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Auditor’s Report

Mao Heng kuai Bao (2023) No. 11016

To Harsha Precision Bearing Components (China) Co., Ltd.

1.

1.

Audit Opinion

We have audited the financial statements of Harsha Precision Bearing Components (China) Co.,
Ltd. (the “Company”) attached hereto, which comprise the balance sheet as at Dec. 31, 2022, and
the income statement, the statement of cash flows, and the statement of changes in owner’s equity

for the year then ended, and notes to the financial statements.

In our opinion, the financial statements of the Company are properly drawn up in accordance with
the Accounting Standards for Business Enterprises so as to, in all material respects, give a true and
fair view of the financial position of the Company as at Dec. 31, 2022, and of the performance and
cash flows of the Company for the year e_nded on that date.

Basis for Our Opinion

We have conducted the audit in accordance with the Auditing Standards for CPAs of China. The
“CPAs' Responsibilities for Auditing Financial Statements” section hereof has further explained our
responsibilities pursuant to such auditing standards. In compliance with China Code of Ethics for
CPAs, we are independent of the Company, and have complied with applicable ethical
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to

provide a basis for our audit opinion.

Responsibilities of the Company’s Management and Operation Team for Financial
Statements

The management of Harsha Company (hereinafter referred to as the management) is responsible for
compiling financial statements in accordance with the provisions of the Accounting Standards of
Enterprises to achieve fair reflection, and to design, implement and maintain the necessary internal

controls so that the financial statements do not contain any major misstatements caused by fraud or
error.

When preparing the financial statements, the Company’s management shall evaluate the Company's
going-concern ability, disclose matters related to going-concern and apply going-concern assumption,
unless the management plans to liquidate the Company or discontinue its operation, or has no other
choices.

The Compan'y’s management is responsible for the financial reporting of the Company.



IV. CPAs’ Responsibilities for Auditing Financial Statements

Our responsibility is to obtain reasonable assurance about whether the financial statements are free
from material misstatement due to fraud or error, and to issue an audit report accordingly (including
the audit opinion on these financial statements). Reasonable assurance is high-level assurance, but it
doesn’t guarantee that the audit conducted according to applicable auditing standards can identify all
material misstatements. Misstatements may arise from fraud or error. If pursuant to rational
expectations misstatements may, individually or together, exercise an impact on users of the financial
statements in making economic decisions based on them, then such misstatements are regarded as
material ones.

During the audit conducted as per the accounting standards, we have made professional judgments

and maintained professional skepticism. Besides, we have carried out the following work:

(1) Identify and evaluate the risks of material misstatements of the financial statements (whether due
to fraud or error), design and implement audit procedures to cope with such risks, and obtain
sufficient and appropriate audit evidence to provide a basis for our audit opinion. As fraud may
involve collusion, falsification, deliberate omission, false statements or incompliance with internal
control, the risk of failure in identifying material misstatements due to fraud is higher than that in

identifying material misstatements due to error.

(2) Understand the Company’s internal control related to the audit, and design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the

effectiveness of such internal control.

(3) Evaluate the appropriateness of accounting policies used and the reasonableness of accounting

estimates and relevant disclosures made by the Company’s management.

(4) Draw a conclusion on the appropriateness when it comes to how the Company’s management
applies going-concern assumption, and on whether there is any matter that may lead to substantial
doubt with or whether there is any great uncertainty with the Company’s going-concern ability. If
there is such great uncertainty, then according to applicable auditing standards, we shall, in the
audit report, draw attention from users of the financial statements to relevant disclosures in them:
and if the disclosures are insufficient, we shall give modified audit opinions. Our audit opinion is
based on information available as of the audit report. However, it is possible that future matters or

circumstances may result in the Company’s failure in maintaining going-concern ability.

(5) Evaluate the overall presentation, structure and content (including disclosures) of the financial

statements, and whether they have given a true and fair view of relevant transactions and matters.

(6) Obtain adequate and appropriate audit evidence on the Company’s financial information to give
our audit opinion. We are responsible for guiding, supervising and carrying out the audit and

express our audit opinion.

We have communicated with the Company’s operation team regarding proposed audit scope, audit
schedule and major audit findings, etc., including key defects with the Company’s internal control that
are identified by us during the audit.

e |



English translation is for reference only. Should there be any discrepancies between the Chinese and

English versions, the Chinese version shall prevail.

Shanghai Macheng C
Shanghai, P. R. China

Chinese Certified Public Accountant:

Date: February 10, 2023
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Income Statement

Prepared by Harsha Precision Bearing Components (China) Co., Ltd. Expressed in Renminbi Yuan

Items Notes Current period amount Previous period amount
Total operating income }
5.24 101,579,511.99 §7,106,910.80
Less: Operating cost 524 $9.080.886.98 72,521,994.41
Operating tax and subcharges s 950.968.03 776.938.99
Sales axpanses 5.26 2,457,194.44 2,539,607.30
AdimnIsTHlon expaises 537 6,935,565.28 8,213,663.24
Financlal expenses 528 3.673,097.46 2,283,747.14
Including: Interest expense 2.576.490.22 2.439,890.15
Interest income 9.638.12 9.863.18
Impairment loss on assets
Plus:Other income 138.841.13
Net income on disposal of fixed assets 19.162.48
Operating profit -1,518,200.20 928,963.33
Plus:non-operating income 25 99.012.39 24.552.93
Less:non-operating expense 530 253,174.43 6355.026.09
Total Profit
-1,672,362.24 298,490.17
Less:income tax 531 80,098.10 -1,398,355.19
rofi
e -1,752,460.34 1,696,845.36
Including: Net operating profit (net loss listed as "-")
-1,752,460.34 1,696,845.36
Net profit from termination of operation (net loss listed as
Other aggregate income
Total amount of aggregate income 1.752.460.34 1,696.845.36




Cash Flow Statement

Prepared by Harsha Precision Bearing Components (China) Co., Ltd.

