
Any forward-looking statements in the following discussion 
and analysis are based on the judgment of management as 
of the date that Dentsu Inc. (hereinafter “Dentsu” or “the 
Company”) f iled its securities repor t for the f iscal year 
ended March 31, 2015 with regulatory authorities.

Significant Accounting Policies and Estimates

The Company’s consolidated f inancial statements are 
prepared on the basis of International Financial Reporting 
Standards (IFRS), published by the International Accounting 
Standards Board.
　 In the preparation of these consolidated f inancial 
statements, management discloses the amounts of the 
repor ted asset and liability f igures as well as those of 
off-balance sheet transactions such as contingent liabilities, 
as of the date the accounts are closed. Management also 
estimates the impact of these f igures on the Company’s 
financial position and operating results during the reporting 
period. Management continuously evaluates forecasts and 
assumpt ions regard ing such i tems as inves tments ,  
retirement benef i ts and corporate taxes , as well as 
contingencies and litigation. Management bases its estimates 
and assumptions on the consideration of several factors, 
given past per formance and conditions. These results 
underpin asset and liability book values and repor ted 
revenue and expense f igures. However, uncertainties are 
inherent in such results and estimates may vary from actual 
results.
　The critical accounting policies described below are 
those that management considers to have specific potential 
to affect the financial position and operating results of the 
Group .  Such po l i c ies may a l so inc lude impor t ant 
assumptions and estimates used in creating the Company’s 
consolidated f inancial statements and therefore have a 
material impact on these statements.

Revenue Recognition

Revenue consists primarily of commissions received for the 
placement of advertising into different media and consideration 
received from advertisers and others for providing services,
such as assistance in the production of advertising, including 
creative, and various content-related services. 

　Revenue from the production of advertising and other 
adver tising-related services is recorded based on the 
consideration paid as compensation for such services to the 
Group by adver tisers and others less costs incurred. In 
some cases, revenue is also recorded based on a fixed fee 
or other compensation. 
　Revenue from commissions received from advertisers for 
the placement of advertising is generally recognized when 
the media is placed. Other revenue is generally recorded 
when the service is completed, an estimate of the amount 
of compensation can be reasonably determined and it is 
probable that the future economic benefit will f low to the 
Group.
　Revenue and costs arising from transactions relating to 
services other than advertising services are presented as a 
gross amount.
　Turnover represents the total amount billed and billable 
to clients by the Group, net of discounts, VAT and other 
sales-related taxes. Disclosure of turnover information is 
not required under IFRS.

Impairment Loss on Proper ty, Plant and Equipment , 
Goodwill, Intangible Assets and Investment Property

The Group determines whether there is any indication of 
potential impairment loss on non-financial assets excluding 
inventories and deferred tax assets on the closing date. If 
any such indication exists, an impairment test shall be 
conducted based on the recoverable amount of relevant 
assets. Goodwill and intangible assets with indefinite useful 
lives are not subject to amortization, and are instead tested 
for impairment loss annually regardless of whether there is 
any indication of impairment, or every time when there is 
an indication of impairment loss. The recoverable amount 
of assets sha l l  be e i ther the fa ir va lue of assets or 
cash-generating units after deducting costs of disposal of 
the assets , or value in use, whichever is higher. If the 
carr ying amount of an asset or cash-generating unit 
exceeds its recoverable amount, the carrying amount of the 
asset is reduced to its recoverable amount and impairment 
loss is recognized. In the calculation of its value in use, 
certain assumptions regarding useful life, future cash flow, 
growth rate, discount rate, etc., of the asset are used.
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　These assumptions are determined based on past 
per formance, best estimates, and judgments based on 
business plans approved by the management of the 
Company. The assumptions, however, may be affected by 
modifications in business strategies and changes in market 
environment . I f any change to these assumptions is 
required, the amount of impairment loss to be recognized 
may be significantly affected.

Valuation of Financial Instruments

The Group holds f inancial assets such as securities and 
derivatives, and uses certain assumptions in the valuation 
thereof. Fair values are determined in accordance with 
calculation procedures such as the market approach, as well 
as referencing market prices. In particular, the fair value of 
stocks that are actively traded in the market, among other 
securities and financial assets, is determined based on the 
market price. The fair value of stocks that are not actively 
traded in the market is evaluated at the amount calculated 
by using obser vable market data , or at the amount 
ca lculated pr imar i ly by the market approach us ing 
unobservable inputs.
　Management evaluates whether the valuation of fair 
value of financial instruments is conducted in a reasonable 
manner. However, fair value to be recognized may be 
signif icantly af fected if any revision to the estimate is 
required due to unforeseeable changes in assumptions that 
underlie the value.

Valuation of Defined Benefit Obligation

Defined benefit obligation and retirement benefit costs are 
recorded on the basis of pension actuarial calculations. 
These calculations are dependent upon such factors as the 
discount rate, future compensation levels , employee 
turnover, and mortality rates, among others.
　Management evaluates whether those assumptions that 
underlie the above values are reasonable. However, if the 
actual values of these factors vary from the forecast values, 
or if the assumptions that underlie these values change, the 
Company may be significantly impacted by the recognition 
of such costs or by the recording of such liabilities, on a 
consolidated basis.

Provisions

Provisions are recognized when the Group has a present 
obligation (legal or constructive) as a result of a past event, 
it is probable that the obligation will be required to be 
settled, and a reliable estimate can be made of the amount 
of the obligation. Where the effect of the time value of 
money is material, provisions are measured based on the 
present value using a discount rate ref lecting the risks 
specific to the liability.
　Such provis ions are calculated based on the best 
estimate, taking uncer tainties on the closing date into 
consideration. However, the amount may be impacted in 
c a se  o f  any  un fo r e seeab l e  even t s  o r  changes  i n  
circumstances. If the actual result varies from the estimate, 
the amount of obl igat ions to be recorded may be 
significantly affected.

