has arranged for an
ungecurod ling of credit In the amount of $10 million
with anathar commercial bank, which line of credit will
remaln avallable through August 31, 1985,

In past years, the Company's capital expenditures,
incurred principally in connection with the opening of
new stores, were financed almost entirely out of inter-
nally generated funds. The Company intends to con-
tinue to use internally generated funds, together with a
portion of the proceeds from the offerings referred to
above, to finance its expansion plans. In light of the
Company's existing financing arrangements, normal
trade credit and anticipated cash flow, the Company
believes that it will be able to continue to provide for its
contemplated cash requirements and carry out its
expansion plans. Since March 3, 1985, the Company
has opened three new stores in Queens, Nanuet and
Massapequa, New York. The Company's current expan-
sion plans include the opening of three additional stores
during the remainder of 1985 in Livingston, New Jersey,
Orange, Connecticut and New York City (150 Broad-
way), as well as a fourth new store at the Company’s
new headquarters facility in Edison, New Jersey.

Impact of Inflation

In the Company's opinion, inflation has not had a mate-
rial impact upon its operating results because techno-
logical advances in the type of products sold by the
Company, together with increased competition among
the Company's vendors, have kept the prices of such
products stable and, in some instances, have caused
prices to decline. .



Main Hurdman

Certified Public Accountants

The Board of Directors

Crazy Eddie, Inc.

We have examined the consolidated balance sheet of Crazy Eddie, Inc. and subsidiaries as of
March 3, 1985 and May 31, 1984, and the related consolidated statements of operations,
changes in stockholders’ equity and changes in financial position for the nine months ended
March 3, 1985 and for each of the two years in the period ended May 31, 1984. Our examina-
tions were made in accordance with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other auditing procedures as we con-
sidered necessary in the circumstances.

In our opinion, such financial statements present fairly the financial position of Crazy Eddie, Inc.
and subsidiaries at March 3, 1985 and May 31, 1984, and the results of their operations and the
changes in their financial position for the nine months ended March 3, 1985 and for each of the
two years in the period ended May 31, 1984, in conformity with generally accepted accounting
principles applied on a consistent basis.

KMG MAIN HURDMAN

New York, New York
May 2, 1985
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Consolldated Balance Sheet CRAZY EDDIE, INC. AND SUBSIDIARIE
7 March 3, May 31,
N Ll TRy o — 1985 1984
ASSETS
Curront nasote:
Caah (Inclucing $15,057,276 of cash equivalents at March 3, 1985) $22,272,878 $ 1,375,470
Ruo from Aimarican Express Co. 1,875,366 996,020
Miscallanaous roceivables 864,135 1,607,456
Marchandise Inventories (Note 2) 26,543,159 23,343,346
Trapuld axpannes - 645,146 514,473
Tolal aurront assols 52,200,684 27,836,765
Realriclad oash (Noto 8) 7,058,265 —
Due from affllistos (Note 9) — 5,739,274
Furnllure, [ixlurey, squipment and leasehold improvements at cost, less accumulated depreciation
and amorllzallon of $1,877 560 and $1,475,650 (Notes 2 and 3) 3,696,008 1,844,305
Congiruction i procoss 1,153,887 —_—
1,419,667 1,149,190
$65,528,511 $36,569,534
LIABILITIES AND STOCKHOLDERS' EQUITY
Currant llabllitloa;
Noles payablo---banks and other (Note 7) —_ $ 2,900,000
__Gurront_maturlties of long-term debt (Note 8) $ 422910 124,299
422,910 3,024,299
Acoounla payablo 23,077,449 20,106,058
Unaearmead sarvico contract revenue (Note 2) 1,173,341 763,832
Aceryad expensog:
Ingome 1axen 6,020,462 5,064,698
Salng laxas 1,201,011 424,498
Wagaa and payroll taxes 573,742 258,561
Ponsiain (Nolg 5) 600,000
337,640 30,651
33,406,555 29,972,597
7,625,163 46,402
635,277 326,520
Stockholdera’ aquity (Notes 10 and 11):
Pralarred alook o valug $1.00 per share, authorized 5,000,000 shares, none issued
Common stocle- par value $.01 per share, authorized 15,000,000 shares, outstanding 6,700,000
anct 5,000,000, ranpeclively 67,000 50,000
Additianal paid-dn aapllal 12,365,175 573,506
_Retined eamings 11,420341 5,600,608
o Toll stogkholdara’ oguity 23,861,516 6,224,015
$65,528,511 $36,569,534

The accompanyling nolas arg an intogral parl ol lhese (linancial statements.
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Consolidated Statement of

Operations

CRAZY EDDIE, INC. AND SUBSIDIARIES

Nine months ended March 3, 1985 and years ended May 31, 1984 and May 31, 1983 1985 1984 1983
Net sales $136,319,186 $137,285,317 $111,405,59 |
Cost of goods sold 103,421,097 106,934,607 87,718,556
Gross profit 32,898,089 30,350,710 23,687,035
Selling, general and administrative expense 20,508,309 22,560,042 19,194,216
12,389,780 7,790,668 4,492 819
Interest and other income 1,211,296 705,655 593,565
Interest expense (438,244) (521,607) (449,612)
income before pension contribution and income taxes 13,162,832 7,974,716 4,636,772
Pension contribution (Note 5) 600,000 2,507,095
Income before income taxes 12,562,832 7,974,716 2,129,677
., Income taxes (Note 4) 6,734,000 4,202,000 1,235,000
Net income $ 5,828,832 $ 3,772,716 $ 894,677
N
Net income per share (Note 2) $.96 $.75 $.18
6,053,261 5,000,000 5,000,000

Weighted average number of shares

The accompanying notes are an integral part of these financial statements.

