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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of accelerated filer and large
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Large accelerated filer p Accelerated filer ~ Non-accelerated filer ~
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U.S. GAAP p International Financial Reporting Standards as issued Other ~

by the International Accounting Standards Board
If Other has been checked in response to the previous question, indicate by check mark which financial statement item the registrant has elected to
follow. Item 17 ~ Item 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No b
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CERTAIN DEFINED TERMS, CONVENTIONS AND PRESENTATION OF FINANCIAL INFORMATION
All information contained in this Annual Report is as of December 31, 2015 unless otherwise specified.

References in this discussion to the Company are to Canon Inc. and, unless otherwise indicated, references to the financial condition or operating
results of Canon refer to Canon Inc. and its consolidated subsidiaries.

On March 11, 2016, the noon buying rate for yen in New York City as reported by the Federal Reserve Bank of New York was ¥113.66 =
U.S.$1.

The Company s fiscal year end is December 31. In this Annual Report 2015 refers to the Company s fiscal year ended December 31, 2015, and
other fiscal years of the Company are referred to in a corresponding manner.

FORWARD-LOOKING INFORMATION

This Annual Report contains forward-looking statements and information relating to Canon that are based on beliefs of its management as well

as assumptions made by and information currently available to Canon Inc. When used in this Annual Report, the words anticipate,  believe,
estimate, expect, intend, may, plan, project, should and similar expressions, as they relate to Canon or its management, are intended to

forward-looking statements. Such statements, which include, but are not limited to, statements contained in Item 3. Key Information-Risk

Factors, Item 4. Information on the Company, Item 5. Operating and Financial Review and Prospects and Item 11. Quantitative and Qualitative

Disclosures about Market Risk reflect the current views and assumptions of the Company with respect to future events and are subject to risks

and uncertainties. Many factors could cause the actual results, performance or achievements of Canon to be materially different from any future

results, performance or achievements that may be expressed or implied by such forward-looking statements, including, among others, changes in

general economic and business conditions, changes in currency exchange rates and interest rates, introduction of competing products by other

companies, lack of acceptance of new products or services by Canon s targeted customers, inability to meet efficiency and cost reduction

objectives, changes in business strategy and various other factors, both referenced and not referenced in this Annual Report. Should one or more

of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those

described herein as anticipated, believed, estimated, expected, intended, planned or projected. Canon Inc. does not intend or assume any

obligation to update these forward-looking statements.
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PARTI
Item 1. Identity of Directors, Senior Management and Advisers
Not applicable.
Item 2. Offer Statistics and Expected Timetable
Not applicable.
Item 3. Key Information
A. Selected financial data

The following information should be read in conjunction with and qualified in its entirety by reference to the Consolidated Financial Statements
of Canon Inc. and subsidiaries, including the notes thereto, included in this Annual Report.

Selected financial data *1: 2015 2014 2013 2012 2011
(Millions of yen, except average number of shares and per share data)

Net sales ¥ 3,800,271 ¥ 3,727,252 ¥ 3,731,380 ¥ 3,479,788 ¥ 3,557,433
Operating profit 355,210 363,489 337,277 323,856 378,071
Net income attributable to Canon Inc. 220,209 254,797 230,483 224,564 248,630
Advertising expenses 80,907 79,765 86,398 83,134 81,232
Research and development expenses 328,500 308,979 306,324 296,464 307,800
Depreciation of property, plant and equipment 223,759 213,739 223,158 211,973 210,179
Increase in property, plant and equipment 195,120 182,343 188,826 270,457 226,869
Long-term debt, excluding current installments 881 1,148 1,448 2,117 3,368
Common stock 174,762 174,762 174,762 174,762 174,762
Canon Inc. shareholders equity 2,966,415 2,978,184 2,910,262 2,598,026 2,551,132
Total assets 4,427,773 4,460,618 4,242,710 3,955,503 3,930,727
Average number of common shares in thousands 1,092,018 1,112,510 1,147,934 1,173,648 1,215,832

Per share data:
Net income attributable to Canon Inc. shareholders per

share:
Basic ¥ 201,65 ¥ 229.03 ¥ 200.78 ¥ 19134 ¥ 20449
Diluted 201,65 229.03 200.78 191.34 204.48
Cash dividends declared 150.00 150.00 130.00 130.00 120.00
Cash dividends declared (U.S.$) *2 $ 1.290 $ 1.326 $ 1.309 $ 1.498 $ 1.503
Notes:

1. The above financial data is prepared in accordance with U.S. generally accepted accounting principles.

2 Annual cash dividends declared (U.S.$) are translated from yen based on a weighted average of the noon buying rates for yen in New

York City as reported by the Federal Reserve Bank of New York in effect on the date of each semiannual dividend payment or on the
latest practicable date.

Table of Contents 8



Edgar Filing: CANON INC - Form 20-F

Table of Conten

The following table provides the noon buying rates for Japanese yen in New York City as reported by the Federal Reserve Bank of New York
expressed in Japanese yen per U.S.$1 during the periods indicated and the high and low noon buying rates for Japanese yen per U.S.$1 during
the months indicated. On March 11, 2016, the noon buying rate for yen in New York City as reported by the Federal Reserve Bank of New York
was ¥113.66 = U.S.$1.

Yen exchange rates per U.S. dollar: Average Term end High Low
2011 79.43 76.98 85.26 75.72
2012 80.10 86.64 86.64 76.11
2013 98.00 105.25 105.25 86.92
2014 106.63 119.85 121.38 101.11
2015 - Year 121.02 120.27 125.58 116.78
- 1(st) half 122.10 125.58 116.78
- July 123.94 124.38 120.54
- August 121.26 12490 118.56
- September 119.81 12094  119.05
- October 120.70 121.20 118.26
- November 123.22 12351 120.70
- December 120.27 123.52 120.27
2016 - January 121.05 121.05 116.38
- February 11290  121.06  111.36

Note: The average exchange rates for the periods are the average of the exchange rates on the last day of each month during the period.
B. Capitalization and indebtedness

Not applicable.
C. Reasons for the offer and use of proceeds
Not applicable.
D. Risk factors

Canon is one of the world s leading manufacturers of office multifunction devices ( MFDs ), plain paper copying machines, laser printers, inkjet
printers, cameras and lithography equipment.

Primarily because of the nature of the business and geographic areas in which Canon operates and the highly competitive nature of the industries
to which it belongs, Canon is subject to a variety of risks and uncertainties, including, but not limited to, the following:

Risks Related to Economic Environment
Economic trends in Canon s major markets may adversely affect its operating results.

Canon s business activities are deployed globally in Japan, the United States, Europe, Asia, and in other regions. Declines in consumption and
restrained investment due to economic downturn in these major markets may affect Canon s operating results. The operating results for products
such as office and industrial equipment are affected by the financial results of its corporate customers, and deterioration of their financial results
has caused and may continue to cause customers to limit capital investments. Demand for Canon s consumer products, such as cameras and
inkjet printers, is discretionary. Rapid price declines owing to intensifying competition and declines in levels of consumer spending and
corporate investment could adversely affect Canon s operating results and financial position.
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Canon s operating and financing activities expose it to foreign currency exchange and interest rate risks that may adversely affect its
revenues and profitability.

Canon derives a significant portion of its revenue from its international operations. As a result, Canon s operating results and financial position
have been and may continue to be significantly affected by changes in the value of the yen versus foreign currencies. Sales of Canon s products
denominated in foreign currencies have been and may continue to be adversely affected by the strength of the yen against foreign currencies.
Conversely, a strengthening of foreign currencies against the yen will generally be favorable to Canon s foreign currency sales. Canon s
consolidated financial statements are presented in yen. As such, the yen value of Canon s assets and liabilities arising from foreign currency
transactions have fluctuated and may continue to fluctuate. Unpredictable fluctuations may have certain effects on Canon s consolidated financial
statements. Although Canon strives to mitigate the effects of foreign currency fluctuations arising from its international business activities,

Canon s consolidated financial statements have been and may continue to be affected by currency translations from the financial statements of
Canon s foreign subsidiaries and affiliates, which are denominated in various foreign currencies. Canon is also exposed to the risk of interest rate
fluctuations, which may affect the value of Canon s financial assets and liabilities.

Canon may be adversely affected by fluctuations in the stock and bond markets.

Canon s assets include investments in publicly traded securities. As a result, Canon s operating results and general financial position may be
affected by price fluctuations in the stock and bond markets. Volatility in financial markets and overall economic uncertainty create the risk that
the actual amounts realized in the future on Canon s investments could differ significantly from the fair values currently assigned to them. In
addition, if valuations of investment assets decrease because of conditions in stock or bond markets, for example, additional funding and
accruals with respect to Canon s pension and other obligations may be required, and such funding and accruals may adversely affect Canon s
operating results and consolidated financial condition.

High prices of raw materials could negatively impact Canon s profitability.

Increases in prices for raw materials that Canon uses in manufacturing such as steel, non-ferrous metals and petrochemical products may lead to
higher production costs and Canon may not be able to pass these increased production costs onto the sales prices of its products. Such increases
in prices for raw materials could adversely affect Canon s operating results.

Risks Related to Canon_s Industries and Business Operations

A substantial portion of Canon s business activity is conducted outside Japan, exposing Canon to the risks of international operations.

A substantial portion of Canon s business activity is conducted outside Japan. There are a number of risks inherent in doing business in
international markets, including the following:

unfavorable political, diplomatic or economic conditions;
sharp fluctuations in foreign currency exchange rates;
unexpected political, legal or regulatory changes;
inadequate systems of intellectual property protection;
difficulties in recruiting and retaining qualified personnel; and
less developed production infrastructure.
Any inability to manage the risks inherent in Canon s international activities could adversely affect its business and operating results.
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Canon has invested and will continue to invest actively in next-generation technologies. If the markets for these technologies do not develop
as Canon expects, or if its competitors produce these or competing technologies in a more timely or effective manner, Canon s operating
results may be materially adversely affected.

Canon has made and will continue to make investments in next-generation technology research and development initiatives. Canon s competitors
may achieve research and development breakthroughs in these technologies more quickly than Canon, or may achieve advances in competing
technologies that render products under development by Canon uncompetitive. For several years, Canon has continued its investments in
development and manufacturing in order to keep pace with technological evolution. If Canon s business strategies diverge from market demands,
Canon may not recover some or all of its investments, or may lose business opportunities, or both, which may have a material adverse effect on
Canon s operating results.

In addition, Canon has sought to develop production technology and equipment to accelerate the automation of its manufacturing processes and
in-house production of key devices. If Canon cannot effectively implement these techniques, it may fail to realize cost advantages or product
differentiation, which may adversely affect Canon s operating results. While differentiation in technology and product development is an
important part of Canon s strategy, Canon must also accurately assess the demand for and commercial acceptance of new technologies and
products that it develops. If Canon pursues technologies or develops products that are not well received by the market, its operating results could
be adversely affected.

Entering new business areas through the development of next-generation technologies is a focal point of Canon s corporate strategy. To the
extent that Canon enters into such new business areas, Canon may not be able to establish a successful business model or may face severe
competition with new competitors. If such events occur, Canon s operating results may be adversely affected.

If Canon does not effectively manage transitions in its products and services, its operating results may decline.

Many of the business areas in which Canon competes are characterized by rapid technological advances in hardware performance, software
functionality and product features; frequent introduction of new products; short product life cycles; and continued qualitative improvements to
current products at stable price levels. Canon has sought to invest substantial resources into introducing appealing, innovative and
cost-competitive new products. There are several risks inherent in introduction of new products and services, such as delays in development or
manufacturing, unsuitable product quality during the introductory period, variations in manufacturing costs, negative impact on sales of current
products, uncertainty in predicting customer demand and difficulty in effectively managing inventory levels. Moreover, if Canon is unable to
respond quickly to technological innovations with respect to information systems and networks, Canon s revenue may be significantly affected as
a result of delays associated with the incorporation into its products of such new information technologies.

