FINANCIAL SECTION

OVERVIEW

Net sales

Honda’s consolidated net sales and other operating revenue for fiscal 1998,
ended March 31, 1998, was at an all-time high, totaling ¥5,999.7 billion, a
13.3% increase from the previous fiscal year. This rise in revenue resulted pri-
marily from higher unit sales of automobiles in North America and Europe. In
addition, the depreciation of the yen positively affected revenue.

Operating income

Consolidated operating income for the year grew 15.2%, amounting to
¥462.3 billion. In addition to higher revenue as a result of growth in automo-
bile sales in the North America and Europe, Honda’s ongoing cost reduction
efforts, combined with the positive impact of currency exchange rates, more
than offset increased selling, general and administrative (SG&A) expenses and
research and development (R&D) expenses.

SG&A expenses

SG&A expenses for the year amounted to ¥1,108.5 billion, a 17.6% increase
compared with the previous year. Automobile-related selling expenses, such as
market support expenses and advertisement expenses for such newly intro-
duced models as the Life and the Accord series in Japan as well as higher
transport costs due to strong export sales led to this expansion. Although the
ratio of SG&A expenses as a percentage of net sales was 18.4%, 0.6 percent-
age point higher than that for fiscal 1997, it remained manageable.

R&D expenses

The aim of Honda’s technical research and development (R&D) activities is to
create, through the application of the latest technologies, products that pos-
sess both individuality and international competitiveness. For this purpose,
Honda has maintained its R&D functions as separate entities to enable its en-
gineers to perform their activities independently. These entities are wholly
owned subsidiaries of the Company and engage in R&D activities near their
respective regions. Honda’s general policy toward R&D spending is to allocate
approximately 5% of its consolidated revenue each year. R&D expenses for fis-
cal 1998 totaled ¥285.8 billion, up 13.8% from fiscal 1997. The ratio of R&D
expenses to net sales was 4.8% for the fiscal year. This result was due primarily
to higher spending on the enhancement of Honda’s automobile ineup worldwide.

Other income
Other income decreased 37.9% compared to the previous fiscal year, to
¥16.9 hillion.

The Company’s consolidated income statement data for fiscal 1997, ended
March 31, 1997, included a pretax gain of ¥10.4 billion and an after-tax gain
of ¥5.0 hillion on the nonmonetary exchange of common shares of The Bank
of Tokyo, Ltd. (BOT), held by Honda for common shares of The Bank of Tokyo-
Mitsubishi, Ltd.

Income before income taxes

Consolidated income before income taxes and equity in income of affiliates
amounted to ¥443.3 billion, a 13.5% increase from the previous year. Higher
operating income, combined with an improved financial balance (net financial/
interest gains/expenses), resulted in the increase.

Equity in income of affiliates

Equity in income of affiliates amounted to ¥18.5 billion, down 4.8% from the
previous year. Despite growth of production in Japan, lower sales at Honda’s
affiliates operating in Southeast Asia negatively affected equity.

Net income

Net income for the year totaled ¥260.6 billion, a 17.8% jump from the previ-
ous year. The effective tax rate for the year was 45.4%, 3.0 percentage points
lower than the previous year. This decline was attributable to improvements in
Honda’s subsidiaries overseas, where relatively low tax rates are applied. The
Company’s consolidated net income for the fiscal year ended March 31, 1998,
included a gain of ¥10.6 hillion due to the enactment of an income tax rate
change in Japan. Basic net income per common share for the year amounted
to ¥267.49 ($2.02), and diluted net income per share totaled ¥267.45 ($2.02),
compared with ¥227.00 and ¥226.97, respectively, for the preceding year.
Each American share represents two common shares.

FINANCIAL POSITION

Cash flows

Net cash provided by operating activities for fiscal 1998 amounted to ¥474.4

billion, due mainly to the rise in net income that was generated by higher unit
sales of automobiles in North America and Europe, accompanied by increases
in such liabilities as trade payables and a decrease in income taxes.

Net cash used in investing activities amounted to ¥662.6 billion, principally
resulting from increases in capital expenditures and acquisitions of finance
subsidiaries-receivables.

Net cash provided by financing activities amounted to ¥162.5 billion, mainly
reflecting the increase in short-term loans and higher proceeds from long-term debt.
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As a result of the aforementioned activities, the net decrease in cash and
cash equivalents amounted to ¥21.8 hillion, and total cash and cash equiva-
lents at fiscal year-end were ¥337.2 billion.

Capital expenditures

Capital expenditures for fiscal 1998 surged 42.1% compared with the previous
fiscal year, to ¥309.5 billion, owing primarily to new production and R&D facili-
ties at the parent company; equipment for new model production at HUM;
new minivan production facilities in Canada; new automobile plants in Brazi,
India, and Turkey; and spending for facilities related to our new-concept
motoring world, Twin Ring Motegi.

In fiscal 1999, greater expenditures on R&D facilities at the parent company—
to improve production efficiency—are projected. However, owing mainly to
the completion of major spending on overseas production facilities, total
spending for fiscal 1999 is estimated to fall 19.2% from the previous year, to
¥250 billion.

Working capital

Working capital for fiscal 1998 was ¥84.6 billion, down ¥67.9 billion, or
44.5%, from the previous fiscal year-end. This decrease is attributable primarily
to a rise in finance subsidiaries-receivables, net, and growth in currency trans-
lation adjustments caused by the depreciation of the yen against major foreign
currencies. The current ratio at year-end was 103.8%, down 4.6 percentage
points from the previous fiscal year-end.

Stockholders’ equity
Total stockholders’ equity at fiscal year-end amounted to ¥1,607.9 billion, an
increase of ¥219.4 hillion, or 15.8%, from the previous fiscal year-end.

Stockholders’ equity ratio
The stockholders’ equity ratio for fiscal 1998 rose 0.3 percentage point, to
33.4%, and is expected to continue to show improvement in the coming years.

SEGMENT INFORMATION

The following business segment information has been prepared according to a
Ministerial Ordinance under the Securities and Exchange Law of Japan, which
requires certain additional information to be disclosed, including business and
geographical segment information.

Business segment
Reviewing the year by business segment, operating income increased in every
segment.

Honda’s overall automobile sales on a unit basis totaled 2,343,000 units,
7.3% higher than the previous year. Honda has exceeded the two-million-unit
mark for two consecutive years.

CAPITAL EXPENDITURES/DEPRECIATION

TOTAL ASSETS/STOCKHOLDERS' EQUITY/

Improved sales in major automobile markets, particularly in North America
and Europe, made a significant contribution to this increase. The fully
redesigned Accord in the United States and the CR-V were major contributors
to this growth. Net sales for the year expanded 12.4%, to ¥4,752.4 billion.

Operating income in the automobile business amounted to ¥320.4 billion, a
10.6% climb from the previous fiscal year. Owing primarily to sales increases
and Honda’s cost-cutting efforts over the past few years, operating income as
a percentage of net sales was 6.7%.

In the motorcycle business, motorcycle unit sales declined 1.9% from fiscal
1997, totaling 5,101,000 units. In Japan, motorcycle sales edged down 44,000
units, to 595,000 units. Overseas, overall unit sales were down 53,000 units,
to 4,506,000 units. Steady increases in India and Brazi—where Honda already
enjoys a 90% market share—were strong contributors in fiscal 1998, partly
offsetting lower unit sales in Southeast Asia. Net sales of motorcycles advanced
11.3% from fiscal 1997, to ¥767.1 billion. Operating income totaled ¥87.3 bil-
lion, a 12.7% increase from the previous fiscal year. Operating income as a
percentage of net sales was 11.4%.

Revenue and operating income in the financial services segment also
increased. The expanding volume of financing transactions in the North
American market contributed to this growth.

Operating income as a percentage of total operating income by business
segment was as follows:

1997 1998
Motorcycle business .... . 193%  18.9%
Automobile business 72.2%  69.3%
Financial services 5.4% 6.7%
Other businesses 3.1% 5.1%

Geographical segment

Reviewing fiscal 1998 by geographical segment, revenue generated in Japan
amounted to ¥2,015.6 billion, down ¥114.7 billion, or 5.4%, compared with
the previous fiscal year. Revenue generated in North America, Europe, and
elsewhere amounted to ¥2,799.3 billion, ¥705.4 billion, and ¥479.3 hillion,
respectively. Due to the favorable growth of automobile business in North
America, Honda’s operations in this region generated ¥214.7 hillion in operat-
ing income. Despite the sluggish economic climate in Japan, operating income
from operations in Japan showed only a slight drop, to ¥205.8 billion, or a
decrease of 1.9%.

CURRENT RATIO

STOCKHOLDERS' EQUITY PER COMMON SHARE
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Business Segment Information

Geographical Segment Information

Yen Yen
(millions) (millions)
Years ended March 31 1997 1998 Years ended March 31 1997 1998
Net sales and other Net sales and other
operating revenue: operating revenue:
Motorcycle Business Japan
Sales to unaffiliated customers.....¥ 689,461 ¥ 767,160 Sales to unaffiliated customers..... ¥2,130,397 ¥2,015,674
Automobile Business Transfers between
Sales to unaffiliated customers..... 4,229,055 4,752,473 geographical segments............. 1,241,917 1,558,499
Financial Services L1 R 3,372,314 3,574,173
Sales to unaffiliated customers..... 94,009 139,582 North America
Intersegment sales..................... 6,221 7,857 Sales to unaffiliated customers..... — 2,799,302
Totalveiececececeee e 100,230 147,439 Transfers between
Other Businesses geographical segments — 154,611
Sales to unaffiliated customers..... 280,777 340,523 TOtalee oo — 2,953,913
Intersegment sales..........c.ccco..... 1,404 6,251 Europe
282,181 346,774 Sales to unaffiliated customers..... — 705,442
(7,625) (14,108) Transfers between
Consolidated .............co...coeveeenn.. ¥5,293,302 ¥5,999,738 geographical segments............. — 13,341
N ) Total. o — 718,783
Operating |ncome. Others
Motorcycl.e Busmess """""""""""" ¥ 77532 ¥ 81,374 Sales to unaffiliated customers..... — 479,320
Automobile Busingess...........ccoueeuee.. 289,820 320,469
. . . Transfers between
Financial Services .......c..oovevveeveennen. 21,681 30,917 .
. geographical segments — 5,887
Other BUSINESSES........ccevvrerrieieinne 12,414 23,553
CONSONAAtEd v ¥ 401,447 ¥ 462313 OBl — 48820
Outside Japan
Assets: Sales to unaffiliated customers..... 3,162,905 —
Motorcycle BUSINESS..........cceveveveene. ¥ 495,013 ¥ 546,473 Transfers between
Automobile BUSINESS...................... 1,997,936 2,329,513 geographical segments............. 134,002 -
Financial Services .........cocevvevvevvennene. 1,304,189 1,666,900 3,296,907 _
Other BUSINESSES........cvevvvireireerearnns 139,459 192,660 (1,375,919) (1,732,338)
Corporate assets and eliminations.... 254,697 79,719 ¥5293302 ¥5999,738
Consolidated ..........c.ccceveeievinnene ¥4,191,294 ¥4,815,265
Depreciation and amortization: ¥ 209,911 ¥ 205,874
Motorcycle BUSINESS.........cccoerveunnen ¥ 17433 ¥ 17,335 — 214,790
Automobile BUSINESS............coveevenn. 118,260 128,919 — 14,479
Financial Services .......c..oovevvecveennnn. 210 282 — 40,524
Other BUSINESSES.......covevvvrrrirreraannns 5,448 6,801 Outside Japan o 202,472 _
Consolidated ............cccccooevveenn.. ¥ 141,351 ¥ 153,337 Eliminations...........coocvvvieinninennnn. (10,936) (13,354)
Capital expenditures: Consolidated.........c..cccveervernnene. ¥ 401,447 ¥ 462,313
Motorcycle BUSINESS.........cccvrvenanen ¥ 28,697 ¥ 36,403 Assets:
Automobile BUSINESS...................... 180,382 233,940 JAPAN oo ¥1,678,458 ¥1,759,954
Financial Services ..................ccoooeo.e. 426 708 NOTtN AMETICA. ....vvooeervvrrrrere — 2,138,450
Other BUSINESSES. .......ccvevveecreerienne. 8,277 38,466 EUFOPE oo — 438,224
Consolidated ..........cccoceerreeerennn. ¥ 217,782 ¥ 309,517 Others. ... — 265,448
Outside Japan...........ccoeeerenirenienen. 2,227,908 —
Corporate assets and eliminations.... 284,928 213,189
Consolidated............ccccevvvrerennne. ¥4,191,294 ¥4,815,265
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CONSOLIDATED BALANCE SHEETS

Honda Motor Co., Ltd. and Subsidiaries U.S. dollars

March 31, 1997 and 1998 Yen (thousands)
(millions) (note 2)

Assets 1997 1998 1998

Current assets:
Cash and €ash EQUIVAIBNTS .......c.vviiiiiiiie e ¥ 359,148 ¥ 337,294 $ 2,553,323
Trade accounts and notes receivable, net of allowance
for doubtful accounts of ¥7,770 million in 1997 and

¥6,978 million ($52,824 thousand) iN 1998..........cccevrireeririreeiesee e 381,774 422,642 3,199,410
Finance subsidiaries-receivables, Net (NOte 3).......ccccoveireiiiiriiee e 389,017 632,348 4,786,889
INVENEOMIES (NOTE 4) ....veviveieiesieeeteie ettt et e st sre e 551,152 600,908 4,548,887
Deferred income taxes (NOTE 9) .....ovcviieicriciee e 125,428 132,697 1,004,519
Other CUITeNt SSELS (NOTE 7)...vuieeieieeieeerie et 154,730 171,513 1,298,357

TOLAl CUITENT ASSBES....vvivvieriiriete ettt et ettt et et e bt sbesb e beers e s et e e sre e 1,961,249 2,297,402 17,391,385
Finance subsidiaries-receivables, Net (NOLe 3).........cccevirieeiiriicince 750,891 923,353 6,989,803