Refer to page 24 for unaudited Financial Statements which have
been restated to correspond to the Company's new fiscal yoar
ended March 3, 1985.
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CRAZY EDDIE, INC. AND SUBSIDIARIES

Additional
Common Paid-in Retained
Nirg Monthe Eided Mareh 3, 1985 and Years Ended May 31, 1984 and 1983 -Stock Capital Earnings Total
Balancy, June 1, 1982 $50,000 $ 573506 $ 1,433,116 $§ 2,056,622
Nel Incomo .. — — 894,677 894,677
Balanoo, May 31, 1983 50,000 573,506 2,327,793 2,951,299
Notl Ineom — — 3,772,716 3,772,716
Effact ol doomad dividend (Note 1) — — (500,000) (600,000)
Balance, May 31, 1984 50,000 573,506 5:600,509 6,224,015
Nol incomo — — 5,828,832 5,828,832
Issuancy ol 1,700,000 shares and warrants (net of issuance costs) 17,000 11,791,669 — 11,808,669
Balaneg, Margh 4, 1985 $67,000  $12,365,175 $11,429,341 $23,861,516

The ascompatiying nolog are an integral part of these financial statements.
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Nine months ended March 3, 1985 and years ended May 31, 1984 and 1983 1985 1984 1989
Working capital provided from:
Net income $ 5,828,832 $3,772,716 $ 894,677
Add charges not affecting working capital:
Depreciation and amortization 417,215 410,385 327,492
Loss on disposal of furniture, fixtures, equipment and leasehold improvements 8,273 28,751
Working capital provided from operations 6,254,320 4,211,852 1,222,169
Issuance of common stock and warrants, less issuance costs of $1,866,331 11,808,669 ‘
Increase in long-term debt 8,236,481
Reduction in advances to affiliates 7,139,885 4,639,130 1,347,838
Increase in unearned service contract revenue 308,757 96,497 64,986
Insurance proceeds 14,243
Total working capital provided 33,748,112 8,961,722 2,634,993
Working capital used for:
Increase in restricted cash 7,058,265
Acquisition of furniture, fixtures, equipment and leasehold improvements 2,277,191 470,348 492,355
Advances and sales to affiliates, net 1,400,611 7,493,839 3,069,879
Construction in process 1,153,887
Reduction in long-term debt 657,720 23,827 36,673
Increase in other assets 270,477 103,665 117,963
Deemed dividend 500,000 .
Total working capital used 12,818,151 8,591,679 3,716,870
Increase (decrease) in working capital $20,929,961 $ 370,043 ($1,081,877)
Changes in working capltal conslsted of:
Increase (decrease) in current assets:
Cash $20,897,408 ($ 974,270) (% 733,99%)
Due from American Express Co. 879,346 161,642 180,018
Miscellaneous receivables (743,321) 1,240,846 (850,589)
Merchandise inventories 3,199,813 8,038,638 2,747,740
Prepaid expenses 130,673 420,085 (75,16%)
24,363,919 8,886,941 1,268,000
Increase (decrease) in current liabllities:
Loans payable—officers and other (1,967,946) 1,967,944
Notes payable and current maturities of long-term debt (2,601,389) 2,894,783 (4,909,672}
Accounts payable 2,971,391 6,108,105 3,191,680
Unearned service contract revenue 409,509 114,208 69,6749
Accrued expenses 2,654,447 1,367,748 2,030,244
3,433,958 8,516,898 2,349,082
Increase (decrease) in working capital $20,929,961 $ 370,043 ($1,081,87/)

The accompanying notes are an integral part of these financial statements.
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Notes to Consolidated Financial Statements

1-——Reorgantzation

In Decambar 1983, the stockholders of Crazy Eddie,
Inc., & Now York corporation, contributed all of the out-
standing shares of common stock of Crazy Eddie, Inc.
to a nawly organized Delaware corporation in exchange
for 6,000 shares of Its common stock. During Septem-
bar 1884, the Now York corporation was merged into
the new Lalaware corporation (the "Company”). In con-
naction with the merger, the Company declared a stock
dividantd ol 999 shares of common stock for each of
the 6,000 sharos of common stock outstanding, which
increasec the number of outstanding shares of common
stock o 5,000,000 shares. During September 1984, the
Company #sold lo the public 1,700,000 shares of com-
mon stock (Including 300,000 shares pursuant to an
over-allolment oplion granted to the underwriters) at a
prica ol $8 por ghare.

