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O V E R V I E W

NET SALES

Honda’s consolidated net sales and other operating income for fiscal

2001, ended March 31, 2001, totaled ¥6,463.8 billion, a 6.0% increase

compared with the previous fiscal year. Primary factors driving these

results include increased automobile sales in North America, and Japan.

OPERATING INCOME

Consolidated operating income for the term totaled ¥406.9 billion, a

decrease of 4.5% compared with the previous fiscal year. This decline is

the result of a strong yen, increased SG&A expenses and higher research

and development costs, which undermined the positive effects of the

increase in unit sales and cost-reduction efforts.

SG&A EXPENSES

SG&A expenses for the year amounted to ¥1,146.6 billion, a 1.2%

increase compared with the previous fiscal year. Increases in selling

expenses were mainly attributable to such expenses as advertisement

for new models and product warranty-related expenses in accordance

with growth of sales.

R&D ACTIVITIES

The aim of the R&D activities of the Honda Group (the Company and its

consolidated subsidiaries) is to create, through the application of the lat-

est technologies, products that possess both individuality and interna-

tional competitiveness. For this purpose, Honda has maintained its R&D

functions as separate entities to enable its engineers to perform their

activities independently. Principal companies responsible for product

research include Honda R&D Co., Ltd., Honda R&D Americas, Inc., and

Honda R&D Europe (Deutschland) G.m.b.H., while research into produc-

tion technologies is carried out by Honda Engineering Co., Ltd., and

Honda Engineering North America, Inc. Each company works in close

cooperation with its surrounding communities. 

R&D expenses for fiscal 2001 totaled ¥352.8 billion.

The following is a summary of R&D activities during the term for each

business segment.

Motorcycles

During the term under review, Honda sought to meet the diverse needs

of its customers around the world by developing products with new

value and implementing swift development processes at the local level

in its overseas operations. At the same time, the Company placed

emphasis on developing technologies to grapple with industry-leading

environmental and safety-related solutions.

As a result of its efforts, in the domestic market Honda introduced

the FTR, as well as the Crea Scoopy and Dio scooters, both of which

have newly developed water-cooled, four-stroke engines. These new

engines feature superior environment-friendliness with excellent fuel

economy and cleaner emissions. Also, the Company completely remod-

eled its CBR600F, thus attaining new heights in sports performance and

handling, and brought it to market worldwide. Furthermore, to meet

increasingly diverse customer needs, in the North American market

Honda introduced the new Gold Wing touring motorcycle. Featuring a

new 1800cc six-cylinder engine, the Gold Wing is the largest motorcycle

in terms of engine displacement available on the market. Meanwhile, in

Thailand the Company introduced the Sonic family bike, featuring an envi-

ronmentally superior four-stroke engine.

R&D expenses in the motorcycle segment amounted to ¥64.5 billion.

Automobiles

To meet ever evolving customer needs, Honda strove to create new

products and innovative technologies by pursuing more creative devel-

opment processes and worked to create products underpinned by com-

petitive technologies. At the same time, the Company also proactively

developed advanced solutions to environmental and safety concerns. 

As a result, Honda introduced the all-new Civic series worldwide,

developed under the concepts of “smart and compact.” Domestically,

the Company developed the DOHC i-VTEC next-generation engine, fea-

turing world-leading fuel economy and clean emissions as well as high

output and copious amount of torque and installed it in the new Stream

minivan. Both the Civic series and the Stream were named Japan Car of

the Year 2000-2001, and the Civic series received the 2001 RJC Car of

the Year award. In addition, Honda introduced the Life Dunk minivehicle,

which has been accepted as the first excellent low-emission vehicle

with a turbo engine by the Ministry of Land, Infrastructure and Transport.

Honda also strove to augment its product lineup and developed and

brought to market its first full-fledged SUV, the Acura MDX, in North

America.

Furthermore, Honda developed and put to practical use the world’s

first next-generation automobile exhaust-cleansing system. The system

substantially reduces the metal content used in catalytic converters

while attaining high levels of exhaust purification. 

In the development of fuel cell cars, Honda developed the commer-

cially superior FCX-V3 and is working to develop cars that help minimize

the impact on the global environment.

With regard to safety efforts, the Tochigi Laboratory of Honda R&D

Co., Ltd., built an indoor omni-directional car-to-car crash test facility, and

the Company is working to improve the “real world” safety features of

its products.

R&D expenses for the automobile segment amounted to ¥277.8 billion.

Others

In power products, Honda strove to develop products with new value to

meet the increasingly diverse needs of its customers, while at the same

time working to enhance its lineup of environment-friendly products.

F I N A N C I A L  R E V I E W
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As a result, the Company developed the GX100 four-stroke OHC

general-purpose engine, which is suited to use as a power plant for

portable electric generators and similar devices, features high-level

reliability, and is environment-friendly. Honda also launched a compact

generator that uses this same engine. Honda also substantially enhanced

its environmental soundness by installing a newly developed four-stroke

OHV engine into its F220 minitiller. The Company also developed and

introduced the BF8 and BF9.9 low-emission, lightweight, compact, 

four-stroke outboard engines.

R&D expenses for Honda’s other business segments amounted to

¥10.4 billion.

In its fundamental research, aiming robots of the future to work in

harmony with people within society, the Company introduced ASIMO–

the result of its painstaking R&D in the field of humanoid robots—as

well as strove to develop innovative technologies to meet the energy,

environmental, and safety needs of the future.

Expenses stemming from fundamental research are included in the

R&D expenses of each business segment.

INCOME BEFORE INCOME TAXES

Consolidated income before income taxes for fiscal 2001 amounted to

¥384.9 billion, a 7.5% decrease compared with the previous fiscal year.

EQUITY IN INCOME OF AFFILIATES

Equity in income of affiliates for fiscal 2001 amounted to ¥25.7 billion, an

increase of 53.1% compared with the previous fiscal year. This increase

is due primarily to higher income of the Company’s affiliates in Asia.

NET INCOME

Net income for the term decreased 11.5%, to ¥232.2 billion. The effec-

tive tax rate for the term was 46.4%, 5.4 percentage points greater than

the previous fiscal year. Basic net income per common share for the

term amounted to ¥238.34, compared with ¥269.31 for the preceding

term. Each American share represents two common shares.

CASH FLOWS

Consolidated cash and cash equivalents (hereinafter “cash”) at fiscal

2001 year-end declined ¥13.0 billion compared with the previous fiscal

year, to ¥417.5 billion. This was primarily due to an increase in capital

demand in connection with increases in repayment of long-term debt,

investment in property, plant and equipment and finance subsidiaries–

receivables, which offset the increase in capital procurement from short-

term loans and commercial paper. 

Net cash provided by operating activities increased ¥101.0 billion, to

¥508.3 billion, due primarily to such factors as increases in trade accounts

and notes receivable, which offset the decline in net income for the term.

Net cash used in investing activities declined ¥215.4 billion compared

with the previous fiscal year, to ¥517.0 billion, due to investments made

to install the New Manufacturing System as well as increases in investment

in manufacturing facilities of overseas branches and an increase in

acquisitions of finance subsidiaries—receivables. 

Net cash used in financing activities for fiscal 2001 amounted to

¥14.7 billion, due to the repayment of long-term debt, despite the pro-

curement of capital through short-term loans and commercial paper.

This corresponds to an increase of ¥15.1 billion, compared with the

¥29.9 billion used in the previous fiscal year.

CAPITAL EXPENDITURES

In manufacturing related expenditures for fiscal 2001, Honda expanded

its manufacturing equipment and improved energy saving and streamlin-

ing, as well as renewed older equipment. On the other hand, the

Company established new sales facilities, expanded existing ones and

augmented its R&D facilities. Capital expenditures for fiscal 2001 increased

by ¥62.7 billion compared with the previous term, to ¥285.6 billion.

Capital expenditures for each business segment were as follows:

Yen
(millions)

2000 2001

Motorcycle business ¥024,761 ¥034,012

Automobile business 190,311 239,609

Financial services 1,014 1,320

Other businesses 6,805 10,746

Total ¥222,891 ¥285,687

Honda invested ¥34.0 billion in its motorcycle business, mainly for the

introduction of new models and new manufacturing systems. Capital

expenditures for the term included construction of a plant at Honda

Motorcycle and Scooter India (Private) Limited, to produce primarily 

4-stroke scooter models. 

In automobiles, a total of ¥239.6 billion was invested. These expendi-

tures primarily comprised investments in new model production and the

new manufacturing system at Honda of America Mfg., Inc. Further,

Honda invested in the construction of a new plant at Honda

Manufacturing of Alabama, LLC to produce the Odyssey minivan (called

the La Great in Japan) as well as V-6 engines for it. Honda also invested

in the construction of a second plant at Honda of the U.K. Manufacturing

Limited to expand its annual production capacity by 100,000 units.

Expenditures in financial services amounted to ¥1.3 billion, and

¥10.7 billion was invested in other businesses, mainly for the expansion

and renewal of power product manufacturing equipment and renovation

of motor sports related facilities.

There was neither elimination nor sales of manufacturing facilities

deemed to be mentioned.
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S E G M E N T  I N F O R M A T I O N
The following 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

Business segments are based on Honda’s business organization and the

similarity of the principal products within each segment as well as the

relevant markets for such products. 

Motorcycles

In the motorcycle segment, in the Japanese market Honda fitted the

Crea Scoopy and the remodeled Dio scooters and introduced the

CBR1100 XX super sport motorcycle, which fully leverages the

Company’s leading-edge technologies. Honda also introduced the

GL1800 large touring motorcycle in North America and, in Europe, pro-

duced and brought to market the @125 and @150 models as well as the

XL125V sport bike. The Company also produced and introduced the

Passion in India and the Sonic family-sport motorcycle in Thailand.