Canon s revenues and gross margins also may suffer adverse effects because of the timing of product or service introductions by its competitors.
This risk is exacerbated when a competitor introduces a new product immediately prior to Canon s introduction of a similar product. If any of
these risks materialize, future demand for Canon s products and services could be reduced, and its operating results could decline.

Changes in the print environment may affect Canon s business.

In the business machines market for such products as MFDs, copying machines and printers, customers are increasingly looking for ways to cut
costs while protecting the environment. From this perspective, Managed Print Services ( MPS ), which aim to optimize printing efficiencies in the
office, have become popular in recent years. This trend could lead to a decrease in business machine print volumes.

Table of Contents 11



Edgar Filing: CANON INC - Form 20-F

Table of Conten

In addition, the popularity of tablet PCs could also lead to a decrease in customer print opportunities. If Canon is unable to supply products and
services that respond to these types of market trends, its operating results may be adversely affected.

Canon s digital camera business operates in a highly competitive environment.

The smartphone market has been growing dramatically on a global scale in recent years. Smartphones allow users not only to take photos, but
also share them instantly on SNSs and it changed people s photo taking behavior. If Canon s digital cameras cannot clearly state their advantages
over smartphones cameras, Canon could suffer from an erosion of the digital camera market, with a resulting adverse effect on operating results.

Because the semiconductor lithography equipment and flat-panel-display ( FPD ) industry is highly cyclical, Canon may be adversely
affected by any downturn in demand for semiconductor devices and FPD panels.

The semiconductor lithography equipment and FPD lithography equipment industry is characterized by fluctuating business cycles, the timing,
length and volatility of which are difficult to predict. Recurring periods of oversupply of semiconductor devices and FPD panels have at times
led to significantly reduced demand for capital equipment, including the semiconductor lithography equipment and FPD lithography equipment
that Canon produces. Despite this cyclicality, Canon must maintain significant levels of research and development expenditures to remain
competitive. A future cyclical downturn in the lithography equipment industry and related fluctuations in the demand for capital equipment
could cause cash flow from sales to fall below the level necessary to offset Canon s expenditures, including those arising from research and
development, and could consequently have a material adverse effect on Canon s operating results and financial condition.

Canon s business is subject to changes in the sales environment.

A substantial portion of Canon s market share is concentrated in a relatively small number of large distributors, particularly in Europe and the
United States. Canon s product sales to these distributors constitute a significant percentage of its overall sales. As a result, any disruptions in its
relationships with these large distributors in specific sales territories could adversely affect Canon s ability to meet its sales targets. Any increase
in the concentration of sales to these large distributors could result in a reduction of Canon s pricing power and adversely affect its profits. In
addition, the rapid proliferation of Internet-based businesses may render conventional distribution channels obsolete. These, and other changes in
Canon s sales environment, could adversely affect Canon s operating results.

In addition, Canon depends on HP Inc. for a significant part of its business. As a result, Canon s business and operating results may be affected
by the policies, business and operating results of HP Inc. Any decision by HP Inc. management to limit or reduce the scope of its relationship
with Canon would adversely affect Canon s business and operating results.

Canon depends on specific outside suppliers for certain key components.

Canon relies on specific outside suppliers that meet Canon s strict criteria for quality, efficiency and environmental friendliness for critical
components and special materials used in its products. In some cases, Canon may be forced to discontinue production of some or all of its
products if the specific outside suppliers that supply key components and special materials across Canon s product lines experience unforeseen
difficulties, or if such parts and special materials suffer from quality problems or are in short supply. Further, the prices of components and
special materials purchased from specific outside suppliers may rise, triggered by the imbalance of supply and demand along with other factors.
If such events occur as an outcome of the dependency on outside vendors, Canon s operating results may be adversely affected.
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Canon may be subject to antitrust-related lawsuits, investigations or proceedings, which may adversely affect its operating results or
reputation.

A portion of Canon s net sales consists of sales of supplies and the provision of services after the initial equipment placement. As these supplies
and services have become more commoditized, the number of competitors in these markets has increased. Canon s success in maintaining these
post-placement sales will depend on its ability to compete successfully with these competitors, some of which may offer lower-priced products
or services. Despite the increase in competitors, Canon currently maintains a high market share in the market for supplies. Accordingly, Canon
may be subject to lawsuits, investigations or proceedings under relevant antitrust laws and regulations. Any such lawsuits, investigations or
proceedings may lead to substantial costs and have an adverse effect on Canon s operating results or reputation.

Cyclical patterns in sales of Canon s products make planning and inventory management difficult and future financial results less
predictable.

Canon generally experiences seasonal trends in the sales of its consumer-oriented products. Canon has little control over the various factors that
produce these seasonal trends. Accordingly, it is difficult to predict short-term demand, placing pressure on Canon s inventory management and
logistics systems. If product supply from Canon exceeds actual demand, excess inventory will put downward pressure on selling prices and raise
inefficiency in cash management, potentially reducing Canon s revenue. Alternatively, if actual demand exceeds the supply of products, Canon s
ability to fulfill orders may be limited, which could adversely affect market share and net sales and increase the risk of unanticipated variations

in its operating results.

Canon s cooperation and alliances with, strategic investments in, and acquisitions of, third parties may not produce the anticipated
improvements to its financial results.

Canon makes strategic acquisitions of other companies for the purpose of business expansion and Canon is also engaged in alliances, joint
ventures, and strategic investments with other companies. These activities can help Canon to grow its business. However, weak business trends
or disappointing performance by partners or acquired companies may adversely affect the success of such activities. The success of such
activities may be adversely affected by the inability of Canon and its partners or acquired companies to successfully define and reach common
objectives. Even if Canon and its partners or acquired companies succeed in designing a structure that allows for the definition and achievement
of common objectives, synergies may not be created between the businesses of Canon and its partners or acquired companies. In addition,
integration of operations may take more time than expected. In connection with its acquisitions, Canon recognizes goodwill and other intangible
fixed assets on its consolidated balance sheet, and the amounts recognized may be impaired if there is a decline of future cash flow. An
unexpected cancellation of a major business alliance may disrupt Canon s overall business plans and may also result in a delayed return on, or
reduced recoverability of, the investment, adversely affecting Canon s operating results and financial position.

Canon depends on efficient logistics services to distribute its products worldwide.

Canon depends on efficient logistics services to distribute its products worldwide. Problems with Canon s computerized logistics systems, an
outbreak of war or strife within Canon s operating regions or regional labor disputes, such as a dockworkers strike, could lead to a disruption of
Canon s operations and result not only in increased logistical costs, but also in the loss of sales opportunities owing to delays in delivery.
Moreover, because demand for Canon s consumer products may fluctuate throughout the year, transportation means, such as cargo vessels or air
freight, and warehouse space must be appropriately managed to take such fluctuations into account. Failure to do so could result in either a loss
of sales opportunities or the incurrence of unnecessary costs.

In addition, the increasing levels of precision required of semiconductor lithography equipment and FPD lithography equipment and the
resulting increase in the value and size of such equipment in recent years have

Table of Contents 13



Edgar Filing: CANON INC - Form 20-F

Table of Conten

resulted in a concurrent increase in the need for sensitive handling and transportation of these products. Because of their precise nature, even a
minor shock during the handling and transportation process can potentially cause irreparable damage to such products. If unforeseen accidents
during the handling and transportation process render a significant portion of Canon s high-end precision products unmarketable, costs will
increase, and Canon may lose sales opportunities and customer confidence.

Substantially higher crude oil prices and the supply-and-demand balance of transportation means could lead to increases in the cost of freight,
which could adversely affect Canon s operating results.

Other Risks

Canon s facilities, information systems and information security systems are subject to damage as a result of disasters, outages or similar
events.

Canon s headquarters functions, information systems and research and development centers are located in or near Tokyo, Japan, where the
possibility of damage from earthquakes is generally higher than in other parts of the world. In addition, Canon s facilities or offices, including
those for research and development, materials procurement, manufacturing, logistics, sales and services are located throughout the world and
subject to the possibility of outage or similar disruption as a result of a variety of events, including natural disasters such as earthquake, flood
and terrorist attacks. Although Canon continues to establish appropriate backup structures for its facilities and information systems, there can be
no assurance that Canon will be able to prevent or mitigate the effect of disruptive events or developments such as the leakage of harmful
substances and shutdowns of information systems. Although Canon has implemented backup plans to permit the manufacture of its products at
multiple production facilities, such plans do not cover all product models. In addition, such backup arrangements may not be adequate to
maintain production quantity at sufficient levels. Such factors may adversely affect Canon s operating activities, generate expenses relating to
physical or personal damage, or hurt Canon s brand image, and its operating results may consequently be adversely affected.

Canon s success depends in part on the value of its brand name, and if the value of the brand is diminished, Canon s operating results and
prospects will be adversely affected.

Canon s success depends in part on maintenance and development of the value of its brand name. The main factors which could damage its brand
value are defective product quality, circulation of counterfeit and failures of its compliance regime. Although Canon works to minimize risks

that may arise from product quality and liability issues, such as those triggered by the individual functionality and also from the combination of
hardware and software that make up Canon s products, there can be no assurance that Canon will be able to eliminate or limit these issues and the
resulting damages. If such factors adversely affect Canon s operating activities, generate additional expenses such as those related to product
recalls, service and compensation, or otherwise hurt its brand image, Canon s operating results or reputation for quality may be adversely
affected. Canon has been implementing measures to halt the spread of counterfeit products. However, the continued manufacture and sale of

such products could adversely affect Canon s brand image as well as its operating results.

If Canon fails to maintain its overall compliance regime, especially legal and regulatory compliance, this also could result in damage to Canon s
credibility and brand value.

Canon s business is subject to environmental laws and regulations.

Canon is subject to certain Japanese and foreign environmental laws and regulations in areas such as energy resource conservation, reduction of
hazardous substances, product recycling, clean air, clean water and waste disposal. Due to the laws and regulations, Canon may face liability for
additional costs and alleged damages. Such costs and damages could adversely affect Canon s business and operating results.
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Canon is subject to potential liability for the investigation and cleanup of environmental contamination at each of the properties that it owns or
operates and at certain properties Canon formerly owned or operated. If Canon is held responsible for such costs in any future litigation or
proceedings, such costs may not be covered by insurance and may be material.

Canon is subject to risks relating to legal proceedings.

Canon is involved in various claims and legal actions arising in the ordinary course of its business. Results of actual and potential litigation are
inherently uncertain. An unfavorable result in a legal proceeding could adversely affect Canon s reputation, financial condition and operating
results.

Canon may be subject to intellectual property litigation and infringement claims, which could cause it to incur significant expenses or
prevent it from selling its products.

Because of the emphasis on product innovation in the markets for Canon s products, many of which are subject to frequent technological
innovations, patents and other intellectual property are an important competitive factor. Canon relies primarily on internally developed
technology, and seeks to protect such technology through a combination of patents, trademarks and other intellectual property rights.

In relation to protection of its technologies, Canon faces risks that: competitors will be able to develop similar technology independently;
Canon s pending patent applications may not be issued; the steps Canon takes to prevent misappropriation or infringement of its intellectual
property may be unsuccessful; and intellectual property laws may not adequately protect Canon s intellectual property, particularly in certain
emerging markets.

In relation to third party intellectual property rights, if any third party is adjudicated to have a valid infringement claim against Canon, Canon
could be required to: refrain from selling the relevant product in certain markets; pay monetary damages; pursue development of non-infringing
technologies, or attempt to acquire licenses to the infringed technology and to make royalty payments, which may not be available on
commercially reasonable terms, if at all.

Canon may need to litigate in order to enforce its intellectual property rights or in order to defend against claims of infringement, which can be
expensive and time-consuming.

