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Five-Year Financial Summary

SHIMA SEIKI MFG., LTD. and Consolidated Subsidiaries
Years ended March 31

D 202 2021 2020 200 [T
Thousands of
For the Year: Millions of yen U.S. dollars
Net sales ¥37,887 ¥30,998 ¥24,489 ¥33,206 ¥51,353 $283,734
Cost of sales 24,027 20,797 18,528 21,577 28,197 179,937
Gross profit 13,860 10,201 5,961 11,629 23,156 103,797
Selling, general and administrative expenses 16,045 14,469 15,104 17,232 18,517 120,160
Operationg income (loss) (2,185) (4,268) (9,143) (5,603) 4,639 (16,363)
Income (loss) before income taxes and minority interests (5,137) (3,369) (17,610) (6,552) 5,100 (38,470)
Net income (loss) attributable to owners of the parent (5,645) (3,589) (17,866) (8,428) 3,835 (42,275)
Net cash provided by (used in) operating activities (7,178) 6,197 5,937 3,776 9,936 (53,756)
Net cash provided by (used in) investing activities (2,133) (1,024) 1,300 (3,086) (873) (15,974)
Net cash provided by (used in) financing activities (310) (7,759) (3,776) (5,555) (6,540) (2,322)
Capital investment 1,158 1,589 1,342 3,802 4,483 8,672
Depreciation and amortization 1,420 1,395 2,344 2,454 2,195 10,634
Research and development expenses 3,894 3,389 3,311 3,676 3,251 29,162
At Year-End: TB?;_S;;&Sr:f
Millions of yen

Total assets ¥101,040 ¥101,809 ¥110,140 ¥130,695 ¥145,146 $756,684
Net assets 86,107 88,795 90,036 107,950 121,166 644,851
Per Share Data: Yen U.S. dollars
Net income (loss) per share ¥(163.54) ¥(104.00) ¥(517.71) ¥(239.68) ¥105.62 $(1.22)
Cash dividends per share applicable to the year 10.00 10.00 20.00 35.00 55.00 0.07
Net assets per share 2,493.70 2,571.71 2,607.72 3,126.86 3,411.08 18.68
Ratios: %
Ratio of operating income (loss) to net sales (5.8)% (13.8)% (37.3)% (16.9)% 9.0%
ROA = Return on assets (5.6) (3.4) (14.8) (6.1) 2.6
ROE = Return on equity (6.5) (4.0) (18.1) (7.4) 3.1
Equity ratio 85.2 87.2 81.7 82.6 83.5

Note:Yen amounts have been translated into U.S. dollars, for convenience only, at the rate of\133.53=US$1,
the approximate Tokyo foreign exchange market rate as of March 31, 2023.



Management’s Discussion and Analysis (MD&A)
of Financial Conditions and Results of Operations
SHIMA SEIKI MFG., LTD. and Consolidated Subsidiaries Years ended March 31

Overview

For the current consolidated fiscal year, economic activities globally moved toward normalization as a
result of infection control for COVID-19. However, there were stronger concerns about an economic
downturn in the United States and Europe, including aggressive monetary tightening for the control of
inflation and higher prices of resources and energy arising from the prolonged Russian invasion of Ukraine.
Also in China, business confidence worsened because confusion related to restrictions from a lockdown
resulted in weakness in domestic demand. In Japan, the economy shows a gradual recovery toward
normalization of economic activities while prospects remained uncertain, including higher prices of energy
and increasing prices caused by the yen weakness.

Under such economic conditions, the Company group engaged in proposal activities concerning
products and services supporting sustainable manufacturing, including sales expansion of
WHOLEGARMENT® flat knitting machines, which are set as strategic products, and expansion of the
solution business for customers and industries around the world based on our medium-term management
plan Ever Onward 2023. During this period, we held a ceremony marking the 60th anniversary of the
foundation at the headquarters and on the special online site to announce our progressive approach and
future direction. Additionally, we promoted SWG®-XR154, the latest model of the WHOLEGARMENT® flat
knitting machine, and announced P-CAM® R, the flagship model of the automatic cutting machine with a
largely increased degree of cutting accuracy and productivity. Furthermore, we made approaches to new
markets by showing prototype knitting machines and samples for industrial materials.

For the current consolidated fiscal year, sales grew for WHOLEGARMENT® flat knitting machines and
molding knitting machines in the flat knitting machine segment as capital spending became active as a
result of the resumption of economic activities in the European market. In the design system segment,
there was an increase in licensing contracts for the APEXFiz® arising from a sales increase in the flat
knitting machine segment. In the globe and sock knitting machine segment, there was a decrease in sales
because of the completion of capital spending made by major users. As a result of the above, for the
current consolidated fiscal year, net sales amounted to ¥37,887

Net Income (Loss) per Share (¥)
million (up 22.2% YoY). As a result of improved capacity

utilization of plants and continued cost reduction despite the ‘-

increased prices of components and raw materials and

increased logistics expenses caused by the COVID-19 crisis, 04,00 I
the gross profit margin was on a recovery trend, and operating 23968

loss and ordinary loss improved to ¥2,185 million (¥4,268

million for the previous period) and ¥1,700 million (¥3,400

million), respectively. On the other hand, net loss attributable to



owners of the parent amounted to ¥5,645 million (¥3,589 million for the previous period) as extraordinary
loss was recorded that included an impairment loss of fixed assets and loss from the valuation of shares

of subsidiaries and affiliates.

Net Sales

In the flat knitting machine segment, our core business, in Europe, there was active capital spending in
the ltalian market with a strong point in the development of high value-added products due to the
resumption of economic activities and in-house product development of widely known brands. This
increased demand for WHOLEGARMENTP® flat knitting machines and computerized flat knitting machines,
which made it possible to realize a high degree of design. In the Turkish market in the Middle East, there
was net sales growth of computerized flat knitting machines due to active capital spending arising from
orders received from European and domestic fast fashion apparel companies. In the Asian region, there
was substantial weakness in corporate activities and production facility investment in the main Chinese
market because of the confused supply chain arising from zero COVID-19 measures, including a lockdown
in Shanghai. This resulted in weakness in the sales of products, including WHOLEGARMENT® flat knitting
machines. On the other hand, there was a sales increase of the N.SVR® with high production efficiency as
demand increased for production bases in Southeast Asia from major Hong Kong customers due to the
replacement of facilities. In Bangladesh, a production base of knitted products for advanced countries and
others, there was a recovery of orders received from major apparel companies. This activated capital
spending and then increased sales. In the Japanese market, sales volume for WHOLEGARMENT® flat
knitting machines decreased from the previous period while demand increased mainly for computerized
flat knitting machines.

As a result of the above, net sales amounted to ¥27,395 million (up 32.4% YoY) in the flat knitting
machine segment. In the design system segment, there was growth in licensing contracts of APEXFiz®, a
subscription service for the SDS®-ONE APEX software, mainly with major Western and Japanese apparel
brands. Additionally, there was a sales increase in the P-CAM® automatic cutting machine mainly in foreign
countries. As a result of the above, net sales amounted to ¥3,539 million (up 23.3% YoY) in the design
system segment.

In the globe and sock knitting machine segment, net sales amounted to ¥914 million (down 62.6% YoY)
business, net sales amounted to ¥6,039 million (up 21.0%

YoY) due to sales of components for maintenance and woolen Net Sales (¥ million)
yarn.

For all of these segments, overseas net sales amounted to I
¥30,861 million (up 28.2% YoY) and the ratio of overseas net . AZ]
sales to net sales stood at 81.5% (up 3.9 points YoY). By h e
region, the ratio to total consolidated net sales stood at 38.3%

(36.7% for the previous period) in Asia, 28. 5% (28.3%) in
Europe, 7.9% (7.1%) in the Middle East, and 6.8% (5.5%) in

other regions. Net sales showed a recovery in all regions. In 2019 2020 2021 2022 2023



the Japanese market, net sales amounted to ¥7,025 million (up 1.4% YoY) as sales were steady mainly of
WHOLEGARMENT® flat knitting machines.

Cost of sales and selling, general and administrative expenses

Cost of sales increased to ¥24,027 million from the previous Ratio of Cost of Sales to Net Sales/
SG&A Ratio (%)

75.7

period because of increased net sales. Gross profit increased
to ¥13,860 million, up 35.9% from the previous period, and
gross profit margin ratio stood at 36.6% (32.9% for the

previous period) because of an improvement in capacity 36.1
utilization of plants.
Selling, general, and administrative expenses increased to
¥16,045 million, up 10.7% from the previous period, because
of increased freight and packing expenses arising from net ===Ratio of Cost of Sales to Net Sales SG&A Rato
sales, but the ratio of selling, general, and administrative increased expense to net sales decreased to

42.3%, down 4.4 points from the previous period.

Operating income

Operating loss improved to ¥2,185 million (¥4,268 million for the previous period) as the gross profit
margin was on a recovery trend as a result of the recovery of net sales, as well as the improvement in
capacity utilization of plants and continued cost reductions. By business segment, operating income
amounted to ¥2,693 million (up 341.5% YoY) in the flat knitting machine segment, ¥774 million (up 5.8%)
in the design system segment, 100 million (up 342.3%) in the globe and sock knitting segment, and ¥1,014
million in other business (up 92.4%). As a result of deducting corporate expenses of ¥6,766 million from
total operating income of business segments, operating loss amounted to ¥2,185 million on the

consolidated financial statements.

Other revenues and expenses

Net other revenues after deduction of other expenses amounted to -¥2,953 million (¥899 million for the

previous period).