Investments and advances:

Investments in and advances to affiliates (NOte 5).......ccovvvrrvciinieiiicce 143,240 156,578 1,185,299
Other, including marketable equity Securities (NOTE 6) ..........cccovrvererreeiinieiiesees 233,362 207,610 1,571,612
Total iNVeStMENts and AdVANCES..........ccueriiiieieie ettt 376,602 364,188 2,756,911

Property, plant and equipment, at cost (note 7):

I 13 Lo R RRPRRTRRRT 269,719 284,370 2,152,687
Buildings 681,552 748,112 5,663,225
Machinery and equipment 1,643,506 1,744,799 13,208,168
CONSEIUCTION N PrOGIESS...vvvereetiriesietesieeeie ettt ettt ettt see st aneneens 91,045 102,499 775,920
2,685,822 2,879,780 21,800,000

Less accumulated depreCiation..........v e eeereererieiese et 1,649,340 1,715,800 12,988,645
Net property, plant and eqUIPMENT..........c.covieriiiieece s 1,036,482 1,163,980 8,811,355
Other assets (NOTES 7 ANA ) .....cveeiveiiiieiieiee et 66,070 66,342 502,211

¥4,191,294 ¥4,815,265 $36,451,665

See accompanying notes to consolidated financial statements.
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U.S. dollars

Yen (thousands)
(millions) (note 2)
Liabilities and Stockholders’ Equity 1997 1998 1998
Current liabilities:
Bank loans and commercial paper (NOTE 7)........covrvveeiririreririnieenesieiee s ¥ 382,161 ¥ 479,207 $ 3,627,608
Current portion of long-term debt (NOte 7) .......cccviiiiiiii e 114,599 250,969 1,899,841
Trade payables:
NOTES. ...ttt ettt ettt ettt ettt e s et et et et s e ettt ne e n et nens 21,910 18,594 140,757
AACCOUNES L.ttt ettt a bbb et et s e et et s e e s s ene s 577,767 700,074 5,299,576
ACCTUEH BXPENSES ..vvvevietevreretestetetesastessetesbessese st esessessesesbessetessesessesesesbessesessasens 385,409 473,912 3,587,525
INCOME TAXES (NOTE ) ..veuvivicviieiecieiete ettt 126,030 93,293 706,230
Other current liabilities (NOteS 7 aNd 9) .......coveviiiiiiiieece e 200,826 196,740 1,489,326
Total current IAbIlIIES.........coveieviiee i 1,808,702 2,212,789 16,750,863
LoNg-term debt (NOTE 7) ......c.ooveiiiieiiieee e 734,255 677,750 5,130,583
Other liabilities (NOtes 7, 8 aNd 9) .....oveeivereiirieere s 259,907 316,812 2,398,274
Stockholders’ equity:
Common stock, authorized 3,600,000,000 shares, par value ¥50 ($0.38)
or without par value; issued 974,326,267 shares and 974,414,215 shares
at March 31, 1997 and 1998, respectively (NOte 10) ......ccccereerereneneeneieeine 86,028 86,067 651,529
Capital SUIPIUS (NOLE 10).....cueiiuiieeieeie e eie et 171,910 171,914 1,301,393
Legal reServes (NOLE 11) ......ciieiieiieieeie ettt 25,668 26,404 199,879
Retained earnings (NOE 11) .....coviiriiereieieriee e 1,450,744 1,694,070 12,824,148
Adjustments from foreign currency translation..............ccoceevveriiiieiseneis e (320,440) (314,885) (2,383,687)
Net unrealized gains on marketable equity SECUNtIES.........covvvevveverreriiiicesienen 34,218 21,135 159,993
Minimum pension liabilities adjuStment ............cccoeiiiiineineeeee e (59,698) (76,791) (581,310)
Total StocKhOIAErS’ EQUILY ....c.vevvviieieiiciceciee e 1,388,430 1,607,914 12,171,945
Commitments and contingent liabilities (note 18)
¥4,191,294 ¥4,815,265 $36,451,665
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CONSOLIDATED STATEMENTS OF INCOME

Honda Motor Co., Ltd. and Subsidiaries U.S. dollars
March 31, 1996, 1997 and 1998 Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998
Net sales and other operating revenue (Note 3)........ccccecvvevvrerinnieennn. ¥4,252,250 ¥5,293,302 ¥5,999,738 $45,418,153
Operating costs and expenses:
C0St OF SAIES (NOLE 3)..vvveeeriieieienirieiee e 3,094,339 3,698,179 4,142,967 31,362,354
Selling, general and adminISLratiVe..........cc.oeeveireneiiee e 793,705 942,548 1,108,595 8,392,089
Research and developmMEeNt..........cuoeiiicineeeee s 220,573 251,128 285,863 2,163,990
4,108,617 4,891,855 5,537,425 41,918,433
OPErating INCOME.......cueiiiirieieireee e 143,633 401,447 462,313 3,499,720
Other income:
Q] (=T (=T OO SROPRTRTRPT 7,462 12,937 13,005 98,448
Other (note 6) 5,516 14,276 3,896 29,493
12,978 27,213 16,901 127,941
Other expenses:
1) (=T (= PR OURROPPN 30,601 27,514 27,655 209,349
(0114 1T SRRSO 10,876 10,424 8,208 62,135
41,477 37,938 35,863 271,484
Income before income taxes and equity in income of affiliates............ 115,134 390,722 443,351 3,356,177
Income taxes (note 9):
(O =T 0| OSSO 60,547 196,993 215,287 1,629,727
DEFEITEA. ... (2,266) (7,949) (14,009) (106,048)
58,281 189,044 201,278 1,523,679
Income before equity in income of affiliates...........ccoeevveviienciienan, 56,853 201,678 242,073 1,832,498
Equity in income of affiliates (NOte 5)..........ccoeveieieieniiiireereeeeae 13,948 19,490 18,552 140,439
NEE INCOME ..ttt b e b e rs ¥ 70,801 ¥ 221,168 ¥ 260,625 $ 1,972,937
U.S. dollars
Yen (note 2)
1996 1997 1998 1998
Net income per common share (notes 1 (m) and 15):
2T (o3 ¥ 7268 ¥ 22700 ¥ 26749 $ 2.02
DIIUTEA ... 72.63 226.97 267.45 2.02

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Honda Motor Co., Ltd. and Subsidiaries U.S. dollars
March 31, 1996, 1997 and 1998 Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998

Common stock:

Balance at beginning of Year ... ¥ 85964 ¥ 86,020 ¥ 86,028 $ 651,234

Conversion of convertible debt (note 10) 56 8 39 295

Balance at end Of YEar.........ccvoiiiiiiecce s 86,020 86,028 86,067 651,529
Capital surplus:

Balance at beginning Of Yar ..o 171,917 171,910 171,910 1,301,363

Conversion of convertible debt (NOte 10).........cooveivrvieiiiiieiieeces (7 — 4 30

Balance at end Of YEar .........ccoeiiiiiiicee s 171,910 171,910 171,914 1,301,393
Legal reserves:

Balance at beginning Of YEar ... veiiireineee e 24,664 25,125 25,668 194,307

Transfer from retained earnings (NOte 11)........ccccoverirenniirenne e 461 543 736 5,572

Balance at end Of YA .........ccvcvviviiiieicccee s 25,125 25,668 26,404 199,879
Retained earnings:

Balance at beginning Of Year ... 1,187,057 1,243,759 1,450,744 10,982,165

Net income for the YEar........cccvviiiiciiccec s 70,801 221,168 260,625 1,972,937

Cash dividends (NOLE 11) ....c.vvvvereiriiieiisieiee et (13,638) (13,640) (16,563) (125,382)

Transfer to legal reserves (N0 11) ......cccooevrereienerineneeee e (461) (543) (736) (5,572)

Balance at end Of YA .........ccvcviviiiiiieiicc s 1,243,759 1,450,744 1,694,070 12,824,148
Adjustments from foreign currency translation:

Balance at beginning Of Year ... (494,924) (421,784) (320,440)  (2,425,738)

Adjustments fOr the YEar .........ccccvvveireieieiceseeee e 73,140 101,344 5,555 42,051

Balance at end Of YEar .........cccvririiiiici e (421,784) (320,440) (314,885)  (2,383,687)
Net unrealized gains on marketable equity securities:

Balance at beginning Of Yar ..........cccoiiiiiiinie e 42,784 57,850 34,218 259,031

Realized gain on nonmonetary exchange of investments (note 6) ........... — (5,026) — —

Increase (decrease) in net unrealized gains

on marketable equity SECUMLIES ...........covveriiiriiieiree e 15,066 (18,606) (13,083) (99,038)

Balance at end Of YEar.........cooiiiiiiec s 57,850 34,218 21,135 159,993
Minimum pension liabilities adjustment:

Balance at beginning Of Yar ... — (18,340) (59,698) (451,915)

AdJUSEMENT FOr the YEAT.......c.eiiieiicec e (18,340) (41,358) (17,093) (129,395)

Balance at end Of YEar.........ccviiiiiiiicee s (18,340) (59,698) (76,791) (581,310)

Total stockholders’ EQUITY ........ccvvveviiieiiee s ¥1,144540 ¥1,388,430 ¥1,607,914 $12,171,945

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Honda Motor Co., Ltd. and Subsidiaries U.S. dollars
March 31, 1996, 1997 and 1998 Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998

Cash flows from operating activities (note 14):
NELINCOME ... ¥ 70,801 ¥221,168 ¥ 260,625 $ 1,972,937
Adjustments to reconcile net income to net cash provided
by operating activities:

Provision fOr CrEdit IOSSES. ........vieicrieiceiie it 4,528 7,699 11,995 90,802
DY T (=T Lo oSS 125,007 141,351 153,337 1,160,765
Gain on nonmonetary exchange of investments (NOte 6) ..........c.cccceeevueneee — (10,471) — —
Deferred INCOME TAXES......c.vvvireeiireieesee et (2,266) (7,949) (14,009) (106,048)
Equity in income of affiliates..........ccooieiiiiiiiicec e (13,948) (19,490) (18,552) (140,439)
Decrease (increase) in assets:
Trade accounts and notes receivable ..o (20,247) (3,067) (34,105) (258,176)
INVENEOTIES ..vvvviveveierieieiee e (12,863) (41,994) (317,896)
Other current assets (17,228) (11,025) (83,460)
OThEr @SSELS ...ttt 222 (10,440) 3,481 26,351
Increase (decrease) in liabilities:
Trade PAYADIES ....c.cvieieiieie e 25,082 63,266 104,615 791,938
ACCIUEH BXPENSES. ....eeeeteeeieete ettt seesesbe et b e e e sbe e enesbeeeneanas 248 76,300 76,802 581,393
[NCOME TAXES ... vvee ettt ettt et et e et e e srae e st e e s saa e s sabeesabaesnes 19,156 82,703 (60,364) (456,957)
Other current liabilities .... 35,425 29,876 13,754 104,118
Other IADIIIEIES ....vvvevreieeeiereree s (6,133) 14,589 19,994 151,355
OLNET, MEL ..t 8,072 7,757 9,924 75,126
Net cash provided by operating activities............ccceeerrernieneinennn. 299,883 563,201 474,478 3,591,809
Cash flows from investing activities:
Decrease (increase) in investments and adVaNCeS.........c.cvveeerereecreeneeereenes 22,258 (23,244) (16,483) (124,777)
Capital EXPENAITUIES. ... .c.eiuieeieeeeeeie ettt (150,489)  (217,782) (309,517)  (2,343,051)
Proceeds from sales of property, plant and equipment 17,494 18,020 16,159 122,324
Acquisitions of finance subsidiaries—receivables ............ccccoviiiniiniiiciiiens (938,267) (1,385,804) (1,505,069) (11,393,407)
Collections of finance subsidiaries—receivables.............covvrrvciniceiiiniene, 556,089 737,953 706,424 5,347,646
Proceeds from sales of finance subsidiaries—receivables.............ccccccovieenne. 225,687 447,254 445,796 3,374,686
Net cash used in investing aCtiVities ............ccoveereereiinereese e (267,228)  (423,603) (662,690)  (5,016,579)
Cash flows from financing activities (note 14):
Increase (decrease) in Short-term debt ..o 17,909 (58,265) 79,061 598,494
Proceeds from 1ong-term debt...........ccooiieiiieiiieee s 215,992 185,010 340,616 2,578,471
Repayment of 1ong-term debt ..........ccooviiiiiicic (184,745)  (186,799) (239,715)  (1,814,648)
Cash dividends paid (note 11) (13,638) (13,640) (16,563) (125,382)
Increase (decrease) in commercial paper classified as long-term debt............ 14,790 (21,972) (826) (6,253)
Net cash provided by (used in) financing activities............c.ccccceveueneee. 50,308 (95,666) 162,573 1,230,682
Effect of exchange rate changes on cash and cash equivalents................ 13,207 16,053 3,785 28,653
Net change in cash and cash equivalents...........cccccoieriencieieneiesereee 96,170 59,985 (21,854) (165,435)
Cash and cash equivalents at beginning of year ...........cccccooevviieincnnn, 202,993 299,163 359,148 2,718,758
Cash and cash equivalents at end of year..........c.cccooeoviiiiiieiiiienecnn, ¥299,163 ¥359,148 ¥ 337,294 $ 2,553,323

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Honda Motor Co., Ltd. and Subsidiaries
(1) Summary of Significant Accounting Policies

(a) Description of Business

The Company and its subsidiaries (“‘Honda’") develop, manufac-
ture, distribute and provide financing for the sale of its motorcy-
cles, automobiles and power products. Honda’s manufacturing
operations are principally conducted in 25 separate factories, six
of which are located in Japan. Principal overseas manufacturing
facilities are located in the United States, Canada, the United
Kingdom, France, Italy, Spain, India, Pakistan, Philippines,
Thailand, Vietnam, Brazil and Mexico.

