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Sound strategies

The growing demand for a wide variety of digital audio-
visual consumer products requiring superior sound
performance continues unabated. Speaker systems are
shrinking in size and weight, but yet bigger in power

and performance.

As the manufacturer and supplier of high-precision
cold forged components to world-renowned audio
equipment makers such as Blaupunkt, Pioneer and Bose
Corporation, AA Group Holdings Ltd, continues to focus

on the global, high-end speaker markets. The Group

continues to pursue its product diversification strategy

into high-precision automotive parts for the burgeoning

automotives industries of Asia.
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Corporate Profile

Based in Sungei Petani, Malaysia,
AA Group produces and supplies
high-precision cold forged
loudspeaker parts, namely
T-yokes, U-yokes and washers, to
manufacturers of automotive and
commercial audio devices, home
audio-visual products and other
consumer electronic products.

Yokes and washers are key
components of the magnet
assembly in a loudspeaker
which is critical in determining
the acoustical quality of the
sound system. The combination
of the yoke, washer and
magnet represents the existing
core audio technology and is
commonly referred to as “the

heart of the loudspeaker”.
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The Heart of the Loudspeaker
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In a loudspeaker, sound is created
when a magnetic field between the
yoke and the washer reacts with the
alternating field formed by the voice
coil. The movement of the voice coil
back and forth creates acoustical
energy, or what we commonly know
as sound. The combination of the
washer, yoke and magnet is what is
commonly referred to as “the heart of
the loudspeaker” .

Using high-precision cold forging
technology, we manufacture yokes
(T-yokes or U-yokes) and washers
which are typically made of low-
carbon steel.

Cold forging is a manufacturing
technique whereby metal is shaped
by pressing, pounding, or subjecting
it to great pressure to form high-
strength metal parts. The cold forging
process creates parts which are
stronger than those manufactured by
other metalworking processes and is
used where reliability is critical. Cold
forging requires considerably higher
specifications in tool and die design
and greater precision work usually
carried out manually. This technology
is also used to manufacture
components and parts for aeroplanes,
automobiles, tractors, ships, oil-
drilling equipment and engines.
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Chairman’s Message

Dear Shareholders

FY2006 was a very challenging year for the

AA Group as we faced head-on the impact of
higher raw material prices, such as steel and
nickel, whilst the impact of oil price hikes had
slowed the demand for motor vehicles which
consequently affected our sales of our yokes and
washers to the manufacturers of speakers for
motor vehicles.

Moreover, the Restriction on Hazardous
Substances Directive (RoHS), which took effect
from 1 July 2006, imposed a ban on new
electrical and electronic equipment containing
more than the specified levels of lead, cadmium,
mercury, hexavalent chromium, polybrominated
biphenyl (PBB) and polybrominated diphenyl
ether (PBDE) flame retardants in the European
Union. This resulted in our customers, especially
those from Europe such as Bosch and Sipe,
having to clear their existing inventories of
speakers, and deferring new orders.

Financial Review

As a result, the Group’s revenue for FY2006
declined marginally by 1.3% to $19.1

million. Responding to higher steel prices, the
Group shifted its focus to high-end speaker
manufacturers, which enabled us to derive
higher margins. However, this shift in customer
base resulted in lower sales volume as many of
our low-end speaker manufacturers were not
willing to pay higher prices for the high-end
speakers. In addition, orders from our major
customer in Malaysia, Formosa Prosonic Technics
Sdn Bhd, had also declined. Formosa Prosonic
now accounts for 2.9% of total sales in FY2006
as compared to 4.9% in FY2005.

Correspondingly, our gross profit dipped by
28.3% to $3.5 million as we were not able to
pass the full increase in the cost of steel to our
customers. The recent upgrade of our plant and
equipment, costing $6.3 million, increased our
depreciation expense. Our gross profit margin
declined from 24.9% a year ago to 18.1%.

The rise in steel prices also showed a positive flip
side — it helped to increase the value of scrap
and waste materials which contributed towards
a 58.3% jump in other operating revenue. This
was, however, mitigated by a 25.0% increase in
administrative costs. As a result, our Group's net
profit attributable to shareholders declined by
46.4% to $1.3 million.

Based on the latest full-year results, the Group’s
basic earnings per share, based on the issued
share capital of 96,276,201 ordinary shares, was
1.33 Singapore cents, while the net tangible
asset per share grew to 16.11 Singapore cents.

Dividend

Due to the tough environment that the Group
operated in, the Directors have not proposed a
dividend for the year in review.

