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CONSOLIDATED  BALANCE  SHEETS

Honda Motor Co., Ltd. and Subsidiaries U.S. dollars
March 31, 2001 and 2002 Yen (millions)

(millions) (note 2)

Assets 2001 2002 2002

Current assets:

Cash and cash equivalents ¥0,417,519 ¥ 0,609,441 $04,574

Trade accounts and notes receivable, net of allowance for doubtful accounts

  of ¥7,899 million in 2001 and ¥8,662 million ($65 million) in 2002 440,802 452,208 3,394

Finance subsidiaries–receivables, net (note 3) 762,368 995,087 7,468

Inventories (note 4) 620,754 644,282 4,835

Deferred income taxes (note 9) 151,722 182,788 1,372

Other current assets (note 7) 205,771 204,538 1,534

Total current assets 2,598,936 3,088,344 23,177

Finance subsidiaries– receivables, net (note 3) 1,304,994 1,808,861 13,575

Investments and advances:

Investments in and advances to affiliates (note 5) 200,625 249,959 1,876

Other, including marketable equity securities (note 6) 175,562 145,536 1,092

Total investments and advances 376,187 395,495 2,968

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

Land 299,984 318,208 2,388

Buildings 831,868 920,106 6,905

Machinery and equipment 1,887,630 2,048,244 15,372

Construction in progress 99,552 82,610 620

3,119,034 3,369,168 25,285

Less accumulated depreciation 1,864,411 1,979,455 14,855

Net property, plant and equipment 1,254,623 1,389,713 10,430

Other assets (notes 7 and 9) 132,669 258,382 1,939

Total assets ¥5,667,409 ¥ 6,940,795 $52,089

See accompanying notes to consolidated financial statements.

CONSOLIDATED BALANCE SHEETS
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U.S. dollars
Yen (millions)

(millions) (note 2)

Liabilities and Stockholders’ Equity 2001 2002 2002

Current liabilities:

Short-term debt (note 7) ¥0,910,417 ¥ 1,035,069 $07,768

Current portion of long-term debt (note 7) 274,481 308,014 2,312

Trade payables:

Notes 24,372 26,009 195

Accounts 795,882 814,948 6,116

Accrued expenses 539,348 678,118 5,089

Income taxes payable (note 9) 38,633 61,244 460

Other current liabilities (notes 7 and 9) 178,124 186,657 1,400

Total current liabilities 2,761,257 3,110,059 23,340

Long-term debt (note 7) 368,173 716,614 5,378

Other liabilities (notes 7, 8, 9 and 11) 307,688 540,181 4,054

Total liabilities 3,437,118 4,366,854 32,772

Stockholders’ equity:

Common stock, authorized 3,600,000,000 shares;

  issued 974,414,215 shares at March 31, 2001 and 2002 86,067 86,067 646

Capital surplus 172,529 172,529 1,295

Legal reserves (note 10) 27,929 28,969 217

Retained earnings (note 10) 2,428,293 2,765,600 20,755

Accumulated other comprehensive income (loss) (notes 6, 9, 11 and 13) (484,527) (479,175) (3,596)

Treasury stock, at cost 10,036 shares at March 31, 2002 — (49) (0)

Total stockholders’ equity 2,230,291 2,573,941 19,317

Commitments and contingent liabilities (notes 16 and 17)

Total liabilities and stockholders’ equity ¥5,667,409 ¥ 6,940,795 $52,089
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CONSOLIDATED STATEMENTS OF INCOME

Honda Motor Co., Ltd. and Subsidiaries U.S. dollars
Years ended March 31, 2000, 2001 and 2002 Yen (millions)

(millions) (note 2)

2000 2001 2002 2002

Net sales and other operating revenue (note 3) ¥6,098,840 ¥6,463,830 ¥ 7,362,438 $55,253

Operating costs and expenses:

Cost of sales (note 3) 4,205,879 4,557,382 5,036,188 37,795

Selling, general and administrative 1,132,695 1,146,659 1,291,778 9,694

Research and development 334,036 352,829 395,176 2,966

5,672,610 6,056,870 6,723,142 50,455

Operating income 426,230 406,960 639,296 4,798

Other income:

Interest 10,780 11,833 7,445 56

Other 10,732  8,873 1,898 14

21,512 20,706 9,343 70

Other expenses (note 1 (p)):

