
Instructions for preparing
the Annual Report to Stockholders

Please read these instructions after doing the accounting but before submitting assignments one,
three, five or seven.  Students that don't read these instructions make mistakes and take longer to
complete assignments.

* Overview of the annual report to stockholders
* CEO letter
* Financial highlights 

* Management discussion & analysis of financial statements
* Financial statements
* Notes to the financial statements
* Certification of financial statements
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Overview—Annual Report to Stockholders

The Annual Report to Stockholders is an important publication for every

publicly traded corporation.   It is sent directly from the corporation to its

stockholders, and contains its audited financial statements as well as selected

information about the company.   Before reviewing its most popular

components, a discussion of corporate governance is in order.

The modern American corporation is owned by thousands of individual

investors, or more.   For example, Microsoft had 117,730 stockholders

registered on June 30, 2002.  AT&T's stock is owned by more people than any other corporation.  It

had more than 3.3 million shareholders on December 31, 2002!

Shareholders elect representatives to the Board of Directors.   The Board of Directors is responsible

for several aspects of the company, including hiring a chief executive officer.

For decades, corporations have been required to file an Annual Report to the Securities and

Exchange Commission (SEC)—Form 10-K—within 90 days of the close of each company's fiscal

year (the Sarbanes-Oxley Act of 2002 shortened this period to 60 days).   Shortly after the 10-K is

filed, shareholders vote on issues of corporate governance such as electing new members to the

board of directors.   Shareholders for a company may vote in person at the company's annual

stockholders meeting or they may vote by mail by completing a proxy

authorizing their number of votes be cast a certain way.   And of course, when

the new Board of Directors is seated, one of its most important duties is to

ratify the contract of the chief executive officer (CEO) or hire a new one.

I have always found it interesting that when the proxy arrives in each stockholder's postal mail, an

Annual Report to Stockholders from the company is not far behind.   They sometimes arrive in the

same envelope!

Don't get confused, the Annual Report to Stockholders (Annual Report or

simply AR) is not the same document as the Annual Report to the SEC

(10-K).  Whereas the 10-K contains numerous items as prescribed by the

SEC, the AR contains only that information the executive officers of the

company want the stockholders to have.  It is a document carefully crafted to

help get the nominated slate of directors elected so that they can re-hire the

executive management team.  The incentive is present to motivate

management to put a spin on anything in the AR. 
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The AR contains these components.  The first item is a letter from the CEO, which is essentially a

campaign speech.  The second component consists of other material casting the company in a

favorable light.  It is PR material about company operations.  Then follows a section on the financial

highlights of the company's performance in the recently closed fiscal year.  The highlights are spun in

the company's favor, of course.  Then comes the management discussion and analysis of financial

results.  Then come the audited financial statements, of which the notes are an integral part.  Finally,

the AR closes with a list of company officers and directors along with company contact information.

In the Real Money simulation game, students prepare an annual report consisting of the CEO's letter,

financial highlights, a management discussion and analysis (MD&A) of the financial results,

financial statements with notes and a CEO certification of the financial statements as required by

Sarbanes-Oxley. 

CEO Letter

The Annual Report to Stockholders is sent directly from the corporation to its

stockholders at nearly the same time as is the proxy for voting on matters of

corporate governance.  Chief among these matters is the election of directors to

the Board of Directors.   The Board of Directors is responsible for several

aspects of the company, including hiring (or reaffirming) a chief executive

officer (CEO).  The CEO can be the President, the Chairman of the Board of

Directors, or both.

The first component in the AR is a letter from the CEO.  This letter

is essentially a campaign speech.  Have no doubt about it.  If the

CEO cites fact, then it is from a very select group of flattering facts. 

Although no CEO should ever be straight forward enough to directly

state, "Vote for me!" or "Vote for my directors!"›it clearly is the

theme.

The essential ingredients of a campaign speech are (1) a vision or plan for the future and (2) a

statement of qualification.  These need be in no particular order or in any given weighting.  For

example, the CEO letter may be nearly all vision or nearly all qualification,

based of the perceived condition of the economy, company or CEO.

Every CEO letter should contain a vision for the future.  This answers every

stockholder's primary question, "If I leave my money in this corporation, what

are you going to do with it." Although a communicated vision is essential, it
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may very well be disadvantageous to provide too much detail about the plans for the future. After all,

if a candidate describes intended plans, then the electorate may view it as promised actions.  Unfilled

or broken promises can come back to haunt the CEO in the future.