Collectability of Differed Tax Assets

Deferred tax assets are recognized to the extent that it is 
probable that taxable profits will be available against which 
carry forwards of unused tax losses, tax credit carry-
forwards and deductible temporary differences can be 
utilized. Deferred tax assets are reassessed at the end of 
the f iscal year and reduced by the amount of any tax 
benefits that are not expected to be realized.
　The Group records deferred tax assets based on future 
taxable income and ongoing tax planning that emphasizes 
cautious and highly implementable approaches. Thus, we 
determine that the collectability is evaluated based on 
reasonable estimates. However, such estimates may be 
impacted in case of any unforeseeable events or changes in 
circumstances. If the actual result varies from the estimate, 
costs to be recognized and assets to be recorded may be 
significantly affected.

Reporting Period of Dentsu Aegis Network Ltd.
and Its Subsidiaries

The fiscal year-end date of Dentsu Aegis Network Ltd. and 
the subsidiaries under its control (hereinafter collectively 
referred to as “Dentsu Aegis Network”), which operate the
Group’s international advertising business, is December 31; 
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hence the Group consolidates the f inancial results of 
Dentsu Aegis Network for the period from January 1, 2014 
to December 31, 2014 into the consolidated financial results 
for the fiscal year under review.
　While there is a three-month difference between the 
f iscal year-end of Dentsu Aegis Network and that of the 
Company, the impact from such difference in the reporting 
periods on the Consolidated Statement of Financial Position 
and the Consolidated Statement of Income is limited. With 
respect to signif icant transactions or events occurring 
dur ing the t ime gap,  the Group makes necessar y 
adjustments and appropriate arrangements in order to 
ass is t the user s of f inancia l s tatements to proper ly 
understand and assess the Consolidated Statement of 
Financial Position and the Consolidated Statement of 
Income of the Group.
　From fiscal 2015, the year-end of the Company and its 
subsidiaries whose closing date does not fall on December 
31 will be changed to December 31. The change resolves 
the difference in reporting periods. However, for the fiscal 
year ending December 31, 2015, the reporting period of 
the Company and its major subsidiaries engaging in the 
Japan business covers nine months, from April 1, 2015 to 
December 31, 2015. The reporting period of subsidiaries 
engaging in the international business covers 12 months, 
from January 1, 2015 to December 31, 2015.

Operating Results for the Fiscal Year under Review

Revenue and Gross Profit

Consolidated revenue for the f iscal year under review 
reached 728.6 billion yen (up 10.4% from the previous fiscal 
year), and gross profit totaled 676.9 billion yen (up 10.1%).
　Of the gross prof it , 333.9 billion yen (up 1.7%) was 
generated from the Japan business. This amount was higher 
than in the prev ious f isca l year, large ly due to the 
contribution of sponsorship sales including the 2014 FIFA 
World Cup Brazil™ and the Tokyo 2020 Olympic and 
Paralympic Games, despite the effects of a consumption tax 
hike in April.
　Gross profit from the international business was 343.2 
billion yen (up 19.6%). The organic gross profit growth rate 
in the international business rose 10.3% year on year, 
marking a double-digit expansion, mainly from new clients. 
Growth rates by region show that all recorded higher 
growth than in the previous fiscal year, with EMEA up 9.7%; 
the Americas, 7.9%; and APAC, 14.4%.
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Selling, General and Administrative Expenses,
Other Income, Other Expenses and Operating Profit

Consolidated selling, general and administrative (SG&A) 
expenses for the f iscal year under review came to 572.0 
billion yen (up 11.9% from the previous fiscal year), primarily 
due to increases in staff costs and operating expenses in 
the international business.
　Other income was 39.1 billion yen (up 243.8%), and 
other expenses came to 11.6 billion yen (up 56.0%). Major 
factors behind the increases in other income and other 

expenses are related to the sale of proper ty, plant and 
equipment, intangible assets and investment proper ty 
during the f iscal year under review.
　As a result, operating prof it for the f iscal year under 
review reached 132.3 billion yen (up 23.3%).

Share of Results of Associates, Finance Income or Costs, 
and Profit for the Year

Share of results of associates for the f iscal year under 
review was 7.1 billion yen (up 51.3% from the previous 
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f iscal year), and the net dif ference between f inance 
income and f inance costs came to 5.1 bi l l ion yen in 
costs. As a result, prof it before tax came to 134.2 billion 
yen (up 21.2%).
　Of the prof i t for the year, der ived by deduc t ing 
income tax expense from prof i t before tax , prof i t 
attributable to owners of the parent reached 79.8 billion 
yen (up 20.1%).

Factors Affecting Operating Results

Conso l ida ted r evenue i s  de r i ved p r imar i l y  f r om 
adver tising services in the four traditional mass media 
fo r ma t s  a nd  o t he r  ad ve r t i s i n g  s e r v i ce s ,  ma i n l y  
interactive media and out-of-home, or OOH, media 
(billboard, transit and other), as well as related creative 
services. Commissions from media companies on the 
sale of media time and/or space represent the largest 
contribution to revenue, with the key revenue source 
being commissions for adver tising time and/or space 
through the four traditional mass media formats. 
　The main factors affecting revenue from advertising in 
these tradit ional mass media formats are descr ibed 
below: 

　• Overall adver tising expenditures, which f luctuate
 with changing industry conditions such as general
 economic conditions , technological innovations ,
 d e r e g u l a t i o n  a n d  h e i g h t e n e d  co m p e t i t i o n ;
　• The Group’s competitive position vis-à-vis other
 advertising companies;
　• Rates charged by media companies for adver tising
 time and/or space; and
　• Changing adver tiser needs for adver tising across
 different media.