Interest 18,920 21,400 16,769 126

Other 12,759 21,290 80,528 604

31,679 42,690 97,297 730

Income before income taxes and equity in income of affiliates 416,063 384,976 551,342 4,138

Income taxes (note 9):

Current 212,978 196,863 223,064 1,674

Deferred (42,544) (18,424) 8,086 61

170,434 178,439 231,150 1,735

Income before equity in income of affiliates 245,629 206,537 320,192 2,403

Equity in income of affiliates (note 5) 16,786 25,704 42,515 319

Net income ¥0,262,415 ¥0,232,241 ¥ 6,362,707 $52,722

U.S. dollars
Yen (note 2)

2000 2001 2002 2002

Basic net income per common share (note 1 (n)) ¥0,0269.31. ¥0,0238.34. ¥ 0,0372.23. $002.79.

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

Honda Motor Co., Ltd. and Subsidiaries U.S. dollars
Years ended March 31, 2000, 2001 and 2002 Yen (millions)

(millions) (note 2)

2000 2001 2002 2002

Common stock:

Balance at beginning of year ¥0,086,067 ¥0,086,067 ¥ 0,086,067 $00,646

Balance at end of year 86,067 86,067 86,067 646

Capital surplus:

Balance at beginning of year 172,529 172,529 172,529 1,295

Balance at end of year 172,529 172,529 172,529 1,295

Legal reserves:

Balance at beginning of year 26,828 27,545 27,929 209

Transfer from retained earnings (note 10) 717 384 1,040 8

Balance at end of year 27,545 27,929 28,969 217

Retained earnings:

Balance at beginning of year 1,977,613 2,218,848 2,428,293 18,224

Net income for the year 262,415 232,241 362,707 2,722

Cash dividends (note 10) (20,463) (22,412) (24,360) (183)

Transfer to legal reserves (note 10) (717) (384) (1,040) (8)

Balance at end of year 2,218,848 2,428,293 2,765,600 20,755

Accumulated other comprehensive income (loss)

  (notes 6, 9, 11 and 13):

Balance at beginning of year (499,182) (574,616) (484,527) (3,636)

Other comprehensive income (loss) for the year, net of tax (75,434) 90,089 5,352 40

Balance at end of year (574,616) (484,527) (479,175) (3,596)

Treasury stock:

Balance at beginning of year — — — —

Purchase of treasury stock — — (49) (0)

Balance at end of year — — (49) (0)

Total stockholders’ equity ¥1,930,373 ¥2,230,291 ¥ 2,573,941 $19,317

Disclosure of comprehensive income:

Net income for the year ¥0,262,415 ¥0,232,241 ¥ 0,362,707 $02,722

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

  (notes 6, 9, 11 and 13) (75,434) 90,089 5,352 40

Total comprehensive income for the year ¥0,186,981 ¥0,322,330 ¥ 0,368,059 $02,762

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

Honda Motor Co., Ltd. and Subsidiaries U.S. dollars
Years ended March 31, 2000, 2001 and 2002 Yen (millions)

(millions) (note 2)

2000 2001 2002 2002

Cash flows from operating activities (note 12):
Net income ¥0,262,415 ¥0,232,241 ¥ 0,362,707 $02,722
Adjustments to reconcile net income to net cash provided
  by operating activities:

Depreciation 172,139 170,342 194,944 1,463
Deferred income taxes (42,544) (18,424) 8,086 61
Equity in income of affiliates (16,786) (25,704) (42,515) (319)
Provision for credit and lease residual losses on finance
  subsidiaries–receivables 15,777 15,584 22,139 166
Loss on derivative instruments and related others — — 21,740 163
Decrease (increase) in assets:

Trade accounts and notes receivable (43,732) (35,460) 5,539 42
Inventories (42,376) (8,372) 10,191 76
Other current assets (19,071) (843) 69,243 520
Other assets (11,437) 18,508 (28,577) (214)

Increase (decrease) in liabilities:
Trade payables 62,506 83,566 (14,101) (106)
Accrued expenses 52,400 31,477 75,772 569
Income taxes payable (13,988) (15,180) 20,551 154
Other current liabilities 3,459 39,791 (41,717) (313)
Other liabilities 19,647 19,176 59,762 448

