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Systems to Ensure the Adequacy of Operations and the Status of Operation of
Such Systems

[Basic Policy for the Internal Control System]

The following is an overview of decisions concerning the systems to ensure compliance
with applicable laws and regulations and the Company’s Articles of Incorporation in
Directors’ business executions and other systems to ensure adequacy in the Company’s
business operations.

1. Structures for ensuring that Directors’ and employees’ execution of their respective
duties at the THK Group complies with laws and regulations and the Articles of
Incorporation

To ensure that the THK Group’s executives and employees comply with laws and
regulations and the Articles of Incorporation and perform their respective duties under
sound social norms, the Company establishes the “THK’s Corporate Basic Policies” and
the “THK Group Action Charter,” and familiarizes its executives and employees with
the policies and the charter. By repeatedly communicating the spirit of the policies and
the charter to the Group’s executives and employees, the Representative Director and
President ensures that all corporate activities are carried out in compliance with laws
and regulations. A Compliance Committee and a Risk Management Committee, chaired
by the Representative Director and President, are established to ensure that compliance
and corporate ethics form the basis of all our corporate activities. A Compliance
Subcommittee, consisting of representatives from all operations divisions, is established
as a subordinate organization. The Compliance Committee and the Risk Management
Committee, whose observers include Outside Directors and external experts, establish a
group-wide compliance structure and risk management structure, identify problems, and
provide instructions for improvement. The “THK Group Helpline” is established and
operated as a means to enable executives and employees of domestic Group companies
to directly provide information regarding any legally questionable acts on a confidential
or anonymous basis to the internal department(s) in charge of the matter in question and
external experts.

2. Matters related to the preservation and management of information regarding
Directors’ execution of their duties

The Company records and preserves information on the Directors’ execution of their
duties in documents or electromagnetic media (hereinafter called “the documents, etc.”)
in accordance with the Document Management Regulations and the Security Control
Regulations. The Directors may view the documents, etc. at any time. The Company
establishes the Information Security Committee, chaired by the Representative Director
and President, to implement proper use and management of information.

3. Regulations and other structures concerning the management of risk of loss for the
THK Group

The departments of the Company in charge of compliance, environment, disasters,
quality, information security, export control, risks related to new strains of influenza,
etc. shall conduct activities such as establishing rules and guidelines, conducting
education and training, and preparing and distributing manuals, while the Risk



[Translation for Reference and Convenience Purposes Only]

Management Division is established to monitor the status of cross-sectional risks and
make company-wide responses. For any risk that has newly arisen, the Board of
Directors shall promptly appoint a Director or Executive Officer who serves as the
response manager. In addition, to ensure continuity of our business in the case of a
large-scale earthquake, the THK Group formulates a business continuity plan (BCP) and
familiarizes its executives and employees with the plan. The Company’s Internal Audit
Division conducts audit on the risk management system of each Group company. The
Company establishes the Risk Management Committee, chaired by the Representative
Director and President, to establish a group-wide risk management system based on the
Risk Management Regulations adopted by the Board of Directors. The Risk
Management Division periodically collects and identifies risks concerning the THK
Group, and reports them to the Risk Management Committee after analyzing and
assessing the probability of occurrence and impact of such risks.

4. Structures for ensuring that the duties of the THK Group’s Directors are efficiently
executed

The Company’s Board of Directors defines a company-wide management objective and
management plan to be shared among the Directors, Executive Officers and employees
from a medium to long term perspective, and conducts progress management thereof by
utilizing the “Global Business Strategy Meeting” attended by personnel responsible for
business execution such as the THK Group’s Directors and Executive Officers in
monitoring the status of achievement of such objective and plan. In addition, by
formulating and introducing the Executive Officer System as a system under the
Articles of Incorporation, the Company seeks to improve the management supervisory
function of the Board of Directors and to clarify the roles and responsibilities related to
the implementation of operations. Furthermore, the Company seeks to accelerate the
process of making decisions and implementation of operations, and determines an
efficient structure for implementing operations, which includes determination of
specific measures and allotment of authorities for each division in order to achieve the
objective. The Board of Directors establishes a system for achieving a company-wide
streamlining of its operations by reviewing progress on a monthly and quarterly basis
and facilitating improvement as necessary. The Company also formulates the “THK
Group Basic Policy for Financial Management” related to the THK Group’s overall
financial management and introduces an accounting system and a Group finance system
that are common to the THK Group companies with the aim of accelerating
consolidated account closing work and streamlining fund management. In order to
ensure that the duties of the THK Group’s Directors are properly and efficiently
executed, each Group company establishes internal regulations concerning division of
duties and administrative authorities to clarify the authority and responsibility of each
corporate officer.

5. Structures for ensuring the appropriateness of operations at the THK Group

The Company establishes a Risk Management Division as a department in charge of
internal control of the THK Group, and creates a framework that incorporates a system
to efficiently conduct activities such as discussions on internal control among the Group
companies, information sharing, and communication of instructions and requests. The
Directors of the Company and each president of the Group companies have the
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authority and responsibility to establish and operate an internal control system for each
division. In addition, the Company’s Internal Audit Division conducts internal audit of
the THK Group, reports the audit results to the Board of Directors and each president of
the Group companies, and reports any matter related to internal control to the Risk
Management Division. In response to reporting from the Internal Audit Division, the
Risk Management Division instructs the respective Group companies regarding
measures to improve internal control and provides assistance and advice on the
implementation of such measures as necessary. In addition, “Internal Control
Regulations for Financial Reporting” for the THK Group companies are established,
maintained and administered as a framework for ensuring the reliability of financial
reporting.

The Company periodically holds a “Global Business Strategy Meeting” attended by
responsible personnel such as the THK Group’s Directors and Executive Officers; in the
meeting, such personnel responsible report on the status of operations and important
matters. In addition, the Company establishes ‘“Regulations for the Management of
Affiliates” that oblige the Group companies to periodically report important
information, such as their operating results and financial conditions, to the Company.

6. Structures for cases where the Audit and Supervisory Committee orders an
employee to be appointed as its assistant, and matters related to ensuring the
independence of the employee from Directors (excluding Directors who are Audit
and Supervisory Committee Members) and the effectiveness of the Audit and
Supervisory Committee’s instructions to the employee

The Company establishes an Audit and Supervisory Committee Secretariat and assigns
a dedicated employee to assist the performance of duties and smooth execution of
duties by the Audit and Supervisory Committee.

The Company defines that the employee assigned to the Audit and Supervisory
Committee Secretariat shall exclusively perform operations related to the Audit and
Supervisory Committee, shall not be subject to instructions and orders from Directors
who are not Audit and Supervisory Committee Members, and shall follow instructions
and orders from the Audit and Supervisory Committee. Decisions on matters pertaining
to personnel change and other personnel affairs shall be made with the consent of the
Audit and Supervisory Committee to ensure the independence from execution divisions
and the effectiveness of instructions from the Audit and Supervisory Committee to the
dedicated employee.

7. Structures for Directors, etc. and employees of the THK Group, or persons who
have received a report from such individuals, to report to the Company’s Audit and
Supervisory Committee

The Group’s Directors (excluding those who are Audit and Supervisory Committee
Members), Executive Officers, and employees respond promptly and adequately in the
event that the Audit and Supervisory Committee requests a report on the businesses of
the Company or conducts an investigation of operations and property.

The THK Group’s Directors (excluding those who are Audit and Supervisory
Committee Members), Executive Officers, and employees report immediately to the
Audit and Supervisory Committee if facts that may cause significant damage to the
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THK Group, such as a violation of laws and regulations, are discovered. As a means of
reporting, the Audit and Supervisory Committee is established as a contact point for
internal reporting in the THK Group Helpline, which is available for use by executives
and employees of the domestic Group companies.

The Internal Audit Division reports the results of internal audit and the status of other
activities conducted for the THK Group upon request from the Audit and Supervisory
Committee.