Prospects

We are still optimistic of the role that our
products play in today’s digital age. After all,
consumers all over the world are becoming more
demanding with regard to the sound quality of
their audio-visual products and gadgets such

as computers, musical instruments, and home
theatre entertainment systems, just to name a
few.



Moving forward, with oil prices at more
comfortable levels this year, we think that

the demand for automobiles will grow. As
such, we will continue to pursue our product
diversification strategy into high-precision
automotive parts using the cold forging process
—such as piston pins, steering system parts,
braking system parts, gears, engine covers and
shock absorbers.

Our continued focus on the high-end speaker
market will enable us to extract higher
margins. Speaker systems are shrinking in
size and weight, but yet bigger in power and
performance. We believe that this trend will
continue to accelerate and fuel demand for
our quality products, such as the cold forged
U-yokes.

With regard to the impact of the RoHS, we think
that the worst is over, and that our European
customers would resume new orders in FY2007.
Our production process are RoHS compliant and
we are confident that our orders from the EU
would resume to previous levels.

In order to further enhance the Group’s
competitiveness and profitability to meet the
needs of our customers, we have plans to
expand our production facilities, promote and
market our existing products as well as develop
new products.
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Barring unforeseen circumstances, the AA Group
expects to remain profitable in the current year.

Appreciation

This has been a very gruelling year for the
management team and the rest of the staff.
Aside from the challenges of the macro
operating environment, all of us at AA Group
have been working hard to fully automate our
production lines. | would like to express my
deepest appreciation to all of our staff for their
unwavering commitment and hard work.

I would also like to thank my fellow Directors for
their valued contributions during the year, and to
our customers, suppliers and business associates
for their strong support.

This is also a good opportunity for me to assure
our shareholders and investors that our growth
strategies are intact albeit the challenging
circumstances that we operated under. We
assure you once again that we will work even
harder to forge a better performance in the
current year.

Jaimes Hsieh
Executive Chairman
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Hsieh, Kuo-Chuan @ Jaimes Hsieh
Executive Chairman and Founder

Hsieh, Kuo-Chuan @ Jaimes Hsieh is our
Executive Chairman and founder. He

is primarily responsible for setting the
direction and growth strategies of our
Group. He is also actively involved in the
development of new business and the
marketing activities of our Group. Prior to
establishing our Group in 1995, he was
the managing director of Audio Yoke.

Mr Hsieh, Kuo-Chuan @ Jaimes Hsieh
graduated from Taoyuan High School

in Taiwan. He also holds a Bachelor of
Business Administration from Golden State
University in the United States. Mr Hsieh,
Kuo-Chuan @ Jaimes Hsieh was awarded
the 2006 Model of Taiwan and Overseas
Entrepreneurs Award by China Career
Development Association.

Feng, Tzu-Ju @ Julie Feng
Managing Director and Co-Founder

Feng, Tzu-Ju @ Julie Feng is our Managing
Director and co-founder. She is responsible
for the overall day-to-day management
including the financial matters of our
Group. She was a supervisor at Eastern
Electronic Co. Ltd between 1987 and
1989 where she was responsible for the
logistics operations (shipping) of the
company. Thereafter, she joined Audio
Yoke as sales manager in 1990. In 1995,
she was instrumental in the founding and
establishment of Allied Advantage Sdn
Bhd together with Mr Hsieh, Kuo-Chuan.
@ Jaimes Hsieh. Mdm Feng, Tzu-Ju @ Julie
Feng holds a Bachelor’s Degree in Foreign
Languages (majoring in French) from Tan
Kang University in Taiwan.
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Pu, Jung-Tsan
Executive Director

Pu, Jung- Tsan was appointed as our Executive
Director on 4 July 2005 and is responsible for
the Group’s operations. He commenced his
career with Hong Long Industry Co. Ltd in
Taiwan in 1979. He remained at Hong Long
Industry Co. Ltd for 15 years, subsequent to
which he assumed the position of General
Manager at Shanghai Man Ge Magnet
Biochemical. In 1996, he was appointed as
the General Manager of Allied Advantage Sdn
Bhd. Mr Pu graduated from Jing Wen Private
High School in Taiwan.

