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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”) filed its 
securities report for the fiscal year ended December 
31, 2017 with regulatory authorities.

Significant Accounting Policies and Estimates

The Company’s consolidated financial 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 financial 
statements, management discloses the amounts of the 
reported asset and liability figures 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 figures on the Company’s 
financial position and operating results during the reporting 
period. Management continuously evaluates forecasts and 
assumptions regarding such items as investments, business 
combinations, retirement benefits and corporate taxes, as 
well as contingencies and litigation. Management bases its 
estimates and assumptions on the consideration of several 
factors, given past performance and conditions. These 
results underpin asset and liability book values and reported 
revenue and expense figures. 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 policies may also include important 
assumptions and estimates used in creating the Company’s 
consolidated financial 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 
advertising-related services is recorded based on the 
consideration paid as compensation for such services to the 
Group by advertisers 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 flow 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 Property, 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 Is not subject to 
amortization, and is 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 shall be either the fair value of assets or cash-
generating units after deducting costs of disposal of 
the assets, or value in use, whichever is higher. If the 
carrying 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.

These assumptions are determined based on past 
performance, best estimates, and judgments based on 
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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. If 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 financial 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 observable 
market data, or at the amount calculated primarily by the 
market approach using unobservable inputs.

The fair value of compensation attached to conditions 
arising from the result of business combinations and share 
price obligations is assessed based on valuations calculated 
with the discounted cash flow method using 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 
significantly affected 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 reflecting the risks specific to the liability.

Such provisions are calculated based on the best estimate, 
taking uncertainties on the closing date into consideration. 
However, the amount may be impacted in case of any 
unforeseeable event s or changes in circumstances. If 
the actual result varies from the estimate, the amount of 
obligations 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 carryforwards of unused tax losses, tax credit 
carryforwards and deductible temporary differences 
can be utilized. Deferred tax assets are reassessed at 
the end of the fiscal 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.

Analysis of Operating Results for the Fiscal Year under 
Review

Revenue and Gross Profit

Consolidated revenue for the fiscal year under review 
reached 928.841 billion yen (up 10.8% compared to 
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the previous consolidated fiscal year), and gross profit 
totaled 877.622 billion yen (up 11.2%).

Within gross profit, the Japan business generated 361.902 
billion yen (down 0.4%), roughly in line with the previous 
consolidated fiscal year.

In the Group’s international business operations, gross 
profit was 516.052 billion yen (up 21.1%). The organic gross 
profit growth rate in the international business rose 0.4% 
year on year. By region, growth in EMEA was up 3.1%; the 
Americas, down 1.5%; and APAC, down 0.6%.

Selling, General and Administrative Expenses, Other 
Income, Other Expenses and Operating Profit

Consolidated selling, general and administrative 
(SG&A) expenses for the consolidated fiscal year under 
review came to 751.957 billion yen (up 14.0% compared 
to the previous consolidated fiscal year).

Other income was 23.347 billion yen (up 40.7%), and other 
expenses came to 11.62 billion yen (up 44.1%).

As a result, operating profit for the consolidated fiscal 
year under review reached 137.392 billion yen (down 0.2%).

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

Share of results of associates for the consolidated 
fiscal year under review was 4.222 billion yen (up 25.6% 
compared to the previous consolidated fiscal year), 
and the net difference between finance income and 
finance costs came to 8.048 billion yen in income. As 
a result, profit before tax came to 149.662 billion yen 
(up 12.6%).

Of the profit for the year, derived by deducting income 
tax expense from profit before tax, profit attributable to 
owners of the parent reached 105.478 billion yen (up 26.3%).

Management Policies, Business Environment and Issues 
to Be Addressed

In the Japan business, the Dentsu Group places the 
highest priority on work environment reforms and is 
making every effort to drastically improve approaches 
to work and work styles. The two-year period during FY 
2017 and 2018 is positioned as a time for reforms, thus 
we are promoting corporate infrastructure reforms that 

will enable sustainable growth.
At the same time, responding to the use of data and 

technologies amid ongoing digitization is becoming 
increasingly critical in the Dentsu Group's Japan and 
international businesses. In this changing environment, to 
create the value truly desired by Dentsu Group clients and 
society, we recognize business transformation represented 
by changes in the way we do business to be a pressing issue.

The following are specific issues and initiatives with 
respect to work environment reforms conducted mainly 
in the Japan business and business transformations 
throughout the entire Dentsu Group.

Forward-looking items in the following section were 
determined by the Dentsu Group as of the Securities Report 
filing date.