In the domestic market, despite an increase in sport bike sales,

motorcycle unit sales declined 7.5% compared with the previous fiscal

year, to 407,000 units, due to a decrease in sales of business motor-

cycles and scooters. Overseas unit sales, on the other hand, increased

17.9%, to 4,711,000 units, due to sales growth in the regions of Asia

and North America. Total unit sales for the motorcycle segment grew

15.4% year-on-year, to 5,118,000 units. Despite the negative currency

translation effects due to the strong yen, owing to the increase in unit

sales, net sales for the motorcycle business climbed 12.0% compared

with the previous fiscal year, to ¥805.3 billion. Operating income

increased 19.5%, to ¥56.4 billion. 

Automobiles

In the automobile segment, aiming to set the standard for compact cars

in the 21st century, Honda redesigned its Civic series for all regions. In

the domestic market, the Company strove to enhance its lineup of envi-

ronment-friendly products with superior safety features. In addition to

the Stream minivan, the Company also introduced the Life Dunk minive-

hicle. Honda also commenced local production of the Acura MDX SUV

in North America.

Due to the introduction of the new Civic series and Stream as well as

strong sales of the Odyssey, unit sales in Japan for fiscal 2001 increased

9.9% compared with the previous fiscal year, to 776,000 units. Overseas

as well, unit sales climbed 2.1%, to 1,804,000 units, due to the intro-

duction of the Acura MDX and strong sales of the Odyssey (known as

LaGreat in Japan) in North America as well as increases in sales in Asia.

Overall unit sales for the automobile segment increased 4.3%, to

2,580,000 units. Despite the negative currency translation effects due to

the strong yen, net sales in the automobile segment rose 5.4%, to ¥5,

231.3 billion. Operating income amounted to ¥320.0 billion, a decline of

8.1%, compared with the previous fiscal year.

Financial Services

Net sales in Honda’s Financial Services business grew 21.7% compared

with the previous fiscal year, to ¥176.0 billion. Operating income surged

70.6%, to ¥30.8 billion.

Others (Power products, etc.)

During the term under review, Honda strove to increase its lineup of

environment-friendly products throughout the world. The Company

introduced its new GX100 general-purpose engine-—the optimum

power source for portable generators and other such devices—and

completely redesigned its BF8 and BF9.9 outboard engines and the

Komame minitiller. Honda also commenced local production of the

GC160 general-purpose engine for such devices as water pumps and

generators in the United States and the GCV135E lawnmower engine

in Italy.

Honda’s domestic unit sales of power products for the term under

review decreased 10.4% compared with the previous fiscal year, to

164,000 units. Despite the increase in unit sales to Asian markets, over-

seas unit sales decreased 4.0%, to 3,720,000 units, due to declines in

North America and Europe. Total unit sales for power products

decreased 4.3%, to 3,884,000 units. Owing to the decline in unit sales

volumes as well as the negative currency translation effects due to the

strong yen, net sales for the Company’s power products and other busi-

nesses decreased 8.4%, to ¥264.7 billion. The operating loss for this

business segment amounted to ¥0.3 billion, a decline of ¥13.2 billion

compared with the previous fiscal year. 

GEOGRAPHICAL SEGMENT

Japan

Despite the negative translation effects due to the strong yen on foreign

currency denominated export amounts, net sales in Japan for the term

increased 4.2%, to ¥3,594.5 billion, supported by strong automobile

sales. Operating income likewise increased 25.6%, to ¥146.0 billion.

North America

The increase in sales of both motorcycles and automobiles offset the

negative foreign currency translation effects due to the strong yen and

resulted in an 8.3% increase in net sales, to ¥3,608.4 billion. Operating

income rose 1.3%, to ¥276.5 billion.

Europe

Owing to declines in sales of motorcycles, automobiles, and power

products, as well as the negative foreign currency translation effects due

to the strong yen, net sales declined 19.3%, to ¥547.2 billion. Operating

loss amounted to ¥55.5 billion, a decline of ¥41.0 billion.

Other regions

Despite the negative foreign currency translation effects due to the

strong yen, unit sales volumes for motorcycles, automobiles, and power

products increased, resulting in a rise in net sales of 16.4%, to ¥510.5

billion. Operating income increased 6.7%, to ¥35.9 billion.

E N V I R O N M E N T A L  M A T T E R S
Automobiles and motorcycles manufactured by Honda for sale in Japan

comply with Japan’s exhaust-emission and noise-level regulations.

Honda products sold outside Japan comply with all such regulations cur-

rently in force in the respective markets. Honda does not foresee any

significant difficulty in complying with regulations expected to be

enacted in such markets.
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Business Segment Information

Yen
(millions)

Years ended March 31 2000 2001

Net sales and other

operating revenue:

Motorcycle Business
Sales to unaffiliated customers ... ¥0,718,910 ¥0,805,304

Automobile Business
Sales to unaffiliated customers ... 4,961,026 5,231,326

Financial Services
Sales to unaffiliated customers ... 137,128 169,293

Intersegment sales .................... 7,601 6,781

Total ....................................... 144,729 176,074

Other Businesses
Sales to unaffiliated customers ... 281,776 257,907

Intersegment sales .................... 7,100 6,796

Total ....................................... 288,876 264,703

Eliminations.................................... (14,701) (13,577)

Consolidated .............................. ¥6,098,840 ¥6,463,830

Operating income:

Motorcycle Business...................... ¥0,047,264 ¥0,056,478

Automobile Business ..................... 348,061 320,035

Financial Services........................... 18,054 30,802

Other Businesses........................... 12,851 (355)

Consolidated .............................. ¥0,426,230 ¥0,406,960

Assets:

Motorcycle Business...................... ¥0,491,301 ¥0,597,998

Automobile Business ..................... 2,422,352 2,828,579

Financial Services........................... 1,725,309 2,217,186

Other Businesses........................... 177,176 191,223

Corporate assets and eliminations... 82,290 (167,577)

Consolidated .............................. ¥4,898,428 ¥5,667,409

Depreciation:

Motorcycle Business...................... ¥0,019,106 ¥0,019,275

Automobile Business ..................... 144,898 143,884

Financial Services........................... 389 492

Other Businesses........................... 7,746 6,691

Consolidated .............................. ¥0,172,139 ¥0,170,342

Capital expenditures:

Motorcycle Business...................... ¥0,024,761 ¥0,034,012

Automobile Business ..................... 190,311 239,609

Financial Services........................... 1,014 1,320

Other Businesses........................... 6,805 10,746

Consolidated .............................. ¥0,222,891 ¥0,285,687

Geographical Segment Information

Yen
(millions)

Years ended March 31 2000 2001

Net sales and other

operating revenue:

Japan
Sales to unaffiliated customers.... ¥1,806,876 ¥1,950,985

Transfers between
geographical segments ............ 1,641,347 1,643,591

Total ....................................... 3,448,223 3,594,576

North America
Sales to unaffiliated customers.... 3,197,391 3,488,287

Transfers between
geographical segments ............ 134,139 120,123

Total ....................................... 3,331,530 3,608,410

Europe
Sales to unaffiliated customers ... 664,460 526,923

Transfers between
geographical segments ............ 14,061 20,365

Total ....................................... 678,521 547,288

Others
Sales to unaffiliated customers ... 430,113 497,635

Transfers between
geographical segments ............ 8,550 12,921

Total ....................................... 438,663 510,556

Eliminations.................................... (1,798,097) (1,797,000)

Consolidated .............................. ¥6,098,840 ¥6,463,830

Operating income:

Japan.............................................. ¥0,116,338 ¥0,146,071

North America ................................ 273,083 276,540

Europe............................................ (14,460) (55,527)

Others ............................................ 33,671 35,920

Eliminations.................................... 17,598 3,956

Consolidated .............................. ¥0,426,230 ¥0,406,960

Assets:

Japan.............................................. ¥1,843,040 ¥2,022,021

North America ................................ 2,061,874 2,713,508

Europe............................................ 418,523 457,647

Others ............................................ 234,596 286,776

Corporate assets and eliminations... 340,395 187,457

Consolidated .............................. ¥4,898,428 ¥5,667,409
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U.S. dollars
Yen (thousands)

(millions) (note 2)

Assets 2000 2001 2001

Current assets:

Cash and cash equivalents ....................................................................................... ¥0,430,587 ¥0,417,519 $03,369,806

Trade accounts and notes receivable, net of allowance

for doubtful accounts of ¥7,077 million in 2000 and

¥7,899 million ($63,753 thousand) in 2001 ............................................................ 390,659 440,802 3,557,724

Finance subsidiaries–receivables, net (note 3) ......................................................... 731,580 762,368 6,153,091

Inventories (note 4) .................................................................................................. 567,705 620,754 5,010,121

Deferred income taxes (note 9)................................................................................ 154,277 151,722 1,224,552

Other current assets (note 7) ................................................................................... 180,903 205,771 1,660,783

Total current assets.............................................................................................. 2,455,711 2,598,936 20,976,077

Finance subsidiaries–receivables, net (note 3) ......................................................... 878,242 1,304,994 10,532,639

Investments and advances:

Investments in and advances to affiliates (note 5) ................................................... 175,389 200,625 1,619,250

Other, including marketable equity securities (note 6)............................................. 213,705 175,562 1,416,965

Total investments and advances.......................................................................... 389,094 376,187 3,036,215

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

Land.......................................................................................................................... 296,591 299,984 2,421,178

Buildings................................................................................................................... 783,055 831,868 6,714,027

Machinery and equipment........................................................................................ 1,731,589 1,887,630 15,235,109

Construction in progress .......................................................................................... 63,408 99,552 803,487

..................................................................................................................................... 2,874,643 3,119,034 25,173,801

Less accumulated depreciation................................................................................ 1,753,603 1,864,411 15,047,707

Net property, plant and equipment ...................................................................... 1,121,040 1,254,623 10,126,094

Other assets (notes 7 and 9) ....................................................................................... 54,341 132,669 1,070,775

Total assets .......................................................................................................... ¥4,898,428 ¥5,667,409 $45,741,800

See accompanying notes to consolidated financial statements.