Expressed in Renminbi Yuan

ltems

Notes

Current Period

Previous Period

Cash flows arising from operating activities:

Cash received from sale of goods or rendering of services

103,463,320.78

94,277,626.80

Refunds of taxes

139,916.75

Cash received relating to other operating activities

108.644.92

173,257.24

Subtotal of cash inflow arising from operating activities

103,571,965.70

94,550,800.79

Cash paid for goods and services

67,933,029.41

60,786,093.02

Cash paid to and on behalf of employees 19,571,837.10 24,001,482.07
Cash paid for all types of taxes 2,896,238.78 2,599,495.85
Other cash paid conceming operating activities 6,679.299.89 5,600,767.30
Subtotal of cash outflow arising from operating activities 97.080,405.18 92.087.838.24
Net cash flows arising from operating activities 6,491,560.52 1,602,962.55
Cash flows arising from investing activities:
Cash received from recovering investment
Cash received from investment income
Net cash received from disposal of fixed, intangibleand other fong-term assets 40,707.96
Net cash received from disposal of subsidiaries andother units
Other cash received concerning investing activities
Subtotal of cash inflow from investing activities 40,707.96

Cash paid for purchasing fixed, intangible and other long-term assets

4,246,071.93

3.507,385.06

Cash paid for investment

Net cash received from subsidiaries and other units

Other cash paid conceming investing activities

Subtotal of cash outflow from investing activities

4.246,071.93

3,507,385.06

Net cash flows arising from investing activities

-4,246,071.93

-3,466,677.10

Cash flows arising from financing activities

Cash received from absorbing investment

Cash received from loans

38,744,418.99

27.056,078.38

Other cash received concerning financing activities

Subtotal of cash inflow from financing activities

38,744,418.99

27,056,078.38

Cash repayments of borrowings

37.971,527.37

25.456,471.91

Cash paid for distribution of dividendsor profits and for interest expenses 2,493,756.25 3.649.700.23
Other cash paid concerning financing activities

Subtotal of cash outflow from financing activities 40,471.283.62 29,106,172.14

Net cash flows arising from financing activities -1,726,864.63 -2,050,093.76

Effect of exchange rate fluctuations on cash held 1,312.39 233,443.20

Net increase of cash and cash equivalents 519,936.35 -3,680,365.11

Plus:opening balance of Cash and cash equivalents 3,832,077.40 7,512,442.51

Closing balance of cash and cash equivalent 4,352.013.75 3.832.077.40
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Harsha Precision Bearing Components (China) Co., Ltd.
Notes to the financial statements

Notes to the financial statements for the year 2022

(The amount is expressed in RMB Unless otherwise stated)

1 Company profile

Harsha Precision Bearing Components (China) Co., Ltd.(hereinafter referred to as "the
Company", formerly known as "BecoTek Precision Bearing Accessories (Suzhou) Co., Ltd.")
was established on March 30, 2008 with the approval of the People's Government of Jiangsu
Province, and obtained a business license on April 28, 2008. The current business license’s
unified social credit code is 91320594673917075C. The original legal representative is
HEMANT KUMAR SHARMA, which was changed to Guo Guangjun on November 18,
2021. Company address: 10 Fuhua Road, Bixi Street, Changshu, Jiangsu Province.

The original registered capital of the company was USD 22 million, and the accumulated
paid-in capital was USD 20.19449 million. On September 1, 2019, Harsha Precision Bearing
Components (China) Co., Ltd. and Harsha Engineering Components (Changshu) Co., Ltd.
carried out absorption and merger, which was in the form of absorption and merger under
the same control, without any consideration payment. After the completion of the merger,
Harsha Engineering Components (Changshu) Co., Ltd. was dissolved and cancelled, and
Harsha Precision Bearing Components (China) Co., Ltd. continued to exist. The registered
capital and paid-in capital increased by USD 3,699,976 respectively. After the merger, the
registered capital of the company was USD 25,699,976, and the accumulated paid-in capital
was US $23,894,466.

The approved business scope of the company: Research and development, production,
processing, sales of various mechanical parts such as precision bearing support frame, and
provision of relevant supporting services; Engaged in the wholesale, import and export of
mechanical parts. (Projects subject to approval according to law can only be operated after
being approved by relevant departments)

2 Basis of preparation of financial statements

2.1 Basis of preparation

The company's financial statements are based on the assumption of continuous operation,
according to the actual transactions and events, in accordance with the "Enterprise Accounting
Standards - Basic Guidelines" issued by the Ministry of finance, Specific Accounting Standards,
Application Guidelines for Enterprise Accounting Standards, Accounting Standards for
Enterprises, and other relevant provisions (hereinafter referred to as "Enterprise Accounting
Guidelines").

According to the relevant provisions of the Enterprise Accounting Standards, the accounting of

the company is based on accrual basis. Except for some financial instruments, the financial

statements are based on historical costs. If assets are impaired, corresponding impairment
9



Harsha Precision Bearing Components (China) Co., Ltd.
Notes to the financial statements

provisions shall be made in accordance with relevant provisions.

2.2 Going-concern assumption

The company does not have any matters or circumstances that have significant doubts about the
company's ability to continue as a going concern for 12 months from the end of the reporting
period.

3 Major accounting policies, accounting estimates

3.1 Statement on observation of Corporate Accounting Standards
The financial statements prepared by the Company are in conformity with the Corporate
Accounting Standards, constituting an accurate and full presentation of the financial position, the

operating result and the cash flow of the Company for the reporting period.

3.2 Accounting year

The company's accounting period is divided into annual and mid-term, which is shorter than the
reporting period of a complete accounting year. The fiscal year of the Company shall be in the
Gregorian calendar year, i.e. from January 1 to December 31 each year.

3.3 Business cycle

The normal business cycle refers to the period from the purchase of assets for processing to the
realization of cash or cash equivalents. The company takes 12 months as a business cycle and
uses it as a criterion for liquidity classification of assets and liabilities.

3.4Recording currency
The recording currency of the Company is Ren Min Bi (RMB).

