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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”), | would like to
present the annual results of the Company and its subsidiaries (the
"Group”) for the financial year ended 31 March 2002.

FINANCIAL RESULTS

During the year ended 31 March 2002, the Group's turnover fell to
approximately HK$175 million as compared to approximately HK$233
million in the previous year. Loss attributable to shareholders was
approximately HK$101 million. However, the gross profit margin increased
from 8.3% to 14.1%, as the Group was able to source unique leather with
high profit margins. Gross profit also surged 26% from 2001's figure of
about HK$19.4 million to this year's figure of approximately HK$24.6

million.

DIVIDEND

The Board of Directors has resolved not to recommend the payment of a
final dividend for the year ended 31 March 2002 (2001: Nil).

MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW AND PROSPECTS

During the year under review, the global economy was still on the road
of recovery. Further aggravated by the 911 terrorist attack in the United
States, the demand for leather and commodities in general was inevitably
affected by the stagnant consumption sentiment. Worse still, intensified
competition in the leather industry further hampered the already difficult

operating environment.

However, with over 50 years’ experience in the leather industry, the
Company successfully maintained its leading position despite the tough
market conditions. The Group is an integrated leather group with
businesses spreading across leather trading, leatherware manufacturing

as well as the retail and distribution of leatherware products.
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During the review year, leather trading remained the Group's major
business and accounted for approximately 72.8% of the Group's total

turnover, amounting to approximately HK$127 million.

In view of the well-established relationships with its suppliers and buyers,
the Group was able to source a wide variety of fashionable and exquisite
leather at competitive prices through bulk purchases. More importantly,
backed by its rich experience in the leather industry, the Group secured
unique leather items which provide high gross margins and sharpened its

edge in this highly competitive industry.

Currently, the Group sources over 1,500 different kinds of medium to
high quality leather of various colors from different regions in the world,
which include Europe and South East Asia. The 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 countries.

In view of the membership of the People’s Republic of China (“PRC") in
the World Trade Organization, import tariffs will continue to come down
and certain import restrictions will be lifted. Additionally, with the
continuous rise in living standards in the PRC, the demand for leather will
rise. The Group is positioned to capture these opportunities. Building on
the Group's extensive experience and reputation, it is the Group's strategy
to act as a middleman to source and introduce new varieties of leather

from Western countries to meet the market demands in the PRC.

Apart from leather trading, the Group also engages in leatherware
manufacturing which accounted for approximately 5.1% of the Group's

total turnover for the year ended 31 March 2002.

For the year under review, the Group manufactured handbags, casual
bags, as well as a wide range of leather and non leatherware products
under the Group's prominent brands, CAB 55, (IN)CASE, Goldcrest and

Joan Weisz.

With a team of in-house designers who strive to keep-in-touch with the
latest fashion, a range of fashionable products continue to roll off the
production line. These products are marketed in local and overseas

markets.
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Additionally, an authorized licensee of the Group was responsible for
manufacturing and distributing the Group’s famous “CAB 55" brand
sunglasses in Australia. Discussions are underway for further cooperation

in other product lines including swimwear and other fashion items.

The Group also plans to establish “CAB 55" concept shops in the PRC.
"CAB 55" is a famous Australian brand owned by the Group which targets
at the young generation. Currently, the Group is looking for an authorized
licensee to distribute “CAB 55" goods in the PRC. Leveraging on the
Group's successful experience, the Group plans to introduce this well-

known brand and its wide selection of products to the PRC market.

With the PRC's hosting of the 2008 Olympics, a golden opportunity has
emerged for the Group to further expand into the PRC market. Armed
with the successful experience gained in the manufacture and distribution
of the official Olympic bags, luggage and related accessories for the
2000 Sydney Olympics, the Group would seek the opportunity to bid for
the manufacturing and distribution rights in the forthcoming 2008 Beijing
Olympic Games.

LIQUIDITY AND FINANCIAL ANALYSIS

During the year under review, the Group's financial position significantly
improved with cash on hand surging from about HK$2.9 million to HK$27.2
million. Adhering to the Group's prudent accounting policy, the Group
decided to account for the loss of the associate, of which the total amount
is approximately HK$54 million. Total bank borrowings amounted to HK$62
million as at 31 March 2002. The gearing ratio (as calculated by net asset
value dividing total interest-bearing borrowings) was maintained at a
stable level at 0.77 times. Besides, the Group's successful inventory
management resulted in inventory levels dropping from HK$53.9 million
to HK$33.2 million. Supported by its strong financial position and
competitive advantages, the Group is ready to grasp the opportunities

ahead and achieve robust growth.

On 18 June 2001, the Company entered into a placing and underwriting
agreement with a placing agent, pursuant to which an aggregate of
50,000,000 new shares was placed by the placing agent on behalf of the
Group at the price of HK$0.13 per share with independent placees. The

placing was fully underwritten by the placing agent.
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PLEDGE OF ASSETS

The Group has pledged its investment property and certain land and
buildings having a net book value of approximately HK$3.6 million (2001:
HK$3.8 million) and HK$22.9 million (2001: HK$41.4 million) respectively
to secure general banking facilities granted by banks to the extent of
about HK$98.8 million (2001: HK$97.5 million).

HUMAN RESOURCES

As at 31 March 2002, the Group employed 32 full-time staff in Hong
Kong, 347 in the PRC and 34 in Australia. The Group remunerates
employees based on their performance, experience and prevailing industry
practices. In order to enhance committment to the Group, employees
are eligible to participate in the share option scheme adopted by the
Company. The Group also provides training programmes to its employees
from time to time to improve and broaden their knowledge and skills in

the industry.

MEMORIAL

On 17 December 2001, Mr. Lee Deh, the Company's then Chairman,
passed away. Owing to his devotion to the Group, the Company has
developed into a leading leather group in Hong Kong. On behalf of the
Board of Directors, | would like to express our sincere thanks to his

contribution to the Company.

APPRECIATION

| would also like to extend my appreciation to our management and staff
for their dedication and commitment to the Group. Finally, | would like
to express my gratitude to our business partners and shareholders for

their continuous support.

LEE SAM YUEN, JOHN

Managing Director

Hong Kong
19 July 2002