Loo Choon Chiaw
Independent Director

Loo Choon Chiaw was appointed as
Independent Director on 4 July 2005. He has
been practising as an Advocate and Solicitor
of the Supreme Court of Singapore since 1981
and is currently the Managing Partner of Loo &
Partners, a law firm in Singapore. He qualified
as a Barrister-at-Law of Lincoln’s Inn, London
and obtained his Master of Law degree from
the University of London. He is a fellow of the
Chartered Institute of Arbitrators, London, and
a member of the Panel of Arbitrators of the
Singapore International Arbitration Centre,
Beijing Arbitration Commission and the Wuhan
Arbitration Commission respectively. Mr Loo

is an independent director of several public
listed companies in Singapore, namely, China
Sun Bio-chem Technology Group Company
Ltd., Celestial Nutrifoods Limited, China Milk
Products Group Limited, Allied Technologies
Limited, and lonics EMS, Inc.. Mr Loo was
previously an independent director of WPG
International Pte Ltd (formerly known as WPG
International Limited), OKP Holdings Limited
and Spindex Industries Limited respectively.



Phuah Lian Heng
Independent Director

Phuah Lian Heng joined our Company as
an Independent Director on 4 July 2005.
Between 1992 to 1994, Phuah Lian Heng
served as procurement engineer and
contracts engineer in Hewlett-Packard
Singapore and Esso Singapore respectively.
From 1995 to 1999, he held positions
such as business development manager,
operations director and corporate
development director in the Mentor
Media group of companies. He is currently
the Executive Director of VCOD (S'pore)
Pte Ltd, an investment holding business
consultancy firm. Mr Phuah graduated
from the National University of Singapore
in 1992 with a Bachelor’s Degree (First
Class Honours) in Electrical Engineering.

Tan Kuang Hui
Independent Director

Tan Kuang Hui joined our Company

as an Independent Director on 4 July
2005. Between 1995 to 2002, he was
with an international public accounting
firm, Arthur Andersen. He started as a
Staff Accountant in 1995 and was then
promoted a Senior Accountant and
Manager in 1997 and 2000 respectively.
He left Arthur Andersen in June 2002
and founded Horwath First Trust, a public
accounting firm, where he is currently the
Managing Partner. Tan Kuang Hui holds a
Bachelor of Accountancy from Nanyang
Technological University, Singapore and

is a practising member of the Institute of
Certified Public Accountants of Singapore.
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Mark Yeo Wee Tiong
Non-Executive Director

Mark Yeo Wee Tiong joined our Company
as a non-Executive Director on 6 December
2004. Currently, he is an Executive Director
at UOB Venture Management responsible
for fund raising, deal sourcing, investment
valuation, structuring and divestments.
Prior to joining the venture capital industry
in 1996, he spent 2 years (1993 to 1995)
working for Smith Barney Shearson, HG
Asia (Singapore) Pte Ltd and approximately
4 years (from 1990 to 1993) working

for N M Rothschild & Sons (Singapore)

Ltd, specialising in corporate finance
transactions where he was involved in
advisory services on mergers and public
listings. Mr Yeo started his career in 1988
in the audit division of Ernst & Young

in New Zealand. He holds a Bachelor of
Commerce Degree with a double major

in Accounting and Marketing from the
University of Canterbury in New Zealand.

Ng Teck Sim
Non-Executive Director

Ng Teck Sim was appointed as alternate
Director (to Mark Yeo Wee Tiong) on

6 December 2004. Currently, he is a
Director at UOB Venture Management
and is responsible for fund raising, deal
sourcing, investment valuation, structuring
and divestments. Prior to joining the
venture capital industry in 2000, he
worked for Mizuho Financial Group / Fuiji
Bank Limited from 1997 to 2000 and

DBS Finance Ltd from 1995 to 1997 in
corporate and commercial banking. He
graduated with honours from Nanyang
Technological University with a Bachelor of
Business (Financial Analysis). He is also a
CFA Charterholder.
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Key Management

Lee Ko Chiang

Chief Financial Officer

Lee Ko Chiang is our Chief Financial Officer. He

is responsible for the overall organisation and
management of the Group’s financial systems and

is also in charge of reviewing financial reports of all
the companies within Group. From 1993 to 1994,

he joined Central Lease Finance Company as an
account officer in the Credit Department. In 1995,
he joined Polyvest Bill Finance Company as Desk
Trade Manager of the Fixed-income Department. In
2001, Mr Lee joined China Bill Finance Company, a
major listing banking institute, as Manager & Senior
Trader of the Fixed-income Department and was
focusing on government bonds trade and market risk
management. Mr Lee holds a Bachelor of Business
Administration from Chung Yuan Christian University
and a Master of Finance, from the College of
Management at Fu Jen Catholic University in Taiwan.