Net income attributable to owners of the parent

Net loss before income taxes amounted to ¥5,137 million (net Net Income (Loss) Attributable to
. . . Owners of the Parent (¥ million)
loss of ¥3,369 million for the previous period). -
Income taxes-current increased to ¥534 million, up ¥226
million YoY. As a result of income taxes-deferred of -¥27 million I
(-¥89 million for the previous period), tax expense after o A4

application of tax effect accounting increased to ¥507 million, up
¥287 million YoY. Consequently, net loss attributable to owners

-17,866



of the parent amounted to ¥5,645 million (¥3,589 million for the previous period).

Liguidity and source of funds

At the end of the current period, cash and cash equivalents decreased to ¥15,517 million, down ¥8,754
million from the end of the previous period. For the current period, cash flow from operating activities
amounted to -¥7,178 million mainly because of an increase in trade receivables and inventories. Cash flow
from investing activities amounted to -¥2,133 million mainly because of payments to term deposits and
acquisition of property, plant, and equipment. Cash flow from financing activities amounted to -¥310 million
mainly because of payments of finance lease liabilities and dividends.

When raising funds, the Company group pursues the stable securing of funds at low cost by combining
a wide variety of fundraising methods, such as cash flow obtained from operating activities and borrowing
from financial institutions according to the uses of funds and purposes. The financial position remains
particularly good since the equity ratio and liquidity ratio, indicators showing the safety of finance, stood at
85.2% and 723.6% at the end of current period, respectively.

The Company group thinks it is possible to sufficiently raise the working capital, capital investment funds,
and product development investment funds required to maintain a strong position as a global leading

company in the future and to maintain stable growth from a good financial position and operating activities.

Assets, liabilities, and net assets

Total assets amounted to ¥101,040 million at the end of the current period, down ¥769 million from the
end of the previous period. Current assets increased to ¥77,958 million, up ¥3,422 million from the end of
the previous period. This is mainly due to an increase in notes and accounts receivable of ¥43,561 million
(up ¥4,062 million YoY) and merchandise and products of ¥10,224 million (up ¥3,649 million YoY). Current
liabilities increased to ¥10,774 million, up ¥2,586 million from the end of the previous period. This was
mainly due to an increase in accounts payable of ¥3,186 million (up ¥480 million YoY) and short-term loans
payable of ¥1,000 million.

Fixed assets decreased to ¥23,082 million, down ¥4,191 million from the end of the previous period,
while fixed liabilities decreased to ¥4,159 million, down ¥667 million from the end of the previous period.

Net assets decreased to ¥86,107 million, down ¥2,688 Capnal Nvaltit)
million from the end of the previous period, mainly due to a Depreciation and Amortization (¥ million)
decrease in retained earnings. As a result of the above, equity A48
ratio stood at 85.2% at the end of current period, down 2.0 ‘m
points from the end of the previous period. Return on assets . i 2,344
(ROA) and return on equity (ROE) decreased from -3.4% in 1382 1589 305 1,420
the previous period to -5.6% and from -4.0% to -6.5%, I

respectively.



Dividend policy

We established the basic policy of continuously paying stable dividends over the long term through
stable business development and by setting the return of profits to shareholders as one of the most
important managerial issues.

Given this, we intend to make balanced distributions even to growth investment from a long-term
perspective and
internal reserve for future business operation.

In the profit return policy after the following period, we will turn operating results positive based on the
medium-term management plan Ever Onward 2023, and set a target for consolidated payout ratio at 30%
while increasing capital efficiency by flexibly acquiring treasury shares timely with comprehensive
consideration of the level of the share price, status of funds, and market environment. We will pay year-
end dividends of ¥5 per share in light of stable dividend returns, and this would result in an annual dividend

of ¥10 per share, including the paid interim dividend of ¥5 per share.

ROE (%) ROA (%)

26




Consolidated Balance Sheets

SHIMA SEIKI MFG., LTD. and Consolidated Subsidiaries
March 31, 2023 and 2022

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
ASSETS
Current assets:
Cash and time deposits (Note 4,5) ¥17,530 ¥24,339 $131,281
Trade notes (Note 5) 12,669 11,265 94,878
Accounts receivable (Note 5) 30,892 28,233 231,349
Inventories (Note 7) 20,348 15,099 152,385
Prepaid expenses and other current assets 1,283 999 9,608
Less: allowance for doubtful accounts (Note 3) (4,764) (5,399) (35,677)
Total current assets 77,958 74,536 583,824
Investments and other assets:
Investments in unconsolidated subsidiaries (Note 5) 349 584 2,614
Investments in securities (Note 5,6) 4,412 4,856 33,041
Net defined benefit assets (Note 11) 1,138 1,211 8,522
Deferred tax assets (Note 14) 576 503 4,314
Goodwill - 1,967 -
Software 60 110 449
Other 3,738 3,422 27,994
Less: allowance for doubtful accounts (Note 3) (1,989) (1,631) (14,896)
Total investments and other assets 8,284 11,022 62,038
Property, plant and equipment:
Land (Note 8) 6,403 6,399 47,952
Buildings and structures 27,812 27,748 208,283
Machinery and equipment 5,730 6,283 42,912
Tools, furniture and fixtures 7,158 7,666 53,606
Leased assets 5,737 6,675 42,964
Construction in progress 336 352 2,516
53,176 55,123 398,233
Less: accumulated depreciation (38,378) (38,872) (287,411)
Property, plant and equipment, net 14,798 16,251 110,822
Total assets ¥101,040 ¥101,809 $756,684

See the accompanying notes to the consolidated financial statements.



Thousands of

Millions of yen U.S. dollars
2023 2022 2023
LIABILITIES AND NET ASSETS
Current liabilities:
Short-term borrowings (Note 5,9) ¥1,000 - $7,489
Lease obligation 768 ¥965 5,752
Trade notes and accounts payable (Note 5) 2,245 2,207 16,812
Electronically recorded obligations-operating (Note 5) 941 499 7,047
Accrued expenses 1,447 1,203 10,837
Accrued income taxes 552 328 4,134
Contract liabilities 1,851 1,090 13,862
Provision for loss on guarantees 145 202 1,086
Other current liabilities 1,825 1,694 13,667
Total current liabilities 10,774 8,188 80,686
Long-term liabilities:
Long-term accounts payable 947 947 7,092
Lease obligation 1,131 1,747 8,470
Deferred tax liabilities (Note 14) 577 544 4,321
Deferred tax liabilities for land revaluation (Note 8) 18 18 135
Net defined benefit liability (Note 11) 1,218 1,298 9,122
Other long-term liabilities 268 272 2,007
Total long-term liabilities 4,159 4,826 31,147
Contingent liabilities (Note 12)
Net assets:
Shareholders’ equity:
Common stock:
Authorized - 142,000,000 shares
Issued - 2023 - 35,800,000 shares
2022 - 35,800,000 shares 14,860 14,860 111,286
Capital surplus 23,424 23,424 175,421
Retained earnings 45,550 51,540 341,122
Treasury stock, at cost
2023 — 1,285,700 shares
2022 - 1,285,281 shares (3,926) (3,925) (29,402)
Total shareholders’ equity 79,908 85,899 598,427
Accumulated other comprehensive income:
Net unrealized holding gain on securities 916 383 6,860
Land revaluation difference (Note 8) 34 34 255
Foreign currency translation adjustments 5,371 2,630 40,223
Remeasurements of defined benefit plans (161) (184) (1,206)
Total accumulated other comprehensive 6,160 2,863 46,132
income
Subscription rights to share (Note 16) 20 16 150
Non-controlling interests in consolidated subsidiaries 19 17 142
Total net assets 86,107 88,795 644,851
Total liabilities and net assets ¥101,040 ¥101,809 $756,684

See the accompanying notes to the consolidated financial statements.



Consolidated Statements of Income

SHIMA SEIKI MFG., LTD. and Consolidated Subsidiaries

Years ended March 31, 2023 and 2022
Thousands of

Millions of yen U.S.dollars
2023 2022 2023
Net sales ¥37,887 ¥30,998 $283,734
Cost of sales 24,027 20,797 179,937
Gross profit 13,860 10,201 103,797
Selling, general and administrative expenses (Note 15) 16,045 14,469 120,160
Operating loss (2,185) (4,268) (16,363)
Other income (expenses):
Interest and dividend income 451 432 3,378
Interest expense (13) (46) (97)
Foreign exchange gain (loss) (123) 69 (921)
Provision of allowance for doubtful accounts (111) (25) (831)
Loss on the valuation of shares of affiliated companies (236) (251) (1,767)
Impairment loss (Note 10) (3,187) (72) (23,867)
Gain on sale of fixed assets - 371 -
Gain on sales of investment securities - 23 -
Loss on valuation of investment securities - (28) -
Loss on redemption of investment securities (14) - (106)
Other, net 281 426 2,104
Loss before income taxes ¥(5,137) ¥(3,369) $(38,470)
Income taxes (Note 14):
Current 534 309 3,999
Deferred (27) (89) (202)
507 220 3,797
Net loss (5,644) (3,589) (42,267)
Net income attributable to non-controlling interests 1 0 8
Net loss attributable to owners of the parent ¥(5,645) ¥(3,589) $(42,275)
Yen U.S. dollars
Net loss per share:
Basic ¥(163.54) ¥(104.00) $(1.22)
Diluted - - -
Cash dividends applicable to the year 10.00 10.00 0.07

See the accompanying notes to the consolidated financial statements.