Most CEO letters contain the CEO's qualifications for running the company.  These are subtly

introduced.  An incumbent CEO of course will want to humbly take credit for the company's past

successes.  If the incumbent CEO is under fire for lower than expected corporate profits or

controversial strategies, then blame must be deflected, minimized or turned into an advantage!

Throughout the CEO letter, value-laden terms should be used. These are words such as quality,

excellence, change, perseverance and promise.  The use of such words helps modify the emotions of

the reader.

In Real Money, all students will prepare a CEO letter for each year's annual report.  It should be

approximately one or two pages in length, possibly with a total of three or four paragraphs. 

CEO Letter from 1988 AMR Annual Report

CEO letters in actual corporate annual reports have grown longer over the years.  In the 1980s a letter

frequently could have been printed on one page.  In the 2000s, they frequently extend over two or

three pages.

The CEO letter in the 1988 annual report for AMR Corp. (American Airlines) is

a classic.  It is succinctly worded and presented on one page.  The earnings for

fiscal 1987 were down.  The airline industry was undergoing incredible change,

having been recently deregulated.  In addition, Robert Crandall, CEO, had been

sharply criticized for his direction of AMR.

In the following paragraphs, both the CEO letter and an analysis is provided. The text of the CEO

letter is shaded in green. The analysis is shaded in red.
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Letter from the Chairman and President
To our stockholders, employees and customers:

Our 1987 earnings were a disappointment to all of us at AMR.  Net income was $198.4
million or $3.28 per share, down from $279.1 million or $4.63 per share in 1986.

Particularly disappointing was our $0.8 million fourth quarter loss which, although not
large, is the first quarterly loss since the first quarter of 1983.  Some of the factors that
adversely affected fourth quarter results were a strike threat during the peak travel period in
December, unusually severe weather that disrupted operations at several key cities and
unrealized foreign exchange losses stemming from a foreign currency financing. 

When there is bad news and it is all anyone is talking about, then it can't be
ignored.  Crandall does a masterful job of putting it up front before anyone can
criticize him for passing over it or delaying discussion.

       Simultaneously (in the same paragraph), Crandall attempts to deflect criticism
away from him and the company.  Poor profitability is due to a strike threat (darn
those pesky unions!), bad weather (who can do anything about the weather?) and
foreign currency fluctuations (blame that on other governments or currency
speculators). 

Nevertheless, we should have done better, not only in the quarter but in the year as a
whole.  Having said that, we continue to believe we are on the right course, and that the
benefits of many of the good things we did in 1987 will be reaped in 1988 and the years ahead. 

       How magnanimous of Crandall.  After making a case that it wasn't his fault, he

goes ahead and takes responsibility.  This is carefully crafted to cast him in a
favorable position.  First, this supports his position as the person in charge (similar
to what Harry Truman meant when he said, "The buck stops here.") Second, even
though the stockholders have been reminded that Crandall is in charge, they are
less inclined to hold unfavorable results against Crandall.

Now Crandall starts talking about the future and his vision for it.  And, he's
promising a rosier future.  Good times are about to return! 

I am particularly gratified by the agreement reached late in the year with our flight
attendants.  That negotiation was long and troublesome.  We believe that the six-year
agreement is an excellent result for all concerned.  The fact that it was reached without a strike
is a attribute to the collective bargaining process and the perseverance of the negotiators. 

       What Crandall does here is very difficult.  He takes a matter on which he has been

heavily and acrimoniously criticized (the strike threats) and turns it to his
advantage.  His message is clear.  "Anyone else in charge of the company would
have screwed it up.  I was able to negotiate an impossibly good deal."  Notice his
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humility in giving the negotiators the credit. 

In the pages that follow we will tell you about some of the challenges we faced in 1987
and how we responded to them.  It was a busy year in terms of growth, and an article on our
growing route system appears on page 11.

It was also a year in which the quality of airline service received more attention--from the
media, the government, the traveling public and the airlines themselves--than ever before.  For
that reason, our new program, "QuAAlity From the Ground Up," is not only the subject of an
article on page 16 but is also a recurring theme in this report.