(1) Working Environment Reforms 
Dentsu understands the seriousness of its Labor 
Standards Law violations and recognizes that it failed 
to fulfill its social responsibilities as a corporation. We 
are engaged in drastic reforms to ensure thorough 
compliance, reduce heavy workloads and improve the 
working environment.

We will shorten working hours and improve operational 
quality, while engaging in the structural reforms to the overall 
function of our corporate infrastructure, as well as promoting 
working environment reforms that are inextricably linked to 
our business transformation.

Specifically, in FY2017 we strove to implement a wide range 
of improvement and reform measures focused on thorough 
labor management, enhanced worker protection, review 
of workflows through job inventories, and smart work styles. 
We also established the Independent Advisory Committee 
for Labor Environment Reforms comprising outside experts 
to provide advice and monitoring with regard to working 
environment reform measures as well as verify the actual state 
of improvements executed through these measures. As a result 
of these efforts, the total amount of time worked by employees 
in 2017 was 2,031 hours, which was lower than the 2,100-hour 
2017 target announced in our basic plan. The employee rate 
of paid leave utilization in 2017 was 64.0%, an improvement 
compared with the 56.0% rate in the previous fiscal year. Going 
forward, Dentsu will steadily implement these reforms with the 
aim of once again becoming a corporate Group trusted by all 
Group employees, business partners, shareholders, investors 
and society at large.
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The ultimate goal is for the Group to become the 
best possible partner when it comes to helping clients 
realize their own business transformations.

(2) Dentsu Group Business Transformation
i. Japan Business
In the Dentsu Group's Japan business, which achieved 
record high profits in the previous fiscal year and was 
impacted by working environment reforms, FY2017 
Japan business gross profit and underlying operating 
profit both decreased compared to the previous fiscal 
year. However, we did achieve the second highest 
gross profit ever.

Dentsu will continue efforts to strengthen competitiveness 
with the aim of achieving sustainable growth in the Japan 
business. Specifically, client companies, the advertising 
industry and consumer behaviors are all changing 
because of technological innovations mainly in digital 
technologies. Client companies tend to emphasize returns 
on advertisement investment, thus we believe it necessary 
to continually refine integrated planning methods based 
on technology and data. Concrete examples of these 
efforts include the promotion of equipment standardization 
through the restructuring of internal systems and proactive 
collaborations and alliances with partners with greater 
specialization to further advance the function of People Driven 
Marketing™, an integrated planning framework launched 
in the previous fiscal year. We aim to further strengthen 
our competitiveness in the marketing communications 
domain through these functional enhancements as well as 
proactive external alliances and investment. Further, amid 
the ongoing advance and increasing complexity of client 
company business issues, we will promote the expansion of 
service lines within the business design domain with regard 
to client management and business development in light 
of the growing importance of providing solutions that take 
into consideration business issues that exist within client 
companies. In addition to our several thousand clients, we 
possess a variety of contact points, including the media 
and platform developers. We will take on the challenge of 
deepening these alliances and linking them to our various 
capabilities to go beyond our traditional business domains. 
The Dentsu Group will promote various measures and 
engage in business transformations within the Group itself 
to evolve into the best possible partner when it comes to 
helping clients realize their own business transformations.

ii. International Business
The Group transformed itself into a full-fledged global 
network through the March 2013 acquisition of Aegis 
Group plc (currently Dentsu Aegis Network Ltd.) and 
has since proactively promoted international business. 
FY2017 was a year in which we took on new challenges, 
including the comprehensive revamping of many client 
companies' traditional marketing activities and the 
transition to marketing utilizing data in response to the 
digital age.

In anticipation of these changes, we are acquiring 
the resources necessary for building a foundation for 
future growth, engaging in several M&A projects that will 
contribute to strengthening our competitiveness and 
improving our capabilities and service quality in the digital 
domain. As a result, the net increase in new business in 
FY2017 within media amounted to a record high $5.2 
billion. Going forward, we will maintain this momentum and 
continue investing in the data domain. In the data marketing 
domain in particular, this will mainly revolve around the 
global deployment of the "M1" data platform developed 
by the Merkle Group Inc., a company we acquired in 
FY2016, for use by the entire Group to create synergies and 
realize greater growth. Further, we will conduct investments 
intended to create a common corporate infrastructure 
contributing to operational standardization, quick decision-
making and business efficiency as well as establish shared 
services to achieve long-term business growth. Going 
forward, we will strive to develop and expand our global 
network to be globally competitive while promoting 
business transformations overseas.

Finally, we will continue to engage in CSR activities 
globally.