3.5Standards for determining cash and cash equivalents

The company's cash and cash equivalents include cash in stock, deposits that can be used to pay
at any time, and investments with a short period of time (usually due within three months from
the date of purchase), strong liquidity, easy conversion to a known amount of cash and little risk
of value change.

3.6 Receivables

Receivables include accounts receivable, notes receivable, other receivables, etc.

(1) Recognition criteria for bad debts

Receivables that cannot be recovered after being paid off according to law due to the debtor's
bankruptcy; If the debtor fails to fulfill the debt repayment obligation after three years, the
receivables that are listed as bad debts with the approval of the shareholders' meeting or the
board of directors, and other impaired claims are assessed as uncollectible, they shall be
derecognized.

(2) Accounting method for bad debt loss

10



Harsha Precision Bearing Components (China) Co., Ltd.
Notes to the financial statements

The Company adopts the allowance method to account for bad debt losses.

(3) Withdrawal of bad debt reserves

For accounts receivable and other recievables, the Company adopts individual identification
method to withdraw bad debt reserves.

3.7 Inventory

(1) Classification of inventory

The Company's inventory is divided into raw materials, finished products, semi-finished
products, products in process, tooling and low-value consumables.

(2) Valuation methods for acquisition and issuance of inventory

The Company's inventory system mainly adopts the perpetual inventory system, and the
inventory is valued at the actual cost when it is obtained. Raw materials shall be priced with
weighted average method; Products in process, goods in stock and goods delivered follow
standard cost method; Low-value consumables items charged to expense when actually
consumed.

(3) The method of calculating the reserve for inventory depreciation

If the company's end-of-term inventory cost is higher than its net realizable value, the reserve for
depreciation of inventory price shall be calculated. The company usually draws down the stock
price reserve according to a single item (inventory item). At the end of the period, the influence
factors of the previous write-down of the stock value have disappeared, and the stock price
reserve is turned back within the original amount.

(4) Confirmation method of net realizable value of inventory

Net realizable value of inventory is the amount of estimated costs, estimated sales costs and tariff
charges after deducting the estimated price of the inventory from the estimated price to the

completion time.

3.8 Fixed assets and their accumulated depreciation

(1)Conditions for confirmation of fixed assets

Fixed assets of the company refer to tangible assets held for the production of commodities, the
provision of labor services, leasing or operation and management, whose service life exceeds one
accounting year.

The economic benefits related to the fixed assets are likely to flow into the enterprise, and the
fixed assets can be recognized only when the cost of the fixed assets can be reliably measured.
The company's fixed assets are initially measured at the actual cost at the time of acquisition.
(2)Classification of Fixed Assets and Depreciation Policy

The company adopts the method of average years to calculate depreciation. The depreciation of
fixed assets begins when they reach the intended usable state, and stops when they are terminated
or divided into holdings of non-current assets for sale. Without considering the impairment
provision, the company determines the annual depreciation rate of all types of fixed assets
according to the category of fixed assets, expected service life and estimated residual value as
follows:

Economic Residual rate at the Annual

Category useful life end of life depreciation

11



Harsha Precision Bearing Components (China) Co., Ltd.
Notes to the financial statements

rate(%)
House and buildings 20 5 4.75
Machinery and equipment 5,10 5 9.5,19
Auxiliary production equipment 5 5-10 18-19
Office equipment 5 5-10 18-19
Computer and electronic equipment 3-10 5 9.5-31.67
Transportation equipment 5 5 19.00

Among them, the accumulated amount of the impairment provision for fixed assets that have
been calculated shall be deducted to calculate and determine the depreciation rate.

If the fixed assets financially leased can reasonably determine that the ownership of the leased
assets will be acquired at the expiration of the lease term, depreciation shall be calculated within
the useful life of the leased assets; if the ownership of the leased assets can not be reasonably
determined at the expiration of the lease term, a shorter period between the lease term and the
useful life of the leased assets shall be available. Depreciation is charged between periods.

At the end of each year, the company reviews the service life, estimated net residual value and
depreciation method of fixed assets. If the estimated service life is different from the original
estimate, the service life of fixed assets shall be adjusted; if the estimated net residual value is
different from the original estimate, the estimated net residual value shall be adjusted.
(3)Expenses for major repairs

The overhaul expenses incurred in the periodic inspection of fixed assets by our company are
included in the cost of fixed assets and in the profits and losses of the current period when there
is conclusive evidence that the part that meets the conditions for the confirmation of fixed assets
is included in the cost of fixed assets and that the part that does not meet the conditions for the
confirmation of fixed assets is included in the current profits and losses. Fixed assets shall be

depreciated at regular intervals between major repairs.

3.9 Method of amortization of long-term pending expenses

The long-term outstanding expenses incurred by the company are valued at the actual cost and
amortized on average according to the expected benefit period. For long-term anticipated
cost-sharing items which can not benefit from the future accounting period, the amortized value

of the items is totally included in the current profits and losses.

3.10 Employees' Salary

The company's employees' salaries mainly include short-term salaries, after-service benefits and
dismissal benefits. Among them:

Short-term remuneration mainly includes wages, bonuses, allowances and subsidies, employee
welfare, medical insurance, maternity insurance, industrial injury insurance, housing
accumulation fund, trade union funds, employee education funds, non-monetary welfare and so
on. During the accounting period in which employees provide services to the company, the
company recognizes the actual short-term salaries of employees as liabilities and takes them into
account the current profits and losses or the cost of related assets. Among them, non-monetary
welfare is measured at fair value.

After-service benefits mainly include setting up withdrawal plans. Among them, setting up
12
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withdrawal plan mainly includes basic old-age insurance, unemployment insurance and annuity.
The corresponding amount of deposit payable is included in the cost of related assets or current
profits and losses when it occurs.