　With increas ing popular i t y in recent year s ,  the 
Internet is f irmly in second place, behind television, as 
the medium garnering the most contact time in homes 
across Japan. As the media environment evolves, the 
needs of adver tisers become increasingly sophisticated. 
Adver tisers are par ticularly interested in effective and 
ef f icient media planning that integrates the Internet , 
mobile phone and other interactive media with the 

traditional mass media formats. Increasingly, they seek 
verif ication of adver tising ef fectiveness. To accurately 
address these client needs, the Dentsu Group strives to 
provide high value-added cross-media campaigns.
　Recent trends indicate heightened appreciation for 
integrated ser vices that cover a broad spectrum of 
media domains as well as tools that verify cost eff iciency 
and adver tising effectiveness. The Group believes this 
will result in an increase in the number of transactions 
between adver t i se r s  and fu l l - se r v i ce adver t i s ing 
companies.
　The Group frequently provides promotional services 
and other adver t is ing ser v ices in combinat ion with 
adver t is ing in the four tr adi t ional mass media . For 
example , in promot ional ser v ices , c l ient s t ypica l ly 
combine advertising campaigns in traditional mass media 
with point-of-purchase, or POP, displays, promotional 
events and other approaches to encourage consumers 
to buy the client company’s products or subscribe to its 
services. Demand for traditional mass media advertising 
may f luctuate independently of demand for combined 
ser vices , but the fac tors that inf luence one type of 
advertising will impact the other types as well.
　The Group a lso secures revenue f rom ser v ices 
related to enter tainment and spor ts marketing. These 
se r v i ce s  i n c l ude t he  p roduc t ion ,  ma r ke t i ng  and 
establishment of marketing tie-ins for, and the selling or 
brokering of, sponsorship, broadcasting and other rights 
to such content as movies , spor ts events , music and 
other forms of enter tainment. A breakdown of revenue 
from such services shows net proceeds or commissions 
on the purchase and sale of content-related r ights , 
returns on rights or interests in content owned as well 
a s  cons ide r a t ion for  se r v i ces .  Revenue may va r y 
depending on such factors as the location and timing of 
the enter tainment and spor ts events, the terms under 
which the Group companies acquire the rights, the level 
of consumer demand for, or interest in, the associated 
content , and the leve l of demand for these r ight s , 
especially by advertisers and broadcasters.
　In addition, the Group earns revenue from solutions 
services, including customer relationship management 
(CRM), e-marketing and system conf iguration. Revenue 
from these services is not only affected by factors that 
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impact adver tising services but also investment trends 
pertaining to system development.
　As the fac tor s that inf luence revenue , t rends in 
revenue may dif fer among the countr ies in which the 
Group operates, based on such factors as the business 
c l imate in each countr y,  deve lopment s in speci f ic 
indus tr ies ,  the compet i t ive pos i t ion of the Group 
vis-à-vis other adver tising companies, as well as market 
practices regarding remuneration for services and shifts 
in demand among clients for adver tising in dif ferent 
media. Exchange rate f luctuations between the yen, the 
repor ting currency for the Company’s consolidated 
results, and the currencies of other countries in which 
the Group operates also have an effect on revenue. 

Current Status of Management Strategies and Outlook

(1) Basic Management Policies
With the completion of the acquisition of Aegis Group 
plc (here inaf ter “Aegis”;  i t s name was changed to 
Dent su  Aeg i s  Ne t wor k  L td .  on Mar ch 26 ,  2013 ;  
hereinafter “Dentsu Aegis Network” when referring to 
this company af ter the acquisition) in March 2013, the 
Dentsu Group has evolved into a truly global network. 
Tak ing  t h i s  oppor tun i t y,  Dent su  fo r mu la ted t he 
medium-term management plan “Dentsu 2017 and 
Beyond,” implemented in the f iscal year ended March 31, 
2014.
　In recent years, various advancements in technology 
have been made, and as the behavior of consumers 
changes, it has become diff icult for many companies to 
achieve satisfactory results from marketing activities in 
the absence of coordination between initiatives. As such 
marketing convergence advances, the Group strives to 
evolve into the wor ld ’s lead ing g loba l network to 
contribute to raising corporate value for every type of 
client.

　U nde r  t h i s  po l i c y,  t h e  cu r r e n t  med i um - te r m 
management plan has def ined the following four points 
as its framework:

　• Diversifying the portfolio on a global basis;
　• Evolving and expanding in the digital domain;
　• Re-engineering business processes and improving
 profitability; and
　• Further reinforcing the business platform in the core
 Japanese market.

(2) Targeted Management Indicators
Targets for the f iscal year ending December 31, 2017 
were set as follows:

　• Gross profit compound annual growth rate (CAGR):
 3%–5%;
　• Ratio of gross profit generated from markets outside
 of Japan: 55% or higher;
　• Ratio of gross profit generated from digital businesses:
 35% or higher; and
　• Underlying operating margin: 20% or higher.

　Fur thermore, from the f iscal year under review, the 
Group has applied IFRS in addition to Japanese GAAP. 
In l ine w i th th i s  change ,  oper at ing marg in i s  now 
calculated utilizing “underlying operating prof it” instead 
of “operating prof it before amortization of goodwill and 
other intangible assets.” There has been no change to 
target f igures.
　The Company and its subsidiaries with closing dates 
other than December 31 are scheduled to change their 
clos ing dates to December 31 from the f isca l year 
ending December 31, 2015. Therefore, for the Company 
and i t s  subs id ia r ies w i th c los ing dates other than 
December 31, the f iscal year ending December 31, 2015 
will correspond to the f iscal period for the nine months 
from April 1, 2015 to December 31, 2015, and for its 
subsidiaries with closing dates of December 31, the f iscal 
year ending December 31, 2015 will correspond to the 
f iscal period for the twelve months from January 1, 2015 
to December 31, 2015, as before.

