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Exhibit 99.1
 

NANO LABS LTD 
CONSOLIDATED BALANCE SHEETS

(Unaudited)
 

   
As of

December 31,    
As of 

June 30,  
    2023     2024  
    RMB     RMB     US$  
ASSETS                  
Current assets:                  

Cash and cash equivalents     48,164,664      23,506,562      3,298,333 
Restricted cash     417,990      418,201      58,680 
Accounts receivable, net     1,739,065      486,251      68,229 
Inventories, net     12,874,986      8,777,977      1,231,686 
Prepayments     24,386,010      23,847,057      3,346,110 
Other current assets     37,908,092      53,747,621      7,541,621 

Total current assets     125,490,807      110,783,669      15,544,659 
Non-current assets:                     

Property, plant and equipment, net     169,653,582      199,842,200      28,040,944 
Intangible asset, net     47,731,288      47,238,366      6,628,272 
Operating lease right-of-use assets     7,424,554      7,041,815      988,075 

Total non-current assets     224,809,424      254,122,381      35,657,291 
                      
TOTAL ASSETS     350,300,231      364,906,050      51,201,950 

                      
LIABILITIES AND SHAREHOLDERS’ DEFICIT                     
Current liabilities:                     

Short-term debts     20,000,000      20,000,000      2,806,309 
Current portion of long-term debts     3,410,000      4,580,000      642,645 
Accounts payable     16,875,586      18,204,768      2,554,410 
Advance from customers     107,826,617      101,190,688      14,198,615 
Operating lease liabilities, current     3,479,752      2,892,871      405,914 
Other current liabilities     90,978,171      85,149,822      11,947,834 

Total current liabilities     242,570,126      232,018,149      32,555,727 
Non-current liabilities:                     

Long-term debts     120,260,783      158,660,063      22,262,455 
Operating lease liabilities, non-current     3,730,672      3,938,710      552,662 

Total non-current liabilities     123,991,455      162,598,773      22,815,117 
Total liabilities     366,561,581      394,616,922      55,370,844 
Shareholders’ deficit:                     

Class A ordinary shares ($0.0002 par value; 121,410,923 shares authorized; 41,927,302 and 46,275,127
shares issued as of December 31, 2023 and June 30, 2024, respectively; 37,242,359 and 41,672,037 shares
outstanding as of December 31, 2023 and June 30, 2024, respectively)*     50,106      56,398      7,914 

Class B ordinary shares ($0.0002 par value; 28,589,078 shares authorized; 28,589,078 shares issued and
outstanding as of December 31, 2023 and June 30, 2024)*     36,894      36,894      5,177 

Additional paid-in capital     428,310,028      459,199,604      64,432,789 
Accumulated deficit     (452,031,693)     (509,265,433)     (71,457,798)
Statutory reserves     6,647,109      6,647,109      932,692 
Accumulated other comprehensive income     2,254,558      7,055,364      989,976 

Total Nano Labs Ltd shareholders' deficit     (14,732,998)     (36,270,064)     (5,089,250)
Noncontrolling interests     (1,528,352)     6,559,192      920,356 

Total shareholders’ deficit     (16,261,350)     (29,710,872)     (4,168,894)
TOTAL LIABILITIES AND SHAREHOLDERS’ DEFICIT     350,300,231      364,906,050      51,201,950 

 
* After giving effect of the reverse stock split, see Note 11.
 

The accompanying notes are an integral part of
these unaudited consolidated financial statements
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NANO LABS LTD

CONSOLIDATED STATEMENTS OF OPERATIONS AND
COMPREHENSIVE INCOME (LOSS)

(Unaudited)
 

    For the six months ended June 30,  
    2023     2024  
    RMB     RMB     US$  
Net revenues     52,268,716      24,739,480      3,471,331 
Cost of revenues     115,167,091      24,709,417      3,467,112 
Gross profit (loss)     (62,898,375)     30,063      4,219 
                      
Operating expenses:                     

Selling and marketing expenses     9,501,537      4,334,564      608,206 
General and administrative expenses     31,041,335      25,453,212      3,571,478 
Research and development expenses     32,953,337      28,934,228      4,059,919 

Total operating expenses     73,496,209      58,722,004      8,239,603 
                      
Loss from operations     (136,394,584)     (58,691,941)     (8,235,384)
                      
Other expenses (income):                     

Finance expense (income)     1,600,591      (607,804)     (85,284)
Interest expenses     —      2,009,586      281,976 
Interest income     (335,986)     (96,679)     (13,566)
Other income     (3,339,708)     (851,374)     (119,461)

Total other expenses (income)     (2,075,103)     453,729      63,665 
                      
Loss before income tax provision     (134,319,481)     (59,145,670)     (8,299,049)

Income tax provision     —      —      — 
Net loss     (134,319,481)     (59,145,670)     (8,299,049)
Less: net loss attributable to noncontrolling interests     —      (1,911,930)     (268,273)
Net loss attributable to Nano Labs Ltd     (134,319,481)     (57,233,740)     (8,030,776)

                      
Comprehensive income (loss):                     
Net loss     (134,319,481)     (59,145,670)     (8,299,049)
Other comprehensive income:                     

Foreign currency translation adjustment     1,771,255      4,800,723      673,616 
Total comprehensive loss     (132,548,226)     (54,344,947)     (7,625,433)
Comprehensive loss attributable to noncontrolling interests     —      (1,912,013)     (268,285)
Comprehensive loss attributable to Nano Labs Ltd     (132,548,226)     (52,432,934)     (7,357,148)

                      
Net loss per ordinary share:                     

Basic*     (2.41)     (0.85)     (0.12)
Diluted*     (2.41)     (0.85)     (0.12)

                      
Weighted average number of shares used in per share calculation:                     

Basic*     55,748,336      67,666,712      67,666,712 
Diluted*     55,748,336      67,666,712      67,666,712 

 
* After giving effect of the reverse stock split, see Note 11.
 

The accompanying notes are an integral part of
these unaudited consolidated financial statements.
 

F-2



 
NANO LABS LTD

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’
EQUITY (DEFICIT)
(Unaudited)

 

   
Class
A Ordinary

Share   
Class
B Ordinary

Shares    Additional              
Accumulated

Other         
Total

Shareholders’  

   
Number
of

Shares   Amount  
Number
of

Shares   Amount  
 Paid-in
Capital   

Statutory
Reserves   

Accumulated
Deficit    

Comprehensive
Income   

  Noncontrolling
Interest    

Equity
(Deficit)  

         RMB         RMB    RMB    RMB    RMB    RMB    RMB    RMB  
Balance, January 1, 2023   27,159,258    35,425   28,589,078    36,894   354,803,564   6,647,109    (199,207,921)   2,099,329    —     164,414,400 

Share-based compensation    —    —    —    —    137,598    —    —     —    —     137,598 
Net loss    —    —    —    —    —    —    (134,319,481)   —    —     (134,319,481)
Foreign currency translation

adjustment    —    —    —    —    —    —    —     1,771,255    —     1,771,255 
Balance, June 30, 2023   27,159,258    35,425   28,589,078    36,894   354,941,162   6,647,109    (333,527,402)   3,870,584    —     32,003,772 

Balance, January 1, 2024   37,242,359    50,106   28,589,078    36,894   428,310,028   6,647,109    (452,031,693)   2,254,558    (1,528,352)   (16,261,350)
Issuance of ordinary shares

and warrants, net of
issuance costs    4,347,825    6,176    —    —    30,604,069    —    —     —    —     30,610,245 

Cash contribution from a
noncontrolling shareholder    —    —    —    —    —    —    —     —    9,999,557     9,999,557 

Share-based compensation    —    —    —    —    285,507    —    —     —    —     285,507 
Issuance of ordinary shares

upon the exercise of stock
options    81,853    116    —    —    —    —    —     —    —     116 

Net loss    —    —    —    —    —    —    (57,233,740)   —    (1,911,930)   (59,145,670)
Foreign currency translation

adjustment    —    —    —    —    —    —    —     4,800,806    (83)   4,800,723 
Balance, June 30, 2024   41,672,037    56,398   28,589,078    36,894   459,199,604   6,647,109    (509,265,433)   7,055,364    6,559,192     (29,710,872)
Balance, June 30, 2024, in US$  41,672,037    7,914   28,589,078    5,177    64,432,789    932,692    (71,457,798)   989,976    920,356     (4,168,894)

 
* After giving effect of the reverse stock split, see Note 11.
 

The accompanying notes are an integral part of
these unaudited consolidated financial statements.
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NANO LABS LTD

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

 

   
For the six months ended 

June 30,  
    2023     2024  
    RMB     RMB     US$  

Cash flows from operating activities:               
Net loss     (134,319,481)     (59,145,670)     (8,299,049)
Adjustments to reconcile net loss to net cash used in operating activities:                     

Amortization of right-of-use assets     3,758,499      2,209,489      310,025 
Depreciation and amortization expenses     2,656,632      3,240,245      454,656 
Loss on lease termination     113,588      68,454      9,605 
Share-based compensation     137,598      285,507      40,061 
Inventory write-down     73,273,361      12,395,993      1,739,349 

Changes in assets and liabilities:                     
Accounts receivable     1,484,741      1,258,245      176,551 
Inventories, net     (13,043,807)     (8,289,134)     (1,163,093)
Prepayments     29,070,689      617,643      86,665 
Other current assets     15,608,398      (10,876,189)     (1,526,097)
Accounts payable     40,189,889      1,237,849      173,689 
Advance from customers     (18,644,091)     (6,671,941)     (936,176)
Operating lease liabilities     (2,006,248)     (2,315,354)     (324,880)
Other current liabilities     (32,915,974)     (10,769,483)     (1,511,125)

Net cash used in operating activities     (34,636,206)     (76,754,346)     (10,769,819)
                      
Cash flows from investing activities:                     

Purchases of property, plant and equipment     (86,014,785)     (32,935,838)     (4,621,406)
Net cash used in investing activities     (86,014,785)     (32,935,838)     (4,621,406)
                      
Cash flows from financing activities:                     