In case the company cannot unilaterally withdraw the retirement benefits provided by the plan
for termination of labor relations or the proposal for reduction, it shall confirm with the company
the reconstitution of the retirement benefits involved in the payment of the retirement benefits,
either before the expiration of the employee's labor contract or in order to encourage the
employee to accept the reduction voluntarily. Where is the cost related to the restructuring
involving the payment of dismissal benefits, the compensation liabilities of employees resulting
from dismissal benefits should be recognized as early as possible, and should be included in
current profits and losses. However, if the dismissal benefits are not expected to be fully paid 12
months after the end of the annual reporting period, they shall be treated according to the
remuneration of other long-term employees.

The internal retirement plan for employees shall be handled in the same way as the dismissal
benefits mentioned above. The company will pay the salary of the returnee and the social
insurance premium paid during the period from the day when the employee ceases to provide
service to the normal retirement date, and shall include the current profit and loss (dismissal
benefits) when the conditions for recognition of the expected liabilities are met.

Other long-term employee benefits provided by the company to employees that meet the set-up
withdrawal plan shall be accounted for according to the set-up withdrawal plan, in addition to
accounting treatment according to the set-up income plan.

3.11 The Principle of Recognition of Income

(1) Sales of goods

When the main risks or rewards in the ownership of a commodity have been transferred to the
purchaser, the continued management and actual control of the commodity are no longer
exercised, the relevant revenue has been obtained or the receipt evidence has been obtained, and
the cost associated with the sale of the commodity can be reliably measured, the company
confirms the realization of the sales revenue of the commodity.

(2) Providing labor services

If the results of the labor transaction can be reliably estimated, the company will confirm its
revenue at the end of the term according to the percentage of completion method.

If the result of the service transaction cannot be estimated reliably, the service income will be
recognized according to the amount of the service cost that has occurred and is expected to be
compensated, and the service cost that has occurred will be regarded as the current cost. Income
is not recognized if the incurred labor costs are not expected to be compensated.

Contracts or agreements concluded by the Company with other enterprises include the sale of
goods and the provision of services. If the sale of goods and the provision of services can be
distinguished and measured separately, the sale of goods and the provision of services will be
treated separately; for example, the sale of goods and the provision of services can not be
distinguished, or although they can be distinguished. If it cannot be measured separately, the
contract shall be treated as the selling commodity.

(3) Transferring the right to use assets

When the economic benefits related to the transfer of the right to the use of assets can be inflow
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and the amount of income can be reliably measured, the company recognizes the income.

3.12 Government Subsidies

Government subsidy refers to the company's acquisition of monetary or non-monetary assets
from the government free of charge, excluding the capital invested by the government as an
investor and enjoying the corresponding owner's rights and interests. Government subsidies are
divided into assets-related government subsidies and revenue-related government subsidies.
Where a government subsidy is a monetary asset, it shall be measured according to the amount
received or receivable. If the government subsidies are non-monetary assets, they shall be
measured in accordance with the fair value; if the fair value cannot be obtained reliably, they
shall be measured in accordance with the nominal amount. Government subsidies measured in
nominal amounts are directly recorded in current profits and losses.

Only when the company can meet the conditions attached to the government subsidy and receive
the government subsidy can it confirm the government subsidy.

Government subsidies are divided into assets-related government subsidies and revenue-related
government subsidies. The government subsidy related to assets refers to the government subsidy
obtained by a company for purchase and construction or for the formation of long-term assets in
other ways. Government subsidies related to income refer to government subsidies other than
those related to assets.

Government subsidies related to assets shall be recognized as deferred income by the total
amount method and shall be divided into profits and losses in stages according to a reasonable
and systematic method during the service life of the relevant assets. If the relevant assets are sold,
transferred, scrapped or destroyed before the end of the service life, the balance of the relevant
deferred income that has not been allocated shall be transferred to the asset office. If the profits
and losses of the current period and the recognized government subsidies need to be returned, the
book balance of the related deferred income shall be reduced and the excess part shall be
included in the current profits and losses.

Government subsidy related to revenue is directly included in current profits and losses when it
is used to compensate the related costs or losses incurred by the company. When it is used to
compensate the related costs or losses in the subsequent period, it is recognized as deferred
income, and is included in current profits and losses during the period of confirming the relevant
costs or losses.

For government subsidies that include both asset-related and revenue-related parts, different
parts are separately accounted for; for those that are difficult to distinguish, the whole is
classified as revenue-related government subsidies.

Government subsidies related to the company's daily activities shall be included in other earnings
or cost deductions in accordance with the nature of economic operations. Government subsidies
unrelated to the company's daily activities are included in the non-operating income and

expenditure.

3.13 Deferred Income Tax Assets/Deferred Income Tax Liabilities

The difference between the book value of certain assets and liabilities and their tax base, as well
as the temporary difference between the book value of items not recognized as assets and
liabilities and the difference between the book value of items that can determine their tax base
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and the tax base according to the tax law, is confirmed by the balance sheet liability method and
deferred income tax liabilities.

The deferred income tax liabilities related to the initial recognition of goodwill and the
temporary difference of taxable income tax in the initial recognition of assets or liabilities arising
from transactions that are neither mergers of enterprises nor affect accounting profits or taxable
income (or deductible losses) at the time of occurrence are not recognized. In addition, if the
company can control the turnaround time of temporary differences in taxable temporary
differences related to investments of subsidiaries and joint ventures, the temporary differences
will probably not be turned back in the foreseeable future and the related deferred income tax
liabilities will not be recognized.

The deferred income tax assets concerned shall not be recognized for the deductible temporary
differences related to the initial recognition of assets or liabilities arising from transactions that
are neither mergers of enterprises nor affect accounting profits or taxable income (or deductible
losses). In addition, the deductible temporary differences related to investments of subsidiaries,
joint ventures and joint ventures are not recognized as deferred income tax assets if the
temporary differences are unlikely to be reversed in the foreseeable future, or if the taxable
income used to deduct the deductible temporary differences is unlikely to be obtained in the
future. This is the case. Except for the above exceptions, the Company recognizes other deferred
income tax assets that can offset temporary differences, subject to the amount of taxable income
that is likely to be obtained to offset temporary differences.