Note: Underlying operating margin is the underlying operating profit divided by gross profit.

Current Status

Dentsu Annual Report 2015 — 44



(3) Tasks to Be Addressed by the Group and Its Management
 Strategy
1) Diversifying the portfolio on a global basis
The gross prof i t organic growth rate in the Group’s 
international business operations for the f iscal year under 
review was 10.3%, achieving a rate higher than those of its 
competitors in consecutive years. As a result, the gross 
profit international ratio increased 4.0 percentage points 
(ppt) year on year, to 50.7%.
　The Group believes the reasons for such robust growth 
include:
　• Through the Group’s unique “One P&L” business model
 for its international business operations, each Group
 company sets shared business targets, realizes seamless
 cooperation, and provides superior comprehensive
 client services; and
　• Based on the above, each Group company provides
 one - s top  so l u t i ons  to  mee t  c l i e n t  need s  by
 cooperating and coordinating, leveraging their unique
 streng ths , and creating expanded business from
 existing clients, in addition to solid acquisition of new
 accounts.
　Moving forward, util izing the client bases that the 
Company and Aegis have built up to this point, the Group 
will work to globally expand its strengths in the digital 
domain as well as in the areas of spor ts marketing and 
content creation, while making use of M&As to establish 
and expand a globally competitive global network.

2) Evolving and expanding in the digital domain
Gross prof it in the Japanese digital domain for the f iscal 
year under review increased 12% year on year, continuing 
to achieve double-digit growth.
　Outside of Japan, the Group implemented M&As in 
various digital domain sectors in the f iscal year under 
review as well. Of the M&As conducted over the course of 
the year, 11 were in the digital domain, which is approx-
imately half of the total. In recent years, programmatic 
tr ading is accelerat ing grow th in the dig i ta l sec tor. 
Programmatic trading is a transac t ion method that 
automatically purchases advertising space in various media 
based on a variety of data, in order to meet client needs 
and match degrees of interest from users. Within the 
Group, Amnet is responsible for business in this domain 

worldwide, and its turnover in the fiscal year under review 
has doubled compared with the previous fiscal year. Due to 
growth via M&As and internal growth, the composition of 
digital in the Group’s international business operations grew 
2 ppt year on year, to 43%.
　As a result, the share of digital across the entire Group 
was up 3 ppt, to 30% for the f iscal year under review, 
making progress toward the goal of 35% for the fiscal year 
ending December 31, 2017.
　In the digital domain, the Group will continue to utilize 
aggressive M&As and work to improve its capabilities and 
quality of service.

3) Re-engineer ing business processes and improving
 prof itability
Plans for the underlying operating margin for the fiscal year 
under review called for lower results than in the previous 
fiscal year. This was in order to conduct forward investment 
in the Group’s international business to s treng then 
infrastructure and implement shared services to improve 
services in the IT and finance sectors. These investments in 
the Group’s in ter nat iona l  bus iness to s t reng then 
infrastructure did not signif icantly exceed budgeted 
amounts, and made steady progress in line with initial 
schedules.
　Additionally, in the Group’s Japan business , steady 
progress was made regarding measures to reduce costs, 
and, aided by the effects of continued cost controls, the 
underlying operating margin in the Japan business was 
23.9%, an improvement of 0.2 ppt year on year.
　While aiming for growth in the top line in both its Japan 
and international businesses, the Group will continue to 
improve operational efficiency and cost controls to increase 
profitability across the entire Group, toward achieving the 
goal of “underlying operating margin of 20% or higher,” as 
set for th as one of the objectives of the medium-term 
management plan.

4) Fur ther reinforcing the business platform in the core
 Japanese market
The Group’s greatest s treng th is i ts s trong business 
platform in Japan, and this has not changed. In its business in 
this key market for the f iscal year under review, despite 
concerns over a pullback in demand in the wake of the
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consumption tax increase in April following the rush in 
demand leading up to the increase, positive growth was 
achieved, notwithstanding the strong growth demonstrated 
in the previous fiscal year.
　In Japan as well, the speed of marketing convergence is 
advancing. In light of such changes to the environment, the 
Group has already begun to strengthen capabilities in 
doma ins  such a s  CRM , bus ines s  i n te l l i gence and 
e-commerce.
　By expanding bus iness in such domains , fur ther 
improving service quality in the promotion and creative 
domains, and adding an additional layer of strength to 
competitiveness in the mass media business, the Company 
will work to increase its problem-solving abilities and 
capability to create profits in a greater number of domains, 
in its efforts to evolve into a partner who can support the 
success of its clients from a variety of angles.
　Addit ionally, the Company was designated as the 
exclusive marketing agency for the Tokyo Organising 
Committee of the Olympic and Paralympic Games. As a 
result , the Company will provide suppor t for creating 
market ing plans and sponsorship sales . Concerning 
sponsorship sales, nine Gold Sponsors were finalized during 
the fiscal year under review, and progress has been steady. 
The Company will continue to fulf ill its role to serve the 
Tokyo Organising Committee as a marketing partner.
　 In Japan, small signs of a recovery in personal con-
sumption were beginning to be seen against a backdrop of 
strong corporate earnings, higher wages and improve-
ments in the employment market. Using the economic 
environment as a springboard, the Company will aim to 
achieve growth that outpaces the market.

