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Dentsu Group
Mid-term management plan in place

Dentsu has published its FY24 results, which show a strong Q424 in its
Japanese business, ensuring that the group effectively met November’s net
revenue guidance despite continuing weakness in international trading. As
a result of higher discount rates and shifts in the international risk profile,
Dentsu has taken a ¥210.1bn impairment charge, split ¥153.0bn in EMEA
and ¥57.1bn in the Americas. The group has also now launched its new
mid-term management plan (MTMP), targeting organic revenue growth of
4% in FY27, with operating margins of 16-17% by the plan’s completion.
This involves a re-evaluation of the underperforming businesses within the
group and laying solid foundations on which to build.

Net revenue

Year end ¥m)  PBT (¥m) EPS (¥) DPS (¥) PE(X)  Yield (%)
1223 11448190  151631.0 339.79 139.50 9.0 46
12124 11940560  161481.0 355.24 139.50 8.6 46
12/25¢ 12150000  123738.2 27353 139.50 1.2 46
12/26e 12817560 1658023 368.98 139.50 8.3 46

Note: PBT and EPS are normalised, excluding amortisation of acquired intangibles, exceptional items and share-based payments.

Sequential growth in the fourth quarter

Dentsu had a strong Q424, with organic net revenue growth of 2.6%, with Japan
particularly positive at 8.4% (FY24: +4.0%). The rate of decline in the Americas also
slowed to -2.9%, with the outturn for the full year at -4.1%. The Europe, Middle East
and Africa (EMEA) result was flattered by a weak comparator, and stripping this out
leaves a decline in net revenue of 1.5%. The smaller Asia-Pacific (APAC) region (ex-
Japan) declined by 7.0%. In terms of activity, customer experience management
(CXM) remains particularly difficult across Dentsu’s international markets, with
persistent high interest rates and low economic confidence constraining corporate
decision-making that has led to reduced levels of spend from existing clients.

MTMP designed to regain competitiveness

The long-awaited MTMP shows FY25 scheduled to cover a re-evaluation of
Dentsu’s activities, with the aim of restoring profitability and competitiveness within
the international business. A one-off cost of ¥50bn is envisaged to simplify the
organisation, including global and regional headquarters, and to exit unprofitable
business and markets. Over the three-year duration of the plan, a further ¥45bn will
be spent on investing in key markets and operations to drive the top-line growth. Ex-
Japan, this is likely to focus on an enhanced media-based offering. The company
expects programme costs to dilute the normalised operating profit margin to 12.0%
in FY25 from 14.8% in FY24, recovering to 16—17% by FY27. The target payout
ratio will remain at 35%, with a maintained dividend payment of ¥139.5 guided for
FY25.

Valuation: Discount to peers

Dentsu’s share price peaked in November prior to the Q3 results, and has since
fallen back, with an 17% retrenchment in the year-to-date. It now trades at a 22%
discount to peers on EV/EBITDA across FY24-26, which narrows to 19% when
Publicis (which continues to perform strongly commercially) is excluded.
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FY24 results

Net revenues were up 5.7% over the prior year (an organic change of -0.1%), which implies a Q4 improvement of
4.2% (organic: +2.6%) and a particularly strong outturn from the Japanese operations. We summarise the regional
performances briefly below, with the outlook summarised in the following section on the MTMP.

Japan (40% of FY24 net revenue): There was a notable boost in Q424 from internet media, which posted a 14.3% net
revenue gain despite tough comparatives as the group offering in integrated campaigns across delivery media gained
traction. Business Transformation also continued to grow in double digits, with Digital Transformation cited as performing
well, which we presume to mean in single digits. The largest Japanese enterprise, DENTSU Inc., had steady progress
of 3.4%, with the faster growth emanating from Dentsu Soken (systems integration and consulting) and Dentsu Digital
(digital marketing). Television, which remains an important delivery mechanism in Japan, remained positive in Q4,
showing a 2.7% gain over the full year. In terms of sectors, the largest (food, beverage and tobacco) was slightly down
on the prior year, while IT and tech pushed slightly into positive territory. Automotive had a particularly good year.

Americas (29% of FY24 net revenue): The organic revenue decline for the year was 4.1%, so Q424’s decline of 2.9%
shows a sequential improvement from the low point in Q323 and is in line with the commentary around the Q324 figures.
The good news is that the media business had a better Q424, as the drag from the prior year’s client losses dissipated.
The uptick from the Tag acquisition is starting to show through in results from Creative, boosted by the important win
from Adobe, and we would expect to see more benefit as FY25 progresses. CXM remains the problem child, with client
budget cuts, new projects at smaller scale than those that preceded them and long sales cycles again cited. This is likely
to remain the case while interest rates are high and business confidence is uncertain.

