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INDEPENDENT AUDITOR'S REPORT 

 

To the Board of Directors of DENSO CORPORATION: 

 

Opinion 

 

We have audited the consolidated financial statements of DENSO CORPORATION and its 

subsidiaries (the "Group"), which comprise the consolidated statement of financial position as 

of March 31, 2022, and the consolidated statement of income, consolidated statement of 

comprehensive income, consolidated statement of changes in equity and consolidated statement 

of cash flows for the year then ended, and notes to the consolidated financial statements, 

including a summary of significant accounting policies. 

 

In our opinion, the accompanying consolidated financial statements present fairly, in all material 

respects, the consolidated financial position of the Group as of March 31, 2022, and its 

consolidated financial performance and its consolidated cash flows for the year then ended in 

accordance with International Financial Reporting Standards ("IFRSs"). 

 

Basis for Opinion 

 

We conducted our audit in accordance with auditing standards generally accepted in Japan. Our 

responsibilities under those standards are further described in the Auditor's Responsibilities for 

the Audit of the Consolidated Financial Statements section of our report. We are independent of 

the Group in accordance with the provisions of the Code of Professional Ethics in Japan, and we 

have fulfilled our other ethical responsibilities as auditors. We believe that the audit evidence 

we have obtained is sufficient and appropriate to provide a basis for our opinion. 

 

Key Audit Matters 

 

Key audit matters are those matters that, in our professional judgment, were of most 

significance in our audit of the consolidated financial statements of the current period. These 

matters were addressed in the context of our audit of the consolidated financial statements as a 

whole, and in forming our opinion thereon, and we do not provide a separate opinion on these 

matters. 

 

1.Estimating the reserve for warranty 

 

Key Audit Matter Description 

 

As described in Notes 2 (4), 3 (14) and 18 to the consolidated financial statements, the reserve 

for warranty amounted to 121,280 million yen in the consolidated statement of financial 

position as of March 31, 2022. 

 

The reserve for warranty is recognized based on the estimated amount of warranty expenses, 

considering the timing of outflows of resources embodying economic benefits based on past 

experiences of the after-sales service expenses incurred.  

 

The warranty expenses include repair expenses for repair requests, which are primarily from end 

users, as well as repair expenses for target vehicles, that are based on defect handling (including 

recalls) determined by the automobile manufacturers and other customers. 

 

105



The reserve for warranty related to the defect handling is calculated based on a reasonably 

expected amount that would be paid by the Group in the event that automobile manufacturers or 

other customers handled the repairs for products manufactured by the Group in the past. 

 

The amount is calculated by multiplying the following. 

A.) the number of target vehicles 

B.) the repair expenses per unit 

C.) the defect handling incidence rate 

D.) the expected burden ratio with customers 

 

All of these factors involve significant assumptions, which requires management's judgment. 

Specifically, certain factors such as “B.) the repair expenses per unit” and “D.) the expected 

burden ratio with customers” involve a high degree of uncertainties because they include an 

estimate of the man-hours required for repairs, which depends on the cause of product defects as 

well as the results of negotiations with customers. Uncertainty in “A.) the number of target 

vehicles” might increase depending on criteria such as vehicle type and region. In addition, the 

uncertainty in accounting estimates might increase if occurrences of product defects continue to 

change. Furthermore, the total amount of repair expenses could be higher depending on the 

degree of the commonality of parts. Therefore, we have identified the estimate of the warranty 

reserve related to defect handling as a key audit matter. 

 

How the Key Audit Matter Was Addressed in the Audit 

 

Our audit procedures to test the completeness and valuation of individual warranty reserves 

related to defect handling including recalls, which comprise a large portion of the overall 

warranty reserve, included the following, among others: 

 

(1) We tested the design and operating effectiveness of internal controls over the accounting 

department’s timely consultation with the quality control department in order to obtain all 

information necessary for estimating the warranty reserve. 

 

(2) We inspected the list of recall notifications announced by the Ministry of Land, 

Infrastructure, Transport and Tourism, the Board of Directors meeting minutes and the written 

request for approval to test the completeness of the warranty reserve. 