Honda Motor Co., Ltd. and Subsidiaries
March 31, 2000 and 2001

C O N S O L I D A T E D  B A L A N C E  S H E E T S



23

U.S. dollars
Yen (thousands)

(millions) (note 2)

Liabilities and Stockholders’ Equity 2000 2001 2001

Current liabilities:

Short-term debt (note 7)........................................................................................... ¥0,495,953 ¥0,910,417 $07,347,998

Current portion of long-term debt (note 7) ............................................................... 343,576 274,481 2,215,343

Trade payables:

Notes.................................................................................................................... 19,332 24,372 196,707

Accounts .............................................................................................................. 677,544 795,882 6,423,584

Accrued expenses.................................................................................................... 483,917 539,348 4,353,091

Income taxes payable (note 9) ................................................................................. 53,319 38,633 311,808

Other current liabilities (notes 7 and 9) .................................................................... 128,670 178,124 1,437,643

Total current liabilities....................................................................................... 2,202,311 2,761,257 22,286,174

Long-term debt (note 7) ............................................................................................. 574,566 368,173 2,971,533

Other liabilities (notes 7, 8, 9 and 11) ........................................................................ 191,178 307,688 2,483,358

Total liabilities ................................................................................................... 2,968,055 3,437,118 27,741,065

Stockholders’ equity:

Common stock, authorized 3,600,000,000 shares, par value ¥50 ($0.40);

issued 974,414,215 shares

at March 31, 2000 and 2001 .................................................................................. 86,067 86,067 694,649

Capital surplus .......................................................................................................... 172,529 172,529 1,392,486

Legal reserves (note 10)........................................................................................... 27,545 27,929 225,416

Retained earnings (note 10) ..................................................................................... 2,218,848 2,428,293 19,598,814

Accumulated other comprehensive income (loss) (notes 6, 9, 11 and 13) .............. (574,616) (484,527) (3,910,630)

Total stockholders’ equity ................................................................................ 1,930,373 2,230,291 18,000,735

Commitments and contingent liabilities (notes 16 and 17)

Total liabilities and stockholders’ equity ........................................................... ¥4,898,428 ¥5,667,409 $45,741,800
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U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Net sales and other operating revenue (note 3)..................................... ¥6,231,041 ¥6,098,840 ¥6,463,830 $52,169,734

Operating costs and expenses:

Cost of sales (note 3).............................................................................. 4,219,689 4,205,879 4,557,382 36,782,744

Selling, general and administrative ......................................................... 1,151,022 1,132,695 1,146,659 9,254,713

Research and development.................................................................... 311,632 334,036 352,829 2,847,693

.................................................................................................................... 5,682,343 5,672,610 6,056,870 48,885,150

Operating income............................................................................... 548,698 426,230 406,960 3,284,584

Other income:

Interest ................................................................................................... 11,136 10,780 11,833 95,504

Other ...................................................................................................... 1,617 10,732 8,873 71,615

.................................................................................................................... 12,753 21,512 20,706 167,119

Other expenses:

Interest ................................................................................................... 27,890 18,920 21,400 172,720

Other ...................................................................................................... 13,050 12,759 21,290 171,832

.................................................................................................................... 40,940 31,679 42,690 344,552

Income before income taxes and equity in income of affiliates ......... 520,511 416,063 384,976 3,107,151

Income taxes (note 9):

Current.................................................................................................... 233,298 212,978 196,863 1,588,886

Deferred ................................................................................................. (3,674) (42,544) (18,424) (148,700)

.................................................................................................................... 229,624 170,434 178,439 1,440,186

Income before equity in income of affiliates ...................................... 290,887 245,629 206,537 1,666,965

Equity in income of affiliates (note 5)...................................................... 14,158 16,786 25,704 207,458

Net income......................................................................................... ¥0,305,045 ¥0,262,415 ¥0,232,241 $01,874,423

U.S. dollars
Yen (note 2)

1999 2000 2001 2001

Basic net income per common share (note 1 ( m))................................. ¥0,0313.05 ¥0,0269.31 ¥0,0238.34 $00,0001.92

See accompanying notes to consolidated financial statements.

Honda Motor Co., Ltd. and Subsidiaries
March 31, 1999, 2000 and 2001

C O N S O L I D A T E D  S T A T E M E N T S  O F  I N C O M E
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U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Common stock:

Balance at beginning of year .................................................................. ¥0,086,067 ¥0,086,067 ¥0,086,067 $00,694,649

Balance at end of year ............................................................................ 86,067 86,067 86,067 694,649

Capital surplus:

Balance at beginning of year .................................................................. 171,914 172,529 172,529 1,392,486

Transfer from retained earnings ............................................................. 615 — — —

Balance at end of year ............................................................................ 172,529 172,529 172,529 1,392,486

Legal reserves:

Balance at beginning of year .................................................................. 26,404 26,828 27,545 222,317

Transfer from retained earnings (note 10) .............................................. 424 717 384 3,099

Balance at end of year ............................................................................ 26,828 27,545 27,929 225,416

Retained earnings:

Balance at beginning of year .................................................................. 1,694,070 1,977,613 2,218,848 17,908,378

Net income for the year.......................................................................... 305,045 262,415 232,241 1,874,423

Cash dividends (note 10) ........................................................................ (20,463) (20,463) (22,412) (180,888)

Transfer to capital surplus ...................................................................... (615) — — —

Transfer to legal reserves (note 10)........................................................ (424) (717) (384) (3,099)

Balance at end of year ............................................................................ 1,977,613 2,218,848 2,428,293 19,598,814

Accumulated other comprehensive income (loss): 

(notes 6, 9, 11 and 13)

Balance at beginning of year .................................................................. (370,541) (499,182) (574,616) (4,637,740)

Other comprehensive income (loss) for the year, net of tax .................. (128,641) (75,434) 90,089 727,110

Balance at end of year ............................................................................ (499,182) (574,616) (484,527) (3,910,630)

Total stockholders’ equity................................................................... ¥1,763,855 ¥1,930,373 ¥2,230,291 $18,000,735

Disclosure of comprehensive income:

Net income for the year.......................................................................... ¥0,305,045 ¥0,262,415 ¥0,232,241 $01,874,423

Other comprehensive income (loss) for the year, net of tax 

(notes 6, 9, 11 and 13).......................................................................... (128,641) (75,434) 90,089 727,110

Total comprehensive income for the year .......................................... ¥0,176,404 ¥0,186,981 ¥0,322,330 $02,601,533

See accompanying notes to consolidated financial statements.

Honda Motor Co., Ltd. and Subsidiaries
March 31, 1999, 2000 and 2001

C O N S O L I D A T E D  S T A T E M E N T S  O F  S T O C K H O L D E R S ’  E Q U I T Y
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U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Cash flows from operating activities (note 12):
Net income............................................................................................. ¥0,305,045 ¥0,262,415 ¥0,232,241 $01,874,423

Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation ....................................................................................... 177,666 172,139 170,342 1,374,835

Deferred income taxes ....................................................................... (3,674) (42,544) (18,424) (148,700)

Equity in income of affiliates .............................................................. (14,158) (16,786) (25,704) (207,458)

Provision for credit and lease residual losses on finance 
subsidiaries–receivables ................................................................... 19,855 15,777 15,584 125,779

Decrease (increase) in assets:
Trade accounts and notes receivable ............................................. (9,069) (43,732) (35,460) (286,199)

Inventories...................................................................................... (43,327) (42,376) (8,372) (67,571)

Other current assets....................................................................... (50,610) (19,071) (843) (6,804)

Other assets ................................................................................... (10,018) (11,437) 18,508 149,379

Increase (decrease) in liabilities:
Trade payables................................................................................ 29,807 62,506 83,566 674,463

Accrued expenses.......................................................................... 1,240 52,400 31,477 254,052

Income taxes payable..................................................................... (20,130) (13,988) (15,180) (122,518)

Other current liabilities ................................................................... (42,692) 3,459 39,791 321,154

Other liabilities................................................................................ (2,952) 19,647 19,176 154,770

Other, net ........................................................................................... 8,038 8,821 1,608 12,978

Net cash provided by operating activities................................... 345,021 407,230 508,310 4,102,583

Cash flows from investing activities:

Decrease (increase) in investments and advances................................. 1,400 14,102 (8,658) (69,879)

Capital expenditures ............................................................................... (237,080) (222,891) (285,687) (2,305,787)

Proceeds from sales of property, plant and equipment ......................... 21,148 18,573 19,218 155,109

Acquisitions of finance subsidiaries–receivables.................................... (1,751,694) (1,809,817) (2,083,375) (16,814,972)

Collections of finance subsidiaries–receivables...................................... 1,074,553 1,299,862 1,516,094 12,236,433

Proceeds from sales of finance subsidiaries–receivables ...................... 395,374 398,580 325,364 2,626,021

Net cash used in investing activities .......................................... (496,299) (301,591) (517,044) (4,173,075)

Cash flows from financing activities:
Increase (decrease) in short-term debt................................................... 198,946 (42,096) 333,541 2,692,018

Proceeds from long-term debt ............................................................... 266,375 290,822 149,108 1,203,454

Repayment of long-term debt ................................................................ (293,264) (265,392) (475,744) (3,839,741)

Cash dividends paid (note 10)................................................................. (20,463) (20,463) (22,412) (180,888)

Increase in commercial paper classified as long-term debt.................... 52,163 7,187 711 5,738

Net cash provided by (used in) financing activities..................... 203,757 (29,942) (14,796) (119,419)

Effect of exchange rate changes on cash and cash equivalents.......... (12,149) (22,734) 10,462 84,439

Net change in cash and cash equivalents .............................................. 40,330 52,963 (13,068) (105,472)

Cash and cash equivalents at beginning of year................................... 337,294 377,624 430,587 3,475,278

Cash and cash equivalents at end of year.............................................. ¥0,377,624 ¥0,430,587 ¥0,417,519 $03,369,806

See accompanying notes to consolidated financial statements.