Consolidated Statements of Comprehensive Income

SHIMA SEIKI MFG., LTD. and Consolidated Subsidiaries
Years ended March 31, 2023 and 2022

Thousands of

Millions of yen U.S. dollars
2023 2022 2023

Net loss ¥(5,644) ¥(3,589) $(42,267)
Other comprehensive income (Note 17):

Net unrealized holding gain on securities 533 (223) 3,992

Foreign currency translation adjustments 2,741 2,954 20,527

Remeasurements of defined benefit plans 23 132 172

Total other comprehensive income 3,297 2,863 24,691

Comprehensive income ¥(2,347) ¥(726) $(17,576)
Comprehensive income attributable to:

Comprehensive income attributable to owners of the ¥(2,348) ¥(727) $(17,584)
parent

Comprehensive income attributable to

non-controlling interests 1 1 8

See the accompanying notes to the consolidated financial statements.
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Consolidated Statements of Changes in Net Assets

SHIMA SEIKI MFG., LTD. and Consolidated Subsidiaries
Years ended March 31, 2023 and 2022

Thousands Millions of yen
Number of Net Foreign Non-
shares of unrealized currency Remeasure- controlling
common Treasury holding translation ments of Subscription interests in
stock Common Capital Retained stock, gain on revaluation adjustment defined rights to consolidated Total
issued stock surplus earnings at cost securities difference s benefit plans shares subsidiaries net assets
Balance at March 31,2021 35,800 ¥14,860 ¥23,424 ¥55,648 ¥(3,935) ¥606 ¥34 ¥(324) ¥(316) ¥23 ¥16 ¥90,036
Cash dividends - - - (519) - - - - - - - (519)
Net loss attributable to - - - (3,589) - - - - - - - (3,589)
owners of the parent
Purchases of treasury stock - - - - (0) - - - - - - 0)
Retirement of treasury stock - - (0) - 10 - - - - - - 10
Other changes, net - - - - - (223) - 2,954 132 7 1 2,857
Balance at March 31,2022 35,800 ¥14,860 ¥23,424 ¥51,540 ¥(3,925) ¥383 ¥34 ¥2,630 ¥(184) ¥16 ¥17 ¥88,795
Cash dividends - - - (345) - - - - - - - (345)
Net loss attributable to - - - (5,645) - - - - - - - (5,645)
owners of the parent
Purchases of treasury stock - - - - 1) - - - - - - 1)
Other changes, net - - - - - 533 - 2,741 23 4 2 3,303
Balance at March 31,2023 35,800 ¥14,860 ¥23,424 ¥45,550 ¥(3,926) ¥916 ¥34 ¥5,371 ¥(161) ¥20 ¥19 ¥86,107
Thousands of U.S. dollars
Net Non-
unrealized Foreign Remeasure- controlling
Treasury holding Land currency ments of interests in
Common Capital Retained stock, gain on revaluation translation defined Subscription consolidated Total
stock surplus earnings at cost securities difference adjustments benefit plans rights to shares subsidiaries net assets
Balance at March 31, 2022 $111,286 $175,421 $385,981 $(29,394) $2,868 $255 $19,696 $(1,378) $120 $127 $664,982
Cash dividends - (2,584) - - - - - - (2,584)
Net loss attributable to - (42,275) - - - - - - (42,275)
owners of the parent
Purchases of treasury stock - - (8) - - - - - (8)
Other changes, net - - - 3,992 20,527 172 30 15 24,736
Balance at March 31, 2023 $111,286 $175,421 $341,122 $(29,402) $6,860 $255 $40,223 $(1,206) $150 $142 $644,851

See the accompanying notes to the consolidated financial statements.
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Consolidated Statements of Cash Flows
SHIMA SEIKI MFG., LTD. and Consolidated Subsidiaries

Years ended March 31, 2023 and 2022

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
Cash flows from operating activities:
Loss before income taxes ¥(5,137) ¥(3,369) $(38,470)
Adjustments to reconcile income (loss) before income taxes
to net cash provided by (used in) operating activities:
Depreciation and amortization 1,420 1,395 10,634
Amortization of goodwill 491 411 3,677
(Decrease) Increase in allowance for doubtful accounts (711) 337 (5,325)
Decrease in net defined benefit liability (26) (10) (195)
Interest and dividend income (451) (432) (3,378)
Interest expense 13 46 97
Foreign exchange gain and loss 302 (96) 2,262
Gain on sales and disposal of property, plant and - (359) -
equipment, net
Loss on valuation of investment securities - 28 -
Gain on sale of investment in securities - (23) -
Loss on redemption of investment securities 14 - 106
Loss on valuation of stocks of subsidiaries and affiliates 236 251 1,767
Impairment loss 3,187 72 23,867
(Increase) Decrease in trade receivables (1,690) 7,463 (12,656)
(Increase) Decrease in inventories (4,984) 1,332 (37,325)
Increase in other current assets (97) (7) (726)
Increase (Decrease) in trade payables 48 (396) 359
Increase (Decrease) in other current liabilities 345 (428) 2,584
Other (262) (340) (1,962)
Subtotal (7,302) 5,875 (54,684)
Interest and dividend income received 444 476 3,325
Interest expense paid (12) (46) (90)
Income taxes paid (308) (108) (2,307)
Net cash provided by operating activities (7,178) 6,197 (53,756)
Cash flows from investing activities:
Decrease in time deposits, net (1,954) (11) (14,633)
Purchases of property, plant and equipment (1,005) (1,262) (7,526)
Proceeds from sales of property, plant and equipment 21 459 157
Purchases of investments in securities - (3) -
Proceeds from sales of investments in securities 1,000 149 7,489
Proceeds from redemption of investments in securities 33 - 247
Payment for acquisition of subsidiaries and affiliated - (339) -
companies
Payment of long-term loans receivable (143) - (1,071)
Other (85) (17) (637)
Net cash provided by (used in) investing activities (2,133) (1,024) (15,974)
Cash flows from financing activities:
Increase (Decrease) in short-term borrowings, net 1,000 (6,266) 7,489
Repayment of finance lease obligations (964) (974) (7,219)
Purchases of treasury stock 1) (1) (8)
Cash dividends paid (345) (518) (2,584)
Other - 0 -
Net cash used in financing activities (310) (7,759) (2,322)
Effect of exchange rate changes on cash and cash equivalents 867 1,275 6,494
Net Decrease in cash and cash equivalents (8,754) (1,311) (65,558)
Cash and cash equivalents at beginning of year 24,271 25,582 181,764
Cash and cash equivalents at end of year (Note 4) ¥15,517 ¥24.271 $116,206

See the accompanying notes to the consolidated financial statements.

12



Notes to the Consolidated Financial Statements

SHIMA SEIKI MFG., LTD. and Consolidated Subsidiaries

1. Basis of presenting consolidated financial statements
SHIMA SEIKI MFG., LTD. (the “Company”) and its domestic consolidated subsidiaries maintain their accounts and records in
accordance with accounting principles generally accepted in Japan. Its overseas consolidated subsidiaries maintain their
accounts and records in conformity with the requirements of their respective countries of domicile.

The accompanying consolidated financial statements have been prepared on the basis of accounting principles generally
accepted in Japan, which are different in certain respects as to the application and disclosure requirements of International
Financial Reporting Standards, and have been compiled from the consolidated financial statements prepared by the Company as
required by the Financial Instruments and Exchange Act of Japan.

In preparing the accompanying financial statements, certain reclassifications and rearrangements have been made to the
consolidated financial statements issued in Japan in order to present them in a format which is more familiar to readers outside
Japan. In addition, the notes to the consolidated financial statements include information which is not required under accounting
principles generally accepted in Japan but is presented herein as additional information.

The translation of the Japanese yen amounts into U.S. dollars is included solely for the convenience of readers, using the
exchange rate prevailing at March 31, 2023, which was ¥133.53 to US$1. These convenience translations should not be
construed as representations that the Japanese yen amounts have been, could have been, or could in the future be, converted
into U.S. dollars at this or any other rate of exchange.

2. Summary of significant accounting policies
(a) Principles of consolidation
The accompanying consolidated financial statements include the accounts of the Company and its significant subsidiaries (the
“Companies”) over which substantial control is exerted through either majority ownership of voting stock and/or by other means.
All significant intercompany balances and transactions have been eliminated in consolidation.
Goodwill is amortized over 20 years by the straight-line method.

(b) Translation of foreign currencies
Monetary assets and liabilities denominated in foreign currencies are translated into yen at the rate of exchange in effect at the
balance sheet date, except for those hedged by forward foreign exchange contracts which are translated at the contracted rates.
Resulting translation gains or losses are charged to income in the year in which they are incurred, except for those arising from
forward foreign exchange contracts pertaining to monetary assets, which are deferred and amortized over the periods of the
respective contracts. Revenues and expenses are translated at the rates of exchange prevailing when transactions are recorded.
Assets and liabilities of foreign subsidiaries are translated into Japanese yen at the exchange rates in effect at the respective
balance sheet dates. The components of net assets are translated at historical rates. Revenue and expense accounts of foreign
subsidiaries are translated at the average exchange rate during the year.
Translation adjustments resulting from translation of foreign currency financial statements are reported as “Foreign currency
translation adjustments” in a separate component of net assets.

(c) Cash and cash equivalents
Cash and cash equivalents are comprised of cash in hands, deposits held at call with banks, net of overdrafts and all highly liquid
investments with maturities within three months.

(d) Investments in securities
Held-to-maturity securities are either amortized or accumulated to face value. Other securities with quoted market prices are carried
at market value. The difference between the acquisition costs and the carrying value of other securities, including unrealized gains
and losses, is recognized as a component of net assets and is reflected as “Net unrealized holding gain on securities.” The cost of
other securities sold is computed by the moving average method. Other securities without quoted market prices are stated at cost
based on the average method.
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(e) Inventories
Finished goods, work in process and raw materials are stated at cost determined by the moving-average method (with book values
written down on the balance sheet based on decreased profitability of assets).
Supplies are stated at cost determined by the first-in first-out method (with book values written down on the balance sheet based
on decreased profitability of assets).
Purchased goods held by foreign consolidated subsidiaries are stated at cost determined by the specific method (with book
values written down on the balance sheet based on decreased profitability of assets).