Proceeds from issuance of ordinary shares     —      30,610,245      4,295,090 
Cash contribution from a noncontrolling shareholder     —      9,999,557      1,403,092 
Proceeds from bank loans     50,876,549      185,306,916      26,001,419 
Repayment of bank loans     (530,000)     (145,737,636)     (20,449,239)

Net cash provided by financing activities     50,346,549      80,179,082      11,250,362 
Effects of exchange rate changes on cash, cash equivalents and restricted cash     (297,627)     4,853,211      680,980 
Net decrease in cash, cash equivalents and restricted cash     (70,602,069)     (24,657,891)     (3,459,883)
Cash, cash equivalents and restricted cash at beginning of the period     87,859,384      48,582,654      6,816,896 
Cash, cash equivalents and restricted cash at end of the period     17,257,315      23,924,763      3,357,013 

                      
Supplemental cash flow disclosures:                     

Interest paid     1,054,271      4,485,989      629,453 
Income taxes paid     —      165,278      23,191 

                      
Non-cash investing and financing activities:                     
Operating lease right-of-use asset obtained in exchange for operating lease liability     255,315      1,927,067      270,397 

 
The accompanying notes are an integral part of
these unaudited consolidated financial statement.
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NANO LABS LTD

NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL
STATEMENTS
(all amounts in RMB, except share or as otherwise
noted)

 
1. Organization and nature of operations
 
Nano Labs Ltd (“Nano Labs”), incorporated on January 8,
2021, is a holding company, as an exempted company with limited liability in the Cayman Islands. Nano Labs
principally engages in fabless
integrated circuit (“IC”) design and sale of product solutions by integrating its self-designed IC products in the People’s
Republic of China
(“PRC”) and other countries and regions. The Company utilizes third-party suppliers to fabricate, pack and
test the IC products.
 
Prior to the incorporation of the Company, the Company’s business
was carried out by Zhejiang Haowei Technology Co., Ltd. (“Zhejiang Haowei”) and its subsidiaries.
Zhejiang Haowei was established
by Mr. Jianping Kong, the principal shareholder, chairman and chief executive officer, in July 2019. Nano Labs underwent a series of
onshore
and offshore reorganizations, which were completed in September 2021 (the “Reorganization”).
 
Immediately before and after the Reorganization, the controlling shareholders
of Zhejiang Haowei controlled Zhejiang Haowei and Nano Labs; therefore, for accounting
purposes, the Reorganization is accounted for as
a transaction of entities under common control. Accordingly, the accompanying unaudited consolidated financial statements
have been prepared
as if the current corporate structure had been in existence throughout the periods presented.
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The Company does not conduct any substantive operations on its own
but instead conducts its business operations through its subsidiaries. The Company’s major subsidiaries
are as follows:
 

Name of subsidiaries  
Date of

incorporation  
Place of

incorporation  
Ownership
percentage    

Principal
activities

Zhejiang Haowei Technology Co., Ltd. (“Zhejiang Haowei”)   July 16, 2019   Hangzhou, China     100%  Research and development of ICs
Zhejiang Nanomicro Technology Co., Ltd. (“Zhejiang Nanomicro”)   July 16, 2019   Hangzhou, China     100%  Research and development of ICs
Zhejiang NanoBlock Technology Co., Ltd.   July 16, 2019   Hangzhou, China     100%  Research and development of ICs
Zhejiang Ipollo Technology Co., Ltd.   August 18, 2020   Hangzhou, China     100%  Distribution of products
Nano Labs HK Limited   September 8, 2020   Hong Kong     100%  Investment
Nano Labs Inc

 
December 22,
2020   BVI     100%  Investment

Zhejiang Weike Technology Co., Ltd.
  June 2, 2021   Hangzhou, China     100% 

Research and development of
software

IPOLLO PTE. LTD. (formerly IPOLLO MINER PTE.LTD.)   June 9, 2021   Singapore     100%  Distribution of products
Ipollo Tech Inc   June 29, 2021   BVI     100%  Investment
Nano Tech Cayman Ltd   July 6, 2021   Cayman     100%  Investment
Nano Technology HK Limited   July 7, 2021   Hong Kong     100%  Investment
Ipollo HK Limited   July 7, 2021   Hong Kong     100%  Distribution of products
Zhejiang Metaverse Technology Co., Ltd.   August 12, 2021   Hangzhou, China     100%  Investment
Ipollo Tech Ltd   October 27, 2021   Cayman     100%  Investment
Haowei Technology (Shaoxing) Co., Ltd.   November 3, 2021   Shaoxing, China     100%  Investment
Shenzhen Matamata Technology Co., Ltd.

 
November 17,
2021   Shenzhen, China     100%  Distribution of products

Shenzhen Matavos Technology Co., Ltd.
 

December 21,
2021   Shenzhen, China     100%  Distribution of products

Tsuki Inc   January 7, 2022   United States     100%  Distribution of products
Metaski (Shaoxing) Technology Co., Ltd.   January 13, 2022   Shaoxing, China     100%  Distribution of products
Haoweiverse (Shaoxing) Technology Co., Ltd.   January 13, 2022   Shaoxing, China     65%  Plant and distribution of products
Metameta (Shaoxing) Technology Co., Ltd.   January 25, 2022   Shaoxing, China     100%  Distribution of products
Ipolloverse HK Limited   May 18, 2022   Hong Kong     70%  Research and development
Metaverse (Shaoxing) Technology Co., Ltd.   May 20, 2022   Shaoxing, China     100%  Distribution of products
Ipolloverse Cayman Ltd   May 27, 2022   Cayman     70%  Investment
Ipolloverse Tech Inc   May 30, 2022   BVI     70%  Investment
Hangzhou Meta Technology Co., Ltd.   October 21, 2022   Hangzhou, China     100%  Distribution of products
 
Nano Labs and its consolidated subsidiaries are collectively referred
to herein as the “Company”, “we” and “us”, unless specific reference is made to an entity.
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Liquidity
 
During the six months ended June 30, 2024, the Company incurred net
loss of RMB59.1 million, and the net cash used in operating activities was RMB76.8 million. As of
June 30, 2024, the Company had a working
capital deficit excluding advances from customers of RMB20.0 million and accumulated deficit of RMB509.3 million. Historically,
the Company
has relied principally on both operational sources of cash and non-operational sources of financing from investors to fund its operations
and business
development.
 
In August and September, 2024, the Company entered into related party
loan agreements with two shareholders to borrow interest-free loans in the total amount of US$8.5
million (RMB60.6 million) in cash (“the
Loans”) to fund the Company’s working capital. The Loans are due on the one-year anniversary of the agreement dates. The
proceeds
have been fully received through September 5, 2024 to September 12, 2024. On September 20, 2024, the loans were converted into
an aggregate of 27,914,614 Class A
ordinary shares with no additional consideration. The Company is also actively raising funds from
outside investors. Moreover, the Company can adjust the pace of its
operation expansion and control the operating expenses.
 
As a result, the Company’s cash flow projections for the period
after one year the date that the unaudited consolidated financial statements are issued indicate that the
Company’s existing cash
and cash equivalents, together with the proceeds from Loans mentioned above, will be sufficient to cover the liquidity needs that become
due within
one year after the date that the unaudited financial statements are issued. The Company may need additional capital in the
future to fund the continued operations of the
Company. There can be no assurance that the Company will be successful in acquiring additional
financing, that the Company’s projections of its future working capital needs
will prove accurate, or that any additional financing
would be sufficient to continue operations in future years.
 
2. Summary of Significant Accounting Policies
 
Basis of preparation
 
The unaudited consolidated financial statements of the Company have
been prepared in accordance with the accounting principles generally accepted in the United States of
America (“U.S. GAAP”)
for interim financial information. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for the
complete
consolidated financial statements. The unaudited consolidated financial statements have been prepared on the same basis as the
audited consolidated financial statements and
include all adjustments as necessary for the fair statement of the Company’s financial
position as of June 30, 2024, results of operations and cash flows for the six months
ended June 30, 2023 and 2024. These unaudited consolidated
financial statements should be read in conjunction with the audited consolidated financial statements and related
footnotes thereto contained
in the Company’s most recent consolidated annual financial statements filed with the SEC on Form 20-F. Results for the six months
ended June 30,
2024 are not necessarily indicative of the results expected for the full fiscal year or for any future period.
 
Use of estimates
 
The preparation of the Company’s unaudited consolidated financial
statements in conformity with US GAAP requires management to make estimates and assumptions that
affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.
 
Significant accounting estimates reflected in the Company’s
unaudited consolidated financial statements include, but not limited to, inventory write-down, impairment of long-
lived assets,
valuation allowance for deferred tax assets and share-based compensation.
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Principles of consolidation
 
The Company’s unaudited consolidated financial statements include
the financial statements of the Company and its subsidiaries. All transactions and balances among the
Company and its subsidiaries have
been eliminated upon consolidation.
 
Functional currency and foreign currency translation
 
The Company uses Renminbi (“RMB”) as its reporting currency.
The functional currency of the Company and its subsidiaries incorporated outside of PRC is the United States
dollar (“US$”),
while the functional currency of the PRC entities in the Company is RMB as determined based on the criteria of ASC 830, “Foreign
Currency Matters”.
 
Transactions denominated in other than the functional currencies are
re-measured into the functional currency of the entity at the exchange rates prevailing on the transaction
dates. Financial assets and
liabilities denominated in other than the functional currency are re-measured at the balance sheet date exchange rate. The resulting exchange
differences are included in the unaudited consolidated statements of operations and comprehensive income (loss).
 
The financial statements of the Company are translated from the functional
currency to the reporting currency, RMB. Assets and liabilities of the Company and its subsidiaries
incorporated outside of PRC are translated
into RMB at fiscal year-end exchange rates. Income and expense items are translated at average exchange rates prevailing during
the fiscal
year, representing the index rates stipulated by the People’s Bank of China. Translation adjustments arising from these are reported
as foreign currency translation
adjustments and are shown as a separate component of shareholders’ equity (deficit) on the unaudited
consolidated financial statement.
 
Convenience translation
 
The United States dollar (“US$”) amounts disclosed in the
accompanying financial statements are presented solely for the convenience of the readers. Translations of amounts
from RMB into US$ were
calculated at the rate of US$1.00=RMB7.1268 on June 30, 2024, representing the central parity rate on June 30, 2024 published by the People’s
Bank of China. No representation is made that the RMB amounts could have been, or could be, converted into US$ at that rate on June 30,
2024, or at any other rate.
 
