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Lotter To Shareholders

PRODUCT SALES BY CATEGORY

Television and
Video 52%

Audio and
Audio
Systems 15%

Portable and
Personal
Electronics
— 12%

Games and

Computers
N po,

Accessories,
Tapes, and
Misc. 8%

Car Stereo
5%

Dear Shareholder:

The fiscal year ended March 2, 1986—
our first full year as a publicly-owned
Company—was a very good year for
Crazy Eddie, Inc. We are particularly
proud that it was our 17th consecutive
year of record sales and net income.

Net income for the fiscal year increased
108% to $13,244,000, equal to 96 cents
per share, on net sales of $262,268,000,
an increase of 56.9% over the prior
year. This compares to net income of
$6,367,000, or 55 cents per share, on
net sales of $167147,000 for the twelve
months ended March 3, 1985. Earnings
per share, after giving effect to a 100%
stock dividend declared in July 1985,
rose 75% over the comparable period
of the prior year. Comparable or “same
store” Crazy Eddie store sales for the
1986 fiscal year rose 17%.

The year was an exciting, fast-paced,
meaningful one for Crazy Eddie; eight
new stores were added during the
year, bringing the total number of
stores in operation at year-end to 23,
and eleven new leases have been
signed for future stores.

During the year, Crazy Eddie reinforced
its position as one of the leading con-
sumer electronics and home entertain-
ment retailers in the tri-state New York
metropolitan area. Sales per square
foot of selling spece rose 22% to
$2,903 during the year compared to
$2,368 reported a year ago. Gross
profit per square foot increased 32% to

$753 versus $569 reported a year ago.
Average sales per store rose 10% to
$13,305,000 compared to $12,081,000
for the prior year.

We believe that the sales per square
foot of selling space and the gross
profit per square foot are among the
highest in retailing. This is a record that
Crazy Eddie is very proud to have
achieved in what is considered to be
the most competitive marketplace

in the U.S.

Without a doubt, our most valuable
asset is the strong consumer franchise
we have been able to build with the
greater metropolitan New York con-
sumer. Crazy Eddie has invested over
$50 million in advertising—TV, radio
and print—over the past decade and
has built a unique “share of mind” in
the New York marketplace in consumer
electronics.

Crazy Eddie is in the HOME ENTER-
TAINMENT business. The Company
traces its origins back to the audio
business on Kings Highway in Brook-
lyn, but it was among the first majgr
consumer electronics retailers to diver-
sify broadly into home entertainment.
Today's diverse product line also
includes personal electronics, car
stereo, home computers, telephones,
microwave ovens, air conditioners,
electric fans, humidifiers and other
small home appliances.



Crazy Eddie’s success is based upon:

® A wide selection of quality, brand-
name products.

Superior selling and merchandising
techniques.

An aggressive, discounted pricing
policy.

A comprehensive customer service
policy.

These policies spell out CUSTOMER

SATISFACTION which is the ultimate

driving force behind the success of the

Crazy Eddie business.

During the year, Crazy Eddie continued
to follow a disciplined, carefully-meas-
ured expansion program in the New
York metropolitan area. But the current
plan also calls for reaching out towards
northern Connecticut and southern
New Jersey as well. There is growing
evidence of consumer acceptance of
the Crazy Eddie “name,” which augurs
well for continuing additional growth
outside of New York as well.

We plan to occupy our new 210,000
sqguare foot corporate headquarters
and central warehouse in Edison, New
Jersey early this summer, and plan to
hold our Annual Meeting of Sharehold-
ers there on Tuesday, July 22. The move
to Edison should go smoothly because
during the past year the Company’s
rapid growth necessitated a temporary
shift out of its distribution center in
Brooklyn to South Plainfield, NJ, only
ten minutes away from Edison. This
major move from three scattered ware-
house locations in Brooklyn took place
over a single weekend with no disrup-
tion in daily store deliveries. Careful
planning for the new warehouse gives
us confidence that the move to Edison
will take place with similar success.

The new corporate facility at Edison
will not only bring together for the first
time all the varied staff and line func-
tions under one roof, but it should also
significantly improve productivity. In
addition to the 150,000 square feet of
warehouse space originally planned
for Edison, the Company also plans to
lease 120,000 square feet of additional
warehouse space only minutes away
from Edison to further its distribution
capability, and to support planned
additional expansion.

Fiscal 1986 was an important year for
Crazy Eddie in still another important
respect. We continued our record of
having the highest sales per employee
and the highest sales per salesperson
among all the publicly-owned con-
sumer electronics companies. That's
the real “bottom line” of the Crazy
Eddie business—unparalleled produc-
tivity—which comes from working as a
team, part of the unique Crazy Eddie
“culture” that sets the Company and its
employees apart from the competition.

I would like to thank all of our dedicated
employees, our vendors, and share-
holders for their confidence and sup-
port during the year.

Sincerely,

2

Eddie Antar
Chairman, President
and Chief Executive Officer

June 2, 1986

SALES PER SALESPERSON (Fiscal 1986)

$572,638

Average of eleven
other publicly-
owned consumer
electronics retailers*

Crazy Eddie, Inc.

SALES PER EMPLOYEE (Fiscal 1986)

$168,553
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$149,956

Average of eleven
other publicly-
owned consumer
electronics retailers*

Crazy Eddie, Inc.

* Audio/Video Affiliates, Inc.

Highland Superstores, Inc.
Luskin's, Inc.

Newmark & Lewis, Inc.

Stereo Village, Inc.

wall lo Wall Sound & Video, Inc.

Best Buy Company, Inc
Circuit Cily Stores, Inc.
The Federaled Group, Inc.
Fretter, Inc.

Good Guys, Inc.



Over the years, those living in and
around New York City have become
obsessed with the ability to buy the
newest products first, at the lowest
price. It is part of the “New York experi-
ence” and just as easily acquired by a
young college graduate from Long
Island or a similarly career-inspired
transplant from Great Falls, Montana.
This frenetic shopping and buying
activity is fueled by low-price advertis-
ing from small, independent retailers
willing to operate at a lower margin of
profit than is normally acceptable. Con-
sumers are therefore conditioned to
“shop price.” Tourists from all over the
world today buy televisions, VCRs,
stereos and other gear in New York,
and lug them home. The city’s mer-
chants have convinced millions of peo-
ple outside of the market that New York
offers the closest-to-wholesale prices
available on factory-fresh goods.

So, Crazy Eddie has no "largest com-
petitor.” The competitors are every-
where. Yet the Company has differen-
tiated itself from the pack by becoming
part of the New York genre—part of
the local color and vernacular. Today,
few New Yorkers indeed cannot dis-
cuss electronics without thinking of
Crazy Eddie.

This universal appeal has been
achieved through the investment of
more than $50 million over the past
decade in a steady continuous adver-
tising blitz in local TV, radio and now
newspaper advertising. Market share
is the campaign’s driving thrust as
Crazy Eddie steadily paves the way for
continued long-term growth.