In Septombor 1984, the Cornpany contributed an invest-
mont In an oll and gas limited partnership (the “Partner-
ship”) with a net carrying value of $140,000 at May 31,
1984, logelhar with note obligations of $1,125,000 and
cash of approximately $500,000 (which amount repre-
santad the ostimated discounted present value of such
nola obllgatlons), to a newly formed subsidiary of the
Company, C.E. MHoldings, Inc. (“Newco"), the stock of
which was thon transferred to Eddie Antar and Sam
Antar. Tha cash transfer of approximately $500,000 has
been accounled for as a deemed dividend in the
accompanyling consolidated financial statements. n
additlon, the Company will recognize taxable income of
approximately $626,000 (which represents the excess of
tho $1,126,000 face amount of the note obligation over
tho $500,000 cash transfer) in connection with such
contribution wnd bolleves that the tax payable with
rospaal lo auch taxable income will approximate
$200,000, Sueh amount has been provided for in the
accompanylng financlal statements. The Company has
beon adviaad Lthal the Partnership is currently under
audit by the Internal Revenue Service and, in the event
thal any of thy tax deductions previously taken by the

Company with respect to its investment in the Partner-
ship are disallowed on audit, the Company believes that
the maximum tax liability resulting from such disallow-
ance would be approximately $550,000 plus interest.
Newco has indemnified the Company against any tax
liability (including deficiencies, interest and penalties)
that may be assessed against the Company in connec-
tion with any such disallowance, and Eddie Antar and
Sam Antar have guaranteed the performance of
Newco's indemnification obligation.

In addition, also during September 1984, the Company
transferred to Eddie Antar and Sam Antar another oil
and gas investment in consideration of the payment by
them to the Company of $5,000, which amount repre-
sented the estimated current value of such investment
as determined by an independent appraisal. Eddie
Antar and Sam Antar have indemnified the Company
with respect to any liabilities in connection with this
investment, other than with respect to the deduction of
approximately $270,000 (which amount represents the
Company's allocable share of the losses generated by
this investment) taken by the Company during the year
ended May 31, 1982 in respect of such investment. The
Company believes that it has adequately provided
against the possibility of such deduction being dis-
allowed, and does not believe that it nhow has, or that it
may incur in the future, any other liabilities in con-
nection with this investment. Py

The foregoing transactions have been accounted for in
a manner similar to a pooling of interests pursuant to
Accounting Principles Board Opinion No. 16. Accord-
ingly, the financial statements for all periods presented
have been restated to retroactively reflect the reorgani-
zation and stock dividend.
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2—Summary of Significant Accounting Policles

Change In Fiscal Year End

The Company has changed its fiscal year end from
May 31 to a 52-53 week convention ending the first
Sunday in March, effective March 3, 1985,

Principles of Consolldation

The consolidated financial statements include the
accounts of the Company and all of its subsidiaries
(collectively referred to as Crazy Eddie, Inc. or the
Company), each of which is wholly owned.

Inventories

Merchandise inventories are stated at the lower of cost,
using the first-in, first-out (FIFO) method, or market. Pur-
chase discounts and trade allowances are recognized
when received.

In accordance with industry practice, a substantial por-
tion of the merchandise inventory has been purchased
from suppliers under credit terms which grant the credi-
tor a security interest in the inventory through the use
of trust receipts.

Furniture, Fixtures, Equipment and

Leasehold Improvements

Furniture, fixtures, equipment and leasehold improve-
ments are carried at cost. Depreciation and amortization
are computed using the straight-line method. When
assets are retired or otherwise disposed of, the cost
and related accumulated depreciation and amortization
are removed from the accounts and any resulting gain
or loss is reflected in income for the period. The cost of
maintenance and repairs is charged to income as
incurred; significant renewals and betterments are
capitalized.

Unearned Service Contract Revenue

Payments received from customers for service contracts
are deferred and amortized into income over the terms
of the respective contracts, which generally do not
exceed five years. Service costs relating to the service
contracts are charged to operations as incurred.

Income Taxes

The Company files a consoclidated federal income tax
return with its wholly owned subsidiaries. Deferred
income taxes are provided to reflect the tax effect of
timing differences between financial and tax reporting.
income tax expense for the period prior to the reorgani-
zation discussed in Note 1 has been computed as if

the group being reported upon filed a separate return.
Investment tax credits are accounted for as a reduction
of income tax expense in the year in which such cred-
its are allowable for income tax purposes.

Penslons

The Company funds currently the costs of its noncon-
tributory pension plans, which cover eligible employees.
Pre-Opening Costs ,

Costs incurred in connection with the opening of new
stores are expensed as incurred.

Earnings per Share

Earnings per share is computed based on the weighted
average number of common shares outstanding.