Net sales and other operating revenue by category of activity
for the year ended March 31, 1998 were derived from: motorcy-
cle business—12.8%, automobile business—79.2%, financial ser-
vices—2.3%, and other businesses—5.7%. Operating income by
category of activity for the year ended March 31, 1998 was
derived from: motorcycle business—18.9%, automobile busi-
ness—69.3%, financial services—6.7%, and other businesses—
5.1%. The total assets at March 31, 1998 were attributed to:
motorcycle business—11.3%, automobile business—48.4%,
financial services—34.6%, other businesses—4.0%, and corpo-
rate assets (net of company-wide accounts eliminated in consoli-
dation)—1.7%.

Honda sells motorcycles, automobiles and power products in
most countries in the world. For the year ended March 31, 1998,
66.4% of net sales and other operating revenue (¥3,984,064 mil-
lion ($30,159,455 thousand)) were derived from subsidiaries oper-
ating outside Japan (1997: ¥3,162,905 million, 1996: ¥2,388,660
million). Net sales and other operating revenue for the year ended
March 31, 1998 are geographically broken down based on the
location of customers as follows: Japan—28.5%, North America—
46.3%, Europe—12.3%, and others—12.9%. For the year ended
March 31, 1998, 58.4% of operating income (¥269,793 million
($2,042,339 thousand)) was generated from foreign subsidiaries,
disregarding the effect of elimination of unrealized profits between
domestic operations and foreign operations (1997: ¥202,472 mil-
lion, 1996: ¥61,704 million). Also, 59.0% of Honda’s assets at
March 31, 1998 (¥2,842,122 million ($21,514,928 thousand))
were identified with foreign operations (1997: ¥2,227,908 million).

(b) Basis of Presenting Consolidated Financial Statements
The Company and its domestic subsidiaries maintain their books
of account in conformity with financial accounting standards of
Japan, and its foreign subsidiaries generally maintain their books of
account in conformity with those of the countries of their domicile.

The consolidated financial statements presented herein have
been prepared in a manner and reflect the adjustments which are
necessary to conform them with United States generally accepted
accounting principles.

(c) Consolidation Policy
The consolidated financial statements include the accounts of the
Company and subsidiaries. Intercompany accounts and significant
intercompany transactions have been eliminated in consolidation.
The investments in 20% to 50% owned affiliates are stated at
their underlying equity value.

Minority interests in net assets and income are not significant
and, accordingly, are not presented separately in the accompany-
ing consolidated balance sheets and statements of income.

(d) Use of Estimates

Management of the Company has made a number of estimates
and assumptions relating to the reporting of assets, liabilities, rev-
enues and expenses, and the disclosure of contingent assets and
liabilities to prepare these consolidated financial statements in
conformity with United States generally accepted accounting
principles. Actual results could differ from those estimates.

(e) Revenue Recognition

Sales of manufactured products are recognized when products
are shipped to dealers. Provisions for dealer sales allowances are
normally recognized as sales reductions at the time of sale.

Interest income from finance receivables is recognized using the
interest method. Finance receivable origination fees and certain
direct origination costs are deferred and recognized using the
interest method over the contractual life of the finance receiv-
ables.

Interest supplements paid by the automobile operations to
the financial services operations on certain financing and leasing
transactions are recognized by the automobile operations as sales
reductions at the time of sale. The financial services operations
recognize these interest supplements as deferred interest income
and amortize them to income over the contractual life of the
finance receivables.

Finance subsidiaries of the Company periodically sell finance
receivables. Gain or loss is recognized equal to the difference
between the cash proceeds received and the carrying value of the
receivables sold and is recorded in the period in which the sale
occurs. Honda allocates the recorded investment in finance receiv-
ables between the portion(s) of the receivables sold and portion(s)
retained based on the relative fair values of those portions on the
date the receivables are sold. Honda adopted the provisions of
Statement of Financial Accounting Standards No. 125,
“Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities,” on a prospective basis for applica-
ble transactions occurring after December 31, 1996. This state-
ment specifies when financial assets and liabilities are to be
removed from an entity’s financial statements, the accounting for

27



servicing assets and liabilities and the accounting for assets that
can be contractually prepaid in such a way that the holder would
not recover substantially all of its recorded investment. From
January 1, 1997, Honda recognizes gains or losses attributable to
the change in the fair value of the retained interests, which are
recorded at estimated fair value and accounted for as “trading”
securities. A servicing asset or liability is amortized in proportion to
and over the period of estimated net servicing income (if servicing
revenues exceed servicing costs) or net servicing loss (if servicing
costs exceed servicing revenues). Servicing assets and servicing lia-
bilities at March 31, 1997 and 1998 were not significant.

(f) Cash Equivalents
The Company considers all highly liquid debt instruments with an
original maturity of three months or less to be cash equivalents.

(9) Inventory Valuation
Inventories are valued at the lower of cost, determined substan-
tially by the first-in, first-out method, or market.

(h) Investments in Securities

Honda classifies its debt and equity securities in one of three cat-
egories: available-for-sale, trading, or held-to-maturity. Debt
securities that are classified as ““held-to-maturity” securities are
reported at amortized cost. Debt and equity securities classified
as “trading” securities are reported at fair value, with unrealized
gains and losses included in earnings. Other debt and equity
securities are classified as “available-for-sale” securities and are
reported at fair value, with unrealized gains or losses net of
deferred taxes reported as a separate component of stockholders’
equity. Honda did not hold any “trading™ securities at March 31,
1997 and 1998, except for retained interests in the sold pools of
finance receivables, which are accounted for as “trading™ securities
and included in finance receivables. Honda did not hold any “held-
to-maturity" securities at March 31, 1998 and Honda’s ““held-to-
maturity” securities at March 31, 1997 were not significant.

(1) Depreciation

Depreciation of property, plant and equipment is computed prin-
cipally by the declining-balance method based on estimated useful
lives of the respective assets.

(j) Accounting for the Impairment of Long-Lived Assets
Honda’s long-lived assets and certain identifiable intangibles are
reviewed for impairment whenever events or changes in circum-
stances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is mea-
sured by a comparison of the carrying amount of an asset to
future net cash flows (undiscounted and without interest
charges) expected to be generated by the asset. If such assets are
considered to be impaired, the impairment to be recognized is
measured by the amount by which the carrying amount of the

assets exceeds the fair value of the assets. Assets to be disposed
of are reported at the lower of the carrying amount or fair value
less costs to sell.

(k) Income Taxes
Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and
their respective tax bases and operating loss and tax credit carry-
forwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years
in which those temporary differences are expected to be recov-
ered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that
includes the enactment date.

Deferred income taxes are also provided on the undistributed
earnings of subsidiaries and affiliates to the extent that the
Company anticipates receiving them in the form of dividends.

(I) Product-Related Expenses

Advertising and sales promotion costs are expensed as incurred.
Advertising expenses for the years ended March 31, 1996, 1997
and 1998 were ¥130,834 million, ¥166,994 million and ¥193,915
million ($1,467,941 thousand), respectively. Provisions for
estimated costs related to product warranty are made at the

time of sale.

(m) Net Income per Common Share

Honda adopted the provisions of Statement of Financial
Accounting Standards (SFAS) No. 128, “Earnings per Share,” in
the year ended March 31, 1998. SFAS No. 128 replaces the pre-
sentation of primary earnings per share with a presentation of
basic earnings per share. SFAS No. 128 also requires dual presen-
tation of basic and diluted income per share.

All prior-years net income per common share data presented
were restated to conform with the provisions of SFAS No. 128.
Adoption of SFAS No. 128 did not have a material effect on
Honda’s reported net income per common share amounts.

Basic net income per common share has been computed by
dividing net income available to common stockholders by the
weighted-average number of common shares outstanding during
each year. Diluted net income per common share reflects the
potential dilution and has been computed on the basis that all
convertible bonds were converted at beginning of the year.

(n) Foreign Currency Translation

Foreign currency financial statement amounts are translated into
yen on the basis of the year-end rate for all assets and liabilities
and the weighted-average rate for the year for all income and
expense amounts. Translation adjustments resulting therefrom are
accumulated in the stockholders’ equity section of the consolidat-
ed balance sheets.
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Foreign currency transaction gains (losses) included in the deter-
mination of net income for each of the years in the three-year
period ended March 31, 1998 were as follows:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998
¥(2,669) ¥(1,365) ¥154 $1,166

(o) Derivative Financial Instruments

The Company and certain of its subsidiaries have entered into for-
eign exchange agreements and interest rate agreements to man-
age currency and interest rate exposures. These instruments
include foreign currency forward contracts, currency swap agree-
ments, currency option contracts and interest rate swap agree-
ments. Gains and losses on foreign exchange instruments that
qualify for hedge accounting treatment are recognized in the
same period in which gains or losses from the transaction being
hedged are recognized. The differential to be paid or received on
interest rate swap agreements is recognized over the life of the
agreement as an adjustment to interest expense. In the event of
an early termination of the hedge, any deferred gain or loss on
the hedging instrument continues to be deferred until the hedged
item is realized. Derivative financial instruments that do not meet
the criteria for hedge accounting are marked to market.

(p) New Accounting Pronouncements

Statement of Financial Accounting Standards (SFAS) No. 130,
“Reporting Comprehensive Income,” was issued in June 1997.
SFAS No. 130 establishes standards for reporting and displaying
comprehensive income and its components and requires that all
items are required to be recognized under accounting standards

(2) Basis of Translating Financial Statements

The consolidated financial statements are expressed in yen.
However, solely for the convenience of the reader, the consolidat-
ed financial statements as of and for the year ended March 31,
1998 have been translated into United States dollars at the rate
of ¥132.10=US$1, the mean of the telegraphic transfer selling

as components of comprehensive income to be reported in a
financial statement that is displayed with the same prominence as
other financial statements. Honda will initially apply the provisions
of SFAS No. 130 in the year beginning on April 1, 1998.

Statement of Financial Accounting Standards (SFAS) No. 131,
“Disclosures about Segments of an Enterprise and Related
Information,” was issued in June 1997. SFAS No. 131 establishes
standards for reporting information about operating segments in
annual financial statements and requires reporting selected infor-
mation about operating segments in interim financial reports
issued to stockholders. SFAS No. 131 also establishes standards
for related disclosures about products and services, geographic
areas and major customers. SFAS No. 131 is effective from the
Company’s year beginning on April 1, 1998. The Company is eval-
uating the adoption of SFAS No. 131. Foreign issuers are presently
exempted from the existing segment information disclosure
requirements under Statement of Financial Accounting Standards
No. 14, “Financial Reporting for Segments of a Business
Enterprise,” in Securities Exchange Act filings with the Securities
and Exchange Commission of the United States.

Statement of Financial Accounting Standards (SFAS) No. 132,
”Employers’ Disclosures about Pensions and Other Postretirement
Benefits,” was issued in February 1998. SFAS No. 132 establishes
standards for reporting information about pension and other
postretirement benefits plans. Honda will initially apply the provi-
sions of SFAS No. 132 for the year ending March 31, 1999.

(g) Reclassifications

A reclassification has been made to the prior year’s consolidated
balance sheet to conform to the presentation used for the year
ended March 31, 1998.

exchange rate and the telegraphic transfer buying exchange rate
prevailing on the Tokyo Foreign Exchange Market on March 31,
1998. This translation should not be construed as a representation
that all the amounts shown could be converted into U.S. dollars.
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(3) Finance Subsidiaries-Receivables, Net

Finance subsidiaries-receivables represent finance receivables on management’s evaluation of many factors, including current
generated by finance subsidiaries. Finance receivables include economic trends, industry experience, inherent risks in the
wholesale financing to dealers and retail financing and direct portfolio and the borrower’s ability to pay.

financing leases to consumers. The allowance for credit losses is Finance subsidiaries-receivables, net, consisted of the following
maintained at an amount management deems adequate to cover at March 31, 1997 and 1998:

estimated losses on finance receivables. The allowance is based

U.S. dollars

Yen (thousands)
(millions) (note 2)
1997 1998 1998

DireCt fINANCING [EASES. ... cviviiieictiiee ettt ¥ 557,946 ¥1,009,681 $ 7,643,308
RELAIL ...ttt e e be b e re et et beabeabens 519,249 484,099 3,664,641
WWHOIBSAIE ... .ocvveiieieie ittt ettt ettt e et e be et e b et e st e sbeebsenseraeae e e sresre e 121,004 143,354 1,085,193
TErM 10ANS 10 HEAIEIS ... .ccvvieiiieieciecie ettt eb bbbttt sbers 39,598 33,022 249,977
Total fINANCE FECEIVADIES .......veeeeeie ettt st st be e b e eaes 1,237,797 1,670,156 12,643,119
Retained interest in the sold pools of finance receivables.............cooooiieiiiiiiiceee 4,469 37,177 281,431
1,242,266 1,707,333 12,924,550

Less:
Allowance for credit losses................. 9,046 14,397 108,986
Unearned interest income and fees 93,312 137,235 1,038,872
Finance subsidiaries—receivabIes, NET ...........ccivuieiiieiciee e 1,139,908 1,555,701 11,776,692
LSS CUITENE POILION ...ttt ettt bbbt bt 389,017 632,348 4,786,889
Noncurrent finance subsidiaries—receivables, NET ..........ccevvveieeiieiieceeceecee e ¥ 750,891 ¥ 923,353 $ 6,989,803

The following schedule shows the contractual maturities of finance receivables for each of the five years following March 31, 1998 and
thereafter:

U.S. dollars

Yen (thousands)

Years ending March 31 (millions) (note 2)
1000 et E R R R R e oAb R R R R R £ h et e b et nt et ettt neere e ¥ 650,135 $ 4,921,537
20001ttt bbb e b b £ R £ R e £ e £ ek R e R e R £ R e e R £ e R b e b et e b e e e Rt et et e nbeebeebenre e 420,681 3,184,565
2000 bbb h b £ R £ R £ e £ e R R e R e R R e oA £ e R b e b e b e b et e Rt et et e nbe et nteere e 424,085 3,210,333
2002 bbb b h £ h e £ e R e R e R e R e R e R e e R £ e R b e b e b e b et e Rt et et e nbenbenbeere e 132,380 1,002,119
2003 ..o b b h e h £ R £ R £ e £ e R e R e R e R e R e R £ e R £ e R b e b e b e b et e Rt et et e nbenbenteere e 29,530 223,543
AATEEE FIVE YBAIS ...ttt ettt bttt s etk bRt bbbttt e n ettt n et enee 13,345 101,022
1,020,021 7,721,582
L USSP ¥1,670,156 $12,643,119
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Net sales and other operating revenue and cost of sales include finance income and related cost of finance subsidiaries for each of the

years in the three-year period ended March 31, 1998 as follows:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998

FINANCE INCOME .ttt ettt
FINANCE COSE .. vviviiie ettt ettt

Finance subsidiaries of the Company periodically sell finance
receivables. Pre-tax net gains on such sales for each of the years in
the three-year period ended March 31, 1998, which are included

(4) Inventories

Inventories at March 31, 1997 and 1998 are summarized as follows:

........................ ¥79,117  ¥100,230 ¥147,439 $1,116,117
........................ 35,461 41,506 60,169 455,481

in finance income in the table above, are ¥1,063 million, ¥2,520
million and ¥12,018 million ($90,977 thousand), respectively.