The Risk Management Division reports the details of internal reports received via the
THK Group Helpline and the details of reports related to compliance for the THK
Group to the Audit and Supervisory Committee upon request. In order to ensure that the
Basic Policy functions effectively, the Internal Audit Division and the Risk
Management Division periodically report to the Board of Directors regarding the
development and performance of matters specified in the Basic Policy.

8. Structures for ensuring that a person reporting to the Audit and Supervisory
Committee is protected from being unfavorably treated on the grounds that he/she
has made such a report

The Company prohibits the Directors (excluding those who are Audit and Supervisory
Committee Members), Executive Officers, and employees from unfavorably treating a
person directly reporting to the Audit and Supervisory Committee on the grounds that
he/she has made such a report.

9. Matters relating to policy concerning procedures for advance payment or
reimbursement of expenses incurred in the execution of duties of a Director who is
an Audit and Supervisory Committee Member, and treatment of other expenses or
debts incurred in the execution of such duties

If a Director who is an Audit and Supervisory Committee Member claims against the
Company for reimbursement of any expense incurred in the execution of his/her duties,
the Company shall promptly reimburse him/her for such expense or debt, unless such
expense or debt is deemed unnecessary for the execution of duties of said Director who
is an Audit and Supervisory Committee Member. In addition, the Company sets aside a
budget for a certain amount every year for expenses that may be incurred in the
execution of duties by the Directors who are Audit and Supervisory Committee
Members.

If a Director who is an Audit and Supervisory Committee Member independently
requests the use of external experts in executing his/her duties, the Company shall bear
such expenses unless such duties are unnecessary for the execution of duties of said
Director who is an Audit and Supervisory Committee Member.

10. Structures for ensuring that audits by the Audit and Supervisory Committee are
effectively conducted

The Company establishes a system that enables the Audit and Supervisory Committee
to periodically exchange opinions and seek close coordination with the Representative
Director and President, the Directors (excluding those who are Audit and Supervisory
Committee Members), Executive Officers, and the Accounting Auditors. In addition,
the Company establishes a system that enables the Audit and Supervisory Committee to



[Translation for Reference and Convenience Purposes Only]

hold periodic meetings with the auditors of subsidiaries and seek close cooperation with
them.
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[Status of Operation of the Internal Control System]

1. Structures for ensuring that Directors’ and employees’ execution of their respective
duties at the THK Group complies with laws and regulations and the Articles of
Incorporation

The Company established the “THK’s Corporate Basic Policies” and the “THK Group
Action Charter” and has disseminated such policies by distributing the “THK Code of
Conduct Handbook” and has provided related education and guidance to ensure that
executives and employees comply with applicable laws, regulations and the Articles of
Incorporation and perform their duties under sound social norms. Furthermore, the
Company has established a Compliance Committee (which held four meetings) and a
Risk Management Committee (which held one meeting), chaired by the Representative
Director and President, as well as a Compliance Subcommittee as a subordinate
organization of the Compliance Committee, to establish a group-wide compliance
structure and risk management structure, identify problems, and make improvements. In
addition, the Company has established and operates the “THK Group Helpline,” which
is available for use by executives and employees of domestic THK Group companies.

2. Matters related to the preservation and management of information regarding
Directors’ execution of their duties

The Company records and appropriately preserves information on Directors’ execution
of their duties, such as minutes of the Board of Directors meeting, in documents or
electromagnetic media in accordance with the Document Management Regulations and
the Security Control Regulations.

The Company has established the Information Security Committee (which held four
meetings), chaired by the Representative Director and President, in an effort to build up,
penetrate and firmly establish the information security system to implement proper use
and management of information.

3. Regulations and other structures concerning the management of risk of loss for the
THK Group

To address the operational risks, the Company has formulated rules and guidelines and
prepared manuals (Emergency Response Manual, Security Control Regulations,
Information Systems Management Regulations, etc.), and has established the Risk
Management Division to monitor the status of cross-sectional risks and conduct
company-wide measures. In cases when an unpredicted situation occurs, such as a
disaster or an accident, the Risk Management Division has quickly collected
information, notified related sections and provided instructions. In addition, the
Company has formulated a business continuity plan (BCP) and has established a BCP
Promotion Conference (which held one meeting) as a subordinate organization of the
Risk Management Committee to review the BCP as appropriate, while formulating Risk
Management Regulations and promoting the establishment of a group-wide risk
management structure at the Risk Management Committee.

The Company has been taking appropriate measures to address circumstances
associated with the COVID-19 pandemic. For instance, the Company has established a
COVID-19 response committee chaired by its President pursuant to its Emergency
Response Manual. The committee has been sharing information with the Company’s
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respective business locations, and has furthermore been implementing various measures
to prevent transmission of COVID-19, promoting telework arrangements, and imposing
restrictions on business travel.

4. Structures for ensuring that the duties of the THK Group’s Directors are efficiently
executed

The Company’s Board of Directors (held 16 meetings) defines management objectives
and establishes a Global Business Strategy Meeting (held 3 times) attended by
responsible personnel such as the THK Group’s Directors and Executive Officers to
manage their progress and monitor the status of achievement of such objectives. In
addition, the Company introduces an Executive Officer System as stipulated under the
Articles of Incorporation and determines an efficient structure for executing operations
in order to achieve the objectives.

The Company also formulates the THK Group Basic Policy for Financial
Management related to the THK Group’s overall financial management and introduces
an accounting system, a consolidated performance management system, and a THK
Group finance system (cash management system) that are common to the THK Group
with the aim of accelerating consolidated account closing work and streamlining fund
management.

5. Structures for ensuring the appropriateness of operations at the THK Group

The Company designates the Risk Management Division as a department in charge of
internal control of the THK Group, and facilitates its improvement and operation,
collecting information related to the internal controls, conducting related discussion
efficiently, sharing information and communicating its instructions and requests. The
Company’s Internal Audit Division has conducted the internal audits of the THK Group
to check whether the business execution activities were conducted in accordance with
the intended purposes, efficiently and in compliance with laws. The results of such
audits have been reported to the Representative Director and President. Moreover, to
ensure the reliability of financial reports of the THK Group, based on the “Internal
Control Regulations for Financial Reporting,” the Company has been improving and
operating the relevant control system.

The Company has received reports on the status of business operation of the entire
THK Group and other important matters at Global Business Strategy Meetings and
Executive Officers’ meetings (held 12 times), attended by the Directors and Executive
Officers of the THK Group. The Company also formulated its “Regulations for the
Management of Affiliates,” thereby collecting important information of the Group
companies such as sales performance and the financial position of the Group
companies.

6. Structures for cases where the Audit and Supervisory Committee orders an
employee to be appointed as its assistant, and matters related to ensuring the
independence of the employee from Directors (excluding Directors who are Audit
and Supervisory Committee Members) and the effectiveness of the Audit and
Supervisory Committee’s instructions to the employee
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The Company has established the Audit and Supervisory Committee Secretariat to assist
the duties of the Audit and Supervisory Committee and support the smooth execution of
their duties, and appointed a dedicated employee for this purpose. The Company defines
that the employee assigned to the Audit and Supervisory Committee Secretariat shall
exclusively perform tasks related to the Audit and Supervisory Committee, and
decisions on personnel matters including personnel transfer related to such employee
shall require the consent of the Audit and Supervisory Committee.

7. Structures for Directors, etc. and employees of the THK Group, or persons who
have received a report from such individuals, to report to the Company’s Audit and
Supervisory Committee

The Company has stipulated in the THK Group Helpline Regulations that it can report
on the status and content of reporting from the THK Group Helpline, which is available
for use by executives and employees of the domestic Group companies, to the Audit and
Supervisory Committee. The content of internal reports received through the THK
Group Helpline is reported to the Compliance Committee meeting, which the
Representative Director and President as well as Directors who are Audit and
Supervisory Committee Members of the Company attend. When the Audit and
Supervisory Committee requests a report, the Company reports on the results of internal
audit and the status of other activities, the content of internal reports received through
the THK Group Helpline and the content of reports on compliance. In addition, the
Company periodically reports on the status of development and operation of matters
stipulated in the Basic Policy for Internal Control at the Board of Directors meeting.