Canon also licenses its patents to third parties in exchange for payment or licensing. The terms and conditions of such licensing or changes in the
renewal conditions of such licenses could affect Canon s business.

With respect to employee inventions, Canon maintains company rules and an evaluation system and has been making adequate payments to
employees for the assignment of invention rights based on these rules. However, there can be no assurance that disputes will not arise with
respect to the amount of these payments to employees.

Canon s businesses, corporate image and operating results could be adversely affected by any of these developments.
Canon must attract and retain highly qualified professionals.

Canon s future operating results depend in significant part upon the continued contributions of its employees. In addition, Canon s future
operating results depend in part on its ability to attract, train and retain qualified personnel in development, production, sales and management.
The competition for human resources in the high-tech industries in which Canon operates has intensified in recent years. Moreover, owing to the
accelerating pace of technological change, the importance of training new personnel in a timely manner to meet product research and
development requirements will increase. Failure by Canon to recruit and train qualified
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personnel or the loss of key employees could delay development or slow production and could increase the risks of outflow of technologies and
know-how. These factors may adversely affect Canon s business and operating results.

Maintaining a high level of expertise in Canon s manufacturing technology is critical to Canon s business. However, it is difficult to secure the
requisite expertise for specialized skill areas, such as lens processing, in a short time period. While Canon engages in advance planning to obtain
the expertise needed for each skill area, Canon cannot guarantee that such expertise will be acquired in a timely manner and retained, and failure
to do so may adversely affect Canon s business and operating results.

Canon is subject to risks arising from dependency on electronic data.

Canon possesses confidential electronic data relating to manufacturing, research and development, procurement, and production, as well as
sensitive information obtained from its customers relating to the customers and to other individuals and parties. This electronic data is used by
Canon and third party managed systems and networks. Electronic data is also used for the information service functions in various products.

There are some risks inherent in the use of the electronic data, including vulnerability to hacking and computer viruses, service failures due to
unexpected events, and infrastructure issues, such as insufficient power supply and issues arising from damage caused by natural disasters.
Although Canon continues to make administrative and managerial improvements in order to alleviate these risks, such events may occur despite
Canon s best efforts.

The materialization of such risks could result in interruptions to essential work, leaks of confidential data and damage to the information service
functions in products. The occurence of any of these events has the potential to cause Canon to be subject to claims from affected individuals
and parties and to negatively influence Canon s brand image, the social trust it has developed, and its operations and financial conditions.

Canon s financial results may be adversely affected if its deferred tax assets are not recoverable or if it is subject to international double
taxation.

Canon currently has deferred tax assets, which are subject to periodic recoverability assessments based on projected future taxable income. The
changes of future profitability due to future market conditions and tax reforms including changes in tax rates may require possible recognition of
significant valuation allowances to reduce the net carrying value of deferred tax asset balances. When Canon determines that certain deferred tax
assets may not be recoverable, the amounts which may not be realized are charged to income tax expense and will adversely affect net income.

Recently, international corporate tax avoidance has developed into a political issue with a focus on aggressive tax planning strategies of certain
multinational corporations. The OECD established the BEPS (Base Erosion and Profit Shifting) project for the purpose of increasing cooperation
among countries and implementing harmonization of taxation. The BEPS action plan was published in July 2013; the OECD then conducted
further study based on that plan and published its final report in October 2015, recommending that each country revise or amend its domestic
taxation system and tax treaties.

Canon believes that liability of taxation is a basic and significant responsibility as a corporate citizen and that international taxation reforms will
not significantly affect Canon. It is, however, possible that there will be differences in opinion between Canon and tax authorities after Canon
shares its business information with each tax authority based on new transfer pricing documentation requirements.
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Canon s retirement and severance benefit obligations are subject to certain accounting assumptions.

Canon has significant employee retirement and severance benefit obligations that are recognized based on actuarial valuations. Inherent in these
valuations are key assumptions, including discount rates, expected return on plan assets, assumed rate of increase in compensation level and
mortality rate. Actual results that differ from the assumptions are accumulated and amortized over future periods and, therefore any such
differences would be expected to be linked to increases in actual costs, which may adversely affect net income.

Item 4. Information on the Company
A. History and development of the Company

Canon Inc. is a joint stock corporation (kabushiki kaisha) formed under the Corporation Law of Japan. Its principal place of business is at 30-2,
Shimomaruko 3-chome, Ohta-ku, Tokyo 146-8501, Japan. The telephone number is +81-3-3758-2111.

The Company was incorporated under the laws of Japan on August 10, 1937 to produce and sell Japan s first focal plane shutter 35mm still
camera, which was developed by its predecessor company, Precision Optical Research Laboratories, which was organized in 1933.

In the late 1950s, Canon entered the business machines field utilizing technology obtained through the development of photographic and optical
products. With the successful introduction of electronic calculators in 1964, Canon continued to expand its operations to include plain paper
copying machines, faxes, laser printers, bubble jet printers, computers, video camcorders and digital cameras.

On April 15, 2015, the Company acquired shares of Axis AB ( Axis ), a Sweden-based company listed on Nasdaq Stockholm, a global leader in
the network video solution industry, primarily through a public cash tender offer and made it into a subsidiary. The Company views its network
surveillance camera business as a promising new business area for Canon. By making Axis into a subsidiary, Canon aims to provide advanced
and high-performance network solutions to its customers and improve its product competitiveness.

In 2015, 2014, and 2013, Canon s increases in property, plant and equipment were ¥195,120 million, ¥182,343 million and ¥188,826 million,
respectively. In 2015, the increases in property, plant and equipment were mainly used to expand production capabilities in both domestic and
overseas regions, and to bolster Canon s production-technology-related infrastructure. In addition, Canon has been continually investing in tools
and dies for business machines, in which the amount invested is generally the same each year.

For 2016, Canon projects to invest in property, plant and equipment of approximately ¥230,000 million. This amount is expected to be spent for
investments in new production plants and new facilities of Canon. Canon anticipates that the funds needed for this increase will be generated
internally through operations.

B. Business overview

Canon is one of the world s leading manufacturers of office multifunction devices ( MFDs ), plain paper copying machines, laser printers, inkjet
printers, cameras and lithography equipment.

Canon sells its products principally under the Canon brand name and through sales subsidiaries. Each of these subsidiaries is responsible for
marketing and distribution to retail dealers in an assigned territory. In 2015, 81.2% of consolidated net sales were generated outside Japan, with
approximately 30.1%, 28.3% and 22.8% generated in the Americas, Europe and Asia and Oceania, respectively.

Canon s strategy is to develop innovative, high value-added products incorporating advanced technologies.
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Canon s research and development activities range from basic research to product-oriented research directed at maintaining and increasing
Canon s technological leadership in the marketplace.

Canon will work to realize the optimized global allocation of its production assets based on changes in local conditions in each country. Canon
has manufacturing subsidiaries in a variety of countries, including the United States, Germany, France, the Netherlands, Taiwan, China,
Malaysia, Thailand, Vietnam and the Philippines.

As a concerned member of the world community, Canon emphasizes recycling and has increased its use of clean energy sources and cleaner
manufacturing processes. Canon has also launched programs to collect and recycle used Canon cartridges and to refurbish used Canon copying
machines. In addition, Canon has removed virtually all environmentally unfriendly chemicals from its manufacturing processes.

Products

Canon operates its business in three segments: the Office Business Unit, the Imaging System Business Unit and the Industry and Others
Business Unit .

- Office Business Unit -

Canon manufactures, markets and services a full range of MFDs, printers, copying machines for personal and office use and production print
products for print professionals. Canon also delivers added value to customers through software, services and solutions. Canon s offerings cater
to a broad market from Small Office Home Office ( SOHO ), and Small and Midsize Business ( SMB ) to large enterprises and professional
graphic arts companies.

In the industry, customer preference has been shifting from monochrome to color products and from hardware to services and solutions.
Especially in the professional print market, customers are increasingly turning to short-run, print-on-demand and variable data printing. The
importance of connectivity, mobility, security, integration, workflow and cloud-based web services is growing, and such added value is
increasingly delivered together with hardware. Canon seeks to maintain its position as a market leader in these fast-changing markets.

In 2015, Canon expanded our hardware offerings by introducing the image RUNNER ADVANCE C3300 series, an A3 color MFP, to increase
our share in the low-end color market and our sales in emerging countries. We also launched the imageRUNNER 1435, an A4 monochrome
device. The light production color device, the imagePRESS C800 series is selling well. At the high-end of the color market, Canon released the
image PRESS C10000VP, a flagship model and the fastest engine of the imagePRESS series at 100ppm together with the image PRESS
C8000VP, an 80ppm device. These models deliver high productivity, precise color reproduction, color stability and broad media handling
capability addressing the versatile needs in the high-end market. With these, Canon has established a color production portfolio covering from
light production market up to high-end market. In addition, the new Océ-produced VarioPrint i300, Canon s first high-speed sheet-fed color
inkjet press, has received favorable reviews in the market.

In software, services and solutions, Canon was one of the first vendors to launch its application development platform, the Multifunctional
Embedded Application Platform ( MEAP ) which allows the creation of customized applications for Canon MFDs enabling users to fully take
advantage of the power of our MFDs. Canon is reinforcing its solutions capability through offerings such as imageW ARE software suite,

business process automation software Enterprise Imaging Platform ( EIP ) and Canon MDS, a device management solution that reduces total cost
of ownership.

To maintain and enhance its competitive edge and to meet increasingly sophisticated customer demands, Canon is committed to the continued
reinforcement of Canon s hardware and software offerings and solutions capability.
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As for laser printers, Canon plans to aggressively launch new products for both monochrome and color in the MFDs market to drive Canon s
business growth. However, Canon is experiencing fierce competition with aggressive competitors in the laser printer market and an eventual
decline in sales prices is becoming a major threat. Growth of the tablet PC and smartphone market, which affects users printing behavior and
may also lead to a decrease in demand for printing, is becoming a new threat. Canon is executing on several initiatives to enhance mobile
printing solutions to tackle the new threat and create further business opportunities.

In response, Canon aims to promote technological developments in order to introduce competitive products in a timely manner across the office
business unit, and to pursue business efficiency through continuous cost reduction and optimization of its supply chain.

- Imaging System Business Unit -
Canon manufactures and markets digital cameras and digital video camcorders, as well as lenses and various related accessories.

In 2015, Canon expanded the imaging domains of EOS by launching four new digital SLR cameras, including EOS 5DS / EOS 5DS R which
achieved the highest resolution in the history of the EOS, and two new mirrorless cameras EOS M3 and EOS M10. Moreover, Canon also
strengthened its product lineup by adding new storage device Connect Station CS100 that offers brand new image experiences. These new
models as well as the current models pushed sales and Canon maintained number one market share* in the field of interchangeable lens digital
cameras in volume terms in 2015 in the major regions, such as the United States, Europe, and Japan. Canon believes there remains considerable
room for future growth through development of new products based on state-of-the-art technology following the trend of higher quality picture,
small and light weight body and versatile movie / network functions.

* Source: NPD, Dec 2015 for USA / Gtk, Dec 2015 except USA

Canon launched four new lens products for digital SLR. The interchangeable lens lineup currently exceeds 90 products, including Cinema
Lenses (EF-Mount). By enhancing its core capability, Canon has been introducing high-quality and high-performance lenses developed by
superior optical technology and new elemental technology, which Canon believes allowed it to maintain its advantage over the competition.

As for compact digital cameras, while the overall market has been shrinking, segment with relatively large sensor size has shown positive
growth. In such circumstance, in the second half of the year, Canon launched two new 1.0-type sensor models: PowerShot G9 X with its slim
and light-weight design, and PowerShot G5 X equipped with an electronic viewfinder. By adding these two models, Canon has expanded its
premium lineup to five models, thereby aiming to offer models for various user needs. Through its strong premium lineup, Canon aims to
strengthen its presence within this growing category and strives to improve its profitability. Including those premium models, Canon launched
total of eleven models globally, and plans to maintain its full-line up strategy.