Honda Motor Co., Ltd. and Subsidiaries
March 31, 1999, 2000 and 2001

C O N S O L I D A T E D  S T A T E M E N T S  O F  C A S H  F L O W S
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(1) General and Summary of Significant Accounting Policies

(a) Description of Business

Honda Motor Co., Ltd. (the “Company”) and its subsidiaries

(collectively “Honda”) develop, manufacture, distribute and

provide financing for the sale of its motorcycles, automobiles

and power products. Honda’s manufacturing operations are

principally conducted in 25 separate factories, 6 of which are

located in Japan. Principal overseas manufacturing facilities

are located in the United States of America, Canada, the

United Kingdom, France, Italy, Spain, India, Pakistan, the

Philippines, Thailand, Vietnam, Brazil and Mexico. 

Net sales and other operating revenue by category of activi-

ty for the year ended March 31, 2001 were derived from:

motorcycle business 12.5%, automobile business 80.9%,

financial services 2.6%, and other businesses 4.0%.

Operating income by category of activity for the year ended

March 31, 2001 was derived from: motorcycle business

13.9%, automobile business 78.6%, financial services 7.6%,

and other businesses (0.1%). The total assets at March 31,

2001 were attributed to: motorcycle business 10.6%, automo-

bile business 49.9%, financial services 39.1%, other business-

es 3.4%, and corporate assets (net of company-wide

accounts eliminated in consolidation) (3.0%). 

Honda sells motorcycles, automobiles and power products

in most countries in the world. For the year ended March 31,

2001, 69.8% of net sales and other operating revenue

(¥4,512,845 million ($36,423,285 thousand)) were derived

from subsidiaries operating outside Japan (2000: ¥4,291,964

million, 1999: ¥4,475,083 million). Net sales and other operat-

ing revenue for the year ended March 31, 2001 were geo-

graphically broken down based on the location of customers

as follows: Japan 26.9%, North America 53.9%, Europe

8.1%, and others 11.1%. For the year ended March 31, 2001,

63.1% of operating income (¥256,933 million ($2,073,713

thousand)) was generated from foreign subsidiaries, disre-

garding the effect of elimination of unrealized profits between

domestic operations and foreign operations (2000: ¥292,294

million, 1999: ¥335,745 million). Also, 61.0% of Honda’s

assets at March 31, 2001 (¥3,457,931 million ($27,909,048

thousand)) were identified with foreign operations (2000:

¥2,714,993 million).

(b) Basis of Presenting Consolidated Financial

Statements

The Company and its domestic subsidiaries maintain their

books of account in conformity with financial accounting stan-

dards of Japan, and its foreign subsidiaries generally maintain

their books of account in conformity with those of the coun-

tries 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 accounting princi-

ples generally accepted in the United States of America.

(c) Consolidation Policy

The consolidated financial statements include the accounts of

the Company and its subsidiaries. All significant intercompany

balances and transactions have been eliminated in consolida-

tion. 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 accompa-

nying consolidated balance sheets and statements of income.

(d) Use of Estimates

Management of Honda 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 state-

ments in conformity with accounting principles generally

accepted in the United States of America. Actual results could

differ from those estimates.

(e) Revenue Recognition

Sales of manufactured products are generally 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 the net

fee or cost is recognized using the interest method 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 dif-

ference 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 invest-

ment in finance receivables 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 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 “trad-

ing” securities. Honda determines the value of the retained

interests by discounting the future cash flows. Those cash

flows are net of estimated credit losses and are discounted at

a rate which Honda believes is commensurate with the risks 

Honda Motor Co., Ltd. and Subsidiaries

N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S
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involved. A servicing asset or liability is amortized in propor-

tion to and over the period of estimated net servicing income.

Servicing assets and servicing liabilities at March 31, 2000 and

2001 were not significant.

(f) Cash Equivalents

Honda considers all highly liquid debt instruments with an

original maturity of three months or less to be cash equivalents.

(g) Inventories

Inventories are stated at the lower of cost, determined princi-

pally by the first-in, first-out method, or market.

(h) Investments in Securities

Honda classifies its debt and equity securities in one of three

categories: 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, included in other comprehen-

sive income (loss) and accumulated in the stockholders’ equi-

ty section of the consolidated balance sheet. Honda did not

hold any “trading” securities at March 31, 2000 and 2001,

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, 2000 and 2001.

( i) Depreciation

Depreciation of property, plant and equipment is calculated

principally by the declining-balance method based on estimat-

ed useful lives of the respective assets.

(j) Impairment of Long-Lived Assets and Long-Lived

Assets to Be Disposed Of

Honda’s long-lived assets and certain identifiable intangibles

are reviewed for impairment whenever events or changes in

circumstances indicate that the carrying amount of an asset

may not be recoverable. Recoverability of assets to be held

and used is measured by a comparison of the carrying amount

of an asset to future net cash flows (undiscounted and with-

out 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 car-

rying 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

Income taxes are accounted for under the asset and liability

method. 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 operat-

ing loss and tax credit carryforwards. 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 recovered or settled. The

effect on deferred tax assets and liabilities of a change in tax

rates is recognized in earnings in the period that includes the

enactment date.

Deferred income taxes are also provided on the undistrib-

uted earnings of subsidiaries and affiliates to the extent that

the Company anticipates receiving them in the form of divi-

dends.

(l) Product-Related Expenses

Advertising and sales promotion costs are expensed as

incurred. Advertising expenses for each of the years in the

three-year period ended March 31, 2001 were ¥210,032 mil-

lion, ¥189,774 million and ¥197,593 million ($1,594,778 thou-

sand), respectively. Provisions for estimated costs related to

product warranty are made at the time of sale.

(m) Basic Net Income per Common Share

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. Number of average common shares out-

standing is 974,414,215 at March 31, 1999, 2000 and 2001.

(n) Foreign Currency Translation

Foreign currency financial statement amounts are translated

into Japanese 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 adjust-

ments resulting therefrom are included in other comprehen-

sive income (loss) and are accumulated in the stockholders’

equity section of the consolidated balance sheet.

Foreign currency transaction gains (losses) included in the

determination of net income for each of the years in the three-

year period ended March 31, 2001 were as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

¥(886) ¥1,305 ¥(8,195) $(66,142)
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(2) Basis of Translating Financial Statements

The consolidated financial statements are expressed in

Japanese yen. However, solely for the convenience of the

reader, the consolidated financial statements as of and for the

year ended March 31, 2001 have been translated into United

States dollars at the rate of ¥123.90=US$1, the approximate

exchange rate prevailing on the Tokyo Foreign Exchange

Market on March 30, 2001. This translation should not be con-

strued as a representation that all the amounts shown could

be converted into U.S. dollars.

(o) Derivative Financial Instruments

The Company and certain of its subsidiaries have entered into

foreign exchange agreements and interest rate agreements to

manage currency and interest rate exposures. These instru-

ments include foreign currency forward contracts, currency

swap agreements, currency option contracts and interest rate

swap agreements. 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.

In June 1998, the Financial Accounting Standards Board

issued Statement of Financial Accounting Standards (SFAS)

No. 133, “Accounting for Derivative Instruments and Hedging

Activities.” In June 2000, the Financial Accounting Standards

Board also issued SFAS No.138, “Accounting for Certain

Derivative Instruments and Certain Hedging Activities, an

amendment of FASB statement No.133.” Both standards

establish accounting and reporting standards for derivative

instruments and for hedging activities, and require that an enti-

ty recognize all derivatives as either assets or liabilities in the

balance sheet and measure those instruments at fair value.

Changes in the fair value of derivatives are recorded each peri-

od in current earnings or other comprehensive income (loss),

depending on whether a derivative is designated as part of a

hedge transaction and the type of hedge transaction. The inef-

fective portion of all hedges will be recognized in earnings.

SFAS No.133, as amended, and 138 are effective for fiscal

years beginning after June 15, 2000. Honda adopted SFAS

No.133 and 138 on April 1, 2001. The cumulative effect

adjustment upon the adoption of SFAS No.133 and 138, net of

the related income tax effect, resulted in a decrease to net

income of approximately ¥89 million ($718 thousand) and a

decrease to other comprehensive income of approximately

¥5,998 million ($48,410 thousand). The adoption of SFAS

No.133 and 138 will not alter Honda’s hedging strategies.

(p) Pension and Other Postretirement Benefits

The Company and certain of its subsidiaries have various pen-

sion plans covering substantially all of their employees in

Japan and in certain foreign countries who meet eligibility

requirements. Certain of the Company’s subsidiaries in North

America provide certain health care and life insurance benefits

to retired employees.

(q) Internal-Use Software

As of April 1, 1999, Honda adopted Statement of Position

(SOP) 98-1, “Accounting for the Costs of Computer Software

Developed or Obtained for Internal Use,” issued by the

American Institute of Certified Public Accountants. Based on

SOP 98-1, certain internal-use software costs historically

expensed are now capitalized once specific criteria are met

and these costs are amortized on a straight-line basis over a

five-year period. The adoption of this statement did not have a

material impact on Honda’s consolidated financial position and

results of operations.

(r) New Accounting Pronouncements

In September 2000, the Financial Accounting Standards Board

issued Statement of Financial Accounting Standards (SFAS)

No.140, “Accounting for Transfers and Servicing of Financial

Assets and Extinguishments of Liabilities—a replacement of

SFAS No.125.” This statement revises the standards for

accounting for securitizations and other transfers of financial

assets and collateral and requires certain financial statement

disclosures. This statement is effective for transactions occur-

ring after March 31, 2001 and is effective for the recognition

and reclassification of collateral and disclosures relating to

securitization transactions and collateral for fiscal years ending

after December 15, 2000. The adoption of this replacement

standard is not anticipated to have a material effect on Honda's

consolidated financial position and results of operations.