3—Furnlture, Fixtures, Equipment and

Leasehold Improvements
The components of furniture, fixtures, equipment and
leasehold improvements and their estimated useful lives
were as follows at the dates indicated:

March Mag Depreciable
3, 1985 31, 1984 ives
Land $ 714,823 —
Qffice, warehouse
and other equipment 1,431,315 $1,063,057 3-10 years
Furniture and fixtures 759,305 659,702 5-10 years
Leasehold improve-
ments 2,668,125 1,597,196 Terms of lease
5,573,568 3,319,956 ®
Less accumulated
depreciation and
amortization 1,877,560 1,475,650
$3,696,008 $1,844,305

4—Taxes
Income tax expense consists of:

Nlngnl\gggths Year Ended May 31,
March 3, 1983 1984 1983
Current:
Federal $5,555,000 $3,287,000 $ 802,000
State and local 1,635,000 915,000 433,000
Deferred (456,000} —
$6,734,000 $4,202,000 $1,235,000
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Reconcliiations between actual tax expense and the
amount computed by applying the statutory U.S. federal
income tax rale to income taxes are as follows;

Erane Months., Year Ended May 31,
1985 1984 1983
% of % of % of
Amount Pre-Tax Earnings Amount Pre-Tax Earnings Amount Pre-Tax Earnings

Compulod expected tax expense $5,778,903 46.0 % $3,668,500 46.0 % $979,651 46.0 %
State and locul laxes, net of federal income
tax benotit 882,900 7.0 494,100 6.2 233,820 11.0
Investment ang job tax credits (75,000) (.6) (15,000) (.2) (11,000) (.5)
Olficers’ lifa Ingurance expense 126,605 1.0 86,480 1.0 105,800 5.
Charitabla contributions (21,739) (1) (11,080) (1) (79,956) (3.8)
Other 42,331 3 (21,000) (.3) 6,685 3

$6,734,000 53.6 % $4,202,000 52.6 % $1,235,000 58.0 %

The federal income tax returns of the Company for
each of the last four fiscal years have not been
examined by the Internal Revenue Service. In the opin-
ion of management, the results of any examination will
not have a material impact on the financial statements.

5-Penslon Plans

The Company maintained a money purchase pension
plan covering substantially all employees. Pursuant to
the plan, the Company contributed a specified percent-
age (25%) of covered compensation to the plan for eli-
gible employees (as defined in the plan). On May 17,
1984, the Board of Directors adopted a resolution termi-
nating the money purchase pension plan effective May
31, 1984. Such termination resulted in all participants
becoming fully vested in their account balances to the
extent the contributions made to their accounts did not
excead the maximum amount allowable under the plan.
The Board of Directors also authorized the adoption of
a new profit sharing plan effective June 1, 1984. Pursu-
ant to the profit sharing plan, the Company will make
annual contributions, out of its current or accumulated
earnings or profits, up to a maximum of 15% of cov-
ered compensation, as defined in such plan, of all
employees who meet certain eligibility requirements. In
addition, the Company has a defined benefit pension
plan covering certain eligible employees (as defined in

the plan).

The Company was not required to make any contribu-
tion to the money purchase pension plan for the fiscal
year ended May 31, 1984 because required contribu-
tions were offset by employee forfeitures in the amount
of approximately $2,000,000 which occurred during the
years 1980 through 1983. As a result of the funding
status of the defined benefit pension plan, the Company
was not required to make any pension contribution to
that plan for the fiscal year ended May 31, 1984.
Accordingly, no provision for pension expense has been
made in the accompanying financial statements for the
year ended May 31, 1984. Profit sharing expense for
the nine months ended March 3, 1985 amounted” to
$600,000.

The aggregate pension expense for each plan was as
follows for the periods indicated below:

Nine
Months
Ej‘;:gﬁ Year Ended May 31,
3, 1985 1984 1983
Profit sharing plan $600,000
Money purchase pen-
sion plan $2,243,521
Defined benefit pension
plan 263,574
$600,000 $ — $2,507,095
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6—Leases and Other Commitments

Rent expense (including amounts paid in respect of
maintenance, real estate taxes and other charges) for
the nine months ended March 3, 1985 amounted to
$1,652,000 and for the years ended May 31, 1984 and
1983 amounted to $1,857,000 and $1,501,000,
respectively.

At March 3, 1985, the Company was obligated under
leases with initial terms of more than one year covering
certain real property. The aggregate minimum fixed
rentals required under these leases (exclusive of
renewal options) are approximately as follows:

Year Ending Aggregate Minimum
March 3, Rental Commitment
1986 $ 3,040,000
1987 3,049,000
1988 3,016,000
1989 2,848,000
1990 2,683,000
Thereafter through 2000 16,858,000

$31,494,000

Rent expense included $132,000 for the nine months
ended March 3, 1985 and $363,000 and $132,000 for
the years ended May 31, 1984 and 1983, respectively,
for rentals paid to corporations controlled by, Eddie
Antar and Sam Antar or a corporation wholly owned by
them.

Pursuant to certain license agreements, the Company
subleases the record departments at all of its store
locations to a corporation (Benel Distributors, Ltd.)
wholly owned by Ben Kuszer, the brother-in-law of
Eddie Antar, and Mr. Kuszer's wife (see Note 9). Other
income includes $382,000 for the nine months ended
March 3, 1985 and $347,000 and $318,000 for the
years ended May 31, 1984 and 1983, respectively, in
connection with these agreements.

During 1984, the Company entered into a lease agree-
ment with Eddie Antar and Sam Antar for a new ware-
house and corporate office location in Brooklyn, New
York, owned by the Messrs. Antar. The Company
incurred additional expenses in connection with such
facility in the amount of approximately $145,000. The
agreement was terminated February 20, 1984 when the
Company decided to relocate its corporate office and
warehouse to New Jersey.

