
Listed below are the principal business risks 
of Sharp that may have a significant influ-
ence on investors’ decisions. Note that in 
addition to these, there exist certain other 
risks that are difficult to foresee. Each of 
these risks has the potential to impact the 
operations, business results, and financial 
position of Sharp. All references to possible 
future developments in the following text 
were made by Sharp as of March 31, 2015 
(or June 23, 2015 as appropriate).

(1) Global Market Trends and Overseas Businesses

Sharp conducts its business not only in Japan but 

also in different regions around the world, mainly 

in countries of the U.S., Europe, and Asia. Business 

results and financial position are thus subject to 

economic and consumer trends (especially trends 

in private consumption and corporate capital in-

vestment), competition with other companies, 

product demand, raw material supply, and price 

fluctuations in each region, including Japan. The 

political and economic situation in respective areas 

may also exert an influence on business results and 

financial position. Moreover, difficulty in monitor-

ing and adjusting its operations in various regions; 

the growing impact of world economic recession; 

risks related to regulations and taxation in foreign 

countries; various standards and customs related 

to doing business; trade restrictions; political in-

stability and business uncertainty; changes in po-

litical and economic relations with Japan; social 

turmoil; rising personnel costs; and labor issues, 

etc. may affect Sharp’s business results and finan-

cial position.

(2) Exchange Rate Fluctuations

The proportion of consolidated net sales accounted 

for by overseas sales was 59.4% in fiscal 2012, 

60.7% in fiscal 2013, and 65.2% in fiscal 2014. 

In addition, Sharp sells products made overseas 

in the Japanese market, and also sells products in 

countries where it does not manufacture the prod-

ucts. Although Sharp hedges the risk of exchange 

rate fluctuations by employing forward exchange 

contracts and expanding and strengthening opti-

mally located production, such fluctuations may 

affect its business results.

(3) Medium-Term Management Plan

On May 14, 2015, Sharp announced its new 

Medium-Term Management Plan, which it is now 

working diligently to implement. However, the 

plan is based on various assumptions concerning 

external factors, including customer demand for 

Sharp’s products and services, foreign exchange 

rates, interest rates, and the overall economic 

growth rate in Japan and abroad. Moreover, there 

is no guarantee that business initiatives outlined in 

the plan will be executed. Accordingly, it is possible 

that Sharp may not be able to achieve its targets 

set under the plan. Moreover, enforcement of busi-

ness restructuring may result in additional losses.

(4) Dependence on Certain Products and Clients

Sales of LCDs and digital information equipment 

account for more than half of Sharp’s total net 

sales. Accordingly, Sharp’s business results may 

be impacted due to reasons including a decline in 

customer demand for such products, falling prod-

uct prices, the arrival of alternative or competing 

products of other companies, and intensified com-

petition stemming from the entry of new compa-

nies into the market. Sales of Sharp’s LCDs and 

mobile phones are dominated by only a small num-

ber of clients, who thus account for a considerable 

share of sales. Sharp’s business results and finan-

cial position could be affected if sales to such im-

portant clients languish due not to only factors 

related to Sharp’s products but reasons outside of 

Sharp’s control. These include declining demand 

for the clients’ products, changes in product speci-

fications, and changes in the clients’ sales strat-

egies. In addition, if such clients have concerns 

about Sharp’s financial position, they may reduce 

the scale of transactions with Sharp, and prioritize 

transactions with their own affiliated companies 

for certain products. Moreover, maintaining and 

developing business with such a small number of 

clients may lead to various limitations on Sharp’s 

business operations.