The relationship between our unit costs and our growth plan receives a great deal of
attention within the company.  It is also followed closely by the financial community.  We take
a detailed look at our unit costs and the factors that affect them in an article on page 18. 

Here is where Crandall starts laying forth his platform, his vision for the future. 
"There will be growth!"  We all want growth, shouldn't that result in larger
profits?  "There will be quality!"  Who doesn't want to own the Cadillac of airlines,
especially when it will be so profitable?  "There will be cost control!"  This is great,
Crandall really has a handle on running an airline company.

Also note how each part of his future requires just a little more explanation.  The
reports on later pages are excellent public relations.  There is more glitz and glamor
than substance. 

We have frequently emphasized the importance of yield management to profitability. 
However, many observers of the airline industry have a less than thorough understanding of
the techniques we use as we seek to maximize system revenues.  An article that we hope will be
enlightening to all readers appears on page 22. 

Uncharacteristically, Crandall takes a direct swipe at his critics.  He obviously feels
that direct confrontation with his critics is called for here.  Normally, public
relations experts advise not mentioning your critics by name nor referring directly
to them.  To do so gives them free publicity. 

One great frustration in 1987 was our inability to market SABRE, the finest computer
reservations system in the world, to travel agents in Europe.  It is not for lack of trying; we are
faced with a number of trade barriers that we have thus far been unable to penetrate.  The
problem is both real and serious, and is described in an article on page 26.

Because of disparities in size, AMR subsidiaries other than American Airlines often do
not get the publicity they deserve.  The progress that has been made at AMR Services is
especially gratifying, and is described in a story on page 29.  Another subsidiary--AMR
Information Services--spent 1987 building for its future, which we believe has great promise 
Its current posture is highlighted on page 9. 
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Crandall builds toward his grand finale by citing other beneficial accomplishments. 
Each accomplishment builds on the previous.  The list goes on and on. 

1988 will be another year of change, during which our goal will be to ensure that the
preparatory work of 1987, and our quality initiative, produce a more profitability result than
last year.  Absent a major downward trend in the economy or a significant increase in fuel
costs, we believe that the groundwork now in place, and the clear commitment of all of our
people, will produce very positive results for AMR and its subsidiaries. 

Crandall ends with a rousing finish.  There will be change, quality and more
profits!  Any way you look at it, things will go better for AMR in the future. 

Sincerely,

/s/ Robert L. Crandall

Robert L. Crandall
Chairman, President and Chief Executive Officer 
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Financial Highlights

A picture is often said to be worth a thousand words.  The essence of the
section of financial highlights is to paint an optimistic picture of the
financial performance of the company in a simple graph.

The key to an effective section of financial highlights is to remember that
this is where the CEO continues to spin a story of a successful company. 
Successful companies always grow in size and/or become more profitable.

The section of financial highlights usually contains three tables of key financial numbers that are
constantly increasing for the past few years or quarter (or Real Money months). It does not matter
what the key number is about.  Oh, it is good if it can be total assets or net income or operating
income, but it doesn’t have to be.  It merely is something that is (1) constantly increasing, and (2) the
rate of growth is high.

Here is the section of financial highlights for Tiffany & Co. in its 2007 Annual Report to
Shareholders:
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Management Discussion & Analysis of Financial Statements

This section is due shortly.
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Financial Statements

The crown jewels of the 10-K and the Annual Report to the Stockholders (AR) are the financial

statements.  The SEC requires that financial statements be included in the 10-K.  The 10-K's

audience is the investing public, which gains access to the 10-K through the SEC.  Corporations in

turn send the financial statements to their stockholders in the AR because the stockholders want to

receive them.

Financial statements must be prepared according to

Generally Accepted Accounting Principles (GAAP).  GAAP

are the rules that companies follow as they prepare financial

statements.  United States GAAP are created under the

authority of the Securities and Exchange Commission (SEC). 

The SEC has delegated the task of creating GAAP to the

private sector.  The Financial Accounting Standards Board

(FASB) is the organization that currently establishes GAAP. 

In Real Money, the United States GAAP are followed, as

modified slightly in the accounting instructions.

The financial statements required in Real Money are the

Income Statement, Balance Sheet, Statement of Cash Flows,

and Statement of Changes in Owners Equity.  Each of the financial statements is discussed in the

following paragraphs.