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998

FINISNEd GOOS ...
WOPK N PrOCESS. ...ttt
RAW MALEITAIS.......cvvvirciiiii e

.......................................... ¥390,013  ¥439,023 $3,323,414
.......................................... 17,894 17,748 134,353
.......................................... 143,245 144,137 1,091,120

¥551,152  ¥600,908  $4,548,887
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(5) Investments and Advances-Affiliates
Certain financial information in respect of affiliates at March 31, 1997 and 1998, and for each of the years in the three-year period ended
March 31, 1998 is shown below:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998

(O N (=] L A =] £ ¥522,002 ¥ 498,581 $3,774,269
Other assets, principally property, plant and eqUIPMEeNt ..........ccoovriireiiireee e 470,475 560,583 4,243,626
992,477 1,059,164 8,017,895
CUITENT lIADIIITIES ...ttt e st s s ens 463,372 482,390 3,651,703
Other TIADIITIES ...ttt sttt et b seere e 111,253 114,829 869,258
N =) SRS ¥417,852 ¥ 461,945 $3,496,934

U.S. dollars

Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998
NET SAIES. ...ttt ettt b e b bs et e st et et e sreere e ¥1,445310 ¥1,799,872 ¥1,988,141 $15,050,273
NEE INCOME. ...ttt ettt ettt st et e st et e e e eeanes 39,201 52,693 53,867 407,774
Cash dividends received by Honda during the year ...........ccccoeevvvericinienas 2,562 2,910 3,766 28,509

Honda’s intercompany accounts and transactions with affiliates at March 31, 1997 and 1998, and for each of the years in the three-year
period ended March 31, 1998 were as follows:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998

¥13,112 ¥ 9475 $ 71,726
82,020 93,042 704,330

U.S. dollars
Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998
PUICNASES TIOM ...eiiiicceeecee ettt ettt ste et e eteebeeae s ¥372,620 ¥444,152 ¥540,795 $4,093,830
R 1T o OSSR 89,640 109,090 76,052 575,715
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(6) Investments and Advances-Other

Investments and advances—other at March 31, 1997 and 1998 consist of the following:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998

Marketable EQUILY SECUTTEIES .......cc.iiiiiieiiieiee bbb ¥140,989 ¥114,812 $ 869,129
GUATANTY AEPOSIES ...ttt ettt ettt bbbt b et b bbbttt ab b abe 36,557 37,209 281,673
LONG-TErM dEPOSILS (NOTE 7)...vveveeierieeieieiesie ettt ettt ebene e 33,125 32,024 242,422
LifE INSUTANCE CONTIACES ... eeveeeieeeee ettt ettt ee s e r e st e et e e st e e eb e e se e et e et sebeseeebeeaeas 11,576 11,304 85,572
AAGVANCES. ... vttt ettt ettt ettt et et ettt e te st se et et ese st e st et e et e se et et ebe st e st e be et ese et e b ete et e e ere b eterea 5,487 4,780 36,185
L1 T ST RUPPSRSRR 5,628 7,481 56,631
¥233,362 ¥207,610 $1,571,612

Certain information with respect to available-for-sale securities, all of which are marketable equity securities at March 31, 1997 and

1998, is summarized below:

U.S. dollars

Yen (thousands)
(millions) (note 2)
1997 1998 1998
(O PSR ¥ 69,701 ¥ 70,781 $535,814
TGz U1 140,989 114,812 869,129
GrOSS UNFEAIIZEA GAINS ....ve.vevieieietieteiete sttt ettt sttt bbbttt se sttt es et e e enenrens 74,823 50,443 381,854
GrOSS UNFEALIZEA 1OSSES ....veveeveectie ettt ettt ettt e et e b e et e e ste et e e steeateeseeenteereeenaearens 3,535 6,412 48,539

Honda’s consolidated statement of income for the year ended
March 31, 1997 included a pre-tax gain of ¥10,471 million and an
after-tax gain of ¥5,026 million on the nonmonetary exchange of
common shares of The Bank of Tokyo, Ltd. (“BOT*) for common
shares of The Bank of Tokyo-Mitsubishi, Ltd. due to a merger of
BOT and The Mitsubishi Bank, Limited on April 1, 1996. The

unrealized holding gain on Honda’s investment in BOT shares was
previously included in a separate component of stockholders’
equity as of March 31, 1996.

Realized gains and losses from sales of marketable equity secu-
rities, except as described above, were insignificant for each of the
years in the three-year period ended March 31, 1998.
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(7) Short-term and Long-term Debt

Long-term debt at March 31, 1997 and 1998 was as follows:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998
Honda Motor Co., Ltd.:
Loans, maturing 1997-1999:

Unsecured, principally from Banks ... ¥ 45115 ¥ 40,765 $ 308,592
67/:% Japanese yen unsecured bonds due 1998 ..ot 40,000 — —
5% U.S. dollar unsecured convertible bonds due 1998..........ccccoveveiiiiiiincececeie e 42 — —
6.0% Japanese yen unsecured bonds due 1999 ...t 30,000 30,000 227,101
5.05% Japanese yen unsecured bonds due 1999 .........cccoiiiiiniinninineeee e 50,000 50,000 378,501
3.8% Japanese yen unsecured bonds due 2001 ..........cccoeriririineniiiee s 50,000 50,000 378,501

215,157 170,765 1,292,695
Subsidiary companies:
COMMETCIAI PAPE ...ttt ettt ettt ettt et et e s e be et e b e st e be b eseebe s ere et eneene s 149,665 159,313 1,206,000
Loans, maturing 1997-2005:

Secured, principally from Danks ...........ccoooiiiiiie e 13,070 11,958 90,523

Unsecured, principally from DaNKS ...........ccooiiiiiiee e 217,595 252,924 1,914,641
Medium-term notes, Mmaturing 1997-2008.............cooreiiiireire e 254,521 335,917 2,542,900
OTNET ettt ettt bt et e ettt e bt et et et e b et et e et ese et et b et e s ebe et eseaeeran 74 38 288
Less UNamOrtized diSCOUNT, NEL..........ociiiiiecie ettt ettt e eeree e sneeeraeas 1,228 2,196 16,623

633,697 757,954 5,737,729

Total [ONG-TEIM AEDT ...ttt 848,854 928,719 7,030,424
LSS CUITEINT POITION ...ttt ettt sttt sttt e et et e e e st et e b e e eneebe e enenean 114,599 250,969 1,899,841
¥734,255 ¥677,750 $5,130,583

The loans are either secured by property, plant and equipment
or subject to collateralization upon request, and their interest rates
range from 0.81% to 20.00% per annum. Property, plant and
equipment with a net book value of approximately ¥9,753 million
and ¥10,052 million ($76,094 thousand) at March 31, 1997 and
1998, respectively, were subject to specific mortgages securing
indebtedness.

With respect to the 6.0% Japanese yen unsecured bonds due
1999 and the 5.05% Japanese yen unsecured bonds due 1999,
deposits of ¥31,608 million and ¥32,024 million, respectively, at

March 31, 1998, were made under debt assumption agreements.
Principal and interest on deposits are restricted to use for future
redemption of the bonds and related future interest payments.

At March 31, 1997 and 1998, respectively, U.S. dollar
1,206,000 thousand of commercial paper borrowings were classi-
fied as long-term, as it is the respective finance subsidiary’s inten-
tion to refinance them on a long-term basis and it has established
the necessary credit facilities to do so. The interest rate on com-
mercial paper is approximately 5.47% at March 31, 1998.
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Medium-term notes are unsecured, and their interest rates
range from 1.03% to 6.55% at March 31, 1998.

The following schedule shows the maturities of long-term debt
for each of the five years following March 31, 1998 and thereafter:

U.S. dollars
Yen (thousands)
Years ending March 31 (millions) (note 2)

1999, i ¥250,969  $1,899,841
2000, e 343,671 2,601,597
2001, i 197,531 1,495,314
2002 61,742 467,389
2003.. . 21,927 165,988
After five Years.......cooovvveive e 52,879 400,295
677,750 5,130,583
TOtal o ¥928,719  $7,030,424

(8) Other Liabilities

The Company and certain of its subsidiaries have entered into
currency swap agreements for hedging currency exposures result-
ing from the issuance of long-term debt. The effects of foreign
currency exchange rate fluctuations resulting from these swap
agreements are included in Other assets/liabilities and/or Other
current assets/liabilities in the consolidated balance sheets, as
appropriate (see note 16). Unless a right of setoff exists, the off-
setting of assets and liabilities is not made in the balance sheet.

As is customary in Japan, both short-term and long-term bank
loans are made under general agreements which provide that
security and guarantees for present and future indebtedness will
be given upon request of the bank, and that the bank shall have
the right to offset cash deposits against obligations that have
become due or, in the event of default, against all obligations due
to the bank. Certain debenture trust agreements provide that the
Company must give additional security upon request of the
trustee.

Other liabilities at March 31, 1997 and 1998 are summarized as follows:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998
Allowance for dealers and CUSTOMENS ..........c.iueiriiieriiiiieeeriiee et ¥ 35330 ¥ 51,815 $ 392,241
IVHINOTILY INEEIEST ...ttt ettt ettt b ettt e bbb et e e be st e et st ere b e et e 35,287 26,440 200,151
Additional minimum pension liabilities (NOTE 12)........cccviviiiieriiiieece e 138,220 172,811 1,308,183
Deferred iNCOME taX (NOTE 9) ...vcviuiieiiiei ettt bbbt ee 33,312 — —
(040 OSSO T TP P PRSP TTPPTPORPRN 17,758 65,746 497,699
¥259,907 ¥316,812 $2,398,274
(9) Income Taxes
Total income taxes for each of the years in the three-year period ended March 31, 1998 were allocated as follows:
U.S. dollars
Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998
IPCOMEB ..ttt ¥58,281 ¥189,044 ¥201,278 $1,523,679
Stockholders’ equity, for adjustments from foreign currency translation ................... 6,329 4,339 7,461 56,480
Stockholders’ equity, for net unrealized gains on marketable equity securities........... 16,321 (20,156) (14,174) (107,298)
Stockholders’ equity, for minimum pension liabilities adjustment.............cccccoceeveveneae (19,868) (44,804) (18,517) (140,174)
¥61,063 ¥128,423 ¥176,048 $1,332,687
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Income tax expense for each of the years in the three-year period ended March 31, 1998 consists of the following:

Yen
(millions)
Current Deferred Total

1996:
JAPANESE <.ttt E b bbbt r ettt re e ¥ 39,926 ¥ (8,798) ¥ 31,128
0] £=Tl | o OSSOSO SO PRSPPSO 20,621 6,532 27,153
¥ 60,547 ¥ (2,266) ¥ 58,281

1997:
JAPANESE .. h bbb bbb ¥120,694  ¥(26,401) ¥ 94,293
0] £=T 0 o O OO ST PSR TRSOPR PPN 76,299 18,452 94,751
¥196,993 ¥ (7,949) ¥189,044

1998:
JAPANESE <.ttt E b bbbt r ettt re e ¥119,819 ¥ (8,072) ¥111,747
0] £=Tl | o OSSOSO SO PRSPPSO 95,468 (5,937) 89,531
¥215,287 ¥(14,009) ¥201,278

U.S. dollars
(thousands) (note 2)
Current Deferred Total

1998:
JAPANESE ....v.veeevvieecee ittt ettt a bbb bbbt bbbt b sttt $ 907,032 $ (61,105) $ 845,927
0] =T o OSSPSR 722,695 (44,943) 677,752
$1,629,727  $(106,048) $1,523,679

The significant components of deferred income tax expense for each of the years in the three-year period ended March 31, 1998 are

as follows:
U.S. dollars
Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998
Deferred tax expense (exclusive of the effects of other components listed below)............ ¥2656 ¥ 579 ¥ (1,488) $ (11,264)
Adjustments to deferred tax assets and liabilities for enacted changes
IN TAX QWS AN TALES ..ottt re e — —  (10,631) (80,477)
Decrease in beginning-of-the-year balance of the valuation allowance for
AEfEITEA TAX ASSELS .. evvivirririitiieti ittt sttt e e nens (4,922) (8,528) (1,890) (14,307)
¥(2,266) ¥(7,949) ¥(14,009) $(106,048)

The Company and its domestic subsidiaries are subject to a number of taxes based on income, which in the aggregate resulted in normal
tax rates of approximately 52% for the years ended March 31, 1996, 1997 and 1998. Such normal tax rates were lowered to approximate-
ly 48% on March 31, 1998 effective for the year ending March 31, 1999 and thereafter. The foreign subsidiaries are subject to taxes based
on income at rates ranging from 30% to 57%.
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The effective tax rate of Honda for each of the years in the three-year period ended March 31, 1998 differs from the normal Japanese
income tax rate for the following reasons:

1996 1997 1998
NOTMAI INCOME TAX TALE ...ttt bbbttt bbbt r et 52.0% 52.0% 52.0%
Valuation allowance provided for current year operating 10sses Of SUDSIAIANES ..........covvvvveerrvieiiriieeian 2.5 0.1 0.2
Difference in normal tax rates of foreign SUDSIAIANES. ..........voviveiririiieiiie e (2.9) (2.6) (3.9
Adjustments to deferred tax assets and liabilities for enacted changes in tax laws and rates..............ccccoo.... — — (2.9)
Reversal of valuation allowance due to utilization of operating loss carryforwards..........ccocoeeerrnieiinnnenn. (3.0) (1.8) 0.3
(0] 11T TSRO P TP 2.0 0.7 0.2)
EFFECTIVE T8X AL ...ttt b bbbttt b bbbt b ettt nan 50.6% 48.4% 45.4%

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities at
March 31, 1997 and 1998 are presented below:

U.S. dollars

Yen (thousands)
(millions) (note 2)
1997 1998 1998
Deferred tax assets:
INVENTOY VAIUATION ......cve ettt ettt ean ¥ 80,656 ¥ 85,201 $ 644,973
Allowance for dealers and CUSTOMIEIS. ........ooiuieieiee ittt ee e eree e st r e sb e san e s sbee s srenesaes 49,995 73,256 554,550
Alternative minimum taX CrEUIT.........ccviiieiiicee ettt re e s sreesae e 715 — —
Operating 10SS CArTYTONWAITS ..........coveiiieieieiec ettt es 21,489 19,608 148,433
Minimum pension liabilities adJUSTMENT ............ciiiiiiiee e 64,672 76,790 581,302
OTNEE ettt ettt ettt ettt e b e e b et et e b et et e et ese et et ereebe st ebe et esnneras 87,832 116,223 879,811
Total gross deferred taX @SSELS .......viiiiiriiii et 305,359 371,078 2,809,069
LesS valuation @lIOWEANCE. ..o (17,086) (16,466) (124,648)
NEt AETEITEA TAX ASSELS ...vviiiviieieeie ettt ettt e e e e b e e e et e e s sre e s sbeeesbeessateesabeeanes 288,273 354,612 2,684,421
Deferred tax liabilities:
INVENTOTY VAIUALION ...ttt (15,411) (16,385) (124,035)
Depreciation and amortization, excluding lease transactions............cccccevveerereeeneieseneeseneas (13,803) (14,095) (106,699)
LEASE TTANSACTIONS ...ttt ettt (77,971)  (114,433) (866,260)
Undistributed earnings of subsidiaries and affiliates ............ccccovieiiiiiiiiiccec s (54,723)  (50,930) (385,541)
Net unrealized gains on marketable equity SECUIMTIES .........covirvireiiiiice s (37,070)  (20,716) (156,821)
ORI ettt ettt ettt et ettt e bt re bt et et r et et et e st et ere et e s e eras (16,232) (25,751) (194,936)
Total gross deferred tax liabilities ...........c.oevviiiieiieicc e (215,210) (242,310) (1,834,292)
NET AEFEITEA TAX ASSBL.....eviiiiieirie sttt e et e et ee e et e e et e e e st e e e st teessreeesbbeesreeessabeesreesnes ¥ 73,063 ¥112,302 $ 850,129
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The valuation allowance for deferred tax assets as of March 31,
1996 was ¥22,712 million. The net change in the total valuation
allowance for the years ended March 31, 1997 and 1998 was a
decrease of ¥5,626 million and ¥620 million ($4,693 thousand),
respectively.

In assessing the realizability of deferred tax assets, management
considers whether it is more likely than not that some portion or
all of the deferred tax assets will not be realized. The ultimate real-
ization of deferred tax assets is dependent upon the generation of
future taxable income during the periods in which those tempo-
rary differences become deductible. Management considered the
scheduled reversal of deferred tax liabilities, projected future tax-
able income and tax planning strategies in making this assess-
ment. Based upon the level of historical taxable income and
projections for future taxable income over the periods which the
deferred tax assets are deductible, management believes it is more
likely than not that Honda will realize the benefits of these
deductible differences, net of the existing valuation allowances at
March 31, 1997 and 1998.

At March 31, 1998, certain of the Company’s subsidiaries have
operating loss carryforwards for income tax purposes of approxi-
mately ¥49,497 million ($374,693 thousand), which are available

to offset future taxable income, if any. Periods available to offset
future taxable income vary in each tax jurisdiction and range from
one year to an indefinite period as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)
Within L year........ccccoevviveeeiviicieececenn ¥ 3,650 $ 27,631
LtO 5 YEAIS oot 8,083 61,188
510 15 YRArS oovvvevviiieveee e 6,877 52,059
Indefinite Periods..........ccceevverveiiiineienas 30,887 233,815
¥49,497  $374,693

As of March 31, 1997 and 1998, the Company did not recog-
nize deferred tax liabilities of ¥66,995 million and ¥51,039 million
($386,366 thousand), respectively, for certain portions of the
undistributed earnings of the Company’s subsidiaries because such
portions were reinvested or were determined to be reinvested. As
of March 31, 1997 and 1998, the undistributed earnings not sub-
ject to deferred tax liabilities were ¥578,360 million and ¥592,800
million ($4,487,509 thousand), respectively. The Company has
recognized deferred tax liabilities for undistributed earnings for
which decisions of reinvestment have not been made.

Deferred income taxes at March 31, 1997 and 1998 are reflected in the consolidated balance sheets under the following captions:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998

Current assets—DEferred INCOME TAXES .....cviiviiiiieieierie ettt sre st ¥125428 ¥132,697 $1,004,519
OBNBE ASSEES ...vvevririetite ettt ettt ettt st e et e et et e et e sbeebeeaserb et et e s besbeebeereere e e et e beabeebeebeenean 14,674 16,176 122,453
Other CUTENE TADIIITIES ........veviiviecti ettt aae (33,727) (36,571) (276,843)
OthEr HADIITIES ...ttt e b et se et saebesne e ene (33,312) — —
NET AEFEITEA TAX ASSEL.....vvieieiiiiitei ettt ettt et e e st e e et e e et e e s bt e e esb e s sbessebeesssbesesbanesreneaas ¥ 73,063 ¥112,302 $ 850,129

(10) Common Stock

During the years ended March 31, 1996, 1997 and 1998, the
Company issued approximately 129 thousand, 19 thousand and
88 thousand shares, respectively, of common stock in connection
with the conversion of convertible debt. Conversions of convert-
ible debt issued subsequent to October 1, 1982 into common

stock and exercise of warrants were accounted for in accordance
with the provisions of the Japanese Commercial Code by crediting
one-half of the aggregate conversion price equally to the common
stock account and the capital surplus account.
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(11) Dividends and Legal Reserves

The Japanese Commercial Code provides that earnings in an
amount equal to at least 10% of all appropriations of retained
earnings that are paid in cash, such as cash dividends and bonuses
to directors, shall be appropriated as a legal reserve until such
reserve equals 25% of stated capital. This reserve is not available
for dividends but may be used to reduce a deficit or may be trans-
ferred to stated capital. Certain foreign subsidiaries are also
required to appropriate their earnings to legal reserves under the
laws of the respective countries of domicile.

(12) Retirement and Severance Benefits

The Company and its subsidiaries have various pension plans
covering substantially all of their employees in Japan and in certain
foreign countries. Benefits under the plans are primarily based on
the combination of years of service and compensation. The fund-
ing policy is to make periodic contributions as required by applica-
ble regulations. Plan assets consist primarily of listed equity
securities and bonds.

Retirement benefits for directors, excluding certain benefits, are
subject to a resolution at the stockholders’ meeting, and are

Cash dividends and appropriations to the legal reserves charged
to retained earnings during the years ended March 31, 1996,
1997 and 1998 represent dividends paid out during those years
and the related appropriations to the legal reserves. Cash divi-
dends per share for the years ended March 31, 1996, 1997 and
1998 were ¥14, ¥14 and ¥17 ($0.13), respectively. The accompa-
nying consolidated financial statements do not include any provi-
sion for the dividend of ¥9 ($0.07) per share aggregating ¥8,770
million ($66,389 thousand) to be proposed in June 1998.

charged to income at the time when such a resolution is made.
There are occasions where officers other than directors receive
special lump-sum payments at retirement. Such payments are
charged to income as paid since amounts vary with circumstances
and it is impractical to compute a liability for future payments.

The funded status of the pension plans as of March 31, 1997
and 1998 are as follows:

1997
Yen
(millions)
Japanese Plans Foreign Plans
Assets Exceed  Accumulated  Assets Exceed  Accumulated
Accumulated Benefits Accumulated Benefits
Benefits Exceed Assets Benefits Exceed Assets
Actuarial present value of benefit obligations:
Vested benefit ODIGAtION ..........oveiiieiic ¥(1,585)  ¥(540,418) ¥(22,134) ¥(12,672)
Accumulated benefit 0bligation ...........cocviiiiiiiieic e (1,675) (649,365) (26,470) (13,375)
Projected benefit 0bligation ............cccevreeiiiiiie e (2,727) (856,746) (41,445) (18,582)
Plan assets at fair VAU ..........cceviiiiiiiiiiec e 2,030 476,259 39,133 12,348
Projected benefit obligation in excess of plan assets (697) (380,487) (2,312) (6,234)
Unrecognized net (gain) 10SS .......cccovverereiecienecienn 697 331,394 (1,466) 1,710
Unrecognized Prior SEIVICE COSL........viriieiaiireeerie et — — 4,910 (168)
Unrecognized net obligation (asset) at date of adoption
being recognized over the average remaining service life of employees (51) 14,005 (86) 418
Additional minimum Habilities ............ooeerriiieeeee e — (138,220) — —
Prepaid (2cCrued) PENSION COSL.......cvveiiiiiieeiiiiisieie et ¥ (51) ¥(173,308) ¥ 1,046 ¥ (4,274)
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1998

Yen
(millions)
Japanese Plans Foreign Plans
Assets Exceed Accumulated Assets Exceed  Accumulated
Accumulated Benefits Accumulated Benefits
Benefits Exceed Assets Benefits Exceed Assets
Actuarial present value of benefit obligations:
Vested benefit 0blIGAtioN ... et ¥ — ¥ (667,557) ¥(36,023) ¥(17,791)
Accumulated benefit 0blIgation ... — (785,579) (39,822)  (18,869)
Projected benefit 0blIGation ...........ccccooiiieiiiiiee e —  (1,034,272) (61,864)  (26,519)
Plan assets at failr VAIUE ..........ccvveieieiieiie ettt — 563,748 59,338 18,042
Projected benefit obligation in excess of plan assets..... — (470,524) (2,526) (8,477)
UNrecognIized NEL 0SS ......cveviiveieeiieceee et — 408,412 22 3,181
UNrecognized Prior SEIVICE COSE.......cuviirieriiriireirisietei s — — 4,640 (165)
Unrecognized net obligation (asset) at date of adoption
being recognized over the average remaining service life of employees............ — 12,970 (77) 393
Additional minimum abIltES ..o — (172,811) — —
Prepaid (2cCrued) PENSION COSE ........cuvvrieueriirerieeresieree st es ¥ — ¥ (221,953) ¥ 2,059 ¥ (5,068)
1998
U.S. dollars
(thousands) (note 2)
Japanese Plans Foreign Plans
Assets Exceed Accumulated Assets Exceed  Accumulated
Accumulated Benefits Accumulated Benefits
Benefits Exceed Assets Benefits Exceed Assets
Actuarial present value of benefit obligations:
Vested benefit OblIgation ...........c.ccovvvviiiiiiiriii $ —  $(5,053,422) $(272,695) $(134,678)
Accumulated benefit 0blIgation ... — (5,946,851)  (301,453) (142,839)
Projected benefit 0blIGation ............ccooiiiciiieie e —  (7,829,462) (468,312) (200,749)
Plan assets At failr VAIUE .........ccovveieiii ittt st e e — 4,267,585 449,190 136,578
Projected benefit obligation in excess of plan assets.........cccovvveiiieiininennn, —  (3,561,877) (19,122)  (64,171)
UNrecogNIzed NEL 0SS ......cveviiverieieierieiee e e — 3,091,688 167 24,080
UNrecognized Prior SEIVICE COSE.......uuiiiriueriiriiieirisierei st — — 35,125 (1,249)
Unrecognized net obligation (asset) at date of adoption
being recognized over the average remaining service life of employees............ — 98,183 (583) 2,975
Additional minimum laDIlItIES ..........ccviieiiiecee e — (1,308,183) — —
Prepaid (accrued) PENSION COSE ..ottt eees $ — $(1,680,189) $ 155587 $ (38,365)
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Pension expense for each of the years in the three-year period ended March 31, 1998 includes the following:

U.S. dollars

Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998
Japanese plans:
SEIVICE COST .t uvttiuiietete ettt ettt ettt sttt et re e ¥23,274  ¥30,913 ¥39,563 $299,493
Interest cost on projected benefit obligation . 271,774 30,098 34,270 259,424
Actual gain On PlAN @SSELS.........ciriiiiiiiireet e (40,350) (14,022) (38,920) (294,625)
Net amortization and AEFEITAl ..........cocuviiciii i 29,298 6,503 35,485 268,622
¥39,996 ¥53,492 ¥70,398 $532,914
Foreign plans:
SBIVICE COST..vtutitiiterieti ittt sttt ettt bttt et et e se st a b e s st ebe st e et e s ane s ¥ 3,095 ¥ 4993 ¥ 6441 $ 48,758
Interest cost on projected benefit obligation..............cccoeiiiiiciiiiicie e 2,228 3,441 4,665 35,314
Actual gain 0N PIAN @SSELS.......c.euriireeiirieieie e (5,487) (3,660) (5,619)  (42,536)
Net amortization and deferral ...........ccueivviiiiiiiecee e 3,290 212 1,266 9,584
¥ 3,126 ¥ 4986 ¥ 6,753 $ 51,120
The assumptions used in computing the information above are as follows:
1996 1997 1998
Japanese plans:
As of March 31:
Discount rate ................. 4.5% 4.0% 3.5%
Rate of salary increase 3.0% 3.0% 3.0%
Year ended March 31:
Expected long-term rate of FetUM ......oovciiiiiciicc s 4.0% 4.0% 4.0%
Foreign plans:
As of March 31:
DISCOUNT FALE ©.vvuviveteiete ettt ettt sttt e e bt ebenbeneas 8.0-8.5% 7.5-8.5% 6.75-8.5%
Rate Of SAlANY INCIEASE ........euieieeiiiieiei e 5.0-6.0% 5.0-6.0% 4.25-6.0%
Year ended March 31:
Expected [ong-term rate Of FetUM ........covivivcirie e 8.0-9.5% 7.5-9.0% 6.75-9.0%
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(13) Postretirement Benefits Other than Pensions