Lo Huan-Hsin

Assistant General Manager

Lo Huan-Hsin is our Assistant General Manager. He
held the position of Production Supervisor with Chang
Xing Technology Corporation in Taiwan between

1983 and 1990. Subsequently, he was employed

by Audio Yoke as a Factory Manager from 1990 to
2002. In 2002, he joined Chin Lai Technology Co. Ltd
as a Production Executive. In January 2005, he was
appointed as the Assistant General Manager of Allied
Advantage Sdn Bhd. Mr Lo Huan-Hsin graduated from
Chin Hwa High School in Taiwan.

Beh Chye Hee

Quality Assurance Senior Manager

Beh Chye Hee is our Quality Assurance Senior
Manager. He was admitted as an Associate Member of
the Institute of Engineers and Technicians of London

in 1994. Thereafter, he was awarded the Certificate in
Quality Management from Northern lllinois University,
USA in 1995. Prior to joining our Group as the

Quality Assurance Manager in March 2001, he was a
technician with Northern Telecom Components Sdn
Bhd from 1991 to 1994, a Material Quality Assurance
Section Head with Philips Sound Systems (M) Sdn Bhd
from 1994 to 1999 and an Assistant Quality Assurance
Manager with Todaiji Electronic (M) Sdn Bhd. from
1999 to 2001. Mr Beh holds a Diploma in Electronic
Engineering from Butterworth Institute of Technology
in Malaysia. He also holds a Bachelor of Business
Administration and an MBA degree from Golden State
University in the United States.

Koh Teik Huat

Manufacturing Manager

Koh Teik Huat is our Manufacturing Manager. He
commenced his career in 1988 as an Assistant

Leader at John Enterprise, a Singapore aluminium
manufacturer. He was appointed as a Senior Technician
at Unicast Engineering Pte Ltd in 1992, where he
stayed until 1997. Thereafter he assumed the position
of Manufacturing Manager of Allied Advantage Sdn
Bhd. Mr Koh holds a certificate in AutoCad 2000 from
Informatics International in Malaysia. He graduated
from Sin Min Secondary School in Malaysia.

Ooi Soon Keow

Sales and Administration Manager

Ooi Soon Keow is our Sales and Administration
Manager of the Group. Prior to joining Allied
Advantage Sdn Bhd as a Sales and Administration
Executive in 1996, she worked in the Import & Export
division of National Panasonic Sdn Bhd in Malaysia.
Ms Ooi holds a Diploma in Secretarial Studies from
Institute Perkim-Goon in Malaysia.
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Financial Highlights

REVENUE BY PRODUCTS

BY GEOGRAPHICAL REGION

® 76.9% T-Yoke 17.9% Washer
5.2% Y-Yoke ® 0% Frame

® 47.7% ASIA ® 33.2% EUROPE
19.1% NORTH AMERICA

® 67.9% T-Yoke 22.7% Washer
7.8% Y-Yoke ® 1.6% Frame

® 40.5% ASIA ® 34.3% EUROPE
25.3% NORTH AMERICA
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Operating & Financial Review

ions FY2006 FY2005
Revenue
T-Yokes 12,953 14,867 (12.87)%
U-Yokes 1,496 1,003 49.05%
Washers 4,334 3,469 24.96%
Frames/Others 301 - 100%
Total Revenue 19,084 19,339 (1.31)%
Cost of sales (15,630) (14,519) 7.66%
Gross Profit 3,454 4,820 (28.34)%
Other operating revenue 524 331 58.31%
Administrative costs (1,582) (1,266) 24.96%
Other operating costs (159) (373) (57.37)%
Operating Profit 2,237 3,512 (36.30)%
Financial Income 19 14 35.72%
Financial Costs (691) (706) (2.12)%
Profit before taxation 1,565 2,820 (44.50)%
Income tax (288) (438) (34.24)%
Net Profit Attributable 1,277 2,382 (46.39)%
to shareholders
Financial Position FY2006 FY2005
Total Assets 30,899 28,368 8.92%
Total Liabilities 15,382 13,201 16.52%
Total equity 15,516 15,166 2.31%
Others - - -
Capital expenditure 6,256 3,802 64.54%
Group Staff Strength 172 143 20.28%

REVENUE BY PRODUCTS

For the year ended 31 December 2006, Group revenue
declined 1.3% to $19.1 due to:

1. An increase in steel prices which resulted in shift of our
focus to high-end speakers. Many of our customers,
such as those manufacturing low-end speakers, were not
willing to pay higher prices for our high-end speakers.

