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PART I

CEINTENNE L RTY

Unless the context otherwise requires, the terms “we”, “us”, “our”, “Registrant”, “Company” and “Honda”
as used in this Annual Report each refer to Honda Motor Co., Ltd. and its consolidated subsidiaries.

Item 1. Identity of Directors, Senior Management and Advisors

Not applicable.

Item 2. Offer Statistics and Expected Timetable
Not applicable.

Item 3. Key Information
A. Selected Financial Data:

The selected consolidated financial data set out below for each of the five fiscal years ended March 31, 2008
have been derived from our consolidated financial statements that were prepared in accordance with U.S.
generally accepted accounting principles (U.S. GAAP).

You should read the U.S. GAAP selected consolidated financial data set out below together with “Item 5.
Operating and Financial Review and Prospects” and our consolidated financial statements contained in this
Annual Report.

Fiscal years ended March 31, U.S. dollars
Yen (millions) (millions)
2004 2005 2006 2007 2008 2008
Income statement data:
Net sales and other operating
EVeNUe . ............... ¥8,162,600 ¥8,650,105 ¥ 9,907,996 ¥11,087,140 ¥12,002,834 $119,801
Research and development . . . 448,967 467,754 510,385 551,847 587,959 5,868
Operating income . ......... 600,144 630,920 868,905 851,879 953,109 9,513
Income before income taxes,
minority interest, and equity
in income of affiliates ... .. 653,680 668,364 829,904 792,868 895,841 8,941
Netincome ............... 464,338 486,197 597,033 592,322 600,039 5,989
Balance sheet data:
Total assets ............... ¥8,380,549 ¥9,368,236 ¥10,631,400 ¥12,036,500 ¥12,615,543 $125,916
Long-termdebt ............ 1,394,612 1,559,500 1,879,000 1,905,743 1,836,652 18,332
Stockholders’ equity ........ 2,874,400 3,289,294 4,125,750 4,482,611 4,544,265 45,356
Common stock . ............ 86,067 86,067 86,067 86,067 86,067 859
Depreciation and capital
expenditures data:
Depreciation excluding
property on operating
leases .................. ¥ 213,445 ¥ 225,752 ¥ 262,225 ¥ 361,747 ¥ 417,393 $ 4,166
Depreciation of property on
operating leases .......... — — — 9,741 101,032 1,008
Total depreciation . ..... 213,445 225,752 262,225 371,488 518,425 5,174
Capital expenditures ........ 287,741 373,980 457,841 627,066 654,030 6,528
Purchase of operating lease
assets . ...l — — — 366,795 839,261 8,377
Total capital
expenditures . . ....... 287,741 373,980 457,841 993,861 1,493,291 14,905
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Weighted average number of shares outstanding

(Thousands of shares)

2004 2005 2006 2007 2008
Weighted average number of common shares
outstanding ........... ... ... .. ... 1,907,276 1,867,535 1,840,799 1,824,675 1,815,356
Net income per common share
(Yen) (US$)
2004 2005 2006 2007 2008 2008
Basic ... ¥243.45 ¥260.34 ¥324.33 ¥324.62 ¥330.54 $3.30
Diluted ....... ..o 24345 26034 32433 324.62 330.54 3.30

Net income per common share has been computed by dividing net income available to common
shareholders by the weighted average number of common shares outstanding during each year.

Cash dividends declared during the period per common share

(Yen) (US$)
2004 2005 2006 2007 2008 2008

Cash dividends declared during the period per
commonshare ............. .. .. .. ....... ¥17.50 ¥2550 ¥38.50 ¥77.00 ¥84.00  $0.84

Additionally, a year-end dividend of ¥22 ($0.22) per common share aggregating ¥39.9 billion ($398 million)
relating to fiscal 2008 was determined by our board of directors in April 2008 and approved by our shareholders
in June 2008. This dividend was paid in June 2008.

Stock Split

The Company executed a two-for-one stock split for the Company’s common stock effective July 1, 2006.
All per share information has been adjusted retroactively for all periods presented to reflect this stock split.

Misclassification Adjustments

As described in Note (1) (v) and Note (2) to our consolidated financial statements, certain revisions for
misclassifications have been made. Also, certain reclassifications have been made to the consolidated financial
statement periods presented above to conform to the presentation used for the fiscal year ended March 31, 2008.

Exchange Rates

In this Annual Report, yen amounts have been translated into U.S. dollars for the convenience of readers.
Unless otherwise noted, the rate used for these translations was ¥100.19 =$1.00, which represents the
approximate exchange rate quoted on the Tokyo Foreign Exchange Market on March 31, 2008. No representation
is made that yen amounts could have been, or could be, converted into U.S. dollars at that rate or any other rate
on this or any other data or at all.



The following table sets out information regarding the noon buying rates for yen in New York City as

certified for customs purposes by the Federal Reserve Bank of New York expressed in yen per $1.00 during the
periods shown. On May 30, 2008, the noon buying rate was ¥105.46 =$1.00. The average exchange rate for the

period shown is the average of the month-end rates during the period.

(Yen)

Years ended March 31, Average Period end High Low

2004 . 112.75  104.18  120.55 104.18
200 L 107.28 107.22 114.30 102.26
2000 . . 113.67 11748 120.93 104.41
2007 116.55 117.56  121.81 110.07
2008 . 113.61 99.85 124.09 96.88
2009 (through May 30,2008) .. ...ttt 105.00 105.46  105.52 100.87
Dec-2007 . .o 114.45 109.68
Jan-2008 . .. 109.70 105.42
Feb-2008 . ..o 108.15 104.19
Mar-2008 . .. e 103.99  96.88
APT-2008 . .o 104.56 100.87
May-2008 . . . 105.52 103.01

B. Capitalization and Indebtedness

Not applicable.

C. Reason for the Offer and Use of Proceeds
Not applicable.

D. Risk Factors

You should carefully consider the risks described below before making an investment decision. If any of the
risks described below actually occurs, Honda’s business, financial condition or results of operations could be
adversely affected. In that event, the trading prices of Honda’s common stock and American Depositary Shares
could decline, and you may lose all or part of your investment. Additional risks not currently known to Honda or

that Honda now deems immaterial may also harm Honda and affect your investment.

Relating to Honda’s industry

Honda may be adversely affected by market conditions

Honda conducts its operations in Japan and throughout the world, including North America, Europe and

Asia.

A continued economic slowdown, recession or sustained loss of consumer confidence in these markets,
which may be caused by rising fuel prices or other factors, could trigger a decline in demand for automobiles,
motorcycles and power products that may adversely affect Honda’s results of operations.

Prices for automobiles, motorcycles and power products can be volatile

Prices for automobiles, motorcycles and power products in certain markets may experience sharp changes

over short periods of time.

This volatility is caused by many factors, including fierce competition, which is increasing, short-term
fluctuations in demand from underlying economic conditions, changes in tariffs, import regulations and other
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taxes, shortages of certain supplies, high material prices and sales incentives by Honda or other manufacturers or
dealers. There can be no assurance that such price volatility will not continue or intensify or that price volatility
will not occur in markets that to date have not experienced such volatility. Overcapacity within the industry has
increased and will likely continue to increase if the economic downturn continues in Honda’s major markets or
worldwide, leading, potentially, to further increased price pressure. Price volatility in any or all of Honda’s
markets could adversely affect Honda’s results of operations in a particular period.

Risks Relating Honda’s Business Generally
Currency and Interest Rate Risks
Honda’s operations are subject to currency fluctuations

Honda has manufacturing operations throughout the world, including Japan, and exports products and
components to various countries.

Honda purchases materials and sells its products in foreign currencies. Therefore, currency fluctuations may
affect Honda’s pricing of products sold and materials purchased. Accordingly, currency fluctuations have an
effect on Honda’s results of operations and financial condition, as well as Honda’s competitiveness, which will
over time affect its results.

Since Honda exports many products and components from Japan and generates a substantial portion of its
revenues in currencies other than the Japanese yen, Honda’s results of operations would be adversely affected by
an appreciation of the Japanese yen against other currencies, in particular the U.S. dollar.

Honda’s hedging of currency and interest rate risk exposes Honda to other risks

Although it is impossible to hedge against all currency or interest rate risk, Honda uses derivative financial
instruments in order to reduce the substantial effects of currency fluctuations and interest rate exposure on our
cash flow and financial condition.

These instruments include foreign currency forward contracts, currency swap agreements and currency
option contracts, as well as interest rate swap agreements. Honda has entered into, and expects to continue to
enter into, such hedging arrangements. As with all hedging instruments, there are risks associated with the use of
such instruments.

While limiting to some degree our risk fluctuations in currency exchange and interest rates by utilizing such
hedging instruments, Honda potentially forgoes benefits that might result from other fluctuations in currency
exchange and interest rates. Honda is also exposed to the risk that its counterparties to hedging contracts will
default on their obligations.

Honda manages exposure to counterparty credit risk by limiting the counterparties to major international
banks and financial institutions meeting established credit guidelines. However, any default by such
counterparties might have an adverse effect on Honda.

Legal and Regulatory Risks

The automobile, motorcycle and power product industries are subject to extensive environmental and
other governmental regulation

Regulations regarding vehicle emission levels, fuel economy, noise and safety and noxious substances, as
well as levels of pollutants from production plants, are extensive within the automobile, motorcycle and power
product industries. These regulations are subject to change, and are often made more restrictive. The costs to
comply with these regulations can be significant to Honda’s operations.
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Honda is reliant on the protection and preservation of its intellectual property

Honda owns or otherwise has rights in a number of patents and trademarks relating to the products it
manufactures, which have been obtained over a period of years. These patents and trademarks have been of value
in the growth of Honda’s business and may continue to be of value in the future. Honda does not regard any of its
businesses as being dependent upon any single patent or related group of patents. However, an inability to protect
this intellectual property generally, or the illegal breach of some or a large group of Honda’s intellectual property
rights, would have an adverse effect on Honda’s operations.

Honda is subject to legal proceedings

Honda is subject to a number of suits, investigations and/or proceedings under relevant laws and regulations
of various jurisdictions. A negative outcome in one or more of these pending legal proceedings could adversely
affect Honda’s business, financial condition or results of operations.

Risks Relating to Honda’s Operations

Honda’s financial services business conducts business under highly competitive conditions in an industry
with inherent risks

Honda’s financial services business offers various financing plans designed to increase the opportunity for
sales of its products and to generate financing income. However, customers can also obtain financing for the
lease or purchase of Honda’s products through a variety of other sources that compete with our financing
services, including commercial banks and finance and leasing companies. The financial services offered by us
also involve risks relating to residual value, credit risk and cost of capital. Competition for customers and/or
these risks may affect Honda’s results of operations in the future.

Honda relies on various suppliers for the provision of certain raw materials and components

Honda purchases raw materials, and certain components and parts, from numerous external suppliers, and
relies on some key suppliers for some items and the raw materials it uses in the manufacture of its products.
Honda’s ability to continue to obtain these supplies in an efficient and cost-effective manner is subject to a
number of factors, some of which are not within Honda’s control. These factors include the ability of its suppliers
to provide a continued source of supply and Honda’s ability to compete with other users in obtaining the
supplies. Loss of a key supplier in particular may affect our production and increase our costs.