Crazy Eddie was one of the first elec-
tronics retailers in America to advertise
on both television and radio. At the
heart of the campaign is the Crazy
Eddie “pitchman,” Jerry Carroll, who
stars in television and radio spots that
emphasize Crazy Eddie as the one

and only source for the widest selection
of consumer electronics at market-
leading prices. If you're in New York,
you can't escape the ubiquitous Car-
roll. He's there when the radio alarm
goes off in the morning, on the car
stereo, the radio at the office, and
shouting at you on television at night.
Seven days a week, 365 days a year.
There's simply no getting away from
Jerry Carrolll

Arecent study by a leading New York
advertising agency commissioned by
a leading consumer products company
looking for a spokesman in New York,
found that Carroll has achieved practi-
cally 100 percent recognition among
New York-area consumers for the Crazy
Eddie brand name. About 95 percent
of consumers react positively to Carroll,
according to the ad agency's research.

As new stores are opened, the corpo-
rate advertising umbrella, held firmly
by Carroll, is opened a little wider.
There’s no telling how far this umbrella
could expand, but new media are
added as the chain expands—with the
same results.

The success of the Crazy Eddie adver-
tising and promotional formula is a
prime reason why the people of the
“Big Apple” wait in line at store open-
ings. Why they put on their free T-shirts,
and blow up their balloons.

And why they buy at Crazy Eddie—
“shop around, get the lowest sale
prices you can find, then bring those
prices to Crazy Eddie and we'll beat
them. Our prices are insane.”



Financial Statements

) (In Thousands, Except per Share Data)
Year Nine Months

Selected Financial Data

Ended Ended Year ended May 31,
March 2, March 3, .
1986 1985 1984 1983 1982
Net Vs;ales : $262,268 $136,319  $137,285 $111,406 $ 98,225
Cost of goods sold . 194,371 103,421 106,934 87,719 76,754
Gross profit =~ - ) 67,897 32,898 30,351 - 23,687 21,471
Selling, 'general and administrative expense 42,975 20,508 22,560 19,194 18,061
Other.income - 3,210 1,211 706 - 594 748
Interest.expense : 820 438 522 450 754
Income before pensron contrrbutron and income taxes 27,312 13,163 7,975 4,637 3,404
Pension contribution _ 800 600 2,507 2,377
Income taxes L ) T _ 13,268 6,734 4,202 1,235 555
Net income $13244 $ 589 §$ 3773 $ 895 § 472
Werghted average number of shares 13,832 12,106 10,000 10,000 - 10,000 .

Net income - per share - $ 96 % 48 $ 37 % 09  § .05

Cash drvrdends declared per share . - , $ - 8 - $ -~ 8 = % =

Working capital (deflcrency) MR C ' $ 29,810 $ 18794 (3 2.136) ($ '2.506) ($ 1,424)
Total-assets” 1 ' $126,950 $ 65528 $ 36,560  § 24,707  $ 21434
Long-term debt - - $ 7701 $ 7625 $ 46 $ 70 $ 106
Stockholders’ equity $ 42621 $ 2381 $ 6224 § 2951 $ 2,057




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 Company's
Consolidated Statement of Operations bear to net sales:

Income and Expense ltems
as a Percentage of Net Sales

Nine Months
Year ended ended Year ended
March 2, 1986 March 3, 1985 May 31, 1984
Cost of goods sold 74,1 75.9 77.9
Selling, general and
administrative expense 16.4 15.0 16.4
Interest expense : 3 3 4
Income before pension
contribution and income taxes 10.4 9.7 5.8
Pension contribution 3 4
Income taxes 5.0 4.9 34
Net income 5.0 4.3 ’ 2.7 .
RESULTS OF OPERATIONS

Twelve months ended March 2, 1986
Compared to twelve months ended March 3, 1985

Net sales for the year ended March 2, 1986 were $262.3
million; representing an increase of $951 million or 56.9%
over the comparable period ended March 3, 1985. Of this
increase, $78.6 million resulted from the effect of additional
stores in operation during the year ended March 2, 1986.
Salég'to affiliates decreased $1.9 million during the year
ended March 2, 1986. The balance of the increase ($18.4
million) resulted from increased sales at the stores that
were open throughout both periods. Comparable store
sales for the 1986 fiscal year rose 17% over the prior year.
Sales per square foot rose 22% during 1986 from $2,368 to
$2,903 per square foot, while average sales per store rose
10% to $13.3 million compared to $12.0 million during the
twelve months ended March 3, 1985.

roﬂt (net sales less cost of goods sold) increased
nillion for the year ended March 2, 1986, as com-
pare, WIth the twelve months ended March 3, 1985. This
increase was primarily due to the increase in sales dis-
cussed above. Gross profit as a percentage of sales
approximated 25.9% for the year ended March 2, 1986 as
compared to 23.6% for the twelve months ended March 3,
1985. The additional working capital generated from opera-
tions and public offerings of the Company’s common stock

has enabled the Company to negotiate improved buying
terms with many of the Company’s vendors. In addition, the
increase in sales of service contracts increased gross profit
by approximately 1.0%.

Selling, general and administrative expenses increased by
$16.5 million during the year ended March 2, 1986, which -
increase principally reflects the costs of operating the eight
new stores opened. The increase in the percentage of
selling, general and administrative expenses to sales
during the year ended March 2, 1986 (16.4% compared to
15.8% during the twelve months ended March 3, 1985)
primarily resulted from the Company authorizing bonuses,
writing off the cost of its existing computer system in light of
the Company'’s planned installation of a new computer
system, and writing off-pre-opening costs on all new stores
as incurred.

The effective tax rate for the year ended March 2, 1986
approximated 50.0% compared to 52.3% for the twelve
months ended March 3, 1985. The reduction in the effective
rate resulted from tax benefits in connection with the

‘exercise of nonqualified stock options for which deferred

taxes were not provided at the time the options were
granted, and the reversal of tax reserves established prior
to the Company's initial public offering, which are no longer
required, in connection with various tax shelters.

Nine months ended March 3, 1985 Compared to n'yle
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
281%, over the comparable period ended February 29,
1984. Of this increase, $19.3 million resulted from the
inclusion for nine months ended March 3, 1985 of net sales
attributable to new stores and relocated stores not open 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, 1985
compared to the comparable period ended February 29,
1984. Gross profit as a percentage of net sales approxi-
mated 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 February 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 months
ended February 29, 1984. See Note 5 of Notes to Consoli-
dated 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 Note 4 of Notes to
Consolidated Financial Statements for an analysis of
income tax expense. .

Liquidity and Capital Resources

During the fiscal year ended March 2, 1986, the Company
generated $14.8 million in working capital from operations.
During the nine months ended March 3, 1985 and the year
ended May 31, 1984, $6.2 million and $4.2 million, respec-
tively, in working capital was generated from operations.
At March 2, 1986 and March 3, 1985, the Company had
working capital of $29.8 million and $18.8 million, respec-
tively. At May 31, 1984, the Company had a working capital
deficiency of $2.1 million.

During the period ended March 3, 1985 (prior to the Stock
Dividend), the Company raised approximately $11.8 million
from its initial public offering of 1.7 miilion shares (3.4 million
shares after giving retroactive effect to the Stock Dividend)
of Common-Stock completed in September 1984. On

March 20, 1985, the Company sold to the public an
additional 200,000 shares (400,000 shares after giving
retroactive effect to the Stock Dividend) which raised
approximately $3.9 million.

