Directors’ Report

The directors present their first report and the audited financial statements for the year ended 31st
December, 2005.

CORPORATE REORGANISATION
The Company was incorporated and registered as an exempted company in the Cayman Islands with
limited liability on 4th December, 2003.

Pursuant to a reorganisation scheme to rationalise the structure of the Group in preparation for the
public listing of the Company’s shares on The Main Board of The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”), the Company became the ultimate holding company of the Group.
The Company’s shares were listed on the Stock Exchange on 9th August, 2005.

PRINCIPAL ACTIVITIES
The Company acts as an investment holding company. The principal activities of its principal
subsidiaries are set out in note 28 to the financial statements.

RESULTS
The results of the Group for the year are set out in the consolidated income statement on page 25.

The directors do not recommend the payment of a dividend for the year.

PROPERTY, PLANT AND EQUIPMENT
Details of the movements in property, plant and equipment of the Group during the year are set out in
note 12 to the financial statements.

SHARE CAPITAL
Details of the movements in share capital of the Company during the year are set out in note 22 to the
financial statements.

DISTRIBUTABLE RESERVES

The Company’s reserves available for distribution represent the aggregate of the share premium
account and the contributed surplus less deficit which amounted to RMB904,504,000. Under the
Companies Law Chapter 22 of the Cayman Islands, the share premium of the Company is available for
distribution or paying dividends to shareholders subject to the provisions of its Memorandum and
Articles of Association and provided that immediately following the distribution or dividend, the
Company is able to pay its debts as they fall due in the ordinary course of business.
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DIRECTORS AND SERVICE CONTRACTS
The directors of the Company during the period and up to the date of this report were:

Executive director:

Benjamin Zhengmin Pan
(Chief Executive Officer)

Non-executive directors:

Ingrid Chunyuan Wu
Yang Dong Shao
Thomas Kalon Ng

Independent non-executive directors:

Koh Boon Hwee (Chairman)
Dick Mei Chang
Mok Joe Kuen Richard

In accordance with Article 86(3) of the Company’s Articles of Association, Mr. Benjamin Zhengmin Pan
(“Mr. Pan”), Ms. Ingrid Chunyuan Wu (“Ms. Wu”), Mr. Yang Dong Shao, Dr. Thomas Kalon Ng, Mr.
Koh Boon Hwee, Dr. Dick Mei Chang and Mr. Mok Joe Kuen Richard will hold their office until the
forthcoming annual general meeting of the Company, and being eligible, offer themselves for re-
election at the forthcoming annual general meeting of the Company.

In accordance with Article 87 of the Company’s Articles of Association, the directors of the Company
shall be subject to retirement by rotation at least once every three years and shall be eligible for re-
election.

Mr. Pan has entered into a service agreement with the Company for a term of three years from 15th
July, 2005, subject to termination by either party giving no less than 60 days’ prior notice in writing or
60 days’ payment in lieu of notice.

Each of Ms. Wu, Mr. Yang Dong Shao, Dr. Thomas Kalon Ng, Mr. Koh Boon Hwee, Dr. Dick Mei
Chang and Mr. Mok Joe Kuen Richard has entered into a letter of appointment with the Company for a
term of two years from 16th April, 2005, subject to termination by either party giving no less than one
month’s prior notice in writing or such shorter period as both parties may agree.
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Other than as disclosed above, no director proposed for re-election at the forthcoming annual general
meeting has a service contract which is not determinable by the Group within one year without
payment of compensation (other than statutory compensation).

DIRECTORS’ AND CHIEF EXECUTIVES’ INTEREST IN SHARES AND UNDERLYING SHARES
As at 31st December, 2005, the beneficial interests of the directors and chief executives in any shares,
underlying shares and debentures of the Company and any of its associated corporations (within the
meaning of Part XV of the Hong Kong Securities and Futures Ordinance (the “SFQ”)) as recorded in
the register required to be kept by the Company under Section 352 of the SFO, or as otherwise
notified to the Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interests or short positions) which they are taken or deemed to have taken such provisions
of the SFO and pursuant to the Model Code for Securities Transactions by Directors of Listed
Companies (the “Model Code”), were as follows:

Long positions in ordinary shares of US$0.01 each of the Company:

Total Percentage of the
Personal Corporate Other number of Company’s issued
Name of director/chief executive interests interests interests shares share capital