(s) Reclassifications

Certain reclassifications have been made to the prior years’

consolidated financial statements to conform to the presenta-

tion used for the year ended March 31, 2001.
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(3) Finance Subsidiaries–Receivables and Securitizations

Finance subsidiaries–receivables, net, consisted of the following at March 31, 2000 and 2001:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Direct financing leases ...................................................................................................... ¥0,671,860 ¥0,892,589 $07,204,108

Retail ................................................................................................................................. 769,573 980,215 7,911,340

Wholesale.......................................................................................................................... 169,988 220,259 1,777,716

Term loans to dealers........................................................................................................ 32,346 26,611 214,778

Total finance receivables ........................................................................................... 1,643,767 2,119,674 17,107,942

Retained interests in the sold pools of finance receivables .............................................. 67,560 88,898 717,498

.......................................................................................................................................... 1,711,327 2,208,572 17,825,440

Less:
Allowance for credit losses ........................................................................................... 8,898 8,296 66,958

Allowance for losses on lease residual values .............................................................. 9,489 8,563 69,112

Unearned interest income and fees .............................................................................. 83,118 124,351 1,003,640

Finance subsidiaries–receivables, net ....................................................................... 1,609,822 2,067,362 16,685,730

Less current portion .......................................................................................................... 731,580 762,368 6,153,091

Noncurrent finance subsidiaries–receivables, net ............................................................. ¥0,878,242 ¥1,304,994 $10,532,639

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

2001 and thereafter:

U.S. dollars
Yen (thousands)

Years ending March 31 (millions) (note 2)

2002 .......................................................................................................................................................... ¥0,741,717 $05,986,417

2003 .......................................................................................................................................................... 521,963 4,212,776
2004 .......................................................................................................................................................... 476,591 3,846,578
2005 .......................................................................................................................................................... 271,750 2,193,301
2006 .......................................................................................................................................................... 84,272 680,161
After five years.......................................................................................................................................... 23,381 188,709

.................................................................................................................................................................. 1,377,957 11,121,525

Total .................................................................................................................................................. ¥2,119,674 $17,107,942

Finance subsidiaries–receivables represent finance receiv-

ables generated by finance subsidiaries. Finance receivables

include wholesale financing to dealers and retail financing and

direct financing leases to consumers. 

The allowance for credit losses is maintained at an amount

management deems adequate to cover estimated losses on

finance receivables. The allowance is based on management’s

evaluation of many factors, including current economic trends,

industry experience, inherent risks in the portfolio and the bor-

rower’s ability to pay.

Finance subsidiaries of the Company purchase insurance to

cover a substantial amount of the estimated residual value of

vehicles leased to customers. The allowance for losses on lease

residual values is maintained at an amount management deems

adequate to cover estimated losses on the uninsured portion of

the vehicles’ lease residual values. The allowance is also based

on management’s evaluation of many factors, including current

economic conditions, industry experience and the finance sub-

sidiaries’ historical experience with residual value losses.
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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, 2001 as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Finance income..................................................................................................... ¥169,965 ¥144,729 ¥176,074 $1,421,098

Finance cost .......................................................................................................... 78,853 68,638 89,896 725,553

Key economic assumptions used in initially estimating the fair values at the date of the securitizations during the year ended March

31, 2001 were as follows:

Weighted average life (years) 2.92 to 3.75

Prepayment speed (monthly) 0.85% to 2.55%

Expected credit losses (annual) 0.00% to 0.35%

Residual cash flows discount rate (annual) 1.73% to 12.00%

At March 31, 2001, the significant assumptions used in estimating the residual cash flows from sold receivables are as follows:

Assumption (%)

Retail receivables:
Prepayment speed (monthly) ......................................................................................................................................... 1.39
Expected credit losses (annual) ...................................................................................................................................... 0.32
Residual cash flows discount rate (annual)..................................................................................................................... 9.41

Lease receivables:
Prepayment speed (monthly) ......................................................................................................................................... 1.38
Expected credit losses (annual) ...................................................................................................................................... 0.52
Residual cash flows discount rate (annual)..................................................................................................................... 9.26

Finance subsidiaries of the Company periodically sell

finance receivables. Pre-tax net gains or losses on such sales

for each of the years in the three-year period ended March 31,

2001, which are included in finance income in the table above,

are ¥7,741 million net gains, ¥617 million net losses and

¥3,170 million ($25,585 thousand) net gains, respectively.
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The outstanding balance of securitized financial assets at March 31, 2001 is summarized as follows:

U.S. dollars
Yen (thousand) 

(millions) (note 2)

2001 2001

Receivables sold:
Retail ......................................................................................................................................................... ¥456,389 $3,683,527

Direct financing leases .............................................................................................................................. 349,493 2,820,767

Total receivables sold ........................................................................................................................ ¥805,882 $6,504,294

(4) Inventories

Inventories at March 31, 2000 and 2001 are summarized as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Finished goods .......................................................................................................................... ¥393,091 ¥387,714 $3,129,249

Work in process ........................................................................................................................ 26,431 22,482 181,453

Raw materials............................................................................................................................ 148,183 210,558 1,699,419

.................................................................................................................................................. ¥567,705 ¥620,754 $5,010,121
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(5) Investments and Advances–Affiliates

Certain financial information in respect of affiliates at March 31, 2000 and 2001, and for each of the years in the three-year period

ended March 31, 2001 is shown below:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Current assets ................................................................................................................... ¥0,515,628 ¥0,540,145 $4,359,524

Other assets, principally property, plant and equipment................................................... 584,722 631,190 5,094,350

.......................................................................................................................................... 1,100,350 1,171,335 9,453,874

Current liabilities................................................................................................................ 464,586 494,459 3,990,791

Other liabilities................................................................................................................... 131,981 150,895 1,217,877

Net assets ................................................................................................................. ¥0,503,783 ¥0,525,981 $4,245,206

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Net sales .................................................................................................... ¥1,804,313 ¥1,866,464 ¥2,011,217 $16,232,583

Net income................................................................................................. 41,659 42,764 60,894 491,477

Cash dividends received by Honda during the year ................................... 2,684 4,843 6,264 50,557

Sales to affiliates by the Company and its subsidiaries and sales among such affiliates are made on the same basis as sales to unaf-

filiated parties.

Honda’s equity in undistributed income of affiliates at March 31, 2000 and 2001 included in retained earnings was ¥91,857 million

and ¥106,198 million ($857,127 thousand), respectively.

Honda’s intercompany balances and transactions with affiliates at March 31, 2000 and 2001, and for each of the years in the

three-year period ended March 31, 2001 were as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Due from .......................................................................................................................................... ¥09,923 ¥09,968 $080,452

Due to............................................................................................................................................... 92,880 89,782 724,633

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Purchases from..................................................................................................... ¥498,556 ¥509,969 ¥529,317 $4,272,131

Sales to ................................................................................................................. 62,528 75,172 101,743 821,170
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(6) Investments and Advances–Other

Investments and advances–other at March 31, 2000 and 2001 consist of the following:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Marketable equity securities ..................................................................................................... ¥146,465 ¥108,080 $0,872,316

Nonmarketable preferred stock—The Bank of Tokyo-Mitsubishi, Ltd. .................................... 10,200 10,200 82,324

Guaranty deposits ..................................................................................................................... 33,477 32,528 262,534

Life insurance contracts ............................................................................................................ 10,965 7,697 62,123

Advances................................................................................................................................... 3,734 3,150 25,424

Other ......................................................................................................................................... 8,864 13,907 112,244

.................................................................................................................................................. ¥213,705 ¥175,562 $1,416,965

Certain information with respect to available-for-sale securities, all of which are marketable equity securities at March 31, 2000

and 2001, is summarized below:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Cost .............................................................................................................................................. ¥067,694 ¥070,641 $570,145

Fair value ...................................................................................................................................... 146,465 108,080 872,316

Gross unrealized gains ................................................................................................................. 86,441 50,780 409,847

Gross unrealized losses................................................................................................................ 7,670 13,341 107,676

(7) Short-Term and Long-Term Debt

Short-term debt at March 31, 2000 and 2001 were as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Short-term bank loans ............................................................................................................... ¥408,265 ¥344,566 $2,781,001

Medium-term notes .................................................................................................................. 35,360 370,805 2,992,776

Commercial paper ..................................................................................................................... 52,328 195,046 1,574,221

.................................................................................................................................................. ¥495,953 ¥910,417 $7,347,998

The weighted average interest rates on short-term debt outstanding at March 31, 2000 and 2001 were 5.0% and 5.5%, respectively.
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Long-term debt at March 31, 2000 and 2001 were as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Honda Motor Co., Ltd.:
Loans, maturing 2000–2002:

Unsecured, principally from banks .................................................................................... ¥030,000 ¥030,255 $0,244,189

3.8% Japanese yen unsecured bonds due 2001 .................................................................. 50,000 — —

.................................................................................................................................................. 80,000 30,255 244,189

Subsidiaries:
Commercial paper ................................................................................................................. 177,801 207,533 1,675,004

Loans, maturing 2000–2018:
Secured, principally from banks ........................................................................................ 6,546 5,736 46,295

Unsecured, principally from banks .................................................................................... 216,470 154,095 1,243,705

1.31% Japanese yen unsecured bond due 2005 .................................................................. 30,000 30,000 242,131

Medium-term notes, maturing 2000–2010 ........................................................................... 408,765 215,944 1,742,889

Other ..................................................................................................................................... 21 — —

Less unamortized discount, net ............................................................................................ 1,461 909 7,337

.................................................................................................................................................. 838,142 612,399 4,942,687

Total long-term debt .............................................................................................................. 918,142 642,654 5,186,876

Less current portion .............................................................................................................. 343,576 274,481 2,215,343

.................................................................................................................................................. ¥574,566 ¥368,173 $2,971,533

The loans are either secured by property, plant and equip-

ment or subject to collateralization upon request, and their

interest rates range from 0.54% to 15.4% per annum at

March 31, 2001. Property, plant and equipment with a net

book value of approximately ¥13,025 million and ¥12,240 mil-

lion ($98,789 thousand) at March 31, 2000 and 2001, respec-

tively, were subject to specific mortgages securing

indebtedness.

