


Automobile Business

Other Regions

In calendar 2007, major markets in the Other Regions geographical segment expanded against
a background of increasing crude oil and other raw material prices. Compared with the previous
year, the Brazilian automobile market* grew to approximately 2,460,000 units, while the Austra-
lian market*™ expanded to approximately 1,050,000 units. Markets in the Middle East and South
American markets other than Brazil also experienced overall expansion.

Amid these operating conditions, Honda’s unit sales in the Other Regions during fiscal 2008
expanded 26.6%, to 314,000 units. In Brazil, sales of Civic and Fit flexible fuel vehicle (FFV) models
which are able to operate on 100% ethanol or a mixture of gasoline and ethanol were quite robust,
while in other countries, sales of the CR-V and Civic were strong.

In the production area, to meet expanding demand in Brazil, in July 2007 Honda increased
the annual production capacity of its Brazilian plant from 80,000 units to 100,000 units. Also, in
Argentina, Honda began construction work in November 2007 on a new plant that is scheduled
to go into operation in the latter half of calendar 2009 and will have an annual capacity of 30,000
units. This new plant will respond to expanding domestic demand in Argentina, and, together
with Honda’s Brazilian automobile plant, will form the automobile production bases for the South

Ground-breaking ceremony for the new
automobile plant in Argentina American market.

*Source: Associagao Nacional dos Fabricantes de Veiculos Automotores (the Brazilian automobile association)
**Source: Federal Chamber of Automotive Industries (the Australian automobile association)

Business Plan for Fiscal 2009

Honda has set a target for fiscal 2009, ending March 31, 2009, of expanding total unit sales of
automobiles 5.5%, to 4,140,000 units.

In Japan, conditions in the automobile market are expected to remain challenging, but Honda
will work to further expand sales of models showing strong sale performances, including the new
Fit and the new Inspire, and will also implement measures to strengthen the product lineup and
expand sales as we introduce new models, such as the Freed, in May 2008. In addition, in the

Freed marketing and service field, Honda is working to accelerate the strengthening of its sales and
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service structures through the consolidation of sales channels and continues to strive to maximize
lifetime customer satisfaction. In fiscal 2009, Honda has set a target of selling 620,000 automo-
biles in Japan, 0.8% higher than in fiscal 2008.

A substantial decline is forecasted for the total demand in the U.S. market in 2008 amid the
uncertainty about future trends in the economy, including concern about the effects of the sub-
prime mortgage crisis spreading to the real economy and rising gasoline prices. Under these dif-
ficult market conditions, Honda will continue to focus on models that already have favorable sales
performances, including the Accord, Civic and CR-V, while also adding four new models, including
the all-new Acura TSX and Honda Pilot, which were introduced in spring 2008, as well as the new
Honda Fit and Acura TL, which are scheduled for introduction in fall 2008. Through these market-
ing activities, Honda intends to respond to the needs of its customers in North America by offering
them new products featuring industry-leading levels of fuel efficiency, quality and reliability.

Although conditions currently facing Honda are challenging, in its production activities it will
implement measures to increase local production and strengthen its base in North America. To
this end, Honda is moving ahead with construction of its new Indiana plant in the United States
with annual capacity of 200,000 units and a new automobile engine plant in Canada. Work on
both these plants is proceeding smoothly with a target start-up date in fall 2008.

In Europe, continued market growth is expected in Russia, the Ukraine and the countries
of Central and Eastern Europe. Honda will work to expand sales of the CR-V and Civic, which
are experiencing favorable sales performances, and introduce the new Accord with full model
changes in June 2008 and new Jazz with a full model change in September 2008. Through these
and other initiatives, Honda will strive to increase the appeal of its products and expand sales in
the European region.

The new, eighth-generation Accord for the European market will solidly establish
Honda’s position in this segment. The new Accord will be available in three types,
with 2.0-liter and 2.4-liter i-VTEC gasoline engines and with a newly
developed 2.2-liter i-DTEC diesel engine, which Honda is mass-
producing for the first time. These Honda automobiles meet
the Euro 5 emissions standards, scheduled to go into effect

in 2009, ahead of the requirement.

Accord (European model)

Review of Operations
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Automobile Business
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Along with these initiatives to enhance the appeal of Honda products, Honda is taking steps
to expand its marketing network, especially in the fast-growing Russian market, and has set a goal
of having approximately 70 dealers in operation within a few years.

In the production area, to respond to the expansion in sales of diesel engines in the European
region, Honda will expand diesel engine production from Japan to Europe step by step and further
localize its European operations.

Honda is aiming for a 20.2% increase in annual sales in Europe in fiscal 2009, to 470,000
units.

In Asia, the Chinese market is expected to experience further growth, and many observers
are looking for the total automobile market (passenger vehicles + commercial vehicles) to exceed
10 million units in calendar 2008. In other parts of Asia, especially the countries of Southeast Asia,
market expansion is expected to continue. In these markets, Honda will focus on the Civic and

CR-V that are experiencing favorable sales performances, while also endeavoring to increase the

appeal of its products and increase sales through full model changes on core models, such as
Acura dealer in China the new Accord, introduced in Asia from the end of 2007, and new Jazz, to be introduced during
2008 to 2009.