Concentration of credit risk
 
Financial instruments that potentially expose the Company to concentrations
of credit risk consist primarily of cash and cash equivalents. The Company places its cash and
cash equivalents with financial institutions
with high credit ratings and quality.
 
Fair value measurement
 
The Company adopted the guidance of Accounting Standards Codification
(“ASC”) 820 for fair value measurements which clarifies the definition of fair value, prescribes
methods for measuring fair
value, and establishes a fair value hierarchy to classify the inputs used in measuring fair value as follows:
 
Level 1: Quoted prices (unadjusted) in active markets for identical
assets or liabilities.
 
Level 2: Observable, market-based inputs, other than quoted prices,
in active markets for similar assets or liabilities.
 
Level 3: Unobservable inputs to the valuation methodology that are
significant to the measurement of the fair value of the assets or liabilities.
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ASC 820 also describes three main approaches to measuring the fair
value of assets and liabilities:
 
(1) market approach; (2) income approach and (3) cost approach. The
market approach uses prices and other relevant information generated from market transactions involving
identical or comparable assets
or liabilities. The income approach uses valuation techniques to convert future amounts to a single present value amount. The measurement
is
based on the value indicated by current market expectations about those future amounts. The cost approach is based on the amount that
would currently be required to replace
an asset.
 
Financial instruments included in current assets and current liabilities
are reported in the unaudited consolidated balance sheets at face value or cost, which approximate to fair
value because of their short-term
maturities.
 
Related party transactions
 
Parties are considered to be related if one party has the ability,
directly or indirectly, to control the other party or exercise significant influence over the other party in making
financial and operational
decisions. Parties are also considered to be related if they are subject to common control or common significant influence. A transaction
is considered
to be a related party transaction when there is a transfer of resources or obligations between related parties. Related
parties may be individuals or corporate entities.
 
Transactions involving related parties cannot be presumed to be carried
out on an arm’s-length basis, as the requisite conditions of competitive, free market dealings may not
exist. Representations about
transactions with related parties, if made, shall not imply that the related party transactions were consummated on terms equivalent to
those that
prevail in arm’s-length transactions unless such representations can be substantiated. It is not, however, practical
to determine the fair value of amounts due from/to related
parties due to their related party nature.
 
Cash and cash equivalents
 
Cash and cash equivalents include cash in bank and time deposits placed
with banks or other financial institutions, which have original maturities of three months or less and
are readily convertible to known
amounts of cash. As of December 31, 2023 and June 30, 2024, cash and cash equivalents in banks was RMB48,164,664 and RMB23,506,562,
respectively.
 
Restricted cash
 
Restricted cash mainly represents the bank deposit frozen by the court
as a result of legal proceedings. As of December 31, 2023 and June 30, 2024, the Company had
restricted cash balance of RMB417,990 and
RMB418,201, respectively.
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Inventories, net
 
Inventories, consist of raw materials, work in process and finished
goods. Inventories are stated at the lower of cost and net realizable value. Cost of inventory is determined
using the weighted average
cost method. Adjustments are recorded to write down the cost of inventory to the estimated net realizable value due to slow-moving and
obsolete
inventory, which is dependent upon factors such as historical and forecasted consumer demand, and promotional environment.
 
Prepayments
 
Prepayments primarily consist of advances to suppliers for future inventory
purchases and prepaid processing fees.
 
Property, plant and equipment, net
 
Property, plant and equipment are stated at historical cost less accumulated
depreciation and impairment loss, if any. Depreciation is calculated using the straight-line method
over their estimated useful lives.
The estimated useful lives are as follows:
 
Computers and electronic equipment   2 to 3 years
Office furniture   5 years
Transportation equipment   4 years
Buildings   20 years
 
Leasehold improvements are depreciated using the straight-line method
over the shorter of the estimated useful life of the asset or the remaining lease term.
 
Construction in progress represents assets under construction. All
direct costs relating to the construction are capitalized as construction in progress. Construction in progress is
not depreciated until
the asset is placed in service.
 
Intangible asset, net
 
The Company’s intangible asset with definite useful lives primarily
consists of a franchise right and land use right. According to the law of PRC, the government owns all the
land in the PRC. Companies
or individuals are authorized to possess and use the land only through land use rights granted by the Chinese government for a specified
period of
time. The Company amortizes its franchise right and land use right on a straight-line basis over the contractual term. The estimated
useful lives are as follows:
 
Franchise right   2 years
Land use right   50 years
 
Impairment of long-lived assets
 
For long-lived assets including property and equipment, right-of-use
assets, and intangible assets with finite lives, the Company evaluates for impairment whenever events or
changes (triggering events) indicate
that the carrying amount of an asset may no longer be recoverable. The Company recognizes an impairment loss when the sum of expected
undiscounted future cash flows is less than the carrying amount of the asset. The amount of impairment is measured as the difference between
the asset’s estimated fair value
and its book value. For the six months ended June 30, 2023 and 2024, no impairment of long-lived
assets was recognized.
 
Revenue from contracts with customers
 
Consistent with the criteria of ASC 606 “Revenue from Contracts
with Customers”, the Company recognizes revenue to depict the transfer of promised goods or services to
customers in an amount that
reflects the consideration to which the entity expects to receive in exchange for those goods or services. Revenue consists of the invoiced
value for
the sales net of value-added tax (“VAT”), business tax and applicable local government levies.
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Product sales revenue
 
The Company generates revenue primarily from the sale of product solutions
by integrating its self-designed IC products (e.g., high throughput computing, or HTC, solutions)
directly to a customer, such as a business
or individual engaged in mining activities.
 
The Company recognizes revenue at a point in time when the control
of the products has been transferred to customers. The transfer of control is considered complete when
products have been picked up by
or shipped to customers. The Company’s sales arrangements usually require prepayment before the delivery of products. The advance
payment is not considered a significant financing component. The Company elected to account for shipping and handling fees as a fulfillment
cost. The product sales contracts
generally include product warranty provisions. The Company did not accrue warranty liabilities for the
product sales as the financial impacts of the warranty have historically
been and are expected to continue to be immaterial. The Company estimates sales return based on historical experiences and there was no allowance for sales return
recorded
during the six months ended June 30, 2023 and 2024.
 
Service revenue
 
The Company also generates revenue from its design and technical services
under separate contracts. Revenues from the design and technical service to the customers are
recognized at a point in time when services
are provided.
 
Revenue disaggregation
 
In accordance with ASC 606, the Company disaggregates revenue from
contracts with customers by revenue stream. The Company determined that disaggregating revenue
into these categories meets the disclosure
objective in ASC 606 which is to depict how the nature, amount, timing and uncertainty of revenue and cash flows are affected by
regional
economic factors. The following table summarizes the net revenues generated from different revenue streams:
 

   
For
the six months ended

June 30,  
    2023     2024  

   
(Unaudited)

RMB    
(Unaudited)

RMB  
Product sales
revenue     46,868,172      20,352,715 
Service
revenue     5,400,544      4,386,765 
Net
revenues     52,268,716      24,739,480 

 
Contract liabilities
 
Contract liabilities are recorded when consideration is received from
a customer prior to transferring the control of goods or services to the customer. As of December 31, 2023
and June 30, 2024, the Company
recorded contract liabilities of RMB107,826,617 and RMB101,190,688, respectively, which were presented as advance from customers on the
accompanying unaudited consolidated balance sheets. During the six months ended June 30, 2023 and 2024, the Company recognized RMB20,684,360
and RMB12,066,145 of
contract liabilities as revenue, respectively.
 
Cost of revenues
 
Amounts
recorded as cost of revenue relate to direct expenses incurred in order to generate revenue. Such costs are recorded as incurred. Cost
of revenues consists of product
costs and service costs. Product costs include costs of raw material, contract manufacturers for production,
shipping and handling costs, and warehousing costs. Service costs
include labor costs and material costs. During the six months ended
June 30, 2023 and 2024, the Company recorded inventory write-down of RMB73,273,361 and
RMB12,395,993 as cost of revenues, respectively. 
 
Selling and marketing expenses
 
Selling and marketing expenses consist primarily of advertising and
promotion, salaries, and shipping and handling costs incurred during the selling activities. Advertising and
transportation expenses are
charged to expense as incurred.
 
Advertising and promotion costs in the amounts of RMB1,051,572 and
RMB245,883 for the six months ended June 30, 2023 and 2024, respectively, are included in selling
and marketing expenses.
 
Shipping and handling costs amounting to RMB1,795,735 and RMB226,046 for the six months ended June 30, 2023 and 2024, respectively, are included in selling and
marketing expenses.
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Research and development expenses
 
Research and development expenses consist primarily of salary and welfare
for research and development personnel, raw materials used, consulting and contractor expenses,
testing and processing expenses and other
expenses in associated with research and development activities. The Company recognizes research and development expenses as
expense when
incurred.
 
Leases
 
Right-of-use assets represent the Company’s right to use an underlying
asset for the lease term and lease liabilities represent the Company’s obligation to make lease payments
arising from the lease.
Right-of-use assets and liabilities are recognized at commencement date based on the present value of lease payments over the lease term.
When
determining the lease term, the Company includes options to extend or terminate the lease when it is reasonably certain that it will
exercise that option, if any. As the
Company’s leases do not provide an implicit rate, the Company uses its incremental borrowing
rate, which it calculates based on the credit quality of the Company and by
comparing interest rates available in the market for similar
borrowings, and adjusting this amount based on the impact of collateral over the term of each lease.
 
The Company elected not to record assets and liabilities on its unaudited
consolidated balance sheet for lease arrangements with terms of 12 months or less. The Company
recognizes lease expenses for such leases
on a straight-line basis over the lease term.
 
Employee social security and welfare benefits
 
Employees of the Company in the PRC are entitled to staff welfare benefits
including pension, work-related injury benefits, maternity insurance, medical insurance,
unemployment benefit and housing fund plans through
a PRC government-mandated multi-employer defined contribution plan. The Company is required to contribute to the
plan based on certain
percentages of the employees’ salaries, up to a maximum amount specified by the local government.
 