8. Structures for ensuring that a person reporting to the Audit and Supervisory
Committee is protected from being unfavorably treated on the grounds that he/she
has made such a report

The Company has stipulated in the THK Group Helpline Regulations that executives
and employees of the Company shall not be treated in a disadvantageous way on the
grounds of making such a report.

9. Matters relating to policy concerning procedures for advance payment or
reimbursement of expenses incurred in the execution of duties of a Director who is
an Audit and Supervisory Committee Member, and treatment of other expenses or
debts incurred in the execution of such duties

The Company allocates a budget to pay for expenses incurred by the execution of duties
by Directors who are Audit and Supervisory Committee Members and quickly
processes such expenses and obligations when Directors who are Audit and Supervisory
Committee Members requested the Company to reimburse for such expenses. If a
Director who is an Audit and Supervisory Committee Member independently requests
the use of external experts in executing his/her duties, the Company shall bear such
expenses unless such duties are unnecessary for the execution of duties of said Director
who is an Audit and Supervisory Committee Member.
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10. Structures for ensuring that audits by the Audit and Supervisory Committee are
effectively conducted

The Company holds meetings where the Audit and Supervisory Committee exchanges
opinions with the Representative Director and President, principal Directors (excluding
Directors who are Audit and Supervisory Committee Members), and Executive
Officers. In addition, the Company established a three-way audit liaison meeting (held
four times) between the Audit and Supervisory Committee, Accounting Auditor and
Internal Audit Division, as well as Outside Directors (excluding Directors who are
Audit and Supervisory Committee Members). In addition, the Company established a
system to ensure that audits by the Audit and Supervisory Committee are carried out
effectively by holding four meetings of the Board of Auditors of the THK Group to
promote close cooperation between the Audit and Supervisory Committee and Auditors
of the Company’s subsidiaries.
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<Reference>
Outline of the Corporate Governance Framework

Based on its management philosophy, the THK Group is striving to improve its
corporate value over the medium to long term by working to enhance corporate
governance from the viewpoint of maximizing corporate value.

The outline of Company’s corporate governance framework is as follows:

Selection of a company structure with an Audit and Supervisory Committee

- Directors (three (3) Outside Directors) who are members of the Audit and
Supervisory Committee, which is responsible for the auditing and supervisory
functions, exercise voting rights at the Board of Directors meetings.

- The Audit and Supervisory Committee implement audit and supervision on the
status of execution of duties of Directors and Executive Officers, etc., through the
Internal Control System.

Establishment of the Nomination Advisory Committee and the Remuneration Advisory

Committee

- Each committee, functioning as an advisory body to the Board of Directors,
examines and deliberates on nomination of Director candidates and remuneration
plan for Directors, and the content of deliberation is deliberated and resolved at the
Board of Directors.

Introduction of the Executive Officer System
- To clarify the roles and responsibilities of business execution and expedite business
execution.

General Meeting of Shareholders

Selection, Dismissal Selection, Dismissal Selection, Dismissal
Cooperate, . . Audit .
Report Audit and Supervisory Supervise Advise | Nomination Advisory Committee
Committee W Remuneration Advisory Committee
Report 1 Advise
5 Report Instruct Board of Directors P > Risk Management Committee ‘
= Respond
E
it 2 is Advise
fn Audit '_md Supe%ug <:" Sustainability Committee ‘
R Committee Secretariat Respond
é Selection,
8 Reror c - Dismissal,
epo “ooperate Supervise
] Report P
i
= Risk Management Advie Compliance Committee ‘
Division Internal Audit Division Report and CEO Respond
Audit l Report Instruct, Supervise
Audit
L Global Business Strategy Meeting

Executive Officers’ Meetings Other Divisions and Departments

[ Divisions and Departments (Executive Officers) J and Affiliated Companies
Affiliated Companies (Executive Officers)

Audit

The Group’s Board of Auditors’ Meeting
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Notes to the Consolidated Financial Statements

1. Important Matters for the Preparation of the Consolidated Financial
Statements
(1) Accounting Standards for Preparing Consolidated Financial Statements

Consolidated Financial Statements of THK CO., LTD. (the “Company”) and its
subsidiaries (collectively the “THK Group™) are prepared in accordance with
International Financial Reporting Standards (“IFRS”) under the provision of Article
120, Paragraph 1 of the Regulation on Corporate Accounting. Consolidated
Financial Statements omit some items required to be disclosed in IFRS under the
provision of the second sentence of the same Paragraph.

(2) Matters Related to the Scope of Consolidation

Status of Consolidated Subsidiaries

Number of consolidated 36 companies

subsidiaries

Names of major The major consolidated subsidiaries are shown in “I.
consolidated subsidiaries Present Status of the Corporate Group, (5) Status of

Major Subsidiaries.”

(3) Matters Related to the Application of the Equity Method
Status of Affiliated Companies Subject to the Application of the Equity Method

Number of affiliated 1 company

companies subject to the

application of the equity

method

Names of major companies ~ SAMICK THK CO., LTD.

(4) Matters Related to Fiscal Year of Consolidated Subsidiaries

The account closing date of consolidated subsidiaries is the same as the
consolidated account closing date.

-11-
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(Matters Related to Accounting Policies)
(1) Valuation Basis and Method for Financial Instruments

1. Financial Assets
(1) Initial recognition and measurement

The THK Group classifies its financial assets as those measured at fair value
through profit or loss or through other comprehensive income and those
measured at amortized cost. This classification is made at the time of initial
recognition.

The THK Group recognizes a financial instrument on the trade date when the
THK Group becomes a party to the contract of the financial asset.

All financial assets are measured at fair value plus transaction cost, except for
those classified as financial assets measured at fair value through profit or loss.

Financial assets are classified as those measured at amortized cost if both of the
following conditions are met:

The asset is held within a business model whose objective is to hold assets in
order to collect contractual cash flows

The contractual terms of the financial asset give rise on specified dates to
cash flows that are solely payments of principal and interest on the principal
amount outstanding.

Financial assets other than those measured at amortized cost are classified as
financial assets measured at fair value.

Except for equity instruments held for trading that have to be measured at fair
value through profit or loss, the THK Group designates each equity instrument
as at fair value through profit or loss or through other comprehensive income
and continues the designation for each equity instrument.

(i) Subsequent measurement

After the initial recognition, financial assets are measured according to their
types as follows.

(a) Financial assets measured at amortized cost

Financial assets measured at amortized cost are measured at amortized cost
using the effective interest method.

(b) Financial assets measured at fair value

A change in fair value for financial assets measured at fair value is recognized
as profit or loss.

Of equity instruments, however, for those designated as financial assets
measured at fair value through other comprehensive income, a change in fair
value is recognized in other comprehensive income. Dividends paid from
those financial assets are recognized in profit or loss as part of financial
income in the fiscal year under review.

-12 -
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(i11) Derecognition of financial assets

The THK Group derecognizes financial assets when contractual rights to cash
flows from the financial assets expire, or when the THK Group transfers most of
all risks and economic values of the financial assets elsewhere. When the THK
Group continues to control the transferred financial assets, it recognizes
liabilities related to the assets to the extent of the continuous control.

(iv) Impairment of financial assets

For financial assets measured at amortized cost, the THK Group recognizes
allowance for bad debts against the expected credit loss associated with those
financial assets.

The THK Group assesses whether the credit risk associated with each financial
asset has increased significantly since the initial recognition at the end of each
reporting period, and when the credit risk has not increased significantly, the
THK Group recognizes the 12-month expected credit loss in allowance for bad
debts. When the credit risk has increased significantly since the initial
recognition, the THK Group recognizes the amount equal to the lifetime
expected credit loss as allowance for bad debts.

The THK Group considers, as a general rule, that there has been a significant
increase in credit risk when payments have not been made and more than 30
days have passed since the contractual due date. The assessment of whether or
not credit risk has increased significantly takes into account information that is
reasonably available to the THK Group and supportable (e.g. internal and
external credit ratings) as well as past due information.