Certain of the Company’s subsidiaries in the United States provide certain health care and life insurance benefits to retired employees.
The following table presents the plans’ funded status reconciled with amounts recognized in the consolidated balance sheets at March
31, 1997 and 1998:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998

Accumulated postretirement benefit obligation:
RETITEES ...ttt etttk etttk ettt ettt ettt et e Rt s e st E e e e Rt e R e e e R e oA e Rt e R e R e R £ eE et e Rt R e Rt et et n et e neenenes ¥ (478
Fully eligible active plan PartiCiPanTS. ..........ccoeioeiereieeee et (533
Other active plan participants

) ¥ (565) $ (4,277)
) (453)  (3,429)
) (8723) (66,034)
)

(9,741)  (73,740)

Plan assets at fair value, primarily listed U.S. stocks and bonds............ccccverieiiiiienciiicccccseiis 1,348 2,497 18,903
Accumulated postretirement benefit obligation in excess of plan assets ...........ccovvieieneinineieneienen (5,705)  (7,244)  (54,837)
UNrecogNIzed PriOF SEIVICE COSE......o.viuiteuiiteieteeteie ettt sttt ettt b ettt b ettt e b ettt seenea 866 6,556

UNFeCOGNIZEA NET GAIN.....tiuiiteteieteiee ettt e et b et b bt e b et et st e b e e b et ebesnenea (1,191) (9,016)
Unrecognized transition ODIGALION ............oieiiiiiieieeee e 3,186 24,118

¥(4,383) $(33,179)

Accrued postretirement benefit cost

Net periodic postretirement benefit cost for the years ended March 31, 1996, 1997 and 1998 includes the following components:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998

¥375 ¥ 579 ¥ 713 $ 5397
336 458 635 4,807

Service cost
Interest cost

Actual return on plan assets ............... (83) (80) (113) (855)

Net amortization and deferral 178 174 199 1,506

Net periodic postretirement DENETIt COST........cciiiiiiiiie e ¥806 ¥1,131 ¥1434 $10,855
For measurement purposes, a 9.0 percent annual rate of of the service and interest cost components of the net periodic

increase in the per capita cost of covered benefits (i.e., health care postretirement benefit cost for the year ended March 31, 1998
cost trend rate) was assumed for the year ended March 31, 1998; by ¥198 million ($1,499 thousand).

the rate was assumed to decrease gradually to 5.5 percent by the The weighted-average discount rate used in determining the
year 2002 and remain at that level thereafter. The health care cost accumulated postretirement benefit obligation was 7.75 percent,
trend rate assumption has a significant effect on the amounts 7.88 percent and 7.00 percent at March 31, 1996, 1997 and
reported. For example, increasing the assumed health care cost 1998, respectively. The expected long-term rate of return on plan
trend rates by one percentage point in each year would increase assets, after estimated income taxes, was 8.50 percent at March
the accumulated postretirement benefit obligation as of March 31, 1996, 1997 and 1998.

31, 1998 by ¥999 million ($7,562 thousand), and the aggregate
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(14) Supplemental Disclosures of Cash Flow Information

U.S. dollars

Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998

Cash paid during the period for:

IMEEIEST. ... ¥58,716 ¥ 63,050 ¥ 71,257 $ 539,417

INCOMIE TAXES ...ttt ettt ettt ettt eb e et e e e bt e e eab e e sab e e e eab e e sabeesbaeeenes 40,484 112,013 248,024 1,877,547
Noncash financing activities:

Additional common stock issued upon the conversion

of long-term debt (NOE 10)......cevuereeirririiieeeee s ¥ 49 ¥ 8 ¥ 43 3 325

(15) Net Income per Common Share

A reconciliation of the numerators and denominators of the basic and diluted net income per common share computations is as follows:

U.S. dollars

Yen (thousands)
(millions) (note 2)
1996 1997 1998 1998
Net income available to common StOCKNOIAETS ............ceevvviiiiiirciecie e ¥70,801 ¥221,168 ¥260,625 $1,972,937
Effect of dilutive securities:
CONVErtiDIE DONGS ......coiiiiiii s (26) 1) (18) (136)
DIlUtEd NEEINCOME ... .ttt ettt eesae e ¥70,775 ¥221,167 ¥260,607 $1,972,801
Number of shares
1996 1997 1998
Average common Shares OULSTANAING ........coviveiiriiiiiiieee e 974,211,363 974,310,124 974,348,808
Effect of dilutive securities:
(000 NV Z=T 0 1] o] [T T T3 Lo 205,523 106,760 67,630
Diluted common shares OULSTANAING...........covreriiiiiiiieieee e 974,416,886 974,416,884 974,416,438

U.S. dollars

Yen (note 2)
1996 1997 1998 1998
Net income per common share:
BASIC. ..ttt ¥72.68 ¥227.00 ¥267.49  $2.02
DIIUEBA .. 72.63 226.97 267.45 2.02

43



(16) Fair Value of Financial Instruments

The estimated fair values of significant financial instruments at March 31, 1997 and 1998 were as follows:

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998
Carrying Estimated Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value Amount Fair Value
Finance subsidiaries-receivables (1)............ ¥ 637,545 ¥ 636,522 ¥ 657,507 ¥ 662,125 $ 4,977,343 $ 5,012,301
Investments and advances-marketable
eqUIty SECUNLIES .....oveverreieieieicien, 140,989 140,989 114,812 114,812 869,129 869,129
DEDL .o (1,231,015) (1,252,128) (1,407,926) (1,420,149) (10,658,032) (10,750,560)
Foreign exchange instruments (2)
ASSEt POSITION ... — 3,452 967 4,340 7,320 32,854
Liability position........cccccoveevveieiienas (2,934) (7,198) (54,608) (51,759) (413,384) (391,817)
NEL oo (2,934) (3,746) (53,641) (47,419) (406,064) (358,963)
Interest rate instruments
ASSEt POSITION ... — 3,256 — 609 — 4,610
Liability position.........cccccevevrennicncennes — (290) — (2,126) — (16,094)
NEL et — 2,966 — (1,517) — (11,484)

(1) The carrying amounts of Finance subsidiaries-receivables as of
March 31, 1997 and 1998 in the table exclude ¥502,363 million
and ¥898,194 million ($6,799,349 thousand) of direct financing
leases, net, classified as Finance subsidiaries-receivables in the
consolidated balance sheets, respectively.

(2) The effects of foreign currency exchange rate fluctuations
resulting from currency swap agreements are included in Other
assets and liabilities and Other current assets and liabilities in the
consolidated balance sheets as follows (see note 7):

U.S. dollars
Yen (thousands)
(millions) (note 2)
1997 1998 1998

Other current assets............ [VA— ¥ — 3 —
Other assets.........ccevvevvenene. — 43 326
Other current liabilities........ (1,308)  (11,385) (86,185)
Other liabilities........c..c........ (1,626)  (42,453) (321,370)
¥(2,934) ¥(53,795) $(407,229)

The estimated fair value amounts have been determined using
relevant market information and appropriate valuation method-
ologies. However, these estimates are subjective in nature and
involve uncertainties and matters of significant judgement and,
therefore, cannot be determined with precision. The effect of
using different assumptions and/or estimation methodologies may
be significant to the estimated fair value amounts.

The methodologies and assumptions used to estimate the fair
values of financial instruments are as follows:

Cash and cash equivalents, trade receivables and trade payables
The carrying amounts approximate fair values because of the
short maturity of these instruments.

Finance subsidiaries-receivables

The fair values of retail receivables and term loans to dealers were
estimated by discounting future cash flows using the current rates
for these instruments of similar remaining maturities. Given the
short maturities of wholesale receivables, the carrying amount of
such receivables approximates fair value.

Marketable equity securities
The fair value of marketable equity securities was estimated using
quoted market prices.
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Debt

The fair values of bonds and notes were estimated based on the
quoted market prices for the same or similar issues. The fair value
of long-term loans was estimated by discounting future cash
flows using rates currently available for loans of similar terms and
remaining maturities. The carrying amounts of short-term bank
loans and commercial paper approximate fair values because of
the short maturity of these instruments.

Foreign exchange and interest rate instruments

The fair values of foreign currency forward contracts and foreign
currency option contracts were estimated by obtaining quotes
from banks. The fair values of currency swap agreements and
interest rate swap agreements were estimated by discounting
future cash flows using rates currently available for these instru-
ments of similar terms and remaining maturities.

(17) Risk Management Activities and Derivative Financial Instruments

The Company and certain of its subsidiaries are parties to
derivative financial instruments in the normal course of business
to reduce their exposure to fluctuations in foreign exchange rates
and interest rates. Currency swap agreements are used to convert
long-term debt denominated in a certain currency to long-term
debt denominated in other currency(ies). Foreign currency forward
contracts and purchased option contracts are normally used to
hedge sale commitments denominated in foreign currencies (prin-
cipally U.S. dollars). Foreign currency written option contracts are
entered into in combination with purchased option contracts to
offset premium amounts to be paid for purchased option con-
tracts. Interest rate swap agreements are mainly used to convert
floating rate financing, such as commercial paper, to (normally 3-5
years) fixed rate financing in order to match financing costs with
income from finance receivables. These instruments involve, to
varying degrees, elements of credit, exchange rate and interest
rate risks in excess of the amount recognized in the consolidated
balance sheet.

(18) Commitments and Contingent Liabilities

At March 31, 1998, Honda had commitments for purchases of
property, plant and equipment of approximately ¥35,386 million
($267,873 thousand). Contingent liabilities for guarantees of bank
loans of employees, affiliates and other companies amounted to
approximately ¥109,549 million ($829,288 thousand).

Honda is subject to potential liability under various lawsuits
and claims. Such lawsuits and claims include product liability and

(19) Subsequent Event

On May 7, 1998, the Company announced that it had signed two
joint venture agreements regarding manufacturing and sales of
automobiles and related engines in China. Under these agree-
ments, the Company is to pay a sum equivalent to US$200 million

Foreign currency forward contracts and currency swap agree-
ments are agreements to exchange different currencies at a speci-
fied rate on a specific future date. Foreign currency option
contracts are contracts that allow the holder of the option the right
but not the obligation to exchange different currencies at a speci-
fied rate on a specific future date. At March 31, 1997 and 1998,
the total amounts of foreign currency forward contracts, currency
swap agreements and foreign currency option contracts outstand-
ing were ¥445,463 million and ¥809,766 million ($6,129,947
thousand), respectively.

Interest rate swap agreements generally involve the exchange
of fixed and floating rate interest payment obligations without the
exchange of the underlying principal amount. At March 31, 1997
and 1998, the notional principal amounts of interest rate swap
agreements were ¥1,280,257 million and ¥1,485,178 million
($11,242,831 thousand), respectively.

personal injury lawsuits or claims, lawsuits from dealers alleging
impropriety in allocation of products, and other claims. Although
the aggregate ultimate liability under these lawsuits and claims at
March 31, 1998 was not determinable, on the basis of legal
advice received, management is of the opinion that such liability
would not have a significant adverse effect on the consolidated
financial statements.

to establish, with the two Chinese partners, two 50-50 joint ven-
ture companies that have the rights to manufacture and sell auto-
mobiles in China.
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INDEPENDENT AUDITORS’” REPORT

MPeat Marwick

The Board of Directors and Stockholders

Honda Motor Co., Ltd.:

We have audited the accompanying consolidated balance sheets of Honda Motor Co., Ltd. and subsidiaries as of March 31, 1997 and
1998, and the related consolidated statements of income, stockholders’ equity and cash flows for each of the years in the three-year peri-
od ended March 31, 1998. These consolidated financial statements are the responsibility of the Company’s management. Our responsibil-
ity is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement pre-
sentation. We believe that our audits provide a reasonable basis for our opinion.

The segment information required to be disclosed in financial statements under United States generally accepted accounting principles
is not presented in the accompanying consolidated financial statements. Foreign issuers are presently exempted from such disclosure
requirement in Securities Exchange Act filings with the Securities and Exchange Commission of the United States.

In our opinion, except for the omission of the segment information referred to in the preceding paragraph, the consolidated financial
statements referred to above present fairly, in all material respects, the financial position of Honda Motor Co., Ltd. and subsidiaries as of
March 31, 1997 and 1998, and the results of their operations and their cash flows for each of the years in the three-year period ended
March 31, 1998 in conformity with United States generally accepted accounting principles.

The accompanying consolidated financial statements as of and for the year ended March 31, 1998 have been translated into United
States dollars solely for the convenience of the reader. We have recomputed the translation and, in our opinion, the consolidated financial

statements expressed in yen have been translated into dollars on the basis set forth in note 2 to consolidated financial statements.