© 2003, 2008, 2014 by David Albrecht,  All rights reserved. 48



Balance Sheet

The balance sheet is the oldest of the set of required statements.  In its most elemental form, the

balance sheet includes assets, liabilities and owners equity.  In the United States, the most popular

organization of the Balance Sheet is asset equal liabilities plus owners equity.  GAAP require that a

comparative balance sheet for the prior year be presented side-by-side with that of the current year. 

It is customary for the current year be presented first, with that of the preceding year being presented

to the right.

Notice that in the sample balance sheet some lines show an amount of zero.  This is by intent, to

show the location of as many items as possible.  When preparing your own balance sheet, you should

only include line items that have an amount different than zero.

Sew Perfect
Balance Sheet at end of Year Three

 Three Two 
Current Assets

Cash $1,608  $944 
Receivables        81          0 

 Total Current Assets 1,689 944 
Noncurrent Assets 

Notes Receivable 0 0 
Railroads & Utilities 750 750 
Properties 1,350 1,350 
Houses & Hotels (Net)      639         294 
Total Noncurrent Assets    2,739    2,394 

Total Assets $4,428 $3,338 
     

Liabilities
Interest Payable 0 0 
Taxes Payable 0 84 
Mortgage Payable 0 0 
Notes Payable        0        0 
Total Liabilities 0 84 

Owner's Equity
Contributed Capital 1,500 1,500 
Retained Earnings  2,928  1,754 
Total Owner's Equity  4,428  3,254 

Total Liabilities and Owner's Equity $4,428 $3,338 
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Income Statement

The income statement is arguably the most important of the set of required statements.  In its most

elemental form, the income statement includes revenues (the amount of value received from sale of a

good or service) and expenses (the cost of generating the revenues).  In addition, GAAP require that

comparative income statements for the prior two years be presented side-by-side with the income

statement for the current year.  It is customary for the current year be presented first, with those of

the preceding two years being presented to the right.  GAAP permit two different formats for the

income statement, the single-step and the multiple-step.

In the exhibits that follow, a sample income statement is presented under the single-step format and

the multiple-step format.  Under the single-step format, all revenues and gains are grouped together,

and all expenses and losses are grouped together.  Under the multiple-step format, there are several

sub-totals.  Choose either the single-step or multiple-step format for your income statement.

Notice that in the sample income statement some lines show an amount of zero.  This is by intent, to

show the location of as many items as possible.  When preparing your own income statement, you

should only include line items that have an amount different than zero.

Sew Perfect
Income Statement

Single-Step Format
for the Year ended month 13, Year Three

  
    Three   Two   One 

Revenues & Gains 
Rent Revenue from Properties $974 $460 $70 
Salary Revenue  250 450 550 

 Miscellaneous Revenue  720 100 615
Rent Revenue from Railroads & Utilities 0 0 0 
Interest Revenue  0 0 0 
Gains         0         0         0 
Total Revenues & Gains  1,944 1,010 1,235 

Expenses & Losses
Rent Expense  436 118 57 
Depreciation Expense  55 6 0 
Miscellaneous Expenses  110 50 50 
Interest Expense   0 0 0 
Losses 0 0 0 
Income Tax Expense           169        84      126 

Total Expenses & Losses       770    258    233 
Net Income   1,174 752 1,002 
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Sew Perfect
Income Statement

Multiple-Step Format
for the Year ended month 13, Year Three

   Three   Two   One 
Rent Revenue from Properties   $974 $460 $70 
Rent Revenue from Railroads & Utilities          0          0          0 

Total Rent Revenue 974 460 70 
Rent Expense      436      118        57 

Net Rental Income (Loss) 538 342 13 
Salary Revenue 250 450 550 
Miscellaneous Revenue         720      100      615 

Total Revenues & Income 1,508    892 1,178 
Depreciation Expense 55 6 0 
Miscellaneous Expenses      110        50        50 

Income from Operations 1,343 826 1,128 
Interest Revenue 0 0 0 
Interest Expense 0 0 0 
Gains 0 0 0 
Losses                 0          0          0 

Pre-tax Income 1,343 836 1,128 
Income Tax Expense (Refund)           169        84      126 

Net Income 1,174 752 1,002 

Statement of Cash Flows

The statement of cash flows is the newest of the set of required statements having been created in

1987.  In its most elemental form, the statement of cash flows includes cash flows from operating

activities, investing activities and financing activities.  GAAP require that a comparative statement

of cash flows for the prior two years be presented side-by-side with that of the current year.  It is

customary for the current year be presented first, with those of the preceding years being presented to

the right.