In compact photo printer market, along with the increasing demand for photo printing from smart devices, Canon has attained double-digit
growth in each regional market. With its advantages, such as easy operation, portability, and lab-quality photo print, SELPHY has gained a
strong market share in each region. Canon plans to tap new customer demand and will seek to maintain its lead in this market.

The market for conventional camcorders has been shrinking, as many other popular devices start adding a movie function. On the other hand,
new categories like action cameras are emerging and expanding. Canon aims to expand sales in this market with a product lineup with higher
value added based on Canon s distinctive high-definition, high-resolution technologies. Canon has introduced an ultra-high-sensitive
multi-purpose camera, aiming to exploit a new market category. In the field of professional camcorders, Canon introduced the new
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models XC10; compact and lightweight camcorder which is capable of capturing both impressive 4K video and high quality still images, and
EOS C300 Mark II; a new addition to the CINEMA EOS SYSTEM lineup of digital cinema cameras, capable of shooting 4K-resolution video.
Canon s first ultra-high-sensitivity multi-purpose camera named ME20F-SH, can record color images in near-complete darkness, while its cubic
chassis can be installed unobtrusively so it can be used in many fields like surveillance, security and motion picture production. Canon aims to
solidify its top position in the motion picture production market by introducing new products that suit a wide variety of market.

Canon experienced robust growth in the field of projectors for business applications, and in particular brighter, installation type projectors. In
this market, Canon offers a range of products from an interchangeable lens type to a lens built-in type. In 2015, Canon launched two new
compact install-type models with short-throw and high shift function as well as a brighter flagship model that utilize advanced optical
technologies, which are strategic and leading models for expanding the projector business and advancing Canon s position in the market.

In the broadcast HDTV lens market, demand remains stable from sports broadcasting in developed countries and from switchover to HD in
developing countries, and Canon continues to maintain a large share of the TV lens market with high value-added products. Under such
circumstances, preparations for practical 4K broadcasting has started all over the world, and Canon has announced and started to launch four
models of 2/3 format 4K lenses. On the other hand, CINE-SERVO lenses, which are compatible with 4K cameras with large-format sensors are
gaining popularity, have contributed significantly to increased sales in this market.

Inkjet printer technology has been evolving, driving expansion of application from home use to office and commercial use such as poster
printing and photo printing that require high-quality.

Canon offers a wide variety of products to meet such needs based on its core technology Full-photolithography Inkjet Nozzle Engineering
( FINE ), which enables realization of high-speed printing and high image quality at the same time.

For home use, Canon offers such printer solutions as PIXMA Cloud Link and Canon PRINT Inkjet/SELPHY to tighten the connection with
cloud computing, smartphones and tablet PCs, whose functionality has been proliferating. Canon also offers My Image Garden, enabling a wide
variety of photo-print, an easy-to-use Intelligent Touch System and XL ink tank & ink cartridge. Canon hopes such enhancement of function and
service will increase user-friendliness and satisfaction of users.

In 2014, Canon launched the new brand MAXIFY in the business inkjet printer segment, targeting the growing SOHO market. The MAXIFY
printer series features Canon s leading inkjet technologies such as high-quality printing with fast printing, and a low total cost of ownership.

In 2012, Canon started to ship the DreamLabo 5000, the first inkjet production photo printer featuring new FINE high-density print head
technology. In the professional printing market, Canon offers three professional photo inkjet printers: the PEIXMA PRO-1 with a 12 ink system
of pigment-based inks, PIXMA PRO-10S with a 10 ink system of pigment-based inks, and the PIXMA PRO-100S with 8- dye-based inks to
produce colorful and vivid prints. Canon aims to further expand its business, leveraging its strength in the photo printing market.

Canon s large-format inkjet printers are based on FINE head technology and employ its unique image processor, L-COA, developed for
high-speed, high-resolution printing, and LUCIA pigment inks. Consequently, Canon receives a high evaluation and steadily boosts the market
share.

Canon s lineup also includes CanoScan LiDE, the flatbed scanners which use Contact Image Sensor ( CIS ), and a scanner with Charge-Coupled
Devices ( CCD ) for high resolution. Canon has maintained high share in the scanner market by achieving stable sales results.
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In the market for semiconductor lithography equipment, investments by memory makers have been favorable due to the increase in demand for
memory devices, drawn by the growth of the mobile device market such as smartphones and the expansion of the cloud server market for Big
Data utilization. Moreover, investments for image sensor production have been performing well, with expectations of market expansion in
on-vehicle cameras and medical devices and network cameras in addition to mobile devices.

In the market for i-line steppers, investments for automotive devices, power devices and LEDs have been stable while those for 3D integration
with Through-Silicon Via ( TSV ) are expected to expand.

Responding to these market changes, Canon has been developing a design-in business style, which enables customer needs to be reflected in the
early stage of our product development process, and Canon believes steady progress has been made in developing products with high added

value. For example, Canon offers an i-line stepper FPA-3030i5+, optimized for the production of LEDs and power devices, and FPA-5510iV,
which enables high productivity in the advanced packaging process such as TSV and BUMP. As a result of these activities, Canon has occupied

a high share of the i-line stepper market. For memory and logic devices, FPA-5550iZ offers high productivity to customers. In addition, Canon
released new KrF scanners, FPA-6300ES6a which achieved high throughput and industry s highest level of overlay accuracy, steadily increasing
Canon s share of the market for KrF scanners. Furthermore, Canon launched the industry s first Nano-Imprint Lithography ( NIL ) equipment in
2015.

In the market for FPD lithography equipment, ongoing capital investments by panel makers for larger-sized panels offering higher resolution led
to robust growth of lithography systems for large-sized panel production. Panel makers are expected to continue to require higher resolution in
FPD lithography equipment for both large-sized and mid-to-small-sized panel production.

Under these circumstances, Canon believes MPAsp-H800 series for large-sized panels has contributed to our customers production plans by
offering world-highest resolution and high productivity. This has helped Canon capture and maintain a large share of the FPD lithography
equipment market for large-sized panel production. Furthermore, Canon has added to its product lineup of MPAsp-E810 series for
small-to-mid-sized panels, corresponding to the production of higher resolution panels such as for smartphones. Canon also aims to capture a
large share of the market for small-to-mid sized panel production in addition to large-sized panel production.

In the medical equipment market, both the replacement demand from the Computed Radiography ( CR ) to the Digital Radiography ( DR ) and the
expanding demand in emerging markets keep driving the steady market growth for the digital X-ray equipment. Although the price competition

has been increasing due to the commoditization that has resulted from the entrance of new players from countries such as China and Korea,

Canon maintains sound business performance by offering products that have wireless connections and X-ray auto-detection featuring high image
quality. In the dynamic X-ray equipment market where high growth is expected, Canon continues strong efforts to promote sales of high quality
dynamic sensors for fluoroscopy and high-end angiography systems.

In the ophthalmic equipment market as well, Canon has maintained steady business results by launching a new non-mydriatic digital retinal
camera with improved operability such as auto-focus and auto-shot functions. Canon introduced a network software product Ophthalmic
Software Platform RX which enables comparison and superposition of images from Canon retinal cameras and Optical Coherence Tomography
( OCT ) that have also contributed to steady business results.

The applications for network cameras are no longer limited to security and safety surveillance. There is a growing trend that recorded video data
can be used for management purposes that can lead to increases in
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customer satisfaction or productivity. Canon s compact model, VB-S series has been popular for indoor surveillance applications, and sales have
also increased of high-functionality model, the VB-H series. In addition, in the first half of 2015, Canon established a production base in
Nagasaki and expanded our domestic production by adding nine new models including a 360° speed dome model, VB-R11VE and built-in IR
lighting model, VB-M741LE. Canon will start to offer a cutting-edge network camera system that is developed by integration of the Company s
imaging technology, Axis network video processing technology, and video management software technology of Milestone systems which was
acquired in 2014, with a goal of achieving further growth in this network camera segment.

NET SALES BY SEGMENT

The following table presents our net sales by segment for each of the periods shown.

Years ended December 31

2015 change 2014 change 2013
(Millions of yen, except percentage data)
Office ¥2,110,816 1.5% ¥2,078,732 3.9% ¥2,000,073
Imaging System 1,263,835 -5.9 1,343,194 -7.3 1,448,938
Industry and Others 524,651 31.6 398,765 6.4 374,870
Eliminations (99,031) (93,439) (92,501)
Total ¥ 3,800,271 2.0% ¥3,727,252 -0.1% ¥3,731,380

NET SALES BY GEOGRAPHIC AREA

The following table presents our net sales by geographic area for each of the periods shown.

Years ended December 31

2015 change 2014 change 2013
(Millions of yen, except percentage data)
Japan ¥ 714,280 -1.4% ¥ 724,317 12% ¥ 715,863
Americas 1,144,422 +10.4 1,036,500 2.2 1,059,501
Europe 1,074,366 -1.5 1,090,484 -3.1 1,124,929
Asia and Oceania 867,203 -1.0 875,951 54 831,087
Total ¥ 3,800,271 2.0% ¥3,727,252 -0.1% ¥3,731,380

Seasonality

Canon s sales for the fourth quarter are typically higher than for the other three quarters, mainly due to strong demand for consumer products,
such as cameras and inkjet printers, during the year-end holiday season.

In Japan, corporate demand for office products peaks in the first quarter, as many Japanese companies end their fiscal years in March. Sales also
tend to increase at the start of the new school year in each region.

Sources of supply

Canon purchases materials such as glass, aluminum, plastic, steel and chemicals for use in various product components and in the manufacturing
process. Canon procures raw materials from all over the world and selects suppliers based on a number of criteria, including environmental
friendliness, quality, cost, supply stability and financial condition.

Prices of some raw materials fluctuate according to market trends. Although Canon is currently focusing on globalizing supplies and improving
raw material resource management strategies, and believes that it will be able

Table of Contents 22



Table of Contents

Edgar Filing: CANON INC - Form 20-F

16

23



Edgar Filing: CANON INC - Form 20-F

Table of Conten

to continue procuring sufficient quantities of raw materials to meet its needs, there can be no assurance that supply shortages will not occur or
that raw materials, such as crude oil, will be available at competitive prices, or at all, in the future.

Marketing and distribution

Canon sells its products primarily through subsidiaries organized under regional marketing subsidiaries: Canon Marketing Japan Inc. in Japan;
Canon U.S.A., Inc. in North and South America; Canon Europe Ltd. and Canon Europa N.V. in Europe, Russia, Africa and the Middle East;
Canon (China) Co., Ltd. in Asia outside Japan; and Canon Australia Pty. Ltd. in Oceania. Each subsidiary is responsible for its own market
research and for determining its sales channels, advertising and promotional activities. Each subsidiary provides tailor-made solutions to a
diverse range of unique customers and aims to advance Canon s reputation as a highly trusted brand.

In Japan, Canon sells its products primarily through Canon Marketing Japan Inc., mainly to dealers and retail outlets.
In the Americas, Canon sells its products primarily through Canon U.S.A., Inc. and Canon Canada Inc., mainly to dealers and retail outlets.

In Europe, Canon sells its products primarily through Canon Europa N.V., which sells mainly through subsidiaries or independent distributors to
dealers and retail outlets in each locality. In addition, copying machines are sold directly to end-users by several subsidiaries such as Canon
(UK) Ltd. in the United Kingdom and Canon France S.A.S. in France.

In Southeast Asia and Oceania, Canon sells its products through subsidiaries located in those areas. In addition, copying machines are sold
directly to end-users in Australia by Canon Australia Pty. Ltd.