Other, net 8,821 1,608 26,186 196

Net cash provided by operating activities 407,230 508,310 749,950 5,628

Cash flows from investing activities:
Decrease (increase) in investments and advances 14,102 (8,658) 476 4
Capital expenditures (222,891) (285,687) (303,424) (2,277)
Proceeds from sales of property, plant and equipment 18,573 19,218 7,416 56
Acquisitions of finance subsidiaries–receivables (1,809,817) (2,083,375) (2,900,128) (21,765)
Collections of finance subsidiaries–receivables 1,299,862 1,516,094 1,615,182 12,121
Proceeds from sales of finance subsidiaries–receivables 398,580 325,364 693,907 5,208

Net cash used in investing activities (301,591) (517,044) (886,571) (6,653)

Cash flows from financing activities:
Increase (decrease) in short-term debt (42,096) 333,541 5,997 45
Proceeds from long-term debt 290,822 149,108 624,070 4,684
Repayment of long-term debt (265,392) (475,744) (298,718) (2,242)
Cash dividends paid (note 10) (20,463) (22,412) (24,360) (183)
Increase in commercial paper classified as long-term debt 7,187 711 649 5

Net cash provided by (used in) financing activities (29,942) (14,796) 307,638 2,309

Effect of exchange rate changes on cash and cash equivalents (22,734) 10,462 20,905 157

Net change in cash and cash equivalents 52,963 (13,068) 191,922 1,441

Cash and cash equivalents at beginning of year 377,624 430,587 417,519 3,133

Cash and cash equivalents at end of year ¥0,430,587 ¥0,417,519 ¥ 0,609,441 $04,574

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Honda Motor Co., Ltd. and Subsidiaries

1. General and Summary of Significant Accounting Policies

(a) Description of Business

Honda Motor Co., Ltd. (the “Company") and its subsidiaries (col-

lectively “Honda") develop, manufacture, distribute and provide

financing for the sale of its motorcycles, automobiles and power

products. Honda’s manufacturing operations are principally con-

ducted in 26 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 activity

for the year ended March 31, 2002 were derived from: motorcycle

business 12.9%, automobile business 80.5%, financial services

2.7%, and other businesses 3.9%. Operating income by category

of activity for the year ended March 31, 2002 was derived from:

motorcycle business 10.9%, automobile business 81.4%, finan-

cial services 7.1%, and other businesses 0.6%. The total assets

at March 31, 2002 were attributable to: motorcycle business

10.9%, automobile business 48.7%, financial services 42.0%,

other businesses 3.5%, and corporate assets (net of company-

wide accounts eliminated in consolidation) (5.1%).

Honda sells motorcycles, automobiles and power products in

most countries in the world. For the year ended March 31, 2002,

71.6% of net sales and other operating revenue (¥5,274,673 mil-

lion; $39,585 million) was derived from subsidiaries operating out-

side Japan (2001: ¥4,512,845 million, 2000: ¥4,291,964 million).

Net sales and other operating revenue for the year ended March

31, 2002 was geographically broken down based on the location

of customers as follows: Japan 25.4%, North America 56.3%,

Europe 7.7%, and others 10.6%. For the year ended March 31,

2002, 63.8% of operating income (¥407,768 million; $3,060 mil-

lion) was generated from foreign subsidiaries, disregarding the

effect of elimination of unrealized profits between domestic

operations and foreign operations (2001: ¥256,933 million, 2000:

¥292,294 million). Also, 65.8% of Honda’s assets at March 31,

2002 (¥4,569,098 million; $34,290 million) was identified with

foreign operations (2001: ¥3,457,931 million).

(b) Basis of Presenting Consolidated Financial Statements

The Company and its domestic subsidiaries maintain their books

of account in conformity with financial accounting standards

of Japan, and its foreign subsidiaries generally maintain their

books of account in conformity with those of the countries of

their domicile.

The consolidated financial statements presented herein have

been prepared in a manner and reflect the adjustments which are

necessary to conform them with accounting principles 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 bal-

ances and transactions have been eliminated in consolidation.

The investments in 20% to 50% owned affiliates are stated at

their underlying equity value.

Minority interests in net assets and income are not significant

and, accordingly, are not presented separately in the accompany-

ing consolidated balance sheets and statements of income.