Mr. Pan(" 218,520,634 49,645,440 83,877,430 352,043,504 28.21%
Ms. Wu®@ 209,828,594 — 83,877,430 293,706,024 23.53%
Mr. Yang Dong Shao® — 51,215,988 — 51,215,988 4.10%
Mr. Koh Boon Hwee 1,307,562 — — 1,307,562 0.10%
Mr. Li Xiang 61,941,887 — — 61,941,887 4.96%

Notes:
(1) Mr. Pan beneficially owns 218,520,634 shares. Mr. Pan is also deemed or taken to be interested in the following shares:
(i) 49,645,440 shares which are beneficially owned by Silver Island Limited, a company 100% owned by Mr. Pan;

(ii) 75,220,434 shares which are deemed to be beneficially owned by Mr. Pan, as trustee of the Benjamin Zhengmin
Pan 2005 Annuity Trust dated 18th June, 2005; and

(iii) 8,656,996 shares which are deemed to be beneficially owned by Mr. Pan and Ms. Wu’s descendents, as
beneficiaries of the Pan 2005 Irrevocable Trust dated 10th May, 2005. Both children of Mr. Pan and Ms. Wu are
under the age of 18.

2) Ms. Wu beneficially owns 209,828,594 shares. Ms. Wu is also deemed or taken to be interested in the following shares:

(i) 75,220,434 shares which are deemed to be beneficially owned by Ms. Wu, as trustee of the Ingrid Chunyuan Wu
2005 Annuity Trust dated 18th June, 2005; and
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(i) 8,656,996 shares which are deemed to be beneficially owned by Mr. Pan and Ms. Wu's descendents, as
beneficiaries of the Pan 2005 Irrevocable Trust dated 10th May, 2005. Both children of Mr. Pan and Ms. Wu are
under the age of 18.

(3) Mr. Yang Dong Shao has 50% management control over any decisions made by Chengwei Ventures Shanghai LLC in
connection with the investment made through its controlled corporations in the Company and therefore, Mr. Yang Dong
Shao is deemed or taken to be interested in the 51,215,988 shares which are beneficially owned by Chengwei AAC
Holdings Ltd.

Other than as disclosed above, as at 31st December, 2005, none of the directors or chief executives
had any interests or short positions in the shares, underlying shares and debentures of the Company
or any of its associated corporations.

SHARE OPTION SCHEME

Details of the Company’s share option scheme adopted on 15th July, 2005 are set out in note 23 to
the financial statements. The Company has not granted any option under the share option scheme
since its adoption.

ARRANGEMENTS TO PURCHASE SHARES OR DEBENTURES

At no time during the year was the Company, or any of its subsidiaries, a party to any arrangements to
enable the directors of the Company to acquire benefits by means of the acquisition of shares in, or
debentures of, the Company or any other body corporate.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE AND CONNECTED
TRANSACTIONS

During the year, the Group rented certain properties located at Nanyou Tianan Industrial Park,
Dengliang Road, Nanshan District, Shenzhen, from Ms. Wu and the rentals paid for those properties
amounted to RMB2,511,000, out of which RMB1,833,000 are in respect of non-exempt connected
transactions. The rented properties in respect of the non-exempt connected transactions are used as
part of the places of business by the Company’s two wholly owned subsidiaries, namely AAC Acoustic
Technologies (Shenzhen) Co., Ltd and Shenzhen Tairuimei Precision Tooling Manufacturing Co., Ltd.
On July 4, 2005, the term of each of the lease agreements in respect of these properties was extended
to 31st December, 2009. The parties to each of these lease agreements also agreed to adjust the rent
payable each year by no more than 5% (either upwards or downwards) from the preceding year to
reflect the then prevailing market conditions. There has been no adjustment in the rent payable in the
year of 2005.

@ AAC Acoustic Technologies Holdings Inc.



Directors’ Report

The independent non-executive directors confirmed that the connected transactions have been
entered into by the Group in the ordinary course of its business on normal commercial terms, and in
accordance with the terms of the agreement governing such transactions that are fair and reasonable
and in the interests of the shareholders of the Company as a whole.

Other than as disclosed above, no contracts of significance to which the Company or any of its
subsidiaries was a party and in which a director of the Company had a material interest, whether
directly or indirectly, subsisted at the end of the year or at any time during the year.