For deductible losses and tax credits that can be carried over in subsequent years, the deferred
income tax assets are recognized to the extent that future taxable income is likely to be obtained
to offset deductible losses and tax credits.

On the balance sheet date, the deferred income tax assets and deferred income tax liabilities shall
be measured at the applicable tax rate during the period of anticipated recovery of the relevant
assets or liquidation of the related liabilities in accordance with the provisions of the Tax Law.
On the balance sheet date, the book value of deferred income tax assets is reviewed. If it is likely
that sufficient taxable income will not be available to offset the interest of deferred income tax
assets in the future, the book value of deferred income tax assets is written down. When it is
possible to obtain sufficient taxable income, the amount written down shall be reversed.

3.14 Income Tax

Income tax includes current income tax and deferred income tax. Except for the adjusted
goodwill resulting from the merger of enterprises, or the deferred income tax related to
transactions or events directly included in the owner's rights and interests, it is included in the
profits and losses of the current period as income tax expenses.

Current income tax is the amount of income tax payable in the current period calculated
according to the amount of taxable income in the current period. The amount of taxable income
is derived from the corresponding adjustment of the accounting profit before tax in the current
year in accordance with the relevant provisions of the Tax Law.

Based on the temporary difference between the book value of assets and liabilities on the balance
sheet date and the tax basis, the company adopts the balance sheet liability method to confirm

deferred income tax.
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All temporary differences in tax payable recognize the related deferred income tax liabilities
unless the temporary differences in tax payable arise in the following transactions:

A. Initial confirmation of goodwill, or initial confirmation of assets or liabilities arising from
transactions with the following characteristics: the transaction is not a merger of enterprises, and
the transaction does not affect accounting profits or taxable income at the time of occurrence;

B. For tax-payable temporary differences related to investments of subsidiaries and joint ventures,
the time for the temporary differences to be reversed can be controlled and the temporary
differences may not be reversed in the foreseeable future.

For deductible temporary differences, deductible losses and tax credits that can be carried over in
subsequent years, the Company recognizes the deferred income tax assets arising therefrom,
unless the deductible temporary nature of the assets is possible, subject to the possibility of
obtaining future taxable income to offset deductible temporary differences, deductible losses and
tax credits. Differences arise in the following transactions:

A. The transaction is not a merger of enterprises, and it does not affect accounting profits or
taxable income at the time of the transaction.

B. For deductible temporary differences related to investments of subsidiaries and joint ventures,
and meeting the following conditions, it is recognized that the corresponding deferred income tax
assets are likely to be reversed in the foreseeable future and that taxable income to offset
temporary differences is likely to be obtained in the future. This is the case.

On the balance sheet date, the company's deferred income tax assets and deferred income tax
liabilities are measured at the applicable tax rate during the period of anticipated recovery of the
assets or liquidation of the liabilities, and reflect the income tax impact of the anticipated
recovery of assets or the manner of liquidation of liabilities on the balance sheet date.

On the balance sheet day, the company reviews the book value of deferred income tax assets. If
the amount of taxable income is likely to be insufficient to offset the interest of deferred income
tax assets in the future, the book value of deferred income tax assets will be written down. When
it is possible to obtain sufficient taxable income, the amount written down shall be reversed.

3.15 Changes of accounting policies and accounting estimates
3.15.1 Changes of accounting policies
There is no accounting policy change.

3.15.2 Change of accounting estimates
There were no changes of accounting estimates during the reporting period.

4 Taxation

Applicable taxes for the Company:

Items Tax basis Tax Rate
Corporate income tax Taxable income 25%
Taxable income generated from 13%
Value-added Tax sales of goods °
Urban Maintenance & Construction tax Turnover tax payments 7%
Education additional fee Turnover tax payments 3%
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Local education additional fee

Turnover tax payments

2%

5. Notes to the financial statements

Unless otherwise noted, the following annotated items refer to December 31, 2022, December 31,

2021. Current period refers to the year 2022, and Previous period refers to the year 2021.

5.1 Monetary fund

Item 2022.12.31 2021.12.31

Cash on hand 12,590.00
Cash in bank 2,614,423.75 2,107,077.40
Other monetary funds 1,725,000.00 1,725,000.00
Total 4,352,013.75 3,832,077.40

Note: As of December 31, 2022, there are no funds with limited use, deposited abroad and

potential risk of recovery due to mortgage, pledge or freezing.

5.2 Notes receivable

Item 2022.12.31 2021.12.31
Bank's acceptance bill 1,683,614.06 1,085,064.24
Total 1,683,614.06 1,085,064.24
5.3 Accounts receivable
(1) Disclosure of accounts receivable aging
2022.12.31 2021.12.31
Agin Percenta P t
sing Amount 8¢ Amount ereentage
(%) (%)
Within 1 year 34,479,482.08 99.80: 24,629,658.85 98.65
1-2 years 235,311.31 0.94
2-3 years 7,310.00 0.02 7,544.03 0.03
over 3 years 62,886.22 0.18 94,304.78 0.38
Total 34,549,678.30 100.00; 24,966,818.97 100.00
(2)  Accounts receivable in the top five of the end-of-period balances collected by the
debtor:

The total amount of the top five accounts receivable collected by the debtors during the

reporting period was 32,586,836.32 yuan, accounting for 94.33% of the total accounts

receivable balance at the end of the period, and the corresponding sum of bad debts reserve
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at the end of the period was 0.00 yuan.