(d) Use of Estimates

Management of 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 statements 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 recognized when persuasive

evidence of an arrangement including title transfer exists, delivery

has occurred, the sales price is fixed or determinable, and

collectibility is probable. 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 cer-

tain 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 difference

between the cash proceeds received and the carrying value of

the receivables sold and is recorded in the period in which the

sale occurs. Honda allocates the recorded investment in finance

receivables between the portion(s) of the receivables sold and

portion(s) retained based on the relative fair values of those por-

tions 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 “trading” 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 involved. A servicing asset or liability is amortized in pro-

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

Servicing assets and servicing liabilities at March 31, 2001 and

2002 were not significant.
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(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 principally

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 comprehensive income (loss) and

accumulated in the stockholders’ equity section of the consoli-

dated balance sheets. Honda did not hold any “trading” securities

at March 31, 2001 and 2002, 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, 2001

and 2002.

(i) Goodwill

Goodwill, which represents the excess cost over the net tangible

and identifiable intangible assets acquired at acquisition dates of

investments in subsidiaries and affiliates, is being amortized on

a straight-line basis over the expected periods to be benefited,

generally five years.

(j) Depreciation

Depreciation of property, plant and equipment is calculated prin-

cipally by the declining-balance method based on estimated

useful lives of the respective assets.

(k) 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 circum-

stances 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 without interest

charges) expected to be generated by the asset. If such assets

are considered to be impaired, the impairment to be recognized

is measured by the amount by which the carrying amount of the

assets exceeds the fair value of the assets.

Assets to be disposed of are reported at the lower of the

carrying amount or fair value less costs to sell.

(l) 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 operating 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 undistributed

earnings of subsidiaries and affiliates to the extent that the

Company anticipates receiving them in the form of dividends.

(m) 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, 2002 were ¥189,774 million, ¥197,593

million and ¥213,836 million ($1,605 million), respectively. Provi-

sions for estimated costs related to product warranty are made at

the time of sale.

(n) 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. The weighted average number of common shares out-

standing for the years ended March 31, 2000, 2001 and 2002 was

974,414,215, 974,414,215 and 974,408,513, respectively.

(o) 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 adjustments resulting therefrom

are included in other comprehensive income (loss) and are accu-

mulated in the stockholders’ equity section of the consolidated

balance sheets.

Foreign currency transaction gains (losses) included in other

income (expenses)—other for each of the years in the three-year

period ended March 31, 2002 are as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2000 2001 2002 2002

¥1,305 ¥(8,195) ¥ (46,678) $(350)
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(p) 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 instruments

include foreign currency forward contracts, currency swap agree-

ments, currency option contracts and interest rate swap agree-

ments. Prior to the adoption of Statement of Financial Accounting

Standards (SFAS) No. 133, “Accounting for Derivative Instruments

and Hedging Activities” and SFAS No. 138, “Accounting for Cer-

tain Derivative Instruments and Certain Hedging Activities, an

amendment of FASB statement No. 133” on April 1, 2001, gains

and losses on foreign exchange instruments that qualify for hedge

accounting treatment were recognized in the same period in

which gains or losses from the transaction being hedged were

recognized. The differential paid or received on interest rate swap

agreements was recognized over the life of the agreement as an

adjustment to interest expense. In the event of an early termina-

tion of the hedge, any deferred gain or loss on the hedging instru-

ment was deferred until the hedged item was realized. Derivative

financial instruments that did not meet the criteria for hedge

accounting were marked to market.

The Financial Accounting Standards Board issued SFAS No.

133 in June 1998 and SFAS No. 138 in June 2000. Both stan-

dards establish accounting and reporting standards for derivative

instruments and for hedging activities, and require that an entity

recognize all derivatives as either assets or liabilities in the bal-

ance sheet and measure those instruments at fair value. Changes

in the fair value of derivatives are recorded each period 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 ineffective portion of all

hedges will be recognized in earnings.

Honda adopted SFAS No. 133 and SFAS No. 138 on April 1,

2001. The cumulative effect adjustment upon the adoption of

SFAS No. 133 and SFAS No. 138, net of the related income tax

effect, resulted in a decrease to net income of ¥89 million and a

decrease to other comprehensive income of ¥5,998 million. Due to

the immateriality of the amount, the cumulative effect adjustment

to net income of ¥89 million and the cumulative effect adjustment

to other comprehensive income of ¥5,998 million were recognized

in other expenses in the consolidated statements of income for

the year ended March 31, 2002. The adoption of SFAS No. 133

and SFAS No. 138 has not altered Honda’s hedging strategies.