(5) Strategic Alliances and Collaborations

Sharp implements strategic alliances and collabo-

rations as well as capital alliances with other com-

panies—including the Samsung Group and the 

Qualcomm Group—in order to enhance corpo-

rate competitiveness, to improve profitability and 

to bolster the development of new technologies 

and products in various business fields. Moreover, 

Sharp’s policy is to continue actively pursuing such 

alliances. If, however, any strategic or other busi-

ness issues arise, or objectives change, it may 

become difficult to maintain such alliances and 

collaborative ties with these companies, or to 

generate adequate results. In such cases, Sharp’s 

business results and financial position may be im-

pacted. In addition, limitations could be placed 

on alliances and collaborations with other com-

panies in the same industry, or conditions could 

be placed on alliances and collaborations could 

restrict the freedom of Sharp’s business. Also, 

shares issued under a capital alliance with a stra-

tegic partner could dilute the value of existing 

shares. For example, Sharp has an agreement 

with the Samsung Group giving Samsung prefer-

ential negotiating rights in the event that Sharp 

wishes to sell part of its business solutions busi-

ness. (At present, Sharp has no intention of sell-

ing that business.) On March 27, 2012, Sharp 

Corporation entered into an agreement to execute 

capital and business alliance with four companies 

of the Hon Hai Group. However, subscription pay-

ment for shares to be issued under the agreement 

was not executed. Under the agreement, Sharp 

Corporation is to issue 121,649 thousand shares 

of common stock, to be purchased by the Hon Hai 

Group for ¥550.00 per share. The agreement is 

valid for three years and can be renewed. If cer-

tain conditions are fulfilled, including notification 

of the securities registration statement in Japan, 

and Sharp issues the aforementioned shares to 

the Hon Hai Group, Sharp’s existing shares could 

be diluted. The Hon Hai Group has made an an-

nouncement to the effect that an agreement has 

been reached to change conditions for issuing the 

aforementioned shares, but Sharp believes this is 

not true.

(6) Business Partners

Sharp procures materials and receives services from 

a large number of business partners, and transac-

tions are made once a detailed credit check of the 

company has been completed. However, there is 

a risk that business partners may suffer deteriora-

tion in performance due to slumping demand or 

severe price erosion, or face an unexpected M&A, 

or be impacted by natural disasters or accidents, 

or become involved in a corporate scandal such as 

a breach of the law, or be affected by legal regula-

tions concerning human rights or environmental 

issues such as the problem of “conflict minerals” 
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in the supply chain, or legal restrictions, or limited 

suppliers with capability of providing certain ma-

terial provisions. Due to these and other factors, 

Sharp may be unable to access sufficient supplies 

of materials/parts from procurement sources, or 

the quality of such materials/parts may be inade-

quate. In such an event, Sharp may be forced to do 

business with alternative suppliers subject to con-

ditions less favorable than with its current suppli-

ers, or Sharp may be unable to find a supplier in a 

timely manner. Any of these factors could lead to a 

decline in the quality of Sharp’s products, increases 

in costs, and/or delays in deliveries to customers, 

which may affect Sharp’s business results and fi-

nancial position. Under agreements with certain 

clients, Sharp receives advanced payments for the 

trading value of its products. At present, the obli-

gation to repay such advances is offset by Sharp’s 

accounts receivable in connection with said clients. 

Depending on Sharp’s financial circumstances, 

however, under the agreements with said clients, 

Sharp may be requested to repay a major portion 

of the advances. If a request for repayment of ad-

vances is made, this could have a negative effect 

on Sharp’s operating cash flows.

(7) Other Factors Affected by Financial Position

Sharp procures funds through borrowings from fi-

nancial institutions, such as banks and life insur-

ance companies, and through bond issues. As of 

March 31, 2015, the balance of such debt was 

equivalent to 48.6% of total assets, and short-

term borrowings accounted for 88.1% of such 

debt. Accordingly, Sharp might become subject to 

restrictions on how it uses its cash flows in order 

to repay such debt, and also faces the possibility 

of an increase in expenses due to rising interest 

rates. Moreover, Sharp has possibility of increases 

in fund procurement costs as well as limitations on 

fund procurement. This may be because necessary 

funds cannot be obtained at the required time with 

adequate conditions, including for the refinancing 

of existing debt. These factors may affect Sharp’s 

business results and financial position. Sharp has 

borrowing agreements with multiple financial in-

stitutions, and some of the agreements entail fi-

nancial covenants. If its consolidated net assets 

fall below the levels specified under such financial 

covenants, or if Sharp fails to undertake faithful 

consultations in the event that its consolidated op-

erating income and net income fall below specified 

levels, Sharp may forfeit the benefit of time at the 

lender’s request. Moreover, Sharp may also forfeit 

the benefit of time on bonds and other borrow-

ings if it violates the relevant financial covenants. 