The PRC government is responsible for the medical benefits and the
pension liability to be paid to these employees and the Company’s obligations are limited to the amounts
contributed and no legal
obligation beyond the contributions made.
 
Share-based compensation
 
Restricted shares and options granted to employees and directors are
accounted for under ASC Topic 718, “Compensation - Stock compensation” (“ASC 718”). In accordance
with ASC 718,
the Company determines whether restricted shares or options should be classified and accounted for as an equity award. All grants of restricted
shares and
options to employees and directors classified as equity awards are recognized in the financial statements based on their grant
date fair values. The value of the portion of the
award that is ultimately expected to vest is recognized as compensation expense over
the requisite service periods in the statements of operations. In addition, compensation
expense must be recognized for the change in
fair value of any awards modified, repurchased or cancelled after the grant date.
 
The fair value of stock options granted is estimated on the grant date
using the Binomial or Black-Scholes model.
 
Income taxes
 
The Company accounts for income taxes under the asset and liability
method. Under this method, deferred income tax assets and liabilities are determined based on the
differences between the financial reporting
and income tax bases of assets and liabilities and are measured using the tax income rates that will be in effect when the differences
are expected to reverse. A valuation allowance is recorded if it is more likely than not that some portion or all of the deferred income
tax assets will not be realized in the
foreseeable future.
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In accordance with the provisions of ASC 740, “Income taxes”,
the Company recognizes in its financial statements the impact of a tax position if a tax return position or future
tax position is “more
likely than not” to be sustained upon examination based solely on the technical merits of the position. Tax positions that meet
the recognition threshold
are measured using a cumulative probability approach, at the largest amount of tax benefit that has a greater
than fifty percent likelihood of being realized upon settlement.
Interest and penalties arising from underpayment of income taxes are
computed in accordance with the applicable tax law and is classified in the unaudited consolidated
statements of operations as income
tax expense.
 
Noncontrolling interests

 
For the Company’s consolidated subsidiaries, noncontrolling interests
are recognized to reflect the portion of their equity that is not attributable, directly or indirectly, to the
Company as the controlling
shareholder. Noncontrolling interests are classified as a separate line item in the equity section of the Company’s unaudited consolidated
balance
sheets and have been separately disclosed in the Company’s unaudited consolidated statements of operations and comprehensive
income (loss).
 
Comprehensive income (loss)
 
Comprehensive income (loss) is defined as the changes in equity of
the Company during a period from transactions and other events and circumstances excluding transactions
resulting from investments from
shareholders and distributions to shareholders. Comprehensive income (loss) for the periods presented includes net income (loss) and foreign
currency translation adjustments.
 
Earnings (loss) per share
 
The Company computes earnings (loss) per share in accordance with ASC
260, “Earnings per Share”. ASC 260 requires companies to present basic and diluted earnings (loss)
per share. Basic earnings
(loss) per share is computed by dividing net income (loss) attributable to holders of ordinary shares by the weighted average number of
ordinary
shares outstanding during the period.
 
Diluted earnings (loss) per share is calculated by dividing net income
(loss) attributable to ordinary shareholders as adjusted for the effect of dilutive ordinary equivalent
shares, if any, by the weighted
average number of ordinary and dilutive ordinary equivalents shares outstanding during the period. Dilutive equivalent shares are excluded
from
the computation of diluted earnings (loss) per share if their effects would be anti-dilutive. Ordinary share equivalents consist
of the ordinary shares issuable in connection with
the Company’s ordinary shares issuable upon the conversion of the share-based
awards, using the treasury stock method.
 
Segment Reporting
 
The Company uses the “management approach” in
determining reportable segments. The management approach considers the internal organization and reporting used by the
Company’s chief operating decision maker for making operating decisions and assessing performance as the source for
determining the Company’s reportable segments. The
Company’s chief operating decision maker has been identified as the
chief executive officer of the Company who reviews financial information of operating segments based on
U.S. GAAP. The chief
operating decision maker now reviews results analyzed by marketing channel. This analysis is only presented at the revenue level
with no allocation of
direct or indirect costs. Consequently, the Company has determined that it has only one operating segment. For
the six months ended June 30, 2023 and 2024, substantially all
of the Company’s long-lived assets are located in the PRC. The
Company’s net revenues by geographical location of customers are as follows:
 

   
For the six months ended

June 30,  
    2023     2024  
    (Unaudited)     (Unaudited)  
    RMB     RMB  

PRC     41,146,359      20,059,137 
The United States     5,327,331      1,019,596 
Singapore     1,015,569      3,409,737 
Others     4,779,457      251,010 
Net revenues     52,268,716      24,739,480 

 
Recently adopted or issued accounting pronouncements
 
In November 2023, the FASB issued ASU No. 2023-07, “Segment
Reporting (Topic 280): Improvement to Reportable Segment Disclosures” to improve the disclosures about
reportable segments and
include more detailed information about a reportable segment’s expenses. This ASU also requires that a public entity with a single
reportable segment,
like the Company, provide all of the disclosures required as part of the amendments and all existing disclosures
required by Topic 280. The ASU should be applied
retrospectively to all prior periods presented in the financial statements and is effective
for public entities for annual reporting periods beginning after December 15, 2023.
Early adoption is permitted. The Company is currently
evaluating the impact of this standard on the related disclosures.
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3. Inventories, net
 
Inventories, net consist of the following:
 

   

As of
December 31,

2023    

As of 
June 30,

2024  
          (Unaudited)  
    RMB     RMB  

Raw materials     56,952,428      56,728,381 
Work in process     130,609,171      115,484,149 
Finished goods     90,377,688      104,368,200 
Less: write-down of inventories     (265,064,301)     (267,802,753)
Inventories, net     12,874,986      8,777,977 

 
4. Prepayments
 

   

As of
December 31, 

2023    

As of
June 30,

2024  
          (Unaudited)  
    RMB     RMB  

Prepayments – inventories and processing fee     14,645,763      15,001,065 
Prepayments – design fees     7,162,700      7,126,800 
Prepayments – others     2,577,547      1,719,192 
Prepayments     24,386,010      23,847,057 

 
5. Other current assets
 
Other current assets consist of the following:
 

   

As of
December 31, 

2023    

As of
June 30,

2024  
          (Unaudited)  
    RMB     RMB  

Value-added tax recoverable     34,041,675      49,400,170 
Deposits     2,361,968      2,983,097 
Others     1,504,449      1,364,354 
Total     37,908,092      53,747,621 

 
6. Property, plant and equipment, net
 
Property, plant and equipment, net consist of the following:
 

   

As of
December 31,

2023    

As of
June 30,

2024  
          (Unaudited)  
    RMB     RMB  

Cost:            
Computers and electronic equipment     12,098,631      17,687,368 
Office furniture     266,252      295,587 
Leasehold improvement     1,550,648      2,633,754 
Transportation equipment     41,014      41,014 
Buildings     —      191,286,310 
Construction in progress     165,221,605      170,184 
Less: Accumulated depreciation     (9,524,568)     (12,272,017)
Property, plant and equipment, net     169,653,582      199,842,200 

 
Depreciation expenses recognized for the six months ended June 30,
2023 and 2024 were RMB2,163,710 and RMB2,747,323, respectively.
 
As of December 31, 2023 and June 30, 2024, buildings with net book
value of nil and RMB172,061,901 was pledged as collateral under a loan arrangement, respectively. Also
see Note 10.
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7. Intangible asset, net
 
Intangible asset, net consists of the following:
 

   

As of
December 31,

2023    

As of
June 30,

2024  
          (Unaudited)  
    RMB     RMB  

Cost:            
Land use right     49,292,208      49,292,208 
Franchise right     334,865      334,865 
Less: Accumulated amortization     (1,895,785)     (2,388,707)
Intangible asset, net     47,731,288      47,238,366 

 
Amortization expense for the six months ended June 30, 2023 and 2024
amounted to RMB492,922 and RMB492,922, respectively.
 
As of December 31, 2023 and June 30, 2024, land use right with net
book value of RMB47,731,288 and RMB47,238,366 was pledged as collateral under a loan arrangement,
respectively. Also see Note 10.
 
As of June 30, 2024, the future estimated amortization expenses are
as below.
 

Years ended December 31,  

Estimated
amortization

expense  
    (Unaudited)  
    RMB  
Remaining of 2024     492,922 
2025     985,844 
2026     985,844 
2027     985,844 
2028     985,844 
Thereafter     42,802,068 
Total     47,238,366 

 
8. Operating leases
 
The Company entered into various operating lease agreements for offices
space. The Company’s lease agreements do not contain any material residual value guarantees or
material restrictive covenants.
 
The following component of lease cost are included in the Company’s
unaudited consolidated statements of operations and comprehensive income (loss):
 

   

For the six
months ended

June 30,
2023    

For the six
months ended

June 30,
2024  

   
(Unaudited)

RMB    
(Unaudited)

RMB  
Operating lease cost     3,922,677      2,413,523 
Short-term lease cost     177,103      363,912 
Total lease cost     4,099,780      2,777,435 
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Supplemental disclosure related to operating leases were as follows:
 

   

For the six
months ended

June 30,
2023    

For the six
months ended

June 30,
2024  

   
(Unaudited)

RMB    
(Unaudited)

RMB  
Cash paid for amounts included in the measurement of lease liabilities          
Operating cash flows for operating leases     2,139,410      2,459,231 
 

   

As of
December 31, 

2023    

As of
June 30,

2024  
          (Unaudited)  
             

Weighted average remaining lease term of operating leases (years)     3.53      3.14 
Weighted average discount rate of operating leases     6.24%    6.24%
 
The following table summarizes the maturity of operating lease liabilities
as of June 30, 2024:
 
    Lease
Payment  
    (Unaudited)  
Years Ended December 31,   RMB  
Remaining of 2024     1,860,846 
2025     2,211,153 
2026     1,448,558 
2027     1,197,632 
2028     602,088 
Thereafter     — 
Total lease payments     7,320,277 
Less: imputed interest     (488,696)
Total lease liabilities     6,831,581 

 
9. Other current liabilities
 
Other current liabilities consist of the following:
 

   

As of 
December 31,

2023    

As of 
June 30, 

2024  
          (Unaudited)  
    RMB     RMB  

Salary accrual     7,013,473      3,982,829 
Deposit     10,000,000      5,000,000 
Accrued construction in progress     46,180,063      34,060,872 
Tax accrual     13,604,797      22,153,981 
Others     14,179,838      19,952,140 
Total     90,978,171      85,149,822 

 
10. Short-term and long-term debts
 
Short-term debts

 
On September 21, 2023, the Company entered into a
credit facility (the “Credit Facility”) up to RMB20,000,000 to be used for working capital and general corporate purposes.
The Credit Facility has a one-year term expiring on September 20, 2024 and was guaranteed by Mr. Jianping Kong, the principal shareholder,
chairman and chief executive
officer, Mr. Qifeng Sun, the principal shareholder and vice chairman, and two subsidiaries within the Company’s
organizational structure. As of June 30, 2024, borrowings
under the Credit Facility bear interest rates ranging from 3.7% to 4% per
annum. Amounts borrowed under the Credit Facility, once repaid, can be borrowed again from time to
time. During the six months ended June 30, 2024, the Company borrowed and repaid nil under the Credit Facility.