(f) Property, plant and equipment and depreciation (except for leased assets)
Property, plant and equipment are stated at cost. Depreciation of the Company and its domestic consolidated subsidiaries is
computed principally by the declining-balance method based on the estimated useful lives of assets, except that the straight-line
method is applied to buildings, but not to fixtures attached to the buildings, acquired on or after April 1, 1998 and fixtures attached
to the buildings and structures acquired on or after April 1, 2016. Depreciation of foreign consolidated subsidiaries is computed by
the straight-line method on the estimated useful lives of assets.
The principal estimated useful lives are as follows:

Buildings and structures 3 to 60 years
Machinery and equipment 2to 12 years
Tools, furniture and fixtures 2 to 20 years

(g) Leased assets
Financial leases other than those that are deemed to transfer the ownership of leased assets to the lessees are accounted for in
a similar way to purchases and depreciation for leased assets is computed under the straight-line method with zero residual value
over the lease term.

(h) Allowance for doubtful accounts
The allowance for doubtful accounts is provided in amounts sufficient to cover possible losses on collection. The allowance for
doubtful accounts of the Company and its domestic consolidated subsidiaries are calculated based on their historical rate of bad
debt loss plus an estimate of the individual uncollectible amounts. The allowance for doubtful accounts of foreign consolidated
subsidiaries is calculated based on an estimate of the individual uncollectible amounts.

(i) Retirement benefits
1. Periodic allocation methodology for the estimated retirement benefit amount
The retirement benefit obligation is calculated by allocating the estimated retirement benefit amount until the end of the current
fiscal year on a straight-line basis.
2. Amortization of past service cost and actuarial gains/losses
Past service cost is primarily amortized on a straight-line basis over a 10-year period, which is shorter than the average remaining
years of service of the eligible employees.
Net actuarial gain or loss is primarily amortized from the following year on a straight-line basis over a 10-year period, which is
shorter than the average remaining years of service of the eligible employees.

(j) Research and development costs
Research and development costs are charged to income as incurred.

(k) Income taxes
Deferred income taxes are recognized by the asset and liability method. Under the asset and liability method, deferred tax assets
and liabilities are determined based on difference of between financial reporting and the tax basis of the assets and liabilities, and
are measured using the enacted tax rates and laws that will be in effect when the differences are expected to reverse.
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(I) Derivatives and hedging activities
The Company and its consolidated subsidiaries have entered into derivatives transactions in order to manage the risk arising from
adverse fluctuations in foreign currency exchange rates and interest rates.

Derivatives are stated at fair value and changes in fair value are recognized as gains or losses, except they meet the criteria
for deferral hedge accounting under which unrealized gains or losses are deferred as assets or liabilities. Forward foreign
exchange contracts that meet certain hedging criteria are accounted for under the allocation method.

Also, if interest rate swap contracts are used for hedging and meet certain hedging criteria, the net amount to be paid or
received under the interest rate swap contract is added to or deducted from the interest on the assets or liabilities for which the
swap contract was executed.

(m) Per share information
Basic net loss per share is computed by dividing net loss available to common shareholders by the weighted-average number of
common shares outstanding in each period.
Diluted net income per share is not presented for the year ended March 31, 2023 since the Company posted a net loss per
share.

(n) Recognition of revenue
1. Sales Products
The main business of our group is the manufacture and sale of flat knitting machines. The group has a performance obligation to
deliver goods and products under a sales contract with a customer and recognizes revenue from this performance obligation at
the time the goods and products are delivered to or inspected by the customer, because the Company determines that the
customer has acquired control over the goods and products and that the performance obligation has been satisfied at the time the
goods and products are delivered to or inspected by the customer. However, for domestic sales, revenue is recognized at the
time of shipment if the period from the time of shipment to the time control of the goods and products is transferred to the
customer is normal. For export sales, the Company recognizes revenue when the risk is transferred to the customer, mainly
based on the terms of trade stipulated by Incoterms and other regulations.

In addition, some of the sales contracts are sold on an installment sales basis. For installment sales that are determined to
contain a significant financial component, the transaction price is determined by adjusting for the significant financial component
by eliminating the effect of the interest rate equivalent from the sales price of the goods and products concerned, using the
discount rate that would be estimated to apply to an independent financial transaction with the customer on the transaction date in
the contract. The transaction price is calculated by eliminating the impact of the interest rate equivalent from the sales price of the
relevant products and goods.

2. Maintenance contracts

For the provision of maintenance services, the Company has determined that the performance obligation is satisfied over time
because the services are provided uniformly over the contract period, and revenue is recognized over the period in which the
services are provided.

3. Significant accounting estimates
Allowance for doubtful accounts

(a) Amount recorded in the consolidated financial statements for the current fiscal year

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
Allowance for doubtful accounts (Current assets) ¥(4,764) ¥(5,399) $(35,677)
Allowance for doubtful accounts (non-Current assets) (1,989) (1,631) (14,896)
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(b) Information that contributes to the understanding of the significant accounting estimates

The allowance for doubtful accounts is provided in amounts sufficient to cover possible losses on collection. The allowance for
doubtful accounts of the Company and its domestic consolidated subsidiaries are calculated based on their historical rate of bad
dept loss plus an estimate of the individual uncollectible amounts. The allowance for doubtful accounts of foreign consolidated
subsidiaries is calculated based on an estimate of the individual uncollectible amounts.

The Companies obtain financial statements from major business partners and continuously grasp the financial status, review
the credit through grasping the collection status, and estimate the future uncollectible amounts.

The amount of allowance for doubtful accounts provisioned as of March 31, 2023 is based on our best estimate at present,
however, the assumptions for estimating reserve for credit losses are highly uncertain. Accordingly, the amount of bad debt losses
may change if it changes a credit risk due to changes in the economic environment.

4. Cash and deposits
In the presentation of the consolidated statements of cash flows, the relationship between the items included in cash and cash

equivalents and the corresponding amounts reflected in cash and cash deposits in the consolidated balance sheets as of March
31, 2023 and 2022 is summarized as follows:

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
Cash and time deposits ¥17,530 ¥24,339 $131,281
Time deposits with an original maturity in excess of
three months included in cash and deposits (2,013) (68) (15,075)
Cash and cash equivalents at end of year ¥15,517 ¥24 271 $116,206

5. Financial Instruments

(a) Policy for financial instruments
The Companies procure funds using bank borrowings and other debts for the business. The Company makes use of various
derivative financial instruments in order to reduce the risk of fluctuations of foreign exchange rate in receivables and the risk of
fluctuations of interest rate in payables. The Companies are not engaged in speculative transactions and use highly secure

financial instruments. The Companies carry out financial instruments pursuant to internal regulations and the rules of Board of
Directors.

(b) Nature of financial instruments and the risks and risk management
Trade receivables consist of notes and accounts receivable are exposed to customer credit risk. Trade receivables in foreign
currency due to the global operation are exposed to risks of fluctuations of foreign currency exchange.
Notes and accounts payable are due within one year and a part of them in foreign currency associated with import of parts
and accessories are exposed in risks of fluctuations of foreign currency exchange.

The Companies use foreign exchange forward contracts and foreign currency options to hedge the risk of foreign exchange
fluctuations associated with receivables and payables denominated in foreign currencies.

(c) Risk management of financial instruments
1. Credit risk management

The Companies conduct mitigation of collection risk in accordance with credit management in sales. Certain organization unit

independent from sales division assesses the balances outstanding for customers and credit status of customers and manages
collection dates.

In terms of loan receivable, the Companies assess financial conditions of debtors and review the loan terms periodically.
The Companies have derivative transactions only with counterparties rated highly.

2. Market risk management

The Companies identify risks for exchange rate fluctuations monitored monthly by each currency and enter into foreign exchange
forward contracts to hedge such risk.

Regarding securities, the Companies monitor the market price and financial condition of the issuer of securities, taking into
account its relationship with the counterparties.
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3. Liquidity risk in procurement of funds

The Companies manage to reduce liquidity risk by preparing cash flow projection in basis of financial reporting from each division
and affiliates.

(d) Supplemental information on fair value of financial instruments
The Companies assess fair value of financial instruments based on market prices or on reasonable estimates when market prices
are not available. These estimates including variable factors are subject to fluctuation due to change in underlying assumptions.
The contract amounts of the derivative transactions referred in Note 13. Derivative financial instruments below are not
indicators of market risk associated with derivative transactions.

(e) Fair value of financial instruments

Fair value and difference with book value presented in balance sheets are as follows.