Subsequent to March 2, 1986, the Company sold to the pub-

lic 1,495,000 shares of common stock, which raised approxi-
mately $37.0 million. Proceeds from the Company’s public

offerings have been, and will continue to be, used for gen-
eral corporate purposes including, but not limited to, open-
ing new stores, financing the renovation and remodeling of
existing stores and providing general working capital. In
addition, a portion of such proceeds, together with other
working capital. In addition, a portion of such proceeds,
together with other working capital of the Company, may be
used to finance the acquisition of related businesses if the
Company identifies suitable prospects. There are no agree-
ments or understandings, and the Company is not involved
in any discussion or negotiations, with respect to any such
acquisition. Any additional funds necessary for expansion
or acquisitions may be obtained through bank borrowings,
internal sources or additional debt or equity offerings.

On December 21, 1984, the Company obtained a $7.8 mil-
lion loan from the New Jersey Economic Development
Authority, the proceeds of which have been used to finance
the construction of the Company’s new headquarters facility
in Edison, New Jersey. The loan bears interest at a rate
equal to 75% of the prime rate of a commerical bank, sub-
ject to maximum and minimum interest rates per annum of

14% and 7'2%, respectively, and is repayable in varymg
installments through 2015.

In past years, the Company's capital expenditures, incurred
principally in connection with the opening of new stores,
were financed almostly entirely out of internally generated
funds and the proceeds of the Company's public offerings.
The Company intends to continue to use internally §ener-
ated funds, together with a portion of the proceeds from the
public offerings, to finance its expansion plans. Since
March 2, 1986, the Company has opened two new stores in
the Borough of Manhattan in New York City. The Company’s
current expansion plans include the opening of seven
stores during the remainder of the 1987 fiscal year and four
additional stores before the end of calendar 1987, as well as
a twelfth new store at the Company’s new headquarters
facility in Edison, New Jersey, expected to open by the end
of 1986.

Impact of Inflation

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



IMain Hurdman

" Certified Public Accountants

The Bd’ard of Directors
Craz' Eddie lnc

farch 3, 1985 and the year ended May 31, 1984. Our examinations, were made |n accordance
ra_lly accepted audltlng standards and, accordmgly, included such tests of the accounting

subsi X
their al posmon for the year ended March 2 1986, the nine months ended March 3, 1985 and the
yea

May 31 1984 in conformity W|th generally accepted accounting principles applied on a
consn__ent basis. .

KMG MAIN HURDMAN

New York New York
May1 1986



Consolidated Balance Sheet

March 2, . Margh 3 lj o
1986 1985*

(In Thousands)

ASSETS

Current assets: -
Cash $ 13,296 $ 7,216
Short-term investments 26,840 15,057
Due from American Express Co. 2,246 1,875
Merchandise inventories 59,864 26,543
Prepaid expenses and other current assets 2,363 1,510
" Total current assets 104,609 52,201:%

Restricted cash 3,356 7,058

Property, plant and equipment, less accumulated deprematlon and amortization of 7,172 3,696

$2,922,000 and $1,877, 000

Constructlon in process 6,253 1,154

Other assets 5,560 1,419

$126,950 $65,528

LIABILITIES AND STOCK 'ﬁS,’ ‘EQ’UITY.

‘Current liabilities: : ‘ AR
Current maturities of Iong -term debt $ 2,254 $ 423
Accounts payable 51,723 23,078
Unearned service contract revenue 3,696 1,173
Accrued liabilities:

Income taxes 11,071 6,020
Compensation and payroll taxes 2,296 574
Sales tax payable 2,035 1,201
Pension 800 S 600
Other 924 338

Total current liabilities 74,799 33,407

Long-term debt, less current maturities 7,701 7,625

Unearned service contract revenue 1,829 635

Commitments and contingencies - -

Stockholders’ equity:

Preferred stock—par value $1.00 per share; authorized 5,000,000 shares, none issued
Common stock—par value $.01 per share; authorized 50,000,000 shares, outstanding 14,005,421 and 140 134

13,400,000 shares, respectively

Additional paid-in capital 17,808 12,298
Retained earnings 24,673 11,429
Total stockholders' equity 42,621 23,861
$126,950 ~ $65,628
]

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



Consolldated Statement of Operations

1986

1985

1984

Yoar ended March 2, 1986, nine months ended March 3, 1985 and year ended May 31, 1984

(In Thousands, Except Per Share

- Amounts)
Net sales $262,268 $136,319 $137,285
Cost of goods sold 194,371 103,421 106,934
Gross profit 67,807 32,898 30,351
Selling, general and administrative expense 42,975 20,508 22,560
co 24,922 12,390 7,791
Other-income 3,210 1,211 706
Interest expense (820) (438) (522)
- Income before pension contribution and income taxes 27,312 13,163 7,975
Pension contribution 800 600
Income before income taxes 26,5612 12,563 7,975
income taxes 13,268 6,734 4,202
_Netincome $13244 $ 5829 $ 3,773
Ear per sharée : ] $.96 $.48 $.37
Woeighted average numbet of shares outstanding 13,832 12,106 10,000
: . e 4 —

The acéorhbahying notes aré an integral part of these financial statements.



|‘

Consolldated Statement of Changes
in Stockholders’ Equity

3

Year ended March 2, 1986, nine months ended March 3, 1985
and year ended-May 31, 1984

Common Stock

Additional
Number of Paid-in Retained
Shares Par Value Capital Earnings Total
(In Thousands)
Balance, June 1, 1983 5,000 $ 50 $ 574 $2327 $ 2951
Net income 3,773 3,773
Effect of deemed dividend (500) (500)
Stock split effected in the form of a dividend 5,000 50 (50)

Balance, May 31, 1984 10,000 100 524 5,600 6,224
Net income 5,829 5,829
Issuance of 3,400,000 shares (net -of issuance costs) 3,400 34 11,774 11,808

Balance, March 3, 1985, as restated 13,400 134 12,298 11,429 23,861
Net income 13,244 13,244
Issuance of 605,421 shares (net of-issuance costs

and credit of approximately $725,000) 605 6 5,510 5,516

Balance March 2, 1986 14,005 $140 $17,808 $24,673  $42,621

The accompanymg notes are an |ntegral part of these financial statements.