When the credit risk on a financial asset is considered low at the end of the
reporting period, the THK Group determines that the credit risk on the financial
asset has not increased significantly since initial recognition.

However, with regards to trade receivables that do not contain a significant
financing component, the allowance for bad debts is always recognized at an
amount equal to the lifetime expected credit losses, regardless of whether or not
there has been a significant increase in credit risk since initial recognition.

Expected credit losses are measured as the present value of the difference
between all contractual cash flows to be paid to a company under the contract
and all cash flows that the company expects to receive.

The THK Group measures expected credit losses of a financial asset in a way
that reflects the following items:

Unbiased and probability-weighted amount that is determined by evaluating
a range of possible outcomes;

Time value of money; and

Reasonable and supportable information that is available without undue cost
or effort at the reporting date about past events, current conditions and
forecasts of future economic conditions.

- 13-
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The THK Group makes necessary adjustments to the expected credit losses
measured above if being affected by significant changes in the economy and
other factors.

The THK Group directly reduces the gross carrying amount of a financial asset
when it has no reasonable expectations of recovering a financial asset in its
entirety or a portion thereof.

Provision of allowance for bad debts on financial assets is recognized in profit or
loss. If any event arises that reduces allowance for bad debts, reversal of
allowance for bad debts is recognized in profit or loss.

2. Derivatives

The THK Group utilizes derivatives, including forward exchange contracts and
interest-rate swap contracts, to hedge currency risk and interest rate risk. These
derivatives are initially recognized at fair value when the contract is entered into,
and are subsequently remeasured at fair value.

(2) Valuation Basis and Method for Inventories

Inventories are measured at the lower of cost and net realizable value. Net realizable
value is the estimated selling price in the ordinary course of business less the
estimated costs of completion and the estimated costs necessary to make the sale.
The cost of inventories is determined by the weighted average method, in principle,
and comprises all costs of purchase, costs of conversion and other costs incurred in
bringing the inventories to their present location and condition.

(3) Depreciation of Property, Plant and Equipment

Items of property, plant and equipment are presented at cost less any accumulated
depreciation and accumulated impairment losses.

Cost includes any costs directly attributable to the acquisition of assets, dismantling
costs, removal costs, and restoration costs for the land on which the property, plant
and equipment have been located.

Items of property, plant and equipment other than land and construction in progress
are depreciated over the estimated useful lives using the straight-line method. The
estimated useful lives of major items of property, plant and equipment are as
follows:

*  Building and structures: 5 to 50 years
*  Machinery and vehicles: 4 to 12 years

The estimated useful lives, residual values and depreciation method are subject to
review at the end of each fiscal year, and any change to them is prospectively
applied as a change in an accounting estimate.

14 -
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(4) Amortization of Intangible Assets

Separately acquired intangible assets are measured at cost at the time of initial
recognition. Intangible assets acquired through business combinations are measured
at fair value at the acquisition date. After initial recognition, intangible assets are
presented at cost less any accumulated amortization and accumulated impairment
losses.

After initial recognition, intangible assets other than those with indefinite useful
lives are amortized over the estimated useful lives using the straight-line method and
are presented at cost less any accumulated amortization and accumulated
impairment losses. The estimated useful lives of major intangible assets are as
follows:

* Software for internal use: 5 years

The estimated useful lives, residual values and amortization method are subject to
review at the end of each fiscal year, and any change to them is prospectively
applied as a change in an accounting estimate.

(5) Leases

For leases as lessee, the THK Group measures right-of-use assets at cost and lease
liabilities at the present value of the total accrued lease payments at the
commencement date of the leases, and includes and presents the right-of-use assets
in “Property, plant and equipment” and the lease liabilities in “Other financial
liabilities” in the consolidated statement of financial position.

Right-of-use assets are depreciated over the shorter of their useful lives and lease
terms using the straight-line method.

Lease payments are allocated to finance costs and repayments of lease liabilities
based on the effective interest method. Finance costs are recognized in the
consolidated statement of profit or loss.

However, for short-term leases with a lease term of 12 months or less and leases for
which the underlying asset is of low value, the THK Group does not recognize right-
of-use assets or lease liabilities, but recognizes the total lease payments associated
with those leases on either a straight-line basis over the lease term or another
systematic basis.

(6) Goodwill

The THK Group initially measures goodwill at the amount calculated by deducting
the net recognized amount (usually, fair value) of identifiable assets acquired and
liabilities assumed at the date of acquisition from fair value of consideration for the
transfer including the recognized amount of non-controlling interests in the acquiree,
which is measured at the date of acquisition.

Goodwill is not amortized. Instead, it is tested for impairment annually, or whenever
there are indications of potential impairment.
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Impairment losses of goodwill are recognized in the consolidated statements of
profit or loss, and not reversed subsequently.

In addition, goodwill is carried at cost less accumulated impairment loss on
consolidated statements of financial position.

(7) Impairment of Non-financial Assets

The THK Group determines every reporting period whether there is any indication
that carrying amounts of the THK Group’s non-financial assets excluding
inventories and deferred tax assets may be impaired. If any indication exists, the
recoverable amount of the asset is estimated. For goodwill and intangible assets with
indefinite useful lives or not yet available for use, the recoverable amount is
estimated at the same time each year, irrespective of whether there is any indication
of impairment.

The recoverable amount of an asset or a cash-generating unit is the higher of its
value in use and fair value less cost of disposal. In calculating value in use, the
estimated future cash flows are discounted to their present value using a pretax
discount rate that reflects the time value of money and the risks specific to the asset.
Assets that are not tested individually in impairment test are integrated into the
smallest cash-generating unit that generates cash inflows largely independent of the
cash inflows from other assets or groups of assets through continuing use. To test
goodwill for impairment, cash-generating units to which the goodwill is allocated
are integrated so that impairment is tested reflecting the smallest unit related to the
goodwill. Goodwill acquired in business combination is allocated to cash-generating
units that are expected to benefit from the synergies of the combination.

The THK Group’s corporate assets do not generate independent cash inflows. The
recoverable amount of cash-generating units to which the corporate assets are
attributed is determined if there is any indication of impairment in the corporate
assets.

An impairment loss is recognized as profit or loss, if the carrying amount of an asset
or cash-generating unit exceeds the estimated recoverable amount. The impairment
loss recognized in association with a cash-generating unit is first allocated to reduce
the carrying amount of goodwill allocated to this unit, and then the carrying amounts
of other assets in the cash-generating unit are reduced on a pro rata basis.

(8) Recognition Criteria for Significant Provisions

The THK Group recognizes a provision when it has a present obligation (legal or
constructive) as a result of a past event; it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation; and a reliable
estimate can be made of the amount of the obligation. When the time value of
money is material, a provision is measured by discounting to the present value the
estimated future cash flows by the pre-tax discount rate, which reflects the time
value of money and the risks inherent to the liabilities. Unwinding of the discounted
amount arising from the passage of time is recognized as a finance cost.
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(9) Employee Benefits
1. Post-employment benefits

The THK Group has defined benefit plans and defined contribution plans as post-
employment benefit plans for employees.

In defined benefit plans, the THK Group calculates the amount of defined benefit
obligations separately for each plan by discounting the estimated amounts of
future benefits that employees have earned in exchange for their service rendered
in the prior fiscal years and the fiscal year under review to the present value, and
recognizes the calculated amount of defined benefit obligations less the fair value
of plan assets in the consolidated statement of financial position.

The THK Group determines the present value of its defined benefit obligations,
the related current service cost and past service cost using the projected unit credit
method.

The discount rate is determined by reference to market yields at the end of the
fiscal year on high quality corporate bonds, reflecting the estimated timing of
benefit payments.

Liabilities or assets associated with the defined benefit plans are determined by
subtracting the fair value of plan assets from the present value of defined benefit
obligations.