Millions of yen

2023
Book value Fair value Difference
@ Trade notes ¥12,669 — -
Less: allowance for doubtful accounts *1 (1,384) — —
11,285 ¥11,208 ¥ (77)
® Accounts receivable 30,892 - -
Less: allowance for doubtful accounts *1 (3,375) - -
27,517 27,439 (78)
@ Investments in securities *2 3,228 3,228 -

Millions of yen

2022
Book value Fair value Difference
@ Trade notes ¥11,265 — -
Less: allowance for doubtful accounts *1 (1,540) - —
9,725 ¥9,707 ¥ (18)
@ Accounts receivable 28,233 — —
Less: allowance for doubtful accounts *1 (3,859) - -
24,374 24,344 (30)
@ Investments in securities *2 2,672 2,672 —

Thousands of U.S. dollars

2023
Book value Fair value Difference
@ Trade notes $94,878 - -
Less: allowance for doubtful accounts *1 (10,365) - -
84,513 $83,936 $ (577)
@ Accounts receivable 231,349 — —
Less: allowance for doubtful accounts *1 (25,275) - -
206,074 205,489 (585)
@ Investments in securities *2 24,174 24,174 —
*1: The net amount of allowance for doubtful accounts is related on trade notes and accounts receivable.
*2: The following financial instruments are excluded from Investment securities due to no fair values.
Thousands of
Millions of yen U.S. dollars
2023 2022 2023
Unlisted equity securities ¥1,508 ¥2 744 $11,293
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(Note1) Redemption schedule of monetary receivables and marketable securities with maturities after March 31, 2023 and 2022

(As of March 31, 2023)
Cash and time deposits
Trade notes
Accounts receivable
Investment securities
Available-for-sale securities with
maturity
— Other investments
Total

(As of March 31, 2022)
Cash and time deposits
Trade notes
Accounts receivable
Investment securities
Available-for-sale securities with
maturity
— Other investments
Total

(As of March 31, 2023)
Cash and time deposits
Trade notes
Accounts receivable
Investment securities
Available-for-sale securities with
maturity
— Other investments
Total

Millions of yen

Due after one

Due after five

Due in one year year through years through Due after ten
or less five years ten years years

¥17,530 - - -

3,970 ¥8,699 - -

22,018 8,816 ¥58 -

¥43,518 ¥17,515 ¥58 —

Millions of yen

Due after one

Due after five

Due in one year year through years through Due after ten
or less five years ten years years

¥24,339 - - -

6,048 ¥5,217 - -

18,507 9,677 ¥49 -

33 - - -

¥48,927 ¥14,894 ¥49 -

Thousands of U.S. dollars

Due after one

Due after five

Due in one year year through years through Due after ten
or less five years ten years years

$131,281 - - -

29,732 $65,146 - -

164,892 66,023 $434 -

$325,905 $131,169 $434 -

(Note2) Redemption schedule of short-term borrowings and lease obligation after March 31, 2023 and 2022

Millions of yen

Over 1 Over 2 Over 3 Over 4
year but years but years but years but
Within 1 within 2 within 3 within 4 within 5 Over 5
(As of March 31, 2023) year years years years years years
Short-term borrowings ¥1,000 — — — — —
Lease obligation ¥768 ¥526 ¥336 ¥168 ¥77 ¥24
Total ¥1,768 ¥526 ¥336 ¥168 ¥77 ¥24
Millions of yen
Over 1 Over 2 Over 3 Over 4
year but years but years but years but
Within 1 within 2 within 3 within 4 within 5 Over 5
(As of March 31, 2022) year years years years years years
Lease obligation ¥965 ¥729 ¥499 ¥309 ¥141 ¥69
Total ¥965 ¥729 ¥499 ¥309 ¥141 ¥69
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Thousands of U.S. dollars

Over 1 Over 2 Over 3 Over 4
year but years but years but years but
Within 1 within 2 within 3 within 4 within 5 Over 5
(As of March 31, 2023) year years years years years years
Short-term borrowings $7,489 - - - - —
Lease obligation $5,752 $3,939 $2,516 $1,258 $577 $180
Total $13,241 $3,939 $2,516 $1,258 $577 $180

(f) Breakdown of Fair Value of Financial Instruments by Level
The fair value of financial instruments is classified into the following three levels based on the observability and materiality of the
inputs used
to measure fair value.
Level 1 fair value: Fair value measured using observable fair value inputs based on (unadjusted) quoted market prices in active
markets for identical assets or liabilities
Level 2 fair value: Fair value measured using directly or indirectly observable fair value inputs other than Level 1 inputs
Level 3 fair value: Fair value measured using unobservable fair value inputs
When multiple inputs that have a significant impact on fair value measurement are used, fair value is classified to the level with
the lowest priority in the fair value measurement among the levels to which those inputs belong.

(Note1) Financial assets and liabilities recorded at fair value on the Consolidated Balance Sheets
Millions of yen

2023
Level 1 Level 2 Level 3 Total
Investments in securities
Available-for-sale securities
— Equity securities ¥3,228 — — ¥3,228
Total assets ¥3,228 - - ¥3,228

Millions of yen

2022
Level 1 Level 2 Level 3 Total
Investments in securities
Available-for-sale securities
— Equity securities ¥2,639 — — ¥2,639
Total assets ¥2,639 — — ¥2 639

Thousands of U.S. dollars

2023
Level 1 Level 2 Level 3 Total
Investments in securities
Available-for-sale securities
— Equity securities $24,174 - - $24,174
Total assets $24,174 — - $24,174

(Note2) Financial assets and liabilities not recorded at fair value on the Consolidated Balance Sheets
Millions of yen

2023
Level 1 Level 2 Level 3 Total
Trade notes - ¥11,208 - ¥11,208
Accounts receivable - 27,439 — 27,439
Investments in securities
Available-for-sale securities
— Equity securities — — — —
Total assets — ¥38,647 — ¥38,647
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Millions of yen

2022
Level 1 Level 2 Level 3 Total
Trade notes — ¥9,707 - ¥9,707
Accounts receivable — 24,344 — 24,344
Investments in securities
Available-for-sale securities
— Equity securities - 33 - 33
Total assets — ¥34,084 — ¥34,084

Thousands of U.S. dollars

2023
Level 1 Level 2 Level 3 Total
Trade notes - $83,936 - $83,936
Accounts receivable - 205,489 - 205,489
Investments in securities
Available-for-sale securities
— Other investments - - - —
Total assets - $289,425 - $289,425

1. Trade notes and accounts receivable.
The fair value of these instruments are calculated using the discounted present value method based on the risk-free rate
for the amount of such instruments, taking into account the credit risk of each loan classified by a certain period of time,
and classified as Level 2 fair value.

2. Investments in securities;
The fair values of listed shares and government bonds are measured based on market prices at the end of the period
and are classified as Level 1 fair value because they are measured based on market prices for identical assets in active
markets. Bond investment trusts are measured based on the reference prices published by financial institutions. Since
these prices are not considered quoted prices in active markets, their fair value is classified as Level 2 fair value.

6. Investments in securities
Other securities with quoted market prices at March 31, 2023 and 2022 were as follows:
Millions of yen

2023 2022
Amount Amount
recorded in recorded in
Acquisition  the balance Acquisition  the balance
cost sheet Difference costs sheet Difference
Other securities whose market
values recorded in the balance
sheet exceed their acquisition costs:
Equity securities ¥2,093 ¥3,212 ¥1,119 ¥1,796 ¥2,379 ¥583
Other — — — — — —
Subtotal ¥2,093 ¥3,212 ¥1,119 ¥1,796 ¥2,379 ¥583
Other securities whose market
values recorded in the balance
sheet do not exceed their
acquisition costs:
Equity securities - - - ¥308 ¥260 ¥(48)
Other ¥17 ¥16 ¥(1) 47 33 (14)
Subtotal ¥17 ¥16 ¥(1) ¥355 ¥293 ¥(62)
Total ¥2,110 ¥3,228 ¥1,118 ¥2 151 ¥2 672 ¥521
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Thousands of U.S. dollars

2023
Amount
recorded in
Acquisition  the balance
cost sheet Difference
Other securities whose market
values recorded in the balance
sheet exceed their acquisition costs:
Equity securities $15,674 $24,055 $8,381
Other — — _
Subtotal $15,674 $24,055 $8,381
Other securities whose market
values recorded in the balance
sheet do not exceed their acquisition
costs:
Equity securities - - -
Other $127 $120 $(7)
Subtotal $127 $120 $(7)
Total $15,801 $24,175 $8,374

Other securities without quoted market prices at March 31, 2023 and 2022 were as follows:

Thousands of

Millions of yen U.S. dollars
Amount recorded in the balance sheet
2023 2022 2023
Other securities ¥1,508 ¥2,744 $11,293
¥1,508 ¥2,744 $11,293

7. Inventories
Inventories at March 31, 2023 and 2022 were as follows:

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
Finished goods ¥10,224 ¥6,576 $76,567
Raw materials 8,963 7,138 67,123
Work in process 856 1,074 6,411
Supplies and others 305 311 2,284
¥20,348 ¥15,099 $152,385

8. Land revaluation

On March 31, 2002, the Company revalued its land for operational usage in accordance with the laws on land revaluation. The
resulting revaluation difference, net of the income tax effect on revaluation gain or loss, has been stated as a component of net
assets, “Land revaluation difference.” The income tax effect has been stated as a component of long-term liabilities, “Deferred tax
liabilities for land revaluation.” The fair value of the revalued land was more than its carrying value by ¥87 million ($652 thousand)
at March 31, 2023 and less than its carrying value by ¥87 million at March 31, 2022, respectively.

9. Short-term borrowings and long-term debt
Short-term borrowings at March 31, 2023 and 2022 were as follows:

Thousands
Millions of yen of U.S.
dollars
2023 2022 2023
Average rate of 0.16% unsecured loans from banks ¥1,000 — $7,489
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10. Impairment loss
For the year ended March 31, 2023
The Companies recognized an impairment loss under the following asset category.