Consolidated Statement of Changes

in Financial Position

Year ended March 2, 1986, nine months ended March 3, 1985 and year ended May 31, 1984 1986 1985 1984
' (in Thousands)
Working capltal provided from:
Net income $13,244 $ 5,829 $3,773
Add charges not affecting working capital:
) ,Depreciation and amortization 1,044 417 410
. Loss on disposal of equipment 506 8 29
Working capital provided from operations 14,794 6,254 4,212
Reduction in advances to affiliates 7,140 4,639
V_jlné’frease in unearned service contract revenue 1,194 309 97
_Issuance of common stock—net 5,516 11,809
"‘Decrease in restricted cash 3,702
“Instirance proceeds 14
-licrease in long-term debt 700 8,236
- Total working capital provided 25,906 33,748 8,962
Working capital used for:
*“|Acrease in restricted cash 7,058
Deemed dividend (Note 1) 500
Advances and sales to affiliates, net 1,401 7,494
Reduction in long-term debt 624 658 24
Acaquisition of property, plant and equipment 4,986 2,277 470
Construction in process 5,099 1,154
Increase in other assets 4,181 270 104
Total working capital used 14,890 12,818 8,592
_Increase in working capital $11,016 $20,930 $_370
Changes in working capital consisted of:
Increase (decrease) in current assets:
Cash $ 6,080 $ 5,840 ($ 974)
Short-term investments 11,783 15,057
Due from American Express Co. n 879 162
Merchandise inventories 33,321 3,200 8,039
Prepaid expenses and other current assets 853 (612) 1,660
52,408 24,364 8,887
Increase (decrease) in current liabilities:
l.oans payable—officers and other (1,968)
Current maturities of long-term debt 1,831 (2,601) 2,895
Accounts payable 28,645 2,971 6,108
Unearned service contract revenue 2,523 410 114
Accrued liabilities 8,393 2,654 1,368
41,392 3,434 8,517
Increase in working capital $11,016 $20,930 $ 370

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



Notes to Consolidated
Financial Statements

(Tables Included in the Accompanying Footnotes
are in Thousands Except for Per Share Data)

1—Reorganization

in December 1983, the stockholders of Crazy Eddie, Inc.,
a New York corporation, contributed all of the outstanding
shares of common stock of Crazy Eddie, Inc. to a newly
organized Delaware corporation in exchange for 5,000
shares of its common stock. During September 1984, the
New York corporation was merged into the new Delaware
corporation (the “Company”). In connection with the
merger, the Company declared a stock dividend of 999
shares of common stock for each of the 5,000 shares of
common stock outstanding, which increased the number
of outstanding shares of common stock to 5,000,000
shares. During September 1984, the Company sold to the
. public 1,700,000 shares of common stock (including -
300,000 shares pursuant to an over-allotment option-
granted to the underwriters) at a price of $8 per share.

In September 1984, the Company contributed an invest-
ment in an oil and gas limited partnership (the “Partner-
ship”) with a net carrying value of $140,000 at May 31,
1984, together with note obligations of $1,125,000 and.
cash of-approximately $500,000 (which amount represent-
ed the estimated discounted present value of such note
obligations), to a newly formed subsidiary of the Com-
pany, C.E. Holdings, Inc. (“Newco"), the stock of which
was then transferred to Eddie Antar and Sam Antar. The
cash transfer of approximately $500,000 has been
accounted for as a deemed dividend in the accompany-
ing consolidated financial statements. In addition, the
Company will recognize taxable income of approximately
$625,000 (which répresents the excess of the $1,125,000
face amount of the note obligation over the $500,000 cash
transfer) in connection with such contribution and believes
that the tax payable with respect to such taxable income
will approximate $200,000..Such armount has been pro-
vided for in the accompanying financial statements. The
Company has received an assessment notice from the
Internal Revenue Service pursuant to which deficiencies in
the aggregate amount of $461,526 (plus interest) were
assessed against the Company as a result of the disallow-
ance on audit of certain of the tax deductions previously
taken by the Company with respect to its investment in
the Partnership. Newco has indemnified the Company
against such tax liability, and Eddie Antar and Sam Antar
have guaranteed the performance of Newco's indemnifi-
cation obligation.

In addition, also during September 1984, the Company
transferred to Eddie Antar and Sam Antar another oii and
gas investment in consideration of the payment by them
to the Company of $5,000, which amount represented 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 liabili-
ties 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 foregoing transactions have been accounted for in a
manner similar to a pooling of interests pursuant to
Accounting Principles Board Opinion No. 16. Accordingly,
the financial statements for all periods presented have
been restated to retroactively reflect the reorganization,
and stock dividend.

2—Summary of Significant Accounting Policles

Principles of Conso/idation'

The consolidated financial statements include the
accounts of the Company and all of its subsidiaries (col-
lectively referred to as Crazy Eddie, Inc. or the Company),
alt of which are 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 recognlzed
when received.

In accordance with industry practice, a substantial. portlon_ :
of the merchandise inventory has been purchased f m-
suppliers under credit térms which grant the-creditor a--
security interest in the inventory through the use of: tru
receipts. A




Properly, Plant and Equipment

Property, plant and equipment are carried at cost. Depre-
ciation.and amortization are computed using the straight-
line*méthod, based on the estimated useful lives of the
assets. The rates used are as follows:

Bundmg 5%
Furniture and fixtures including capitalized
equipment leases and warehouse equipment 10%—-20%
Automobiles and trucks 33-1/3%
Leasehold improvements Lesser of life of lease or useful
life of improvement

Pensions

The Company funds currently the costs of its noncontribu-
tory pension plans, which cover eligible employees.

Unearned Service Contract Revenue

Payments received from customers for service contracts

are deferred and amortized into income over the terms of
the réspective 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 consolidated federal income tax return
with its subsidiaries.

Investment tax credits are accounted for as a reduction of
income tax expense in the year in which such credits are
allowable for income-tax purposes. Deferred income taxes
are prowded for timing differences between financial and
tax reportlng pnmanly with respect to the reporting of
unearned service contract revenue and deferred compen-
sation’in connection with the granting of nonqualified stock
options. "

Pre- Open/ng Costs

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

Earnings per Share

Earnings per share were computed by dividing net income
by the weighted average number of shares of outstanding
common stock, after giving retroactive effect to the two for
one stock split effected in the form of a dividend approved
by the stockholders on July 16, 1985.

3—Property, Plant and Equipment.
Property, plant and equipment consist of:

March 2,  March 3,

1986 1985

Land $ 925 § 715
Building 765

Office, warehouse and other equipment 2,650 1,431

Furniture and fixtures 1,656 759

4,198 2,668

Leasehold improvements

10,094 5573

Less accumulated depreciation

and amortization 2,922 1,877

$ 7172  $3,696

4—Taxes
Income tax expense consists of:
Nine
Year Months Year
Ended Ended eRded
March 2, March 3, May 31,
1986 1985 1984 -
Current: :
Federal $12,665 $5,555 $3,287
State and local 4,125 1,635 915
Deferred (3,522) (456)
$13,268 $6,734 $4,202




Reconciliations between actual tax expense and the
amount computed by applying the statutory U.S. federal

income tax rate to income taxes are as follows: Year Ended Nine Months Ended Year Ended
: March 2, 1986 March 3, 1985 May 31, 1984
% of % of % of
Pre-Tax Pre-Tax Pre-Tax
Amount Earnings Amount Earnings Amount Eamings
Computed expected tax expense $12,196 46.0% $5,779 46.0% $3,669 46.0%
State and local taxes, net of federal income tax benefit 2,228 8.4 883 7.0 " 494 6.2
Investment and job tax credits (300) (1.2) (75) (.6) (15) (.2
Reversal of tax reserves no longer required (725) (2.7) :
Other (131) (.5) 147 1.2 54 .6
$13,268 50.0% $6,734 53.6% $4,202 52.6%

Deferred income tax expense for 1986 and 1985 results
primarily from timing differences between financial
reporting and tax purposes with respect to unearned
service contract revenue and deferred compensation on
nonqualified stock options.