Tokyo, Japan
May 22, 1998

KEOME Pk Wy
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CTED QUARTERLY FINANC
u T ) *

|lAL DATA

Yen (millions except per share amounts)

Year ended March 31, 1997

Year ended March 31, 1998

I I \Y I [ i v
Net sales and other
operating reVenue ...........ccooevvevennas ¥1,230,771 ¥1,247,813 ¥1,333,959 ¥1,480,759 ¥1,418,751 ¥1,375,916 ¥1,554,822 ¥1,650,249
Operating iNCOMe........cccevvrervernnne. 68,648 91,964 100,585 140,250 110,116 119,350 127,062 105,785
Income before income taxes............. 76,059 86,346 96,819 131,498 108,025 114,535 122,045 98,746
Net iNCOME.....coeiriieiieicereeeae 45,708 49,198 61,918 64,344 62,250 64,244 65,203 68,928
Net income per common share:**
Basic........ ¥46.91 ¥50.50 ¥63.55 ¥66.04 ¥63.89 ¥65.94 ¥66.92 ¥70.74
Diluted 46.91 50.49 63.54 66.03 63.88 65.93 66.91 70.72
Net income per American share,
each representing two shares of
common stock:**
BaSIC.. et 93.82 101.00 127.10 132.08 127.78 131.88 133.84 141.48
DilUted ... 93.82 100.98 127.08 132.06 127.76 131.86 133.82 141.44
Tokyo Stock Exchange:
(TSE) (in yen)
HIgh v ¥3,010 ¥2,870 ¥3,520 ¥3,880 ¥4,180 ¥4,460 ¥5,000 ¥5,000
LOW et 2,260 2,480 2,620 2,950 3,070 3,210 3,950 4,280
New York Stock Exchange:
(NYSE) (in U.S. dollars)
HIgh e $55 $52 $61Ys $65'/s $66°/4 $715/s $75%s $76'/s
[0 S 42 45/, ygn 514 575 58%16 63°%/16 6744

*All quarterly financial data is unaudited and has not been reviewed by the independent auditors.
**Net income per common (or American) share data for quarterly periods ended prior to December 31, 1997 were restated to conform with the provisions of SFAS No. 128

(see note 1 (m)).

NET SALES AND OPERATING INCOME
BY BUSINESS SEGMENT?*
Yen (millions)
Years ended March 31 1994 1995 1996 1997 1998
Motorcycle Business:
NET SAIES ...ttt ¥ 547225 ¥ 552,676 ¥ 585108 ¥ 689,461 ¥ 767,160
OPErating INCOME ......cveueieeeiieieeeie ettt 48,609 54,699 59,308 77,532 87,374
(Operating income/Net sales) (8.9%) (9.9%) (10.1%) (11.2%) (11.4%)
Automobile Business:
NET SAIES ©..vvevericteiete et 3,032,970 3,109,468 3,311,936 4,229,055 4,752,473
OPErating INCOME ......oveiiieieririeeeie ettt 4,177 29,709 55,591 289,820 320,469
(Operating iNCOME/NEL SAlES)......c.viveiererieiiieieesie e (0.1%) (1.0%) (1.7%) (6.9%) (6.7%)
Financial Services:
NET SAIES ©..vveveeecteiete ettt b et n bt nea 60,540 60,658 72,559 94,009 139,582
OPErating INCOME ......cccerieeerinieienie et 19,538 16,051 17,674 21,681 30,917
(Operating iNCOME/NEL SAIES)........cvvrvireriirieireseiee e (32.3%) (26.5%) (24.4%) (23.1%) (22.1%)
Other Businesses:
NET SAIES ...vveveiietiiete ittt ettt be bbb s b sbeneas 221,981 243,362 282,647 280,777 340,523
Operating iNCOMe ........cccccerveereeene. 6,004 7,457 11,060 12,414 23,553
(Operating income/Net sales) (2.7%) (3.1%) (3.9%) (4.4%) (6.9%)
Total:
NET SAIES ...vveveeicteiee ettt ettt ettt be et n b sbeneas ¥3,862,716  ¥3,966,164 ¥4,252,250 ¥5,293,302 ¥5,999,738
OPErating INCOME ......cuvuvveeeeeririeteeneeeeiere st eereneeas 78,328 107,916 143,633 401,447 462,313
(Operating iNCOME/NEL SAlES)......c.vrveeererreirierieesieeee e (2.0%) (2.7%) (3.4%) (7.6%) (7.7%)

*The business segment information has been prepared according to a Ministerial Ordinance under the Securities and Exchange Law of Japan.
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CORPORATE INFORMATION

HONDA MOTOR CO., LTD.

Established Saitama Factory Hamamatsu Factory ~ Hamamatsu, Shizuoka

September 24, 1948 Sayama Plant: Sayama, Saitama s :

! uzuka Facto Suzuka, Mie
Principal Lines of Business Wako Plant: Wako, Saitama Y .

. . Kumamoto Factory ~ Ohzu-machi, Kumamoto
Manufacture, sale, lease and repair of motorcycles, Tochigi Factory o )
automobiles and power products. Mohka Plant: Mohka, Tochigi Parts Division Sayama, Saitama
Head Office Takanezawa Plant:  Takanezawa-cho, Tochigi
1-1, 2-chome, Minami-Aoyama,
Minato-ku, Tokyo 107-8556, Japan
SUBSIDIARIES (Percentage owned by the Honda Group)

B JAPAN Honda Verno Shin Tokyo Co., Ltd. Il EUROPE

Honda R&D Co., Ltd. (100%) Saitama and Tochigi
Technical research and development work to
supply blueprints to Honda Motor Co., Ltd.

Honda Engineering Co., Ltd. (100%) Saitama
Manufacture and sale of machine tools,
equipment and production techniques including
plant layout.

Yutaka Giken Co., Ltd. (69.7%) Shizuoka
Precision stamping of parts for motorcycles,
automobiles and power products.

Honda Foundry Co., Ltd. (82.1%) Saitama
Manufacture of engine parts for motorcycles
and automobiles.

Asamagiken Co., Ltd. (77.5%) Nagano
Casting and manufacture of precision parts
for automobiles.

Honda Lock Mfg., Co., Ltd. (100%) Miyazaki
Manufacture of keys and locks for motorcycles,
automobiles and power products.

Honda Access Sales Corp. (100%) Tokyo
Sale of Honda special accessories for automobiles.

Honda Motor Parts Service Co., Ltd.
(100%) Tokyo
Wholesale of Honda spare parts.

Honda Access Corp. (100%) Saitama
Manufacture and sale of Honda special acces-
sories for motorcycles, automobiles and power
products.

Honda Parts Sales Co., Ltd. (100%) Saitama
Wholesale of Honda spare parts.

Twin Ring Motegi Co., Ltd. (100%)

Tokyo and Tochigi
Operation of racing circuits.

Honda Finance Co., Ltd. (100%) Tokyo
Provision of credit facilities for Honda products
and leasing of machinery and equipment.

Suzuka Circuitland Co., Ltd. (85.4%) Mie and Tokyo
Operation of amusement parks and racing circuit.

Honda Trading Corporation (87.6%) Tokyo
Import, export and marketing operations.

Honda Leasing Corporation (100%) Tokyo
Leasing of Honda products.

Honda Sogo Tatemono Co., Ltd. (70%) Tokyo

and 17 other companies
Administration and lease of real estate, research,
development, manufacture and sale of Honda
products as well as various other businesses.

(96.2%) Tokyo and 133 other sales companies
Distribution and sale of Honda products.

B NORTH AMERICA

American Honda Motor Co., Inc. (100%) U.S.A.
and its five subsidiaries
Import, manufacture and distribution of Honda
products and precision parts.

Honda North America, Inc. (100%) U.S.A.
Coordination of operations of subsidiaries
in North America.

Honda of America Mfg., Inc. (100%) U.S.A.
and its subsidiary
Manufacture of motorcycles, automobiles
and all-terrain vehicles.

American Honda Finance Corporation
(100%) U.S.A. and its ten subsidiaries
Provision of credit facilities for Honda products
and leasing of Honda products.

Cardington Yutaka Technologies Inc.
(100%) U.S.A.
Manufacture of precision parts for automobiles.

Honda R&D Americas, Inc. (100%) U.S.A.
Research and development work in North America
in collaboration with Honda R&D Co., Ltd.

Celina Aluminum Precision Technology Inc.
(100%) U.S.A.
Manufacture of precision parts for automobiles.

Asama Coldwater Manufacturing, Inc.
(100%) U.S.A.
Manufacture of precision parts for automobiles.

Honda Trading America Corp. (100%) U.S.A.
and its two subsidiaries
Import, export and marketing operations.

Honda Engineering North America, Inc.

(100%) U.S.A. and two other companies
Manufacture and sale of machine tools, equip-
ment and production techniques including plant
layout.

Honda Canada Inc. (100%) Canada
Import, manufacture and distribution of Honda
products.

Honda Canada Finance, Inc. (100%) Canada
Provision of credit facilities for Honda products
and leasing of Honda products.

Honda de Mexico, S.A. de C.V. (100%) Mexico
Import, manufacture and distribution of Honda
products and spare parts.

Honda Austria G.m.b.H. (100%) Austria
Import and distribution of Honda products.

Honda Europe N.V. (100%) Belgium
and its four subsidiaries
Import and distribution of power products and
supply of spare parts for Honda products in
Europe.
Honda Belgium N.V. (100%) Belgium
and its subsidiary
Import and distribution of Honda products and
manufacture of precision parts.
Honda Motor Europe Limited (100%) U.K.
and its two subsidiaries
Coordination of operations of subsidiaries in
Europe and import and distribution of Honda
products.
Honda of the U.K. Manufacturing Limited
(100%) U.K. and its subsidiary
Manufacture of automobiles and engines.
Honda Finance Europe plc. (100%) U.K.
Provision of credit facilities for Honda products.
Honda France S.A. (100%) France
Import and distribution of Honda products.
Honda Europe Power Equipment S.A.
(100%) France
Manufacture of power products.
Honda Deutschland G.m.b.H. (100%) Germany
Import and distribution of Honda products.
Honda R&D Europe (Deutschland) G.m.b.H.
(100%) Germany
Research and development work in Europe
in collaboration with Honda R&D Co., Ltd.

Honda Nederland B.V. (100%) Netherlands
Import and distribution of Honda products.
Honda International Finance B.V.
(100%) Netherlands
Provision of financing to Honda'’s subsidiaries.
Honda Italia Industriale S.p.A. (100%) Italy
Import, manufacture and distribution of Honda
products.
Honda Automobili Italia S.p.A. (100%) Italy
Import and distribution of automobiles.
Honda Automovel de Portugal S.A.
(67%) Portugal
Import and distribution of automobiles.
Honda Motor de Portugal, S.A. (80%) Portugal
Import and distribution of motorcycles.
Honda Automoviles Esparia, S.A. (100%) Spain
Import and distribution of automobiles.



Montesa Honda S.A. (88.1%) Spain
Import, manufacture and distribution of Honda
products.

Svenska Honda Bil Import AB (100%) Sweden
Import and distribution of automobiles.

Honda (Suisse) S.A. (60%) Switzerland

and 12 other companies

Import, distribution, research, development and
manufacture of Honda products as well as vari-
ous other businesses.

B ASIA AND OTHER AREAS
Honda-Mindong Generator Co., Ltd.
(60%6) China
Manufacture of power products.
Honda Siel Cars India Ltd. (90%) India
Manufacture of automobiles.
Kinetic Honda Motor Ltd. (50.9%) India
Manufacture of motorcycles.
P.T. Honda Prospect Engine Manufacturing
(55%) Indonesia
Manufacture of automobile engines.

P.T. Honda Federal Inc. (60%) Indonesia
Manufacture of precision parts for motorcycles.

Honda Autoparts Mfg. (M) Sdn. Bhd.
(51%) Malaysia
Manufacture of component parts for automobiles.

PRINCIPAL

Honda Atlas Cars (Pakistan) Ltd. (51%) Pakistan
Manufacture of automobiles.

Honda Philippines, Inc. (99.5%) Philippines
Import, manufacture and distribution of
Honda products.

Honda Engine Mfg. Philippines, Inc.
(100%) Philippines
Manufacture of automobile engines.
Honda Parts Manufacturing Corp.
(100%b) Philippines
Manufacture of spare parts for automobiles.
Yutaka Manufacturing (Philippines), Inc.
(100%) Philippines
Manufacture of precision parts for motorcycles
and automobiles.

Asian Honda Motor Co., Ltd. (100%) Thailand
Coordination of operations of subsidiaries in the
ASEAN region and import and distribution of

Honda Gulf Fze (100%) U.A.E.
Import and distribution of spare parts for Honda
products.
Honda Anadolu Motorsiklet Uretim Ve
Pazarlama A.S. (51%) Turkey
Manufacture of motorcycles.
Honda Motor de Argentina S.A.
(100%) Argentina
Import and distribution of Honda products.
Honda Motor do Brasil Ltda. (100%) Brazil
and its five subsidiaries
Import, manufacture and distribution of Honda
products and precision parts.
Honda Automoveis do Brasil Ltda. (100%) Brazil
Manufacture of automobiles.
Honda del Peru S.A. (81.8%) Peru
Import, manufacture and distribution of Honda
products.

MANUFACTURING

Honda products.

Honda Cars Manufacturing (Thailand) Co., Ltd.

(97%) Thailand
Manufacture of automobiles.

Thai Honda Manufacturing Co., Ltd.
(60%) Thailand

Manufacture of motorcycles and power products.

Honda Vietnam Co., Ltd. (70%) Vietnam
Manufacture of motorcycles.

Honda Australia Pty., Ltd. (100%) Australia
and its two subsidiaries
Import, manufacture and distribution of Honda
products.
Honda New Zealand Limited (100%) New Zealand
and 15 other companies
Import, manufacture and distribution of Honda
products as well as various other businesses.

