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To Our Shareholders

On behalf of the Board of Directors (the “Board of Directors”) of
Dah Hwa International (Holdings) Limited (the “Company”), I
would like to present the annual results of the Company and its
subsidiaries (the “Group”) for the financial year ended 31 March

2003.

Financial Results

During the year ended March 31, 2003, the Group’s turnover fell
to approximately HK$154.7 million as compared to HK$174.9
million in the previous year. However, owing to the stringent
cost control policies of the Group, gross profit surged 20% from
2002’s figure of about HK$24.6 million to this year’s figure of
approximately HK$29.5 million. Loss attributable to shareholders
narrowed to approximately HK$16.0 million from the previous

year’s figure of HK$101.2 million.

Dividend

The Board of Directors has resolved not to recommend the
payment of a final dividend for the year ended 31 March 2003
(2002: Nil).

Business Review and Prospects

The economic backdrop in the past year created a very tough
environment for the entire leather industry as the fluctuations in
the financial markets worldwide and stagnant unemployment
rates had severely depressed consumption sentiment. Because of
these adverse circumstances, the demand for leather and leather
goods in general was inevitably affected. Worse still, increasingly
keen competition in the leather industry further worsened the

already difficult operating environment.

nDAH HWA INTERNATIONAL (HOLDINGS) LIMITED



€00C LYOdHd TVANNYV




MANAGEMENT DISCUSSION AND ANALYSIS

1% & Bk B 2 B K E B A 50
FOYEaR REMARANEREFL
WA E s R E B ALS R ELE
EHhk ek AOBEIERTH KAES
V& N

AW EERNRERT SN AR ENECE
o ALBREERYE NI LT W
# & # % 113,900,000 ©

AR A SR H 2 R & MR A2 11,5003
EXTHESHNGLE-BAKRE DR
RHeEsRFMfh s AERREEXR
TR OAME ML RELEERIIET Y
BE-FHETALFASRELE - F £
FRAGA BB TAFRLERET R
BHH AA B E LB R

R FELEHN REBRFRELL S
HEH RE_ER=HF=A=+—8i
EE R BESMEROERERRS LS
T % =+ & # % 30,500,000 7T

FNCAEBBEREBLELERUMT
3 1 CAB 55 * (IN)CASEZ Goldcrest# i&
FREERE FERAAE XK ERFE
B R S AT A R b RS T 3 e

A B A B AR R R M AR IR S B S
HETRERRETABYE - ARHEH
YRGB AR ML AR Y EHRL
BRA FIGT B R AT B o2 1 3 0 R
WEORECEMKEBET KT A
T 7o

CEN T i

Notwithstanding this negative situation, Dah Hwa successfully
maintained its leading position in the industry backed by the
Group’s over 50 years of rich experience. The Group is an
integrated leather group with businesses covering worldwide

leather trading and leatherware manufacturing and distribution.

During the year under review, leather trading remained Dah
Hwa’s major business, accounting for approximately 74% of the
Group’s total turnover which amounted to approximately

HK$113.9 million.

Currently, the Group sources over 1,500 different kinds of medium
to high quality leather from different regions all over the world.
With well-established relationships with suppliers, it was able to
source a wide variety of fashionable and exquisite leather at
competitive prices through bulk purchases. Such quality leather
is suitable for the manufacture of footwear, gloves, handbags and
furniture and are supplied to Hong Kong leatherware

manufacturers and traders as well as exported to foreign counties.

Besides leather trading, the Group also engages in leatherware
distribution. That sector of business accounted for approximately
20% of the Group’s total turnover for the year ended 31 March
2003, which amounted to HK$30.5 million.

During the year, the Group manufactured handbags, casual bags,
luggage as well as a wide range of leather and non leatherware
products on OEM bases and also under the Group’s prominent
brands, CAB 55, (IN)CASE, and Goldcrest. These products are

marketed in local and overseas markets.

Shortly after the financial year, the outbreak of SARS has exerted
severe negative effect on consumption sentiment. Consumer
spending and confidence have yet to turn around. The adverse
impact has affected the orders secured in these few months.
However, as time went on, the epidemic has gradually died down

and the situation has improved.
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In the years to come, the Group will eye on the great PRC market,
which presents tremendous development potential. With its
membership in the World Trade Organization, import tariffs will
continue to come down and import restrictions will gradually be
lifted. More importantly, the continuous rise in living standards
in the PRC will undoubtedly drive up the demand for leatherware,
benefiting the Group in the provision of quality leather goods to
this huge market. Building on the Group’s extensive experience
and reputation in the industry, it is well-positioned to capture
these golden opportunities. Based on the strong relations and
close association with suppliers in the West and customers in
China, Dah Hwa can source and introduce new varieties of leather
from Western countries to meet the market demand in China and

to provide such lucrative market with quality leather merchandise.

Furthermore, the Group targets to set up “CAB 55” concept shops
in China. This famous Australian brand of the Group targeting
the young generation has long been very popular. At present, the
Group is seeking an authorized licensee to distribute “CAB 55”
goods in the PRC. Leveraging its successful experience, Dah Hwa
is confident that the introduction of this well-recognized brand
and its wide selection of products to the PRC market will pave
the way for the Group’s successful expansion into the China

market.