Sharp’s major lending institutions are Mizuho 

Bank, Ltd. and The Bank of Tokyo-Mitsubishi UFJ, 

Ltd. As necessary, Sharp consults with both banks 

about ways to improve its financial position and 

other matters. In June 2013, one of member of 

each bank was appointed as a director of Sharp. In 

June 2015, moreover, two persons nominated by 

Japan Industrial Solutions Fund I—which will pur-

chase Class B Shares in a subscription agreement 

with Sharp—have been elected as outside directors 

of Sharp. In addition, dependence on borrowings, 

a credit ratings reduction caused by it, or deteri-

oration of Sharp’s financial position may work to 

its disadvantage with respect to competition with 

other companies with robust financial positions, 

and contract-related issues could also arise be-

tween Sharp and its lenders or business partners.

(8) Technological Innovation

New technologies are emerging rapidly in the mar-

kets where Sharp operates. Resultant changes in 

social infrastructure, intensified market compe-

tition, changes in technology standards, obso-

lescence of technologies, or the appearance of 

substitute technologies may make Sharp unable to 

introduce new products in a timely manner, or lead 

to an increase in inventories, or the inability to re-

cover product development costs. These and other 

factors may impact Sharp’s business results and fi-

nancial position. Apart from technologies, Sharp 

faces intense competition from price and mar-

keting perspectives as well, and winning against 

such competition is not guaranteed. Depending 

on the outcome of fierce competition with other 

companies, Sharp may be forced to downsize or 

withdraw from existing businesses, which could 

incur additional costs. Moreover, Sharp engages in 

R&D under collaborative development agreements 

with other companies, and it is possible that such 

relationships cannot be maintained, or that satis-

factory outcomes cannot be produced, or that ter-

mination of such relationships cannot be handled 

smoothly.

(9) Intellectual Property Rights

Sharp strives to protect its proprietary technolo-

gies by acquiring patents, trademarks, and other 

intellectual property rights in Japan and in other 

countries, and by concluding contracts with other 

companies. However, there is a risk that rights may 

not be granted, or a third party may demand invali-

dation of an application, such that Sharp may be 

unable to obtain sufficient legal protection of its 

proprietary technologies, or may be unable to re-

ceive sufficient royalty income from the granting of 

licenses. In addition, intellectual property that Sharp 

holds may not result in a superior competitive ad-

vantage, or Sharp may not be able to make effec-

tive use of such intellectual property, such as when 

a third party infringes on the intellectual property 

rights of Sharp. There may also be instances where 

the period of a license received from a third party 

expires, or for some reason or other, is terminated, 

or where a third party launches litigation against 

Sharp, claiming infringement of intellectual prop-

erty rights. Resolution of such cases may place a 

significant financial burden on Sharp. Furthermore, 

if such a third-party claim against Sharp is rec-

ognized, Sharp may have to pay a large amount 

of compensation, and may incur further damage 

by having to cease using the technology in ques-

tion. Also, in the event that a company licensed 

to use Sharp’s intellectual property is acquired by 

a third party, the third party, previously unlicensed 

to use Sharp’s intellectual property, may acquire 

such license, with the result that Sharp’s intellec-

tual property may lose its superiority. Alternatively, 

the formation of an alliance with said third party 

could result in Sharp’s business becoming subject 

to new restrictions to which it had not previously 

been subject, the resolution of which may require 

Sharp to pay additional compensation. Moreover, 

the formation of such an alliance could result in 

claims for infringement of an existing licensing 

agreement with another third party, placing pres-

sure on Sharp to cancel said alliance. Furthermore, 

although compensation is given to employees for 

innovations that they make in the course of their 

work pursuant to a patent reward system governed 

by internal regulations, an employee may consider 

such payment inadequate and initiate legal action. 