However, all derivatives are now recognized as either assets or

liabilities in the consolidated balance sheets and measured at fair

value. In addition, because Honda has not elected to apply hedge

accounting subsequent to the adoption of SFAS No. 133 and

SFAS No. 138, changes in the fair value of its derivative instru-

ments are recognized in earnings in the period of the change. The

amount recognized in earnings (included in other expenses—

other) during the year ended March 31, 2002, excluding the

cumulative effect adjustment, was ¥14,039 million.

(q) Pension and Other Postretirement Benefits

The Company and certain of its subsidiaries have various pension

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.

(r) Internal-Use Software

Certain internal-use software costs are capitalized once specific

criteria are met and are amortized on a straight-line basis over five

years.

(s) New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board issued

Statement of Financial Accounting Standards (SFAS) No. 141,

“Business Combinations”, and SFAS No. 142, “Goodwill and

Intangible Assets”. SFAS No. 141 requires that the purchase

method of accounting be used for all business combinations com-

pleted after June 30, 2001. SFAS No. 141 also specifies the types

of acquired intangible assets that are required to be recognized

and reported separately from goodwill and those acquired intan-

gible assets that are required to be included in goodwill. SFAS No.

142 requires that goodwill no longer be amortized, but instead be

tested for impairment at least annually. SFAS No. 142 also requires

recognized intangible assets determined to have a finite useful life

be amortized over their respective estimated useful lives and

reviewed for impairment in accordance with SFAS No. 144,

“Accounting for the Impairment or Disposal of Long-Lived Assets”.

Any recognized intangible asset determined to have an indefinite

useful life will not be amortized, but instead tested for impairment

in accordance with the Standard until its life is determined to no

longer be indefinite.

Honda adopted the provisions of SFAS No. 141 and 142 on

April 1, 2002, with the exception of the immediate requirement

to use the purchase method of accounting for all future business

combinations completed after June 30, 2001. However, any good-

will and any intangible asset determined to have an indefinite

useful life that is acquired in a business combination completed

after June 30, 2001 will not be amortized. Goodwill and intangible

assets acquired in business combinations completed before July

1, 2001 continued to be amortized through March 31, 2002.

SFAS No. 141 requires Honda to evaluate its existing intangible

assets and goodwill and to make any necessary reclassifications in

order to conform with the new separation requirements at the date

of adoption. Upon adoption of SFAS No. 142, the Company is
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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 con-

solidated financial statements as of and for the year ended

March 31, 2002 have been translated into United States dollars at

the rate of ¥133.25=US$1, the approximate exchange rate pre-

vailing on the Tokyo Foreign Exchange Market on March 29, 2002.

This translation should not be construed as a representation that

all the amounts shown could be converted into U.S. dollars.

required to reassess the useful lives and residual values of all

intangible assets and make any necessary amortization period

adjustments by June 30, 2002.

In connection with the transitional impairment evaluation, SFAS

No. 142 will require Honda to perform an assessment of whether

there is an indication that goodwill is impaired as of April 1, 2002.

To accomplish this, Honda must (1) identify its reporting units, (2)

determine the carrying value of each reporting unit by assigning

the assets and liabilities, including the existing goodwill and intan-

gible assets to those reporting units, and (3) determine the fair

value of each reporting unit. This first step of the transitional

assessment is required to be completed by September 30, 2002. If

the carrying value of any reporting unit exceeds its fair value, then

detailed fair values for each of the assigned assets (excluding

goodwill) and liabilities will be determined to calculate the amount

of goodwill impairment, if any. This second step is required to be

completed as soon as possible, but no later than March 31, 2003.

Any transitional impairment loss resulting from the adoption will

be recognized as the effect of a change in accounting principle

in Honda’s consolidated statements of income. The adoption of

SFAS No. 141 did not have a material effect on Honda’s consoli-

dated financial position and results of operations. Management

does not anticipate that the adoption of SFAS No. 142 will have

a material effect on Honda’s consolidated financial position and

results of operations.

In June 2001, the Financial Accounting Standards Board issued

SFAS No. 143, “Accounting for Asset Retirement Obligations”,

which addresses financial accounting and reporting for obligations

associated with the retirement of tangible long-lived assets and

the associated asset retirement costs. This Statement applies

to legal obligations associated with the retirement of long-lived

assets that result from the acquisition, construction, development

and (or) normal use of the asset. SFAS No. 143 requires that the

fair value of a liability for an asset retirement obligation be recog-

nized in the period in which it is incurred if a reasonable estimate

of fair value can be made. The fair value of the liability is added to

the carrying amount of the associated asset and this additional

carrying amount is depreciated over the life of the asset. The

liability is accreted at the end of each period through charges to

operating expense. If the obligation is settled for other than the

carrying amount of the liability, Honda will recognize a gain or loss

on settlement.