In an attempt to diversify into other non-core businesses, on 25
July 2002, the Group entered into an agreement to acquire a 100%
equity interest in a company incorporated in the British Virgin
Islands, Hoome Technology Limited (“Hoome”), at a consideration
of HK$2.1 million. The principal asset of Hoome is a 22% interest
in King Harbour Investment Limited, a Hong Kong incorporated
company, which in turn holds a 70% interest in Shanghai Jade
Buddha Garden Co., Ltd., a PRC cooperative joint venture
established in 1994 (“Jade Buddha”). The principal business of
Jade Buddha is construction, management and operation of a
columbarium situated at Dian Feng Cun, Zhu Jia Jiao Zhen, Qig
Pu Ju, Shanghai, PRC. Included in the acquisition agreement is
an option whereby the Group has the right to sell the interest in
Hoome back to the vendor at the original consideration before 7
August 2003. The management considers that the investment in

Hoome was acquired and held as a short-term investment.
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Regarding an equity interest in Shenzhen Petrochemical Chemical
Fibres Co., Ltd. (“SPCF”) which the Group had written off
completely in 2002, the Group has been actively in dialogue with
the management of JV Partner of SPCF on a possible compensation
terms. The Group will continue to pursue for some form of
financial settlement to recover the loss resulted from the

investment.

Liquidity and Financial Analysis

As at Balance Sheet date, the Group financial position with cash
on hand recording at HK$6.1 million. Total bank borrowings
amounted to HK$48.6 million as at 31 March 2003, with gearing
ratio (as calculated by total interest-bearing borrowings dividing
by net asset value) recorded at a 0.75 times. Besides, with
successful inventory management strategies in place, the Group’s
inventory levels dropped by 27% to HK$24.3 million. Backed by
this healthy financial position, the Group is ready to set off and

grasp the opportunities ahead.

Exposure to Fluctuations in Exchange Rates

Whilst the sales of the Group is mainly denominated in Hong
Kong dollars, the purchases and the expenditure were mainly in
Hong Kong dollars, U.S. dollars, Renminbi and Euro. As the
exchange rates of above currencies against Hong Kong dollars
are relatively stable, the Directors consider that the Group’s
exposure to exchange fluctuations is relatively low and therefore
has not engaged in any hedging activity. Bank borrowings are
denominated in Hong Kong dollars, U.S. dollars and a small

portion in Australian dollars.

Contingent Liabilities

At the balance sheet date, there were guarantees given to banks
by the Company in respect of banking facilities extended to certain
wholly owned subsidiaries amounting to HK$104.6 million (2002:
HK$104.6 million), which were utilised by subsidiaries to the
extent of HK$43.9 million (2002: HK$58.7 million).
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Human Resources

As at 31 March 2003, the Group employed about 30 full-time staff
in Hong Kong, 353 in the PRC and 24 in Australia. The Group
remunerates employees based on their performance, experience
and prevailing industry practices. It also offers benefits such as

training programme to staff to enhance their sense of loyalty.

Post Balance Sheet Events

Subsequent to the year end, the Group disposed its wholly owned
subsidiary Paragold Distributors Pty Limited (“Paragold”) and a
debt amounting to HK$2.75 million at a total consideration of
HK$3.65 million. Paragold’s principal business is distribution of
handbags and leatherware in Australia. As Paragold is a not a
major business of the Group and resulted in substantial losses in
the previous years, the Group has decided to reduce the operating
loss by disposal. After the disposal, the distribution right of the
Group’s brands including CAB 55, (IN)CASE, and Goldcrest in
Hong Kong and the PRC will still be held by Dah Hwa and will

not cause material impact to the Group’s daily operations.

In July 2003, HK$17.2 million was received by the Group from
Hoome as a partial repayment to the Group’s advancement to
Hoome, and subsequently the Group had exercised the option of
and completed the sale of its interests in Hoome back to the
original owner at the original consideration. The remaining
balance of HK$16.8 million is secured by a share mortgage over
the equity of shares of Hoome and shall be repaid on or before 31
December 2003. In addition, the Managing Director of the Group,
Mr. Lee Sam Yuen, John has undertaken to indemnify the Group,

if any, losses suffered by the Group on the remaining balance.
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Pledge of Assets

At the balance sheet date, investment property and certain land
and buildings of the Group with net book values of approximately
HK$3.4 million (2002: HK$3.6 million) and HK$21.2 million (2002:
HK$22.9 million) respectively were pledged to secure general
banking facilities to the extent of approximately HK$65.2 million
(2002: HK$98.8 million), of which approximately HK$43.9 million
(2002: HK$58.7 million) were utilised.

Appreciation

I would like to take this opportunity to express my appreciation
to the management and staff for their dedicated effort and
commitment to the Group. I would also like to express my
gratitude to our business partners and shareholders for their

ceaseless support.

Lee Sam Yuen, John

Managing director

Hong Kong
25 July 2003
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