2. Oil price hikes which slowed the demand for motor

vehicles
® 769% T-Yoke ® 17.9% Washer 3. The Restriction on Hazardous Substances Directive (RoHS),
® 52% Y-Yoke 0% Frame which took effect from 1 July 2006, imposed a ban on

new electrical and electronic equipment containing more
than the specified levels of lead, cadmium, mercury,
hexavalent chromium, polybrominated biphenyl (PBB) and
polybrominated diphenyl ether (PBDE) flame retardants
£v2006 in the European Union. This resulted in our customers,
especially those from Europe such as Bosch and Sipe,
having to clear their existing inventories of speakers, and
deferring new orders.
4. Decline in orders from our major customer in Malaysia
— Formosa Prosonic Technics Sdn Bhd.

® 67.9% T-Yoke @ 22.7% Washer
® 7.8% Y-Yoke 1.6% Frame
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The sale of T-yokes remained our largest product in terms of revenue contribution, accounting for
$13.0 million or 67.9% of total sales. Revenue from U-yokes increased from $1.0 million in FY2005
to $1.5 million in FY2006, accounting for 7.8% of total sales in the year under review. Revenue
from washers similarly grew from $3.5 million to $4.3 million, accounting for 22.7% of total sales.
This year, we introduced a new product — Frames — which accounted for $0.3 million, or 1.6% of
total sales.

Profitability
Our Gross Profit declined by 28.3% due to:
1. Higher raw material costs as a result of rising steel prices. We were unable to pass the full
increase in costs to our customers.
2. A $6.3 million increase property, plant and equipment
3. Increase in depreciation expense

Other operating revenue grew 58.3% to $524,000 due to higher prices of scrap materials and metal
wastes. Administrative costs rose 25.0% because of increase in bonus, employees’ provident fund,
human resources development fund and salary for overtime and allowances which totaled $107,516.
In addition, traveling expenses increased by $58,684 and transportation charges amounted to
$8,445.

As a result, the Group’s net profit dipped 46.4% to $1.3 million
Taxation

Taxation declined 34.24% to $288,000 due to the company profit margin had declined, increase of
the company’s capital & reinvestment allowance in tac computation.

Cash Flow

(55000) T 2006 2005
Cash generated from operating activities 3,473 2,323
Cash (used in) investing activities (2,652) (2,878)
Cash generated from financing activities (213) 767
Net increase in cash and cash equivalents 608 212
Cash and cash equivalents as at end of year Y 334

As at 31 December 2006, net cash from operating activities was approximately $3.5 million.
Operating cash flow before movements in working capital was approximately $4.3 million. Changes
in working capital was a negative $0.05 million due mainly to an increase in trade receivables of
approximately $0.87 million, a decrease in inventories of approximately $0.71 million and a decrease
in trade and other payables of approximately $0.2 million.

11
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Operating & Financial Review

Our net cash used in investing activities was approximately $2.65 million, which was mainly used for
the purchase of plant and equipment and investment in our subsidiary company. Net cash used in
financing activities was approximately $2.13 million, mainly due to repayment of hire purchase of
$$0.94 million and dividends paid of $$0.64 million.

Indebtedness
The amount of Group’s borrowings for both financial years is as set out below:

U 2006 NZ00SHENE

Due within 1 year:
Bills payable to banks

-Secured 8,169,993 6,883,050
-Unsecured 134,822 -

Short term bank loans 307,001 216,069
Total Indebtedness 8,611,816 7,099,119
Gearing Ratio 0.22 0.20
Prospects

With oil prices at more comfortable levels this year, we expect demand for automobiles will grow,
and we will continue to focus on our product diversification strategy into high-precision automotive
parts using the cold forging process — such as piston pins, steering system parts, braking system
parts, gears, engine covers and shock absorbers.

Our continued focus on the high-end speaker market will enable us to extract higher margins, even
as demand for our quality products, such as the cold forged U-yokes, continue to accelerate.

In order to further enhance the Group's competitiveness, we are looking to increase the level of
automation at our manufacturing facilities at Sungei Petani. By upgrading our machinery, as well as
by prioritising preventive maintenance, we will be able to achieve higher levels of productivity and
product quality.

Meanwhile, we intend to enhance the skills of our staff through intensive training. At our Group,
continuous improvements are encouraged through active staff participation such as our cost saving
programme which focuses on minimizing wastage, increasing productivity and enhancing quality.