(As of March 31, 1998)

FACILITIES

Floor space

Start of (thousands of Number of
Location operations square feet) employees Principal products manufactured
Wako, Saitama, Japan May 1953 870 1,262 Engines
Sayama, Saitama, Japan Nov. 1964 4,855 4,999 Automobiles
Takanezawa-cho, Tochigi, Japan May 1990 297 623 Automobiles
Hamamatsu, Shizuoka, Japan Apr. 1954 1,764 3,930 Motorcycles, power products and transmissions
Suzuka, Mie, Japan May 1960 6,314 8,673 Automobiles
Ohzu-machi, Kumamoto, Japan Mar. 1976 1,682 2,962 Motorcycles, power products and engines
Marysville, Ohio, U.S.A. Sept. 1979 3,714 7,882 Motorcycles, automobiles and all-terrain vehicles
Anna, Ohio, U.S.A. July 1985 1,640 2,608 Engines
East Liberty, Ohio, U.S.A. Dec. 1989 1,391 2,543 Automobiles
Swepsonville, North Carolina, U.S.A. Aug. 1984 124 282 Power products
Alliston, Ontario, Canada Nov. 1986 1,948 2,271 Automobiles
El Salto, Mexico Mar. 1988 456 766 Motorcycles, automobiles and all-terrain vehicles
Swindon, Wiltshire, U.K. July 1989 1,082 2,605 Automobiles and engines
Ormes, France Jan. 1985 64 132 Power products
Atessa, Italy Apr. 1977 470 493 Motorcycles, power products and engines
Barcelona, Spain May 1980 147 276 Motorcycles
Gautambudh Nager, India Dec. 1997 525 800 Automobiles
Pithampur, India Apr. 1986 428 1,501 Motorcycles
Lahore, Pakistan Oct. 1993 169 202 Automobiles
Manila, Philippines May 1973 92 441 Motorcycles and power products
Ayutthaya, Thailand Jan. 1993 981 1,479 Automobiles
Bangkok, Thailand Apr. 1965 823 2,567 Motorcycles and power products
Vinhphuc, Vietnam Dec. 1997 292 675 Motorcycles
Sumare, Brazil Sept. 1997 246 607 Automobiles
Manaus, Brazil Jan. 1977 800 2,365 Motorcycles and power products

(As of March 31, 1998)
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FINANCIAL SUMMARY

Honda Motor Co., Ltd. and Subsidiaries

Seven months Six months
ended ended
September 30 March 31
1987 1988 1989 1990 1991
Sales, income, and dividends
Net sales and other operating revenue............cccoovvveeeeane ¥1,847,750 ¥1,650,781 ¥3,489,258 ¥3,852,905 ¥4 301,518
Operating INCOME.........ccvvviieirieieeeiee e 100,052 76,499 177,058 200,585 146,833
Income before iNCOME taXeS ......cvevvveceeeveeeciecie e 93,623 100,993 172,089 152,132 132,021
INCOME TAXES ..o 44,553 46,430 80,559 75,292 63,418
Equity in income of affiliates...........ccoeoiriiiiiiiiiice, 1,764 2,113 5,769 4,844 7,670
NELINCOME ...ttt 50,834 56,676 97,299 81,684 76,273
As percentage Of SAIES .......covivvieeieriiiiece e 2.8% 3.4% 2.8% 2.1% 1.8%
Cash dividends paid during the period..........cccccoeervevennen. 5,491 6,477 11,283 13,295 13,564
Research and development..........cccovveerirricinscinns 89,850 88,011 183,652 185,780 194,039
INEEIESt PAIT .....oveeiieie e 14,706 10,687 24,547 36,349 40,231
Assets, long-term debt, and stockholders’ equity
TOLAl ASSELS....vevviviierecie et ¥1,914,652 ¥1,976,570 ¥2,284,449 ¥2,842,319 ¥2,949,333
Long-term debt ........ccooevveiiiicee e 270,294 254,884 334,570 427,713 479,015
Stockholders’ EqUILY.........cvoiieiieieireee e 779,770 779,677 901,458 1,084,576 1,087,707
DEPreCIAtION ....cccveeiieeeicicie s 77,780 64,934 130,915 165,244 191,233
Capital eXpendituresS...........ccooeiiieiene e 99,818 110,849 278,895 332,801 261,207
Per common share
Net income
BaSIC...veveteretectee et ¥ 5516 ¥ 6079 ¥ 103.17 ¥  85.65 ¥ 7857
DIlULE ... 50.75 56.00 98.48 83.37 77.46
Cash dividends paid during the period............c.ccceveviuennn. 6 7 12 14 14
StoCKhOIdErs’ EQUILY ....ovveveevereiieieeiecce e 842.62 833.35 950.91 1,122.07 1,118.29
Per American share, each representing
two shares of common stock
Net income
BASIC...euveveeteiee et 110.32 121.58 206.34 171.30 157.14
DIlULE ..o 101.50 112.00 196.96 166.74 154.92
Cash dividends paid during the period ............cccccovveenne. 12 14 24 28 28
Stockholders’ eqUItY........ccooveeieiieece e 1,685.24 1,666.70 1,901.82 2,244.14 2,236.58
Sales progress
Sales amounts
JAPAN s ¥ 656,175 ¥ 597,550 ¥1,293,790 ¥1,320,483 ¥1,392,962
(36%) (36%) (37%) (34%) (32%)
OVEISEAS ... veveierereiereste et siere et seere st et ste e b seeresre s 1,191,575 1,053,231 2,195,468 2,532,422 2,908,556
(64%) (64%) (63%) (66%) (68%)
TOMAL et ¥1,847,750 ¥1,650,781 ¥3,489,258 ¥3,852,905 ¥4,301,518
(100%) (100%) (100%) (100%) (100%)
Unit sales
MOEOFCYCIES ... 1,690 1,353 3,032 2,987 3,398
Automobiles 979 892 1,903 1,936 1,915
POWET PIOTUCES ..ot 867 841 1,543 1,521 1,397
Number of emplOYEes ..o 64,200 65,500 71,200 79,200 85,500
Exchange rate (yen amounts per U.S. dollar):
Rates for the period-end............ccccoevvvreiinicinicce 150 125 132 158 141
Average rates for the period 148 138 128 143 141
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Yen

(millions)

Fiscal years ended

March 31

1992

1993

1994

1995

1996

1997

1998

¥4,391,864 ¥4,132,435 ¥3,862,716 ¥3,966,164 ¥4,252,250 ¥5,293,302 ¥5,999,738
153,345 108,756 78,328 107,916 143,633 401,447 462,313
130,756 88,564 46,890 94,287 115,134 390,722 443,351
68,459 53,208 33,719 44,904 58,281 189,044 201,278
1,273 1,801 10,528 12,142 13,948 19,490 18,552
59,731 37,157 23,699 61,525 70,801 221,168 260,625
1.4% 0.9% 0.6% 1.6% 1.7% 4.2% 4.3%
13,617 13,620 13,631 13,635 13,638 13,640 16,563
192,475 199,233 188,815 203,004 220,573 251,128 285,863
42,615 43,426 35,379 34,382 30,601 27,514 27,655
¥3,153,992 ¥3,012,896 ¥2,921,084 ¥3,014,410 ¥3,5616,113 ¥4,191,294 ¥4,815,265
589,899 569,479 612,511 589,537 656,461 734,255 677,750
1,097,663 1,030,867 967,345 1,017,462 1,144,540 1,388,430 1,607,914
190,671 173,733 143,229 125,115 125,007 141,351 153,337
237,861 168,205 121,838 128,644 150,489 217,782 309,517
Yen

¥ 6140 ¥ 38.19 ¥ 24.34 ¥ 6316 ¥ 7268 ¥ 227.00 ¥ 26749
61.27 37.94 24.28 63.00 72.63 226.97 267.45

14 14 14 14 14 14 17
1,128.35 1,058.80 993.47 1,044.44 1,174.73 1,425.04 1,650.14
122.80 76.38 48.68 126.32 145.36 454.00 534.98
122.54 75.88 48.56 126.00 145.26 453.94 534.90

28 28 28 28 28 28 34
2,256.70 2,117.60 1,986.94 2,088.88 2,349.46 2,850.08 3,300.28

Yen
(millions)
¥1,444,852 ¥1,379,748 ¥1,282,771 ¥1,326,487 ¥1,540,463 ¥1,826,284 ¥1,710,813
(33%) (33%) (33%) (33%) (36%) (35%) (29%)
2,947,012 2,752,687 2,579,945 2,639,677 2,711,787 3,467,018 4,288,925
(67%) (67%) (67%) (67%) (64%) (65%) (71%)
¥4,391,864 ¥4,132,435 ¥3,862,716 ¥3,966,164 ¥4,252,250 ¥5,293,302 ¥5,999,738
(100%) (100%) (100%) (100%) (100%) (100%) (100%)
(thousands)

3,614 3,951 4,169 4,815 5,373 5,198 5,101
1,961 1,793 1,753 1,794 1,887 2,184 2,343
1,416 1,534 1,714 2,004 2,383 2,648 3,013
90,500 90,900 91,300 92,800 96,800 101,100 109,400

133 116 103 89 106 124 132

133 125 108 99 96 113 123

U.S. dollars
(thousands)

1998

$45,418,153
3,499,720
3,356,177
1,523,679
140,439
1,972,937

125,382
2,163,990
209,349

$36,451,665
5,130,583
12,171,945

1,160,765
2,343,051
U.S. dollars

$ 2.02
2.02
0.13
12.49

4.05
4.05
0.26
24.98

U.S. dollars
(thousands)

$12,950,893
32,467,260

$45,418,153
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Notes:

(1) The amounts for the fiscal year ended March 31, 1998, have been translated
into U.S. dollars at the rate of ¥132.10=US$1, the mean of the telegraphic
transfer selling exchange rate and the telegraphic transfer buying exchange rate
prevailing on the Tokyo foreign exchange market on March 31, 1998.

(2) In accordance with the Company’s change from a fiscal year ending the last
day of February to one ending March 31 beginning April 1, 1988, its Japanese
subsidiaries changed their fiscal year from one ending the last day of February to
one ending March 31 and its overseas subsidiaries also changed their fiscal year
from one ending December 31 to one ending March 31.

The consolidated statements of income for the seven-month period ended
September 30, 1987, and for the six-month period ended March 31, 1988,
included the operations of the Company’s overseas subsidiaries from January
1987 through July 1987, and from August 1987 through January 1988, respec-
tively. The net income of the Company’s overseas subsidiaries for the two
months ended March 31, 1988, has been credited to retained earnings at March
31, 1988.

(3) One American share represents two shares of Honda common stock. Per
American share information presented prior to fiscal 1990 is restated in accor-
dance with the change in the basis of issuance of American shares from 10 com-
mon shares to two common shares per American share as a result of a 5-for-1
split of American shares effected April 3, 1989. (European share remains
unchanged, representing 10 shares of Honda common stock.)

(4) Net income per common (or American) share amounts are computed based
on Statement of Financial Accounting Standards (SFAS) No. 128, “Earnings per
Share.”” which is effective for the annual period ended after December 15, 1997.
All prior-years net income per common (or American) share data presented were
restated to conform with the provisions of SFAS No. 128.

(5) The consolidated financial statements in this summary have been prepared
in accordance with an accounting pronouncement, Statement of Financial
Accounting Standards (SFAS) No. 94, “Consolidation of All Majority-Owned
Subsidiaries.” All consolidated financial information presented prior to fiscal
1989 has been restated to conform to the requirements of SFAS No. 94.

(6) The exchange rates reflected in this financial summary are based upon
approximate exchange rates prevailing on the Tokyo foreign exchange market,
including average rates and period-end rates on the basis of the fiscal periods
adopted by the Company’s overseas subsidiaries, which for fiscal year 1987 was
the preceding calendar year. Beginning with 1989, those subsidiaries have
adopted the same fiscal year as the parent company. The average rates for the
seven-month period ended September 30, 1987, and for the six-month period
ended March 31, 1988, were based on the period from January through July
1987 and the period from August 1987 through January 1988, respectively, and
fiscal period-end rates were based on the last day of July 1987 and March 1988,
respectively.

(7) The Company adopted SFAS No. 109, “Accounting for Income Taxes,” from
the fiscal year ended March 31, 1994, and applied the provisions of SFAS No.
109 retroactively to April 1, 1991. Accordingly, the consolidated financial results
for the fiscal years 1992 and 1993 have been restated.

(8) Effective April 1, 1994, the Company adopted SFAS No. 115, “Accounting
for Certain Investments in Debt and Equity Securities.”” Net unrealized gains on
marketable equity securities, less related income taxes, are presented as a sepa-
rate component of stockholders’ equity, and net income for the fiscal year
ended March 31, 1995, was not affected by adoption of this statement.

52

INVESTOR

Transfer Agent for Common Stock
The Chuo Trust & Banking Co., Ltd.
7-1, Kyobashi 1-chome,

Chuo-ku, Tokyo 104-0031, Japan

Depositary and Transfer Agent

for American Depositary Receipts

Morgan Guaranty Trust Company of New York
60 Wall Street,

New York, NY 10260-0060, U.S.A.

Stock Exchange Listings in Japan
Tokyo, Osaka, Nagoya, Sapporo, Niigata, Kyoto,
Hiroshima, and Fukuoka

Stock Exchange Listings Overseas
New York, London, Paris and Swiss stock exchanges

Total Shares of Common Stock Issued and Outstanding
974,414,215 (as of March 31, 1998)

Number of Stockholders
36,324 (as of March 31, 1998)

INFORMATION

Number of Number of

Classification stockholders shares held %
Financial institutions.............. 277 555,363,256 56.99
Legal persons 650 145,482,217 14.93
Foreign institutions

and individuals..................... 910 191,735,628 19.68
Securities companies............. 41 2,497,343 0.26
Individuals and others ........... 34,446 79,335,771 8.14

Honda Motor Co., Ltd.

1-1, 2-chome, Minami-Aoyama,

Minato-ku, Tokyo 107-8556, Japan

(03) 3423-1111

World Wide Web Site:
http://lwww.honda.co.jp/eng/

Honda North America, Inc.
New York Office

540 Madison Avenue, 32nd Floor,
New York, NY 10022, U.S.A.
(212) 355-9191

Honda Motor Europe Limited
Honda Finance Office
Livingstone House,

12 Finsbury Square,

London EC2A 1AS, U.K.

(0171) 410-0114

This annual report is printed on 100% recycled paper (pgs.1~18 and pgs.47~52),

and nonwood paper (pgs.19~46).
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