5—Pension Plans

Prior'to May 31, 1984, the Company maintained a money
purchase pension plan covering substantially all
employees. Pursuant to the plan, the Company contributed
a specified percentage (25%) of covered compensation to
the plan for eligible employees (as defined in the plan) and
a profit sharing plan as described below.

On May 17, 1984, the Board of Dlrectors adopted a
resolution terminating 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 exceed the maximurm amount allowable
under the plan. The Board of Directors also authorized the
adoption of a new profit sharlng plan effective June 1,
1984. Pursuant 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 covered compensation, as defined in ‘such plan, of all
employees who meet certain-eligibility requirements.

The aggregate pension expense for the year ended March
2, 1986 and the nine months ended March 3, 1985 was
$800,000 and $600,000, respectively.

The Company was not required to make a contribution to
the money purchase pension plan for the fiscal year ended
May 31, 1984 because required contributions 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.

6—Leases and Other Commitments

Rent expense (including amounts paid in respect of mainte-
nance, real estate taxes and other charges) for the year
ended March 2, 1986 amounted to $4,554,000; for the nine
months ended March 3, 1985 amounted to $1,652,000, and
for the year ended May 31, 1984 amounted to $1 ,851,000.

At March 2, 1986, the Company was obligated under
leases with initial terms of more than one year covering cer-
tain real property. The aggregate minimum fixed rentals
required under these leases (exclusive of renéwal Options)
are approximately as follows:

Year Ending Aggregate Minimum
March 2, Rental Commitment
1987 5,505 -
1988 5,681
1989 5,686.
1990 5814.
1991 5,685
Thereafter through 2000 50,122
$78,493




Rent expense included $185,000 for the year ended March
2,.1986, $132,000 for the nine months ended March 3,
1985 and $363,000 for the year ended May 31, 1984 for
rentals paid to corporations controlled by Eddie Antar and
Sam Antar or a corporation wholly owned by them.

At March 2,.1986, letters of credit approximating
$4,500,000 were outstanding.

Pursuant to certain license agreements, the Company sub-
leases 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. Other income includes $741,000 for the year
ended March 2, 1986, $382,000 for the nine months ended
March 3, 1985 and $347,000 for the year ended May 31,
1984 in connection with these agreements.

77-4Lkong-Term Debt

Long-term debt cohsists of the following: March 2, March 3,
‘ , o o _ _ _ 1986 1985
Senes A Economic Development Bonds payable in quarterly installments of $51,667 begrnnrng
January 1; 1986 (a) - : . $6,148 $6,200
‘B Economrc Development. Bonds payable in"monthly installments of $19,048 beginning
“August 1, 1985.(a) - 1,448 _ 1,600
payable in connectlon with purchase of lease rights, payable in monthly mstallments of $10, 000
‘reasrng to $6, 500 commencmg December 1, 1985 660
1,699 ' 248
Less current maturities of long-term debt 2,254 423
‘ $7,701 $7.625

(a)-On April 11, 1984, the Company entered into
agreements to purchase approximately 11 acres of
-+ land in Edison, New dJersey and to have-a builder
“"ﬁ'construct the Compariy’s new-corporate headquar-

ters on such-land. The agreements were condi-
ftloned among other things, upon the ‘Company
~_receiving from the New. Jersey Economic Develop-
«;\;;ment Authority (the "Authority”) approval for the
issuance of economic development bonds to
_finance such acquisition and construction as well
in related costs.

Lan ber 21, 1984, the Company borrowed from
the Authonty 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 pro-
vided 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 principal amount of its Series B Economic
Development Bonds (Crazy Eddie, Inc.—1984 Project)

(the "Series B Bonds" and, together with the Series A
Bonds, the "Bonds"). Pursuant to a loan agreement
between the Authority and the Company; the Com-
pany is obligated to make principal and interest p o\‘
ments in respect of the loan in amounts sufficient t
pay the amounts of prlncrpal and mterest due from
time to time on the Bonds. The Bonds bear interest at
a rate equal to 75% of the rate of interest announced
from time to time by Midlantic National Bank as its
prime rate, but such rate may in no event exceed
14% or be less than 7-1/2% per annum. Interest on
the Bonds is payable monthly begrnnrng January 1,
1985. .

As security for repayment of the Bonds and the per-
formance by the Company of its obligations under the
loan agreement with the Authority, the Company has
granted to the Authority a first mortgage lien on the

-new facrhty and a security interest in, among other

things, all leases that are entered into by the Com-
pany with any tenant of the facility (including all rents
payable to the Company thereunder).

Restricted cash represents monies reserved for the
construction of the new corporate warehouse.



Aggregate annual maturities of the long-term debt out-
standing at March 2, 1986 for each of the next five fiscal
years are as follows:

Year Ending Aggregate Annual
March 2, Maturity
1987 $2,254
1988 © 621
1989 o 566
1990 513
1991 513

8—Stock Option Plan

On August 28, 1984, the Company adopted the Crazy
Eddie, Inc. 1984 Stock Option Plan, which provides for the
issuance of nonqualmed and incentive stock options. The
Company has reserved 500,000 shares of common stock
for issuance to key employees under the plan

Changes in the Stock Option Plan were as follows:

Number of Shares

Authorized Granted Available

Balance, August 28, 1984 500 ‘ 500
Granted v ‘ 264 (264)
Balance, March 3, 1985 500 264 236
Granted 211 211)
Exercised 117) (117)
Balance, March 2, 1986 383 358 25

The exercise price of any incentive stock option shall not
be less than the fair market value of the shares subject to
the opt|on on the date of grant. The exercise price of any
nonqualified stock option shall not be less than 85% of the
fair market value of the shares subject 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 Commit-
tee 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 year ended March 2, 1986, 22,000 incentive
stock options were granted at $11.63 per share and
188,750 nonqualified stock options were granted at $9.88
per share. Options subject to either of these grants expire
October 7, 1995. During the period ended March 3, 1985,
264,200 nonqualified options were granted at $8.29 per
share which expire September 21, 1994.

9—Stockholders’ Equity

On September 20, 1984, the Company issued 3,400,000
shares of common stock in connection with its initial public
offering.

On March 20, 1985, the Company issued an additional
400,000 shares of common stock to the public. Subsequent
to March 2, 1986, the Company sold 1,495,000 shares of
common stock (includes over-allotment option) and
received net proceeds of approximately $37,000,000.

In addition, in connection with the initial public offering, the
managing underwriter purchased warrants to acquire an
aggregate of 150,000 shares of common stock at a price of
$4.80 per share for $.50 each. The warrants become exer-
cisable on September 20, 1985 and expire on September
20, 1989. Through May 1, 1986, the underwriters exercised
103,122 shares pursuant to its warrants, of which 88,621
shares were exercised as of March 2, 1986. -

The foregoing information has been adjusted for a 2 for 1
stock split effected in the form of a dividend on July 31
1985.