To respond to the market expansion in India, Honda is aiming to continue to expand its sales
network to 160 dealers over the next three years. Similarly, in China, Guangzhou Honda and
Dongfeng Honda, affiliate companies accounted for under the equity method, are expanding their
sales networks. At the same time, the Acura brand marketing network is being expanded along
with activities to build the brand. In the Chinese market as a whole, the goal is to have a network
of 700 dealers in total for the Honda and Acura brands by the end of 2008.

In the production area, to meet growing demand in Southeast Asia, Honda is scheduled to

start production at a new plant in Thailand in the latter half of 2008.

In fiscal 2009, Honda’s target for unit sales in the Asian region as a whole is 920,000 units, an

Rendering of second automobile plant in Thailand

increase of 21.9%.
In Other Regions, Honda is expecting further market expansion, as economic conditions re-
main favorable in Brazil, Australia and countries of the Middle East. In addition to

continued favorable sales of the Civic and CR-V models, Honda is expecting

an additional sales increase of the new Accord. As a result, Honda is aiming
for growth in the unit sales in Other Regions in fiscal 2009 of 14.6% over the

previous fiscal year, to 360,000 units. On the production side, to respond to
strong demand in Brazil, Honda is working to expand annual produc-
tion capacity of its Brazilian plant from 100,000 units to 120,000
units by August 2008.

VCM engine
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Unit Sales Net Sales

Thousands b Yen (millions) |
Years ended March 31 2007 2008 cha;ge Years ended March 31 2007 2008 char(;ge
NETEN] 527 550 4.4 % Japan ¥145214 ¥147,775 1.8 %

North America

3,103 2,415 (22.2)

North America

128,552 109,445 (14.9)

Europe 1,625 1,693 4.2 Europe 87,143 96,847 11.1
Asia 760 915 20.4 Asia 35,003 39,449 12.7
Other Regions 406 484 19.2 Other Regions 21,830 27,678 26.8
Total 6,421 6,057 (5.7)% Total ¥417,742 ¥421,194 0.8 %
Unit Sales Net Sales
Years ended March 31 Years ended March 31
Thousands Yen (billions)
8,000 Japan 500 Japan
6,000 North America 400 North America
Europe 300 — Europe
4,000 —]
200 —
2,000 —]
100 —

Other Regions

04 05

Other Regions

06 07 08
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Power Product and Other Businesses

Power Product and Other Businesses

Honda’s sales of power products in fiscal 2008 totaled 6,057,000 units, down 5.7% from the
previous fiscal year.

Revenue increased 0.8%, to ¥421.1 billion, due mainly to the positive impact of foreign cur-
rency translation effects. Operating income declined 38.2%, to ¥22.3 billion, from the previous
fiscal year, due mainly to the negative impact of the increased SG&A expenses and an increase of
R&D expenses in other businesses, which offset the positive impact of the foreign currency effects

caused by the appreciation of the European currencies.

Japan

Cogeneration system for household use In Japan, unit sales grew 4.4%, to 550,000 units. These gains were due primarily to higher sales of
pumps, sales of GX series engines for electric power generators and other products on an original
equipment manufacturer (OEM*) basis and sales of compact, home-use cogeneration systems
for household use.*

*  OEM (original equipment manufacturing): OEM refers to the manufacturing of products and components supplied
for sale under a third-party brand.

** Compact, home-use cogeneration systems: Honda has applied its original electromagnetic inverter technologies to
create small and light-weight electronic power generation systems built with an efficient layout. These systems are
compact and suitable for home use and have an overall energy efficiency of 85%.

North America

Sales in North America declined 22.2%, to 2,415,000 units. Factors accounting for these declines
were weakness in sales of engines for OEM use in high-pressure washers and lawn mowers and

weakness in sales of lawn mowers, generators and other products, due mainly to the slowdown

Gov 197 in the housing market caused by the subprime loan issue mainly in the United States.

Europe

In Europe, sales expanded 4.2%, to 1,693,000 units. Sales of GCV series engines for OEM use in
lawn mowers and sales of GX series engines for OEM use in generators, construction machinery

and other applications expanded.

Asia

Unit sales in Asia, excluding Japan, increased 20.4% from the previous fiscal year, to 915,000
units, as a result of higher sales of general-purpose engines in China, general-purpose engines

and pumps in Indonesia and India as well as other factors.

Other Regions

GX 630 In Other Regions, unit sales for fiscal 2008 rose 19.2%, to 484,000 units, mainly as a result of
increased sales of general-purpose engines in Brazil and higher sales of electric power generators

in Australia and South Africa.
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Review of Operations

Business Plans for Fiscal 2009

For fiscal 2009, Honda has set a target of selling 6,155,000 units, 1.6% higher than in fiscal
2008.