7—Notes Payable—Banks and Other
Notes payable—banks and other consist of:

May 31,
1984
Extebank, due June 25, 1984, with interest at 12% $2,400,000
Note payable resulting from desmed dividend
described in Note 1 500,000
$2,900,000

8—Long-Term Debt
Long-term debt consists of the following:
March 3, May 31,

1985 1984
Series A Economic Development Bonds,
payable in quarterly installments of
$51,667 beginning January 1, 1986(a) $6,200,000
Series B Economic Development Bonds,
payable in monthly installments of
$19,048 beginning August 1, 1985(a) 1,600,000
Other 248,073  $170,701
8,048,073 170,701
Less current maturities of long-term debt 422,910 124,299

$7,625,163 § 46,402

(a) On April 11, 1984, the Company entered into agree-
ments to purchase approximately 11 acres of land
in Edison, New Jersey and to have a builder con-
struct the Company's new corporate headguarters
on such land. The agreements were conditione8,
among other things, upon the Company receiving
from the New Jersey Econgmic Development Authaor-
ity (the “Authority") approval for the issuance of
economic development bonds to finance such
acquisition and construction as well as certain
related costs.

On December 21, 1984, the Company borrowed
from the Authority the aggregate amount of
$7,800,000 in order to finance the acquisition or
construction of the land, the new facility and certain
related machinery and equipment. The proceeds for
such loan were provided pursuant to the issuance
by the Authority of $6,200,000 aggregate principal
amount of its Series A Economic Development
Bonds (Crazy Eddie, Inc.—1984 Project) (the
“Series A Bonds") and $1,600,000 aggregate princl:
pal amount of its Series B Economic Developmant
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Bonds (Crazy Eddie, Inc.—1984 Project) (the
“Series I3 Bonds” and, together with the Series A
Bonds, the “Bonds”). Pursuant to a loan agreement
betwoan the Authority and the Company, the Com-
pany I8 obligated to make principal and interest
paymenls In respect of the loan in amounts suffi-
cient to pay the amounts of principal and interest
clue from lime to time on the Bonds. The Bonds
baar Intorest at a rate equal to 75% of the rate of
interosl announced from time to time by Midlantic
National Bank as its prime rate, but such rate may
In no avant exceed 14% or be less than 714% per
annum. Interest on the Bonds is payable monthly

beglnning January 1, 1985.

As socurlly for repayment of the Bonds and the per-
formance by the Company of its obligations under
the loan agresment with the Authority, the Company
hasg granted to the Authority a first mortgage lien on
the now facllity and a security interest in, among
other things, all leases that are entered into by the
Company with any tenant of the facility (including all
rents payable to the Company thereunder).

Reslrlctod cash at March 3, 1985 represents monies
resarvod for the construction of the new corporate

warahouse,

Aggragale annual maturities of the long-term debt out-
standing at March 3, 1985 for each of the next five fis-

cal years are as follows:

Yoai’Ehdinu ' Aggregate Annual
_Margh 3, r\?aturity
1900 $422,910
1967 455,866
1984 455,866
1909 443,819
1900 435,238
9—Related Party Transactions
Due from afflllates consists of:
May 31,
. 1984
Captain Video Enterprigses, Inc. (a) $1,824,943
Benel PDistributors, Ltd, (b) 2,690,612
Educators Inlornational, Inc. and the University of St.
Lucla 8chool of Madicine, Ltd. (c) 977,578
Shoe Time, tne. () 129,801
S & M Digcount Conter, Inc. (e) 60,360
Acousti-phase, Inc. (1) 155,980
$5,739,274

(a)

()

Eddie Antar owns 50% of the outstanding common
stock of Captain Video Enterprises, Inc. ("Captain
Video"), a retailer of home entertainment and con-
sumer electronic products doing business in south-
east Florida. For the years ended May 31, 1984
and 1983, the Company sold $39,651 and $318,318
of merchandise to Captain Video. In addition, dur-
ing the years ended May 31, 1984 and 1983, the
Company advanced Captain Video $2,286,620 and
$19,044, respectively. Also, during the year ended
May 31, 1984, Captain Video repaid $1,586,354 to
the Company. Eddie Antar has repaid all amounts
owed by Captain Video to the Company. On May
30, 1985, Stereo Village Inc. announced that it
intends to acquire Captain Video as of June 30,
1985.