If any of the above problems related to intellec-

tual property were to occur, it could impact Sharp’s 

business results and financial position.

(10) Long-Term Investments and Agreements

Sharp actively invests in manufacturing equipment 

Risk Factors

19



and the like and has a large amount of noncur-

rent assets. Various factors related to such man-

ufacturing equipment may prevent Sharp from 

securing anticipated income and require it to book 

impairment losses, which could impact its busi-

ness results and financial position. These factors 

include equipment not functioning as expected 

and difficulty converting to other products due 

to equipment performance problems or contrac-

tual limitations. Sharp also has goodwill and other 

noncurrent assets. Sharp may be required to apply 

impairment treatment to such assets if its profit-

ability declines or if the market prices of its asset 

holdings decline significantly. Such factors may 

affect Sharp’s business results and financial po-

sition. In addition, Sharp has a large number of 

long-term contractual agreements in place, and 

many of those agreements include promises of 

fixed prices or price adjustments only at prede-

termined intervals during the agreement period. 

Accordingly, fluctuations in prices and costs dur-

ing the periods of such agreements may have a 

major negative effect on Sharp’s business. In par-

ticular, there are such agreements covering raw 

materials for solar panels. These include a contract 

that obligates Sharp to purchase a total of 20,779 

tons of polysilicon (as of the end of March 2015) 

by the end of 2020 at a rate substantially higher 

than the most recent market price (the weighted 

average price under the contracts exceeded the 

market price as of March 31, 2015 by around 

¥2,630 per kilogram). Sharp’s business plan in-

corporates the assumption that Sharp is obligated 

to purchase polysilicon at higher rates than mar-

ket prices. Nevertheless, intensified competition 

caused by the entry of overseas manufacturers, 

falling prices of solar panels stemming from reduc-

tions in electric power purchase prices, dramatic 

foreign exchange fluctuations, and other factors 

have caused Sharp’s business environment to de-

teriorate, making it difficult to secure future prof-

itability. In fiscal 2014, Sharp recorded a valuation 

reserve for inventory purchase commitments on 

polysilicon materials, to cover the difference be-

tween the contracted purchase price and the most 

recent market price. If the market price of polysili-

con falls even further, Sharp may incur additional 

losses. Moreover, because some of the purchase 

contracts at year-end prohibit the resale of poly-

silicon, Sharp may have difficulty recovering its 

losses if the prospects for future use of the mate-

rial deteriorates, which in turn could incur further 

additional losses. Meanwhile, Sharp has long-term 

contractual agreements with multiple suppliers 

covering the supply of electricity necessary to pro-

duce solar cells at its Sakai Plant. At the end of fis-

cal 2014, total amount of future payments of such 

contracts was ¥43,915 million (remaining terms 

of between 2.5 and 14 years), and none of the 

contracts can be cancelled prior to maturity. These 

long-term contracts cover the supply of electricity 

necessary to produce 480MW of solar cells annu-

ally. However, the actual production volume at the 

Sakai Plant is only 160MW per year, which is in-

curring considerably high production costs for the 

energy solutions business.

(11) Product Liability

Sharp manufactures products in accordance with 

strict quality control standards to ensure the ut-

most in quality. However, many of its products are 

for consumer use, and also incorporate innovative 

technologies. If defects arise in any of these prod-

ucts, Sharp may incur responsibility as a manufac-

turer and other obligations. In order to fulfill its 

responsibility as a manufacturer in case product 

defects do arise, Sharp has taken out insurance 

to cover compensations based on product liabil-

ity. Nonetheless, there is still a risk of a large-scale 

product recall or litigation caused by unforeseen 

events, which may adversely affect Sharp’s brand 

image or influence its business results and finan-

cial position.

(12) Laws and Regulations

The business activities of Sharp are subject to vari-

ous regulations in countries where it operates, in-

cluding business and investment approval, export 

regulations, tariffs, accounting standards, and tax-

ation. Sharp must also adhere to various laws and 

regulations concerning trading, antitrust practices, 

product liability, consumer protection, intellectual 

property rights, product safety, the environment, 

recycling, internal control, and labor regulations. 