Remeasurements of the defined benefit plans are recognized at once as other
comprehensive income for the period in which the remeasurements arise, and are
immediately transferred from other components of equity to retained earnings.

Past service cost resulting from a plan amendment or curtailment is recognized as
profit or loss at the earlier of the dates when the plan amendment or curtailment
occurs and when related restructuring costs or termination benefits are recognized.

In defined contribution plans, contributions payable to the plans are recognized as
profit or loss at the time when employees render the related service.

2. Short-term employee benefits

Short-term employee benefits such as wages are recognized as profit or loss at the
time when employees render the related service.

Bonuses are recognized as a liability when the THK Group has a present legal or
constructive obligation to make such payments and can make a reliable estimate
of the obligation.

Paid absences are recognized as a liability at the time when employees render
service that increases their entitlement to future paid absences.
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(10) Revenue Recognition

The THK Group recognizes revenue under the following steps for contracts with
customers, excluding interest and dividend income, etc. under IFRS 9 “Financial
Instruments.”

Step 1: Identify the contract(s) with a customer

Step 2: Identify the performance obligations in the contract

Step 3: Determine the transaction price

Step 4: Allocate transaction price to the performance obligations in the contract
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation

The principal products and services of the THK Group are industrial machinery and
transportation equipment. We mainly engage in manufacturing and sales of vital
machinery components centering on a linear motion system as well as
manufacturing and sales of industrial machinery in our industrial machinery
business, and engage in development, design, manufacturing, and sales of steering,
suspension, and brake components for transportation equipment, such as cars and
two-wheeled vehicles in our transportation equipment business.

In regard to these activities, we consider that our performance obligations are
satisfied at the time when products sold within a country reach a customer unless
otherwise specified in the relevant agreement or at the time when it is recognized
that a customer obtains control over products that are exported and sold under
trading terms and conditions, and book sales revenue at the time of satisfaction of
the performance obligations.

(11)Foreign Currency Translation

1. Foreign Currency Transactions

Foreign currency transactions are translated to the functional currencies of each
company in the THK Group at exchange rates on the transaction dates or
exchange rates which are close to the actual rate on the transaction dates.

Foreign currency monetary assets and liabilities at the end of the reporting period
are translated to the functional currency at the end of the reporting period.

Foreign currency non-monetary assets and liabilities that are measured and
translated at fair value are translated into the functional currency using the
exchange rate at the date of measurement.

Translation differences arising from translations or settlements are recognized as
profit or loss for the period. However, translation differences arising from
financial assets measured through other comprehensive income are recognized as
other comprehensive income.
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2. Financial Statements of Foreign Operations

Assets and liabilities of foreign operations are translated into Japanese yen using
the exchange rate at the end of the fiscal year, whereas income and expenses of
them are translated into Japanese yen using the average exchange rate during the
period. Exchange differences arising from the translation of financial statements
of foreign operations are recognized in other comprehensive income. The
exchange differences of foreign operations are recognized in profit or loss for the
period in which the foreign operations are disposed of.

By applying exemptions under IFRS 1, the THK Group deems accumulated
exchange differences relating to foreign operations before the IFRS transition date
to be zero, and transfers the full amount of the differences to retained earnings.
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2. Notes to the Accounting Estimates
Impairment of Non-financial Assets

1. Amounts recorded on the consolidated financial statements for the fiscal year
under review

Property plant and equipment ¥172,342 million
Goodwill ¥2.422 million
Intangible assets ¥6,898 million
Impairment loss ¥13,641 million

The breakdown of impairment losses is stated in “4. Notes to the Consolidated
Statements of Profit or Loss, Impairment of Non-financial Assets” of the Notes to
the Consolidated Financial Statements.

2. Information that is useful for understanding the details of the accounting estimates

The contents pertaining to estimates and assumptions are the same as those stated
in “(6) Goodwill” and “(7) Impairment of Non-financial Assets” in “Matters
Related to Accounting Policies” in “1. Important Matters for the Preparation of
the Consolidated Financial Statements” under the Notes to the Consolidated
Financial Statements.

3. Notes to the Consolidated Statements of Financial Position
(1) Allowance deducted directly from assets
Trade and other receivables ¥236 million
Other financial assets ¥54 million
(2) Accumulated depreciation and impairment loss of property, plant and equipment
¥275,908 million
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4. Notes to the Consolidated Statements of Profit or Loss
Impairment of Non-financial Assets

(1) Impairment Loss

The Company classifies its assets into asset groups based on cash-generating unit,
which is the smallest identifiable group of assets that generates independent cash
inflows.

The breakdown of impairment losses by type of asset is as follows:

Impairment
Subsidiary Place Usage Category .LF)SS
(Millions of
Yen)
Minami-ku, . .
THK RHYTHM CO., LTD. | Hamamatsu-shi, | OPerating | Machinery and 1,286
Shizuoka assets vehicles
Building and
12
structures
THK RHYTHM NORTH ipa“a’ Operating Mi‘.’hlmery and 1,757
AMERICA CO.,LTD. Uea o assets veieles
-4 Tools and supplies 34
Others 8
THK RHYTHM Changzhou, Operating Machinery and 908
CHANGZHOU CO., LTD. | Jiangsu, China | assets vehicles
THK RHYTHM Penang, Operating Machinery and 12
MALAYSIA Sdn.Bhd. Malaysia assets vehicles
Total 4,021

Because the investments in such assets were not considered to be recoverable due
to a decrease in profitability of the operating assets of the four companies above
during the consolidated fiscal year under review, the Company recognized ¥4,021
million of impairment loss and reduced the carrying amount to the recoverable
amount.

The recoverable amount of such assets was measured at its fair value less cost to
sell and principally based on real estate appraisal value. Impairment losses are
included in other expenses in the consolidated statement of profit or loss.

The fair value hierarchy of these assets is Level 3.

-21-



[Translation for Reference and Convenience Purposes Only]

(2) Impairment of Goodwill

Goodwill arising from business combinations is allocated to the cash-generating
units that produce benefits on the acquisition date from the business combination.

The breakdown of impairment losses is as follows:

Impairment
.1 Loss
Subsidiary Place Usage Category (Millions of
Yen)
THK RHYTHM Coch ;ZOdWIH Goodwill 5,361
;\ETOMOTIVE CZECH Dagice intangible Customer-related 4259
S. assets assets
Total 9,620

The Company tests goodwill in overseas transportation equipment businesses for
impairment annually in accordance with International Financial Reporting
Standards (“IFRS”). The recoverable amount in impairment tests is calculated
based on value in use.

The value in use is measured based on past experience and reflecting external
information, by discounting the estimated amount of cash flows based on the

business plan for the following five years approved by management to the present

value using the discount rate based on the pretax weighted average cost of capital

for the cash-generating unit or the cash-generating unit group.

For the consolidated fiscal year under review, amid continuing global price
increases, the discount rate, which is used in impairment tests, was increased in
response to a sharp increase in interest rates due to tight monetary policy in
countries. As a result, THK RHYTHM AUTOMOTIVE CZECH a.s. recorded

¥9,620 million in other expenses as impairment losses for goodwill and intangible

assets.

The fair value hierarchy of these assets is Level 3.
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5. Notes to the Consolidated Statements of Changes in Equity
(1) Matters Related to Outstanding Shares

L At the End of the
Type of Stock At the Beginning of the Increase Decrease Fiscal Year under
yp Consolidated Fiscal Year .
Review
Common stock 129,856,903 - - 129,856,903
(shares)
(2) Matters Related to Dividends
1. Dividend payments
Type of D:/?;zlrld Dividend
Resolution yP o per Share Reference Date Effective Date
Stock (Millions (Yen)
of Yen)
Ordinary General
Meeting of Common 4,924 39.5 | Dec.31,2021 | Mar. 22,2022
Shareholders, stock ’ ’ T T
Mar. 19, 2022
Board of Directors Common
Meeting, Aug. 9, 4,535 37.0 Jun. 30, 2022 Sept. 9, 2022
2022 stock

(Note) Dividend per share of ¥39.5 as resolved by the Ordinary General Meeting of
Sharcholders on March 19, 2022 includes ¥2.5 of commemorative dividend for
the 50th anniversary of THK’s founding.