EMEA (22% of FY24 net revenue): Organic net revenue growth was 2.2% for the year an +3.5% in Q424, but this is
against comparatives that were impacted by the DACH cluster issue, as discussed in our reports at the time. Stripping
out this effect, the underlying organic decline was 1.5%. The UK market remained difficult, posting a single-digit decline,
with Germany the same with clients reluctant to spend, again particularly noticeable within CXM. Media across the
region was positive (Spain and Poland highlighted here), while Creative was a modest drag.

APAC ex-Japan (9% of FY24 net revenue): Business here remained tough, and especially difficult in China and
Australia, with CXM in the latter market continuing to be a challenge. There were bright spots in markets such as Taiwan
and Thailand. Media services has stayed slightly softer than prior year and Creative has simply stayed difficult, with
lower client spend in China.

Exhibit 1: Quarterly progression by geography

¥bn Q123 Q223 Q323 Q423 FY23 Q124 Q224 Q324 Q424 FY24
Net revenue

Japan 119.6 100.5 106.9 121.9 448.9 123.0 101.8 109.8 1321 466.7
Americas 73.2 77.3 82.7 88.8 3220 80.5 86.6 81.3 86.2 3346
EMEA 52.1 53.6 57.9 73.9 2375 57.2 68.1 64.9 79.1 269.3
APAC ex-Japan 221 26.2 294 355 113.2 24.2 294 26.5 36.3 116.4
Eliminations 24 1.1 2.0 22 7.7 1.5 15 20 2.0 7.0
Group 269.4 258.7 278.9 3223 1,129.3 286.4 2874 284.5 335.8 1,194.1
Underlying operating profit

Japan 33.7 14.8 241 30.8 103.4 33.9 15.2 22.8 423 114.2
Americas 13.3 15.2 20.5 24.0 73.0 13.1 20.7 17.2 24.2 75.2
EMEA 37 2.0 2.3 16.2 242 0.7) 9.7 75 220 38.5
APAC ex-Japan (2.2) 0.4 21 76 79 (3.1) 0.6 (1.8) 5.4 11
Eliminations (10.7) (9.5) (11.6) (13.3) (45.1) (13.3) (13.0) (11.5) (14.7) (52.5)
Group 37.8 22.9 374 65.3 163.4 29.9 331 34.2 79.0 176.2
Underlying operating margin

Japan 28.2% 14.7% 22.5% 25.3% 23.0% 27.6% 14.9% 20.8% 32.0% 24.5%
Americas 18.2% 19.7% 24.8% 27.0% 22.7% 16.3% 23.9% 21.2% 28.0% 22.5%
EMEA 71% 3.7% 4.0% 21.9% 10.2% -1.2% 14.2% 11.6% 27.8% 14.3%
APAC ex-Japan -10.0% 1.5% 7.1% 21.4% 7.0% -12.8% 2.0% 6.8% 14.7% 0.9%
Group 14.0% 8.9% 13.4% 20.3% 14.5% 10.4% 11.5% 12.0% 23.5% 14.8%

Source: Dentsu accounts
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Substantial goodwill impairment taken

Dentsu has recognised a goodwill impairment of ¥210.1bn, split ¥153.0bn against EMEA assets and ¥57.1bn in the
Americas. A ¥67.8bn write-down on APAC assets was taken at the end of FY23. The reasoning cited is a higher discount
rate being used in the calculations in light of the continuing environment of high interest rates, alongside a re-evaluation
of operational risks in the respective markets. This pushes the group into a reported loss for the 2024 financial year.

It does, though, clear the decks ahead of the implementation of the new MTMP.

MTMP published

We intend to look at this in greater detail in an upcoming report, but the MTMP broadly follows the earlier indications,
that is:

= Concentrating resources on the key markets of Japan and the US. This had been viewed as an indication that
there would not be geographical retrenchment, rather that there would be more investment around developing
data and technology-driven offerings concentrated in Japan and the US. However, the plan does indicate that
underperforming markets will now be re-evaluated.

= Strengthening the structure for strategic clients, by extending and deepening the resource dedicated to the
Accelerator clients, discussed in earlier reporis.

] Further investment in data, technology, Al and talent, which will drive enhanced collaboration and integration,
including collaboration on Japanese clients.

= Driving greater efficiency within the organisation through adjusting the cost structure and eliminating internal
functional duplication.

There are additional objectives to drive the international business through focusing on media with associated, value-
adding capabilities and to drive Japan through strengthening the business transformation and technology offerings.