Proportion of total
Company Amount Aging accounts
receivable(%)
Schaeffler (Nanjing) Co., Ltd. 24,847,210.80  Within 1 year 71.92
SKF Industrie S.p.A. 3,807,760.87 | Within 1 year 11.02
Timken (Wuxi) Bearing Co., Ltd. 2,389,723.31 | Within 1 year 6.92
Koyo Auto Parts (Wuxi) Co., Ltd. 779,923.24  Within 1 year 2.26
SKF  (Dalian) Bearing and
Precision Technology Products Co., 762,218.10  Within 1 year 2.21
Ltd.
Total 32,586,836.32 94.33
5.4 Prepayment
2022.12.31 2021.12.31
Item
Amount Percentage (%) Amount Percentage (%)
Prepayment 512,058.48 100.00 1,057,759.05 100.00
Total 512,058.48 100.00 1,057,759.05 100.00
5.5 Other receivable
2022.12.31 2021.12.31

Item o o o o
Book balance Provision for bad Book balance Provision for bad
debts debts
Other receivable 29,260.17 0.00 15,324.06 0.00
Total 29,260.17 0.00 15,324.06 0.00
5.6 Inventories
Classification of inventories
2022.12.31
Items
Book balance Provision Book value
Raw Material 13,631,322.00 13,631,322.00
Personal Protective Equipment 16,627.04 16,627.04

Toolings 14,768,038.15 14,768,038.15
Finished Goods 15,484,207.63 15,484,207.63
Steel scrap 90,638.73 90,638.73
Semi-finished goods 7,453,888.11 7,453,888.11
Packaging 151,189.11 151,189.11
Consumables 1,495,887.45 1,495,887.45

Total 53,091,798.22 53,091,798.22
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2021.12.31
Items
Book balance Provision Book value
Raw Material 18,092,483.41 18,092,483.41
Personal Protective Equipment 17,725.05 17,725.05
Toolings 11,241,119.72 11,241,119.72
Finished Goods 8,990,143.83 8,990,143.83
Steel scrap 68,861.10 68,861.10
Semi-finished goods 4,716,690.43 4,716,690.43
Packaging 92,687.66 92,687.66
Consumables 541,024.54 541,024.54
Total 43,760,735.74 43,760,735.74
5.7 Other Current Assets
Item 2022.12.31 2021.12.31
Prepaid Expenses 576,882.80 615,662.66
Input value-added tax 1,174,976.75
Total 1,751,859.55 615,662.66
5.8 Fixed assets and accumulated depreciation
Increase .amount Decrease 'amount 2022.12.31
Item 2021.12.31 of the period of the period
I. Original value 118,715,917.50 1,715,510.84 120,431,428.34
Building 28,224,468.82 1,314,159.34 29,538,628.16
Equipment and 74,428,284.34 13,194.18 74,441 478.52
machinery
Electronic appliances 2,415,977.83 135,674.36 2,551,652.19
Tools and Equipments 9,369,127.88 66,800.88 9,435,928.76
Material Handling 644,677.40 120,927.45 765,604.85
Equipments
Furniture 445,209.97 35,982.63 481,192.60
Office equipment 1,333,509.13 1,333,509.13
Air conditioners/system 1,019,808.02 28,772.00 1,048,580.02
Computer 140,110.00 140,110.00
Server & network 450,773.40 450,773.40
Vehicles 243,970.71 243,970.71
IL - Accumulated ;0503474 3,760,698.77 80,310,041.51
depreciation
Building 2,545,222.97 1,342,830.12 3,888,053.09
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Item

2021.12.31

Increase amount
of the period

Decrease amount
of the period

2022.12.31

Equipment and
machinery

63,333,325.03

1,335,383.12

64,668,708.15

Electronic appliances

477,512.82

237,579.51

715,092.33

Tools and Equipments

8,120,588.22

277,716.16

8,398,304.38

Material Handling
Equipments

200,547.58

129,058.58

329,606.16

Furniture

187,070.94

75,827.23

262,898.17

Office equipment

1,175,166.18

9,981.51

1,185,147.69

Air conditioners/system

244,726.50

193,763.40

438,489.90

Computer

17,965.90

27,455.54

45,421.44

Server & network

107,058.75

85,647.00

192,705.75

Vehicles

140,157.85

45,456.60

185,614.45

III.  Allowance for
impairment

Building

Equipment and
machinery

Electronic appliances

Tools and Equipments

Material Handling
Equipments

Furniture

Office equipment

Air conditioners/system

Computer

Server & network

Vehicles

IV. Net value

42,166,574.76

40,121,386.83

Building

25,679,245.85

25,650,575.07

Equipment and

11,094,959.31

9,772,770.37

machinery

Electronic appliances 1,938,465.01 1,836,559.86
Tools and Equipments 1,248,539.66 1,037,624.38
Ig/ga;f;ﬁaizndhng 444,129.82 435,998.69
Furniture 258,139.03 218,294.43
Office equipment 158,342.95 148,361.44
Air conditioners/system 775,081.52 610,090.12
Computer 122,144.10 94,688.56

20



Harsha Precision Bearing Components (China) Co., Ltd.
Notes to the financial statements

Increase amount ;| Decrease amount 2022.12.31
Item 2021.12.31  of the period of the period o
Server & network 343,714.65 258,067.65
Vehicles 103,812.86 58,356.26
5.9 Construction in progress
Items 2022.12.31 2021.12.31
Equipment under construction 2,354,528.88 415,676.99
Total 2,354,528.88 415,676.99
5.10 Intangible assets
Increase amount of Decrease amount
Item 2021.12.31 . . 2022.12.31
the period of the period
I. Original value 7,503,770.95 7,503,770.95
Software 1,875,406.57 1,875,406.57
Land use right 5,628,364.38 5,628,364.38
.~ Accumulated 1,380,493.55 350,789.95 1,731,283.50
amortization
Software 939,604.95 238,222.63 1,177,827.58
Land use right 440,888.60 112,567.32 553,455.92
II1. Net value 6,123,277.40 5,772,487.45
Software 935,801.62 697,578.99
Land use I‘ight 5,187,475.78 5,074,908.46
5.11 Long-term unamortized expenses
Increase amount | Amortization of
| . . 2022.12.31
tem 2021.12.31 of the period the period
Changshu new project 3,268,695.21 1,193,513.28 2,075,181.93
Improvement
expenditure of fixed 7,136.87 126,213.62 26,984.64 106,365.85
assets
Total 3,275,832.08 126,213.62 1,220,497.92 2,181,547.78
5.12 Deferred tax assets
2022.12.31 2021.12.31
Deductible .
Item Deferred tax Deductible Deferred tax
temporary
. assets temporary assets
differences .
differences
Deferred tax assets 5,273,028.36 1,318,257.09 5,593,420.76 1,398,355.19
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Item 2022.12.31 2021.12.31
Total 5,273,028.36 1,318,257.09 5,593,420.76 1,398,355.19
5.13 Short term loan
Items 2022.12.31 2021.12.31