2. Dividend for which the reference date falls in the current consolidated fiscal year
and the effective date falls in the next consolidated fiscal year

The following will be submitted for a vote at the 53rd term’s Ordinary General
Meeting of Shareholders on March 18, 2023.

Total Dividend
Type of Resource Dividend per .
Vote of the e Reference Date Effective Date
Stock Dividend (Millions Share
of Yen) (Yen)
Ordinary
General Common Profit
Meeting of tock Surol 6,129 50.0 | Dec. 31, 2022 Mar. 20, 2023
Shareholders, stoc urpius
Mar. 18, 2023
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6. Notes to Financial Instruments
(1) Status of Financial Instruments
1. Capital Management

The THK Group manages capital in pursuit of maximizing its corporate value
through sustainable growth.

Primary indicators used by the THK Group in capital management include ROE
and EPS.

These indicators are regularly monitored and reported to the management.

The THK Group is not subject to any material capital restrictions.

2. Financial Risk Management

The THK Group is exposed to financial risks (credit risk, liquidity risk, currency
risk, interest rate risk, and market price fluctuation risk) in the course of operating
activities and conducts risk management in accordance with certain policy to
mitigate these financial risks. The THK Group uses derivative transactions to
avoid foreign exchange volatility risks or interest rate volatility risks and, in
accordance with its policy, does not carry out any speculative transactions.

(1) Credit risk management

For trade receivables, the THK Group manages credit granted to its business
partners and protects its receivables in accordance with the “Control Rules on
Trade Receivables.” In addition, departments concerned regularly monitor the
status of major business partners so that they can early identify and mitigate
concerns about the collection of receivables mainly due to a deterioration in the
financial conditions of the business partners.

As parties with whom the THK Group enters into derivative transactions are
financial institutions with high credit ratings, the THK Group deems that there is
little credit risk in dealing with them.

The carrying amount of financial assets presented in the consolidated financial
statements represents the maximum exposure to credit risk of financial assets
held by the THK Group.

The THK Group determines allowance for bad debts by distinguishing trade
receivables from other receivables.

When collection of all or portion of the above receivables is considered
impossible or extremely difficult, it is deemed to be a default.

When delinquency of a debtor is caused not by temporary fund requirement but
primarily by significant financial difficulty of the debtor, and the collectability
of receivables is considered to be of particular concern, such financial assets are
deemed to be credit-impaired.
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The THK Group always sets allowance for bad debts on trade receivables that do
not contain a significant financing component at an amount equal to the lifetime
expected credit losses.

None of receivables other than trade receivables were deemed to have
significantly increased credit risk, and credit risk to the carrying amount of such
receivables is immaterial.

(i1) Liquidity risk management

A liquidity risk refers to a risk of the THK Group becoming not able to repay the
financial liability for debts on the due date.

The THK Group prepares and updates cash flow management plans in a timely
manner to manage liquidity risk.

(ii1) Currency risk management

The THK Group enters into transactions in foreign currencies because of its
global business development, and is exposed to risk that profit or loss, cash
flows, and others are subject to fluctuations in foreign exchange rates.

To avoid such risk, the THK Group has entered into forward exchange contracts
as a derivative transaction for trade receivables and payables denominated in
foreign currencies. The Finance & Accounting Department of Corporate
Strategy Headquarters has entered into and managed transactions associated with
the derivative transactions, and the General Manager of the Finance &
Accounting Department reports the status of such transactions in the monthly
Board of Directors meeting.

(iv) Interest rate risk management

The THK Group pays interest incurred to finance working capital, capital
investment and other general corporate needs in order to carry out its business
activities, and is exposed to interest rate risk that future cash flows of interest
may fluctuate if it has borrowings with variable interest rates because the
amount of interest is subject to fluctuations in market interest rates.

The THK Group has entered into interest-rate swaps to hedge interest rate
volatility risks involved in borrowings, and interest-rate and currency swaps to
hedge foreign exchange volatility risks and interest rate volatility risks involved
in foreign currency-denominated borrowings.

(v) Market price fluctuation risk management

Some of equity instruments held by the THK Group are exposed to market price
fluctuation risk. The THK Group holds equity instruments for its policy
objective, and none of them are held for short-term trading. The equity
instruments include listed and unlisted shares. The THK Group regularly checks
fair value and financial conditions of their issuers (i.e. business partners).
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Market price fluctuation risk at the end of the fiscal year under review is
considered immaterial.

(2) Matters Related to Fair Values of Financial Instruments, Etc.
1. Calculation Methods of Fair Values

The calculation methods of fair values of financial instruments are as follows.

(Cash and cash equivalents, trade and other receivables, and trade and other
payables)

The fair values of these financial instruments are almost equal to their carrying
amounts because they are settled in a short time. For this reason, their fair values
are based on their carrying amounts.

(Other financial assets and other financial liabilities)

The fair value of listed shares is measured based on market prices at the end of the
reporting period. The fair value of unlisted shares is measured using valuation
techniques including those based on discounted future cash flows, on market
prices of comparable companies and on net asset value.

Derivatives are measured, as financial assets or liabilities measured at fair value
through profit or loss, based on prices presented by the trading financial
institutions.

(Bonds and borrowings)
Bonds are determined based on market prices or prices quoted by the trading
financial institutions.

As the fair value of long-term borrowings with variable interest rates is almost
equal to their carrying amount because market interest rates are reflected in them
in a short time. For this reason, the fair value is based on the carrying amount.

2. Financial Instruments Measured at Amortized Cost

Carrying amounts and fair values of financial instruments measured at amortized
cost are as follows.

Carrying Amount Fair Value
(Millions of Yen) (Millions of Yen)
Financial liabilities measured at
amortized cost
Bonds payable 90,000 89,438
Total 90,000 89,438
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3. Financial Instruments Measured at Fair Value

In regard to financial instruments measured at fair value, amounts measured at fair
value are classified into three levels based on the observability and importance of
inputs used for measurement.

Level 1: Quoted prices (unadjusted) in active markets for identical assets or

liabilities

Level 2: Fair values calculated using observable prices other than those included
within Level 1, either directly or indirectly

Level 3: Fair values calculated using an assessment method including

unobservable inputs

The fair value hierarchy of financial instruments measured at fair value is as

follows.

(Millions of Yen)

Level 1

Level 2

Level 3

Total

Assets:

Financial assets measured at fair value
through profit or loss

Other financial assets
Derivatives

Shares

Financial assets measured at fair value
through other comprehensive income

Other financial assets
Shares

Others

3,330

2,609

1,227

495
118

2,609
1,227

3,826
118

Total

3,330

2,609

1,840

7,781

Liabilities:

Financial liabilities measured at fair value

through profit or loss
Derivatives

Total

Transfer between levels of the fair value hierarchy is recognized as of the date of
the event or change in circumstances that caused the transfer. There has been no

transfer between Level 1 and Level 2 fair values during each fiscal year.
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7.

Notes to Revenue Recognition

(1) Disaggregation of Revenue

The disaggregation of revenues by main products and services and the relationship
to reportable segments are as follows.
(Millions of Yen)

Reportable segment

Japan | Americas| Europe China Other Total

By product or service

Industrial machinery 134,773 29,986 | 23,120 | 77,609 19,511 | 285,001
Transportation equipment 9,416 50,868 39,594 5,702 3,103 | 108,685
Total 144,189 80,855 62,715 83,312 | 22,614 | 393,687

Timing of revenue recognition

Goods transferred at a point

N 144,189 | 80,855 | 62,715| 83,312 | 22,614 | 393,687
in time

Total 144,189 | 80,855 | 62,715| 83,312 | 22,614 | 393,687

The principal products and services of the THK Group are industrial machinery and
transportation equipment. We mainly engage in manufacturing and sales of vital
machinery components centering on a linear motion system as well as
manufacturing and sales of industrial machinery in our industrial machinery
business, and engage in development, design, manufacturing, and sales of steering,
suspension, and brake components for transportation equipment, such as cars and
two-wheeled vehicles in our transportation equipment business.