5) Promotion of CSR activities as a global network
Using the ISO 26000 international CSR standard as a base, 
in 2013 the Group updated the “Dentsu Group Code of 
Conduct” basic CSR pr inciples , which dictate action 
guidelines for management and employees of the Dentsu 
Group across the world to fulfill their social responsibilities. 
Under this code, the following seven core themes are used 
as a bas ic fr amework for CSR ac t iv i t ies : corporate 
governance; respect for human rights; ensuring a safe and 
civilized working environment; environmental protection; 
fair business practices; addressing consumer issues; and 

contributing to the development of the community.
　In addition, with a view to conducting activities on an 
international scale, the Group has been involved in the 
United Nations Global Compact since 2009, and in its role 
as one of the leading companies of the Japan Network, the 
Group has been advancing activ i t ies to identif y and 
consider socia l issues from a g lobal per spec t ive in 
cooperation with other member companies.
　During the fiscal year under review, the Group deepened 
cooperation with Dentsu Aegis Network, which has been 
operating under the medium-term CSR plan, “Future 
Proof,” since 2010, as announced by Aegis. Under the 
above, joint ac t iv i t ies such as char i ty programs and 
measures to reduce env i ronmenta l  burdens were 
conducted. 
　Moving forward, while seeking to heighten awareness of 
CSR issues across the entire global network, a shared 
medium-term CSR plan will be def ined, and as a leading 
global group in the communications domain, the Group will 
work to real ize a sus ta inable society, and increase 
participation in CSR activities in both business domains and 
independent activities.
　For detai ls on individual ac tiv i t ies , please see the
Dentsu CSR Report (http://www.dentsu.com/csr/index.html).
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Analysis of Capital Resources and Cash Liquidity

Assets, Liabilities and Equity

Total assets as of March 31, 2015 rose 473.6 billion yen 
from March 31, 2014, due to increases in cash and cash 
equivalents and trade and other receivables. Meanwhile, 
total liabilities rose 288.2 billion yen, due to higher trade 
and other payables and long-term borrowings. Total equity 
increased 185.3 billion yen, mainly due to the posting of 
profit for the year.

Cash Flows

As of  March 31,  2015 ,  ca sh and ca sh equ iva lent s  
(hereinafter “cash”) amounted to 365.3 billion yen from the 
253.3 billion yen posted at the end of the previous f iscal 
year. As net cash provided by operating activities and 
f inancing activities exceeded net cash used in investing 
activities, cash at the end of the f iscal year under review 
increased 112.0 billion yen from the end of the previous 
fiscal year.
　Net cash provided by operating activities amounted to 
112.3 billion yen, an increase of 20.4 billion yen from the 
previous f iscal year, primarily due to the increase in profit 
before tax.

　Net cash used in investing activities amounted to 25.6 
billion yen, a decrease of 285.6 billion yen, primarily due to 
the decrease in purchase of investments in subsidiaries.
　Net cash provided by f inancing activities amounted to 
8.3 billion yen, a decrease of 209.1 billion yen from the 
previous f iscal year, pr imar ily due to the decrease in 
proceeds from long-term borrowings.

Capital Requirements

The Group’s principal working capital requirements are 
payments for the purchase of advertising time and/or space 
and the production of advertisements, as well as personnel 
costs and other SG&A expenses.
　In recent years, capital requirements have increased for 
investments in the digital and global domains in the course 
of exploring different advertising opportunities.

Financial Policy

The Group’s primary source of funds is cash generated 
from internal reserves, shor t-term borrowings and the 
issuance of commercial paper. The Group has generally had 
positive working capital (current assets minus current 
liabilities) on a consolidated basis. In the previous fiscal year 
and the f iscal year under review, the Group’s working 
capital recorded positive amounts of 102.4 billion yen and 
170.6 billion yen, respectively.
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Operating and Other Risks

The operating results, share price and financial position of 
Dentsu and, by extension, the Dentsu Group are subject to 
various risks, as described below.
　Any forward- look ing s tatements in the fol lowing 
discussion are based on the judgment of management as
of the date of f iling the securities report.

Overall Industry-related Risk

Risk related to f luctuations in the economic and business
environments
The f inancial results of the Dentsu Group and other 
companies in the advertising industry are highly susceptible 
to changes in the market and business conditions because 
many adver tisers adjust their spending in response to 
changes in these conditions.
　Management has taken steps, such as diversifying the 
types of services the Group provides and geographic 
regions in which the Group operates, to reduce exposure 
to the impact of f luctuations in economic and business 
environments. Nonetheless, the Group’s f inancial results 
may be influenced by macroeconomic trends in Japan and 
fluctuations in the operating environment of key domestic 
indus t r y sec tor s that have s ign i f i cant adver t i s ing 
expenditures. In addition, changes in business conditions 
outside Japan, such as an economic slowdown or exchange 
rate f luctuations, could also adversely af fect business 
conditions in Japan, and therefore adversely affect the 
results of operations of the Group’s business in Japan.
　In April 2017, Japan’s consumption tax rate is scheduled 
to be raised from 8% to 10%. Such a tax increase may 
adversely affect the Japanese economy in general, and in 
par ticular, curb consumer spending, which could in turn 
reduce the demand for the Group’s services and negatively 
impact its results of operations.
　The Great East Japan Earthquake that occurred in March 
2011 adversely af fected the Japanese economy due to 
supply chain disruptions, electricity shortages and other 
factors. While economic and business conditions in Japan 
have improved since then, there is no assurance that 
conditions may not deteriorate again in the future, including 
as a result of future earthquakes or other natural disasters.