 

(3) We discussed with the responsible manager in the quality control department the outline of 

defect handling, the causes of the product defects and other information for the new cases and 

discussed whether there were any changes in the situation that need to be reflected in the current 

best estimate for the existing cases. 

 

(4) We reconciled “A.) the number of target vehicles” with the available external data. In 

addition, depending on the situation, we evaluated the reasonableness of significant assumptions 

used by management to assess the accuracy and completeness of the underlying source data. 

 

(5) We evaluated the reasonableness of significant assumptions used by management for “C.) 

the defect handling incidence rate” by comparing the rates used for the assumptions to the actual 

rates in other cases for the new cases and to their latest rates for the existing cases. 

 

(6) We evaluated the reasonableness of significant assumptions used by management for “B.) 

the repair expenses per unit” and “D.) the expected burden ratio with customers” by examining 

the cause of product defects, other actual cases in the past and available external data for the 
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new cases, and by examining the latest average repair expenses per unit and the latest result of 

negotiation of the burden ratio for the existing cases. 

 

(7) We retrospectively compared the estimates which management had recorded in the past with 

the results of “B.) the repair expenses per unit” and “D.) the expected burden ratio with 

customers,” in order to test the reasonableness of significant assumptions used by management. 

 

 

2. Estimating provision for loss on antitrust issues 

 

Key Audit Matter Description 

 

As described in Notes 2 (4), 3 (14), 18 and 33 to the consolidated financial statements, the 

provision for loss on antitrust issues amounted to 14,889 million yen in the consolidated 

statement of financial position as of March 31, 2022. 

 

Provision for loss on antitrust issues is recognized at an estimated amount of potential future 

losses to prepare for payments of litigation settlements, etc., which DENSO CORPORATION 

has accepted with regard to allegations of antitrust law infractions for past transactions related to 

specific automotive parts. 

 

Litigation settlements mainly include A.) surcharges that are ordered to be paid as a result of 

investigations by national governments and competition authorities, B.) litigation settlements to 

be paid as a result of settlement negotiations with the plaintiffs in civil cases, and C.) litigation 

settlements to be paid as a result of individual settlement negotiations with automobile 

manufacturers. 

 

The Group has established an internal system to prevent violations of the Antitrust Law, and 

publicly announced a safety declaration regarding the Antitrust Law in March 2012. As such, 

the Group believes that the risk of antitrust violations has been reduced. However, the Group 

estimates the amount of litigation settlements that are expected to occur in the future, and 

reviews the provisions amount that have already been recorded, in a timely manner, based on 

the status of investigations by the national governments and competition authorities related to 

transactions before March 2012, the progress of settlement negotiations, the settlement of past 

settlement cases, and consultation with the attorneys in charge. 

The uncertainty surrounding the intentions of the authorities and other parties could make it 

difficult to estimate the amounts of surcharges and litigation settlements to be incurred. As such, 

we have identified the estimate of the provision for loss on antitrust issues as a key audit matter. 

 

How the Key Audit Matter Was Addressed in the Audit 

 

Our audit procedures to test the completeness and valuation of provision for loss on antitrust 

issues included the following, among others: 

 

(1) We tested the design and operating effectiveness of internal controls over the accounting 

department’s timely consultation with legal department in order to obtain all information 

necessary for estimating of the provision for loss on antitrust issues. 

 

(2) We discussed with the head of the legal department regarding the status of legal matters 

globally. Discussions included the status of correspondence with the authorities of each country 

in which the Group operates, the status of negotiations with automobile manufacturers, and the 
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progress of civil lawsuits in order to determine the need for recognizing the provision for loss 

on antitrust issues. 

 

(3) We evaluated the appropriateness of the estimation process for the provision for loss on 

antitrust issues. This included discussions with the head of the legal department. We evaluated 

the reasonableness of significant assumptions used by management by examining the status of 

the investigations by the national governments and competition authorities, the progress of 

settlement negotiations, the resolution status of past settlement cases and other information. 

 

(4) We sent a confirmation letter to the attorneys in charge to support the information obtained 

from the accounting department and the legal department. 