Changes in such laws and regulations, or addi-

tional expenses to comply with the amendments, 

or the occurrence of violations of legal rules by 

persons in Sharp may affect Sharp’s business re-

sults and financial position. Furthermore, in a 

case where an accident occurs related to one of 

Sharp’s products, report of said incident, based 

on the Consumer Product Safety Law and related 

regulations in Japan, and disclosure of the acci-

dent information based on a system for public an-

nouncements could diminish Sharp’s brand image.

(13) Litigation and Other Legal Proceedings

Sharp conducts business activities around the 

world, and as such, there is a risk that Sharp could 

become involved with litigation and other legal 

proceedings in each country. If Sharp becomes 

involved in litigation or other legal proceedings, 

with the different legal and judicial systems in each 

country, depending on the case, Sharp may be 

ordered to pay a significant amount in damages or 

fines. Sharp is subject to investigations conducted 

by the Directorate-General for Competition of the 

European Commission, etc., with respect to its 

TFT LCD business. In addition, civil lawsuits seek-

ing monetary damages resulting from alleged an-

ticompetitive behavior have been filed in North 

America and elsewhere against Sharp. With re-

spect to the result of these proceedings and liti-

gation, Sharp has made a reasonable estimate of 

potential future losses and provided a reserve in 

the amount deemed necessary. However, it is dif-

ficult to predict or estimate all results at this stage. 

In addition to proceedings already under way, new 

investigations by regulatory authorities or civil liti-

gations may be filed in the future. Any adverse 

results could affect Sharp’s business results and fi-

nancial position.

(14) Leakage of Personal Data and Other Information

Sharp retains personal data and other confiden-

tial information concerning its customers, business 

partners and employees. Extreme care is taken to 

protect this information. A company-wide man-

agement system promotes employee education, 

internal auditing, and other measures aimed at en-

suring compliance with management regulations. 

If information is leaked, however, it may reduce 

confidence in Sharp or result in substantial costs 

(associated with leakage prevention measures or 

indemnification for damages, for instance), which 

may affect Sharp’s business results and financial 

position.

(15) Large-Scale Natural Disasters

Sharp has created preventative/emergency mea-

sures and a business continuity plan aimed at 

rapid recovery/restoration in order to be prepared 
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for and minimize damage in the event of large-

scale natural disasters such as earthquakes and ty-

phoons, and is working hard to avoid the impact 

of such disasters. However, if Sharp or its partners’ 

business activities are impaired directly or indi-

rectly due to the occurrence of an unprecedented 

large-scale natural disaster, it may affect Sharp’s 

business results and financial position.

(16) Risks Accompanying the Nuclear Power Plant Disaster

Electric power generation problems, caused by the 

nuclear power plant accident accompanying the 

Great East Japan Earthquake, have had various 

adverse effects on both Japanese and overseas 

markets, which is affecting Sharp’s business re-

sults and financial position. The Japanese govern-

ment has signaled its intention to reinstate nuclear 

power generation following cabinet approval of a 

basic energy plan defining nuclear as an “impor-

tant baseload power source.” In the absence of 

a timeframe for reinstatement, however, power 

generation problems remain unsolved at the pres-

ent time. Any possible future restrictions on elec-

tricity usage or hikes in electricity prices stemming 

from electricity shortages could cause plant opera-

tions to be reduced and/or costs to increase, which 

may affect Sharp’s business results and financial 

position.

(17) Competition to Secure Skilled Personnel

Exceptional human resources in such fields as 

technology and management are crucial to Sharp’s 

future growth and development. However, since 

demand for talented personnel in various fields 

exceeds supply, competition to secure human re-

sources is intensifying. In the event that Sharp is 

unable to attract new personnel or prevent the 

departure of existing employees, or is unable to 

improve the skills of key personnel engaged in 

business management, its business results and fi-

nancial position may be affected.