Honda conducts its operations in various regions of the world

Honda conducts its businesses worldwide, and in several countries, Honda conducts businesses through joint
ventures with local entities, in part due to the legal and other requirements of those countries. These businesses
are subject to various regulations, including the legal and other requirements of each country. If these regulations
or the business conditions or policies of these local entities change, it may have an adverse affect on Honda’s
business, financial condition or results of operations.

Honda may be adversely affected by wars, use of force by foreign countries, terrorism, multinational
conflicts, natural disasters, epidemics and labor strikes

Honda conducts its businesses worldwide, and its operations may variously be subject to wars, use of force
by foreign countries, terrorism, multinational conflicts, natural disasters, epidemics, labor strikes and other
events beyond our control which may delay or disrupt Honda’s local operations in the affected regions, including
the purchase of raw materials and parts, the manufacture, sales and distribution of products and the provision of
services. Delays or disruptions in one region may in turn affect our global operations. If such delay or disruption
occurs and continues for a long period of time, Honda’s business, financial condition or results of operations may
be adversely affected.



Honda may be adversely affected by inadvertent disclosure of confidential information

Although Honda maintains internal controls through established procedures to keep confidential information
including personal information of its customers and relating parties, such information may be inadvertently
disclosed. If this occurs, Honda may be subject to, and may be adversely affected by, claims for damages from
the customers or parties affected.

Also, inadvertent disclosure of confidential business or technical information to third parties may result in a
loss of Honda’s competitiveness.

Cautionary statement with respect to forward looking statements in this Annual Report

This Annual Report includes “forward looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. The
forward-looking statements included in this Annual Report are based on the current assumptions and beliefs of
Honda in light of the information currently available to it, and involve known and unknown risks, uncertainties,
and other factors. Such risks, uncertainties and other factors may cause Honda’s actual results, performance,
achievements or financial position to be materially different from any future results, performance, achievements
or financial position expressed or implied by such forward-looking statements. Such risks, uncertainties and other
factors are generally set forth in Item 3.D “Risk Factors” and include, without limitation:

» the political, economic and social conditions in Japan, the United States and elsewhere, including the
relevant governments’ specific policies with respect to economic growth, inflation, taxation, currency
conversion, imports and sources of supplies and the availability of credit, particularly to the extent such
current or future conditions and policies affect the automobile, motorcycle and power product industries
and markets in Japan and the United States, and the demand, sales volume and sales prices for Honda’s
automobiles, motorcycles and power products;

» the effects of competition in the automobile, motorcycle and power product markets on the demand,
sales volume and sales prices for Honda’s automobiles, motorcycles and power products;

e Honda’s ability to finance its working capital and capital expenditure requirements, including obtaining
any required external debt or other financing; and

» the effects of economic stagnation or recession in Honda’s principal markets and exchange rate
fluctuations on the Honda’s results of operations.

Honda undertakes no obligation and has no intention to publicly update any forward-looking statement after
the date of this Annual Report. Investors are advised to consult any further disclosures by Honda in its
subsequent filings pursuant to the Securities and Exchange Act of 1934.

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

Honda Motor Co., Ltd. is a limited liability, joint stock corporation incorporated on September 24, 1948
under the Commercial Code of Japan as Honda Giken Kogyo Kabushiki Kaisha. It was formed to succeed to the
business of an unincorporated enterprise established in 1946 by the late Soichiro Honda to manufacture motors
for motorized bicycles.

Honda develops, produces, and manufactures a variety of motor products, ranging from small general-
purpose engines to specialty sports cars that incorporate Honda’s highly efficient internal combustion engine

technology.

Honda’s principal executive office is located at 1-1, Minami-Aoyama 2-chome, Minato-ku, Tokyo,
107-8556, Japan. Its telephone number is 81-3-3423-1111.
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Principal Capital Investments

In the fiscal years ended March 31, 2006, 2007 and 2008, Honda’s capital expenditures were ¥457.8 billion,
¥993.8 billion, and ¥1,493.2 billion, respectively, on an accrual basis. Also, capital expenditures excluding those
with respect to property on operating leases were ¥457.8 billion, ¥627.0 billion, and ¥654.0 billion, respectively,
on an accrual basis. For further details of Honda’s capital expenditures during fiscal 2008, see “Property, Plants
and Equipment” included as “Item 4.D” of this Annual Report.

B. Business Overview
General
Honda’s business segments are motorcycle business, automobile business, financial services business, and

power product and other businesses.

Following table shows the breakdown of Honda’s revenues from external customers by category of activity
and by geographical markets based on the location of the customer during the fiscal years ended March 31, 2006,
2007 and 2008:

Fiscal years ended March 31,

Yen (billions)
2006 2007 2008
Motorcycle BUSINESS . ... oov it ¥1,225.8 ¥ 1,370.6 ¥ 1,558.6
Automobile BUSIness . .. ... ... ... 8,004.6 8,889.0 9,489.3
Financial Services Business . ............ ... 306.8 409.7 533.5
Power Product and Other BuSINESSES . ...........cuiiinniiiinnennnnn.. 370.6 417.7 421.1
Total .. e ¥9907.9 ¥11,087.1 ¥12,002.8

Fiscal years ended March 31,

Yen (billions)
2006 2007 2008
Japan .. ¥1,694.0 ¥ 1,681.1 ¥ 1,585.7
North AMErica . . ... e 5,463.3 5,980.8 6,068.4
Burope . ... 1,009.4 1,236.7 1,519.4
ASIa 1,085.4 1,283.1 1,577.2
Other Regions . ......... . . 655.7 905.1 1,251.9
Total ... ¥9,907.9 ¥11,087.1 ¥12,002.8

Motorcycle Business

In 1949, Honda began mass production of motorcycles with the Dream D-Type, followed by other models
such as the Benly and the Cub F-Type. By 1957, Honda became the largest motorcycle manufacturer in Japan.
Honda expanded its business overseas by establishing American Honda Motor Co., Inc. in the United States in
1959. Honda’s first overseas production started in Belgium in 1963.

Honda produces a wide range of motorcycles, ranging from the 50cc class to the 1800cc class in cylinder
displacement. Honda’s motorcycles use internal combustion engines developed by Honda that are air- or water-
cooled, two or four-cycle, and single, two, four or six-cylinder. Honda’s motorcycle line consists of sports
(including trial and moto-cross racing), business and commuter models. Honda also produces all-terrain vehicles
(ATVs) since 1984, and personal watercraft (PWC) since 2002.



The following table sets out unit sales for Honda’s motorcycle business, including motorcycles, all-terrain
vehicles (ATVs) and personal watercraft (PWC), and revenue from Motorcycle Business, and the breakdown by
geographical markets based on the location of the customer during the fiscal years ended March 31, 2006, 2007

and 2008:
Fiscal years ended March 31,
2006 2007 2008
Units Revenue Units Revenue Units Revenue
(thousands)  (billions) (thousands) (billions) (thousands) (billions)
Japan ... Lo 368 ¥ 99.0 337 ¥ 101.7 311 ¥ 935
North America . ..................... 615 349.7 503 308.2 453 265.6
Europe ....... ... .. it 353 208.0 329 219.7 313 226.6
Asia ... 7,907 324.0 7,895 383.3 6,633 484.4
Other Regions ...................... 1,028 2449 1,305 357.4 1,610 488.3
Total ........... ... ... .. 10,271  ¥1,225.8 10,369  ¥1,370.6 9,320 ¥1,558.6
Revenue as percentage of total sales
TEVENUE ..ot i e et e e e 12% 12% 13%

Honda’s motorcycles production in Japan is being consolidated to Kumamoto factory in 2008. Honda’s
motorcycles are also produced by subsidiaries in countries including the United States, Italy, Spain, Thailand,

Vietnam, the Philippines, India, and Brazil.

For further information on recent operation and financial review, see “Operating Results” in “ Item 5.

Operating and Financial Review and Prospects”

Automobile Business

Honda started the automobile business in 1963 with 7360 mini-truck and S500 small sports car and since

then Honda launched a series of mass-produced models including Civic in 1972, Accord in 1976, which

established a base for its automobile business. In 1969, production of the mini-vehicles N600 and TN600 began
in Taiwan using component parts sets. In 1982, Honda became the first Japanese automaker to begin local

automobile production in the United States(Accord).

Honda’s automobiles use gasoline engines of three, four or six-cylinder, diesel engines and gasoline-electric
hybrid systems. Honda also offers alternative fuel-powered vehicles such as natural gas, ethanol, and fuel cell

vehicles.

Honda’s principal automobile products include the following vehicle models:

Passenger cars:

Legend, Accord, Civic, City/Fit Aria, Acura RL, Acura TL, Acura TSX

Multi-wagons, Minivans, Sport Utility Vehicle:

Elysion, Odyssey, Step Wagon, Stream, Edix/FR-V, Mobilio, Airwave, Fit/Jazz,
Pilot, Ridgeline, CR-V, Element, Crossroad, Acura MDX, Acura RDX

Mini cars:

Life, Zest, That’s, Vamos, Acty



The following table sets out Honda’s unit sales of automobiles and revenue from Automobile Business and
the breakdown by geographical markets based on the location of the customer during the fiscal years ended

March 31, 2006, 2007 and 2008:

Fiscal years ended March 31,

2006 2007 2008

Units Revenue Units Revenue Units Revenue

(thousands) (billions) (thousands) (billions) (thousands) (billions)

Japan ... Lo 696 ¥1,447.3 672 ¥1,412.7 615 ¥1,321.0

North America ...................... 1,682 4,722.3 1,788 5,179.1 1,850 5,209.4

Europe ....... ... .. it 291 717.3 324 917.1 391 1,182.6

Asia ..o 521 731.8 620 861.6 755 1,048.4

Other Regions ...................... 201 385.7 248 518.4 314 727.8

Total . ... ... 3,391 ¥8,004.6 3,652 ¥8,889.0 3,925 ¥9,489.3
Revenue as percentage of total sales

TEVENUE . vttt e eeenns 81% 80% 79%

Automobiles are produced by Honda at two sites in Japan: Saitama factory and Suzuka factory. Our major
production sites overseas are located in Ohio (U.S.A.), Alabama (U.S.A.), Ontario (Canada), Swindon (U.K.),
Ayutthaya (Thailand), Uttar Pradesh (India) and Sao Paulo (Brazil). Yachiyo Industry Co., Ltd., one of our

consolidated subsidiaries, assembles Mini cars for Japanese domestic market.

For further information on recent operation and financial review, see “Operating Results” in “ Item 5.

Operating and Financial Review and Prospects”

Financial Services Business

Honda offers a variety of financial services to our customers and dealers through finance subsidiaries in
countries including Japan, the United States, Canada, the United Kingdom, Germany, Brazil and Thailand, with
the aim of providing sales support for our products. The services of these subsidiaries include retail lending,
leasing to customers and other financial services, such as wholesale financing to dealers.

The following table sets out Honda’s revenue from Financial Services Business and the breakdown by
geographical markets based on the location of the customer during the fiscal years ended March 31, 2006, 2007

and 2008:

Japan ...
North AMErica . ... ..ot e
Burope . ...
AT o
Other Regions . ......... ... .