 
Long-term debts

 
On August 11, 2022, the Company entered into a line of credit agreement
with Zhejiang Shaoxing Ruifeng Rural Commercial Bank for a credit line up to RMB100,000,000
with a due date on July 25, 2030. In June
2023, the credit line was increased to a maximum amount of RMB148,000,000, with guarantee provided by Mr. Jianping Kong, the
principal
shareholder, chairman and chief executive officer starting from July 2023. In April 2024, the credit line was increased to a maximum amount
of RMB198,000,000,
with additional pledge by the Company’s buildings. During the six months ended June 30, 2023 and 2024, the Company
borrowed RMB50,876,549 and RMB185,306,916
under the credit line and repaid RMB530,000 and RMB145,737,636, respectively. The outstanding
loans bear an annual interest rate of 5.4% with repayment dates for parts of
the loan ranging from December 30, 2024 to July 25, 2030.
The loans are pledged by the land use right and buildings of the Company (mentioned in Note 6 and Note 7).
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As of June 30, 2024, the future maturities of long-term debts are as
below:
 

Years
Ended December 31,  
Principal

Repayment  
    (Unaudited)  
    RMB  
Remaining of 2024     1,930,000 
2025     5,350,000 
2026     6,890,000 
2027     8,430,000 
2028     9,970,000 
Thereafter     130,670,063 
Total     163,240,063 

 
11. Shareholders’ equity (deficit)
 
On November 13, 2023, the Company issued a total of 5,189,500 Class
A ordinary shares, being the maximum aggregate number of shares which may be issued under the
2022 Share Incentive Plan (see Note 12)
of the Company, to Nanoeco Ltd (“Nanoeco”), a British Virgin Islands limited liability company wholly owned by Kastle Limited,
who has been designated as the nominee holder for the 5,189,500 Class A ordinary shares, which serves as the ESOP platform. During the
six months ended June 30, 2024, a
total of 81,853 options were exercised by employees at exercise price of US$ 0.0002 per share and the
shares were transferred to the employees from the ESOP platform.
 
On January 25, 2024, the shareholders of the Company approved a 2-for-1
reverse stock split (the “reverse stock split”). After such reverse stock split, the authorized share
capital of the Company
were divided into 250,000,000 ordinary shares with par value of US$0.0002 each, comprising of :1) 121,410,923 Class A ordinary shares
with par
value of $0.0002 each, 2) 28,589,078 Class B ordinary shares with par value of $0.0002 each, and 3) 99,999,999 shares of a par
value of US$0.0002 each of such class or
classes (however designated) as the board of directors of the Company (the “Directors”)
may determine. The reverse stock split was effective on January 31, 2024. All
information related to the Company’s ordinary shares,
restricted stock units and stock options, as well as all per share data included in these unaudited financial statements and
footnotes
have been retrospectively adjusted to reflect the reverse stock split for all periods presented.
 
On April 11, 2024, the Company entered into a Securities Purchase Agreement
(the “Purchase Agreement) with certain investors (collectively, the “Investors”), pursuant to
which the Company agreed
to issue and sell to the Investors, in a private placement (the “Offering”), the Company’s Class A ordinary shares at
a purchase price of $1.15 per
share and warrants to purchase Class A ordinary shares at an exercise price of $1.26 per share. The warrants
were exercisable immediately upon closing and have a term of
exercise equal to five years. The Company issued an aggregate of 4,347,825
Class A ordinary shares and warrants to purchase 6,521,737 shares of Class A ordinary shares
pursuant to the Purchase Agreement for gross
proceeds of approximately US$5.0 million. The Company received all the net proceeds of approximately US$4.3 million
(approximately RMB30.6 million)
after deducting placement agent’s fees and other offering expenses by April 16, 2024.
 
As of December 31, 2023 and June 30, 2024, 4,684,943 and 4,603,090
Class A ordinary shares held by the ESOP platform are considered issued but not outstanding. As of
December 31, 2023 and June 30, 2024,
there were a total of 70,516,380 and 74,864,205 Class A and Class B ordinary shares issued, 65,831,437 and 70,261,115 Class A and
Class
B ordinary shares outstanding, respectively.
 
12. Share-based compensation
 
2022 Share Incentive Plan
 
In June 2022, our shareholders and board of directors adopted our
2022 share incentive plan, or the 2022 Plan, which has become effective upon the completion of our initial
public offering, to motivate,
attract and retain the best available personnel, provide additional incentives to employees, directors and consultants and promote the
success of our
business. Under the 2022 Plan, the maximum aggregate number of Class A ordinary shares which may be issued pursuant to
all awards under such plan is 5,189,500, which
constitutes 10 % of the total issued and outstanding shares of our company on a fully-diluted
basis as of the date of adoption.
 
Restricted Stock Units (“RSUs”)
 
On November 1, 2021, the Board of the Company approved the establishment
of an employee benefit trust for the purpose of holding the Company’s ordinary shares to be
transferred to the recipient employees
and directors of the share awards granted prior to the establishment of the 2022 Plan. In January 2022, Mr. Jianping Kong and other
original
shareholders of Zhejiang Haowei transferred a total of 5,626,678 ordinary shares held by them on behalf of the respective equity reward
holders to Nanometa Ltd.
(“Nanometa”), the nominee of the employee benefit trust. 1,628,909 shares held by Nanometa were transferred
to the recipient employees and directors. As of June 30, 2024, a
total of 3,997,769 shares were still held by Nanometa, which comprises
of: 1) 2,805,269 shares held on behalf of and transferable to the recipient employees and directors upon
request; 2) 852,520 shares transferable
to the recipient employees and directors upon vesting; and 3) 256,647 shares unassigned due to forfeiture of share awards.
 
During the six months ended June 30, 2023 and 2024, share-based compensation
recognized by the Company related to the RSUs were RMB4,397 and RMB235, respectively.
As of December 31, 2023 and June 30, 2024, unrecognized
compensation cost is RMB4,264 and RMB2,040, respectively, which is expected to be recognized through
December 2024.
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The following table summarized the RSUs activity and related information
for the six months ended June 30, 2024:
 

   
Number of

RSUs    

Weighted
Average

Grant Date
Fair Value

(RMB)  
Unvested, January 1, 2024     895,018      0.02 
Granted     —      — 
Forfeited     42,498      0.02 
Vested     —      — 
Unvested, June 30, 2024     852,520      0.02 

 
Options
 
On January 1, 2022, the Company granted an employee an option to purchase
250,000 Class A ordinary shares of the Company with an exercise price of US$0.0004 per share.
The option granted has a contractual term
of 10 years. For the reward, 33.3% will be vested on December 31, 2022 or one year after the Company completed the initial public
offering,
whichever is earlier; 33.3% will be vested on December 31, 2023 or two years after the Company completed the initial public offering,
whichever is earlier; and
33.3% will be vested on December 31, 2024 or three years after the Company completed the initial public offering,
whichever is earlier. During the year ended December 31,
2023, the employee exercised the option to purchase a total of 83,333 shares.
The shares were held on behalf of and transferable to the employee by Nanometa, the nominee of
the employee benefit trust.
 
On April 27, 2023, the Company granted a series of options under the
2022 share incentive plan: 1) the Company granted employees options to purchase a total of 225,215
Class A ordinary shares of the Company
with an exercise price of US$0.0002 per share. The options granted have a contractual term of 10 years. For the reward, 33.3% will be
vested on April 27, 2024; 33.3% will be vested on April 27, 2025; and 33.3% will be vested on April 27, 2026; 2) the Company granted employees
options to purchase a total
of 77,869 Class A ordinary shares of the Company with an exercise price of US$0.0002 per share. The options
granted have a contractual term of 10 years. For the reward,
33.3% will be vested on July 12, 2023; 33.3% will be vested on July 12, 2024;
and 33.3% will be vested on July 12, 2025; 3) the Company also granted employees options to
purchase a total of 545,789 Class A ordinary
shares of the Company with an exercise price of US$0.0002 per share. The options granted have a contractual term of 10 years.
The options
were fully vested and exercisable at the grant date. The options in 2) and 3) described above were subject to performance conditions based
on the result of an
annual performance review of the grantee in accordance with the predetermined performance targets. The Company estimated
the annual performance review result for each
grantee and recognized the related compensation expenses.
 
On August 16, 2023, under the 2022 plan, the Company granted an employee
an option to purchase 12,987 ordinary shares of the Company with an exercise price of
US$0.0002 per share. The options granted have a
contractual term of 10 years. For the reward, 33.3% will be vested on August 16, 2023; 33.3% will be vested on August 16,
2024; and 33.3%
will be vested on August 16, 2025.
 