Honda is required and plans to adopt the provisions of SFAS

No. 143 for the fiscal year beginning April 1, 2003. Honda is cur-

rently analysing SFAS No. 143 and has not yet determined the

impact of adopting this Statement as of the date of this report.

In August 2001, the Financial Accounting Standards Board

issued SFAS No. 144, “Accounting for the Impairment or Disposal

of Long-Lived Assets”, which supersedes both SFAS No. 121,

“Accounting for the Impairment of Long-Lived Assets and for

Long-Lived Assets to Be Disposed Of”, and the accounting and

reporting provisions of Accounting Principles Board (APB) Opinion

No. 30, “Reporting the Results of Operations—Reporting the

Effects of Disposal of a Segment of a Business, and Extraordinary,

Unusual and Infrequently Occurring Events and Transactions”, for

the disposal of a segment of a business (as previously defined in

that Opinion). SFAS No. 144 retains the fundamental provisions in

SFAS No. 121 for recognizing and measuring impairment losses on

long-lived assets held for use and long-lived assets to be disposed

of by sale, while also resolving significant implementation issues

associated with SFAS No. 121. For example, SFAS No. 144 pro-

vides guidance on how a long-lived asset that is used as part of

a group should be evaluated for impairment, establishes criteria

for when a long-lived asset is held for sale, and prescribes the

accounting for a long-lived asset that will be disposed of other than

by sale. SFAS No. 144 retains the basic provisions of APB Opinion

No. 30 on how to present discontinued operations in the income

statements but broadens that presentation to include a component

of an entity (rather than a segment of a business). Unlike SFAS No.

121, an impairment assessment under SFAS No. 144 will never

result in a write-down of goodwill. Rather, goodwill is evaluated for

impairment under SFAS No. 142, “Goodwill and Other Intangible

Assets”.

Honda adopted the provisions of SFAS No. 144 on April 1,

2002. The adoption of SFAS No. 144 did not have a material

effect on Honda’s consolidated financial position and results of

operations.

(t) Reclassifications

Certain reclassifications have been made to the prior years’ con-

solidated financial statements to conform to the presentation used

for the year ended March 31, 2002.



Honda Motor Co., Ltd.  Annual Report 2002   41

3. Finance Subsidiaries– Receivables and Securitizations

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

subsidiaries’ historical experience with residual value losses.

Finance subsidiaries–receivables, net, consisted of the following at March 31, 2001 and 2002:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Direct financing leases ¥0,892,589 ¥ 1,410,324 $10,584

Retail 980,215 1,230,479 9,235

Wholesale 220,259 236,396 1,774

Term loans to dealers 26,611 22,288 167

Total finance receivables 2,119,674 2,899,487 21,760

Retained interests in the sold pools of finance receivables 88,898 106,879 802

2,208,572 3,006,366 22,562

Less:

Allowance for credit losses 8,296 12,965 97

Allowance for losses on lease residual values 8,563 12,560 94

Unearned interest income and fees 124,351 176,893 1,328

Finance subsidiaries–receivables, net 2,067,362 2,803,948 21,043

Less current portion 762,368 995,087 7,468

Noncurrent finance subsidiaries–receivables, net ¥1,304,994 ¥ 1,808,861 $13,575

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

2002 and thereafter:

U.S. dollars
Yen (millions)

Years ending March 31 (millions) (note 2)

2003 ¥0,976,688 $07,330

2004 686,850 5,154

2005 707,133 5,307

2006 378,551 2,841

2007 121,530 912

After five years 28,735 216

1,922,799 14,430

Total ¥2,899,487 $21,760

Finance subsidiaries–receivables represent finance receivables

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

borrower’s ability to pay.



42   Honda Motor Co., Ltd.  Annual Report 2002

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, 2002 as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2000 2001 2002 2002

Finance income ¥144,729 ¥176,074 ¥ 209,315 $1,571

Finance cost 68,638 89,896 93,868 704

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, 2002, which

are included in finance income in the table above, are ¥617 million

net losses, ¥3,170 million net gains and ¥13,060 million ($98

million) net gains, respectively.