Based on the “Dentsu Group Medium-term CSR strategy 
2020” formulated in 2015, the Group is promoting activities in 
pursuit of targets to be achieved by 2020 in four key domains 
including environmental conservation. We also participate 
in activities supporting NGOs with the aim of eliminating 
malaria and tuberculosis through the Common Ground 
campaign engaged in the Sustainable Development 
Goals (SDGs) in conjunction with the world's five largest 
advertising agencies. In addition, this fiscal year we have 
begun updating our current medium-term CSR strategy. 
With regard to the selection of important CSR issues, we 
gather opinions from a wide range of employees, and in 
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order to fulfill our social responsibilities to a greater degree 
than ever through Dentsu Group business activities, we 
see this as an opportunity to encourage managers and 
employees to consider the relationship between their 
own work and society.

In June 2016, in response to a call from the United 
Nations Secretary General, Dentsu announced 
Sustainable Development Goal (SDG) initiatives in 
collaboration with the five largest advertising agencies 
in the world. This campaign, called Common Ground, 
is a groundbreaking initiative that approaches global 
social issues through cooperation overriding competitive 
business relationships.

Moving forward, we plan to continue efforts to enhance 
corporate value by augmenting desirable CSR activities 
as a leading global group in the communication domain.

Analysis of Capital Resources and Cash Liquidity

Assets, Liabilities and Equity

As of December 31, 2017, total assets increased 
by 407,626 million yen compared to the previous 
consolidated fiscal year, due primarily to increases in 
trade and other receivables. Total liabilities increased 
by 239,453 million yen, mainly due to increases in 
trade and other payables and borrowings. Total equity 
increased by 168,173 million yen due to recording of 
net profit and other factors.

Cash Flows

As of December 31, 2017, cash and cash equivalents 
(hereinafter “cash”) amounted to 305,760 million 
yen (242,410 million yen was posted at the end of 
the previous consolidated fiscal year). As net cash 
provided by operating activities and net cash provided 
by financing activities exceeded net cash used in 
investing activities and net cash provided by financing 
activities, cash at the end of the consolidated fiscal 
year under review increased by 63,349 million yen from 
the end of the previous consolidated fiscal year.

Cash flows from operating activities
Net cash provided by operating activities amounted 
to 141,557 million yen (provided 143,585 million yen in 

the previous consolidated fiscal year), primarily due to 
recording of profit before tax.

Cash flows from investing activities
Net cash used in investing activities amounted to 
85,531 million yen (used 156,161 million yen in the 
previous consolidated fiscal year), primarily due to 
purchase of investments in subsidiaries.

Cash flows from financing activities
Net cash provided by financing activities amounted to 
1,226 million yen (used provided 2,539 million yen in 
the previous consolidated fiscal year), as cash provided 
by long-term borrowings exceeded the decrease in 
short-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 from existing advertising opportunities.

Financial Policy

The Group’s primary source of funds is cash generated 
from internal reserves, corporate bonds, short-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 
fiscal year under review, the Group’s working capital 
recorded positive amounts of 18.8 billion yen and 94.3 
billion yen, respectively.

To ensure short-term liquidity, Dentsu established a 
bank credit line of up to 50.0 billion yen via a syndication 
arrangement. Also, Dentsu Aegis Network established a 
bank credit line of 500 million pounds (approximately 71.5 
billion yen) as a contingency fund. In addition, to improve 
cash efficiency within the Group, a cash management 
system (CMS) was introduced so that Dentsu could borrow 
cash from domestic consolidated subsidiaries. A Groupwide 
finance system is now in place that enables nearly all 
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domestic consolidated subsidiaries that require funding to 
borrow funds acquired for this purpose from other domestic 
consolidated 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 rating of a-1+ to its short-
term debt.

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-looking statements in the following 
discussion are based on the judgment of management as of 
the date of filing the securities report.

Overall Industry-related Risk

Risk related to fluctuations in the economic and 
business environments
The financial 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 advertisers 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 fluctuations in economic and business 
environments. Nonetheless, the Group’s financial results 
may be influenced by macroeconomic trends in Japan 
and fluctuations in the operating environment of key 
domestic industry sectors that have significant advertising 
expenditures. In addition, changes in business conditions 
outside Japan, such as an economic slowdown or exchange 
rate fluctuations, could also adversely affect business 
conditions in Japan, and therefore adversely affect the 
results of operations of the Group’s business in Japan.

The Great East Japan Earthquake that occurred in 
March 2011 adversely affected 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.

With the acquisition of the major British advertising 
agency Aegis in March 2013, the proportion of the Group’s 
gross profit accounted for by its operations outside of 
Japan increased significantly, to 54%, in FY2015. 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 business. According to 2017 
Advertising Expenditures 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 advertising, which are three of the 
four traditional mass media (newspapers, magazines, 
radio and television).