Total ..

Revenue as percentage of total salesrevenue .........................

Fiscal years ended March 31,

2006 2007 2008
Revenue Revenue Revenue
(billions) (billions) (billions)
¥ 21.1 ¥ 214 ¥ 234

267.4 364.8 483.9

10.1 12.6 13.2

1.9 3.1 4.9

6.1 7.5 8.0

¥306.8 ¥409.7 ¥533.5
3% 4% 4%

For further information on recent operation and financial review, see “Operating Results” in “Item 5.

Operating and Financial Review and Prospects™



Power Product and Other Businesses

Honda’s power product business began in 1953 with the introduction of the model “H” , its first general
purpose engine. Since then Honda has been manufacturing variety of power products including power tillers,
portable generators, general-purpose engines, grass cutters, outboard marine engines, water pumps, Snow
throwers, power carriers, power sprayers, lawn mowers and lawn tractors (riding lawn mowers). In 2003, Honda
introduced a compact home-use cogeneration* unit. And further, Honda began sales of next-generation thin film
solar cells made of crystalline silicon in 2007.

*  Cogeneration: Cogeneration refers to the multiple applications of energy derived from a single source, such
as using the heat supplied during the combustion process that drives an engine for other heating or cooling
purposes.

The following table sets out Honda’s revenue from Power Product and Other Businesses and the breakdown
by geographical markets based on the location of the customer during the fiscal years ended March 31, 2006,
2007 and 2008:

Fiscal years ended March 31,

2006 2007 2008
Units Revenue Units Revenue Units Revenue
(thousands) (billions) (thousands) (billions) (thousands) (billions)
Japan ... 487 ¥126.5 527 ¥145.2 550 ¥147.7
North America . ..............ovuinn... 2,827 123.7 3,103 128.5 2,415 109.4
Europe . ... ... .. 1,477 73.8 1,625 87.1 1,693 96.8
ASIA oo 717 27.6 760 35.0 915 394
Other Regions ......................... 368 18.8 406 21.8 484 27.6
Total ... ... 5,876 ¥370.6 6,421 ¥417.7 6,057 ¥421.1
Revenue as percentage of total sales
TEVENUE ..o ovvte et e e, 4% 4% 4%

For further information on recent operation and financial review, see “Operating Results” in ““ Item 5.
Operating and Financial Review and Prospects”

Marketing and Distribution

Most of Honda’s products are distributed under trademarks of Honda in Japan and/or in overseas markets.

Sales in Japan

Sales of Honda motorcycles, automobiles, and power products in Japan are made through different
distribution networks. Honda’s products are sold to consumers primarily by independent retail dealers throughout
Japan.

Motorcycles are distributed through approximately 7,900 outlets, including approximately 1,000 PROS, and
100 Honda Dream authorized dealerships.

As for distribution network for automobiles, Honda integrated its three sales channels in Japan—Primo, Clio
and Verno—into one Honda channel in March 2006. At present, 831 retail dealers operate 2,272 shops and sell
Legend, Inspire, Accord, Civic, Fit Aria, Elysion, Odyssey, Step Wagon, Stream, Edix, Mobilio, Mobilio Spike,
Airwave, Fit, CR-V, Crossroad, S2000, Partner, Life, Zest, That’s, Vamos, and Acty.

Power products are distributed in Japan to approximately 1,430 retail dealers throughout Japan, including
affiliates of Honda. A number of small engines are also sold to other manufacturers for use in their products.
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The independent retail dealers who sell Honda’s products in Japan receive payment from customers by one
of four payment methods: cash, bank loans, installment payments or financing by credit companies.

Service and Parts Related Operations in Japan

Sales of spare parts and after sales services are mainly provided through retail dealers. Lectures on service
technology are provided for dealers regularly by Honda’s Automobile Sales Operations (Japan).

Overseas Sales

Approximately 96% of Honda’s overseas sales are made through its principal foreign sales subsidiaries,
which distribute Honda’s products to local wholesalers and retail dealers.

In the United States, Honda markets its products through a sales network of approximately 1,250
independent local dealers for motorcycles, approximately 1,300 for automobiles and approximately 7,000 for
power products. Many of the motorcycle dealers and some of the automobile dealers also sell Honda’s power
products. In 1986, Honda opened the first Acura automobile dealerships in the United States. The Acura network
in the United States totaled 269 dealerships at the end of fiscal 2008. The Acura network offers RL, TL, TSX,
RSX, MDX, RDX models.

With regard to exports from North America, Honda is currently exporting such North American-built
models as Accord, Civic, TL, Odyssey, Pilot, Ridgeline, CR-V and MDX to other markets. In fiscal 2008, Honda
exported approximately 48,100 units from North America to 38 countries throughout the world.

In Europe, Honda’s products are distributed through approximately 2,000 independent local dealers for
motorcycles, approximately 1,950 for automobiles and approximately 3,500* for power products.

*  Total number represents dealers in 10 countries where Honda has foreign sales subsidiaries

In Asia, Honda’s products are distributed through approximately 13,100 independent local dealers for
motorcycles, approximately 1,000 for automobiles and approximately 1,800* for power products.

*  Total number represents dealers in 6 countries where Honda has foreign sales subsidiaries

The company exports motorcycle components to 14 countries, including Indonesia, Thailand, Vietnam and
Brazil, where motorcycles are manufactured by its subsidiaries, joint venture firms and licensees. Some of the
components used in the production of these vehicles are supplied locally.

The company exports automobile components to 14 countries, including the United States, Canada,
Thailand, China and Brazil, where automobiles are manufactured by its subsidiaries, joint venture firms and
licensees. Some of the components used in the production of these vehicles are supplied locally.

The company also exports power product components to seven countries, including the United States, Italy,
Thailand, China, where power products are manufactured by its subsidiaries, joint venture firms and licensees.
Some of the components used in the production of these products are supplied locally.

Service and Parts Related Operations Overseas

Honda provides its overseas operations, joint venture firms, independent distributors and licensees with
spare parts and necessary technical information, which they in turn supply to wholesale or retail dealers, either
directly or through one or more spare parts distributors.
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Components and Parts, Raw Materials and Sources of Supply

Honda manufactures the major components and parts used in its products, including engines, frames and
transmissions. Other components and parts, such as shock absorbers, electrical equipment and tires, are
purchased from numerous suppliers. The principal raw materials used by Honda are steel plate, aluminum,
special steels, steel tubes, paints, plastics and zinc, which are purchased from several suppliers. The most
important raw material purchased is steel plate, accounting for approximately 41% of Honda’s total purchases of
raw materials.

No single supplier accounted for more than 5% of the Company’s purchases of major components and parts
and principal raw materials during the fiscal year ended March 31, 2008.

Honda does not have and does not anticipate having any difficulty in obtaining its required materials from
suppliers and considers its contracts and business relations with the suppliers to be satisfactory. The Company
does not believe any of its domestic suppliers are substantially more dependent on foreign suppliers than are
Japanese suppliers generally. However, it should be noted that Japanese industry in general is heavily dependent
on foreign suppliers for substantially all of its raw materials.

Seasonality

Honda’s motorcycle and power product businesses have historically experienced some seasonality.
However, this seasonality has not generally been material to our financial results.

Environmental and Safety Regulation

Outline of Environmental and Safety Regulation for Automobiles
1. Emissions

Japan

In 2005, to limit emissions into the environment, the Central Environment Council in the Ministry of
Environment created new long-term targets and comprehensive requirements for gasoline and diesel vehicles
which has become effective starting from 2008. New long term targets for gasoline vehicles remain unchanged
except for direct injection gasoline vehicles which will be required to meet the particulate matter (PM) standard.
New long-term emissions targets for diesel vehicles have been lowered by more than 50% from the current level
of NOx and PM standards. Furthermore, in March 2008, to strengthen the enforcement of laws, the 2009 Exhaust
Emission Standards (Post new long term regulation) was created. Post new long term targets for gasoline
vehicles remain unchanged except for direct injection gasoline vehicles which will be required to meet the PM
standard, too. Post new long term emissions targets for diesel vehicles have been lowered by more than 60%
from the current level of NOx and PM standards.

The United States

Increasingly stringent emission regulations under the Clean Air Act have been enacted since the 1990s by
the U.S. federal government. Under the Act, the Environmental Protection Agency (EPA) in February 2000
adopted more stringent vehicle emissions regulations applicable to passenger cars and light-duty trucks produced
from model year 2004. Moreover, the new standard provides for gradual decreases in sulfur levels contained in
fuel in the U.S. market.

Under the Clean Air Act, the State of California is permitted to establish its own emission control standards
to the extent they are more stringent than federal standards. Pursuant to this authority, the California Air
Resources Board (CARB) adopted the “California Low Emission Vehicle Program” in 1990, aiming to establish
the strictest emission regulation in the world. In late 1998, the CARB strengthened its regulatory standards
through the introduction of new standards, known as the “California Low Emission Vehicle Program II” (LEV
10).
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These new standards treat most light trucks the same as passenger cars and require both types of vehicles to meet
the new emissions standards of LEV II. In January 2001, the CARB approved modifications to the “Zero-
Emission Vehicles” (ZEV) requirement under LEV II, permitting gasoline Super Ultra Low Emission Vehicles
(SULEV), hybrid vehicles (powered by gasoline engine and/or electric motor) and compressed natural gas
(CNG) vehicles to partially meet zero-emission requirements by satisfying certain additional requirements. The
modified requirements also provide incentives for continued technology development.

In April 2004, the CARB finalized its “ZEV” requirements. Under these requirements, from the 2005 model
year, 6% of vehicles sold in California by a car manufacturer must be Partial Zero Emission Vehicles (PZEV),
which includes SULEV with warranties coverage up to the earlier of 15 years or 150,000 driven miles, 2% must
be advanced technology PZEV and 2% must be ZEV. Required percentages will be gradually increased under the
ZEV standards from the 2008 model year.

The CARB approved the proposed amendment to the ZEV program at board hearing in March 2008. The
CARB Staff had proposed to require 2,500 Fuel Cell Vehicles (FCV) in the entire industry from 2009 to 2011,
but the Board instructed to modify a part of the proposed amendment, including the number being tripled to
7,500. A final proposal will be submitted based on the instruction.

Currently, many states have adopted or proposed the California ZEV regulation. The ZEV mandate has been
implemented in some states, and will be implemented in other states.

Europe

In 1999, the European Union adopted Euro3 and Euro4 as comprehensive emissions regulations for
passenger vehicles and heavy and light commercial vehicles. Euro3 was implemented in 2000 and Euro4 was
implemented in 2005.

In each EU country, standards, such as those providing for preferential automobile tax treatment, have been
established in respect of diesel vehicles that comply with the requirements prescribed in Euro4 for which the PM
emission does not exceed Smg/km. Honda has already introduced a considerable number of Euro4-compliant
diesel models in Europe.

In 2005, the European Union created a new emission standard (Euro5 and Euro6) and comprehensive
requirements for gasoline vehicles and diesel vehicles. Euro5 will be implemented in 2009. Emission limits for
gasoline vehicles and diesel vehicles will be lowered by more than the Euro4 level of HC, NOx and PM. Euro6
will be implemented in 2014. Emission limits for diesel vehicles will be lowered by more than the Euro5 level
HC and NOx.