SUBSTANTIAL SHAREHOLDERS

As at 31st December, 2005, the register of interests and short positions kept by the Company under
section 336 of the SFO showed that the following persons held interests or short positions in the
Company’s shares:

Percentage of the
Company’s issued

Name of Shareholder Number of Shares share capital
Mr. Pan") 637,092,532(L) 51.05%(L)
Ms. Wu® 637,092,532(L) 51.05%(L)
Credit Suisse Group® 93,600,000(L) 7.50%(L)

93,600,000(S) 7.50%(S)
(1) Mr. Pan beneficially owns 218,520,634 shares. Mr. Pan is also deemed or taken to be interested in the following shares:

(i) 49,645,440 shares which are beneficially owned by Silver Island Limited, a company 100% owned by Mr. Pan;

(ii) 285,049,028 shares which are beneficially owned by Ms. Wu as Mr. Pan is Ms. Wu’s husband;

(iif) 75,220,434 shares which are deemed to be beneficially owned by Mr. Pan, as trustee of the Benjamin Zhengmin
Pan 2005 Annuity Trust dated 18th June, 2005; and

(iv) 8,656,996 shares which are deemed to be beneficially owned by Mr. Pan and Ms. Wu's descendents, as
beneficiaries of the Pan 2005 Irrevocable Trust dated 10th May, 2005. Both children of Mr. Pan and Ms. Wu are
under the age of 18.

(2) Ms. Wu beneficially owns 209,828,594 shares. Ms. Wu is also deemed or taken to be interested in the following shares:

(i) 75,220,434 shares which are deemed to be beneficially owned by Ms. Wu as trustee of the Ingrid Chunyuan Wu
2005 Annuity Trust dated 18th June, 2005;
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(ii) 343,386,508 shares which are beneficially owned by Mr. Pan as Ms. Wu is Mr. Pan’s wife; and

(iii) 8,656,996 shares which are deemed to be beneficially owned by Mr. Pan and Ms. Wu’s descendents, as
beneficiaries of the Pan 2005 Irrevocable Trust dated 10th May, 2005. Both children of Mr. Pan and Ms. Wu are
under the age of 18.

(3) By virtue of Credit Suisse Group’s 100% interest in Credit Suisse, Credit Suisse’s 100% interest in Credit Suisse First
Boston (International) Holdings AG, Credit Suisse First Boston (International) Holdings AG’s 100% interest in Credit Suisse
First Boston International (Guernsey) Limited and 70.2% interest in Credit Suisse First Boston (Hong Kong) Limited; and
Credit Suisse First Boston International (Guernsey) Limited also owns 29.8% interest in Credit Suisse First Boston (Hong
Kong) Limited, each of Credit Suisse Group, Credit Suisse and Credit Suisse First Boston (International) Holdings AG is
deemed to be interested in 93,600,000 shares in the Company directly held by Credit Suisse First Boston (Hong Kong)
Limited.

Save as the interests and short positions disclosed above, as at 31st December, 2005, so far as was
known to any director of the Company, no other persons had an interest or short position in the
shares, equity derivatives, underlying shares or debenture of the Company which would fall to be
disclosed under the provisions of Divisions 2 and 3 of Part XV of the SFO and section 336 of the SFO
or, who were interested in, directly or indirectly, 5% or more of the nominal value of any class of share
capital carrying rights to vote in all circumstances at general meeting of the Company.

PURCHASE, SALE OR REDEMPTION OF SHARES
There was no purchase, sale or redemption of shares of the Company by the Company or any of its
subsidiaries during the period from 9th August, 2005 to 31st December, 2005.

PRE-EMPTIVE RIGHTS
There are no provisions for pre-emptive rights under the Company’s Articles of Association although
there are no restrictions against such rights under the laws in the Cayman Islands.

MAJOR CUSTOMERS AND SUPPLIERS

During the year, the aggregate sales attributable to the Group’s five largest customers comprised
approximately 56.2% of the Group’s total sales while the sales attributable to the Group’s largest
customer was approximately 28.2% of the Group’s total sales.

During the year, the aggregate purchases attributable to the Group’s five largest suppliers comprised
approximately 36.1% of the Group’s total purchases while the purchases attributable to the Group’s
largest supplier was approximately 12.6% of the Group’s total purchases.

None of the directors, their associates or any shareholders, which to the knowledge of the directors
own more than 5% of the Company’s issued share capital, had any interest in the share capital of the
five largest customers or suppliers of the Company.
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SUFFICIENCY OF PUBLIC FLOAT
The Company has maintained a sufficient public float from 9th August, 2005 to 31st December, 2005.

CHARITABLE DONATIONS
During the year, the Group made charitable and other donations totalling RMB1,053,000.

AUDITORS

These financial statements were audited by Messrs. Deloitte Touche Tohmatsu since its incorporation.
A resolution will be submitted to the annual general meeting of the Company to re-appoint them as
auditors of the Company.

By order of the Board

Koh Boon Hwee
Chairman

6th April, 2006
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