In connection with the exercise of nonqualified stock
options, $725,000, representing tax benefits realized by the
Company, was credited to additional paid-in capital during
the year ended March 2, 1986.

10—Reclassifications

Certain items appearing in the 1984 financial statements
have been reclassified to correspond with the current
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 result of these reclassi-

fications.



11==fevised Flscal Year Financial
Btgtemonts (Unaudited)

lowing summarizes the operating results of the Com-
restated to correspond on a comparative basis to the
any's new fiscal year:

nsolldated Statement of Operations (Unaudited)

Twelve Months: Ended

March 2, March 3, February 29,

1966 1985 1984

Néytr»sélés $262,268 $167,147 $134,347
Cost of goods sold 194,371 127,619 105,313
Gross profi 67,807 39,528 29,034
Se!!i,rj"g,_ general and administrative expense 42,975 26,431 22,056
24,922 13,097 6,978

Other income 3,210 1,418 692
Interest expense (820) (572) (461)
Inc_dfﬁe‘ before pension c‘ontributic')n and income taxes 27,312 13,943 7,209
Pension contribution 800 600 627
Inbgn'ié before income taxes 26;512 ' 13,343 6,582
Income taxes 13,268 6,976 3,630
Net income $ 13,244 $ 6,367 $ 2952
Net income per share $.96 $.55 $.30
Weig‘hied average number of shares outstanding 13,832 11,592 10,000

¥



Consolidated Statement of Changes In Financlal Poslition (Unaudited)

Twelve Months Ended

March 2, March 3,  February 29,
1986 1985 1984
Working capital provided from:
Net income $13,244 $ 6,367 $ 2,952
Add charges not affecting working capital:
Depreciation and amortization 1,044 532 471
Loss on disposal of equipment 506 37
Working capital provided from operations 14,794 6,936 3,423
Issuance of common stock, less issuance costs 5,516 11,808
Increase in long-term debt 700 8,236
Reduction in advances to affiliates 8,562 4,375
Decrease in restricted cash 3,702
Increase in unearned sejrvice contract revenue 1,194 332 49
Insurance proceeds 7 14
- = Total working capit’al provided 25,906 35,888 7,847
Working capital used for: ’
Increase in restricted cash 7,058
Acquisition of property, plant and equipment 4,986 2,491 546
Advances and sales to affiliates, net 2,901 8,895
Construction in process 5,099 1,154
Reduction in long-term debt 624 671 209
Increase in other assets 4,181 4 294
Deemed dividend 500
Total working capital used 14,890 14,279 10,444
Increase (decrease) in working capital $11,016 $21,609 (3 2,597)
|
Changes in working capital consisted of:
Increase (decrease) in current assets:
Cash and short-term investments $17,863 $21,365 ($ 424)
Due from American Express Co. 3n 818 423
Merchandise inventories 33,321 4,579 3,202
Prepaid expenses 853 (155) 573
52,408 26,607 4,474
Increase (decrease) in current liabilities:.
Loans payable - officers and other (2,509) (19)
Current maturities of long-term debt 1,831 (810) 1,101
Accounts payable 28,645 4,893 4,443
Unearned service contract revenue 2,523 465 115
Accrued expenses 8,393 2,959 1,431
41,392 4,998 7,071
$11,016 $21,609 ($ 2,597)

Increase (decrease) in working capital




12—Quarterly Financlal Data (Unaudited)

Quarter Ended

June 2, September 1, December 1, March 2,
1985 1985 1985 1986 Total
Year ended March 2, 1986:
Net sales $45,843 $52,908 $63,750 $99,767 $262,268
Gross profit 10,361 12,762 15,172 29,602 67,897
Net income 1,141 2,389 2,578 7,136 13,244
Earnings per share (b) $.08 $.17 $.19 $.51 $.96
Quarter Ended
August 31, November 30, March 3,
< 1984 1984 1985 Total
Nine.months ended March 31, 1985 (a):
Net sales $32,344 $38,684 $65,291 $136,319
Gross profit 7,519 8,817 16,562 32,898
Nétincome 1,141 1,380 3,308 5,829
Earnings per share (b) $.11 $.11 $.25 $.48

(a) if'l':ii‘s:‘cal’1985 includes only three quarters because of the change in

fiscal year.

(b) ""Thé sum of the earnings per share for the quarters will not equal the

“4otal because of weighting and rounding.



Consumer Electronics...
Bright, Long-Term Prospects

Power...

The word brings to mind many images.

Among the clearest are electricity and
high technology. In consumer elec-
tronics, power connotes the strong,
constant current running through the
most sophisticated equipment for the
home. It also represents the tremen-
dous marketing activity that's sparked
a worldwide preoccupation with home
entertainment.

Over the past 12 months, consumer
electronics has experienced its great-
est gains in consumer acceptance
ever. There is no other group of prod-
ucts that fulfills the country’s enthu-
siasm for an upgraded lifestyle like
audio/video hardware and software.,

A look at industry statistics shows a
bright future with new products rolling
off production lines around the world.
According to figures from the Elec-
tronics Industry Association (EIA), the
industry’s already phenomenal growth
rate is just a beginning. Over the past
five years, total wholesale shipments
from manufacturers to retailers have
doubled, forecasted to reach $26.1

CONSUMER ELECTRONICS PRODUCTS

Total Factory

Sales in Dollars

(Millions)
1981 oveevororeeeeeeereee, $12,500
1982 Lo 16,700
1983 20,500
1984 23,000
1985 o 24,400
1986 (PrOJ.) oveeririiiiiiee 26,100

Source: Electronics Induslries Association, Washington, D C
June, 1986

billion in 1986 and $277 billion in 1987
The 65-year-old industry last year
captured approximately $35 billion

of America’s discretionary income
spent annually at retail. That figure is
expected to more than double by 1990,
according to a 1985 National Retail
Merchants Association (NRMA) report.
The NRMA puts the industry’s annual
growth rate at about 14 percent, the
largest of any consumer products
sector.

Baby boomers, the prime users of con-
sumer electronics, are now beginning
to turn 40. While they enjoy a high per-
centage of discretionary income, they
are family heads and they seek prime
value for their valued leisure time. Con-
sumer electronics offers this on an
ongoing basis through constantly lower
retail prices on “demand” items. It's
this end-user who's greatly responsible
for the snowballing growth rate in per
capita sales of hame electronics from
$97 in 1980 to a projected $232 in 1990,
as reported by the NRMA.

Statistics indicate what retailers
acknowledge: That the perception of
value by the consumer has never been
greater toward home electronics.
According to the EIA's latest annual
review: “The Consumer Price Index
dramatically shows the remarkable
value offered to the public. Whereas
the index for all products listed in the
Bureau of Labor Statistics’ Consumer
Price Index as of December 31, 1985,
had increased to 322.2 versus 300 in
1983, the index for TV sets actually
declined to 88.6 from 1984's 96.0 while
audio equipment remained unchanged
at 105.2. There is no doubt the mass
consumer market will continue to
remain loyal to these products as long
as such tremendous value exists.