Location Category Related Assets Millions of Yen Thousands of U.S. dollars
Wakayama prefecture etc. Business assets Machine etc ¥1,503 $11,256
Hong Kong Other Goodwill 1,678 12,566
Wakayama prefecture etc. Idle assets Land 6 45

The Companies grouped their fixed assets mainly based on operating activities, with idle assets and rental assets were each
treated as separate property. Due to decline profitability, the carrying amount of the assets were reduced to a recoverable amount
and an impairment loss of ¥3,181 million ($23,822 thousand) was recognized for the business assets and goodwill listed above.
Due to a significant decrease in the market value of the company's assets, the carrying amount of the assets were reduced to a
recoverable amount and an impairment loss of ¥6 million ($45 thousand) was recognized for the idle assets listed above.

The recoverable amount of those assets, excluding goodwill, was measured based on net selling price. It was estimated based
on the real estate appraisal value for land and estimated disposal value for other assets. The recoverable amount of goodwill was
measured by value in use, but the recoverable amount was zero because future cash flows were not expected.

11. Retirement benefits
Retirement benefits at March 31, 2023 and 2022 consisted of the following:

The Company and certain domestic consolidated subsidiaries have defined benefit corporate pension plan and unfunded
retirement benefit plans for payments of employees’ retirement. Also, certain consolidated subsidiaries have defined contribution
plans.

The Group pays a pension or lump sum based on length of service and salary in the defined benefit corporate pension plan.

In unfunded retirement benefit plans, the Group pays a lump sum based on length of service and salary as a retirement benefit.

Some consolidated subsidiaries adopt the simplified method for the calculation of net defined benefit liability and retirement
benefit expenses.

Defined benefit plans, including a plan applying a simplified method

(1) Movement in retirement benefit obligations
Thousands of

Millions of yen U. S. dollars
2023 2022 2023
Balance, beginning of year ¥6,861 ¥6,920 $51,383
Service cost 321 331 2,404
Interest cost 68 68 509
Actuarial loss (73) (120) (547)
Benefit paid (383) (339) (2,868)
Balance, end of year ¥6,794 ¥6,860 $50,881

(2) Movement in plan assets
Thousands of

Millions of yen U. S. dollars
2023 2022 2023
Balance, beginning of year ¥6,773 ¥6,699 $50,723
Expected return on plan assets 78 77 584
Actuarial gain (71) 16 (532)
Contributions paid by the employer 219 227 1,640
Benefit paid (285) (246) (2,134)
Balance, end of year ¥6,714 ¥6,773 $50,281
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(3) Reconciliation from retirement benefit obligations and plan assets to Liability for retirement benefits

Funded retirement benefit obligations

Plan assets

Unfunded retirement benefit obligations

Total net liability for retirement benefits end of year

Net defined benefit liability
Net defined benefit assets

Total net liability for retirement benefits end of year

(4) Retirement benefit costs

Service cost
Interest cost

Expected return on plan assets
Net actuarial loss amortization
Past service costs amortization
Total retirement benefits costs

Thousands of

(5) Remeasurements of defined benefit plans (before tax effect deduction)

Past service cost

Actuarial gain and loss
Total balance end of year

(6) Remeasurements of defined benefit plans (before tax effect deduction)

Past service costs that are yet to be recognized
Actuarial gain and loss that are yet to be recognized

Total balance end of year

(7) Plan assets

(DPlan assets at March 31, 2023 comprise:
Equity securities

Bonds

Insurance assets (General account)

Other
Total

4%
10%
75%

1%

100%

Millions of yen U. S. dollars
2023 2022 2023
¥5,576 ¥5,562 $41,759
(6,714) (6,773) (50,281)
(1,138) (1,211) (8,522)
1,218 1,298 9,122
80 87 600
1,218 1,298 9,122
(1,138) (1,211) (8,522)
¥80 ¥87 $600
Thousands of
Millions of yen U. S. dollars
2023 2022 2023
¥321 ¥331 $2,404
68 68 509
(78) (77) (584)
(106) (100) (794)
86 86 644
¥291 ¥308 $2,179
Thousands of
Millions of yen U. S. dollars
2023 2022 2023
¥86 ¥86 $644
(104) 36 (779)
¥(18) ¥122 $(135)
Thousands of
Millions of yen U. S. dollars
2023 2022 2023
¥(601) ¥(688) $(4,500)
453 558 3,392
¥(148) ¥(130) $(1,108)

The above total includes 7 % of the retirement benefit trusts of corporate pension plan.

@Long-term expected rate of return

Current and target asset allocations, historical and expected returns on various categories of plan assets have been

considered to determine long-term expected rate of return.

(8) Actuarial assumptions

The principal actuarial assumption at March 31, 2023 (expressed as weighted averages) are as follows:

Discount rate

Long-term expected rate of return
Rate of increase in future

compensation

1.00%
1.15%

2.80%
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Defined contribution plans

Amounts required to contribute to the defined contribution plans of certain consolidated subsidiaries was ¥39 million and ¥49 million
($367 thousand) for the year ended March 31, 2022 and 2023 respectively.

12. Contingent liabilities
Contingent liabilities at March 31, 2023 and 2022 were as follows:

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
Guarantees of customers’ loans and lease obligations ¥90 ¥205 $674

13. Derivative financial instruments
The contract amount, estimated fair value and unrealized gain (loss) of the derivative instruments as of March 31, 2023 are as
follows:

(a) Derivatives that do not meet the criteria for hedge accounting

Not applicable

(b) Derivatives that meet the criteria for hedge accounting
Millions of yen

2023
Contract amount
Settled over Estimated fair
Total one year value
Allocation method for Foreign exchange
foreign exchange contracts:
contracts
Put US$ ¥ 1,209 — Note 1
EUR 6,245 ¥2,451 Note 1
KRW 39 — Note 1
Millions of yen
2022
Contract amount
Settled over Estimated fair
Total one year value
Allocation method for Foreign exchange
foreign exchange contracts:
contracts
Put US$ ¥ 2,154 — Note 1

EUR 9,480 ¥3,493 Note 1

KRW 139 16 Note 1

GBP 379 — Note 1

Thousands of U.S. dollars

2023
Contract amount
Settled over Estimated fair
Total one year value
Allocation method for Foreign exchange
foreign exchange contracts:
contracts
Put US$ $9,054 — Note 1
EUR 46,769 $18,355 Note 1
KRW 292 — Note 1

Note 1: Fair value of the foreign currency forward contract assigned for receivables is included in the fair value of receivables disclosed at Note5.
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14. Income taxes
The Company and its domestic subsidiaries are subject to a number of Japanese income taxes, which, in the aggregate, resulted in
a statutory tax rate of approximately 30.46% for the year ended March 31, 2023 and 2022.

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets at March 31, 2023 and

2022 were as follows:

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
Deferred tax assets:
Tax loss carryforwards ¥8,270 ¥7,083 $61,934
Impairment loss on fixed assets 3,112 2,979 23,306
Allowance for doubtful accounts 1,249 1,295 9,354
Loss on valuation of investments in securities 346 346 2,591
Long - term liabilities 2389 289 2,164
Accrued bonuses to employees 280 213 2,097
Net defined benefit liability 300 291 2,247
Allowance for losses on guarantees 44 61 330
Intercompany profit 19 52 142
Other 374 498 2,800
Total gross deferred tax assets 14,283 13,107 106,965
Less valuation allowance (13,707) (12,604) (102,651)
Net deferred tax assets 576 503 4,314
Deferred tax liabilities:
Net defined benefit asset (350) (373) (2,621)
Unrealized holding gain on securities (202) (133) (1,513)
Other (25) (38) (187)
Total gross deferred tax liabilities (577) (544) (4,321)
Net deferred tax assets ¥(1) ¥(41) $(7)

Note: Valuation allowance increase ¥1,102 million ($8,253 thousands). The main reasons for this increase were increases in losses carried forward and impairment losses.

15. Research and development costs
Research and development costs charged to income were ¥3,894 million ($29,162 thousand) and ¥3,389 million for the years ended

March 31, 2023 and 2022, respectively.

16.Stock option plan
As of March 31, 2023, the Company has the following stock option programs.

Date of resolution July 25, 2018
[The Company] Director: 5
Executive officer: 3
Class and number of shares to be granted Common stock: 4,500 shares
Grant date August 17, 2018
Vesting requirement —
Vesting period —
Exercise period From August 18, 2018 to August 17, 2048

Type and number of eligible persons

Date of resolution June 27, 2019

[The Company] Director: 5
Executive officer: 3

Class and number of shares to be granted Common stock: 2,500 shares

Grant date July 18, 2019

Vesting requirement —

Vesting period —

Exercise period From July 19, 2019 to July 18, 2049

Type and number of eligible persons

Date of resolution June 25, 2020
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Type and number of eligible persons

[The Company] Director: 4
Executive officer: 3

Class and number of shares to be granted

Common stock: 2,200 shares

Grant date

July 16, 2020

Vesting requirement

Vesting period

Exercise period

From July 17, 2020 to July 16, 2050

Date of resolution

June 25, 2021

Type and number of eligible persons

[The Company] Director: 4
Executive officer: 1

Class and number of shares to be granted

Common stock: 1,800 shares

Grant date

July 15, 2021

Vesting requirement

Vesting period

Exercise period

From July 16, 2021 to July 15, 2051

Date of resolution

June 28, 2022

Type and number of eligible persons

[The Company] Director: 4
Executive officer: 2

Class and number of shares to be granted

Common stock: 2,000 shares

Grant date

July 19, 2022

Vesting requirement

Vesting period

Exercise period

From July 20, 2022 to July 19, 2052

(a) Number and price information
(As of March 31, 2023)

Date of resolution

July 25, 2018

June 27, 2019

June 25,

2020

June 25, 2021

June 28, 2022

Unvested stock options

Outstanding as of March 31, 2022

Granted

Expired

2,000

Vested

2,000

Outstanding as of March 31, 2023

Vested stock options

Outstanding as of March 31, 2022

Vested

2,000

Exercised

Expired

Outstanding as of March 31, 2023

2,000

Yen

Date of resolution

July 25, 2018

Exercise price
Average stock price at exercise
Fair value at grant date

¥1

¥ 4,369

Yen

Date of resolution

June 27, 2019

Exercise price
Average stock price at exercise
Fair value at grant date

¥1

¥ 2,261
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Yen

Date of resolution

June 25, 2020

Exercise price ¥1
Average stock price at exercise —
Fair value at grant date ¥ 900
Yen
Date of resolution June 25, 2021
Exercise price ¥1
Average stock price at exercise —
Fair value at grant date ¥ 1,542
Yen
Date of resolution June 28, 2022
Exercise price ¥1
Average stock price at exercise —
Fair value at grant date ¥ 1,908
(b) The estimate method on unit price of subscription rights
Estimate method: Black Scholes Model
Yen
Volatility 40.87%
Expected remaining period 15 years
Estimated dividend ¥30.00 per share
Non risk interest rate 0.59%

(c) Estimate of number of vested stock options
Number of options to expire in the future cannot be reasonably estimated. Accordingly, only the actual number of expired options is
reflected.