The following table summarizes the share option activity and related
information for the six months ended June 30, 2024:
 

   
Number of

Options    

Weighted
Average
Exercise

Price
(RMB)    

Weighted
Average

Remaining
Term

(Years)    

Weighted
Average

Grant Date
Fair Value

(RMB)    

Aggregated
Intrinsic

Value
(RMB)  

Outstanding as of January 1, 2024     312,386      0.001      9.30      7.34      4,004,469 
Granted     —      —      —      —        
Forfeited     37,413      0.001      —      7.34        
Exercised     81,853      0.001      —      7.34        
Outstanding as of June 30, 2024     193,120      0.001      8.83      7.34      611,641 
Vested and exercisable as of June 30, 2024     51,956      0.001      8.83      7.34      164,553 

  
During the six months ended June 30, 2023 and 2024, share-based compensation
recognized by the Company related to the options were RMB133,201 and RMB285,272
respectively. The outstanding unamortized share-based
compensation related to options was RMB465,851 (which will be recognized through April 2026) as of June 30, 2024.
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13. Statutory Reserves
 
The Company’s subsidiaries incorporated in the PRC are required
on an annual basis to make appropriations of retained earnings set at certain percentage of after-tax profit
determined in accordance
with PRC accounting standards and regulations (“PRC GAAP”).
 
Appropriation to the statutory general reserve should be at least 10%
of the after tax net income determined in accordance with the legal requirements in the PRC until the
reserve is equal to 50% of the entities’
registered capital. The Company is not required to make appropriation to other reserve funds and the Company does not have any
intentions
to make appropriations to any other reserve funds.
 
The general reserve fund can only be used for specific purposes, such
as offsetting the accumulated losses, enterprise expansion or increasing the registered capital.
Appropriations to the general reserve
funds are classified in the unaudited consolidated balance sheets as statutory reserves.
 
There are no legal requirements in the PRC to fund these reserves by
transfer of cash to restricted accounts, and the Company has not done so.
 
Relevant laws and regulations permit payments of dividends by the PRC
subsidiaries and affiliated companies only out of their retained earnings, if any, as determined in
accordance with respective accounting
standards and regulations. Accordingly, the above balances are not allowed to be transferred to the Company in terms of cash dividends,
loans or advances.
 
The Company has made nil appropriations to statutory reserve for the
six months ended June 30, 2023 and 2024.
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14. Income Taxes
 
Cayman Islands
 
Under the current tax laws of Cayman Islands, the holding companies
incorporated in the Cayman Islands are not subject to income, corporation or capital gains tax, and no
withholding tax is imposed upon
the payment of dividends.
 
British Virgin Islands
 
The holding companies incorporated in the British Virgin Islands are
not subject to tax on income or capital gains under current British Virgin Islands law. In addition, upon
payments of dividends by these
entity to the shareholders, no British Virgin Islands withholding tax will be imposed.
 
Hong Kong
 
The Company’ subsidiaries incorporated in Hong Kong are subject
to Hong Kong Profits Tax on the taxable income as reported in its statutory financial statements adjusted in
accordance with relevant
Hong Kong tax laws. The applicable tax rate is 8.25% on assessable profits arising in or derived from Hong Kong up to HKD2,000,000 and
16.5% on
any part of assessable profits over HKD2,000,000. These companies did not make any provisions for Hong Kong profit tax as there
were no assessable profits derived from or
earned in Hong Kong since inception.
 
United States (“US”)
 
The Company’s subsidiary in the US is subject to profits tax
at 21% statutory tax rate with respect to the profit generated from the US. The company did not make any
provisions for the US profit
tax as there were no assessable profits derived from or earned in the US since inception.
  
Singapore
 
The company incorporated in Singapore is subject to Singapore Profits
Tax on the taxable income as reported in its statutory financial statements adjusted in accordance with
relevant Singapore tax laws. The
applicable tax rate is 17% in Singapore, with 75% of the first SGD100,000 (approximately RMB470,000) and 50% of the next SGD100,000
(approximately
RMB470,000) taxable income exempted from income tax. The company did not make any provisions for Singapore income tax as there were no
assessable
profits derived from or earned in Singapore since inception.
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PRC
 
The Company’s subsidiaries incorporated in the PRC are subject
to PRC Enterprise Income Tax (“EIT”) on the taxable income in accordance with the relevant PRC income tax
laws. A new enterprise
income tax law (the “EIT Law”) in the PRC was enacted and became effective on January 1, 2008. The EIT Law applies a uniform
25% enterprise
income tax (“EIT”) rate to both foreign invested enterprises and domestic enterprises. Accordingly, the Company’s
PRC subsidiaries are subject to the EIT rate of 25%. EIT
grants preferential tax treatment to certain High and New Technology Enterprises
(“HNTEs”). Under this preferential tax treatment, HNTEs are entitled to an income tax rate
of 15%, subject to a requirement
that they re-apply for HNTE status every three years. Zhejiang Nanomicro obtained the “high-tech enterprise” tax status in
December 2021,
which reduced its statutory income tax rate to 15% from December 2021 to December 2024.
 
The provision for income taxes consists of the following:
 

   

For the
six months

ended
June 30,

2023    

For the
six months

ended
June 30,

2024  
    (Unaudited)     (Unaudited)  
    RMB     RMB  

Current income tax expense     —      — 
Deferred tax expense     —      — 
Income tax expense     —      — 

 

F-21



 
The effective tax rate was 0.00% for the six months ended June 30,
2023 and 2024. 
 
15. Concentrations
 
The following table sets forth information as to each customer that
accounted for 10% or more of the Company’s revenues for the six months ended June 30, 2023 and 2024:
 

   
For the six months ended

June 30,  
    2023     2024  
    (Unaudited)     (Unaudited)  
    RMB     RMB  

Customer C     22.7%    — 
Customer E     13.6%    — 
Customer F     —      17.2%
Customer G     —      13.7%
Customer H     —      12.8%
 
The following table sets forth information as to each supplier that
accounted for 10% or more of the Company’s purchase for the six months ended June 30, 2023 and 2024:
 

   
For the six months ended

June 30,  
    2023     2024  
    (Unaudited)     (Unaudited)  
    RMB     RMB  

Supplier A     10.2%    20.4%
Supplier F     40.3%    — 
Supplier G     —      15.7%
Supplier H     —      11.5%
Supplier I     —      11.2%
Supplier J     —      10.5%
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16. Commitments and contingencies
 
Operating lease commitments
 
The information of lease commitments is provided in Note 8.
 
Contingencies
 
The Company is subject to litigation matters from time to time in the
normal cause of business. The Company’s legal counsel and the management routinely assess the
likelihood of adverse judgments and
outcomes to these matters, as well as ranges of probable losses. Accruals are recorded for these matters to the extent that management
concludes a loss is probable and the financial impact, should an adverse outcome occur, is reasonable estimable. The Company has not recorded
any material liabilities in this
regard as of December 31, 2023 and June 30, 2024.
 
On September 8, 2023, a customer named one of the Company’s subsidiaries
as the defendant of a claim in the General Division of the High Court of the Republic of
Singapore. This customer alleged that the Company
failed to make timely delivery for products purchased and such products did not function as expected, demanding a return
of payments of
US$300,000 with relevant damages, interests and costs. Given the nature of the case, as of the filing date, the amount liable by the Company
in the event of an
unfavorable outcome cannot be reasonably estimated.
 
On December 25, 2023, three of the Company’s subsidiaries were
named as defendants along with others unaffiliated to the Company in a civil action filed at the People’s
Court of Yuhuatai District,
Nanjing City. The plaintiff of such civil action alleged that it entered into a sales contract for the Company’s products with one
of the defendants
who purportedly purchased the Company’s products for resale and failed to make timely delivery. The plaintiff
seeks to rescind the sales contract with this defendant and
demands a return of payments of RMB47,000,000 with interests accrued by all
defendants including the Company’s three subsidiaries. Given the nature of the case, as of the
filing date, the amount liable by
the Company in the event of an unfavorable outcome cannot be reasonably estimated.
 
On March 5, 2024, a customer filed a civil action against one of the
Company’s subsidiaries at the People’s Court of Shangcheng District, Hangzhou City, for a sales contract
dispute, claiming
the contract should be annulled and demanding a return of payment of RMB2,973,600 with related interests. Given the nature of the case,
as of the filing
date, the amount liable by the Company in the event of an unfavorable outcome cannot be reasonably estimated.
 
The Company believes they have strong arguments against these claims
and will defend vigorously.
 
Two bank accounts of the Company were judicially frozen by the court
as a result of legal proceedings. The frozen amount as of June 30, 2024 and the date of this unaudited
consolidated financial statements
was RMB418,201 and RMB418,597, respectively.
 
17. Subsequent events
 
The following subsequent events were evaluated on September 30, 2024,
the date the unaudited financial statements were issued. Except as set forth below, there were no
events that occurred subsequent to June
30, 2024 that require adjustment to or disclosure in the unaudited consolidated financial statements.
 
In July 2024, several employees who hold
options under the 2022 share incentive plan, elected to exercise the vested options to purchase a total of 16,579 ordinary shares of
the Company with an exercise price of US$0.0002 per share. As of the date the unaudited financial statements were issued, the share
issuance procedure is still under progress
and the shares have not been issued to the employee yet.
 
In August and September, 2024, the Company entered into loan
agreements with Mr. Jianping Kong, the chairman and chief executive officer, and Mr. Qifeng Sun, the vice
chairman, to borrow
interest-free loans in the total amount of US$8.5 million (RMB60.6 million) in cash (“the Loans”) to fund the
Company’s working capital. The Loans are
due on the one-year anniversary of the agreement dates. The proceeds have been fully
received through September 5, 2024 to September 12, 2024. On September 20, 2024, the
Company and the Lenders, along with their
respective affiliates, entered into agreements to convert the Loans into an aggregate of 27,914,614 Class A ordinary shares of the
Company for no additional consideration. The per share consideration of the conversion is US$0.3045 per ordinary share. The share
issuance was completed on September 23,
2024.
 
From July to September 2024, the Company borrowed approximately RMB11.2
million in total from Zhejiang Shaoxing Ruifeng Rural Commercial Bank Co., Ltd under the
credit line pledged by the land use right and
buildings of the Company mentioned in Note 10. The additional borrowings bear an annual interest rate of 5.4% with repayment
dates to
July 25, 2030.
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Exhibit 99.2
 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
 
This management’s discussion and analysis
is designed to provide you with a narrative explanation of our financial condition and results of operations for the six

months ended
June 30, 2023 and 2024. This section should be read in conjunction with our unaudited consolidated financial statements and the related
notes included
elsewhere in this interim report. See “Exhibit 99.1—Unaudited Consolidated Financial Statements as of December
31, 2023 and June 30, 2024 and for the six months ended
June 30, 2023 and 2024.” We also recommend that you read our management’s
discussion and analysis and our audited consolidated financial statements for fiscal year 2023,
and the notes thereto, which appear in
our annual report on Form 20-F for the year ended December 31, 2023, or the Annual Report, filed with the U.S. Securities and
Exchange
Commission, or the SEC, on April 8, 2024.