 

(5) We evaluated whether the provision was consistent with the progress of the settlement 

negotiations and completely recorded by testing the occurrences of professional fees for the 

attorneys in charge. 

 

(6) We performed the following procedures for the settled cases in order to evaluate the 

reasonableness of amounts estimated by management: 

- We inspected the contracts, agreements, and other legal documentation that provided 

evidence of the settlement and compared them with the recorded amounts of the provision 

in the past. 

- We inspected the payment proofs of cases in which payment of settlements had been 

completed, and retrospectively compared them with the recorded amounts of the 

provision in the past. 

 

Other Information  

 

Management is responsible for the other information. Audit & Supervisory Board members and 

the Audit & Supervisory Board are responsible for overseeing the Directors' execution of duties 

relating to the design and operating effectiveness of the controls over the other information. The 

other information comprises the information included in Financial Report 2022, but does not 

include the consolidated financial statements and our auditor’s report thereon.  

 

Our opinion on the consolidated financial statements does not cover the other information and 

we do not express any form of assurance conclusion thereon.  

 

In connection with our audit of the consolidated financial statements, our responsibility is to 

read the other information and, in doing so, consider whether the other information is materially 

inconsistent with the consolidated financial statements or our knowledge obtained in the audit or 

otherwise appears to be materially misstated.  

 

If, based on the work we have performed, we conclude that there is a material misstatement of 

this other information, we are required to report that fact. We have nothing to report in this 

regard. 

 

Responsibilities of Management and Audit & Supervisory Board Members and the Audit 

& Supervisory Board for the Consolidated Financial Statements 

 

Management is responsible for the preparation and fair presentation of the consolidated 
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financial statements in accordance with IFRSs, and for such internal control as management 

determines is necessary to enable the preparation of consolidated financial statements that are 

free from material misstatement, whether due to fraud or error. 

 

In preparing the consolidated financial statements, management is responsible for assessing the 

Group's ability to continue as a going concern, disclosing, as applicable, matters related to going 

concern in accordance with IFRSs and using the going concern basis of accounting unless 

management either intends to liquidate the Group or to cease operations, or has no realistic 

alternative but to do so. 

 

Audit & Supervisory Board members and the Audit & Supervisory Board are responsible for 

overseeing the Directors' execution of duties relating to the design and operating effectiveness 

of the controls over the Group's financial reporting process. 

 

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements 

 

Our objectives are to obtain reasonable assurance about whether the consolidated financial 

statements as a whole are free from material misstatement, whether due to fraud or error, and to 

issue an auditor's report that includes our opinion. Reasonable assurance is a high level of 

assurance, but is not a guarantee that an audit conducted in accordance with auditing standards 

generally accepted in Japan will always detect a material misstatement when it exists. 

Misstatements can arise from fraud or error and are considered material if, individually or in the 

aggregate, they could reasonably be expected to influence the economic decisions of users taken 

on the basis of these consolidated financial statements. 

 

As part of an audit in accordance with auditing standards generally accepted in Japan, we 

exercise professional judgment and maintain professional skepticism throughout the audit. We 

also: 

 

• Identify and assess the risks of material misstatement of the consolidated financial statements, 

whether due to fraud or error, design and perform audit procedures responsive to those risks. 

The procedures selected depend on the auditor's judgment. In addition, we obtain audit 

evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not 

detecting a material misstatement resulting from fraud is higher than for one resulting from 

error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or 

the override of internal control. 

 

• Obtain, when performing risk assessment procedures, an understanding of internal control 

relevant to the audit in order to design audit procedures that are appropriate in the 

circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 

Group's internal control. 

 

• Evaluate the appropriateness of accounting policies used and the reasonableness of 

accounting estimates and related disclosures made by management. 

 

• Conclude on the appropriateness of management's use of the going concern basis of 

accounting and, based on the audit evidence obtained, whether a material uncertainty exists 

related to events or conditions that may cast significant doubt on the Group's ability to 

continue as a going concern. If we conclude that a material uncertainty exists, we are required 

to draw attention in our auditor's report to the related disclosures in the consolidated financial 

statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are 
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