At March 31, 2000 and 2001, U.S. dollar 1,675,000 thousand

of commercial paper borrowings were classified as long-term,

as it is the respective finance subsidiary’s intention to refi-

nance them on a long-term basis and it has established the

necessary credit facilities to do so. The interest rate on com-

mercial paper was approximately 5.15% at March 31, 2001.

Medium-term notes are unsecured, and their interest rates

range from 0.83% to 6.36% at March 31, 2001.

The following schedule shows the maturities of long-term

debt for each of the five years following March 31, 2001 and

thereafter:

U.S. dollars
Yen (thousands)

Years ending March 31 (millions) (note 2)

2002................................................... ¥274,481 $2,215,343

2003................................................... 247,750 1,999,596
2004................................................... 6,526 52,672
2005................................................... 31,964 257,982
2006................................................... 6,021 48,596
After five years .................................. 75,912 612,687

........................................................... 368,173 2,971,533

Total ........................................... ¥642,654 $5,186,876
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(8) Other Liabilities

Other liabilities at March 31, 2000 and 2001 are summarized as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Allowance for dealers and customers........................................................................................ ¥039,781 ¥056,074 $0,452,575

Minority interest ........................................................................................................................ 30,278 32,058 258,741

Additional minimum pension liabilities (note 11) ....................................................................... 95,685 174,871 1,411,388

Deferred income taxes.............................................................................................................. 2,533 — —

Other ......................................................................................................................................... 22,901 44,685 360,654

.................................................................................................................................................. ¥191,178 ¥307,688 $2,483,358

(9) Income Taxes

Total income taxes for each of the years in the three-year period ended March 31, 2001 were allocated as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Income .................................................................................................................. ¥229,624 ¥170,434 ¥178,439 $1,440,186

Stockholders’ equity—accumulated other comprehensive 
income (loss) (note 13)........................................................................................ (27,405) 55,051 46,950 378,935

.............................................................................................................................. ¥202,219 ¥225,485 ¥225,389 $1,819,121

The Company and certain of its subsidiaries have entered into

currency swap agreements for hedging currency exposures

resulting 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

sheet, as appropriate (see note 14). Unless a right of setoff

exists, the offsetting of assets and liabilities is not made in the

consolidated balance sheet.

At March 31, 2001, Honda had unused line of credit facilities

amounting to ¥595,649 million ($4,807,498 thousand) of which

¥314,180 million ($2,535,755 thousand) related to commercial

paper programs and ¥281,469 million ($2,271,743 thousand)

related to medium-term notes programs. Honda is authorized to

obtain financing at prevailing interest rates under these programs.

At March 31, 2001, Honda also had committed lines of

credit amounting to ¥526,196 million ($4,246,941 thousand),

none of which was in use. The committed lines are used to

back up the commercial paper programs. Borrowings under

those committed lines of credit generally are available at the

prime interest rate.

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 indebted-

ness 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 agree-

ments provide that Honda must give additional security upon

request of the trustee.
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The income before income taxes and equity in income of affiliates (“Income before income taxes”) and income tax expense

(benefit) for each of the years in the three-year period ended March 31, 2001 consist of the following:

Yen
(millions)

Income before
Income taxes

income taxes Current Deferred Total

1999:
Japanese .............................................................................................................. ¥199,848 ¥125,423 ¥(15,144 ¥140,567
Foreign (a)............................................................................................................. 320,663 107,875 (18,818) 89,057

................................................................................................................................. ¥520,511 ¥233,298 ¥0(3,674) ¥229,624

2000:
Japanese .............................................................................................................. ¥127,562 ¥076,015 ¥(22,160) ¥053,855
Foreign (a)............................................................................................................. 288,501 136,963 (20,384) 116,579

................................................................................................................................. ¥416,063 ¥212,978 ¥(42,544) ¥170,434

2001:

Japanese .............................................................................................................. ¥133,166 ¥065,444 ¥0(4,697) ¥060,747

Foreign (a)............................................................................................................. 251,810 131,419 (13,727) 117,692

................................................................................................................................. ¥384,976 ¥196,863 ¥(18,424) ¥178,439

U.S. dollars
(thousands) (note 2)

Income before
Income taxes

income taxes Current Deferred Total

2001:

Japanese.................................................................................................... $1,074,786 $0,528,200 $0(37,909) $0,490,291

Foreign (a) .................................................................................................. 2,032,365 1,060,686 (110,791) 949,895

....................................................................................................................... $3,107,151 $1,588,886 $(148,700) $1,440,186

(a) Foreign includes income taxes provided on undistributed earnings of foreign subsidiaries and affiliates.

The significant components of deferred income tax expense (benefit) for each of the years in the three-year period ended March

31, 2001 are as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Deferred tax expense (exclusive of the effects of other components listed below) ... ¥(18,478 ¥(41,699) ¥(16,803) $(135,617)

Adjustments to deferred tax assets and liabilities for enacted changes
in tax laws and rates .................................................................................................. (21,942) — — —

Decrease in beginning-of-the-year balance of the valuation allowance for
deferred tax assets .................................................................................................... (210) (845) (1,621) (13,083)

..................................................................................................................................... ¥0(3,674) ¥(42,544) ¥(18,424) $(148,700)

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 for each of the years in the three-year period ended March 31, 2001 of approximately 48%, 41% and 41%,

respectively. The foreign subsidiaries are subject to taxes based on income at rates ranging from 30% to 52%.
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The effective tax rate of Honda for each of the years in the three-year period ended March 31, 2001 differs from the normal

Japanese income tax rate for the following reasons:

1999 2000 2001

Normal income tax rate .............................................................................................................................. 48.0% 41.0% 41.0%

Valuation allowance provided for current year operating losses of subsidiaries ........................................ 1.2 2.8 5.2

Difference in normal tax rates of foreign subsidiaries................................................................................ (3.0) (1.3) (1.0)

Adjustments to deferred tax assets and liabilities for enacted changes in tax laws and rates .................. (4.2) — —

Reversal of valuation allowance due to utilization of operating loss carryforwards ................................... (0.1) (0.1) (0.1)

Other .......................................................................................................................................................... 2.2 (1.4) 1.3

Effective tax rate .................................................................................................................................... 44.1% 41.0% 46.4%

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabili-

ties at March 31, 2000 and 2001 are presented below:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Deferred tax assets:
Inventory valuation ................................................................................................................ ¥064,660 ¥062,535 $0,504,722

Allowance for dealers and customers ................................................................................... 68,257 87,014 702,292

Foreign tax credit................................................................................................................... 23,936 31,450 253,834

Operating loss carryforwards ................................................................................................ 24,523 36,295 292,938

Minimum pension liabilities adjustment................................................................................ 39,231 71,697 578,668

Accrued other pension liabilities............................................................................................ 50,847 59,254 478,241

Other ..................................................................................................................................... 90,863 90,174 727,796

Total gross deferred tax assets ......................................................................................... 362,317 438,419 3,538,491

Less valuation allowance................................................................................................... 26,514 46,225 373,083

Net deferred tax assets..................................................................................................... 335,803 392,194 3,165,408

Deferred tax liabilities:
Inventory valuation ................................................................................................................ (11,323) (10,878) (87,797)

Depreciation and amortization, excluding lease transactions................................................ (12,957) (7,301) (58,927)

Lease transactions ................................................................................................................ (89,389) (110,079) (888,450)

Undistributed earnings of subsidiaries and affiliates ............................................................. (32,224) (41,914) (338,289)

Net unrealized gains on marketable equity securities ........................................................... (32,296) (15,349) (123,882)

Other ..................................................................................................................................... (26,740) (10,425) (84,140)

Total gross deferred tax liabilities...................................................................................... (204,929) (195,946) (1,581,485)

Net deferred tax asset....................................................................................................... ¥130,874 ¥196,248 $1,583,923

The valuation allowance for deferred tax assets at March

31, 1999 was ¥18,436 million. The net change in the total val-

uation allowance for the years ended March 31, 2000 and

2001 was an increase of ¥8,078 million and ¥19,711 million

($159,088 thousand), respectively.

In assessing the realizability of deferred tax assets, man-

agement considers whether it is more likely than not that

some portion or all of the deferred tax assets will not be real-

ized. The ultimate realization of deferred tax assets is depen-

dent upon the generation of future taxable income during the

periods in which those temporary differences become

deductible. Management considered the scheduled reversal

of deferred tax liabilities, projected future taxable income and

tax planning strategies in making this assessment. 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, 2000 and 2001.
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Deferred income taxes at March 31, 2000 and 2001 are reflected in the consolidated balance sheets under the following captions:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Current assets—Deferred income taxes................................................................................... ¥154,277 ¥151,722 $1,224,552

Other assets.............................................................................................................................. 10,345 71,087 573,745

Other current liabilities .............................................................................................................. (31,215) (26,561) (214,374)

Other liabilities........................................................................................................................... (2,533) — —

Net deferred tax asset........................................................................................................... ¥130,874 ¥196,248 $1,583,923

(10) Dividends and Legal Reserves

(11) Pension and Other Postretirement 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 primari-

ly based on the combination of years of service and compen-

sation. The funding policy is to make periodic contributions as

required by applicable regulations. Plan assets consist primari-

ly of listed equity securities and bonds.

Retirement benefits for directors, excluding certain bene-

fits, are provided in accordance with management policy.

There are occasions where officers other than directors

receive special lump-sum payments at retirement. Such pay-

ments are charged to income as paid since amounts vary with

circumstances and it is impractical to compute a liability for

future payments.

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 transferred to stated capital. Certain foreign

subsidiaries are also required to appropriate their earnings to

legal reserves under the laws of the respective countries.