17. Comprehensive income
The amount of recycling and amount of income tax effect associated with other comprehensive income at March 31, 2023 and 2022
consisted of the following:

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
Net unrealized holdings gain on securities:
Amount recognized in the period under review ¥589 ¥(251) $4,411
Amount of recycling 13 5 97
Before income tax effect adjustments 602 (246) 4,508
Amount of income tax effect (69) 23 (516)
Net unrealized holdings gain on securities 533 (223) 3,992
Foreign currency translation adjustments:
Amount recognized in the period under review 2,741 2,954 20,527
Amount of recycling - — -
Before income tax effect adjustments 2,741 2,954 20,527
Amount of income tax effect — - -
Foreign currency translation adjustments 2,741 2,954 20,527
Remeasurements of defined benefit plans
Amount recognized in the period under review 2 136 15
Amount of recycling (20) (14) (150)
Before income tax effect adjustments (18) 122 (135)
Amount of income tax effect LY 10 307
Remeasurements of defined benefit plans 23 132 172
Total other comprehensive income ¥3,297 ¥2,863 $24,691
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18. Revenue Recognition

(a) Information on breakdown of revenue from contracts with customers

Millions of yen

2023
Flat Glove and
Knitting Design Sock Knitting
Machine System Machine Total Other Grand total
Timing of transfer of goods or
services
At a point in time ¥27,395 ¥3,539 ¥914 ¥31,848 ¥5,842 ¥37,690
Over time — — — — 197 197
Revenue from Contract with 27,395 3,539 914 31,848 6,039 37,887
Customers
Sales to customers ¥27,395 ¥3,539 ¥914 ¥31,848 ¥6,039 ¥37,887
Millions of yen
2022
Flat Glove and
Knitting Design Sock Khnitting
Machine System Machine Total Other Grand total
Timing of transfer of goods or
services
At a point in time ¥20,691 ¥2.870 ¥2,447 ¥26,008 ¥4,792 ¥30,800
Over time - - - - 198 198
Revenue from Contract with 20,691 2,870 2,447 26,008 4,990 30,998
Customers
Sales to customers ¥20,691 ¥2.870 ¥2,447 ¥26,008 ¥4,990 ¥30,998
Thousands of U.S. dollars
2023
Flat Glove and
Knitting Design Sock knitting
Machine System Machine Total Other Grand total
Timing of transfer of goods or
services
At a point in time $205,160 $26,503 $6,845 $238,508 $43,751 $282,259
Over time — — — — 1,475 1,475
Revenue from Contract with 205,160 26,503 6,845 238,508 45,226 283,734
Customers
Sales to customers $205,160 $26,503 $6,845 $238,508 $45,226 $283,734

(b) Information that provides a basis for understanding the revenue arising from contracts with customers

As stated in “Basis of presenting consolidated financial statements 2.Summary of significant accounting policies, (n) Recognition

of revenue”.

(c) Information about the relationship between the satisfaction of performance obligations under contracts with customers

and cash flows from such contracts, and the amount and timing of revenue expected to be recognized in the following fiscal

year from contracts with customers that existed at the end of the current consolidated fiscal year.
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1.Balance of contract assets and contract liabilities
Thousands of

Millions of yen U. S. dollars
2023 2022 2023
Receivables arising from contracts with customers ¥43,561 ¥39,498 $326,227
Contract liabilities 1,851 1,090 13,862

Note1: Contract liabilities primarily relate to advances received from customers.

2: Almost all of the contract liability balances as of the beginning of this fiscal year are recognized as revenue for the current fiscal year.

2.Transaction prices allocated to remaining performance obligations
The Company and its consolidated subsidiaries apply the practical expedient in noting the transaction price allocated to the remaining
performance obligations, and do not include contracts with an originally scheduled contract term of one year or less. The total
transaction price allocated to the remaining performance obligations and the period over which revenue is expected to be recognized

are as follows:

Thousands of

Millions of yen U. S. dollars
2023 2022 2023
Within 1 year ¥169 ¥20 $1,266
Over 1 year but within 2 years 136 18 1,018
Over 2 years but within 3 years 99 14 741
Over 3 years 70 12 524
Total 474 64 3,549

19. Segment information
(a) Outline of reportable segments
The Company'’s reportable segments are components for which separated financial information is available and subject to periodical
reviews in order for the Company’s Board of Directors to determine the distribution of management resources and evaluate
performance.

The Company establishes Sales Headquarters, and it formulates comprehensive domestic and overseas strategies of its products
and services and deploys its business activities.

Thus, the Company consists of segments by products and services, based on business units, and the “Flat Knitting Machines”,
“Design Systems” and “Glove and Sock Knitting Machines” are determined to be the reportable segments.

Our core products in the Flat Knitting Machine segment are manufacturing and sales of computerized flat knitting machines. The
Design System segment includes computerized design systems and automatic fabric cutting machines. The Glove and Sock Knitting

Machine segment consists of computerized glove and sock knitting machines.

(b) Basis of calculation for amounts of sales, profit (loss), assets and other items by reportable segments
The accounting method for the reported operating segments is basically the same as those in note “2. Summary of significant
accounting policies”.

Segment profit (loss) is based on operating income.
(c) Information on amounts of sales, profit (loss), assets and other items by reportable segments

Information related to the reportable segments of the Company and its consolidated subsidiaries for the years ended March 31, 2023

and 2022 were as follows:
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Sales and operating income:
At a point in time
Over time
Revenue from Contract with
Customers
Sales to customers
Inter-segment sales
Total sales
Segment profit
Segment Assets:
Others:
Capital expenditure
Depreciation
Amortization of goodwiill

Sales and operating income:
At a point in time
Over time
Revenue from Contract with
Customers
Sales to customers
Inter-segment sales
Total sales
Segment profit
Segment Assets:
Others:
Capital expenditure
Depreciation
Amortization of goodwill

Sales and operating income:
At a point in time
Over time
Revenue from Contract with
Customers
Sales to customers
Inter-segment sales
Total sales
Segment profit
Segment Assets:
Others:
Capital expenditure
Depreciation
Amortization of goodwiill

Millions of yen

2023
Flat Glove and
Knitting Design Sock Knitting
Machine System Machine Total Other Grand total
¥27,395 ¥3,539 ¥914 ¥31,848 ¥5,842 ¥37,690
— — — - 197 197
27,395 3,539 914 31,848 6,039 37,887
¥27,395 ¥3,539 ¥914 ¥31,848 ¥6,039 ¥37,887
27,395 3,539 914 31,848 6,039 37,887
¥2,693 ¥774 ¥100 ¥3,567 ¥1,014 ¥4,581
¥69,437 ¥3,703 ¥1,000 ¥74,140 ¥8,565 ¥82,705
¥847 ¥48 ¥24 ¥919 ¥131 ¥1,050
870 27 21 918 107 1,025
468 4 0 472 19 491
Millions of yen
2022
Flat Glove and
Knitting Design Sock Knitting
Machine System Machine Total Other Grand total
¥20,691 ¥2.870 ¥2.447 ¥26,008 ¥4,792 ¥30,800
— — — - 198 198
20,691 2,870 2,447 26,008 4,990 30,998
¥20,691 ¥2.870 ¥2.447 ¥26,008 ¥4,990 ¥30,998
20,691 2,870 2,447 26,008 4,990 30,998
¥610 ¥731 ¥23 ¥1,364 ¥527 ¥1,891
¥65,568 ¥3,512 ¥2,033 ¥71,113 ¥8,458 ¥79,571
¥1,062 ¥33 ¥136 ¥1,231 ¥128 ¥1,359
817 29 78 924 128 1,052
392 3 0 395 16 411
Thousands of U.S. dollars
2023
Flat Glove and
Knitting Design Sock knitting
Machine System Machine Total Other Grand total
$205,160 $26,503 $6,845 $238,508 $43,751 $282,259
_ _ - — 1,475 1,475
205,160 26,503 6,845 238,508 45,226 283,734
205,160 26,503 6,845 238,508 45,226 283,734
205,160 26,503 6,845 238,508 45,226 283,734
$20,168 $5,796 $749 $26,713 $7,593 $34,306
$520,010 $27,732 $7,489 $555,231 $64,143 $619,374
$6,343 $359 $180 $6,882 $981 $7,863
6,515 202 157 6,874 801 7,675
3,505 30 0 3,535 142 3,677
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Note: The classification “Other” is the operating segment which is not included in the reportable segments. It mainly consists of parts for knitting machines and design

systems, machines repair and maintenance.