Additionally, Euro5 and Euro6 will add the requirement of a PM number limit for diesel vehicles. A PM
mass limit will also apply to gasoline vehicles which use lean burn direct injection engines.

Russia

Euro3 regulation has been in effect from January 2008. Additionally, Euro4 regulation will be implemented
in January 2010.

Other Regions
China adopted Step3 and Step4 emission regulations for light-duty vehicles in 2005.

These regulations are similar to Euro3 and Euro4. Step3 will be implemented in 2007 and Step4 will be
implemented in 2010.

13



In the city of Beijing, Euro3 was implemented in December 2005, and Euro4 was implemented in March
2008.

South Korea adopted the enforcement regulation of the Special Act on Capital Region Air Quality
Improvement. Accordingly, some manufacturers shall be required to sell low emission vehicles which meet a
more stringent emission standard than those meeting the national standard from January 2005.

In addition, other several Asian countries adopted regulations which are similar to the European regulations
(such as Euro2 and Euro3).

In Australia, Euro4-equivalent regulations will be implemented in July 2008.

2. Fuel Economy / CO,
Japan
In 1998, an amendment was made to the Law Concerning Rationalization of Energy Usage that established

a fuel efficiency standard based on weight class in Japan. This standard was tightened in 2005 for diesel-fueled
automobiles. For gasoline automobiles, tighter standards, to be implemented in 2010, have also been established.

In light of the CO, reduction targets promulgated under the Kyoto Protocol, the Japanese government issued
a fuel regulation for an interim ethanol blending limit (less than 3%) which became effective in 2003. The
Japanese government intends to further increase this limit until the final target of 10% is achieved within a
decade.

In 2005, discussions about the post-2010 standard took place among the applicable ministries and industries.

In February 2007, the final post-2010 target, or the “2015 standard”, was announced. Fuel consumption will
be reduced by 29.2% compared to the 2010 target for passenger cars.

Ethanol blended fuel is a “biomass fuel”. Biomass fuel is regarded as an effective countermeasure for CO,
reduction. CO, emissions after burning ethanol fuel produced with biomass resources (such as plants or wood)
are not counted as CO, emissions under the Kyoto Protocol.

The United States

The Federal Motor Vehicle Information and Cost Savings Act requires automobile manufacturers to comply
with the Corporate Average Fuel Economy (CAFE) standards. Under the CAFE standards, manufacturers are
subject to substantial penalties if automobiles produced by them in any model year do not meet the average
standards for each category. The CAFE standard for passenger cars has been set at 27.5 miles per gallon (mpg)
starting from the 1990 model year and for light trucks at 20.7 miles per gallon standard was established for the
1996-2004 model years. The standard for light trucks increased from the 2005 model year (21.0 miles per gallon)
to the 2007 model year (22.2 miles per gallon). The National Highway Traffic Safety Administration (NHTSA)
reformed the CAFE standard for light trucks in 2006. The new size-based CAFE standard for light trucks will be
implemented in the 2008 model year. However, on November 15, 2007, the United Stated Ninth Circuit Court of
Appeals has made the decision to revoke the CAFE regulation concerning light-duty trucks that the NHTSA had
adopted. Because of the fact that the NHTSA failed to (1) implement the cost conversion of CO, emission when
establishing the CAFE limit values concerning the 2008-2009 model year light-duty trucks, (2) establish the
backstop requirements, (3) revise appropriately the requirements concerning the classification of passenger
automobiles and light-duty trucks and (4) prescribe the fuel economy limit values for all vehicles with the Gross
Vehicle Weight Rating class of 8,500 to 10,000 pounds, the court held that the CAFE regulation was arbitrary
and capricious and that, furthermore, it violated the U.S. Energy Policy and Conservation Act. Besides, the U.S.
President has directed relevant U.S. federal agencies to take the first steps toward regulations that would reduce
gasoline consumption and Green House Gas (GHG) emissions from vehicles by 20 percent over the next 10
years. Therefore, the NHTSA has to promptly establish new limit values conforming to the pertinent policy and
to apply it in the earliest possible model year. The NHTSA issued a new CAFE regulation draft which applies to
passenger cars and light trucks from the 2011 model year to the 2015 model year on May 2, 2008. The proposal
requires 31.6 miles per gallon for the combined CAFE standard in the 2015 model year.

14



In August 2005, the CARB finalized its GHG regulation. Under the GHG regulation, which will become
effective for the 2009 model year, automobile manufactures have to improve fuel economy from the current
levels by more than 50% by the 2016 model year.

Many other states have adopted the GHG regulations.

In April 2007, the Supreme Court ruled that the EPA has the authority to regulate GHG emissions. In
response to the Supreme Court’s ruling, the President has directed his agencies to take the first steps toward
regulations that would reduce gasoline consumption and GHG emissions from vehicles by 20 percent over the
next 10 years.

However, EPA decided not to grant enforcement of the GHG regulation by the State of California on
December 19, 2007. Because EPA has determined that the federal unified standard can contribute to a significant
reduction of GHG emitted in all states and will be more effective than the states approach.

Europe

In early 1999, the European Union reached a voluntary agreement with the European Automotive
Manufacturers Association for the establishment of an average emissions target of 140 grams of carbon dioxide
per kilometer for new cars offered for sale in the EU in 2008. The Japan Automobile Manufacturers
Association(JAMA) and the Korean Automobile Manufacturers Association also reached a similar voluntary
agreement with the European Union targeting implementation in 2009. In 2003, in an interim review, the
emissions reduction efforts made by these associations were reviewed and the possibility of setting a more
stringent target of above 140 grams is now being discussed. In 2003, JAMA achieved the midterm target
(165-175 grams). JAMA achieved additional reduction of carbon dioxide in 2005 as compared to 2004.

In 2006, discussions about establishing targets for 2008 will begin among the European Commission,
Member States and the automobile industry.

End of 2007, European Commission proposed “carbon dioxide emission performance standards for new
passenger cars”. According to this communication, the European Commission will be setting a more stringent
target of 130 grams of carbon dioxide per kilometer for new cars offered for sale in the EU in 2012. In addition,
the proposal will provide manufacturers with the necessary incentive to reduce the CO, emissions of their
vehicles by imposing an excess emissions premium if their average emission levels are above the limit value
curve. This premium will be based on the number of grams per kilometer (g/km) that an average vehicle sold by
the manufacturer is above the curve, multiplied by the number of vehicles sold by the manufacturer.

The EU is also recommending the use of biomass fuel blends.

Other Regions
China adopted a fuel consumption regulation for passenger vehicles in 2004. Step1 of this regulation was

implemented in 2005 and Step2 was implemented in 2008.

South Korea adopted the regulation of Corporate Average Fuel Economy for passenger vehicles in 2005.
Domestic vehicles will be required to adhere to the regulations starting from 2006 and imported vehicles will
need to meet the requirement from 2010.
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3. Recycling / End-of-Life Vehicles (ELV)
Japan

Japan enacted the Automobile Recycling Law in July 2002, which required manufacturers to take back air
bags, fluorocarbon and shredder residue derived from end-of-life vehicles (ELV), which became effective on
January 1, 2005. ELV processing costs are collected from owners of cars currently in use and purchasers of new
cars.

Europe

In September 2000, the European Union approved a directive requiring its member states to promulgate
regulations implementing the following by April 21, 2002:

Manufacturers must be financially responsible for taking back end-of-life vehicles offered for sale after
July 1, 2002 and dismantle and recycle the vehicles. Beginning on January 1, 2007, the requirement has also been
applied to all vehicles offered for sale in the European Union before July 1, 2002.

Manufacturers must not use specified hazardous materials in vehicles offered for sale in the European Union
after July 2003, and 95% of vehicle parts in new vehicle types sold in the European Union after December 15,
2008, must be designed to be re-usable and recoverable.

On December 30, 2006, the European Union adopted the Regulation concerning the Registration,
Evaluation, Authorization and Restriction of Chemicals (REACH), which becomes effective on June 1, 2007.
From June 1, 2008, any manufacturer or importer of chemical substances is required to submit a registration to
the Agency, based on annual production or import quantity levels. Also, any manufacturer or importer of
chemical containers is required to submit a registration for the chemical substances contained in such containers,
which is expected to be consumed. Submitting a pre-registration between June 1 and December 1, 2008 will
allow the manufacturer or importer to extend the deadline for submitting the registration for existing chemical
substances or containers. The list of Substance of Very High Concern (SVHC) will be announced in June 2009.
On request by a consumer, the supplier of the product containing SVHC must provide the consumer with the
sufficient information at least the name of the substance within 45 days.

Other Regions

Taiwan and Korea have implemented automobile recycling laws from January 1, 2008 following the
regulations established by the European Union and Japan. In addition, China has a plan to implement automobile
recycling laws in the near future.

4. Safety
Japan

In March 2005, the Ministry of Land, Infrastructure and Transport (MLIT) issued the world’s first Seat Belt
Reminders standard. Pursuant to the standard, the driver’s seat in passenger vehicles must be equipped with a
seat belt reminder from September 1, 2005 for new models and from September 1, 2008 for all other models.

In November 2007, the MLIT issued safety standard for vehicles which use high voltage electric power like
an electric vehicle or hybrid electric vehicle, to avoid electric shock, when normal operation and after crash

condition, from July 1, 2012 for all models.

In March 2008, the MLIT issued the technical standards for Event Data Recorders (EDRs). Installation of
EDRs in vehicles and, if an EDR is installed, compliance with MLIT’s technical standards are both voluntary.
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Japan Automobile Standards Internationalization Center (JASIC), which is organized by MLIT and JAMA,
among others, has started to review a proposal for the unification of Safety/Environment Standards, vehicle
categories and certification in order to promote further internationalization of standards and certifications.

JASIC is planning to make the proposal to other contracting parties of the 58 / 98 Agreement by 2009 and
aim at reaching an agreement among the contracting parties by 2015.

The United States

In December 2003, the NHTSA issued various motor vehicle safety standards, including a final rule
specifying enhanced fuel system integrity requirements. For example, the rule changes the test method for rear
crash impacts from a full-lap 48km/h test to an offset 80km/h test, and sets forth a phase-in compliance schedule
mandating that 40% of all vehicles produced by a manufacturer meet the new safety standard by 2006, 70% by
2007, and 100% by 2008.

In December 2003, vehicle manufacturers, including us, presented to the public a statement on crash vehicle
compatibility, “ENHANCING VEHICLE-TO-VEHICLE CRASH COMPATIBILITY: A Set of Commitments
for Progress by Automobile Manufacturers.” This report describes the recommended performance criteria and
research plans developed by an international group of safety experts for enhancing vehicle-to-vehicle crash
compatibility in front-to-front and front-to-side crashes. By September 1, 2007, the goal is to have at least 50%
of all vehicles offered in the U.S. by participating manufacturers to meet the front-to-side performance criteria,
and by September 2009, for 100% of the vehicles of participating manufacturers to meet the criteria. For the
front-to-front criteria, the goal is for 100% of the vehicles of participating manufacturers to meet the criteria by
September 2009, with no interim goals set. We are a participating manufacturer and intend to meet these
voluntary standards.