Benel! Distributors, Ltd. (“Benel”) sells pre-recorded
audio and video cassettes and records at certain of
the Company's store locations pursuant to various
license agreements. In addition, the Company
purchases, on behalf of Benel, cassette tapes
which Benel sells or rents at its locations. For the
years ended May 31, 1984 and 1983, the Company
received $347,000 and $318,000 pursuant to such
license agreements. In addition, the Company had
sales of cassette tapes to Benel of $3,271,611 and
$2,131,506 for the years ended May 31, 1984 and
1983, respectively. In addition, the Company &
advanced Benel $200,000 and $100,000 during the
years ended May 31, 1984 and 1983, respectively.
The Company terminated its sales to Benel on May
31, 1984, and will not make any further loans to or
guarantee any loans for Benel. Benel has repaid
the $2,590,612 for which it was indebted to the
Company at May 31, 1984,

Eddie Antar is a minority shareholder of the Univer-
sity of St. Lucia School of Medicine, Ltd. (the “Uni-
versity"), a corporation chartered under the laws of
St. Lucia which operated a medical school on the
island of St. Lucia. Educators International, Inc.
("EIl"), a New York corporation, all of whose stock
is owned by Ben Kuszer, brother-in-law of Eddie
Antar, was employed to provide recruiting and other
services to the University. The medical school has
discontinued its operations and is no longer an
ongoing concern. For the year ended May 31,

1983, the Company advanced Ell $147,445 for
working capital. During the year ended May 31,
1984, the Company advanced Ell and the University
an additional $1,219,256 for working capital and



G

CRAZY EDDIE, INC. AND SUBSIDIANI

was repaid $389,123. The amounts advanced to Ell
and the University which were outstanding at May
31, 1984 have been repaid by Eddie Antar.

(d) Sam Antar owns 50% of the outstanding stock of

- Shoe Time, Inc. During the year ended May 31,
1984, the Company advanced Shoe Time, Inc.
$129,801. The Company guaranteed the repayment
of a loan made to Shoe Time, Inc. by Bank Leumi
Lelsrael of which $455,556 was outstanding at May
31, 1984, and has been released from this obliga-
tion. All amounts owed by Shoe Time, Inc. to the
Company have been repaid by Sam Antar.

(e) S & M Discount Center, Inc., which is 50% owned
by Sam Antar, operates two retail stores in New
Jersey that sell home entertainment and consumer
electronic products. All amounts owed by S & M
Discount, Inc. to the Company have been repaid by
Sam Antar.

(f) Eddie Antar owns 51% of the outstanding common
stock of Acousti-phase, Inc., a manufacturer of
stereo speakers. For the years ended May 31, 1984
and 1983, the Company purchased $358,000 and
$370,000 of merchandise from Acousti-phase, Inc.
The amount due at May 31, 1984 represents
advances made to Acousti-phase, Inc. for working
capital. All amounts owed by Acousti-phase, Inc. to
the Company have been repaid by Eddie Antar.

An aggregate of $186,450 owed by Eddie Antar and
Sam Antar to the Company was offset against compen-
sation paid to such persons for fiscal 1984. At May 31,
1984, Eddie Antar and Sam Antar were indebted to the
Company in the amount of $50,000 and, in May 1984,
the Company provided a loan of $237,500 to

Mr. Solomon E. Antar, Secretary and General Counsel
of the Company. These amounts have been repaid.

10—Stock Option Plan

On August 28, 1984, the Company adopted the Crazy
Eddie, Inc. 1984 Stock Option Plan which provides for
the issuance of nonqualified and incentive stock
options. The Company has reserved 250,000 shares of
common stock for issue to key employees under the

plan.

Changes in the shares authorized, granted and availa-
ble under the Stock Option Plan are as follows:

Number of Shares

Availablo

Authorized  Granted for Granl

Balance, August 28, 1984 250,000 250,000
Granted 132,100  (132,100)
Balance, March 3, 1985 250,000 132,100 117,900

The exercise price of any incentive stock option shall
not be less than the fair market value of the shares
subject to the option on the date of grant. The exerciso
price of any nonqualified stock option shall not be less
than 85% of the fair market value of the shares subjec!
to the option on the date of grant. The term of each
option and the manner in which it may be exercised
will be determined by a Committee of the Board of
Directors, subject to the requirement that no option may
be exercisable more than 10 years after the date of
grant.

During the period ended March 3, 1985, 132,100 non-
qualified options were granted at $8.29 per share which
expire September 21, 1994,

11—Stockholders’ Equity

On September 20, 1984, the Company issued 1,706,000
shares of common stock in connection with its initial
public offering.

On March 20, 1985, the Company issued an additional
200,000 shares of common stock to the public.

In addition, in connection with the initial public offering,
the managing underwriter purchased warrants to
acquire an aggregate of 75,000 shares of common
stock at a price of $9.60 per share for $1.00 each. Tho
warrants become exercisable on September 20, 1985
and expire on September 20, 1989.

12—Reclassifications

Certain items appearing in the 1984 and 1983 financial
statements have been reclassified to correspond with
the 1985 presentation. The reclassifications primarily
relate to the presentation of cash surrender value loans
and unearned service contract revenue. There was no
effect on net income or stockholders’ equity as a resull
of these reclassifications.
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The followings summarizes the operating results of the
Company, reslaled to correspond on a comparative
basle to ho Company's new fiscal year ended March 3,
19885:

3/3/85

2/29/84 2/28/83

(In thousands)