In Japan, Honda will work to expand sales of the GX series general-purpose engines, which
are recording strong sales, and develop new sources of demand for its OEM production. In addi-
tion, Honda has become the first automaker to enter the solar cell business, and, by manufactur-
ing and selling clean sources of energy that do not make use of fossil fuels, Honda is endeavor-
ing to contribute to the prevention of global warming. In October 2007, consolidated subsidiary
Honda Soltec Co., Ltd. began nationwide sales of Honda’s originally developed thin-film solar cells
through its network of sales outlets that market and install solar cells.

In the United States, Honda believes that challenging market conditions will continue. For this
reason, unit sales of general-purpose engines will show a declining trend, but Honda will work to
maintain sales at the level of the previous fiscal year by introducing new types of finished products,
including generators.

In Europe, the outlook is for stable construction demand, and Honda is expecting to sell about
the same number of engines for OEM use in construction equipment as in the previous fiscal year.

Also, for core products such as lawn mowers and products such as generators that are recording

strong sales, Honda will work to increase sales by expanding its marketing network and adopting :
other measures, such as aggressively entering Eastern European markets. BF50

In Asia, Honda will endeavor to expand sales of the GX series engines and draw on the com-
petitiveness of its products made in Thailand and China.

In the field of aviation, subsidiary Honda Aircraft Company, Inc. has begun to take orders
for HondadJets from potential customers in the United States, Canada, Mexico and countries in
Europe. Going forward, Honda will expand these sales initiatives worldwide. In addition, Honda
Aero, Inc., which is the company responsible for aircraft engine business, has begun to build a
new headquarters building and engine plant on land adjacent to the airport in Burlington, North

Carolina. Production is scheduled to begin in 2010, and thereafter, within about one year, produc-

tion will be increased to a target level of 200 jet engines a year.

Thin-membrane solar battery arrays

HondaJet
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Net Sales

Yen (millions) b

Finance Subsidiaries—Receivables, Net
Yen (millions)

%
Years ended March 31 2007 2008 cha;ge Years ended March 31 2007 2008 cha;ge
Japan ¥ 21,497 ¥ 23,405 8.9% Non-current ¥3,208,778 ¥2,884,264 (10.1)%
North America 364,892 483,925 32.6 Current 1,935,921 1,817,033 (6.1)
Europe 12,642 13,234 4.7 Total ¥5,144,699 ¥4,701,297 (8.6)%
Asia 3,150 4,936 56.7
Note: The finance subsidiaries—receivables category above includes items

Other Regions 7,520 8,063 7.1 that have been reclassified as trade receivables and other assets.

For more detailed information, refer to Note 4 to the consolidated
Total ¥409,701 ¥533,553 30.2% financial statements, Finance Subsidiaries—Receivables and

Securitizations.
Net Sales

Yen (billions)

600

Years ended March 31

NETEN

500
North America

400
Europe

300

Other Regions

Finance Subsidiaries—Receivables, Net

Years ended March 31
Yen (billions)
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Review of Operations

Financial Services Business

To support the sale of its products, Honda provides financial services to its customers (including
retail lending and leasing) and wholesale financing to its dealers through financial services subsid-
iaries in Japan, the United States, Canada, the United Kingdom, Germany, Brazil and Thailand.

As a result of increased sales of automobiles, mainly in North America, credit assets and
property on operating leases of financial subsidiaries rose 3.4% from the previous fiscal year, to
¥4,967.5 billion.

In fiscal 2008, revenue rose 30.2%, to ¥533.5 billion from the previous fiscal year due mainly Motorcycle Business

to an increase in operating lease* revenue.

Operating income rose 2.0%, to ¥117.7 billion, from the previous fiscal year, due mainly to
the increased profit attributable to higher revenue benefiting from a higher loan balance in North
America, which offset the negative impact of the increased SG&A expenses caused by an in-

crease of provisions for credit losses.

*Honda’s finance subsidiaries in North America have historically accounted for all leases as direct financing leases.
However, starting in the year ended March 31, 2007, some of the leases which do not qualify for direct financing
leases accounting treatment are accounted for as operating leases. Generally, direct financing lease revenues and
interest income consist of the recognition of finance lease revenue at inception of the lease arrangement and subse-
quent recognition of the interest income component of total lease payments using the effective interest method. In
comparison, operating lease revenues include the recognition of the gross lease payment amounts on a straight-line
basis over the term of the lease arrangement, and operating lease vehicles are depreciated to their estimated residual
value on a straight-line basis over the term of the lease. It is not anticipated that the differences in accounting for oper-
ating leases and direct financing leases will have a material net impact on the Company’s results of operations overall;
however, operating lease revenues and associated depreciation of leased assets do result in differing presentation
and timing compared to those of direct financing leases.

Automobile Business

Business Plan for Fiscal 2009

In fiscal 2009, although the slowdown in the U.S. economy will continue, customer needs for
financial services, principally in North America, are expected to increase, leading to a higher
balance of credit assets in Honda’s financial services business. Going forward, as in the past,
Honda will apply strict credit criteria when considering the approval of financing contracts and

strengthen its methods for recovering its credit exposure to maintain a high-quality portfolio of

credit assets and will work to substantially further improve its financial services.

Power Product and Other Businesses
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