(d) Differences between total amounts for reportable segments and amounts in the consolidated financial statements

Sales to customers

Reportable segments total
Other sales

Net sales in the consolidated statements of income

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
¥31,848 ¥26,008 $238,508
6,039 4,990 45,226
¥37,887 ¥30,998 $283,734

Segment profit
Thousands of
Millions of yen U.S. dollars
2023 2022 2023
Reportable segments total ¥3,567 ¥1,364 $26,713
Other income 1,014 527 7,593
Corporate expenses (6,766) (6,159) (50,669)
Operating loss in the consolidated statements of income ¥(2,185) ¥(4,268) $(16,363)

Note: Corporate expenses are mainly general and administrative expenses and research and development expenses which are not attributable to the reportable segments.

Segment assets

Thousands of

Millions of yen U.S. dollars
2023 2022 2023
Reportable segments total ¥74,140 ¥71,113 $555,231
Other assets 8,565 8,458 64,143
Company-wide assets 18,335 22,238 137,310
Total assets in the consolidated balance sheets ¥101,040 ¥101,809 $756,684

Note: Company-wide assets mainly consist of managing cash surplus, long-term investment and assets associated with administrative divisions that are not allocated to
reportable segments.

Others

Millions of yen

The amount in the

Reportable consolidated
segments total Other Adjustment financial statements
2023 2022 2023 2022 2023 2022 2023 2022
Capital expenditure ¥919  ¥1,231 ¥131 ¥128 ¥272 ¥335 ¥1,322 ¥1,694
Depreciation 918 924 107 128 395 344 1,420 1,396
Amortization of goodwiill 472 395 19 16 - - 491 411
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Thousands of U.S. dollars

2023
The amount in
the consolidated
Reportable financial
segments total Other Adjustment statements
Capital expenditure $6,882 $981 $2,037 $9,900
Depreciation 6,874 801 2,959 10,634
Amortization of goodwill 3,535 142 — 3,677

Note: The major portion of adjustment to depreciation and increase in property, plant, equipment and intangible assets mainly come from equipment related to administrative
divisions that do not belong to the reportable segments

(Related information)
Information about geographical region
Information about geographical region of the Company and its consolidated subsidiaries for the year ended March 31, 2023 and 2022

were as follows:

Millions of yen

2023

Japan Europe Middle East Asia Other Total

Sales to customers ¥7,025 ¥10,798 ¥2,983 ¥14,517 ¥2,564 ¥37,887

Millions of yen

2022

Japan Europe Middle East Asia Other Total

Sales to customers ¥6,929 ¥8,772 ¥2,202 ¥11,379 ¥1,716 ¥30,998

Thousands of U.S. dollars

2023

Japan Europe Middle East Asia Other Total

Sales to customers $52,610 $80,866 $22,340 $108,716 $19,202 $283,734

20. Subsequent events
Shareholders approved the following appropriation of retained earnings at the annual meeting held on June 28, 2023.

Millions of yen Thousands of U.S. dollars
Cash dividends ¥173 $1,296
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Independent Auditor’s Report

To the Board of Directors of SHIMA SEIKI MFG., LTD

Opinion

We have audited the accompanying consolidated financial statements of SHIMA SEIKI MFG., LTD and its
subsidiaries (the Group), which comprise the consolidated balance sheet as at March 31, 2023, and the consolidated
statement of income, comprehensive income, changes in net assets, and cash flows for the year then ended, and
notes to the consolidated financial statements.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Group as at March 81, 2023, and its consolidated financial performance and
its consolidated cash flows for the year then ended in accordance with accounting principles generally accepted in

Japan.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in Japan. Our responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit of the Consolidated
Financial Statements section of our report. We are independent of the Group in accordance with the ethical
requirements that are relevant to our audit of the consolidated financial statements in Japan, and we have fulfilled
our other ethical responsibilities in accordance with these requirements. We believe that the audit evidence we have

obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters
Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the

consolidated financial statements of the current period. These matters were addressed in the context of the audit of
the consolidated financial statements as a whole, and in forming the auditor’s opinion thereon, and we do not provide

a separate opinion on these matters.
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Evaluation of allowance for doubtful accounts related to trade receivables

Description of Key Audit Matter

Auditor’s Response

The total amount of the allowance for doubtful
accounts on the consolidated balance sheet as of the
end of the current fiscal year was 6,753 million yen,
most of which was related to the trade receivables of
the Company's core business, the flat knitting machine
business.

Due to the industry's unique business practices,
collection terms for these receivables can be lengthy,
and a high percentage of these receivables are owed to
overseas customers. The Company strives to reduce the
collection risk of trade receivables by securitization,
collateralization, etc.,, and classifies the receivables
according to the credit risk and determines the
collectability for each classification.

The classification of trade receivables according to
credit risk is determined comprehensively based on the
collection status of the receivables, the financial status
and solvency of each customer, and the situation in the
country of location. After classifying trade receivables,
the company makes an allowance for doubtful accounts
for the estimated uncollectible amount by using the
historical rate of bad debt loss for general receivables
and by individually examining the collectability of
specific receivables such as doubtful receivables.

The classification of trade receivables according to
credit risk and the estimation of specific uncollectible
amounts for doubtful accounts involve subjective
judgments by management, which may have a
significant impact on the consolidated financial
statements.

Based on the above, we concluded that the evaluation
of the allowance for doubtful accounts related to trade
receivables is particularly important for the audit of
the consolidated financial statements for the current
fiscal year and falls under one of the key audit matters.

In considering our assessment of the allowance for
doubtful accounts related to trade receivables, we
performed the following audit procedures.

(1)  Assessment of internal control

We assessed the effectiveness of the design and
operation of internal control over the evaluation of the
allowance for doubtful accounts related to trade
receivables, focusing mainly on the following points.

+ Internal control over the timely and appropriate
acquisition of information and investigation of
customers for the proper classification of receivables

+ Internal control over the determination of the
classification of receivables in consideration of credit
risk

+ Internal control over the evaluation of collateral
assets
(2) Examination of the appropriateness of the
classification of trade receivables and the estimation of
uncollectible amounts
In considering appropriateness of the classification of
trade receivables and the estimation of uncollectible
amounts, we performed the following audit procedures.

+ In order to evaluate the appropriateness of the
classification of receivables according to their credit
risk, we asked questions to the receivables
management department and inspected related
materials.

+ With regard to the evaluation of the solvency of
customers, we examined various factors related to debt
collection and examined the appropriateness of the
estimation of uncollectible amounts. .

+ With regard to the valuation of collateral assets, we
examined the appropriateness of the valuation based
on the nature of the collateral, the valuation method,
and the timing of the valuation, etc.

Other Information

The other information comprises the information included in the Annual Report that contains audited consolidated
financial statements but does not include the consolidated financial statements and our audit report thereon.
Management is responsible for preparation and disclosure of the other information. Audit & Supervisory Committee
are responsible for overseeing the Group’s reporting process of the other information.

Our opinion on the consolidated financial statements does not cover the other information and we do not express
any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information,
we are required to report that fact.

We have nothing to report in this regard.

Responsibilities of Management and Audit & Supervisory Committee for the Consolidated Financial Statements
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Management is responsible for the preparation and fair presentation of the cpnsolidated financial statements in
accordance with accounting principles generally accepted in Japan, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for asséssing the Group’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern in accordance with accounting
principles generally accepted in Japan.

Audit & Supervisory Committee is responsible for overseeing the directors’ performance of their duties including the

design, implementation and maintenance of the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these

consolidated financial statements.

As part of an audit in accordance with auditing standards generally accepted in Japan, we exercise professional
judgment and maintain professional skepticism throughout the audit. We also:

+ Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion.

* Consider internal control relevant to the audit in order to design audit procedures that are appropriate in the

" circumstances for our risk assessments, while the purpose of the audit of the consolidated financial statements is
not expressing an opinion on the effectiveness of the Group’s internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

* Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the
audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the Group’s ability to continue as a going concern. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor’s report to the related disclosures in the consolidated
financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditor’s report. However, future events or conditions may cause
the Group to cease to continue as a going concern.

* Evaluate the overall presentation, structure and content of the consolidated financial statements, including the

disclosures, and whether the consolidated financial statements represent the underlying transactions and events
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in a manner that achieves fair presentation in accordance with accounting principles generally accepted in Japan.
* Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are responsible for

the direction, supervision and performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with Audit & Supervisory Committee regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal contr;)l that we
identify during our audit. '

We also provide Audit & Supervisory Committee with a statement that we have complied with relevant ethical
requirements regarding independence, and communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with Audit & Supervisory Committee, we determine those matters that were of
most significance in the audit of the consolidated financial statements of the current period and are therefore the
key audit matters. We describe these matters in our auditor’s report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing so would reasonably be expected to outweigh

the public interest benefits of such communication.

Interest required to be disclosed by the Certified Public Accountants Act of Japan
Our firm and its designated engagement partners do not have any interest in the Group which is required to be

disclosed pursuant to the provisions of the Certified Public Accountants Act of Japan.

Convenience Translation

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended
March 31, 2023 are presented solely for convenience. Our audit also included the translation of Japanese yen
amounts into U.S. dollar amounts and, in our opinion, such translation has been made on the basis described in

Note 1 to the consolidated financial statements.
Ohtemae Audit Corporation

Osaka City, Japan
June 28, 2023
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Ichiro Furutani

Designated Engagement Partner
Certified Public Accountant
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Kenji Hashiguchi
Designated Engagement Partner

Certified Public Accountant
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