Canon also sells laser printers on an OEM basis to HP Inc.. HP Inc. resells these printers under the HP LaserJet Printers name. During 2015 and
2014, OEM sales to HP Inc. constituted 17.8% and 17.4%, respectively, of Canon s consolidated net sales.

Canon continues to enhance its distribution system by promoting the continuing education of its sales personnel and by optimizing inventory
levels and business planning through weekly analysis of sales data.

Service

In Japan and overseas, product service is provided in part by independent retail outlets and designated service centers that receive technical
training assistance from Canon. Canon also services its products directly.

Most of Canon s business machines carry warranties of varying terms, depending upon the model and country of sale. Cameras and camera
accessories carry warranties that vary depending upon the model and country of sale.

Canon services its copying machines, MFDs, printers, and supplies replacement drums, parts, toner and paper. Most customers enter into a
contract under which Canon provides maintenance services, replacement drums and parts in return for a stated amount of the contract plus a per
copy charge. Copying machines not covered by a service contract may be serviced from time to time by Canon or local dealers for a fee.

Patents and licenses

Canon holds a large number of patents, design rights and trademarks in Japan and abroad to protect proprietary technologies stemming from its
research and development activities. Canon utilizes these intellectual
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property rights as important strategic management tools. For example, Canon leverages its intellectual property rights to expand its product lines
and business operations and to form alliances and exchange technologies with other companies.

Canon has granted licenses with respect to its patents to various Japanese and foreign companies, most often with respect to electrophotography,
laser printers, multifunction printers, facsimile machines and cameras.

Companies to which Canon has granted licenses include:

Ricoh Company, Ltd. Electrophotography

Samsung Electronics Co., Ltd. Laser printers, multifunction printers and facsimile machines
Kyocera Document Solutions Inc. Electrophotography

Oki Electric Industry Co., Ltd. LED printers, multifunction printers and facsimile machines
Sharp Corporation Electrophotography

Brother Industries, Ltd. Electrophotography and facsimile machines

Canon has also entered into cross-licensing agreements with other major industry participants.

Companies with which Canon has entered into cross-licensing agreements include:

HP Inc. Bubble jet printers

Ricoh Company, Ltd. Electrophotography products, facsimile machines and word processors
Xerox Corporation Business machines

International Business Machines Corporation Information handling systems

Eastman Kodak Company Electrophotography and image processing technology

Seiko Epson Corporation Information-related instruments

Canon has placed a high priority on the management of its intellectual property. Some products that are material to Canon s operating results
incorporate patented technology. Patented technology is critical to the continued success of Canon s products, which typically incorporate
technology from dozens of different patents. However, Canon does not believe that its business, as a whole, is dependent on, or that its
profitability would be materially affected by the revocation, termination, expiration or infringement upon, any particular patent, copyright,
license or intellectual property rights or group thereof.

Competition

Canon encounters intense global competition in all areas of its business. Canon s competitors range from some of the world s major multinational
corporations to smaller, highly specialized companies. Canon competes in a number of different business areas, whereas many of its competitors
focus on one or more individual areas. Consequently, Canon may face significant competition from entities that apply greater financial,
technological, sales and marketing or other resources than Canon to their activities in a particular market segment.

The principal elements of competition that Canon faces in each of its markets are technology, quality, reliability, performance, price and
customer service and support. Canon believes that its ability to compete effectively depends in large part on conducting successful research and
development activities that enable it to create new or improved products and release them on a timely basis and at commercially attractive
prices. The competitive environments in which each product group operates are described below:

- Office Business Unit -

The markets for this segment are highly competitive. Canon s primary competitors are Xerox Corporation/Fuji Xerox Co., Ltd.; Ricoh Company,
Ltd.; Konica Minolta Inc.; HP Inc.; Samsung Electronics Co., Ltd.; and
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Lexmark International, Inc. Canon believes that it is one of the leading global manufacturers of office MFDs, copying machines and laser
printers. In addition to the general elements of competition described above, Canon s ability to compete successfully in these markets also
depends significantly on whether it can provide effective, broad-based business solutions to its customers and respond to interrelated customer
needs. In particular, the ability to provide equipment and software that connect effectively to networks (ranging in scope from local area
networks to the Internet and the cloud) is often a key to Canon s competitive strength. In the United States, Europe and Japan, Canon is one of
the market leaders in all areas of the business machine market. In emerging markets, for example in China, the current market leaders for
business machines are Toshiba TEC Corporation, Sharp Corporation and Konica Minolta Inc. Canon hopes to join this group by introducing
products tailored to the Chinese market and by strengthening sales and service channels.

- Imaging System Business Unit -
Canon has continued to invest aggressively in competitive new products and intends to maintain its position in this market.
Canon s primary competitors in the interchangeable lens digital camera market are Nikon Corporation and Sony Corporation.

Average prices for compact digital cameras in the industry increased in 2015 from the previous year. Market contraction is having a major
impact, resulting in severe conditions in the digital camera market. Despite these difficulties, Canon will seek to take advantage of its status as
the major brand in the industry, along with its economies of scale, in order to maintain profitability.

Canon s primary competitors in the compact digital camera market are Sony Corporation; Nikon Corporation; and Samsung Electronics Co., Ltd.
Canon s primary competitors in the digital video camcorder market are Sony Corporation; Panasonic Corporation; and JVC Kenwood
Corporation. Canon s primary competitors in the inkjet printer market are HP Inc. and Seiko Epson Corporation.

- Industry and Others Business Unit -

Very stiff competition continues in the markets for lithography equipment used in the production of semiconductor devices and flat panel
displays ( FPDs ). In order to produce lithography equipment that can provide ultra-fine processing, an integration of advanced optical, control
and system technologies is required, along with continuous investment in technology development. The main competitors in these markets are
Nikon Corporation, in the markets for semiconductor and FPD lithography equipment, and ASML Holding N.V., in the market for
semiconductor lithography equipment only.

Canon believes that it has helped its customers improve their productivity by continuously improving the cost performance of semiconductor
lithography equipment using the i-line and KrF laser light sources. In particular, equipment using i-line has captured a large share of the global
market, satisfying the needs of image sensor manufacturers by quickly adapting to various unique specifications through design-in .

Canon believes its FPD lithography equipment with a common platform offers excellent productivity and reliability that has helped it capture
market share of the industry-leading South Korean market and the growing Chinese market. Canon s sales and service support systems have also
received high accolades from the customers in these markets. In the trend of high-definition, such as 4K displays in the panel market, Canon
believes it has also been meeting the needs of panel makers by continuously offering new products with high resolution.

As for network cameras, the market is competitive in higher functional requirement and price pressure from customers. Canon s primary
competitors are Hikvision Digital Technology Co., Ltd. and Panasonic Corporation. Canon is developing the innovative technology to continue
to be a global market leader in this industry.
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Environmental regulations

Canon is subject to a wide variety of laws, regulations and industry standards relating to energy and resource conservation, recycling, global
warming, pollution prevention, pollution remediation and environmental health and safety. Some of the environmental laws that affect Canon s
businesses are summarized below.

1. UN Frameworks to Address Global Issues, which are related to the Environment including Climate Changes

The United Nations adopted the 2030 Agenda for Sustainable Development Goals ( SDGs ) on September 25, 2015, under the UN Sustainable
Development Summit. SDGs cover global issues to be addressed for transforming the world toward sustainable development over the next 15
years, which are composed of 17 goals and 169 targets. The goals and targets cover a wide-range global issues, including the environmental
areas such as climate change, sustainable energy, efficient use of natural resources and reduction of waste. Based upon the SDGs, member states
will introduce national policies and initiatives to tackle such global environmental issues, and Canon may need to implement further actions to
respond to potential national initiatives.

With respect to climate change, a framework of Post-Kyoto Protocol (beyond 2012) has been discussed at the Conference of the Parties ( COP )
to the United Nations Framework Convention on Climate Change ( UNFCCC ). On November 30, 2015, COP21 was convened in Paris and
member states discussed a Future Framework beyond 2020 to reach an agreement for all member states to have a common legal regime to
address climate change. It is expected that member states will accelerate countermeasures to further address global climate change issues.

Canon has established 2015 2017 Mid-Term Environmental Goals and monitors its progress on a yearly basis. Canon is implementing initiatives
to achieve these goals, which focus on Lifecycle CO2 emissions improvement index per product by 3 percent improvement (compared to the
previous year) , Raw materials and usage CO2 emissions improvement index per product by 3 percent improvement (compared to the previous
year) , Improve energy consumption basic unit at operational sites by 1.2 percent (compared to the previous year) . Canon has successfully
reduced its Life Cycle CO2 emission per product by approximately 30 percent between 2008 and 2014.

Canon continues to pursue CO2 emission reductions both locally and globally through energy-efficient product design and improvement of
logistics and factory operations.

2. European Union Directive on the Restriction of the Use of Certain Hazardous Substances in Electrical and Electronic Equipment ( the
RoHS Directive ) and Directive on Waste Electrical and Electronic Equipment ( the WEEE Directive )
Under RoHS Directive, from July 1, 2006, companies have been required to ensure that electrical and electronic equipment ( EEE ) sold in the
European Union does not contain lead, cadmium, hexavalent chromium, mercury, polybrominated biphenyls or polybrominated diphenyl ethers.
The scope of products covered was expanded to include medical and measurement equipment starting in July 2014. New subsidiary directive of
RoHS Directive restricting an additional four substances was published in June 2015, and these substances will be restricted starting in 2019. In
parallel with these developments, all the RoHS exempted applications for which the restricted substances can be used are now under review. If
these exemptions expire, additional design changes may be required for Canon products, and cost of changing designs may increase total
compliance costs.

The WEEE Directive requires that companies selling EEE bearing their trade names in the European Union must arrange and pay for collection,
treatment, recycling, recovery and disposal of their equipment. Canon has become a member company of collective compliance schemes in each
member state of the European Union and
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has achieved the required recycling levels for waste EEE. The WEEE recast Directive was published on July 24, 2012 and was applied from
February 2014. Due to a change in official interpretation, the scope of products covered is to be expanded to include consumables.

If tighter restrictions are enforced in the future, Canon s compliance costs could increase, including with costs related to the actions for
newly-covered products and the development and adoption of substitute materials or processes. Such increased costs may have an adverse effect
on Canon s operating results.

3. European Framework for the Management of Chemical Substances ( REACH Regulation )

The REACH Regulation was implemented in 2007. This regulation covers almost all chemicals (products in gaseous, liquid, paste or powder
form) and articles (products in solid state) manufactured in or imported into the European Union. All chemicals manufactured in or imported
into the European Union that exceed specific content thresholds must be registered. If certain substances of very high concern are contained in
an article, the substances must be communicated to the recipient or consumer of the article. Furthermore, additional restrictions on the use of
certain substances can be proposed at any time by the ECHA (European Chemical Agency) or member states, and, some of them have been
already adopted and others are now under discussion, manufacturers such as Canon must take steps to address such new restrictions.

Canon keeps meeting these existing and newly-added requirements under the REACH Regulation, and their implementation could increase
Canon s management costs and have adverse effects on its operating results and financial condition.

4. The European Framework for the Setting of Requirements for Energy-Related Products ( ErP Directive )

The ErP Directive applies in Europe to all energy-using products, and implementing measures with respect to off-mode and standby mode and
external power supplies were adopted in and have been applied since 2010. This measure was expanded in 2013 to include requirements for

energy modes with networked standby . The requirements for networked standby were applied from 2015. For imaging equipment, the industry
made a public commitment to attain certain targets on environmentally conscious designs from 2012 by an industrial voluntary agreement (VA)

and began implementation in 2011. By the 1st revision of the VA, commitments will become tighter than ever because the European authorities

and NGOs are expected to require a stricter VA. In addition, many new or revised implementing measures (expanded both in scope and
requirements) are now considered, and some of them will cover Canon s products. Canon is continuing to comply with requirement under the

ErP Directive. However, the requirements are expected to be challenging, and achieving compliance will likely increase Canon s costs, especially
by required design changes.

