THE CRAZY EDDIE, INC.,

FRAUD

The defense used by the auditor was the difficulty of uncovering the well-conceived fraud. The parties involved in or who knew of the fraud included the acting controller, the director of internal auditing, and the director of accounts payable. One example of fraud was the shipment of inventory from store to store immediately before the auditor arrived to count the inventory. Another was the destruction of documentation to conceal inventory shortages at various locations. The auditor argued that it is almost impossible to uncover fraud when there is extensive collusion. The suit against the CPA firm and other defendants was settled out of court in 1993.  Sources: Adapted from 1. Michael C. Knapp, Contemporary Auditing: Issues and Cases, 4th edition.  West Publishing, 2001, pp. 71–81. 2. Joseph T.Wells, “Crazy Eddie and the $120 Million Ripoff,” Journal of Accountancy (October 2000), pp. 93–95.  By 1970, Crazy Eddie, Inc., a consumer electronics retail company, had 43 consumer sales outlets, sales of $350 million, reported net income before taxes of $21 million, and a market value of more than $500

million. Consumer electronics is a highly cyclical and competitive industry, with significant client business risk. Crazy Eddie seemed to be bucking industry trends by growing as other electronics retailers were struggling, but it was an illusion. By the end of 1989, the company had filed for bankruptcy, closed all stores, and liquidated all assets at a huge loss to investors.  Investigation by regulatory authorities found extensive financial fraud, the most important being a $65 million overstatement of inventory. There were extensive lawsuits against many parties, including the CEO,

who was found guilty of fraud and sent to prison.  Naturally, the question arose as to why the auditors failed to uncover the fraud in their annual audit