Cash dividends and appropriations to the legal reserves

charged to retained earnings during the years in the three-

year period ended March 31, 2001 represent dividends paid

out during those years and the related appropriations to the

legal reserves. Cash dividends per share for each of the years

in the three-year period ended March 31, 2001 were ¥21, ¥21

and ¥23 ($0.19), respectively. The accompanying consolidat-

ed financial statements do not include any provision for the

dividend of ¥12 ($0.10) per share aggregating ¥11,693 million

($94,374 thousand) to be proposed in June 2001. 

At March 31, 2001, certain of the Company’s subsidiaries

have operating loss carryforwards for income tax purposes of

approximately ¥112,857 million ($910,872 thousand), which are

available to offset future taxable income, if any. Periods avail-

able 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 1 year......................................... ¥000,510 $004,116
1 to 5 years ........................................... 11,528 93,043
5 to 15 years ......................................... 4,147 33,471
Indefinite periods .................................. 96,672 780,242

.............................................................. ¥112,857 $910,872

At March 31, 2000 and 2001, Honda did not recognize

deferred tax liabilities of ¥5,131 million and ¥5,987 million

($48,321 thousand), respectively, for certain portions of the

undistributed earnings of the Company’s subsidiaries because

such portions were reinvested or were determined to be rein-

vested. At March 31, 2000 and 2001, the undistributed earn-

ings not subject to deferred tax liabilities were ¥649,929

million and ¥663,540 million ($5,355,448 thousand), respec-

tively. Honda has recognized deferred tax liabilities for undis-

tributed earnings for which decisions of reinvestment have

not been made.
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Reconciliations of beginning and ending balances of the pension benefit obligations and the fair value of the plan assets are as follows:

Yen
(millions)

Japanese plans Foreign plans

2000 2001 2000 2001

Change in benefit obligations:
Benefit obligations at beginning of year ....................................................... ¥(1,235,634) ¥(1,240,448) ¥(93,228) ¥ (94,578)

Service cost.............................................................................................. (48,254) (44,311) (8,725) (9,034)

Interest cost ............................................................................................. (37,068) (37,213) (6,206) (7,293)

Plan participants’ contributions ................................................................ (6,257) (8,778) (469) (429)

Actuarial gain ............................................................................................ 42,133 85,054 2,939 7,280

Benefits paid ............................................................................................ 11,573 16,617 1,046 704

Amendment ............................................................................................. 33,059 54,410 (912) —

Foreign exchange translation ................................................................... — — 11,569 (13,905)

Other ........................................................................................................ — — (592) —

Benefit obligations at end of year................................................................. (1,240,448) (1,174,669) (94,578) (117,255)

Change in plan assets:
Fair value of plan assets at beginning of year .............................................. 632,742 762,928 87,414 110,749

Actual return on plan assets..................................................................... 91,206 (103,357) 23,987 (3,332)

Employer contributions ............................................................................ 44,296 46,994 11,853 7,647

Plan participants’ contributions ................................................................ 6,257 8,778 469 429

Benefits paid ............................................................................................ (11,573) (16,617) (1,046) (704)

Foreign exchange translation ................................................................... — — (11,928) 16,280

Fair value of plan assets at end of year ........................................................ 762,928 698,726 110,749 131,069

Funded status................................................................................................... (477,520) (475,943) 16,171 13,814

Unrecognized actuarial loss (gain) .................................................................... 373,595 401,547 (18,825) (16,904)

Unrecognized net transition obligations ........................................................... 10,900 9,772 169 148

Unrecognized prior service cost (benefit) ......................................................... (30,993) (79,844) 5,105 5,506

Net amount recognized ................................................................................ (124,018) (144,468) 2,620 2,564

Adjustments to recognize additional minimum liabilities (note 8):
Amount included in accumulated other comprehensive income (loss) ........ (95,685) (174,871) — —

......................................................................................................................... (95,685) (174,871) — —

Prepaid (accrued) pension cost recognized in the consolidated balance sheets.... ¥0,(219,703) ¥0,(319,339) ¥(02,620 ¥002,564

Pension plans with accumulated benefit obligations in excess of plan assets:
Projected benefit obligations........................................................................ ¥(1,236,579) ¥(1,171,212) ¥         — ¥ (15,272)

Accumulated benefit obligations .................................................................. (978,752) (1,014,820) — (13,479)

Fair value of plan assets ............................................................................... 759,805 695,835 — 12,727
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U.S. dollars
(thousands) (note 2)

Japanese plans Foreign plans

2001 2001

Change in benefit obligations:
Benefit obligations at beginning of year .......................................................................................... $(10,011,687) $  (763,341)

Service cost ................................................................................................................................. (357,635) (72,914)

Interest cost ................................................................................................................................ (300,347) (58,862)

Plan participants’ contributions.................................................................................................... (70,847) (3,462)

Actuarial gain ............................................................................................................................... 686,473 58,757

Benefits paid................................................................................................................................ 134,116 5,682

Amendment................................................................................................................................. 439,144 —

Foreign exchange translation....................................................................................................... — (112,228)

Benefit obligations at end of year.................................................................................................... (9,480,783) (946,368)

Change in plan assets:
Fair value of plan assets at beginning of year.................................................................................. 6,157,611 893,858

Actual return on plan assets ........................................................................................................ (834,197) (26,893)

Employer contributions................................................................................................................ 379,290 61,719

Plan participants’ contributions.................................................................................................... 70,847 3,462

Benefits paid................................................................................................................................ (134,116) (5,682)

Foreign exchange translation....................................................................................................... — 131,397

Fair value of plan assets at end of year ........................................................................................... 5,639,435 1,057,861

Funded status...................................................................................................................................... (3,841,348) 111,493

Unrecognized actuarial loss (gain) ....................................................................................................... 3,240,896 (136,433)

Unrecognized net transition obligations .............................................................................................. 78,870 1,195

Unrecognized prior service cost (benefit) ............................................................................................ (644,423) 44,439

Net amount recognized ................................................................................................................... (1,166,005) 20,694

Adjustments to recognize additional minimum liabilities (note 8):
Amount included in accumulated other comprehensive income (loss) ........................................... (1,411,388) —

............................................................................................................................................................. (1,411,388) —

Prepaid (accrued) pension cost recognized in the consolidated balance sheets ................................. $0(2,577,393) $0,020,694

Pension plans with accumulated benefit obligations in excess of plan assets:
Projected benefit obligations ........................................................................................................... $0(9,452,881) $(123,261)

Accumulated benefit obligations ..................................................................................................... (8,190,638) (108,789)

Fair value of plan assets .................................................................................................................. 5,616,102 102,720
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Pension expense for each of the years in the three-year period ended March 31, 2001 includes the following:

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Japanese plans:
Service cost-benefits earned during the year ............................................................. ¥40,897 ¥48,254 ¥44,311 $357,635

Interest cost on projected benefit obligations............................................................. 36,200 37,068 37,213 300,347

Expected return on plan assets .................................................................................. (21,735) (24,423) (27,808) (224,439)

Net amortization and deferral ..................................................................................... 18,973 23,073 11,171 90,162

........................................................................................................................................ ¥74,335 ¥83,972 ¥64,887 $523,705

Foreign plans:
Service cost-benefits earned during the year ............................................................. ¥09,314 ¥08,725 ¥09,034 $072,914

Interest cost on projected benefit obligations ............................................................ 6,284 6,206 7,293 58,862

Expected return on plan assets .................................................................................. (6,186) (6,657) (6,410) (51,735)

Net amortization and deferral ..................................................................................... 315 501 (1,898) (15,319)

.................................................................................................................................... ¥09,727 ¥08,775 ¥08,019 $064,722

The assumptions used in computing the information above are as follows:

1999 2000 2001

Japanese plans:
At March 31:

Discount rate .................................................................................................................. 3.0% 3.0% 3.0%

Rate of salary increase ................................................................................................... 3.0% 2.7% 2.8%

Year ended March 31:
Expected long-term rate of return .................................................................................. 4.0% 4.0% 4.0%

Foreign plans:
At March 31:

Discount rate .................................................................................................................. 5.5–7.5% 5.5–8.0% 5.5–8.0%

Rate of salary increase ................................................................................................... 3.5–6.0% 3.8–6.0% 4.0–6.0%

Year ended March 31:
Expected long-term rate of return .................................................................................. 6.0–9.0% 6.3–9.0% 6.5–9.0%

Certain of the Company’s subsidiaries in North America provide certain health care and life insurance benefits to retired employ-

ees. Such benefits have no material effect on Honda’s financial position and results of operations.
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(12) Supplemental Disclosures of Cash Flow Information

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Cash paid during the year for:
Interest.............................................................................................................. ¥108,694 ¥078,512 ¥106,446 $0859,128

Income taxes..................................................................................................... 254,973 231,277 211,549 1,707,417

(13) Comprehensive Income

U.S. dollars
Yen (thousands)

(millions) (note 2)

1999 2000 2001 2001

Adjustments from foreign currency translation:
Balance at beginning of year.......................................................................... ¥(314,885) ¥(419,134) ¥(580,676) $(4,686,651)

Adjustments for the year ............................................................................... (104,249) (161,542) 161,194 1,301,000

Balance at end of year ................................................................................... (419,134) (580,676) (419,482) (3,385,651)

Net unrealized gains on marketable equity securities:
Balance at beginning of year.......................................................................... 21,135 25,672 41,022 331,090

Realized (gain) loss on marketable equity securities ..................................... 389 (1,577) (5,398) (43,567)

Increase (decrease) in net unrealized gains on marketable equity securities..... 4,148 16,927 (18,987) (153,245)

Balance at end of year ................................................................................... 25,672 41,022 16,637 134,278

Minimum pension liabilities adjustment:
Balance at beginning of year.......................................................................... (76,791) (105,720) (34,962) (282,179)

Adjustments for the year ............................................................................... (28,929) 70,758 (46,720) (377,078)

Balance at end of year ................................................................................... (105,720) (34,962) (81,682) (659,257)

Total accumulated other comprehensive income (loss):
Balance at beginning of year.......................................................................... (370,541) (499,182) (574,616) (4,637,740)

Adjustments for the year ............................................................................... (128,641) (75,434) 90,089 727,110

Balance at end of year ................................................................................... ¥(499,182) ¥(574,616) ¥(484,527) $(3,910,630)

Comprehensive income consists of net income, change in

adjustments from foreign currency translation, change in net

unrealized gains on marketable equity securities, and change

in minimum pension liabilities adjustment, and is included in

the consolidated statements of stockholders’ equity.