5. State Legislation in the United States Concerning Recycling of Waste Electric and Electronic Products

E-waste recycling laws have been enacted or proposed in more than twenty American states. Although most such laws cover only displays or
television sets, printers and other products are covered by some states, such as Illinois, Michigan and Hawaii, among others. These laws require
manufacturers to bear the costs of collecting and recycling electrical and electronic equipment based on sales volume or market share by brand
of covered products. Canon expects that compliance with such state requirements might increase its costs, such as recycling fees and product
guarantees.

6.  Chinese Administrative Measures on the Control of Pollution Caused by Electronic Information Products

The Chinese Ministry of Information Industry published Administrative Measures on the Control of Pollution Caused by Electronic Information
Products in February 2006, and regulates the same six substances covered by the EU RoHS in electronic information products. The measures
establish two stages of implementation. Stage 1 is in effect and covers nearly all Canon products. To comply with Stage 1 requirements, a
China-specific label must be placed on any covered product if any of the six regulated substances are contained
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therein, and use of the six regulated substances must be disclosed in each product manual. In addition, each product s environmental protection
use period ( EPUP ) must be stated within its recycling mark and include the production date. Stage 2 requires that the contents of six regulated
substances in specific electronic information products (as specified by the Chinese Government in the list for emphasized management ) be
restricted by limitations similar to the EU RoHS Directive. A China-specific compulsory product certification system will be introduced for such
products. Standards to implement these measures and the emphasized management list are under discussion, including with regard to printers.

If these requirements are applied to Canon s products, this could increase Canon s costs and have an adverse effect on its operating results and
financial condition.

7. Chinese Regulation for the Management of the Recycling and Disposal of Waste Electrical and Electronic Products

The Regulation for the Management of the Recycling and Disposal of Waste Electrical and Electronic Products was issued by the Chinese
government in 2009 and implemented on January 1, 2011. Producers and importers are required to pay a fee to a government fund. The list of
products falling under the waste electrical and electronic products catalogue on February 9, 2015 includes printer, copying machine and
facsimile machine. The Regulation of those payment fees described above will be enforced within 2016.

These requirements will likely increase Canon s costs and could adversely affect on its operating results and financial condition.

8. Soil Pollution Prevention Law of Japan

A 2010 amendment to the Soil Pollution Prevention Law of Japan tightens certain requirements to survey soil to measure certain pollution

levels. If soil pollution exceeds specified limits, a prefecture governor may designate the land as a Measure required area if effects to human
health due to soil pollution are foreseen, and the prefecture governor may order removal of pollutants. The substances designated as pollutants
consist of twenty-five chemical groups, including lead, arsenic and trichloroethylene. If an investigation shows that soil contamination may
affect human health, the prefecture governor may issue an order to the landowner to take designated remedial actions and may restrict the
changes of the land character. Canon has commenced a detailed survey and measurement of soil and groundwater to check for pollution at all of
Canon s operational sites in Japan, and necessary procedures are being carrying out. Additional costs may arise if these investigations reveal that
additional remedial measures are necessary. These factors could adversely affect Canon s operating results and financial condition.

9. Other Environmental Regulations

In addition to the laws described above, various environmental laws and regulations may have been promulgated or enacted by European Union
member states, states of the United States, emerging markets such as China, India, Russia, Vietnam, and other countries. Compliance with any
such additional regulations may increase Canon s costs and may adversely affect Canon s operating results and financial condition.

Other regulations
Disclosure under Section 13(r) of the Securities Exchange Act of 1934

Section 219 of the Iran Threat Reduction and Syria Human Rights Act of 2012 ( ITRA ) added Section 13(r) to the Securities Exchange Act of
1934, as amended (the Exchange Act ). Section 13(r) requires an issuer
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to disclose in its annual or quarterly reports, as applicable, whether, during the reporting period, it or any of its affiliates knowingly engaged in
certain activities, transactions or dealings relating to Iran or with designated natural persons or entities involved in terrorism or the proliferation
of weapons of mass destruction. Disclosure is required even where the activities, transactions or dealings are conducted outside the U.S. by
non-U.S. affiliates in compliance with applicable law, and whether or not the activities are sanctionable under U.S. law.

During the year ended December 31, 2015, the following Canon affiliates engaged in the transactions described below that are required to be
disclosed pursuant to Section 13(r) of the Exchange Act. These transactions were conducted in compliance with applicable law in the respective
countries.

Canon Marketing Japan ( CMJ ), our 58.5% owned Japanese subsidiary as of December 31, 2015, has a maintenance contract for one copier
machine with the Iranian embassy in Tokyo, Japan. The current contract renews annually. Total gross sales for the contract and activities
above during the year 2015 were approximately ¥442 thousand. The net profit was substantially less than that.
Canon Marketing Malaysia Sdn bhd, a wholly-owned Malaysian subsidiary of Canon Singapore Pte. Ltd. ( CSPL ), has a service contract
for one copier machine with Iran Air in Kuala Lumpur, Malaysia. Total gross sales for this activity during the year 2015 were in foreign
currency of approximately ¥28 thousand. The net profit was substantially less than that.
Canon Marketing (Thailand) Co. Ltd, a wholly-owned Thai subsidiary of CSPL, has a service contract for one copier machine with the
Iranian embassy in Bangkok, Thailand. Total gross sales under this contract during the year 2015 were in foreign currency of
approximately ¥92 thousand. The net profit was substantially less than that.
Canon India Pvt Ltd, a wholly-owned Indian subsidiary of CSPL, has service contracts for four copier machines with the
Iranian embassy in New Delhi and the consulate general of Iran in Mumbai, India. Total gross sales under this contract during
the year 2015 were in foreign currency of approximately ¥66 thousand. The net profit was substantially less than that.
Canon Australia Pty. Ltd., a wholly-owned Australian subsidiary, has service and lease contracts for two copier machines with the Iranian
embassy in Canberra, Australia. Total gross sales under this contract during the year 2015 were in foreign currency of approximately ¥488
thousand. The net profit was substantially less than that.
Canon Deutschland GmbH, a wholly-owned German subsidiary of Canon Europe N.V. ( CENV ), a wholly-owned Dutch subsidiary of
Canon Finance Netherlands B.V., which is wholly-owned by Canon Inc., has a service contract for three copier machines with the
consulate general of Iran in Munich, Germany. Total gross sales under this contract during the year 2015 were in foreign currency of
approximately ¥106 thousand. The net profit was substantially less than that.
Canon (Austria) GmbH, a wholly-owned Austrian subsidiary of CENV, had a rental contract for three copier machines with the Iranian
embassy in Hamburg, Germany, which were expired during the year 2015. Total gross sales for this contract during the year 2015 were in
foreign currency of approximately ¥1,031 thousand. The net profit was substantially less than that.
Canon Oy AB, a wholly-owned Finnish subsidiary of CENV, has a service maintenance contract for one copier machine of the Iranian
embassy in Helsinki, Finland. Total gross sales under this contract during the year 2015 were approximately ¥20 thousand. The net profit
was substantially less than that.
Canon Danmark A/S, a wholly-owned Danish subsidiary of CENV, has service maintenance contracts for three copier machines of the
Iranian embassy in Copenhagen, Denmark. The gross sales under these contracts during the year 2015 were in foreign currency of
approximately ¥197 thousand. The net profit was substantially less than that.
As of the date of this report, Canon is not aware of any other activity, transaction or dealing by us or any of our affiliates during the year ended
December 31, 2015 that requires disclosure in this report under Section 13(r) of the Exchange Act. Canon intends to study the possible restart of
business with certain Iranian counterparties, considering recent changes in the international situation and economic sanctions relating to Iran.
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C. Organizational structure

Canon Inc. and its subsidiaries and affiliates form a group of which Canon Inc. is the parent company. As of December 31, 2015, Canon Inc. had
317 consolidated subsidiaries and 5 affiliated companies accounted for by the equity method.

The following table lists the significant subsidiaries owned by Canon Inc., all of which are consolidated as of December 31, 2015.

Proportion of Proportion of
ownership interest voting power

Name of company Head office location owned held
Canon Marketing Japan Inc. Tokyo, Japan 50.1% 58.5%
Canon U.S.A., Inc. New York, U.S.A. 100.0% 100.0%
Canon Europa N.V. Amstelveen, The Netherlands 100.0% 100.0%

D. Property, plants and equipment

Canon s manufacturing is conducted primarily at 28 plants in Japan and 18 plants in other countries. Canon owns all of the buildings and the land
on which its plants are located, with the exception of certain immaterial leases of land and floor space of certain of its subsidiaries. The names
and locations of Canon s plants and other facilities, their approximate floor space and the principal activities and products manufactured therein
as of December 31, 2015 are as follows:

Floor space

(including
Name and location leased space) Principal activities and products manufactured
Domestic (Thousands of

square feet)

Headquarters, Tokyo 2,551 R&D, corporate administration and other functions

Canon Global Management Institute, Tokyo 164 Training and administration

Kawasaki Office, Kanagawa 1,972 R&D and manufacturing of production equipment and
semiconductor devices; R&D of laser printers and toner
cartridges

Kosugi Office, Kanagawa 396 Development of software for office imaging products

Fuji-Susono Research Park, Shizuoka 1,037 R&D in electrophotographic technologies

Ayase Office, Kanagawa 393 R&D and manufacturing of semiconductor devices

Hiratsuka Plant, Kanagawa 1,082 R&D of display products and manufacturing of
semiconductor devices

Tamagawa Office, Kanagawa 383 Quality engineering

Oita Plant, Oita 283 Manufacturing of semiconductor devices

Yako Office, Kanagawa 905 Development of inkjet printers, inkjet chemical products

Utsunomiya Office, Tochigi 2,761 Manufacturing of lenses for cameras and other

applications, R&D in optical technologies, development
and sales of broadcasting equipment, R&D,
manufacturing, sales and servicing of semiconductor
production equipment
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Name and location
Domestic

Toride Plant, Ibaraki

Ami Plant, Ibaraki

Canon Electronics Inc., Tokyo, Saitama and Gunma

Canon Finetech Inc., Saitama, Ibaraki and Fukui

Canon Precision Inc., Aomori

Canon Optron Inc., Ibaraki

Canon Chemicals Inc., Ibaraki

Canon Components, Inc., Saitama

Oita Canon Inc., Oita
Nagahama Canon Inc., Shiga

Oita Canon Materials Inc., Oita

Ueno Canon Materials Inc., Mie
Fukushima Canon Inc., Fukushima

Canon Semiconductor Equipment Inc., Ibaraki

Canon Ecology Industry Inc., Ibaraki

Nisca Corporation, Yamanashi

Miyazaki Daishin Canon Inc., Miyazaki
Canon Mold Co., Ltd., Ibaraki

Canon ANELVA Corporation, Kanagawa and Yamanashi

Canon Machinery Inc., Shiga

Canon Tokki Corporation, Niigata, Kanagawa and Tokyo
Nagasaki Canon Inc., Nagasaki

Hita Canon Materials Inc., Oita
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Floor space
(including
leased space)
(Thousands of
square feet)
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3,176

977
1,309

915

1,502
143

1,815
610

1,254
1,093
2,946

654
885
569

651

381

168
219
746

623

253
469
370

Principal activities and products manufactured

R&D in electrophotographic technologies,
mass-production trials and supports; manufacturing of
office imaging products, chemical products; training of
manufacturing

Manufacturing of FPD production equipment

Components, magnetic heads, document scanners and
laser printers

Business-use printers, business machines peripherals and
chemical products

Toner cartridges, sensors and micromotors

Optical crystals (for lithography equipments, cameras,
telescopes) and vapor deposition materials

Toner cartridges and rubber functional components

Contact image sensors, inkjet cartridges and medical
equipment

Digital cameras, lenses and digital video camcorders
Laser printers, toner cartridges and A-Si drums

Chemical products for copying machines and printers,
and inkjet cartridges

Chemical products for copying machines and printers
Inkjet printers and inkjet cartridges

Development and production of semiconductor
production-related equipment

Recycling of toner cartridges, repair and recycling of
business machines

Copying machine peripherals, scanner units and optical
equipment

Digital cameras
Molds

Production equipment for electron devices, flat panel
display and semiconductors

Automated production equipment and semiconductor
production-related equipment

Vacuum technology-related equipment
Digital cameras

Rubber functional components
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Name and location
Overseas

Europe

Canon Giessen GmbH, Giessen, Germany

Canon Bretagne S.A.S., Liffre, France
Océ-Technologies B.V., Venlo, the Netherlands

Océ Printing Systems GmbH & Co. KG, Poing, Germany
Americas

Canon Virginia, Inc., Virginia, U.S.