State Bank of India Shanghai
Branch

10,992,112.17 9,888,966.03

Citibank N.A.Shanghai Branch 4,352,715.43 4,612,845.45

Bank of Ningbo Stock Co., Ltd.
Suzhou Branch

1,948,772.83

Total 17,293,600.43 14,501,811.48

Detailed information of short-term loan balance:

Original Equivalent to
Bank currency (USD) RVB Loan term Interest rate
. . August 25,
;;;:EChBank of India Shanghai 10,992,112.17 | 2022 to May i;)};za{ ;?(5
19,2023 oo
April 25,
. . 2022 to I-year LPR
Citibank N.A.Shanghai Branch 4,352,715.43 March 13, rose 2.05%
2023
February 9,
Bank of Ningbo Stock Co., Ltd. 2022 to
Suzhou Branch 1,948,772.83 February 8, 4.35%
2023
Total 17,293,600.43

According to the Loan Agreement signed with State Bank of India Shanghai Branch, the
company use the following real estate, fixed assets and inventory as security.

a. Real estate: the parcel area is 29,615.00 square meters and the building area is 9338.26 square
meters, the real estate number is Su (2021) Changshu Real Estate No. 8108318;

b. 217 sets of 194 items of machinery and equipment;

c. All existing and future raw materials, inventories under processing, inventories, receivables
and other current assets, and fixed assets, buildings and machinery and equipment obtained from

the project.

According to the Loan Agreement signed with Citibank N.A.Shanghai Branch, Harsha Engineers

International Limited is the guarantee.
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The loan with Bank of Ningbo Stock Co., Ltd. Suzhou Branch is credit loan.

5.14 Accounts payable

(1) Disclosure of accounts payable

Items 2022.12.31 2021.12.31
Accounts payable 32,583,291.60 13,492,581.84
Total 32,583,291.60 13,492,581.84

(2) Significant accounts payable

Company name

Ending balance

Proportion of total

accounts payable(%)
Harsha Engineers International Limited 17,423,254.20 53.47
Kunshan Xiangda Light Industry Machinery Casting
5,800,778.06 17.80
Co.,Ltd.
Changshu Bixi New District Dongzhang Dongwu
Machinery Equipment Factory 819,738.41 252
Suzhou Xiangcheng District Wangting Town Henggu
Metal Materials Business Department 825,685.76 2.53
Wanshunchang High-tech Materials (Kunshan) Co., Ltd. 614,346.64 1.89
Total 25,483,803.07 78.21
5.15 Employee compensation payable
Items 2022.12.31 2021.12.31
Accrued salary and Annual bonus 423,750.00 438.630.00
Labor union budget 41.914.94 44,660.35
Total 1,055,418.71 1,099,981.47
5.16 Taxes and surcharges payable
Items 2022.12.31 2021.12.31
Value added tax 956,266.31 151,855.44
Individual income tax 35.141.63 64.306.85
Local surcharges 84,484.31 16,712.58
Total 1,075,892.25 232,874.87
5.17 Other payable
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Items 2022.12.31 2021.12.31

Interest payable 591,953.63 512,267.48

Other payable 31,747.37 22,739.25

Total 623,701.00 535,006.73

5.18 Non-current liabilities within one year

Items 2022.12.31 2021.12.31
Harsha Engineers International Limited 6,964,391.06 8,930,163.00
Total 6,964,391.06 8,930,163.00

Detailed information of non-current liabilities within one year:

Original

Equivalent to

Annual Interest

Bank currency (USD) RMB Loan term rate
. . March 5, 2018
Harsha Engineers International 999,970.00  6,964391.06 to March 4, 4.19%
Limited
2023
Total 6,964,391.06
5.19 Other current liabilities
Items 2022.12.31 2021.12.31
Accrued expenses 2,849,106.06 2,836,063.97
Total 2,849,106.06 2,836,063.97
5.20 Long term loan
Items 2022.12.31 2021.12.31
E_ars_ha Engineers International 9,889,523.06 6,498,648.45
imited
Stale Bank of India Shanghal 11,783,680.19 15,233,680.19
ranch
Total 21,673,203.25 21,732,328.64
Detailed information of long term loan balance:
Original Equivalent to
Bank currency (USD) RVB Loan term Interest rate
Harsha Engi International April 19,
Lo, Theimests EmATonE 1300,000.00  2,089,380.00 2012 to April 4.19%
18,2025
Harsha  Ene International November 8,
Larie, Treiests THEmATON545,000.00  3,795,707.00 2017 to April 4.19%
18, 2025
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November 5,
E_ars_ha Engineers International 574.970.00  4,004.436.06 2017 to 4.19%
imited January 4,
2026
November 25,
State Bank of India Shanghai 2019 to I-year LPR
Branch 11,783,680.19 February 27, rose 1.85%
2026
Total 21,673,203.25

According to the Loan Agreement signed with State Bank of India Shanghai Branch, the

company use the following real estate, fixed assets and inventory as security.

a. Real estate: the parcel area is 29,615.00 square meters and the building area is 9338.26 square

meters, the real estate number is Su (2021) Changshu Real Estate No. 8108318;

b. 217 sets of 194 items of machinery and equipment;

c. All existing and future raw materials, inventories under processing, inventories, receivables

and other current assets, and fixed assets, buildings and machinery and equipment obtained from

the project.