In regard to these activities, we consider that our performance obligations are
satisfied at the time when products sold within a country reach a customer unless
otherwise specified in the relevant agreement or at the time when it is recognized
that a customer obtains control over products that are exported and sold under
trading terms and conditions, and book sales revenue at the time of satisfaction of
the performance obligations.

Revenue is recorded mainly in accordance with the relevant agreement with the
customer, provided that when a rebate is paid according to the transaction quantity
during a certain period, the amount is measured after deducting the calculated
amount of such rebate. Also, the amount of promised considerations does not
include any important financial elements.

(2) Contract Balance
The breakdown is as follows:
(Millions of Yen)
Beginning balance Ending balance
Contract liabilities 649 785

Most of the contract liabilities are advances, and consideration for which
performance obligations were not satisfied at the end of each term is recorded. All
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balances at the beginning of the term are recognized as revenue for the fiscal year
under review.

The amount of revenue recognized during the fiscal year under review that was
included in contract liabilities as of the beginning of the term is ¥649 million.

8. Notes to Per Share Information

(1) Equity attributable to owners of the parent per share ¥2,707.51
(2) Basic earnings per share ¥172.67
9. Notes to Significant Subsequent Events

Not applicable

10. Other Notes

Amounts less than ¥1 million of the indicated amounts are truncated.
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Notes to the Non-Consolidated Financial Statements

1. Important Matters for the Preparation of the Non-Consolidated Financial
Statements
(1) Valuation Basis and Method for Securities

1. Other securities

Securities other than Fair value method (Valuation difference are

shares that do not have a  reported, net of applicable taxes, in a separate

market value component of net assets. The cost of securities
sold is determined by the moving-average
method.)

Shares that do not have a ~ Moving-average cost method
market value
2. Shares of subsidiaries Moving-average cost method
and affiliated companies

(2) Valuation Basis and Method for Derivatives

Derivatives Fair value method has been adopted.

(3) Valuation Basis and Method for Inventories

1. Merchandise and finished Stated at cost by the gross average method, in
goods principle. (Amounts in the balance sheets were
calculated by writing down the book value as a
result of a decrease in profitability.)

2. Work in process For planned products, stated at cost by the gross
average method, in principle. For made-to-order
products, stated at cost by the specific
identification method, in principle. (Amounts in
the balance sheets were calculated by writing
down the book value as a result of a decrease in

profitability.)
3. Raw materials and Stated at cost by the gross average method, in
supplies principle. (Amounts in the balance sheets were

calculated by writing down the book value as a
result of a decrease in profitability.)
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(4) Depreciation Method for Important Depreciable Assets

1. Tangible fixed assets
(Except for lease properties)
2. Intangible fixed assets
(Except for lease properties)

3. Lease properties

Straight-line method

Straight-line method

However, software for internal use is amortized
by the straight-line method over the estimated
internal useful life (5 years).

Lease properties related to finance lease
transactions other than those that are deemed to
transfer the ownership of the lease properties to
the lessees are depreciated by the straight-line
method assuming the lease period as the useful
life and no residual value.

(5) Accounting Standards for Important Reserves

1. Allowance for bad debts

2. Reserve for bonuses

3. Reserve for employees’
retirement benefits

To prepare for losses from bad debts related to
receivables, an allowance is provided for bad
debts estimated based on the actual rate of losses
from bad debts for ordinary receivables, and on
the estimated recoverability for specific doubtful
receivables.

To prepare for bonus payments to employees, the
reserve for bonuses is provided at an amount as a
defrayment for the fiscal year under review based
on the estimated amount of future payments.

The reserve for employees’ retirement benefits is
provided at an amount recognized to have accrued
as of the balance-sheet date based on the projected
retirement benefit obligation and fair value of
pension assets at the end of the fiscal year under
review.

The actuarial gain or loss is amortized by the
straight-line method over a certain period of time
(10 years) that is within the average remaining
service period at the time of recognition starting
from the fiscal year following the recognition.
Prior service cost is charged to expenses using the
straight-line method over a certain period (15
years) that is within the average remaining service
period of the employees when incurred.
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(6) Important Method of Hedge Accounting

1. Method of hedge The special accounting treatment is adopted for
accounting interest-rate swaps because they satisfy the

requirements of such special accounting. The
integrated treatment (special accounting
treatment, appropriation treatment) is adopted for
interest-rate and currency swaps that satisfy the
requirements of such integrated treatment.

2. Hedging instruments and

hedged items
Interest-rate swaps Interest on borrowings
Interest-rate and currency Foreign currency-denominated borrowings and
swaps interest on borrowings
3. Hedge policy Interest-rate swaps are intended to hedge interest
rate volatility risks involved in borrowings.
Interest-rate and currency swaps are intended to
hedge foreign exchange volatility risks and
interest rate volatility risks involved in foreign
currency-denominated borrowings.
4. Evaluation method for Evaluation of the validity of interest-rate swaps is
hedge validity omitted because they satisfy the requirements of

the special accounting treatment. Evaluation of
the validity of interest-rate and currency swaps is
omitted because they satisfy the requirements of
integrated treatment (special accounting
treatment, appropriation treatment).

(7) Revenue and Expenses Recognition
The Company applies the “Accounting Standard for Revenue Recognition” (ASBJ
Statement No. 29, March 31, 2020) and relevant ASBJ regulations, and recognizes
revenue under the following five steps for contracts with customers.
Step 1: Identify the contract(s) with a customer
Step 2: Identify the performance obligations in the contract
Step 3: Determine the transaction price
Step 4: Allocate transaction price to the performance obligations in the contract
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation

The principal products and services of the Company are industrial machinery and
transportation equipment. We mainly engage in manufacturing and sales of vital
machinery components centering on a linear motion system as well as manufacturing
and sales of industrial machinery in our industrial machinery business, and engage in
development, design, manufacturing, and sales of steering, suspension, and brake
components for transportation equipment, such as cars and two-wheeled vehicles in
our transportation equipment business. In regard to these activities, we consider that
our performance obligations are satisfied at the time when products sold within a
country reach a customer unless otherwise specified in the relevant agreement or at
the time when it is recognized that a customer obtains control over products that are
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exported and sold under trading terms and conditions, and book sales revenue at the
time of satisfaction of the performance obligations.

2. Notes to the Changes in Accounting Policies
(Application of “Accounting Standard for Fair Value Measurement”)

The Company has applied the “Accounting Standard for Fair Value Measurement”
(ASBJ Statement No. 30, July 4, 2019; hereinafter, “Fair Value Measurement
Accounting Standard”) since the current fiscal year, and will apply new accounting
policies established by the Fair Value Measurement Accounting Standard and relevant
ASBIJ regulations in accordance with paragraph 19 of the Fair Value Measurement
Accounting Standard and the transitional treatment provided for in paragraph 44-2 of
the “Accounting Standard for Financial Instruments” (ASBJ Statement No. 10, July 4,
2019). The changes in accounting policies have no influence in the current fiscal year.

(Application of “Accounting Standard for Revenue Recognition™)

The Company has applied the “Accounting Standard for Revenue Recognition” (ASBJ
Statement No. 29, March 31, 2020) and relevant ASBJ regulations from the beginning
of the current fiscal year, and it has recognized revenue at the time the control of
promised goods or services is transferred to the customer at the amount expected to be
received upon exchange of said goods or services.

Since this Standard is applied, the title indicated on statements of income is changed
from “Net Sales” to “Sales Revenue,” and part of sale fees formerly recorded as selling,
general and administrative expenses and sales discounts formerly recorded as non-
operating expenses are deducted from sales revenue in the new approach to
presentation.