(18) Other Key Variable Factors

In addition to the aforementioned risks, Sharp’s 

business results may be significantly affected by 

human-induced calamities such as accidents, con-

flicts, insurrections or terrorism; the spread of a 

new strain of influenza or other infectious dis-

ease; or major fluctuations in the stock and bond 

markets.

(19) Outline of Significant Events Relating to 
  Assumed Going Concern

In the two-year period through fiscal 2012, Sharp 

consecutively posted large operating losses and 

net losses, as well as negative major operating 

cash flows, and its financial position weakened as 

a result. In response, Sharp formulated a Medium-

Term Management Plan in May 2013 and has 

since worked diligently to achieve recovery and 

growth. With respect to performance, therefore, 

Sharp returned to profitability in fiscal 2013, with 

consolidated net income of ¥11,559 million. On 

the funding side, Sharp has received continuous 

support from financial institutions, including a syn-

dicated loan, enabling redemption of bonds upon 

maturity. Sharp also secured funds and strength-

ened its financial base, by issuing new shares via 

public offering and third-party allotment, etc. In 

fiscal 2014, however, Sharp once again incurred a 

substantial operating loss and net loss due to fall-

ing prices of small- and medium-size LCDs, loss on 

related to valuation reserve for inventory purchase 

commitments, impairment losses, restructuring 

charges, and other measures aimed at improving 

its operational foundation. These factors made it 

difficult to achieve the targets of the Medium-Term 

Management Plan. Accordingly, consolidated net 

assets have declined significantly, to levels infring-

ing on financial covenants of the syndicated loan 

agreement. Moreover, the term of the syndicated 

loan expires on March 31, 2016. Although there 

are events or conditions that may cast significant 

doubt on the entity’s ability to continue as a going 

concern, we believe that these conditions will not 

cast a material uncertainty about Sharp’s ability to 

continue as a going concern, due to implemen-

tation of various measures to resolve these and 

other major issues as described below. Therefore, 

no further disclosure for the “Going Concern 

Assumption” in the notes to the consolidated fi-

nancial statements is necessary.

Sharp has formulated a new Medium-Term 

Management Plan for Fiscal 2015 through 2017. 

Under the plan, Sharp will strive to build stable 

earnings foundation by steadily implementing 

three key strategies: (1) Restructure business port-

folio, (2) Reduce fixed costs, and (3) Reorganize 

and strengthen corporate/governance systems. 

Furthermore, based on the premise of the plan’s 

implementation, Sharp will issue preferred shares 

totaling ¥200.0 billion to two main banks—Mizuho 

Bank, Ltd. and The Bank of Tokyo-Mitsubishi UFJ, 

Ltd.—in order to reinforce deteriorated capital 

base. Sharp will also issue preferred shares totaling 

¥25.0 billion to Japan Industrial Solutions Fund I, 

managed by Japan Industrial Solutions Co., Ltd., to 

raise investment capital. In both cases, Sharp con-

cluded preferred share subscription agreements 

on May 14, 2015, and related proposals (change 

to Articles of Incorporation, type of shares issued, 

reduction in capital, etc.) received approval at the 

121st Ordinary General Meeting of Shareholders, 

held on June 23, 2015. Reconciliation among 

financial institutions and other matters that rea-

sonably satisfy the underwriting financial insti-

tutions are expected to be completed by the 

payment date. Sharp will work steadily to reinforce 

its capital base and implement its Medium-Term 

Management Plan while helping those institutions 

and other related parties reach an understanding 

of Sharp’s initiatives as before. Moreover, despite 

financial covenants being infringed upon, Sharp’s 

main financial institutions indicate that they are 

not considering enforcing forfeiture of the benefit 

of time. With respect to the expiration of the syn-

dicated loan contract, as well, Sharp has received 

informal notice from the financial institutions that 

they will continue supporting Sharp during the pe-

riod of the new Medium-Term Management Plan, 

subject to the successful completion of the pre-

ferred share underwritings. Accordingly, Sharp will 

avoid the risk of capital inadequacy and, thanks to 

the continued support of financial institutions, will 

implement specific measures outlined in its new 

Medium-Term Management Plan.
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