Notice that in the sample statement of cash flows some lines show an amount of zero.  This is by

intent, to show the location of as many items as possible.  When preparing your own balance sheet,

you should only include line items that have an amount different than zero.
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Sew Perfect
Statement of Cash Flows

for the Year ended month 13, Year Three

   Three   Two   One 
Cash Flows from Operating Activities

Received from passing Go + $200 + $600 + $400
Received from rentals + 974 + 460 + 70
Received from miscellaneous + 720 + 100 + 565
Received from tax refunds + 0 + 0 + 0
Received from interest + 0 + 0 + 0
Paid for rentals  – 436 – 118 – 57
Paid for miscellaneous – 0 – 0 – 0
Paid for taxes – 0 – 0 – 0
Paid for interest               – 0         – 0         – 0
Total Cash Flows from Operating Activities + 1,064 + 866 + 978

Cash Flows from Investing Activities    
Paid for purchase of properties – 0 – 200 – 1,150
Paid for purchase of railroads & utilities – 0 – 200 – 550
Paid for purchase of buildings – 400 – 300 – 0
Received from sale of properties + 0 + 0 + 0
Received from sale of railroads & utilities + 0 + 0 + 0
Received from sale of buildings        + 0        + 0        + 0
Total Cash Flows from Investing Activities – 400 – 700 – 1,700

Cash Flows from Financing Activities
Initial capital + 0 + 0 + 1,500
Received from mortgages or loans + 0 + 0 + 0
Repayment of mortgages or loans         – 0        – 0      – 0
Total Cash Flows from Financing Activities         + 0        + 0 + 1,500

Net Change in Cash for Year + 664 + 166 + 778
Beginning Cash     + 944    + 778    +     0
Ending Cash $1,608 $944 $778

© 2003, 2008, 2014 by David Albrecht,  All rights reserved. 52



Notes to the Financial Statements

The Notes to the Financial Statements are an integral part of the financial statements.  The

presentation of the Notes is governed by the generally accepted accounting principles (GAAP).  A

company can only disclose a topic in the Notes if it is permitted to do so by GAAP.  Conversely, a

company cannot avoid its responsibility to disclose if GAAP requires that something be put into the

Notes.  When public auditors audit the financial statements, they must examine and express an

opinion about the financial statements, which includes the Notes.

Notes provide quantitative and qualitative financial information.  Some Notes provide additional

detail necessary for understanding the summarized aggregate numbers presented on the financial

statements.  An example of providing detail is a note for Property, Plant and Equipment.  Some

financial items are not presented in the body of the financial statements and are only disclosed in the

Notes.  Such an example is the note for pensions.

In the Real Money simulation game, four disclosures should be made in the Notes to the financial

statements if a company's circumstances warrant.  These are for (1) significant accounting policies,

(2) land and buildings, (3) long-term debt and (4) contingencies and commitments.  The note for

significant accounting polices must be the first note.  There is no required or recommended order for

the other notes.

Significant Accounting Policies

The purpose of this note is to identify and describe the key accounting policies or rules used by a

company.  A basic assumption is that a company uses generally accepted accounting procedures. 

Never-the-less, this must be stated.  Another item to disclose is that the preparation of the financial

statements requires the use of estimates and assumptions.  Some companies include a statement

about the fiscal year.  Another disclosure that is typically made in this note would be the type of

depreciation method used (straight-line).  An example of this note follows.
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Note 1.  Significant Accounting Policies

 Accounting principles.  The financial statements and accompanying notes to the
financial statements for Sew Perfect are prepared in accordance with generally accepted
accounting principles. 

Estimates and assumptions.  Preparing financial statements requires management to
make assumptions and estimates that affect the reported amounts of assets, liabilities,
revenues and expenses.  An example of this includes the lengths of building life and
goodwill (excess recorded value) 

Fiscal year.  Sew Perfect operates on a thirteen month fiscal year. 

Depreciation.  Houses and hotels are depreciated using the straight-line method over a
period of fifty months. 