Among the measures approved as transitional measures in applying the “Accounting
Standard for Revenue Recognition,” we adopt a measure by which the cumulative effect
of application is recognized as a correction to the profit surplus carried forward at the
beginning of the current fiscal year. However, there is no effect on the beginning
balance of the current fiscal year.

For the current fiscal year, as a result of this change, sales revenue decreased by ¥126
million, selling, general and administrative expenses decreased by ¥77 million, and non-
operating expenses decreased by ¥48 million compared with the figures before the
application of the Accounting Standard for Revenue Recognition.

3. Notes to Revenue Recognition

Notes concerning basic information for understanding revenue from contracts with
customers is omitted as the contents are the same as that stated in “7. Notes to Revenue
Recognition” of the Notes to the Consolidated Financial Statements.
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4. Notes to the Accounting Estimates
Valuation of Investments in Affiliated Companies

1. Amounts recorded on the non-consolidated financial statements for the fiscal year
under review

Affiliates’ stocks ¥94,292 million
Investment in affiliated companies ¥54,148 million
Loss on valuation of stocks of subsidiaries and affiliates ¥20,244 million

The development is described in “6. Notes to the Statement of Income, (2) Loss
on valuation of stocks of subsidiaries and affiliates” of the Notes to the Non-
Consolidated Financial Statements.

2. Information that is useful for understanding the details of the accounting estimates

In valuing investments in affiliated companies, excluding where there are market
prices or values reasonably determined, the Company recognizes the impairment
of investments when the actual value of an investment has significantly declined
due to a deterioration in the financial conditions of the relevant investee, except
where substantiated by sufficient proof of recoverability.

Recoverability in the event of a significant decline in the actual value is
reasonably estimated based on business plans, etc. of affiliated companies.

Such estimate is primarily influenced by the management’s judgment on the
reasonableness of the business plans of affiliated companies that involve future
uncertainty, and this may have a material impact on the amounts to be recognized
in non-consolidated financial statements for the following fiscal years.

5. Notes to the Balance Sheet

(1) Accumulated depreciation of fixed tangible assets: ¥102,765 million
(2) Amount of accelerated depreciation with national subsidy: ¥150 million
(3) Monetary claims/liabilities pertinent to affiliated companies:
Short-term monetary claims: ¥24,203 million
Short-term monetary liabilities: ¥12,352 million
Long-term monetary claims: ¥7,000 million
(4) Monetary liabilities to Directors: ¥742 million

(5) Guarantee liability
The Company provides a liability guarantee on liability for the following affiliated
companies:

Electricity rate liabilities THK RHYTHM AUTOMOTIVE CANADA

LIMITED ¥30 million
Purchase liabilities THK INTECHS CO., LTD. ¥387 million
THK RHYTHM CO., LTD. ¥240 million
THK NIIGATA CO., LTD. ¥189 million
TALK SYSTEM CO.,LTD. ¥173 million
NIPPON SLIDE CO., LTD. ¥5 million
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6. Notes to the Statement of Income
(1) Volume of transactions with affiliated companies:

Sales Revenue ¥82,246 million
Purchases ¥29,856 million
Other operating transactions ~ ¥2,037 million
Non-operating transactions ¥3,309 million

(2) Loss on valuation of stocks of subsidiaries and affiliates

The Company recognized an impairment and recorded a loss on valuation of stocks of
subsidiaries and affiliates of ¥20,244 million as an extraordinary loss, due to a
significant decline in the actual value of the shares of TRA Holdings CO., LTD., THK
RHYTHM AUTOMOTIVE CZECH a.s., and THK RHYTHM AUTOMOTIVE
CANADA LIMITED, consolidated subsidiaries of the Company.

7. Notes to the Statement of Changes in Shareholders’ Equity
Matters Related to Treasury Stock

At the Beeinnine of th At the End of the
Type of Stock C © Seamining o' Hie Increase | Decrease Current
urrent Fiscal Year .
Fiscal Year
Common stock 5,184,154 | 2,104,158 15,341 7,272,971
(shares)
(Summary of Reasons for Changes)
Breakdown of the increases:
Increase due to buyback of shares less than one unit: 558 shares
Increase due to purchase of treasury stock: 2,103,600 shares
Breakdown of the decreases:
Decrease due to adding to holdings of shares less than one unit: 50 shares

Disposition of treasury stock through restricted stock remuneration 15,291 shares
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8. Notes to Tax-Effect Accounting

(1) Breakdown of deferred tax assets and deferred tax liabilities according to the main

cause of occurrence

(Deferred tax assets)

Loss on valuation of stocks of subsidiaries and
affiliates

Loss on valuation of investments in capital of
subsidiaries and associates

Reserve for bonuses

Inventory valuation loss

Allowance for bad debts

Accrued business tax

Accrued retirement compensation for officers
Accrued expenses

Software

Loss on valuation of investment securities
Reserve for employees’ retirement benefits
Loss on retirement of non-current assets
Golf club membership

Research and development facilities
Lump-sum depreciable assets

Impairment loss

Supplies

Excess of depreciation and amortization
Others

¥10,169 million

¥1,127 million
¥1,010 million

¥561 million
¥421 million
¥335 million
¥227 million
¥164 million
¥162 million
¥160 million
¥156 million
¥96 million
¥81 million
¥45 million
¥32 million
¥32 million
¥31 million
¥17 million
¥26 million

Subtotal of deferred tax assets
Valuation reserves

¥14,859 million
¥(12,879)million

Total deferred tax assets
(Deferred tax liabilities)
Net unrealized gain on available-for-sale
securities
Others

¥1,980 million

¥(592) million

¥(7)million

Total deferred tax liabilities

¥(599) million

Net deferred tax assets
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(2) Breakdown of main items that served as the cause of a significance difference
between the legal effective tax rate and the corporate tax ratio after application of
tax effect accounting

Legal effective tax rate 30.6%
(Adjustments)
Items permanently not included as a deductible, such as
! 1.0%
entertainment costs
Items permanently not included as revenue, such as dividend
. (13.1)%
received
Valuation reserves 41.7%
Equal installments of resident tax 0.4%
Research and experimentation tax credit 2.9Y%
(2.9)
Tax credits based on the Tax System for Promotion of
. (0.7)%
Securing Human Resources
Others 2.5%
Corporate tax ratio after application of tax effect accounting 59.5%
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9. Notes to the Transactions with Special Interest Parties
(1) Parent company and major corporate shareholders:
Not applicable
(2) Officers and major individual shareholders:
Not applicable
(3) Subsidiaries, etc.

Description of

. ; Term-
; ; Transaction
Capital Stock Description Ownership Relationship Description . End
. of Business ; amount | Accounting
Category Company Location or or of Voting | concurrent ) of Milli Ttem Balance
Capitalization Occupation Rights (%) | Service as | BUSINeSS  [Transactions ( leIOII)S (Millions
i i of Yen
an Officer Relationship of Yen)
Minami-ku, Transportati Cooneration
THK RHYTHM |Hamamatsu- JPY 490 on Indirect 3 persons wilzh the Provision o Long-term 7,000
CO., LTD. shi, million| equipment 100% P Compan of loans loans ?
Shizuoka businesses pany
Subsidiaries
. Purchase of
THK America, Schagmburg, USD 20,100 lndu;tnal Indirect the Sales of t}}e Accounts
Illinois, machinery o 1 person , | Company’s 15,398 . 5,078
Inc. thousand . 100% Company’s receivable
U.S.A. businesses products products

Transaction terms and the policy on determining transaction terms

Notes:

1. Interest rates for loans to THK RHYTHM CO., LTD. are rationally
determined by taking into account the market interest rates.

2. Sales prices of the Company’s products to THK America, Inc. are determined
by taking into account the market prices and upon consultation.

(4) Affiliated companies sharing the same parent company:
Not applicable

10. Notes to Per Share Information
(1) Net assets per share
(2) Net income per share

11. Notes to Significant Subsequent Events
Not applicable

12. Other Notes
Amounts less than ¥1 million of the indicated amounts are truncated.
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