In August 2006, the NHTSA issued a final rule revising performance requirements for advanced airbag
systems. The rule upgrades the maximum speed for frontal barrier crash tests using a belted small adult female
dummy. Manufacturer must comply with the upgraded requirements for 35% of all vehicles produced by 2009,
65% by 2010, and 100% by 2011.

In April 2007, the NHTSA issued a final rule regarding an electronic stability control system standard for
light vehicles to reduce rollover crashes. The new standard will require installation of electronic stability control
system. Manufacturers must comply with the standard for 55% of all vehicles produced by 2008, 75% by 2009,
95% by 2010, and 100% by 2011.

In May 2007, the NHTSA issued a final rule to revise some performance requirements for head restraints, to
delay the effective date, and to set a phase-in compliance schedule. For front seat requirements, manufacturer
must comply with the revised requirements for 80% of all vehicles produced by 2009, and 100% by 2010. For
voluntarily installed rear head restraints, manufacturers also must be in compliance for 80% of all vehicles by
2010, and 100% by 2011.

In September 2007, the NHTSA issued a final rule to upgrade side impact occupant protection standards,
and later in June 2008, phase-in schedule was amended. The rule imposes a requirement to provide head
protection and adopt a small adult female dummy in side crashes for the first time. Manufacturers must meet an
additional performance test involving a 32km/h vehicle side impact into a rigid pole at an approach angle of 75
degrees for 20% of all vehicles produced by a manufacturer by 2010, 40% by 2011, 60% by 2012, 80% by 2013
and 100% by 2014. New dummies are to be used from September 1, 2010 for the existing moving deformable
barrier and new pole tests.

In January 2008, the NHTSA issued a final rule to revise some performance requirements for event data
recorders and to delay the effective date. Manufacturers offering passenger cars and/or other light vehicles
equipped with event data recorders must comply with revised requirements on or after September 2012.
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In January 2008, the NHTSA issued a supplemental proposed rule to upgrade vehicle roof crush standard.
The rule newly introduces a “Two-sided Roof Test”” which imposes the strength tests for both sides of the vehicle
roof as an alternative for the existing “Single-sided Roof Test”. Manufacturers must comply with either test
requirement from the first September that occurs after three years have elapsed after the issuance of the final rule.

Europe

The European Commission issued a regulation and technical prescription for pedestrian protection. The
regulation required M1 (Passenger vehicles up to nine passengers) and N1 (Light commercial vehicles with gross
vehicle weight up to 3.5t) vehicles to meet standards for the protection of pedestrians in the event of a collision
with the front of a motor vehicle.

The regulation consists of Phase 1, to be effective October 1, 2005 for new types of vehicles and
December 31, 2012 for all vehicles, and Phase 2, to be effective September 1, 2010 for new types of vehicles and
September 1, 2015 for all vehicles.

In early 2004, the European Commission issued a revised regulation relating to indirect vision to reduce
“blind spots” on vehicles of which side and rear areas were not visible to the driver via side or rear-view mirrors.
The regulation has been effective from January 29, 2006 for new types of vehicles and will be effective on
January 29, 2010 for all vehicles.

Additionally, the European Commission has established a project called “eSafety” aiming at cutting road
fatalities in half by 2010. The project focuses on road accident prevention. To achieve this target, such issues as
the introduction of new features on automobiles are being discussed.

5. New Car Assessment Program (NCAP)

Programs that provide customers with assessments of car safety functions and promote the development of
car safety by automobile manufacturers are conducted in countries such as the United States, Japan, Australia,
the EU, Korea and China. The principal items assessed in these programs are passenger protection and braking
power, which are typically assessed with stricter standards or criteria than those required by statute.

In January 2007, NHTSA also issued a report titled “The New Car Assessment Program Suggested Approaches
for Future Program Enhancements” to encourage additional safety improvements, and to provide consumers with
relevant information that will aid them in their new vehicle purchasing decisions. The future program includes
detailed proposals regarding not only crash worthiness assessment but also crash avoidance assessment.

QOutline of Environmental and Safety Regulation for Motorcycles
1. Emissions
Japan

Japan has emissions regulations for motorcycles applicable to all classes of engine displacement. Some
aspects of these requirements, such as standards for hydro-carbon levels and durability, are stricter than the
current European regulations, namely the Eurol regulations. The Central Environment Council in the Ministry of
Environment issued a final report on targets for fiscal year 2006. The target level is similar to those under the
Euro3 standards.

The United States

Emissions regulations regarding off-road motorcycles and ATVs were introduced in 2006. In addition, the
EPA adopted the current California emissions standards regarding on-road motorcycles on a national basis two
years behind the schedule of California. The new regulations include fuel permeation requirements rather than
traditional evaporative emission standards.
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Canada
The Canadian federal government has introduced emissions regulations generally equivalent to the U.S.
EPA regulations for on-road motorcycles from the 2006 model year.

Currently, the Canadian federal government has proposed to introduce the emission regulations for off-road
motorcycles generally equivalent to the U.S. EPA regulations.

Europe
The EU maintains emissions regulations (Euro2) for motorcycles, as well as the “Motor Cycle (& Moped)-
Whole Vehicle Type Approval”, a uniform certification system for two and three-wheeled motor vehicles.

The Euro3 regulations are the most stringent standard for motorcycles. Euro3 regulations have been in effect
from January 2006.

Other Regions
Other countries, mainly in Asia, have implemented tighter emissions regulations based on European

regulations.

In Thailand, a fifth stage of emissions control, which is generally equivalent to or stricter than Euro2, has
been implemented. A sixth stage of emissions control, which is generally equivalent to or stricter than Euro3,
will be introduced in 2008.

In Indonesia, Euro2-equivalent regulations have been in effect from January 2006.
In China, Euro2-equivalent regulations were introduced in 2004.

In Korea, Euro2-equivalent regulations were implemented in 2006. In addition, Euro3- equivalent
regulations will be implemented from 2008.

In Brazil, Euro2-equivalent regulations have been in effect from the beginning of last year. Euro3-
equivalent regulations will be implemented in the beginning of 2009.

In India, regulations based on the Indian authorities’ own test method are in effect and enhanced regulations
were enacted in 2005.

2. Safety
Japan

Japan introduced the ECE R78—Braking system based on the Global Technical Regulation that was
promulgated by the United Nation’s World Forum for Harmonization of Vehicle Regulations. It will apply to
new vehicle types on and after June 18, 2009, and to all models on and after June 18, 2011.

The United States

Three wheeled all terrain vehicles, or ATVs (formerly referred to as “ATC”s) were a problem due to the
youth- involved accidents in the 80s’, and ATV regulations being established at that time. However, it turned out
that a voluntary standard, which was agreed to between the industry and regulators, was established. Although
the number of accidents did not increase in the 90s’, the ATV market in the US experienced a rapid development
from 2000 and the problem of youth-involved accidents increasing continued to be a focal point.

The Consumer Product Safety Commission (CPSC) and ATV industry updated the voluntary standard in
2007. The CPSC is now considering that the standard will be introduced in the regulation.
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Europe

The number of ATVs designed to travel on four low pressure tires on non-paved surfaces has recently
increased in the EU market. Most ATVs have received approval by the Whole Vehicle Type Approval (WVTA)
and are permitted to run on highways. As a result, there has been an increase in the number of accidents which
resulted in the establishment of the All Terrain Vehicle European industry Association (ATVEA). The ATVEA
is now focusing on ATV standards rulemaking. It is expected that a standard will be completed in approximately
five years at the earliest.

The driving licenses directive was updated, and established a new category for mopeds and changed the
contents of each category. A new directive will be effective from January 19, 2013.

Other Regions

Brazilian government issued a new regulation regarding anti-theft device and will require installing an
immobilizer and a vehicle tracking system on vehicles and motorcycles sold or registered from August 1, 2009.

Many Asian countries, e.g. India, Thailand, and Vietnam are introducing several regulations, e.g. lighting,
braking, and anti-theft, based on ECE regulations.

Canadian government revised the controls and display regulation in order to harmonize with the U.S.—
vehicle safety standards. It applied to all motorcycle manufactured from February 22, 2008.

Outline of Environmental and Safety Regulation for Power Products
1. Emissions
The United States

The EPA enacted new engine emissions regulations applicable to model year 1997 for small non-road
engines. These regulations are also applicable to engines in use from the 2001 model year. With respect to
marine engines, emissions regulations for outboard engines and personal watercraft were implemented for the
1998 model year products and were gradually strengthened every year until the 2006 model year. Currently, the
EPA has proposed enhanced emission regulations for non-road engines and marine engines.

In 1995, the State of California enacted new engine emissions regulations for small non-road engines.
California is now gradually shifting its focus on emissions regulations for engines in use manufactured in the 2000
model year and thereafter. California has introduced tighter tail-pipe emissions standards and added requirements
for evaporative emissions from small non-road engines from the 2006 model year. With respect to marine engines,
California enacted emissions regulations for model year 2001 outboard engines and personal watercraft that are
equivalent to the U.S. federal government’s 2006 model year regulations, and strengthened these regulations in the
model year 2004. California plans to further strengthen the regulations for these products in the 2008 model year.

Canada

The Canadian federal government has introduced emissions regulations generally equivalent to the U.S.
EPA regulations for small non-road engines from the 2005 model year, with some exceptions.

Currently, the Canadian federal government has proposed to introduce emission regulations for marine
engines generally equivalent to the U.S. EPA regulations.

Europe

Emissions regulations regarding diesel non-road mobile machinery have been in place in the European
Union. The EU has introduced regulations covering gasoline engines from 2004 based on the contents of the
current EPA regulations in the United States and introduced emissions regulations targeting outboard engines and
personal watercraft from 2005. In addition, with respect to marine engines, emissions regulations have been
implemented since 1993 in Bodensee, which is located between Switzerland, Germany and Austria.
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2. Safety
Japan

The Consumer Product Safety Law, as amended, which mandates manufacturers and/or importers liable for
product accidents to give a report to the Minister of the Ministry of Economy, Trade and Industry (METTI),
became effective on May 14, 2007.

Main points of this Law are as follows:
1. Manufacturers and importers are mandated to notify a serious product accident.
2. Distributors, retailers and repair shops are encouraged to inform manufacturers and importers.

3. Products covered by this Law include all products utilized in daily life except for products regulated by
other laws (such as motor vehicles, medicines, etc.).

4. Mandatory reports are limited to serious accidents (involving fatal and serious injury accident, CO
poisoning, and fire).

5. Product name, etc. are published to the public as necessary to prevent danger and hazard from
occurring or expanding.

The United States

The CPSC issued a final rule to require that portable generators bear a carbon monoxide poisoning warning
label. This regulation requires that the label include pictograms and statements warning consumers that “a
generator’s exhaust contains poisonous carbon monoxide” and that “a generator should never be used inside the
home or partially enclosed areas such as garages”. This regulation became effective on May 14, 2007 and applies
to any portable generator manufactured or imported on or after that date.

Europe

The Machinery Directive was changed on May 16, 2006, and new directive will be effective from
December 29, 2009. Main changes are to clarify the scope (e.g. partly completed machinery such as engine unit)
and to add the concrete description of market survey and obligation to establish the penalty description for
member states.