 
Unless otherwise indicated or the context otherwise
requires, all references to “our company,” “we,” “our,” “ours,” “us” or similar
terms refer to Nano Labs Ltd

and its subsidiaries. All references to “China” or “PRC” refer to the People’s
Republic of China. All references to “RMB” or “Renminbi” refer to the legal currency of China.
All references
to “US$,” “U.S. dollars,” “$” or “dollars” refer to the legal currency of the United States
of America.

 
All such financial statements were prepared
in accordance with accounting principles generally accepted in the United States, or U.S. GAAP. We have made rounding

adjustments to some
of the figures included in this management’s discussion and analysis. Accordingly, numerical figures shown as totals in some tables
may not be an
arithmetic aggregation of the figures that precede them. This discussion contains forward-looking statements that involve
risks, uncertainties and assumptions. Our actual
results may differ materially from those anticipated in these forward-looking statements
as a result of various factors.
 
Overview

 
We are a leading fabless IC design company and
product solution provider in China. We are committed to the development of HTC chips, HPC chips, distributed

computing and storage solutions,
smart-NICs, vision computing chips and distributed rendering. We have built a comprehensive FPU architecture which offers solution that
integrates the features of both HTC and HPC. Moreover, our Cuckoo series are one of the first near-memory HTC chips available in the market
with a maximum bandwidth of
approximately 2.27 Tbps, as well as one of the first movers of ASIC-based Grin mining market. In June 2021,
we established IPOLLO PTE. LTD., our indirect wholly-owned
subsidiary in Singapore, to facilitate our business expansion in the overseas
IC markets.

 
Our net revenues are primarily derived from sales
of our HTC and HPC solutions and provision of design and technical services to our customers. Our net revenues

were RMB52.3 million and
RMB24.7 million (US$3.5 million) for the six months ended June 30, 2023 and 2024, respectively. The decrease in net revenues was primarily
due
to the drop of sales volume of iPollo V1 Series, but we started to generate revenue in 3D printing related products in 2023. The revenues
from 3D printing products were
RMB0.5 million (US$0.1 million) for the six months ended June 30, 2024, compared to RMB22.0 thousand for
the six months ended June 30, 2023. We recorded a net loss of
RMB134.3 million and RMB59.1 million (US$8.3 million) for the six months
ended June 30, 2023 and 2024, respectively.

 
In evaluating our business, we consider and use
adjusted net loss as an additional non-GAAP measure to review and assess our operating performance. The

presentation of the non-GAAP financial
measure is not intended to be considered in isolation or as a substitute for the financial information prepared and presented in
accordance
with U.S. GAAP. We define adjusted net loss as net loss excluding share-based compensation expense. Our adjusted net loss for the six
months ended June 30,
2023 was RMB134.2 million, and our adjusted net loss for the same period of 2024 was RMB58.9 million (US$8.3 million).
 

 



 
Results of Operations

 
The following table sets forth a summary of our
unaudited consolidated statements of operations, both in absolute amount, for the periods indicated. This information

has been derived
from and should be read together with our unaudited consolidated financial statements. The results of operations in any period are not
necessarily indicative
of the results that may be expected for any future period.

 
    Six Months Ended June 30,  
    2023     2024  
    RMB     RMB     US$  

    (Unaudited)     (Unaudited)     (Unaudited)  
Summary Unaudited Consolidated Statements of Operations and Comprehensive Income (Loss)                  
Net Revenues     52,268,716      24,739,480      3,471,331 
Cost of revenues     115,167,091      24,709,417      3,467,112 
Gross profit (loss)     (62,898,375)     30,063      4,219 
Total operating expenses     73,496,209      58,722,004      8,239,603 
Net loss     (134,319,481)     (59,145,670)     (8,299,049)
Net loss per ordinary share                     
Basic and diluted*     (2.41)     (0.85)     (0.12)
Weighted average number of shares used in per share calculation                     
Basic     55,748,336      67,666,712      67,666,712 
Diluted     55,748,336      67,666,712      67,666,712 
 
* After giving effect of the 2-for-1 reverse stock split effective
on January 31, 2024.
 
Non-GAAP Financial Measures

 
To supplement our unaudited consolidated financial
statements which are presented in accordance with U.S. GAAP, we also use adjusted net loss as an additional non-

GAAP financial measure.
We present the non-GAAP financial measure because it is used by our management to evaluate our operating performance. We also believe
that the
non-GAAP financial measure provides useful information to investors and others in understanding and evaluating our consolidated
results of operations in the same manner as
our management and in comparing financial results across accounting periods and to those of
our peer companies.

 
We define adjusted net loss as net loss excluding
share-based compensation expense. We believe that adjusted net loss provides useful information to investors and

others in understanding
and evaluating our operating results. The non-GAAP financial measure adjusts for the impact of items that we do not consider indicative
of the
operational performance of our business and should not be considered in isolation or construed as an alternative to net loss or
any other measure of performance or as an
indicator of our operating performance. Investors are encouraged to compare the historical non-GAAP
financial measure with the most directly comparable GAAP measures.

 
Adjusted net loss presented here may not be comparable
to similarly titled measures presented by other companies. Other companies may calculate similarly titled

measures differently, limiting
their usefulness as comparative measures to our data. We encourage investors and others to review our financial information in its entirety
and
not rely on a single financial measure.
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The following table sets forth a reconciliation
of our net loss to non-GAAP adjusted net loss for the periods indicated.
 

    Six Months Ended June 30,  
    2023     2024  
    RMB     RMB     US$  

    (Unaudited)     (Unaudited)     (Unaudited)  
Net loss     (134,319,481)     (59,145,670)     (8,299,049)
Add:                     
Share-based compensation expenses     137,598      285,507      40,061 
Non-GAAP adjusted net loss     (134,181,883)     (58,860,163)     (8,258,988)

 
Six Months Ended June 30, 2024 Compared to Six Months Ended June
30, 2023
 
Net Revenues

 
Net revenue decreased to RMB24.7 million (US$3.5
million) for the six months ended June 30, 2024, from a net revenue of RMB52.3 million for the same period of

2023. The decrease in net
revenues was primarily due to the drop of sales volume of iPollo V1 Series. We launched a 3D printing business in June 2023. The revenues
from 3D
printing products were RMB0.5 million (US$0.1 million) for the six months ended June 30, 2024, compared to RMB22.0 thousand for
the six months ended June 30, 2023.
 
Cost of Revenues

 
Cost of revenues decreased to RMB24.7 million (US$3.5
million) for the six months ended June 30, 2024 from RMB115.2 million for the same period of 2023. The

decrease in cost of sales was generally
in line with the decrease in net revenues and mainly due to the decrease in the sales volume of our products as well as a decrease in
inventory write-down.
 
Gross Profit (Loss)
 

As a result, we recorded a gross profit of RMB30.1
thousand (US$4.2 thousand) for the six months ended June 30, 2024, as compared to a gross loss of RMB62.9
million for the same period
of 2023.
 
Operating Expenses

 
Total operating expenses decreased to RMB58.7 million
(US$8.2 million) for the six months ended June 30, 2024, from RMB73.5 million for the same period of

2023.
 
  ● Selling and marketing expenses decreased by 54.4% to RMB4.3 million (US$0.6 million) for the six months ended June 30, 2024, from RMB9.5 million for the

same period of 2023. The decrease in selling and marketing expenses was primarily due to the decrease in sales commission and product shipping expenses.
 
  ● General and administrative expenses decreased by 18.0% to RMB25.5 million (US$3.6 million) for the six months ended June 30, 2024, from RMB31.0 million

for the same period of 2023. The decrease in general and administrative expenses was primarily due to (1) the decrease in office lease expenses mainly
attributable to the relocation of the headquarter office and (2) the decrease in employee salary expenses as the number and salaries of general and administrative
staff decreased.

 
  ● Research and development expenses decreased by 12.2% to RMB28.9 million (US$4.1 million) for the six months ended June 30, 2024, from RMB33.0 million

for the same period of 2023. The decrease in research and development expenses was primarily due to the decrease in salary expenses.
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Finance Expense (Income)
 

We recorded a finance income of RMB0.6 million
(US$0.1 million) for the six months ended June 30, 2024, as compared to a finance expense of RMB1.6 million for
the same period of 2023.

 
Interest expense
 

Interest expense was RMB2.0 million (US$0.3 million) for the six months
ended June 30, 2024, compared to nil for the same period of 2023. The decrease was due to
the completion of construction in progress and
cease of interest capitalization during the six months ended June 30, 2024.
 
Net Loss

 
Net loss decreased by 56.0% to RMB59.1 million
(US$8.3 million) for the six months ended June 30, 2024 from RMB134.3 million for the same period of 2023.
 
Basic and diluted loss per share was RMB0.85 (US$0.12)
for the six months ended June 30, 2024, decreased from RMB2.41 for the same period of 2023.

 
Liquidity and Capital Resources

 
Our primary source of liquidity historically has
been cash generated from our business operations, equity contributions from our shareholders and borrowings, which

have historically been
sufficient to meet our working capital and capital expenditure requirements.
 
As of December 31, 2023 and June 30, 2024, we had
RMB48.2 million and RMB23.5 million (US$3.3 million) in cash and cash equivalents, respectively. Our cash

and cash equivalents primarily
consist of cash in bank and highly liquid investments placed with banks, which are unrestricted to withdrawal and use and have original
maturities of less than three months.

 
As of June 30, 2024, we had short-term debts,
current portion of long-term debts and accounts payable in total of RMB42.8 million (US$6.0 million), as compared to

RMB40.3 million
as of December 31, 2023. As of June 30, 2024, we had total current liabilities excluding advance from customers of RMB130.8 million (US$18.4
million),
as compared to RMB134.7 million as of December 31, 2023.