Canon Environmental Technologies, Inc., Virginia, U.S.
Asia

Canon Inc., Taiwan, Taiwan

Canon Opto (Malaysia) Sdn. Bhd., Selangor, Malaysia

Canon Dalian Business Machines, Inc., Dalian, China

Canon Zhuhai, Inc., Zhuhai, China

Canon Prachinburi (Thailand) Ltd., Prachinburi, Thailand

Canon Hi-Tech (Thailand) Ltd., Ayutthaya and Nakohon
Ratchasima, Thailand

Canon Zhongshan Business Machines Co., Ltd.,
Zhongshan, China

Canon Vietnam Co., Ltd., Hanoi, Vietham

Canon (Suzhou) Inc., Suzhou, China

Canon Finetech Nisca (Shenzhen) Inc., Shenzhen, China

Canon Electronics Vietnam Co., Ltd., Hung Yen Province,

Vietnam

Canon Business Machines (Philippines),Inc., Batangas,
Philippines
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Floor space
(including
leased space)
(Thousands of
square feet)

336

489
2,533

1,246

1,679

185

1,652
584
1,740

1,157

1,002
3,268

1,387

3,483

1,517
721
308

898
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Principal activities and products manufactured

Remanufacturing of copying machines and
semiconductor production equipment

Manufacturing and recycling of toner cartridges

Document management, high speed digital production
printing systems and wide format printers

High speed digital production printing systems

Toner cartridges, molds and remanufacturing of copying
machines

Recycling of toner cartridges

Lenses and digital cameras
Lenses and optical lens parts

Production and recycling of toner cartridges, production
of laser printers

Digital cameras, digital video camcorders and contact
image sensors

Copying machines

Inkjet printers, MFDs, scanners, molds and plastic
injection molded parts

Laser printers

Inkjet printers, laser printers, MFDs, scanners and
contact image sensors

Copying machines
Copying machines and laser printer peripherals

Components

Laser printers
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Canon considers its manufacturing and other facilities to be well maintained and believes that its plant capacity is adequate for its current
requirements. None of the buildings or land are subject to any major encumbrances.

Main facilities under construction for establishment/expansion

Name and location Principal activities and products manufactured
Domestic

Toride Plant, Ibaraki New Manufacturing Training Center

Canon Ecology Industry Inc., Ibaraki New production base* (Office business unit)

*To be leased to Canon Ecology Industry Inc., a wholly-owned
subsidiary, by the Company

Fukushima Canon Inc., Fukushima New production base* (Imaging System Business Unit)
*To be leased to Fukushima Canon Inc., a wholly-owned
subsidiary, by the Company

Oita Canon Inc., Oita New Administration and Development Building* (Imaging System
Business Unit)
*To be leased to Oita Canon Inc., a wholly-owned subsidiary, by
the Company

Overseas

Canon Canada Inc. New Administration base

Item 4A. Unresolved Staff Comments

None.

Item 5. Operating and Financial Review and Prospects

A. Operating Results

The following discussion and analysis provides information that management believes to be relevant to understanding Canon s consolidated
financial condition and results of operations.

Overview

Canon is one of the world s leading manufacturers of plain paper copying machines, office multifunction devices ( MFDs ), laser printers,
cameras, inkjet printers, semiconductor lithography equipment and FPD (flat panel display) lithography equipment. Canon earns revenues
primarily from the manufacture and sale of these products domestically and internationally. Canon s basic management policy is to contribute to
the prosperity and well-being of the world while endeavoring to become a truly excellent global corporate group targeting continued growth and
development.

Canon divides its businesses into three segments: the Office Business Unit, the Imaging System Business Unit, and the Industry and Others
Business Unit.

Economic environment

Looking back at the global economy in 2015, the U.S. economy continued to grow steadily as employment conditions and consumer spending
progressively improved. In Europe, developed countries such as the U.K. led
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a moderate economic recovery. In contrast, the growth of China s economy continued to decline, weighed down by excessive investments, and
the economies of emerging countries, including those of Southeast Asia and India, slowed due to such factors as the recession in China and a
decline in resource prices. As for the Japanese economy, improvements were seen in both corporate earnings and employment conditions during
the year. Despite expectations at the beginning of 2015 that the global economy would realize a modest recovery led by the U.S. economy,
during the second half, as the slowdown in China s economy became evident, emerging economies also grew weaker. As a result, the global
economy overall experienced its lowest level of growth since the financial crisis precipitated by Lehman Brothers bankruptcy in 2008.

Market environment

As for the markets in which Canon operates amid these conditions, demand for office MFDs remained firm, mainly for color models. As for
cameras, the interchangeable-lens digital camera market continued to face harsh conditions owing to currency depreciations in emerging

countries and the slowing growth in China. Likewise, demand for digital compact cameras also declined amid the shrinking market.

Additionally, demand for inkjet printers decreased in emerging countries, mainly in Asia, due to the depreciations of emerging country

currencies and the slowdown in China. In the industrial equipment market, ongoing strong investment by manufacturers led to healthy demand

for semiconductor lithography systems for memory devices, image sensors and power semiconductor devices. Additionally, demand for
lithography equipment used in the production of flat panel displays ( FPDs ) increased for large-size panels as device manufacturers boost capital
investment for larger-size LCD panels that offer higher levels of resolution.

The average value of the yen during the year was ¥121.13 against the U.S. dollar, a year-on-year depreciation of approximately ¥15, and
¥134.20 against the euro, a year-on-year appreciation of approximately ¥6.

Summary of operations

Sales of digital cameras and inkjet printers declined in the face of continued harsh conditions, mainly in China and emerging Asian countries. By
contrast, sales of color-model office MFDs and color-model light-production printing systems increased steadily. Sales of semiconductor
lithography equipment and FPD lithography equipment also largely exceeded those for the previous year thanks to favorable market conditions.
Consequently, benefitting from the boost provided by the acquisition of Axis and the positive effect of favorable currency exchange rates, net
sales for the year increased 2.0% year on year to ¥3,800,271 million. The gross profit ratio for the year rose 1.0 point year on year to 50.9%
thanks to ongoing cost-cutting activities and highly profitable new products. Operating expenses increased 5.4% year on year to ¥1,579,174
million owing to such factors as the increase in foreign-currency-denominated operating expenses after conversion into yen due to the
depreciation of the yen, along with the impact of the acquisition of Axis and an increase in R&D expenses related to new products. As a result,
operating profit decreased by 2.3% to ¥355,210 million. Other income (deductions) decreased by ¥27,522 million due to foreign currency
exchange losses, leading to a year-on-year decline in income before income taxes of 9.3% to ¥347,438 million, and a decrease in net income
attributable to Canon Inc. of 13.6% to ¥220,209 million.
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Key performance indicators

The following are the key performance indicators ( KPIs ) that Canon uses in managing its business. The changes from year to year in these KPIs

are set forth in the table shown below.

KEY PERFORMANCE INDICATORS

2015 2014 2013 2012 2011

Net sales (Millions of yen) ¥ 3,800,271 ¥ 3,727,252 ¥ 3,731,380 ¥ 3,479,788 ¥ 3,557,433
Gross profit to net sales ratio 50.9% 49.9% 48.2% 47.4% 48.8%
R&D expense to net sales ratio 8.6% 8.3% 8.2% 8.5% 8.7%
Operating profit to net sales ratio 9.3% 9.8% 9.0% 9.3% 10.6%
Inventory turnover measured in days 47 days 50 days 52 days 57 days 46 days
Debt to total assets ratio 0.0% 0.0% 0.1% 0.1% 0.3%
Canon Inc. shareholders equity to total assets

ratio 67.0% 66.8% 68.6% 65.7% 64.9%

Note: Inventory turnover measured in days is determined by: Inventory divided by net sales for the previous six months, multiplied by 182.5.
Revenues

As Canon pursues the goal to become a truly excellent global company, one indicator upon which Canon s management places strong emphasis
is revenue. The following are some of the KPIs related to revenue that management considers to be important.

Net sales is one such KPI. Canon derives net sales primarily from the sale of products and, to a lesser extent, provision of services associated
with its products. Sales vary depending on such factors as product demand, the number and size of transactions within the reporting period,
market acceptance for new products, and changes in sales prices. Other factors involved are market share and market environment. In addition,
management considers the evaluation of net sales by segment to be important for the purpose of assessing Canon s sales performance in various
segments, taking into account recent market trends.

Gross profit ratio (ratio of gross profit to net sales) is another KPI for Canon. Through its reforms of product development, Canon has been
striving to shorten product development lead times in order to launch new, competitively priced products at a faster pace. Furthermore, Canon

has further achieved cost reductions through enhancement of efficiency in its production. Canon believes that these achievements have
contributed to improving Canon s gross profit ratio, and will continue pursuing the curtailment of product development lead times and reductions
of production costs.

Operating profit ratio (ratio of operating profit to net sales) and R&D expense to net sales ratio are considered to be KPIs by Canon. Canon is
focusing on two areas for improvement. Canon is striving to control and reduce its selling, general and administrative expenses as its first key
point. Secondly, Canon s R&D policy is designed to maintain adequate spending in core technology to sustain Canon s leading position in its
current business areas and to exploit opportunities in other markets. Canon believes such investments will create the basis for future success in
its business and operations.

Cash flow management

Canon also places significant emphasis on cash flow management. The following are the KPIs relating to cash flow management that Canon s
management believes to be important.
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Inventory turnover measured in days is a KPI because it measures the efficiency of supply chain management. Inventories have inherent risks of
becoming obsolete, physically damaged or otherwise decreasing significantly in value, which may adversely affect Canon s operating results. To
mitigate these risks, management believes that it is crucial to continue reducing work-in-process inventories by decreasing production lead times
in order to promptly recover related product expenses, while balancing risks of supply chain disruptions by optimizing finished goods

inventories in order to avoid losing potential sales opportunities.

Canon s management seeks to meet its liquidity and capital requirements primarily with cash flow from operations. Management also seeks
debt-free operations. For a manufacturing company like Canon, it generally takes considerable time to realize profit from a business due to lead
times required for R&D, manufacturing and sales has to be followed for success. Therefore, management believes that it is important to have
sufficient financial strength so that the Company does not have to rely on external funds. Canon has continued to reduce its dependency on
external funds for capital investments in favor of generating the necessary funds from its own operations.

Canon Inc. shareholders equity to total assets ratio is another KPI for Canon. Canon believes that its shareholders equity to total assets ratio
measures its long-term sustainability. Canon also believes that achieving a high or rising shareholders equity ratio indicates that Canon has
maintained a strong financial position or further improved its ability to fund debt obligations and other unexpected expenses. In the long-term,
Canon s management believes a high shareholders equity ratio will enable the company to maintain a high level of stable investments for its
future operations and development. As Canon puts strong emphasis on its R&D activities, management believes that it is important to maintain a
stable financial base and, accordingly, a high level of its shareholders equity to total assets ratio.