Preparing for the Future

In the global economy, there are concerns of economic slowdowns in the U.S., Europe and Japan. In
addition, the pace of economic expansion in Asia outside Japan is expected to decline. Moreover, the global
business environment in which Honda’s management operates still remain uncertain because of global political
and economic uncertainties, fluctuations in oil and raw material prices, and movements in currency, finance and
capital markets. As a result, Honda expects the operating environment to remain difficult.

It is under these circumstances that Honda seeks to strengthen its corporate structure quickly and flexibly to
meet the requirements of its customers and society and the changes in its business environment. Also, in order to
improve the competitiveness of its products, Honda will endeavor to enhance its R&D, production and sales
capabilities. Furthermore, Honda will continue striving to earn even more trust and understanding from society
through companywide activities. Honda recognizes that further enhancing the following specific areas is essential
to its success:

Research and Development

Along with efforts to develop even more effective safety and environmental technologies, Honda will
enhance creativity in its advanced technology and products, and will create and swiftly introduce new value-
added products that meet specific needs in various markets around the world. Honda will also continue its efforts
to conduct research on future technologies.
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Production Efficiency

Honda will establish and enhance efficient and flexible production systems and expand production capacity
at its global production bases, with the aim of increasing its capability of supplying high quality products.

Sales Efficiency

Honda will remain proactive in its efforts to expand product lines through the innovative use of IT and to
upgrade sales and service structure, in order to further satisfy its customers.

Product Quality

Responding to increasing customer demand, Honda will upgrade its quality control through enhancing the
functions of and coordination among the development, purchasing, production, sales and service departments.

Safety Technologies

Honda is working to develop safety technologies that enhance accident prediction and prevention,
technologies to help reduce the risk of injuries to passengers and pedestrians from car accidents, and technologies
that enhance compatibility between large and small vehicles, as well as expand its line-up of products
incorporating such technologies. Honda will reinforce and continue to advance its contribution to traffic safety in
motorized societies in Japan and abroad. Honda also intends to remain active in a variety of traffic safety
programs, including advanced driving and motorcycling training schemes provided by local dealerships.

The Environment

Honda will step up its efforts to create better, cleaner and more fuel-efficient engine technologies and to
further improve recyclables throughout its product lines. Honda will also work to advance fuel cell technology
and steadily promote its new solar cell business. In addition, Honda will further its efforts to minimize its
environmental impact. To this end, we set global targets to reduce the environmental burden as measured by the
Life Cycle Assessment*, in all areas of business, spanning production, logistics and sales.

*  Life Cycle Assessment: A comprehensive system for quantifying the impact Honda’s products have on the
environment at the different stages in their life cycles, from material procurement and energy consumption
to waste disposal.

Continuing to Increase Society’s Trust in and Understanding toward Honda

In addition to continuing to provide products incorporating Honda’s advanced safety and environmental
technologies, Honda will continue striving to earn even more trust and understanding from society by, among
other things, undertaking activities for corporate governance, compliance, and risk management and contributing
to society.

Through these Company-wide activities, Honda will strive to materialize Honda’s visions of “Value
Creation (Creating New Value for our Customers),” “Glocalization (Expanding Regional Operations),” and
“Commitment to the Future (Developing Safety and Environmental Solutions),” with the aim of sharing joy with
Honda’s customers, thus becoming a company that society wants to exist.
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C. Organizational Structure

As of March 31, 2008, the Company had 131 Japanese subsidiaries and 266 overseas subsidiaries. The
following table sets out for each of the Company’s principal subsidiaries, the country of incorporation, function

and percentage ownership and voting interest held by Honda.

Company

HondaR&D Co., Ltd. ..................
Honda Engineering Co., Ltd. . ............

Yachiyo Industry Co., Ltd. ..............
Honda Lock Mfg. Co., Ltd. ..............
Yutaka Giken Co., Ltd. . ................
Asama Giken Co., Ltd. .................
Honda Foundry Co., Ltd. ................
Honda Motorcycle Japan Co., Ltd. ........
Honda Finance Co., Ltd. ................
Mobilityland Corporation ...............
Honda Trading Corporation .............
Honda Logistics Inc. ...................
American Honda Motor Co.,Inc. .........
Honda North America, Inc. ..............

Honda of America Mfg.,Inc. ............
American Honda Finance Corporation . . . ..
Honda Manufacturing of Alabama, LLC .. ..
Honda of South Carolina Mfg., Inc. .......
Yachiyo of Americalnc. ................
Honda Transmission Mfg. of America, Inc. ..
Honda Precision Parts of Georgia, LLC .. ..
Honda Power Equipment Mfg., Inc. .......
Honda R&D Americas, Inc. .............
Cardington Yutaka Technologies Inc. . .. ...

Celina Aluminum Precision Technology

Inc. ...
Honda Trading America Corporation . ... ..
Honda Engineering North America, Inc. . . ..

Honda CanadalInc. ....................
Honda Canada FinanceInc. .. ............
Honda de Mexico, S A.deC.V. ..........
Honda Europe NV .....................
Honda Motor Europe Limited ............

Honda of the U.K. Manufacturing Ltd. .. ...
Honda Finance Europe plc ..............
Honda Motor Europe (South) S.A. ........
Honda Europe Power Equipment, S.A. ... ...

Percentage
Ownership
Country of and
Incorporation Function Voting Interest
Japan Research & Development 100.0
Japan Manufacturing and Sales of 100.0
machine tools, equipment and
production techniques
Japan Manufacturing 50.5
Japan Manufacturing 100.0
Japan Manufacturing 70.1
Japan Manufacturing 81.7
Japan Manufacturing 82.1
Japan Sales 100.0
Japan Finance 100.0
Japan Others (Leisure) 100.0
Japan Others (Trading) 100.0
Japan Others (Physical Distribution) 100.0
US.A Sales 100.0
US.A Coordination of Subsidiaries 100.0
Operation
US.A Manufacturing 100.0
US.A Finance 100.0
US.A Manufacturing 100.0
US.A Manufacturing 100.0
US.A Holding Company 100.0
US.A Manufacturing 100.0
US.A Manufacturing 100.0
US.A Manufacturing 100.0
US.A Research & Development 100.0
US.A Manufacturing 100.0
US.A. Manufacturing 100.0
U.S.A. Other (Trading) 100.0
US.A. Manufacturing and Sales of 100.0
machine tools, equipment and
production techniques
Canada Manufacturing and Sales 100.0
Canada Finance 100.0
Mexico Manufacturing and Sales 100.0
Belgium  Sales 100.0
UK. Coordination of Subsidiaries 100.0
Operation and Sales
UK. Manufacturing 100.0
UK. Finance 100.0
France Sales 100.0
France Manufacturing and Sales 100.0
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Company

HondaBank GmbH ....................
Honda Motor Europe (North) GmbH ... ...
Honda R&D Europe (Deutschland)

GmbH ............ ... ... ... .....
Honda Italia Industriale S.p.A. ...........
Montesa Honda S.A. ...................
Honda Motor (China) Investment

Corporation, Limited .. ...............
Jialing-Honda Motors Co., Ltd. ..........
Honda Automobile (China) Co., Ltd. ......
Honda Auto Parts Manufacturing Co.,

Ltd. ..o
Honda Motorcycle and Scooter India Private

Limited ............ ... ... ... ....
Honda Siel Cars India Limited ...........
P.T. Honda Precision Parts

Manufacturing .. ........... .. ... ...
P.T. Honda Prospect Motor . . ............
Honda Malaysia SDN. BHD. ............
Honda Atlas Cars (Pakistan) Limited . ... ..
Honda Philippines, Inc. .................
Honda Cars Philippines, Inc. . ............
Honda Taiwan Co., Ltd. ................
Asian Honda Motor Co., Ltd. ............

Honda Leasing (Thailand) Company
Limited ............ ... ... ... ....
Honda Automobile (Thailand) Co., Ltd. . . ..
Thai Honda Manufacturing Co., Ltd. ......
Honda Vietnam Co., Ltd. ...............
Honda Motor de Argentina S.A. ..........
Honda South America Ltda. .............

Honda Automoveis do Brasil Ltda. .. ......
Moto Honda da Amazonia Ltda. ..........
Honda Componentes da Amazonia Ltda. ...
Honda Turkiye A.S. ...................
Honda Australia Pty. Ltd. ...............
Honda New Zealand Limited ............

Percentage

Ownership
Country of and
Incorporation Function Voting Interest
Germany Finance 100.0
Germany Sales 100.0
Germany Research & Development 100.0
Italy Manufacturing and Sales 100.0
Spain Manufacturing and Sales 100.0
China Holding Company and Sales 100.0
China Manufacturing and Sales 70.0
China Manufacturing 65.0
China Manufacturing 100.0
India Manufacturing and Sales 100.0
India Manufacturing and Sales 97.4
Indonesia ~ Manufacturing 100.0
Indonesia ~ Manufacturing and Sales 51.0
Malaysia Manufacturing and Sales 51.0
Pakistan Manufacturing and Sales 51.0
Philippines =~ Manufacturing and Sales 99.6
Philippines =~ Manufacturing and Sales 74.2
Taiwan Sales 100.0
Thailand Coordination of Subsidiaries 100.0
Operation and Sales
Thailand Finance 100.0
Thailand Manufacturing and Sales 89.0
Thailand Manufacturing 60.0
Vietnam Manufacturing and Sales 70.0
Argentina ~ Manufacturing and Sales 100.0
Brazil Holding Company of Subsidiaries 100.0
Operation

Brazil Manufacturing and Sales 100.0
Brazil Manufacturing and Sales 100.0
Brazil Manufacturing 100.0
Turkey Manufacturing and Sales 100.0
Australia Sales 100.0
New Zealand Sales 100.0
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D. Property, Plants and Equipment

Honda’s manufacturing operations are principally conducted in 33 separate factories, four of which are
located in Japan. The following table sets out information, as of March 31, 2008, with respect to Honda’s
principal manufacturing facilities, all of which are owned by Honda:

Number of
Location Employees Principal Products Manufactured
Sayama, Saitama, Japan ............... .. .. ... .. .. 5,334 Automobiles
Hamamatsu, Shizuoka, Japan ...................... 3,295 Motorcycles, power products and
transmissions
Suzuka, Mie,Japan . .......... ... .. o L 6,981 Automobiles
Ohzu-machi, Kikuchi-gun Kumamoto, Japan ......... 3,032 Motorcycles, all-terrain vehicles, power
products and engines
Marysville, Ohio, US.A. ... ... ... .. .. ... ... 7,214  Motorcycles and automobiles
Anna, Ohio, US.A. ... .. ... . 2,598 Engines
East Liberty, Ohio, US.A. ... ... ... ... ... ..... 2,324 Automobiles
Lincoln, Alabama, US.A. ....... ... ... ... ........ 4,513 Automobiles
Swepsonville, North Carolina, US.A. ............... 573  Power products
Timmonsville, South Carolina, U.S.A. .............. 1,484 All-terrain vehicles
Alliston, Ontario, Canada . ........................ 4,506 Automobiles
El Salto, MeXico . ... . i 1,913 Motorcycles and automobiles
Swindon, Wiltshire, UK. ......................... 4,924 Automobiles and engines
Ormes, France ............ .. .. .. ... .. ... .. ... 159  Power products
Atessa, Italy ......... ... .. . .. 798 Motorcycles, power products and engines
Barcelona, Spain . .......... .. .. .. . L i 299  Motorcycles
Guangzhou, China ........... ... ... ... ... ..... 1,131 Automobiles
Chongqing, China . ........ ... .. oo, 962  Power products
Greater Noida, India ........... ... . ... .. ....... 1,797 Automobiles
Gurgaon, India ........ ... ... ... L il 2,627  Motorcycles
Karawang, Indonesia ............................ 1,295 Automobiles
Alor Gajah, Malaysia ............ ..., 1,152 Automobiles
Lahore, Pakistan . ............................... 609 Automobiles
Manila, Philippines . ............. ... .. .. ... 739  Motorcycles and power products
Laguna, Philippines ............. ... ... .. .. ... 687  Automobiles
Pingtung, Taiwan ......... ... ... ... ... .. ... ... 730  Automobiles
Ayutthaya, Thailand ............. ... ... .. ... ... 2,935  Automobiles
Bangkok, Thailand .............. ... .. .. ... ... 2,708 Motorcycles and power products
Vinhphue, Vietnam ............. ... ... .. ...... 1,880  Motorcycles and automobiles
Buenos Aires, Argentina . .................. ... ... 211 Motorcycles
Sumare, Brazil ........ ... .. ... . . . ... 2,956 Automobiles
Manaus, Brazil ....... ... ... .. . il 7,654  Motorcycles and power products
Gebze, Turkey .......... . i 862 Automobiles

In addition to its manufacturing facilities, the Company’s properties in Japan include sales offices and other
sales facilities in major cities, repair service facilities, and research and development facilities.

We believe our production facilities and other properties, including the principal manufacturing facilities
above, are suitable and adequate for the development, manufacture and sales of Honda’s products and parts.

As of March 31, 2008, the Company’s property, with a net book value of approximately ¥26.5 billion, was
subject to specific mortgages securing indebtedness.
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Capital Expenditures

Capital expenditures in fiscal 2008 were applied to the expansion of manufacturing facilities, streamlining
efforts, and the replacement of older equipment. Other expenditures included funds used to augment sales and
R&D facilities.

Total capital expenditures for the year amounted to ¥1,493.2 billion, up ¥499.4 billion from the previous
year. Also, total capital expenditures excluding property on operating leases for the year amounted to ¥654.0
billion, up ¥26.9 billion from the previous year. Spending by business segment is shown below.

Fiscal years ended March 31,

2007 2008 Increase (Decrease)
Yen (millions)
Motorcycle Business ............c.iiiiiiiii e ¥ 68,880 ¥ 86,687 ¥ 17,807
Automobile BUSINESS .. ... 540,859 544,922 4,063
Financial Services Business . ................ 367,728 839,888 472,160
Financial Services Business (Excluding Property on Operating
Leases) .ot 933 627 (306)
Power Product and Other businesses . ...............ccovvv.... 16,394 21,794 5,400
Total . ... ¥993,861 ¥1,493,291 ¥499,430
Total (Excluding Property on Operating Leases) ............ ¥ 627,066 ¥ 654,030 ¥ 26,964

In the motorcycle business, we made capital expenditures of ¥86,687 million in the fiscal year ended
March 31, 2008. Funds were allocated to the introduction of new models, as well as the improvement,
streamlining and modernization of production facilities, and improvement of Sales and R&D facilities.

In the automobile business, we made capital expenditures of ¥544,922 million in the fiscal year ended
March 31, 2008. Funds were allocated to the introduction of new models, as well as the improvement,
streamlining and modernization of production facilities, and improvement of Sales and R&D facilities. As one of
our plans to increase the local production of automobile powertrain components in North America, Honda
Transmission Mfg. of America, Inc. completed construction of its facilities for the production of high precision
gears in July 2007.

In the financial services business segment, capital expenditures excluding property on operating leases
amounted to ¥627 million in the fiscal year ended March 31, 2008, while capital expenditures for property on
operating leases were ¥839,261 million. Capital expenditures in power products and other businesses in the fiscal
year ended March 31, 2008, totaling ¥21,794 million, were deployed to upgrade, streamline, and modernize
manufacturing facilities for power products, and to improve R&D facilities for power products.

Our 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 because of the termination of insurance contract covering the estimated
residual value of vehicles leased to customers are accounted for as operating leases. Therefore, because of the
transfer from direct financing leases to operating leases, capital expenditures of the Company have increased
from the year ended March 31, 2007.

Plans after fiscal 2008

We set out our original capital expenditure plans for the period from the fiscal year ended March 31, 2008
during the preceding fiscal year. We have subsequently modified these plans as follows:

The investment amount of the new R&D center in Sakura City, Tochigi, Japan has changed from
approximately ¥17,000 million to ¥48,000 million because of the expansion of the building. The planned timing
of the commencement of the center’s operations has not changed.
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The investment amount of the new auto plant in Yorii-machi Oosato-gun, and the new engine plant in
Ogawa-machi Hiki-gun, Saitama, Japan has changed from approximately ¥70,000 million to ¥158,000 million
because of the change of operations to strengthen the business competitiveness, strengthening of measures to
environment, acquisition of land, inclusion of land development expenses, and a substantially increased building
materials prices. The planned timing of the start of operation has not changed.

We have set out our capital expenditure plans for the period from the fiscal year ending March 31, 2009 as
follows:

In order to respond efficiently to increases in global motorcycle demand as well as to advancements in
products and improvements in production engineering, Honda plans to consolidate all motorcycle production in
Japan at its Kumamoto Factory with an investment of approximately ¥33,000 million. This new motorcycle plant
plans to start operation in 2008. The annual production capacity of Kumamoto Factory will be approximately
600,000 units.

Honda Siel Cars India Limited, which is one of the Company’s consolidated subsidiaries, plans to build a
new auto plant in Rajasthan, India with an investment of approximately $230 million. The annual production
capacity of this new plant will be approximately 60,000 units. This new auto plant plans to start operation in the
end of 2009.

Honda Automobile (Thailand) Co., Ltd., which is one of the Company’s consolidated subsidiaries, plans to
build a new auto plant in Ayutthaya, Thailand with an investment of approximately 6,200 million bahts. The
annual production capacity of this new plant will be expandable up to approximately 120,000 units. This new
auto plant plans to start operation in the latter half of 2008.

Honda Motor de Argentina S.A., which is one of the Company’s consolidated subsidiaries, plans to build a
new auto plant in Buenos Aires, Argentina with an investment of approximately $100 million. The annual
production capacity of this new plant will be approximately 30,000 units. This new auto plant plans to start
operation in the latter half of 2009.

Yachiyo Industry Co., Ltd., which is one of the Company’s consolidated subsidiaries, plans to build a new
auto plant capable of synchronous auto production—from the engine to the entire automobile—in Yokkaichi
City, Mie, Japan with an investment of approximately ¥50,000 million, to further strengthen the mini-vehicle
business. The annual production capacity of this new plant and the current operating plant will be approximately
240,000 units, which is the same as the current production capacity. This new auto plant plans to start operation
in the latter half of 2010.

The estimated amounts of capital expenditures in fiscal year ending March 31, 2009 are shown below.

Fiscal year ending
March 31, 2009

Yen (millions)

Motorcycle BUSINESS . ..ottt ¥136,600
Automobile BUSINESS . . ..ottt 549,800
Financial Services BUSINESS . . . . oo 1,300
Power Product and Other BUSINESSES . . . ...ttt e 22,300

Total .. ¥710,000

The estimated amount of capital expenditures for Financial Services Business in the above table does not
include property on operating leases.
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Item 4A. Unresolved Staff Comments

We do not have any unresolved written comments provided by the staff of the Securities and Exchange
Commission regarding our periodic reports under the Securities and Exchange Act of 1934.

Item 5. Operating and Financial Review and Prospects
A. Operating Results

Overview

Business Environment

The business environment during the fiscal year ended March 31, 2008 was characterized by escalation in
crude oil prices around the world and increases in other raw material prices. The U.S. economy showed
increasing signs of a slowdown triggered by the subprime mortgage crisis. In Europe, consumer spending was
relatively weak, and the pace of the economic growth moderated. On the other hand, the economies of Asia,
particularly China and India, continued to report generally rapid economic expansion. In Japan, signs of an
economic slowdown emerged, as private capital investment and consumer spending were virtually level with the
previous year.

Overview of Fiscal 2008 Operating Performance

Taking on market challenges and opportunities head on, Honda posted the highest level of net sales and
other operating revenue in its history as a result of higher unit sales in automobile business and other factors.
Profit indicators, including operating income, income before income taxes, minority interest and equity in
income of affiliates and net income, also set new records. Factors driving this movement to new highs in
profitability included higher revenues and the positive impact of cost reductions, both of which more than offset
the escalation in raw material costs.

Motorcycle Business

Global unit sales of motorcycles declined, despite increases in Other Regions mainly in Brazil, as our unit
sales in North America and certain other markets decreased.

By region, in Other Regions, which includes South America, we reported major increases in sales of 125cc-
class models as a result of expansion in the Brazilian market. In Asia, sales of scooters and other motorcycles in
India were favorable, and sales in the fast-growing economy of Vietnam were strong, especially for automatic
transmission models.

In North America, however, as a result of the deceleration in the U.S. economy because of fallout from the
subprime mortgage crisis, unit sales of medium- to large-size motorcycle models, sport-type ATVs, and other
products declined from the levels of the previous year. In Japan, we took steps to increase the appeal of Honda
products and stimulate market demand by installing fuel-injection (FI) systems* on scooters and other models,
making full model changes in our large scooters, and adopting other measures, but unit sales dropped below the
previous year.

*  Fuel Injection (FI): Electronically controlled fuel injection systems

Automobile Business

During the fiscal year under review, as a result of strong unit sales of Honda’s global automobile models—
the Civic, Accord, CR-V and Fit—unit sales increased in all overseas regions, and total unit sales were at a record
level for the ninth consecutive year.
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In North America, as the U.S. economy showed growing signs of deceleration, Honda sustained its efforts
and momentum, especially for the new-model Accord and CR-V, and reported a steady rise in unit sales in the
United States. In Europe, sales of units with clean, high-efficiency diesel engines expanded, while Honda posted
rapid sales growth in Russia, supported by strong economic conditions, and in Eastern Europe, where markets are
continuing to expand. Meanwhile, in Asia, sales of the Civic, CR-V and other models were favorable in China. In
Japan, although sales of the new-model Fir were strong, overall demand conditions were weak and unit sales
decreased.

Power Product and Other Businesses

Total unit sales of this segment during the fiscal year under review declined as a result of substantially lower
sales in North America, despite increases in other areas outside the United States.

By region, in North America, overall unit sales of Honda power products were weak because of the decline
of the housing market. On the other hand, unit sales increased in Europe, mainly of general-purpose engines for
OEM™! use, along with expansion in the Russian and Eastern European markets as well as solid sales of lawn
mowers and other products in Western Europe. In Asia, sales of general-purpose engines and pumps were
favorable.