Unabated Growth In Video

Of all product categories, the progress
in video is most impressive. And the
expansion of the video market is
expected to continue unabated. A
recently-released EIA study of video
hardware sales and market trends,
based on a survey of 10,000 house-
holds, puts VCR penetration at 35 per-
cent nationwide. Just as important is
the buoyant consumer attitude: 95
percent of respondents said they would
replace their existing VCR if it failed
“beyond repair,” and therefore, “appear
to regard their VCRs as necessities.”

The biggest video markets are, not
surprisingly, in the Northeast, where 18
percent of U.S. citizens reside and
where 17 percent of the househholds
have VCRs, according to EIA findings.
Which households are the most likely
to buy? Those with annual income of at
least $25,000 and two or more family
members; the affluent city dweller, the
suburbanite—the prime customers of
leading consumer electronics retail
chains. ,

TOTAL VIDEOCASSETTE RECQRDERS
: Totai Sales Total Factory Average
To Dealers Sales in Value

in Units Dollars  (Dollars
(Thousands) (Millions) per unit)

1981 .oovvin.. 1,361 $1,127  $828
1982 ..o, 2,035 1,303 640
1983 oo, 4,001 2162 528
1984 ..oovo.... 7,616 3585 471
1985 ..o, 11,853 4738 400
1986 (proj.) ... 13,200 5330 404
1987 (est.) ... 14,000 5840 417

Source: Electronics Industries Association, Washington, D.C
June, 1986



Industry analysts perceive the VCR as
presently in its growth phase. Accord-
ing to arecent Wilkofsky Gruen Associ-
ates study, the majority of sales today
are to first-time owners, and annual
shipments will range between 12 and
16 million units through 1989. Then, like
a rocket, the study outlines the booster
phase, with sales to previous owners
overtaking sales to first-timers, and the
percentage of multi-VCR households
hitting 40 percent by 1995. All forecasts
point tothe VCR growing at a faster
rate than the color television business
over the next ten years, whereas VCR
sales have mirrored color TV in year-to-
year sales increases during its first
decade in the market. While VCR decks
will continue to become more afforda-
ble, there will remain higher-ticket pros-
pects in the camcorder arena as new,
feature-laden products redefine the
role of making motion pictures at home.,
As baby boomers enter their prime
earning years, births will continue to
rise at levels rivaling the 1950s. What a
market for camcorders!

Nationally, some 37 percent of house-
holds plan to buy VCRs this year. This
includes 41 percent of nonowners and
32 percent of current owners, revealing
a significant market ready for a second
unit. The multi-TV family is now becom-
ing the multi-VCR family. Already, 11
percent of owner households have two
units. And of those planning a new
purchase, 27 percent want upgrade
models commanding higher retail
prices. Amazingly, such responses are

gleaned from a national VCR commu-
nity where 93 percent of VCRs bought
five years ago are still in operation!

The VCR revolution has spurred sales
of high-end color television sets as
well. Television sales to dealers
climbed nearly 1 million units to just
short of 17 million in 1985, says the EIA,
which projects sales up 173 million
sets this and 175 million next year. The
rise in projection televison sales was
also dramatic, to 266,000 units in 1985
from 195,000 the previous year. 1986
projection TV sales are estimated at
320,000 units with 360,000 units fore-
cast for '87 Taking into account that
projection sets commonly sell for over
$2,500 retail, the growing tendency
toward replacing existing sets with
better and more expensive models

is clear.

Color TV with built-in stereo capability
(MTS) is another bright spot. Sales in
‘85 grew to 1.5 million units, up from
240,000 in 1984. 1986 projected sales
total 3 million units and 5 million units
the following year.

COLORTELEVISION RECEIVERS
(VExc!. Erqje_gfgign Television) -

Total Sales Total Factory Average

To Dealers Sales in Value

in Units Dollars  (Dollars

(Thousands) (Millions) per unit)

1981 ... 11,157  $4,349  $390
1982 ............ 11,366 4,253 374
1983 ............ 13,986 5,002 358
1984 ............ 16,083 5,638 343
1985 ............ 16,996 5,662 327
1986 (proj.) .. 17,300 5,625 325
1987 (est.) .... 17,500 5,690 325

Source: Electronics Industries Association, Washington, D.C.
June, 1986

The growth of related video industries
such as blank tape, prerecorded video
movies for rental and sale, as well as
accessories, are snowballing right
along with the hardware growth. An
especially cash-rich category is pre-
recorded video, where leading industry
trade publications foresee a 29 percent
jump in national revenue to $1.5 billion
in 1986, and a 62 percent jump in
movies for sale to $650 million this year.
That's a 134 percent leap in for-sale
titles. Specialty chains, with their ability
to plant the seed in more consumers
buying hardware, are regarded by
manufacturers of related video prod-
ucts as the most likely to capture the
blooming aftermarkets. These same
retailers can take advantage of unique,
cross-merchandising opportunities
between video hardware and software.



Audio On The Move

From such phenomenal numbers, one
might conclude that consumers are
interested primarily in video. On the
contrary: They're buying across the
entire spectrum of consumer elec-
tronics categories. Examples are found
in home audio, where just as the VCR
has catapulted total video sales, the,
compact disc player is spurring the
high fidelity business into a new era of
growth. Sales of CD players, including
the breakthrough portable models,
skyrocketed to nearly 1 million players
in 1985, an increase of over 700,000
units from 1984 and far above industry
projections, according to the EIA. For
several months last year, supply was
way below retail demand. Today, with
name brand CD players selling as low
as $120 from market-leading retailers,
adequate supply and rapid sell-
through are moving hand in hand. EIA
predicts sales of 1.8 million compact
disc players this year and another 28%
gain in units to 2.3 million in '87

TOTAL AUDIO COMPACT & COMPONENT
SYSTEMS

Total Sales Total Factory Average

To Dealers Sales in Value

in Units Dollars (Dollars

... (Thousands) _ (Milions) per unif

] ... 2,882 $ 720  $250
2,640 573 217

3,058 630 206

3,167 976 303

4,866 1,372 288

1986 (proj.) ... 5,200 1,595 307
1987 (est.) .... 5400 1,680 310

Source: Electronics Industries Association, Washington, D.C.
June, 1986

Compact discs (software) are stocked
in the record and tape sections of those
specialty retail chains riding the crest
of this newest wave. As in video, it is
the chainstore dealers making a strong
statement in both hardware and
software that's profiting the most from
the CD experience. Disc prices were
edging down in 1985 with the low end
commonly at $11.99 and the high over
$15 although a continuing shortage of
disc titles is currently reflected in some-
what higher retall prices. Disc sales
doubled last year to over 10 million
units. Over 6,000 music titles are cur-
rently available in the compact disc
format. Many new titles are being
released simultaneously on compact
disc, conventional vinyl disc and
casselte tape.

The digital age is also bringing a
renewed interest in more powerful,
replacement audio components. Sales
of home audio are gradually rising, and
mass market suppliers, like no time
since the audio boom of the 1970s, are
presently introducing new lines starring
individual amplifiers, tuners, receivers
and speaker systems all benefitting
from technological advances. Retailers
who can merchandise a full comple-
ment of audio components around CD
players can cash in on the surge in
upgrading.