Key economic assumptions used in initially estimating the fair

values at the date of the securitizations during the year ended

March 31, 2002 are as follows:

Weighted average life (years) 2.40 to 3.92

Prepayment speed 0.75% to 1.30%

Expected credit losses 0.20% to 0.35%

Residual cash flows discount rate 5.96% to 12.00%

At March 31, 2002, the significant assumptions used in

estimating the residual cash flows from sold receivables are as

follows:

Assumption (%)

Retail receivables:

Prepayment speed 1.31

Expected credit losses 0.34

Residual cash flows discount rate 9.76

Lease receivables:

Prepayment speed 1.21

Expected credit losses 0.39

Residual cash flows discount rate 6.99

The outstanding balance of securitized financial assets at March 31, 2002 is summarized as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2002 2002

Receivables sold:

Retail ¥ 835,252 $6,268

Direct financing leases 140,720 1,056

Total receivables sold ¥ 975,972 $7,324

4. Inventories

Inventories at March 31, 2001 and 2002 are summarized as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Finished goods ¥387,714 ¥ 408,703 $3,067

Work in process 22,482 21,521 162

Raw materials 210,558 214,058 1,606

¥620,754 ¥ 644,282 $4,835
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5. Investments and Advances— Affiliates

Certain financial information in respect of affiliates at March 31, 2001 and 2002, and for each of the years in the three-year period ended

March 31, 2002 is shown below:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Current assets ¥0,540,145 ¥ 0,654,709 $04,913

Other assets, principally property, plant and equipment 631,190 726,335 5,451

1,171,335 1,381,044 10,364

Current liabilities 494,459 545,093 4,091

Other liabilities 150,895 144,718 1,086

Net assets ¥0,525,981 ¥ 0,691,233 $45,187

U.S. dollars
Yen (millions)

(millions) (note 2)

2000 2001 2002 2002

Net sales ¥1,866,464 ¥2,011,217 ¥ 2,299,994 $17,261

Net income 42,764 60,894 103,632 778

Cash dividends received by Honda during the year 4,843 6,264 11,580 87

Sales to affiliates by the Company and its subsidiaries and

sales among such affiliates are made on the same basis as sales

to unaffiliated parties.

Honda’s equity in undistributed income of affiliates at March

31, 2001 and 2002 included in retained earnings was ¥106,198

million and ¥129,444 million ($971 million), respectively.

Honda’s intercompany balances and transactions with affiliates at March 31, 2001 and 2002, and for each of the years in the three-year

period ended March 31, 2002 are as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Due from ¥09,968 ¥ 15,895 $119

Due to 89,782 95,600 717

U.S. dollars
Yen (millions)

(millions) (note 2)

2000 2001 2002 2002

Purchases from ¥509,969 ¥529,317 ¥ 536,404 $4,026

Sales to 75,172 101,743 131,389 986
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6. Investments and Advances— Other

Investments and advances—other at March 31, 2001 and 2002 consisted of the following:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Marketable equity securities ¥108,080 ¥ 079,804 $0,599

Nonmarketable preferred stock—Mitsubishi Tokyo Financial Group, Inc. (a) 10,200 10,200 77

Guaranty deposits 32,528 30,679 230

Life insurance contracts 7,697 4,524 34

Advances 3,150 2,503 19

Other 13,907 17,826 133

¥175,562 ¥ 145,536 $1,092

(a) On April 2, 2001, the shareholders of the Bank of Tokyo–Mitsubishi Ltd. (BTM) exchanged their equity shares in BTM for shares in a newly formed
holding company, Mitsubishi Tokyo Financial Group Inc. (MTFG), resulting in BTM becoming a subsidiary of MTFG. Accordingly, the nonmarketable
preferred shares of BTM held by the Company were exchanged for nonmarketable preferred shares in the new entity, MTFG.