MTMP targets
The plan sets out three financial targets to reach in FY27:

1. Organic revenue growth of 4.0%.
2. An operating margin of 16-17%
3. A mid-teens return on equity (a new metric for Dentsu)

Management is also now guiding to achieving operating cash flow for FY27 of ¥140bn.

Short-term implications

The most obvious impact is on the expected operating margin with the guidance for FY25 of 12.0%, down from the
14.8% achieved in FY24. FY25 is set to be a year when the focus is on putting the group back into a shape from which
it can grow, with the right businesses and the right people in the right places to meet the needs of its clients. The cost
indicated is a one-off spend of ¥50bn in the current year and a further investment of ¥45bn to be made across the three
years of the plan.

We have set our FY25 modelling to match management guidance for the year, which assumes a modest net revenue
growth rate of 1.8%, which is considerably less than Dentsu’s own forecasts for the growth in global ad spend, which
currently stands at +5.9%. FY25 net revenue is now expected to be ¥1.215bn, very marginally below our previous
projection of ¥1.217bn. Management guidance suggests that this would deliver underlying operating profit of ¥146bn
(Edison’s forecast was ¥183.6bn). Our FY26 projections are published here for the first time and are predicated on a
rebuild of net revenue growth and progress on building back operating margins towards the FY27 objective.

Valuation

We look at the valuation of Dentsu in comparison to a core set of global peers, including Stagwell, which, although
smaller, has considerable ambitions to build its global presence. Publicis has clearly been performing very strongly, both
operationally and in terms of share price performance. Omnicom, WPP and Stagwell have all found the going more
difficult, with only Stagwell showing a gain over the year. On a one-year perspective, WPP is the only major apart from

Dentsu Group | 18 February 2025 3



. EDISON

Publicis to show a gain.

When we last carried out this exercise in November, Dentsu’s valuation was sitting at an average 10% discount on
EV/EBITDA across the years CY23-25, having narrowed from 22% in August. We have shifted the frame of reference
forward by a year. Dentsu now sits at a 22% discount on EV/EBITDA across CY24-26e and at a 23% discount on P/E.

Exhibit 2: Peer valuations

Price Market cap YTD EVirevenue (x) EVIEBITDA (x) PIE (x) Dividend yield
Company (local CCY) (US$m) (%) CY24 CY24 CY25 CY26 CY24 CY25 CY26 (%)
Publicis €105 27,767 19 20 9.3 87 82 15.7 134 126 35
Omnicom US$82 16,100 43 12 73 70 68 15 9.7 20 33
WPP 778p 1052 50 11 70 70 68 NIA 9.1 89 48
Interpublic Uss27 10,040 -3.2 11 NIA 72 67 154 101 95 47
Hakuhodo ¥1100 2,816 8.2 05 638 67 64 23 186 165 23
Stagwell Uss? 1,808 14 13 8.5 80 71 85 8.3 80 0.0
Peer average 38 12 78 74 7.0 149 15 107 31
Dentsu ¥3056 5,426 78 10 55 65 53 8.6 "2 83 46
Premiumy(discount) -19% -29% 3% -25% -42% -3% -23% 4%
Source: Edison Investment Research, LSEG Data & Analytics. Prices as at 17 February 2025.
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Exhibit 3: Financial summary