Changes in accumulated other comprehensive income

(loss) for each of the years in the three-year period ended

March 31, 2001 are as follows:
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The tax effects allocated to each component of other comprehensive income (loss) and reclassification adjustments are as follows:

Yen
(millions)

Tax (expense)
Before-tax or benefit Net-of-tax

amount (note 9) amount

1999:
Adjustments from foreign currency translation ....................................................................... ¥(109,137) ¥04,888 ¥(104,249)
Unrealized gains (losses) on marketable equity securities:

Unrealized holding gains (losses) arising during the year..................................................... 7,977 (3,829) 4,148
Reclassification adjustments for losses realized in net income........................................... 747 (358) 389

Net unrealized gains (losses) ........................................................................................... 8,724 (4,187) 4,537

Minimum pension liabilities adjustment .................................................................................. (55,633) 26,704 (28,929)

Other comprehensive income (loss) ........................................................................................ ¥(156,046) ¥27,405 ¥(128,641)

2000:
Adjustments from foreign currency translation ....................................................................... ¥(166,327) ¥(04,785 ¥(161,542)
Unrealized gains (losses) on marketable equity securities:

Unrealized holding gains (losses) arising during the year..................................................... 28,689 (11,762) 16,927
Reclassification adjustments for gains realized in net income............................................. (2,673) 1,096 (1,577)

Net unrealized gains (losses) ........................................................................................... 26,016 (10,666) 15,350

Minimum pension liabilities adjustment .................................................................................. 119,928 (49,170) 70,758

Other comprehensive income (loss) ........................................................................................ ¥0(20,383) ¥(55,051) ¥0(75,434)

2001:

Adjustments from foreign currency translation ....................................................................... ¥(257,557 ¥(96,363) ¥(161,194

Unrealized gains (losses) on marketable equity securities:
Unrealized holding gains (losses) arising during the year..................................................... (32,182) 13,195 (18,987)

Reclassification adjustments for gains realized in net income............................................. (9,150) 3,752 (5,398)

Net unrealized gains (losses) ........................................................................................... (41,332) 16,947 (24,385)

Minimum pension liabilities adjustment .................................................................................. (79,186) 32,466 (46,720)

Other comprehensive income (loss) ........................................................................................ ¥(137,039 ¥(46,950) ¥0(90,089

U.S. dollars
(thousands) (note 2)

Tax (expense)
Before-tax or benefit Net-of-tax

amount (note 9) amount

2001:

Adjustments from foreign currency translation ................................................................ $2,078,749 $(777,749) $1,301,000

Unrealized gains (losses) on marketable equity securities:
Unrealized holding gains (losses) arising during the year ............................................. (259,742) 106,497 (153,245)

Reclassification adjustments for gains realized in net income ..................................... (73,850) 30,283 (43,567)

Net unrealized gains (losses) .................................................................................... (333,592) 136,780 (196,812)

Minimum pension liabilities adjustment ........................................................................... (639,112) 262,034 (377,078)

Other comprehensive income (loss)................................................................................. $1,106,045 $(378,935) $0,727,110
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(14) Fair Value of Financial Instruments

The estimated fair values of significant financial instruments at March 31, 2000 and 2001 were as follows:

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Carrying Estimated Carrying Estimated Carrying Estimated
amount fair value amount fair value amount fair value

Finance subsidiaries–receivables (a) .......... ¥1,002,546 ¥0,975,419 ¥1,286,935 ¥1,277,795 $10,386,884 $10,313,115

Investments and advances–marketable
equity securities ....................................... 146,465 146,465 108,080 108,080 872,316 872,316

Debt ........................................................... (1,414,095) (1,417,669) (1,553,071) (1,568,921) (12,534,874) (12,662,801)

Foreign exchange instruments (b)
Asset position ........................................ ¥0,010,811 ¥0,020,230 ¥0,000,767 ¥0,001,384 $00,006,190 $00,011,170

Liability position...................................... (300) (1,086) (17,542) (25,460) (141,581) (205,488)

Net ......................................................... ¥0,010,511 ¥0,019,144 ¥    (16,775) ¥    (24,076) $    (135,391) $    (194,318)

Interest rate instruments:
Asset position ........................................ ¥ — ¥0,011,374 ¥             — ¥0,000,023 $               — $00,000,185

Liability position...................................... — (510) — (24,265) — (195,843)

Net ......................................................... ¥ — ¥0,010,864 ¥             — ¥    (24,242) $               — $    (195,658)

U.S. dollars
Yen (thousands)

(millions) (note 2)

2000 2001 2001

Other current assets .................................................................................................................... ¥07,603 ¥(00,758 $(006,118

Other assets ................................................................................................................................ 3,208 9 72

Other current liabilities................................................................................................................. (287) (9,757) (78,749)

Other liabilities ............................................................................................................................. (13) (7,785) (62,832)

................................................................................................................................................. ¥10,511 ¥(16,775) $(135,391)

(a) The carrying amounts of Finance subsidiaries–receivables

at March 31, 2000 and 2001 in the table exclude ¥607,276

million and ¥780,427 million ($6,298,846 thousand) of direct

financing leases, net, classified as Finance subsidiaries–receiv-

ables in the consolidated balance sheets, respectively.

(b) The effects of foreign currency exchange rate fluctuations

resulting from currency swap agreements are included in

Other assets/liabilities and Other current assets/liabilities in

the consolidated balance sheets as follows (see note 7):
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(15) 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 busi-

ness 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 pur-

chased option contracts are normally used to hedge sale com-

mitments denominated in foreign currencies (principally 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 contracts.

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 instru-

ments involve, to varying degrees, elements of credit,

exchange rate and interest rate risks in excess of the amount

recognized in the consolidated balance sheets.

The aforementioned instruments contain an element of risk

in the event the counterparties are unable to meet the terms of

the agreements. However, Honda minimizes the risk exposure

by limiting the counterparties to major international banks and

financial institutions meeting established credit guidelines.

Management does not expect any counterparty to default on

its obligations and, therefore, does not expect to incur any

losses due to counterparty default. Honda generally does not

require or place collateral for these financial instruments.

Foreign currency forward contracts and currency swap

agreements are agreements to exchange different currencies at

a specified 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

specified rate on a specific future date. At March 31, 2000 and

2001, the total amounts of foreign currency forward contracts,

currency swap agreements and foreign currency option con-

tracts outstanding were ¥656,700 million and ¥543,623 million

($4,387,595 thousand), respectively.

Interest rate swap agreements generally involve the

exchange of fixed and floating rate interest payment obliga-

tions without the exchange of the underlying principal amount.

At March 31, 2000 and 2001, the notional principal amounts of

interest rate swap agreements were ¥1,149,563 million and

¥1,443,742 million ($11,652,478 thousand), respectively.

The estimated fair value amounts have been determined

using relevant market information and appropriate valuation

methodologies. However, these estimates are subjective in

nature and involve uncertainties and matters of significant

judgement and, therefore, cannot be determined with preci-

sion. The effect of using different assumptions and/or estima-

tion 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 matu-

rities. 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.

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 for-

eign currency option contracts were estimated by obtaining

quotes from banks. The fair values of currency swap agree-

ments and interest rate swap agreements were estimated by

discounting future cash flows using rates currently available

for these instruments of similar terms and remaining maturities.
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(16) Commitments and Contingent Liabilities

(17) Leases

Honda has several operating leases, primarily for office and

other facilities, and certain office equipment.

Future minimum lease payments under noncancelable

operating leases that have initial or remaining lease terms in

excess of one year at March 31, 2001 are as follows:

U.S. dollars
Yen (thousands)

Year ending March 31 (millions) (note 2)

2002 ....................................................... ¥25,090 $202,502
2003 ....................................................... 18,049 145,674
2004 ....................................................... 11,831 95,488
2005 ....................................................... 7,158 57,773
2006 ....................................................... 5,321 42,946
After five years ....................................... 24,910 201,049

Total minimum lease payments ..... ¥92,359 $745,432

Rental expenses under operating leases for each of the

years in the three-year period ended March 31, 2001 were

¥48,939 million, ¥49,014 million and ¥49,400 million

($398,709 thousand), respectively.

At March 31, 2001, Honda had commitments for purchases of

property, plant and equipment of approximately ¥8,551 million

($69,015 thousand). Contingent liabilities for guarantees and

similar activities of bank loans of employees, affiliates and

other companies amounted to approximately ¥99,780 million

($805,327 thousand).

Honda is subject to potential liability under various lawsuits

and claims. Such lawsuits and claims include product liability 

and 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, 2001 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.
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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, 2000 and 2001, and the related consolidated statements of income, stockholders’ equity and cash flows

for each of the years in the three-year period ended March 31, 2001. These consolidated financial statements are

the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated

financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of

America. 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

presentation. We believe that our audits provide a reasonable basis for our opinion.

The segment information required to be disclosed in financial statements under accounting principles generally

accepted in the United States of America 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 of America.

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, 2000 and 2001, and the results of their operations and their

cash flows for each of the years in the three-year period ended March 31, 2001 in conformity with accounting princi-

ples generally accepted in the United States of America.

The accompanying consolidated financial statements as of and for the year ended March 31, 2001 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 the consolidated financial statements.

Tokyo, Japan

April 27, 2001

I N D E P E N D E N T  A U D I T O R S ’  R E P O R T