Certain information with respect to available-for-sale securities, all of which are marketable equity securities at March 31, 2001 and

2002, is summarized below:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Cost ¥070,641 ¥ 56,884 $427

Fair value 108,080 79,804 599

Gross unrealized gains 50,780 36,637 275

Gross unrealized losses 13,341 13,717 103

7. Short-Term and Long-Term Debt

Short-term debt at March 31, 2001 and 2002 is as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Short-term bank loans ¥344,566 ¥ 0,313,635 $2,354

Medium-term notes 370,805 391,756 2,940

Commercial paper 195,046 329,678 2,474

¥910,417 ¥ 1,035,069 $7,768

The weighted average interest rates on short-term debt outstanding at March 31, 2001 and 2002 were 5.50% and 3.78%, respectively.
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Long-term debt at March 31, 2001 and 2002 is as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Honda Motor Co., Ltd.:

Loans, maturing 2001–2003:

Unsecured, principally from banks ¥030,255 ¥ 0,000,314 $0,003

30,255 314 3

Subsidiaries:

Commercial paper 207,533 223,194 1,675

Loans, maturing 2001–2020:

Secured, principally from banks 5,736 5,832 44

Unsecured, principally from banks 154,095 76,279 572

1.31% Japanese yen unsecured bond due 2005 30,000 30,000 225

0.69% Japanese yen unsecured bond due 2006 — 60,000 450

0.81% Japanese yen unsecured bond due 2006 — 1,000 8

Medium-term notes, maturing 2001–2010 215,944 628,335 4,715

Less unamortized discount, net 909 326 2

612,399 1,024,314 7,687

Total long-term debt 642,654 1,024,628 7,690

Less current portion 274,481 308,014 2,312

¥368,173 ¥ 0,716,614 $5,378

The loans are either secured by property, plant and equipment

or subject to collateralization upon request, and their interest rates

range from 0.28% to 13.50% per annum at March 31, 2002. Prop-

erty, plant and equipment with a net book value of approximately

¥12,240 million and ¥11,477 million ($86 million) at March 31,

2001 and 2002, respectively, were subject to specific mortgages

securing indebtedness.

At March 31, 2001 and 2002, U.S. dollar 1,675 million of com-

mercial paper borrowings were classified as long-term, as it is

the respective finance subsidiary’s intention to refinance them

on a long-term basis and it has established the necessary credit

facilities to do so. The interest rate on commercial paper was

approximately 1.92% at March 31, 2002.

Medium-term notes are unsecured, and their interest rates

range from 0.05% to 2.50% at March 31, 2002.

The following schedule shows the maturities of long-term debt

for each of the five years following March 31, 2002 and thereafter:

U.S. dollars
Yen (millions)

Years ending March 31 (millions) (note 2)

2003 ¥0,308,014 $2,312

2004 447,347 3,357

2005 168,246 1,263

2006 24,038 180

2007 71,275 535

After five years 5,708 43

716,614 5,378

Total ¥1,024,628 $7,690
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The Company and certain of its subsidiaries have entered

into currency swap and interest rate swap agreements for hedg-

ing currency and interest rate exposures resulting from the

issuance of long-term debt. Fair value of contracts related to cur-

rency swap and interest rate swap are included in other assets/

liabilities and/or other current assets/liabilities in the consolidated

balance sheets, as appropriate (see note 14). Unless a right of

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

the consolidated balance sheets.

At March 31, 2002, Honda had unused line of credit facilities

amounting to ¥593,947 million ($4,457 million), of which ¥279,329

million ($2,096 million) related to commercial paper programs and

¥314,618 million ($2,361 million) related to medium-term notes

programs. Honda is authorized to obtain financing at prevailing

interest rates under these programs.

At March 31, 2002, Honda also had committed lines of credit

amounting to ¥604,808 million ($4,539 million), 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 indebtedness will

be given upon request of the bank, and that the bank shall have

the right to offset cash deposits against obligations that have

become due or, in the event of default, against all obligations due

to the bank. Certain debenture trust agreements provide that

Honda must give additional security upon request of the trustee.

8. Other Liabilities

Other liabilities at March 31, 2001 and 2002 are summarized as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2001 2002 2002

Allowance for dealers and customers ¥056,074 ¥ 115,789 $0,869

Minority interest 32,058 35,978 270

Additional minimum pension liabilities (note 11) 174,871 354,772 2,662

Deferred income taxes — 1,561 12

Other 44,685 32,081 241

¥307,688 ¥ 540,181 $4,054

9. Income Taxes

Total income taxes for each of the years in the three-year period ended March 31, 2002 were allocated as follows:

U.S. dollars
Yen (millions)

(millions) (note 2)

2000 2001 2002 2002

Income ¥170,434 ¥178,439 ¥ 231,150 $1,735

Stockholders’ equity—Accumulated other comprehensive

  income (loss) (note 13) 55,051 46,950 (80,772) (606)

¥225,485 ¥225,389 ¥ 150,378 $1,129
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