In addition, the integration of compact
disc players into one-brand audio rack
systems has boosted profitability in

that high-ticket, high-volume category.

Rack systems where amplifier, broad-
cast tuner, turntable, cassette deck
and speakers are grouped together in
a piece of knockdown furniture repre-
sented an expanded market last year.
Unit sales reached 2.3 million units, up
from 1.5 million in 1984. The EIA pre-
dicts sales of these units to reach 2.7
million this year, and 2.8 million the
following year. Many of these systems
are selling at over $750 retail, thanks to
the recent introduction of CD and
infrared remote control. Remotes are a
recent and important development,
furthering the appeal of systems
among average customers looking for
convenience and a wide variety of per-
formance and programming features.

Into The Future

In Japan, where the bulk of quality con-
sumer electronics products are manu-
factured, manufacturers are already
planning for the products and services
their companies will be making and
marketing in the 1990’s. The early part
of the year 2,000 is also already worked

into their corporate schedules. It's just
2

COMPACTDISC PLAYER»S’ ) S
‘ Total Sales Total Factory Average
To Dealers Salesin Value
in Units Dollars (Dollars
V(Thousandks) N ‘(Mill_iong)‘_ per un{t)
1983 ............ 35 $ 15 $429
1984 ............ 208 68 329
1985 ... 966 217 225
1986 (proj.) ... 1,800 360 200
1987 (est.) .... 2,300 435 190

Source: Electronics Industries Association, Washington, D.C
Jung, 1986



another example that the business of
merchandising home entertainment
will continue as the leading leisure time
industry.

The products of this industry of the
future, however, are seemingly just
around the corner. By the end of this
year, digital audio tape (DAT) players
will be coming to market from several
audio manufacturers. DAT will enable
consumers to record music from digital
audio discs digitally onto a new tape
format. Gone is the process of convert-
ing the digital signal to analog during
the playback cycle on a conventional
cassette deck. Enter the purest, most
true-to-life sound imaginable, rivaling
that previously attained only in the pro-
fessional recording studio and repre-
senting one of the most significant
breakthroughs in audio since Edison’s
1877 discovery of phonograph
technology.

Another emerging sector is the inter-
active home security system, already
available from a few suppliers and
enabling consumers to monitor and
control household appliances and
electronics, climate, lighting, smoke/
fire and security systems. It's no coingi-
dence that such computerized sys-
tems, beautiful in their simplicity,
remind one of McLuhan'’s “Global
Village.” What the author foretold
decades ago is beginning to come
around as reality.

That's but a glimpse of the future mass
market. For now, retailers are more
than content with concentrating on
today's mass market, located in urban
centers near monied suburbs. Living
here is the typical profile, everyday
electronics user. This individual has
integrated electronics into his or her
everyday routine: Morning news from
the kitchen television; music on the
drive to work from the custom car
stereo; the walkabout radio for the jog
around the park at lunchtime and the
videocassette rental for the movie of
one’s choice on the VCR in the evening.
Part of a two-income family, the con-
sumer electronics enthusiast is inter-
ested in scheduling entertainment to fit
an active lifestyle.

It all adds up to one, inescapable con-
clusion: Consumer electronics retailers
located in urban and suburban markets
are in the right place at the right time to
profit from ever-growing interest in
home entertainment, as exhibited by
the most affluent consumers.

ESTIMATED HOUSEHOLD PENETRATION
BY PRODUCT CATEGORY
(As of January, 1986) 7
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Source: Electronics Industries Association, Washington, D.C.
June, 1986



Store Locations

Approximate

Gross Selling
Year Space Space
Opened (sq. ft.) (sq. ft.)
405 Ave. of the Americas
New York, New York 10011 1975 7,111 1,870
300 East Fordham Road'
Bronx, New York 10458 1976 13,650 5,900
2067 Coney Island Avenue
Brooklyn, New York 11229 1977 16,000 6,864
809 Route 17
Paramus, New Jersey 07652 1977 13,735 5,779
269 Route 18
East Brunswick, New Jersey 08816 1978 27,913 8,423
2155 Route 22 West
Union, New Jersey 07083 1979 8,400 4,400
393 North Central Avenue
Hartsdale, New York 10530 1979 15,658 6,692
401 Old Country Road
Carle Place, New York 11514 1980 20,231 7,871
212 East 57th Street
New York, New York 10022 1981 12,208 5,316
420-440 Westport Avenue
Norwalk, Connecticut 06851 1983 5,398 3,493
Route 46 West
(& Riverside Drive)
Totowa, New Jersey 07512 1983 7,140 3,871
350 Jericho Turnpike
Syosset, New York 11791 1984 12,500 3,607
165 East 86th Street
New York, New York 10028 1984 9,870 2,650
1010 Smithtown Bypass
Nesconset, New York 11767 1984 9,992 4,398
770 Route 1
(30 Jensen Street)
Woodbridge, New Jersey 07095 1984 8,576 2,920

Approximate

Gross Selling
Year Space Space
Opened (sq.ft.) (sq. ft.)
89-22 Queens Boulevard
Elmhurst, New York 11373 1985 9,531 3,032
176 Rockland Center
(Route 59)
Nanuet, New York 10954 1985 12,046 4,950
1000 Sunrise Highway
Massapequa, New York 11758 1985 9,800 3,240
449 West Mount Pleasant Avenue
Livingston, New Jersey 07039 1985 7,750 2,616
116 Boston Post Road
Orange, Connecticut 06477 1985 7,097 3,566
25 West 45th Street
New York, New York 10036 1985 5,700 1,955
150 Broadway
New York, New York 10038 1985 12,150 4,625
37-08 Main Street
Flushing, New York 11354 1985 16,000 3,500
999 Third Avenue?
New York, New York 10022 1986 5,560 1,691
2186 Broadway?
New York, New York 10024 1986 13,650 3,672
Total 287,656 106,801

(1) Closed April 27, 1986
(2) Opened April 1, 1986
(3) Opened May 22, 1986

Edison, NJ
Princeton, NJ
Toms River, NJ
Eatontown, NJ
Stamford, CT

Farmington, CT
(West Hartford)

Future Stores

Pleasantville, NJ
(Atlantic City)

Staten Island, NY
Poughkeepsie, NY
Valley Stream, NY
Hamden, CT
Cherry Hill, NJ
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From completion of the Company’s initial
public offering in September 1984, the
Common Stock of the Company was
traded in the over-the-counter market by
NASDAQ under the symbol CRZY. Effec-
tive February 12, 1985, Crazy Eddie was
included in the NASDAQ National Market
System. Prices shown prior to that date
are bid prices; after February 12, 1985,
high and low prices are shown.

As of May 28, 1986, there were 725 hold-
ers of record of the Common Stock,

excluding holders whose stock is held
in nominee or street name by brokers.

The Company has never declared or paid
any cash dividends on its Common Stock.
The present policy of the Board of Directors
is to retain earnings in order to provide
funds for the expansion and development
of the Company'’s business. Accordingly,
the Company does not anticipate paying
any cash dividends to the holders of the
Common Stock in the foreseeable future.
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