　To ensure short-term liquidity, Dentsu established a bank 
credit l ine of up to 50.0 bil l ion yen via a syndication 
ar r angement . Also, Dentsu Aegis Network and i t s 
subsidiaries established a bank credit line of 500 million 
pounds (approximately 89.0 billion yen) as a contingency 
fund. In addition, to improve cash eff iciency within the 
Group, a cash management system (CMS) was introduced 
so that Dentsu could bor row cash f rom domes t ic 
consolidated subsidiaries. A Groupwide f inance system is 
now in place that enables nearly all domestic consolidated 
subsidiaries that require funding to borrow funds acquired 
for this purpose from other domest ic consol idated 
subsidiaries with excess cash. Also, a global CMS has been 
introduced at Dentsu Aegis Network , through which 
overseas cash is consolidated in London.
　The Japanese rating agency Rating and Investment 
Information, Inc., or R&I, has assigned a rating of AA- to 
Dentsu’s long-term debt and a rat ing of a-1+ to i t s 
short-term debt.

Management Issues and Future Policies

See Current Status of Management Strategies and Outlook  
on page 44.
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its financial targets and other goals is based on a number of 
underlying assumptions, including assumptions regarding 
factors beyond its control such as growth in adver tising 
expenditures globally, foreign currency exchange rates and 
interest rates, as well as general economic growth rates of 
countries in which the Group operates. If any of these 
assumptions proves to be inaccurate, the Group may be 
unable to achieve its f inancial targets and other goals. In 
addition, there is no assurance that management will be 
ab le to success fu l l y  implement the medium-term 
management plan.

Risk related to common business practices
In Japan, Dentsu Group companies are liable for payment 
to media companies regardless of whether they receive 
payment from their clients. This practice exposes the 
Group to the risk of payment default by advertiser clients, 
including as the result of the bankruptcy of clients. An 
increase in payment defaults by clients could adversely 
affect the Group’s results of operations. The nature of the 
adver t is ing business is such that sudden changes in 
adver tising proposals and actual adver tisements are 
frequent. The Group strives to preclude problems related 
to work for clients through measures such as encouraging 
the conclusion of basic written contracts with them, but 
unforeseen events or disputes with clients may arise.
　Overseas , especially in Europe and the Amer icas , 
relationships between advertisers and advertising agencies 
are usually exclusive within a particular industry. In Japan, 
however, these relationships are typically less exclusive. 
Accordingly, the Dentsu Group, like other adver tising 
agencies in Japan, handles multiple clients in a single 
industry. If the practice in Japan were to change in favor of 
exclusive relationships , and if the Group’s ef for ts to 
respond to such a change were ineffective, its results of 
operations could be adversely affected.

Competition-related Risk

Risk related to competition among advertising agencies
The Dentsu Group faces increasing competition from 
advertising agencies in Japan and overseas.
　In Japan, mergers among domestic advertising companies 
or other reorganizations of the domestic industry, or further 

　With the acquisition of the major British adver tising 
agency Aegis in March 2013, the proportion of the Group’s 
gross profit accounted for by its operations outside of Japan 
increased signif icantly, to 50.7%, in f iscal 2014. With this 
development, downturns in the economies and business 
environments of the principal markets in which the Group 
operates outside of Japan could have an increased adverse 
impact on its overall results of operations.

Risk related to technological innovation and structural changes 
in the media
Developments in technology and structural changes in the 
media are having an increasing impact on the Dentsu 
Group’s  bus ines s .  Accord ing to 2014 Adve r t i s i ng  
Expendi tures in Japan ( issued by Dentsu), Internet 
advertising expenditures have continued to grow since the 
first survey in 1996 and have reached a level surpassing the 
amounts allocated to newspaper, magazine or radio 
adver tising, which are three of the four traditional mass 
media (newspapers, magazines, radio and television).
　Management be l ieves that the deve lopment of  
Internet-based and other new media adver tising should 
contribute to expanding the overall advertising market by 
generating synergies between adver tising in the four 
traditional mass media and such new adver tising. The 
Dentsu Group also believes that it has already secured a 
leading position in Japan not only in advertising in the four 
traditional mass media but also in Internet advertising, and 
the Group continues to seek to explore and exploit further 
business opportunities.
　Nevertheless, if the Group cannot cope appropriately 
with changes in the media structure associated with the 
rapid pace of technological innovation, i ts results of 
operations could be adversely affected.

Risk related to shortfalls in financial targets and other goals
Pursuant to the Dentsu Group’s new medium-term 
management plan—Dentsu 2017 and Beyond—the Group 
has set f inancial targets and other goals to be achieved by 
the fiscal year ending December 31, 2017. For example, the 
Group intends to continue to increase the proportion of its 
revenue from business outside of Japan by enhancing and 
ex tending i t s new global network formed with the 
acquisition of Aegis. However, the Group’s ability to achieve 
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　However, if the Group is unable to provide services that 
match the needs of existing or new advertisers and media 
companies, the Group may be adversely affected, including 
by the termination of business relationships, the reduction 
of accounts or unfavorable changes in the terms of business. 
　In recent years, advertisers have sought to consolidate 
their media service activities with one advertising agency to 
boost advertising efficiency and reduce costs. For this and 
other reasons, the Group and other advertising companies 
have experienced a decrease in the prof itability of mass 
media advertising services. If this trend persists, the Group’s 
results of operations could be further adversely affected.

Risk Related to Effor ts to Reinforce Domestic Service
Capabilities

Risk related to the development of information technology 
processes and databases
The Dentsu Group is currently involved in research and 
development on information technology processes and 
databases that verify the effectiveness of clients’ advertising 
activities and marketing budgets. Through these effor ts, 
management seeks to bring latent demand to the surface 
and expand its share of the Japanese advertising market. 
However, it is unclear if or when the results of these efforts 
will be marketable and put to practical use. Moreover, even 
if the Group is able to develop marketable services from its 
R&D activities, these services may not produce the results 
the Group expects, especially if the needs of clients have 
changed signif icantly or technological challenges preclude 
widespread use of the services.