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current llabllities:
Notes payable—banks and

other $ 1,180
Current maturities of long-term :
debt $ 423 53 § 132
Consolldated Balance Sheet (unaudited) 423 1233 132
Loans payable—officers and
B 3/3/85 2/29/84 2/28/83 other — 2509 2528
- In th d Accounts payable 23,077 18,184 13,741
. (In thousands) Unearned service contract
ASSETS revenue 1,173 708 593
Current nagots: Accrued expenses 8,734 5775 4,344
Cash (inclucing $15,057 of .
cash oquivalents at March 3, Total current liabilities 33,407 28,409 21,338
1985) $22273 § 908 $ 1,332 Long-term debt, less current
Dua (rom Amarican Express maturities 7,625 60 269
Co. 1,876 1,058 635 Unearned service contract
Miscallanoous receivables 864 1,349 822 revenue 635 303 254
Merchfil,ndlse inventories 26,543 21,964 18,062 Commitments and contingencies
Prapald oxponses 645 315 269 Stockholders’ equity:
Tolal current assets 52,201 25594 21,120 Preferred stock—par value
Restriclad cash 7,058 $1.00 per share; authorized
Duo from affilialos 5661 1,141 . 5,000 shares, none 'Ssue‘; 1
Furniture, lixtures, equipment and ommon stock—par value $.0 ’
leasahold Improvements at cost, Sﬁ;rzgaf&tstlgr?girfge% ;86000
loss accumulaled depreciation ' e
and amorlization of $1,877, 5,000 and 5,000 respectively 67 50 50
$1,366 and $695 3696 1,788 1,713 Additional paid-in capital 12,365 574 574
Construetion In process 1,154 Retained earnings 11,429 5062 2610
Olhor_assolg 1,419 1415 1,121 Total stockholders' equity 23,861 5,686 3,234
$65,528 $34,458 $25,095 $65,5628 $34,458 $25,095
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tinolidotod Statement of Operations (unaudited) Consolldated Statement of Changes
e In Financlal Position (unaudited)

Twelve Months Ended
March February  February 3/3/85 2/29/84 2/28/83

3,1985 29, 1984 28, 1983 (In thousands)
(In thousaNdSaggept per share Working caplital provided from:
$187,147  $134,347  $106,095 Net income $ 6,367 $ 2952 $811

i 50ld 127,619 105313 83,327 Add charges not affecting
e working capital;

Il 39,528 29,034 22,768 Depreciation and
anarul anc is- izati
”;:{1'(‘3' and adminis 26,431 22,056 18,652 amortlza‘tlon . 532 471 367
e e Loss on disposal of furniture,
13,097 6,978 4,116 fixtures, equipment and
: 1,418 692 671 leasehold improvements 37
anoo (572) (461) (602) Working capital provided

alare ponslon contri- from operations 6,936 3,423 1,178
il }nyomo laxes 13,943 7,209 4,185 lssuance of common stock

iribation 600 627 2,419 and warrants, less

wlorg Income taxes 13,343 6,582 1,766 issuance costs of $1,866 11,808 — —_—

6,976 3,630 955 Increase in long-term debt 8,236 — 156
$ 6367 $ 2952 $ 811 Reduction in advances to
] affiliates 8,562 4,375 1,967
o Increase in unearned service
10 por shara o108 5% 16 contract revenue 332 49 60
il avarnco number of Insurance proceeds 14 — —
5,796 5,000 5,000 Total working capital
provided 35,888 7,847 3,361
Working capltal used for:
Increase in restricted cash 7,058 — —
Acquisition of furniture, fixtures, £2
equipment and leasehold
improvements 2,491 546 431
Advances and sales to
affiliates, net 2,901 8,805 2,036
Construction in process 1,154 — —
Reduction in long-term debt 671 209 —
Increase in other assets 4 294 284
Deemed dividend — 500 —

Total working capital used 14,279 10,444 2,751

Increase (decrease) in working
capital $21,609 ($ 2,597) $610

(table continued on next page)
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In Financial Position (continued)

3/3/85 2/29/84 2/28/83
(In thousands)

Changies In working capital
conslastod of:
Incraase (docrease) in current

assoels:
Cash $21,365 $ (424) ($387)
Due from American Express

Co. 818 423 306
Miscollansons rocoivables (485) 527 (364)
Merchandibo invontories 4,579 3,902 4,851
Propald oxponsoes 330 46 82

26,607 4,474 4,488

Increaso (docroase) In current
ltabllitios:
l.oansg payable--officers and
othor (2,509) (19) 2,528
Notes payable and current
maturitles of long-term

debl (810) 1,101 (4,914)
Accounls payable 4.893 4,443 4,997
Uneamad service contract

revonue 465 115 139
Accrued expenses 2,959 1431 1,128

4,998 7,071 3,878

Increase (decraase) in working

capital $21,609 ($ 2,597) $610

14—AQuarterly Financlal Data (Unaudited)
A

R
Quarter

First Second Third Total

(In Thousands, Except per Share Amounts)
Nine Months
Ended March
3, 1985
Net sales $32,344 $38,684 $65,291 $136,319
Gross profit $ 7519 $ 8,817 $16,562 $ 32,898
Net income $ 1,141 $ 1,380 $ 3,308 $ 5,829
Net income per
share* $ 23¢% 21 8% 49 $ .96

Quarter
First Second Third  Fourth Total

Year Ended
May
31, 1984

(In Thousands, Except per Share Amounts)

Net sales

$27,510 $30,699 $48,248 $30,828 $137,285

Gross profit

$ 6326 $ 6,752 $10,642 $ 6,631 $ 30,351

Net income

$ 884 % 479 $ 1872 $§ 538 $ 3,773

Net income per
share

$ 178 10¢% 378 A1 $ @75

*Due to weighting and rounding, the sum of the earnings per share for
the quarters will not equal the total.