Land and Buildings

This Real Money note is similar to that for Property, Plant and Equipment found in the financial

statements for many US corporations.  Since amounts are shown net of accumulated depreciation,

interested readers want to be informed about the amounts of historical cost and accumulated

depreciation of these assets.  One other detail to keep in mind is that Land and Buildings are found

on the balance sheet, where the information is presented for the current year and one prior year for

comparative purposes.  In the note for Property and Buildings, you likewise should disclose for the

current year and one prior year.

Land is only for colored properties.  It does not include railroads or utilities.

For example, if a company has two pieces of property (Boardwalk purchased for $400 and Park

Place purchased for $350), four houses and one hotel with a total of $168 of accumulated

depreciation, the note disclosure would have a table that looks like:

Note 2.  Properties and Buildings.
Historical Cost Historical Cost
 Year Three      Year Two  

Properties $750 $400 
Houses & Hotels  $1,800        $0 
Total Cost $2,550 $400 
Accumulated Depreciation     $168            $0 
Property & Buildings $2,382 $400 
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Long-term Debt

Companies reporting under United States GAAP must disclose the amount of long term debt with
each issue’s maturity date and interest rate.  If Sew Perfect ever took on debt, its note to the financial
statements would look like:

Note 3.  Long term debt.
  Year X+1       Year X  

Mortgages at 13% $100 $100 
Houses & Hotels  $2,100        $600 
Total Debt $2,200 $700 
Accrued Interest     $436            $29 
Property & Buildings $2,636 $729 

Contingencies and Commitments

If contingencies are at least reasonably possible, they must be disclosed in the notes to the financial

statements.  A contingent liability that is probable and estimable should also be recorded in the

accounts and reported on the balance sheet and income statement.

In Real Money, you should disclose a get-out-of-jail-free card as a contingent receivable in the notes

to the financial statements.  This is because it is at least reasonably possible that you will be

incarcerated and that you will be willing to exercise the card and get out jail free.

If you have been granted a reduction in rent by an opponent, then you have a contingent receivable

and you should disclose in the notes the contractual details and some measure of the amount of value

of the contingent receivable as of the start and end of the period.  If your company granted a

reduction in rent to an opponent, then you need to determine (1) if the likelihood is probable of

having to actually provide the rent reduction and (2) you can reliably estimate the value of the future

rent reduction.  If the answer to both is yes, then you need to record the contingent liability in the

accounts and include the amounts in the body of the financial statements.  If the answer to one or

both is no, then you should disclose in the notes the contractual details and the events that transpired

during the period related to the contingency. 
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Certification of Financial Statements

The Sarbanes-Oxley Act of 2002 (section 302) adds a legislative focus

on the accuracy of published financial statements.  Now, all financial

statements must be accompanied by a statement from the CEO that the

financial statements are correct (free from defect).  This statement also

must be signed.  A violation of this section must be knowing and

intentional to give rise to liability.

The statement of certification is required word for word, which means

that you can cut and paste, substituting your name and your company's

name.  The following is an exact copy of the required certification.

    I, Joseph Monopoly, certify that:

    1.   I have reviewed this annual report on Form 10-K of Sew Perfect Company (Sew Perfect);

    2.  Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report;

    3.  Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of operations
and cash flows of Sew Perfect as of, and for, the periods presented in this annual report;

    4.  I am responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for Lazy Dog and have:
        a) Designed such disclosure controls and procedures to ensure that material information relating
to Sew Perfect, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;
        b) Evaluated the effectiveness of Sew Perfect's disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the "Evaluation Date"); and
        c) Presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

    5.  I have disclosed, based on my most recent evaluation, to Sew Perfect's auditors and audit
committee of Sew Perfect's Board of Directors (or persons performing equivalent functions):
        a) All significant deficiencies in the design or operation of internal controls which could
adversely affect Sew Perfect's ability to record, process, summarize and report financial data and
have identified for Sew Perfect's auditors any material weaknesses in internal controls; and
        b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in Sew Perfect's internal controls; and
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    6.  I have indicated in this annual report whether there were significant changes in internal controls
or in other factors that could significantly affect internal controls subsequent to the date of our most
recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

    Date: March 16, 2003

    /s/ Joseph Monopoly

    Joseph Monopoly
    Chairman and Chief Executive Officer
    Sew Perfect Company 
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