Critical accounting policies and estimates

The consolidated financial statements are prepared in accordance with U.S. generally accepted accounting principles ( GAAP ) and based on the
selection and application of significant accounting policies which require management to make significant estimates and assumptions. These
estimates and assumptions include future market conditions, net sales growth rate, gross margin and discount rate. Though Canon believes that
the estimates and assumptions are reasonable, actual future results may differ from these estimates and assumptions. Canon believes that the
following are the more critical judgment areas in the application of its accounting policies that currently affect its financial condition and results
of operations.

Revenue recognition

Canon generates revenue principally through the sale of office and imaging system products, equipment, supplies, and related services under
separate contractual arrangements. Canon recognizes revenue when persuasive evidence of an arrangement exists, delivery has occurred and title
and risk of loss have been transferred to the customer or services have been rendered, the sales price is fixed or determinable, and collectibility is
probable.

Revenue from sales of office products, such as office MFDs and laser printers, and imaging system products, such as digital cameras and inkjet
printers, is recognized upon shipment or delivery, depending upon when title and risk of loss transfer to the customer.

Revenue from sales of optical equipment, such as semiconductor lithography equipment and FPD lithography equipment that are sold with
customer acceptance provisions related to their functionality, is recognized when the equipment is installed at the customer site and the specific
criteria of the equipment functionality are successfully tested and demonstrated by Canon. Service revenue is derived primarily from separately
priced product maintenance contracts on equipment sold to customers and is measured at the stated amount of the contract and recognized as
services are provided.
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Canon also offers separately priced product maintenance contracts for most office products, for which the customer typically pays a stated base
service fee plus a variable amount based on usage. Revenue from these service maintenance contracts is measured at the stated amount of the
contract and recognized as services are provided and variable amounts are earned.

Revenue from the sale of equipment under sales-type leases is recognized at the inception of the lease. Income on sales-type leases and
direct-financing leases is recognized over the life of each respective lease using the interest method. Leases not qualifying as sales-type leases or
direct-financing leases are accounted for as operating leases and the related revenue is recognized ratably over the lease term. When equipment
leases are bundled with product maintenance contracts, revenue is first allocated considering the relative fair value of the lease and non-lease
deliverables based upon the estimated relative fair values of each element. Lease deliverables generally include equipment, financing and
executory costs, while non-lease deliverables generally consist of product maintenance contracts and supplies.

For all other arrangements with multiple elements, Canon allocates revenue to each element based on its relative selling price if such element
meets the criteria for treatment as a separate unit of accounting. Otherwise, revenue is deferred until the undelivered elements are fulfilled and
accounted for as a single unit of accounting.

Canon records estimated reductions to sales at the time of sale for sales incentive programs including product discounts, customer promotions
and volume-based rebates. Estimated reductions to sales are based upon historical trends and other known factors at the time of sale. In addition,
Canon provides price protection to certain resellers of its products, and records reductions to sales for the estimated impact of price protection
obligations when announced.

Estimated product warranty costs are recorded at the time revenue is recognized and are included in selling, general and administrative expenses.
Estimates for accrued product warranty costs are based on historical experience, and are affected by ongoing product failure rates, specific
product class failures outside of the baseline experience, material usage and service delivery costs incurred in correcting a product failure.

Allowance for doubtful receivables

Allowance for doubtful receivables is determined using a combination of factors to ensure that Canon s trade and financing receivables are not
overstated due to uncollectibility. These factors include the length of time receivables are past due, the credit quality of customers,
macroeconomic conditions and historical experience. Also, Canon records specific reserves for individual accounts when Canon becomes aware
of a customer s inability to meet its financial obligations to Canon, due for example to bankruptcy filings or deterioration in the customer s
operating results or financial position. If circumstances related to customers change, estimates of the recoverability of receivables are further
adjusted.

Valuation of inventories

Inventories are stated at the lower of cost or market value. Cost is determined by the average method for domestic inventories and principally the
first-in, first-out method for overseas inventories. Market value is the estimated selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make a sale. Canon routinely reviews its inventories for their salability and for
indications of obsolescence to determine if inventories should be written-down to market value. Judgments and estimates must be made and used
in connection with establishing such allowances in any accounting period. In estimating the market value of its inventories, Canon considers the
age of the inventories and the likelihood of spoilage or changes in market demand for its inventories.

Impairment of long-lived assets

Long-lived assets, such as property, plant and equipment, and acquired intangibles subject to amortization, are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If the carrying amount of the
asset exceeds its estimated undiscounted future
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cash flows, an impairment charge is recognized in the amount by which the carrying amount of the asset exceeds the fair value of the asset.
Determining the fair value of the asset involves the use of estimates and assumptions.

Property, plant and equipment

Property, plant and equipment are stated at cost. Depreciation is calculated principally by the declining-balance method, except for certain assets
which are depreciated by the straight-line method over the estimated useful lives of the assets.

Goodwill and other intangible assets

Goodwill and other intangible assets with indefinite useful lives are not amortized, but are instead tested for impairment annually in the fourth
quarter of each year, or more frequently if indicators of potential impairment exist. Canon performs its impairment test of goodwill using the
two-step approach at the reporting unit level, which is one level below the operating segment level. All goodwill is assigned to the reporting unit
or units that benefit from the synergies arising from each business combination. If the carrying amount assigned to the reporting unit exceeds the
fair value of the reporting unit, Canon performs the second step to measure an impairment charge in the amount by which the carrying amount of
areporting unit s goodwill exceeds its implied fair value. Fair value of a reporting unit is determined primarily based on the discounted cash flow
analysis which involves estimates of projected future cash flows and discount rates. Estimates of projected future cash flows are primarily based
on Canon s forecast of future growth rates. Estimates of discount rates are determined based on the weighted average cost of capital, which
considers primarily market and industry data as well as specific risk factors. Canon has completed its impairment test in the fourth quarter of
2015 and determined that there were no reporting units that were at risk of failing the impairment test as the fair value of each reporting unit
exceeded its respective carrying amount. Intangible assets with finite useful lives consist primarily of software, trademarks, patents and
developed technology, license fees and customer relationships, which are amortized using the straight-line method. The estimated useful lives of
software are from 3 years to 5 years, trademarks are 15 years, patents and developed technology are from 7 years to 16 years, license fees are 7
years, and customer relationships are from 8 years to 15 years, respectively.

Income tax uncertainties

Canon considers many factors when evaluating and estimating income tax uncertainties. These factors include an evaluation of the technical
merits of the tax positions as well as the amounts and probabilities of the outcomes that could be realized upon settlement. The actual resolutions
of those uncertainties will inevitably differ from those estimates, and such differences may be material to the financial statements.

Valuation of deferred tax assets

Canon currently has significant deferred tax assets, which are subject to periodic recoverability assessments. Realization of Canon s deferred tax
assets is principally dependent upon its achievement of projected future taxable income. Canon s judgments regarding future profitability may
change due to future market conditions, its ability to continue to successfully execute its operating restructuring activities and other factors. Any
changes in these factors may require possible recognition of significant valuation allowances to reduce the net carrying value of these deferred
tax asset balances. When Canon determines that certain deferred tax assets may not be recoverable, the amounts, which may not be realized, are
charged to income tax expense and will adversely affect net income.

Employee retirement and severance benefit plans

Canon has significant employee retirement and severance benefit obligations that are recognized based on actuarial valuations. Inherent in these
valuations are key assumptions, including discount rates and expected return on plan assets. Management must consider current market
conditions, including changes in interest rates, in selecting these assumptions. Other assumptions include assumed rate of increase in
compensation levels,
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mortality rate, and withdrawal rate. Changes in assumptions inherent in the valuation are reasonably likely to occur from period to period. Actual
results that differ from the assumptions are accumulated and amortized over future periods and, therefore, generally affect future pension
expenses. While management believes that the assumptions used are appropriate, the differences may affect employee retirement and severance
benefit costs in the future.

In preparing its financial statements for 2015, Canon estimated a weighted-average discount rate used to determine benefit obligations of 1.1%
for Japanese plans and 3.0% for foreign plans and a weighted-average expected long-term rate of return on plan assets of 3.1% for Japanese
plans and 5.6% for foreign plans. In estimating the discount rate, Canon uses available information about rates of return on high-quality
fixed-income government and corporate bonds currently available and expected to be available during the period to the maturity of the pension
benefits. Canon establishes the expected long-term rate of return on plan assets based on management s expectations of the long-term return of
the various plan asset categories in which it invests. Management develops expectations with respect to each plan asset category based on actual
historical returns and its current expectations for future returns.

Decreases in discount rates lead to increases in actuarial pension benefit obligations which, in turn, could lead to an increase in service cost and
amortization cost through amortization of actuarial gain or loss, a decrease in interest cost, and vice versa. For 2015, a decrease of 50 basis
points in the discount rate increases the projected benefit obligation by approximately ¥92,006 million. The net effect of changes in the discount
rate, as well as the net effect of other changes in actuarial assumptions and experience, is deferred until subsequent periods.

Decreases in expected returns on plan assets may increase net periodic benefit cost by decreasing the expected return amounts, while differences
between expected value and actual fair value of those assets could affect pension expense in the following years, and vice versa. For 2015, a
change of 50 basis points in the expected long-term rate of return on plan assets would cause a change of approximately ¥4,222 million in net
periodic benefit cost. Canon multiplies management s expected long-term rate of return on plan assets by the value of its plan assets to arrive at
the expected return on plan assets that is included in pension expense. Canon defers recognition of the difference between this expected return
on plan assets and the actual return on plan assets. The net deferral affects future pension expense.

Canon recognizes the funded status (i.e., the difference between the fair value of plan assets and the projected benefit obligations) of its pension
plans in its consolidated balance sheets, with a corresponding adjustment to accumulated other comprehensive income (loss), net of tax.

Consolidated results of operations
2015 compared with 2014

Summarized results of operations for 2015 and 2014 are as follows:

2015 Change 2014
(Millions of yen, except per share
amounts and percentage data)

Net sales ¥ 3,800,271 +2.0% ¥ 3,727,252
Operating profit 355,210 -2.3 363,489
Income before income taxes 347,438 9.3 383,239
Net income attributable to Canon Inc. 220,209 -13.6 254,797
Net income attributable to Canon Inc. shareholders per share:

Basic 201.65 -12.0 229.03
Diluted 201.65 -12.0 229.03

Note: See notes to Item 3A  Selected Financial Data .
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The shrinking market for digital compact cameras and the slowing growth of China s economy led to a major decline in net sales in Imaging
System Business Unit. However, due to steady demand for color-model office MFDs and color-model light-production printing systems,
benefitting from the boost provided by the acquisition of Axis and the positive effect of favorable currency exchange rates, Canon s consolidated
net sales in 2015 totaled ¥3,800,271 million, an increase of 2.0% from the previous year.

Overseas operations are significant to Canon s operating results and generated 81.2% of total net sales in 2015. Such sales are denominated in the
applicable local currency and are subject to fluctuations in the value of the yen relative to those currencies. Despite efforts to reduce the impact

of currency fluctuations on operating results, including localization of manufacturing in some regions along with procuring parts and materials
from overseas suppliers, Canon believes such fluctuations have had and will continue to have a significant effect on its results of operations.

The average value of the yen during the year was ¥121.13 against the U.S. dollar, a year-on-year depreciation of approximately ¥15, and
¥134.20 against the euro, a year-on-year appreciation of approximately ¥6. The effects of foreign exchange rate fluctuations positively affected
net sales by approximately ¥146,800 million in 2015. This favorable impact consisted of approximately ¥44,800 million of unfavorable impact
for the euro denominated sales and favorable impact of ¥170,500 million for the U.S. dollar denominated sales, and ¥21,100 million for other
foreign currency denominated sales.

Cost of sales

Cost of sales principally reflects the cost of raw materials, parts and labor used by Canon in the manufacture of its products. A portion of the raw