Store Locations

ook Prices

FFrism completion of the Company's initial public offer-
ifig In Soplember 1984, the Common Stock of the
{:impinly was traded in the over-the-counter market
¥ NASDAQ under the symbol CRZY. Effective Febru-
niy 12, 1985, Crazy Eddie was included in the NAS-
[PAL) Nallonal Market System. Prices shown prior to
lale are bid prices; after February 12, high and

High Low

$10% $ 8%
11% 8%

Quarlor, .. ... $21% $10%
ingd Quarter (through May 28)........ 27 19%

if May 17, 1985, there were 387 holders of record
Coammon Stock, excluding holders whose stock
1 I nominee or street name by brokers.

ompany has never declared or paid any cash
landg on Its Common Stock. The present policy of
Hourd of Directors is to retain earnings in order to
funds for the expansion and development of
yripany's business. Accordingly, the Company

I anticipate paying any cash dividends to the
i of the Common Stock in the foreseeable

Gross Space

Sellin
Year Approx. Approx.

Opened (sqtgalpopfoetg (sqtsar%pfeeﬁ
405 Ave. of the Americas
New York, New York 1975 7,111 1,870
300 East Fordham Road
Bronx, New York 1976 13,650 5,900
2067 Coney Island Avenue
Brooklyn, New York 1977 16,000 6,864
809 Route 17
Paramus, New Jersey 1977 13,735 5,779
269 Route 18
East Brunswick, New Jersey 1978 27,913 8,423
2155 Route 22 West
Union, New Jersey 1979 8,400 4,400
393 North Central Avenue
Hartsdale, New York 1979 15,658 6,692
401 Old Country Road
Carle Place, New York 1980 20,231 7,871
212 East 57th Street
New York, New York 1981 12,208 5,316
426 Westport Avenue
Norwalk, Connecticut 1983 10,000 3,959
Route 46 West
and Riverview Drive
Totowa, New Jersey 1983 7,140 3,871
1010 Smithtown Bypass
Nesconset, New York 1984 9,992 4,398
350 Jericho Turnpike
Syosset, New York 1984 12,500 _,,,3,607
165 East 86th Street
New York, New York 1984 9,870 2,650
30 Jensen Street
Fords, New Jersey 1984 8,576 2,920
1000 Sunrise Highway
Massapequa, New York 1985 9,800 3,240
175 Rockland Center
Nanuet, New York 1985 12,600 4,950
89-22 Queens Boulevard
Elmhurst, New York 1985 9,631 3,032
449 West Mount Pleasant
Avenue
Livingston, New Jersey* 1985 7,750 2,616
116 Boston Post Road
Orange, Connecticut* 1985 7,097 3,566
150 Broadway
New York, New York* 1985 12,150 4,625
Carter Drive
Edison, New Jersey* 1985 — —

* New Store Openings
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Offlcers

Eddie Antar
Chairman of the Board
President, Chief Executive Officer

Sam Antar
Executive Vice President

Mitchell Antar

Executive Vice President
Marketing

David Pardo

Executive Vice President
Purchasing

Mort Gindi

Vice President
Operations

David V. Panoff
Vice President
Consumer Service Operations

Eddy Antar
Treasurer

Sam E. Antar, CPA
Controller

Solomon E. Antar
Secretary and General Counsel

Progressing Smoothly

Board of Dlrectors
Eddie Antar

Chairman of the Board
President, Chief Executive Officer

Sam Antar
Executive Vice President

Mitchell Antar
Executive Vice President
Marketing

Eddy Antar
Treasurer

James H. Scott, Jr.*
Professor of Finance
Columbia University
Graduate School of Business

Carl G. Zimel*

Senior Vice President
Midland Bank and Trust Co.
Paramus, New Jersey

* Audit Committee

Work is progressing smoothly on the $7.8 million new corporate headquarters and central ware-
house and distribution center at Edison in Middlesex County, New Jersey, to be occupied later
this year. The new facility, which is being constructed on a 10.6 acre site, with easy access
from the New Jersey Turnpike and Route 1, 27 and 287, will replace outmoded quarters in
Brooklyn, NY.

The new facility will have approximately 210,000 square feet of space of which 110,000 square
feet will house the Company’s new executive office, a new retail store, a Central Service Center
and a warehouse distribution center designed to support anticipated growth of up to 50 stores.

Crazy Eddie plans to lease the remaining 100,000 square feet to Benel Distributors, Inc., which
sells pre-recorded audio and video cassettes and records in leased departments in the chain’s
stores, and to other parties on a short-term basis. Sublease income; savings in payroll and
trucking costs; improved materials handling procedures, and anticipated reductions in state and
city taxes are expected to more than offset the financing and operating costs of the new

facility.
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