 
In
August 2022, we were granted a credit line of up to RMB100 million from a commercial bank with a mortgage of our 50-year right to use
a parcel of land with an

area of 49,452 square meters located in Shaoxing, China. In June 2023, the credit line was increased to a maximum
amount of RMB148 million, with guarantee provided by
Mr. Jianping Kong, the principal shareholder, chairman and chief executive officer
starting from July 2023. In April 2024, the credit line was increased to a maximum amount
of RMB198 million, with additional pledge by
our buildings with area of 123,507 square meters located in Shaoxing, China. As of the date of this report, we have a balance of
borrowing
of approximately RMB173.2 million (US$24.3 million)  under the credit
line.

 
In August and September, 2024, we entered into
related party loan agreements with Mr. Jianping Kong and Mr. Qifeng Sun to borrow interest-free loans in the total

amount of US$8.5 million
(RMB60.6 million) in cash (“the Loans”) to fund the Company’s working capital. The Loans are due on the one-year anniversary
of the agreement
dates. The proceeds have been fully received through September 5, 2024 to September 12, 2024. On September 20, 2024,
the loans were converted into an aggregate of
27,914,614 Class A ordinary shares with no additional consideration.

  
We believe that our existing cash and cash equivalents
including the proceeds from the Loans described above, and anticipated cash flow from operations, together

with the net proceeds from
the securities offering, will be sufficient to meet our anticipated cash needs for general corporate purposes for the next 12 months from
the date of
this interim report. However, the exact amount of proceeds we use for our operations and expansion plans will depend on the
amount of cash generated from our operations
and any strategic decisions we may make that could alter our expansion plans and the amount
of cash necessary to fund these plans. We may, however, decide to enhance our
liquidity position or increase our cash reserve for future
investments through additional capital and finance funding. We may need additional cash resources in the future if we
experience changes
in business conditions or other developments, or if we find and wish to pursue opportunities for investments, acquisitions, capital expenditures
or similar
actions. If we determine that our cash requirements exceed the amount of cash and cash equivalents we have on hand at the time,
we may seek to issue equity or debt securities
or obtain credit facilities. The issuance and sale of additional equity would result in
further dilution to our shareholders. The incurrence of indebtedness would result in
increased fixed obligations and could result in operating
covenants that would restrict our operations. We cannot assure you that financing will be available in amounts or on
terms acceptable
to us, if at all.

 
Our ability to manage our working capital, including
receivables and other assets and liabilities and accrued liabilities, may materially affect our financial condition

and results of operations.
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The following table sets forth our selected consolidated
cash flow data for the periods indicated:
 

    Six Months Ended June 30,  
    2023     2024  
    RMB     RMB     US$  
    (Unaudited)     (Unaudited)     (Unaudited)  
Net cash used in operating activities     (34,636,206)     (76,754,346)     (10,769,819)
Net cash used in investing activities     (86,014,785)     (32,935,838)     (4,621,406)
Net cash provided by financing activities     50,346,549      80,179,082      11,250,362 
Effect of exchange rate on cash, cash equivalents and restricted cash     (297,627)     4,853,211      680,980 
Net decrease in cash, cash equivalents and restricted cash     (70,602,069)     (24,657,891)     (3,459,883)
Cash, cash equivalents and restricted cash at the beginning of the period     87,859,384      48,582,654      6,816,896 
Cash, cash equivalents and restricted cash at the end of the period     17,257,315      23,924,763      3,357,013 

 
Operating Activities

 
Net cash used in operating activities for the six
months ended June 30, 2024 was RMB76.8 million (US$10.8 million), which primarily reflected our net loss of

RMB59.1 million
(US$8.3 million) as mainly adjusted for (1) inventory write-down of RMB12.4 million (US$1.7 million), which was primarily
due to the downward
adjustment on the book value of a portion of our inventories, (2) depreciation and amortization expenses of RMB3.2 million
(US$0.5 million), (3) amortization of right-of-use
assets of RMB2.2 million (US$0.3 million) and (4) changes
in working capitals. Adjustment for changes in working capital primarily consisted of (1) increase in other current
assets of RMB10.9
million (US$1.5 million), (2) decrease in other current liabilities of RMB10.8 million (US$1.5 million), (3) increase in inventories
of RMB8.3 million
(US$1.2 million), (4) decrease in advance from customers of RMB6.7 million (US$0.9 million), (5) decrease
in operating lease liabilities of RMB2.3 million (US$0.3 million),
partially offset by (1) decrease in accounts receivable of
RMB1.3 million (US$0.2 million), (2) increase in accounts payable of RMB1.2 million (US$0.2 million) and
(3) decrease
in prepayments of RMB0.6 million (US$0.1 million).

 
Net cash used in operating activities for the six
months ended June 30, 2023 was RMB34.6 million, which primarily reflected our net loss of RMB134.3 million as

mainly adjusted for (1)
inventory write-down of RMB73.3 million, which was primarily due to the downward adjustment on the book value of a portion of our inventories,
(2)
amortization of right-of-use assets of RMB3.8 million, (3) depreciation and amortization expenses of RMB2.7 million and (4) changes
in working capitals. Adjustment for
changes in working capital primarily consisted of (1) a decrease of RMB18.6 million in advances from
customers which primarily related to the prepayments from customers
to our HTC and HPC solutions and (2) an increase of RMB13.0 million
in inventories, partially offset by (1) an increase of RMB40.2 million in accounts payable and (2) a
decrease of RMB29.1 million in prepayments
to our suppliers, which primarily related to the production of ICs.

 
Investing Activities

 
Net cash used in investing activities for the six
months ended June 30, 2024 was RMB32.9 million (US$4.6 million), attributable to the purchases of property, plant

and equipment
of RMB32.9 million (US$4.6 million).
 

Net cash used in investing activities for the six
months ended June 30, 2023 was RMB86.0 million, attributable to purchase of property, plant and equipment of
RMB86.0 million.
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Financing Activities

 
Net cash generated from financing activities for
the six months ended June 30, 2024 was RMB80.2 million (US$11.3 million), mainly attributable to (1) proceeds

from bank loans
of RMB185.3 million (US$26.0 million), (2) the proceeds from issuance of ordinary shares of RMB30.6 million (US$4.3 million)
and (3) cash contribution
from a noncontrolling shareholder of RMB10.0 million (US$1.4 million), partially offset by repayments of bank
loans of RMB145.7 million (US$20.4 million).

 
Net cash generated from financing activities for
the six months ended June 30, 2023 was RMB50.3 million, mainly attributable to proceeds from bank loans of

RMB50.9 million, partially
offset by repayments of bank loans of RMB0.5 million.
 
Capital Expenditures

 
We incurred capital expenditures of RMB86.0 million
and RMB32.9 million (US$4.6 million) for the six months ended June 30, 2023 and 2024, respectively. In these

periods, our capital expenditures
were mainly used for construction of plant for the expansion and optimization of our supply chain.
 
We plan to fund our future capital expenditures
with our existing cash balance and proceeds from the securities offering. We will continue to make capital

expenditures to meet the expected
growth of our business, including for procurement of photomask, mold and various intellectual properties.
 
Off-Balance Sheet Arrangements

 
We have not entered into any off-balance sheet
financial guarantees or other off-balance sheet commitments to guarantee the payment obligations of any third parties.

We have not entered
into any derivative contracts that are indexed to our shares and classified as shareholder’s equity or that are not reflected in
our consolidated financial
statements. Furthermore, we do not have any retained or contingent interest in assets transferred to an unconsolidated
entity that serves as credit, liquidity or market risk
support to such entity. We do not have any variable interest in any unconsolidated
entity that provides financing, liquidity, market risk or credit support to us or engages in
leasing, hedging or product development services
with us.
 
Cautionary Statement Regarding Forward-Looking Statements

 
We have made statements in this report that constitute
forward-looking statements. Forward-looking statements involve risks and uncertainties, such as statements

about our plans, objectives,
expectations, assumptions or future events. In some cases, you can identify forward-looking statements by terminology such as “anticipate,”
“estimate,” “plan,” “project,” “continuing,” “ongoing,” “expect,”
“we believe,” “we intend,” “may,” “should,” “could” and similar expressions.
These statements involve
estimates, assumptions, known and unknown risks, uncertainties and other factors that could cause actual results
to differ materially from any future results, performances or
achievements expressed or implied by the forward-looking statements.
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These forward-looking statements include statements
about:
 
The ultimate correctness of these forward-looking
statements depends upon a number of known and unknown risks and events. Many factors could cause our actual

results to differ materially
from those expressed or implied in our forward-looking statements. Consequently, you should not place undue reliance on these forward-looking
statements.

 
The forward-looking statements speak only as of
the date on which they are made; and, except as required by law we undertake no obligation to update any forward-

looking statement to
reflect events or circumstances after the date on which the statement is made or to reflect the occurrence of unanticipated events.
 
In addition, we cannot assess the impact of each
factor on our business or the extent to which any factor, or combination of factors, may cause actual results to differ

materially from
those contained in any forward-looking statements. The forward-looking statements included in this report relate to, among others:
 

  ● our goals and strategies;
 

  ● our business and operating strategies and plans for the development of existing and new businesses, ability to implement such strategies and plans and expected
time;

 
  ● our future business development, results of operations and financial condition;
 
  ● expected changes in our revenue, costs or expenditures;
 
  ● our expectations regarding demand for and market acceptance of our products and services;
 
  ● our projected markets and growth in markets;
 
  ● our potential need for additional capital and the availability of such capital;
 
  ● competition in our industry;
 
  ● relevant government policies and regulations relating to our industry;
 
  ● general economic and business conditions in China and globally;
 
  ● our use of the proceeds;
 
  ● the length and severity of the COVID-19 pandemic and its impact on our business and industry; and
 
  ● assumptions underlying or related to any of the foregoing.

 
Readers are cautioned not to place undue reliance
on these forward-looking statements, which speak only as of the date hereof. We undertake no obligation to update

this forward-looking
information. Nonetheless, we reserve the right to make such updates from time to time by press release, periodic report or other method
of public
disclosure without the need for specific reference to this interim report. No such update shall be deemed to indicate that other
statements not addressed by such update remain
correct or create an obligation to provide any other updates.
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