Risk related to investments in media and Internet advertising 
businesses
To reinforce the Dentsu Group’s position in the media 
markets and otherwise expand its business, the Group has 
made investments in the four traditional mass media, OOH 
media (out-of-home media such as transit and billboard) and 
satellite media (broadcast and communication satellites), as 
well as in related research and business development 
programs. However, if demand for media adver tising 
becomes stagnant or competition in the media advertising 
market intensif ies, profits and other business results may 
not be sufficient to generate the return the Group expects 

entry into the market by large global advertising companies, 
could alter the structure of Japan’s advertising industry and 
increase the competitive pressure that the Group faces. 
Going forward, the Group’s results of operations could be 
adversely affected by increased competition to secure 
clients if the Group is unable to respond effectively to 
changes in the structure of the industr y or standard 
business practices prompted by such developments.
　Outside of Japan, the Group competes with large global 
adver t is ing companies , some of which have greater 
geographic scope and greater f inancial, human and other 
resources than the Group, as well as with smaller agencies 
that specialize in one or more countries or local markets. 
To the ex tent that the Group is not able to remain 
competitive and obtain and retain key clients, its results of 
operations may be adversely affected. 

Risk related to competition from new market entries and from 
adjacent industries
The rapid expansion and diversif ication of the advertising 
field is giving rise to competition from an increasing number 
of companies in adjacent industr ies, including general 
trading and consulting companies. Fields related to Internet 
advertising and social networking services are also seeing a 
sharp increase in the number of new market entrants, and 
the Dentsu Group competes with these companies in the 
development and expansion of new businesses. If the 
Group is unable to respond effectively to client needs in 
such business domains from either a service or a cost 
perspective, or if the entrance of new companies into these 
new markets suddenly causes rapid changes in customary 
adver tising business practices, the Group’s results of 
operations could be adversely affected.

Risk Related to Advertisers and Media Companies

The Dentsu Group has formed business ties with major 
advertisers in Japan and has maintained stable, long-term 
relationships with a large majority of its current clients. 
　The Group has also established strong relationships with 
Japan’s mass media companies, which enhances its ability to 
coordinate operat ions and sales ac t iv i t ies between 
adver tisers and media companies, and thereby facilitate 
transactions.
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content have been diversifying in recent years. Moreover, 
the success of the Group’s content business depends 
primarily upon acceptance by the general public, which can 
be diff icult to predict. Therefore, if these investments in 
content or events do not develop as planned or do not 
realize the benef its expected, the Group’s results of 
operations may be adversely affected.

Risk Related to Global Businesses

Risk related to the acquisition of Aegis
On March 26, 2013, the Dentsu Group completed the 
acquisition of Aegis for approximately 3,164 million pounds. 
The acquisition of Aegis, with its leading position in Europe 
and a strong position in other global markets, is an integral 
part of the Group’s strategy to grow beyond the Japanese 
market. However, there can be no assurance that the 
Group will be able to recoup this substantial investment 
through successfully integrating Aegis’s business. Specifically, 
the anticipated benef its and synergies resulting from the 
acquisition are subject to, among other things, the following 
uncertainties:

• The Group may face signif icant challenges in combining
 Aegis’s infrastructure, management and information
 technology systems with Dentsu’s;
• Management’s focus on the integration could result in
 distraction from other operating objectives;
• There may be dif f icult ies in conforming s tandards ,
 controls, procedures and accounting and other policies, as
 well as business cultures and compensation structures;
• The Group may not be able to retain key clients of Aegis;
• The Group may not be able to retain key personnel at
 Aegis; and
• The Group may not be able to successfully leverage
 Aegis’s networks in Europe, the United States and
 emerging markets to increase its share of the global
 advertising market.

　The Group continues to pursue strategic business 
acquisitions globally as a part of its ongoing growth strategy. 
However, if it is not able to achieve the anticipated benefits 
of these acquisitions in full or in a timely manner, the Group 
could be required to recognize impairment losses; it may 

from these investments in R&D and commercialization.
　 In the Internet adver tis ing domain, as adver tis ing 
methods diversify and demands from clients expand, the 
Dentsu Group has been actively establishing alliances with 
leading, specialized agencies as well as investing in other 
specialized companies and technologies. These moves 
suppor t the Group’s ef for ts to fur ther promote and 
propose cross-media campaigns that are aimed at creating 
effective synergies among multiple media and creative 
outlets that are ef fective in light of target consumers’ 
behav ior pat terns .  The Group is a l so focus ing on 
performance-based advertising, a method of ad delivery 
which utilizes plat forms that employ ad technologies 
processing vast amounts of data to provide automatic or 
instantaneous optimization of advertising. However, if the 
Group’s ef for ts fai l to adequately address the rapid 
progress in technologies and services associated with the 
Internet advertising domain, the Group may be unable to 
realize its initially expected return on these investments.

Risk related to expansion of the promotion business
The importance of promotional activities has been rising for 
advertisers, and the market is expanding. Taking advantage 
of this oppor tunity, the Dentsu Group has established 
several specialized companies in promotion-related f ields 
such as point-of-purchase marketing, f lyer production, 
direct business and client access in order to expand its 
future promotion business. However, if demand for these 
services falls shor t of expectations, or if the Group is 
unable to maintain competitiveness with other solutions 
providers , the Group may not realize the return on 
investments that it expects. 