Management believes that the development of Internet-
based and other new media advertising should contribute 
to expanding the overall advertising market by generating 
synergies between advertising in the four traditional mass 
media and such new advertising. 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, its results of operations 
could be adversely affected.

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 
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of operations. The nature of the advertising business 
is such that sudden changes in advertising proposals 
and actual advertisements 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 Americas, 
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 advertising 
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 efforts 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 
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 industry or standard business 
practices prompted by such developments.

Outside of Japan, the Group competes with large 
global advertising companies, some of which have greater 
geographic scope and greater financial, 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 extent 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 diversification of the 
advertising field is giving rise to competition from 

an increasing number of companies in adjacent 
industries, 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 advertising 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 operations and sales activities between 
advertisers and media companies, and thereby facilitate 
transactions.

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 profitability of mass 
media advertising services. If this trend persists, the Group’s 
results of operations could be further adversely affected.

Risk Related to Efforts 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’ 
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advertising activities and marketing budgets. Through 
these efforts, 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 significantly 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 advertising becomes stagnant 
or competition in the media advertising market 
intensifies, profits and other business results may not 
be sufficient to generate the return the Group expects 
from these investments in R&D and commercialization.

In the Internet advertising domain, as advertising 
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 
support the Group’s efforts to further promote and propose 
cross-media campaigns that are aimed at creating effective 
synergies among multiple media and creative outlets that are 
effective in light of target consumers’ behavior patterns. The 
Group is also focusing on performance-based advertising, a 
method of ad delivery which utilizes platforms that employ 
ad technologies processing vast amounts of data to provide 
automatic or instantaneous optimization of advertising. 
However, if the Group’s efforts fail 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 opportunity, the Dentsu 
Group has established several specialized companies 
in promotion-related fields such as point-of-purchase 
marketing, flyer production, direct business and client 
access in order to expand its future promotion business. 
However, if demand for these services falls short 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 rights to, and in the production of, films, television 
programs, sports events and music, and seeks to 
generate profits from the production, distribution, 
sale and licensing of films and other content as well as 
from the sale of sponsorships, broadcasting rights and 
content-related advertising. However, these projects 
may extend over several fiscal years and require 
significant acquisition costs and financial commitments. 
In addition, media that provide 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 
difficult to predict. Therefore, if these investments in 
content or events do not develop as planned or do 
not realize the benefits expected, the Group’s results 
of operations may be adversely affected.

Risk Related to International Businesses

Risks related to international business development
With the acquisition of Aegis, the Dentsu Group’s 
global operations have expanded to over 145 countries 
and regions. The Group’s global operations are subject 
to a number of risks, including but not limited to the 
following:

• Difficulties in monitoring and coordinating operations 
in such a large number and wide range of jurisdictions;

• Heightened exposure to any downturn affecting the 
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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 inability to enforce contracts 
or intellectual property rights and restrictions 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-party 
alliance partners.

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

Risk related to impairment losses on goodwill and 
other intangible assets
The Dentsu Group carries significant amounts of 
goodwill and other intangible assets on its balance 
sheet, particularly as a result of the acquisition of Aegis. 
The Group is to recognize impermanent losses when 
the carrying amount of an asset is not recoverable. The 
recognition of such impairment charges may adversely 
affect the Group’s business, financial 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 stable number of new 
graduates and by recruiting mid-career professionals 
with expertise and experience that will make an 
immediate contribution. At the same time, the Group 
endeavors to promote personnel 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 difficult to attract exceptional people or 
keep them within the Group. If this were to occur, the 
Group’s growth potential and its competitive 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 material adverse effect on its financial 
condition, results of operations and competitive position.

Risk Related to Reliance on Information Technology 
Systems

The Dentsu Group relies on information technology 
systems and infrastructure to process transactions, 
summarize results and manage its business, including 
maintaining client marketing and advertising 
information. The Group’s information technology 
systems are potentially vulnerable to system failures 
and network disruptions, malicious intrusion and 
random attack. Likewise, data security incidents and 
breaches by employees and others with or without 
permitted access to its systems may pose a risk that 
sensitive data may be exposed to unauthorized persons 
or to the public. Additionally, the Group utilizes third 
parties to store, transfer or process data. While the 
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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 financial results of the Dentsu Group 
and other advertising companies could be adversely 
affected if existing laws or regulations governing the 
advertising activities of advertisers or the format or 
content of advertisements are strengthened, if new 
laws or regulations are introduced, or if existing 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 certified 
to international standards, and the utmost care is given to 
safeguarding information entrusted 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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