¥m 2022 2023 2024 2025e 2026e
Year end 31 December IFRS IFRS IFRS IFRS IFRS
INCOME STATEMENT
Revenue 1,246,401 1,304,552 1,403,400 1,494,000 1,635,073
Cost of Sales (126,882) (159,733) (209,344) (279,000 (253,317)
Net revenue 1,119,519 1,144,819 1,194,056 1,215,000 1,281,756
EBITDA 217,519 178,127 207,878 177,643 217,621
Operating profit (before amortisation and exceptionals) 204,319 163,515 176,233 146,000 187,780
Amortisation of acquired intangibles (28,721) (30,691) (29,335) (29,335) (29,335)
Exceptionals (56,849) (87,840) (266,311) (2) (1)
Share-based payments 0 (500) 0 0 0
Reported operating profit 118,747 45,312 (124,992) 116,667 158,446
Net Interest (20,246) (15,810) (17,073) (24,613) (24,360)
Joint ventures & associates (post tax) (1,932) 3,400 2,321 2,351 2,382
Exceptionals 5,467 526 0 0 0
Profit Before Tax (normalised) 187,608 151,631 161,481 123,738 165,802
Profit Before Tax (reported) 102,038 33,103 (139,744) 94,405 136,468
Reported tax (34,982) (38,572) (43,605) (33,986) (49,129)
Profit After Tax (nc 139,949 95,309 92,936 79,192 106,113
Profit After Tax (reported) 67,055 (5,469) (183,349) 60,419 87,340
Minority interests (6,077) (5,245) (8,808) (8,192) (8,192)
Discontinued operations 0 0 0 0 0
Net income ( lised; 130,854 89,840 92,938 71,000 96,533
Net income (reported) 60,977 (10,714) (192,157) 52,227 79,148
Average Number of Shares Outstanding (m) 268.0 264.4 261.6 261.6 261.6
EPS - normalised (¥) 488.3 339.8 356.2 2735 369.0
EPS - normalised fully diluted (¥) 485.3 337.7 355.2 2735 369.0
EPS - basic reported (¥) 2215 (40.5) (734.6) 385 333.8
Dividend (¥) 155.3 139.5 139.5 139.5 139.5
Net revenue growth (%) 16.9 2.3 4.3 1.8 55
EBITDA margin to revenue less pass-through costs (%) 194 15.6 17.4 14.6 17.0
Normalised op. margin to revenue less pass-through costs (%) 18.3 143 14.8 12.0 14.7
BALANCE SHEET
Fixed Assets 1,281,646 1,355,588 1,201,553 1,166,512 1,136,546
Intangible Assets 962,100 1,069,854 900,744 865,703 832,465
Tangible Assets 26,577 29,430 26,159 26,159 29,431
Investments & other 292,969 256,304 274,650 274,650 274,650
Current Assets 2,270,531 2,087,362 2,131,734 2,281,737 2,549,153
Stocks 3,670 6,396 6,096 8,124 7,376
Debtors 1,631,957 1,524,289 1,669,153 1,776,909 2,018,726
Cash & cash equivalents 603,740 390,678 371,989 412,211 438,558
Other 131,164 165,999 84,497 84,493 84,493
Current Liabilities (2,017,695) (1,939,910) (2,058,998) (2,159,616) (2,380,330)
Creditors (1,532,591) (1,527,612) (1,558,582) (1,659,200) (1,850,499)
Tax and social security (30,894) (28,088) (27,172) (27,172) (27,172)
Short-term borrowings (95,790) (39,213) (173,646) (173,646) (173,646)
Other (358,420) (344,997) (299,598) (299,598) (329,013)
Long-term liabilities (768,403) (781,735) (670,828) (665,211) (659,594)
Long-term borrowings (245,961) (455,232) (373,627) (368,010) (362,393)
Other long-term liabilities (522,442) (326,503) (297,201) (297,201) (297,201)
Net Assets 766,079 721,305 603,461 623,422 645,776
Minority interests (75,060) (71,104) (72,197) (80,389) (88,581)
Shareholders' equity 691,019 650,201 531,264 543,033 557,195
CASH FLOW
Operating Cash Flow 176,208 111,822 (58,295) 184,720 224,980
Working capital (3,519) (60,338) (114,899) (9,166) (49,771)
Exceptional & other 40,156 85,937 513,473 3,869 3,586
Tax (115,764) (47,301) (25,651) (33,986) (49,129)
Net operating cash flow 97,081 90,120 314,628 145,437 129,667
Capex (4,585) (27,623) (25,564) (25,684) (25,683)
Acquisitions/disposals (40,873) (136,544) (22,343) (10,762) (10,762)
Net interest (18,301) (20,583) (22,088) (24,613) (24,360)
Equity financing (40,006) (4) (20,006) 0 0
Net dividends (37,895) (42,009) (35,847) (38,136) (36,495)
Other (24,920) (27,786) (16,500) (349) 15,802
Net cash flow (69,499) (164,429) 172,280 45,892 48,169
Opening net debt/(cash) (144,352) (262,008) 103,748 175,265 129,427
FX 13,932 11,117 17,114 0 0
Other non-cash movements 173,223 (212,444) (260,911) (54) (16,223)
Closing net debt/(cash) (262,008) 103,748 175,265 129,427 97,481
Source: Dentsu accounts, Edison Investment Research
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General disclaimer and copyright

This report has been commissioned by Dentsu Group and prepared and issued by Edison, in consideration of a fee payable by Dentsu Group. Edison Investment Research standard fees are £60,000 pa for the production
and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows
and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness
of this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking
information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks,
uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright 2025 Edison Investment Research Limited (Edison).

Australia

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

New Zealand

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for
the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or
in the topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion
in relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

United Kingdom

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or sol icitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning
of Article 49 of the FPO and (i) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this

document be distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this
document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

United States

Edison relies upon the "publishers' exclusion” from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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