Risk Related to Content Business

The Dentsu Group actively invests in the acquisition of 
r ights to, and in the production of, f i lms , televis ion 
programs, sports events and music, and seeks to generate 
profits from the production, distribution, sale and licensing 
of f ilms and other content as well as from the sale of 
sponsorships, broadcasting r ights and content-related 
adver tising. However, these projects may extend over 
several f iscal years and require signif icant acquisition costs 
and financial commitments. In addition, media that provide 
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not be able to recoup its investment; and its business, 
f inancial position and results of operations could be 
materially and adversely affected.

Additional risks related to international business development
With the acquisition of Aegis, the Dentsu Group’s global 
operations have expanded to over 120 countries. The 
Group’s global operations are subject to a number of risks, 
including but not limited to the following:

• Diff iculties in monitoring and coordinating operations in
 such a large number and wide range of jurisdictions;
• Heightened exposure to any downturn affecting the
 global economy;
• Risks related to foreign laws, regulations and policies,
 including capital and exchange controls;
• Differences in, or conflicts among, the taxation regimes in
 the different jurisdictions in which the Group operates;
• Changes with respect to taxation, including impositions or
 increases of withholding and other taxes on remittances
 and other payments by the Group’s overseas subsidiaries;
• Fluctuations in foreign currency exchange rates;
• Varying standards and practices in the legal, regulatory
 and business cultures in which the Group operates,
 including potential inabili ty to enforce contracts or
 inte l l ec tua l  p roper t y r i gh t s  and res t r i c t ions on
 employment matters;
• Trade restrictions and changes in tariff;
• Risks related to political instability and uncertain business
 environments;
• Changes in the political or economic relationship between
 Japan and the other countries and regions in which the
 Group operates;
• Acts of terrorism, war, epidemics and other sources of
 social disruption; and
• Difficulties associated with managing local personnel and
 preventing misconduct by local third-par ty all iance
 partners.

　Any one or more of these or other fac tors could 
increase the Group’s costs, reduce its revenues or disrupt 
its operations, with possible material adverse effects on its 
business, f inancial condition and results of operations.

Risk related to impairment losses on goodwill and other 
intangible assets
The Dentsu Group carries signif icant amounts of goodwill 
and other intangible assets on its balance sheet, particularly 
as a result of the acquisition of Aegis. Under Japanese 
GAAP, the Group is required to examine such assets for 
impairment whenever events or changes in circumstances 
indicate that the carrying amount of an asset may not be 
recoverable. The recognition of such impairment charges 
may adversely af fec t the Group’s business , f inancial 
condition and results of operations.
 
Risk Related to Maintaining and Developing
Human Resources

The growth potential and competitiveness of the Dentsu 
Group are highly dependent upon attracting, retaining and 
developing excellent human resources. Therefore, Group 
companies strive to attract the necessary talent by hiring a 
s table number of new graduates and by recrui t ing 
mid-career professionals with expertise and experience 
that will make an immediate contribution. At the same 
t ime , the Group endeavor s to promote per sonnel 
development by offering training opportunities according 
to the position and ability of each individual. However, 
these efforts could be sidetracked for all sorts of reasons, 
making it diff icult to attract exceptional people or keep 
them within the Group. If this were to occur, the Group’s 
growth potential and i ts competit ive edge could be 
adversely affected.
　Moreover, the Group is continuing to address issues 
inherent in the management of a greater number of 
employees in diverse cultural and geographic areas , 
particularly with the integration of a large number of new 
overseas employees in connection with the acquisition of 
Aegis. There can be no assurance that the Group will be 
able to attract or retain key employees and successfully 
manage them. The Group’s inability to do so could disrupt 
its business and have a mater ial adverse ef fect on its 
f inancial condition, results of operations and competitive 
position.
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Risk Related to Reliance on Information Technology 
Systems

The Dentsu Group relies on information technology 
sys tems and infras tructure to process transactions , 
summarize results and manage its business , including 
maintaining client marketing and advertising information. 
The Group’s in format ion technolog y sys tems are 
potentially vulnerable to system failures and network 
disruptions , malicious intrusion and random at tack . 
L ikewise ,  data secur i t y incident s and breaches by 
employees and others with or without permitted access to 
its systems may pose a r isk that sensitive data may be 
exposed to unauthor ized per sons or to the publ ic . 
Additionally, the Group utilizes third par ties to store, 
transfer or process data . While the Group has taken 
prudent measures to protect its data and information 
technology systems, there can be no assurance that its 
efforts will prevent system failures or network disruptions 
or breaches in its systems, or in systems of third parties the 
Group uses, which could adversely affect its results of 
operations.

Risk Related to Legal or Regulatory Changes

Advertising companies in Japan, including those under the 
Dentsu Group umbrella, are subject to a number of laws 
and regulations, including the Act against Delay in Payment 
of Subcontract Proceeds, Etc. to Subcontractors and the 
Act on the Protection of Personal Information. At the 
current time, management does not anticipate that these 
laws and regulations will have any material impact on the 
Group’s business. However, the f inancial results of the 
Dentsu Group and other advertising companies could be 
adversely affected if existing laws or regulations governing 
the adver tising activities of adver tisers or the format or 
content of advertisements are strengthened, if new laws or 
regulat ions are introduced , or i f  ex is t ing laws and 
regulations are reinterpreted.
　Members of the Group handle personal and other 
advertiser information in the course of doing business. The 
Dentsu Group’s information security system is certif ied to 
international standards, and the utmost care is given to 
safeguarding informat ion entrus ted to the Group. 

However, in the unlikely event of an information leak or 
other such incident occurring, the Group’s credibility could 
be severely compromised. This could adversely affect its 
financial results.

Risk of Litigation

The Dentsu Group could become involved in litigation 
brought against it directly or indirectly in association with 
the execution of business by members of the Group, 
including claims by clients, organizations, consumers or 
owners of intellectual property.
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