5.21 Paid-in capital

Shareholder 2021.12.31 Increase Decrease 2022.12.31
Harsha Engineers International Limited 154,871,409.16 154,871,409.16
Total 154,871,409.16 154,871,409.16
5.22 Capital reserve
Items 2021.12.31 Increase Decrease 2022.12.31

Debt exemption 885,929.00 885,929.00

Total 885,929.00 885,929.00
5.23 Retained profit or loss
Items 2022.12.31 Withdrawn percentage

Undistributed profit at the end of last

period before adjustment

-90,404,991.62

Adjustment (increase +, decrease -)

Undistributed profit at the end of
last period after adjustment

-90,404,991.62
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Add: net profit attributable to the
owner of the parent company in the -1,752,460.34
current period
Less: Statutory surplus reserve
Free surplus reserve
Drawing general risk reserve
Dividends payable
Transferred to capital of the common
stock dividend
Closing balance -92,157,451.96
5.24 Operating revenue & Operating cost
(1) Details of sales and cost
Current period Previous period
Item
Sales Cost Sales Cost
Main business 95,782,016.49 83,564,045.15 81,680,375.00 67,791,295.60
Other business 5,797,495.50 5,516,841.83 5,426,535.80 4,730,698.81
Total 101,579,511.99 89,080,886.98 87,106,910.80 72,521,994.41

5.25 Taxes and surcharges

Items Current period Previous period
Taxes and surcharges 950,968.03 776,938.99
Total 950,968.03 776,938.99

5.26 Sales expenses

Items

Current period

Previous period

Total Sales Expenses

2,457,194.44

2,539,607.30

The main items of Sales Expenses for the current period include:

Items Current period
Freight 1,243,025.04
Salary and social insurance 1,142,079.33
Subtotal 2,385,104.37

5.27 General and administrative expenses

Items

Current period

Previous period

26



Harsha Precision Bearing Components (China) Co., Ltd.
Notes to the financial statements

Total General and Administrative

Expenses

6,935,565.28

8,213,663.24

The main items of General and Administrative Expenses for the current period include:

Items Current period

Salary and social insurance 2,562,074.00

Amortization of Long term assets 1,117,875.60

Depreciation 816,680.82

Amortization of intangible assets 230,675.46

Subtotal 4,727,305.88

5.28 Financial expenses

Items Current period Previous period

Financial expenses 3,673,097.46 2,283,747.14
Total 3,673,097.46 2,283,747.14

The items of Financial expenses for the current period include:

Items Current period
Interest expense 2,576,490.22
Less:Interest income 9,638.12
Foreign exchange gain & loss 1,037,705.99
Bank charge 22.468.77
Guarantee charge 46,070.60
Total 3,673,097.46
5.29 Non-operating income
Items Current period Previous period
Non-operating income 99,012.39 24,552.93
Total 99,012.39 24,552.93

The items of General and administrative expenses for the current period include:

Items Current period
Government subsidy 56.176.00
Others 42,836.39
Total 99,012.39

5.30 Non-operating expenses
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Items Current period Previous period
Non-operating expenses 253,174.43 655,026.09
Total 253,174.43 655,026.09

The items of non-operating expenses for the current period include:

Items Current period
Penalty costs 253,174.43
Total 253,174.43

5.31 Income tax

Items Current period Previous period
Deferred Income Tax Expense 80,098.10 -1,398,355.19
Total 80,098.10 -1,398,355.19

6 Related parties and the transactions

6.1 Parent company

share of parent voting right of
place of ) )
Name of parent company o company in the | parent company in
registration
company % the company %
Harsha Engineers International .
. India 100.00 100.00
Limited

6.2 Related transactions for purchasing goods and guarantee charge

Name of Related Party

Content of Related

Party Transaction

Current period

Harsha Engineers International Limited

Purchasing goods

18,556,983.73

Harsha Engineers International Limited

Guarantee charge

46,070.60

6.3 Relevant party's payable

Item

Related Party Name

2022.12.31

Equivalent to

Original currency(USD) RMB
Accounts payable Harsha Engineers International Limited 17,423,254.20
Long term loan Harsha Engineers International Limited 1,419,970.00 9,889,523.06
Non-current Harsha Engineers International Limited 999,970.00 6,964,391.06
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liabilities due within

one year

Interest payable

Harsha Engineers International Limited

77,454.87

539,442.19

7 Commitments and contingencies

As of December 31, 2022, the Company does not need to disclose any major undertakings or

contingencies that have not been disclosed.

8 Events after the balance sheet date

As of the audit report date, the company does not need to disclose matters after the balance sheet

date.

9 Other important matters

As of December 31, 2022, the company have no other important matters which is required to be

disclosed.

Harsha Precision Bearing Components (China) Co., Ltd.
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Prepared by Harsha Precision Bearing Components (China) Co., Ltd.

Statement of Adjustment to Taxable Income

Fiscal Year: 2022 Currency Unit: RMB Yuan

No. Iltems and Adjustment Contents Amount Remarks
1 Tax-inclusive total profit of current year recorded in the accounting 1 672.362.24
statements to be submitted (the loss is filled with “-%) T
2 |Add: Increased book profit through audit
3 |Less: Decreased book profit through audit
4 Tax-inclusive total .profit of current year recorded in the accounting 1,672,362.24
statement after adjustment
5 [Income Items that shall be adjusted upward
Total entertainment expense occurred in 2022 is 194,516.37. The allowed deduction amount
2 Entertanmentinexcess of the deductbl sandard
should be increased by 77,806.55(194,516.37-116,709.82)
b. Penalty expenditure 253,174.43
c. Expenses without legal invoices 43,490.96
d. Accrued and unpaid foreign loan interest 80,228.70
d. Withholding tax 104,890.21
Subtotal 559,590.85
6 |Income Items shall be adjusted downward
Subtotal 0.00
7 |Taxable Income after adjustment -1,112,771.39
8 [Making up the annual losses of previous years 0.00
9 |Taxable income after making up the annual losses of previous years | -1,112,771.39

The taxable income adjustment statement is the supporting information of the accounting statement provided by the management of the company. The final approved
amount of the taxable income by the tax bureau shall prevail.
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