“I' OEM (Original equipment manufacturing):

OEM refers to a manufacturing of products and components supplied for sale under a third-party brand.

Results of the 9th Mid-Term Management Plan

Fiscal 2008 was the concluding year in Honda’s 9th Mid-term management plan, which was launched in
fiscal 2006. During the three years covered by the plan, Honda focused on establishing a foothold in order to
achieve a significant leap in the future, focusing on

—  Strengthening the core characteristics that make Honda unique,
—  Strengthening the foundation for global growth, and

—  Strengthening Honda’s efforts to reduce its environmental footprint.

Over the three years of the plan, Honda established a foothold as a manufacturing enterprise. Also, Honda
succeeded in dramatically expanding its business scale as the economies of North America recorded a generally
favorable performance, and the economies of Asia and South America continued to grow, by expanding its total
net sales and other operating revenue 38.8% more than the final fiscal year of the previous mid-term plan.

— Strengthening the Core Characteristics that Make Honda Unique through Acceleration of Efforts in
Japan

We believe that an important initiative that will facilitate the application of Honda’s technology and
know-how in its operations around the world will be to strengthen in Japan the core characteristics that make
Honda unique. During the period of the 9th Mid-term plan, Honda promoted standardization of production
process and increased efficiency with an eye to overseas production plants, aiming to establish a production and
development system that enables Honda to provide high quality products and flexibly meet the need of
customers.

— Strengthening the Foundation for Global Growth

In its overseas operations, Honda has worked to structure and expand flexible production systems that can
respond to continuing changes in demand. Honda has expanded its production capacity for automobiles in
response to strong demand in India, China, Brazil and elsewhere, thus making it possible to supply a total of
3,955,000 automobiles to world markets during the fiscal year under review. This figure was 20.8% higher than
production in the fiscal year ended March 31, 2005, the final year of the previous mid-term plan.
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— Strengthening Honda’s Efforts to Reduce Its Environmental Footprint

With the long-range goal of “giving joy to the next generation,” Honda has established voluntary targets™
for making its products and production activities more environmentally-responsible and is stepping up its
initiatives to reach these targets by an earlier date.

Sales of Honda automobiles with our originally developed diesel engines, which offer improved
environmental performance and the same degree of driving comfort as cars with gasoline engines, are expanding
in Europe. Furthermore, Honda has adopted the Variable Cylinder Management (VCM)*3 System, which offers
improvement in fuel efficiency in conventional gasoline engines, to new Accord models in North America and
began the marketing of these automobiles in September 2007. In the field of hybrid cars, Honda’s cumulative
sales through the end of fiscal 2008 have exceeded 250,000 units. Sales continue to be strong, as requirements
worldwide for better fuel efficiency are increasing. Also, Honda’s all-new fuel cell vehicle, the FCX Clarity, was
unveiled in November 2007.

In the motorcycle business, Honda has completed the installation of fuel injection systems, which are
superior in environmental performance, on almost all of its business bike and scooter models sold in Japan.

Honda is also active in the field of solar cells, and its consolidated subsidiary, Honda Soltec Co., Ltd., began
the marketing of thin-film solar cells in June 2007.

*2 Honda’s worldwide goals for reducing CO2 emissions by 2010:
(Compared to fiscal 2001)
- Reduce CO, emissions per unit of motorcycles, automobiles and power products by 10%
- Reduce CO, emissions per unit in production of motorcycles and power products by 20%
- Reduce CO, emissions per unit in production of automobiles by 10%

*3 VCM: An advanced variable cylinder management system that can switch from six-cylinder mode to four-
cylinder or three-cylinder mode, depending on driving conditions.

Fiscal Year 2008 Compared with Fiscal Year 2007
Net Sales and Other Operating Revenue

Honda’s consolidated net sales and other operating revenues (hereafter, “net sales”) for the fiscal year ended
March 31, 2008 grew ¥915.6 billion, or 8.3%, compared with fiscal 2007, to ¥12,002.8 billion. Factors behind
this increase were higher unit sales in the motorcycle business in Other Regions, higher unit sales in the
automobile business in all overseas regions, and higher unit sales of power products in Asia, as well as the
positive impact of foreign currency translation effects. Honda estimates that if the exchange rate of the Japanese
yen had remained unchanged against other currencies from the previous fiscal year, consolidated net sales for the
period would have increased by approximately ¥743.0 billion, or 6.7%, compared to the increase as reported of
¥915.6 billion, which includes a positive foreign currency effect.

Domestic net sales decreased by ¥95.4 billion, or 5.7%, to ¥1,585.7 billion, but overseas net sales were up
¥1,011.1 billion, or 10.7%, to ¥10,417.0 billion.

Operating Income

Operating income increased ¥101.2 billion, or 11.9% to ¥953.1 billion when compared with the preceding
year. After considering the net effect of the positive impact of foreign currency effects of ¥37.6 billion, Honda
estimates operating income increased ¥63.5 billion, or 7.5%.
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Factors contributing to the remaining increase of ¥63.5 billion in operating income, after consideration of
foreign currency effects can be summarized as follows (i) changes in net sales and the model mix, (ii) cost
reductions and the effect of raw material cost fluctuations, (iii) changes in selling, general and administrative
(SG&A) expenses and (iv) R&D expenses. Details regarding these factors are as follows.

Changes in net sales and the model mix was a positive impact of ¥170.0 billion due mainly to an increase of
income because of higher sales and an effect of price increase. On the other hand, higher incentives payment in
North America and change in model mix caused by shift of customers’ demands towards more fuel efficient
(compact) models for automobiles segment because of the higher fuel prices negatively affected operating income.

Because of the positive impact of continuing cost reduction effects which offset the negative impacts of
surging raw materials prices, such as steel and precious grade metals used as catalyst, as well as an increase in
depreciation, cost of sales had a positive impact of ¥11.5 billion.

Selling, general and administrative expenses had a negative impact of ¥81.8 billion due to higher
transportation and storage costs accompanying the increase in unit sales, an increase of provisions for credit
losses mainly in financial services business in North America, and higher advertising and sales promotion costs.

R&D expenses also had a negative impact of ¥36.1 billion, as we spent more on safety and environmental
technologies and worked to enhance the attractiveness of our products.

With respect to the discussion above of the change in operating income, management has identified the
factors set forth below and used what it believes to be a reasonable method to analyze the respective changes in
such factors. Each of these factors is explained below. Management has analyzed changes in these factors at the
levels of the Company and its material consolidated subsidiaries.

(1) “Foreign currency effects” consist of translation adjustments, which come from the translation of the currency
of foreign subsidiaries’ financial statements into Japanese yen, and foreign currency adjustments, which result
from foreign-currency-denominated sales. At the levels of the Company and those consolidated subsidiaries
which have been analyzed, such foreign currency adjustments primarily relate to the following currencies: U.S.
dollar, Canadian dollar, Euro, British pound, Brazilian real and Japanese yen.

(2) With respect to “cost reduction and effects of raw material cost fluctuations”, management has analyzed cost
reduction and effects of raw material cost fluctuations at the levels of the Company and its material foreign
manufacturing subsidiaries in North America, Europe and Other Regions.

(3) With respect to “changes in net sales and model mix”, management has analyzed changes in sales volume and
in the mix of product models sold in major markets which have resulted in increases/decreases in profit, as well
as certain other reasons for increases/decreases in net sales and cost of sales.

(4) With respect to “selling, general and administrative expenses”, management has analyzed reasons for an
increase/decrease in selling, general and administrative expenses from the previous fiscal year excluding
currency translation effects.

Income before Income Taxes, Minority Interest and Equity in Income of Affiliates

Income before income taxes, minority interest and equity in income of affiliates increased ¥102.9 billion, or
13.0%, to ¥895.8 billion. Main factors of this increase except factors relating operating income are as follows;

Losses on the valuation of interest rate swaps and other derivatives of our finance subsidiaries had a
negative impact of ¥13.4 billion. The other factors had a net positive impact of ¥15.1 billion. Among such other
factors, the effects of transaction gains and losses had a positive impact, but this was offset by the negative
impact of various factors, including the net loss associated with the revaluation of assets and liabilities
denominated in foreign currencies, and the absence of gains on sale of investment securities which were recorded
in the fiscal year ended March 31, 2007.
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Income Tax Expense

Income tax expense increased ¥103.5 billion, or 36.5%, to ¥387.4 billion. The effective tax rate was 43.2%,
an increase by 7.4 percentage points from the previous fiscal year. This increase in the effective tax rate was
mainly due to the recognition of liabilities for unrecognized tax benefits as a result of an ongoing examination of
the Company’s tax filings by the Tokyo Regional Taxation Bureau with regard to transfer pricing matters.

Additional detailed information is described in Note (10) to the accompanying consolidated financial statements.

Minority Interest in Income of Consolidated Subsidiaries

The amount deducted for minority interest in income of consolidated subsidiaries grew ¥7.1 billion, or
35.7% from the previous year, to ¥27.3 billion.

Equity in Income of Affiliates

Equity in income of affiliates grew ¥15.5 billion, or 15.0%, to ¥118.9 billion, due mainly to an increase of
income at equity method affiliates in Asia accompanying an increase in their sales along with market expansion.

Net Income

Net income rose ¥7.7 billion, or 1.3% from the previous year, to ¥600.0 billion.

Business segments
Motorcycle Business

Unit sales of Honda motorcycles, all-terrain vehicles (ATVs) and personal watercraft (PWC) in fiscal 2008
totaled 9,320,000 units, a decrease of 10.1%, from the previous fiscal year. Unit sales in Japan were 311,000
units, a decrease of 7.7%. Overseas unit sales in the motorcycle totaled 9,009,000 units, a decrease of 10.2%, due
mainly to a decrease in unit sales of parts for local production at affiliates accounted for under equity method in
Asia, which offset the increase in unit sales in Other Regions, especially in South America. Revenue from
external customers increased ¥188.0 billion, or 13.7%, to ¥1,558.6 billion, from the previous fiscal year, due
mainly to increased unit sales in Asia and Other Regions, and the positive impact of foreign currency translation
effects. Honda estimates that if the exchange rate of the Japanese yen had remained unchanged from the previous
fiscal year, consolidated net sales for the period would have increased by approximately ¥94.8 billion, or 6.9%,
compared to the increase as reported of ¥188.0 billion, which includes a positive foreign currency effect.

Operating income increased ¥50.6 billion, or 50.4 %, to ¥151.2 billion, from the previous fiscal year, due
mainly to a positive foreign currency effects caused by an appreciation of Brazilian real and a positive impact of
changes in the model mix, which offset the increased R&D expenses and higher SG&A expenses.

Japan

In Japan, total demand* for motorcycles in fiscal 2008 was approximately 710,000 units, a decline from the
previous fiscal year. Although sales of small, two-wheeled motor vehicles (over 251cc) were strong—due to
structural factors, including the decline in the population of younger people and those obtaining first-class motorcycle
driver’s licenses, the shortage of motorcycle parking space in urban areas and other factors—sales of first-class
motor-driven cycles (up to 50cc) and mini-sized two-wheeled motor mini-vehicles (126cc to 250cc) declined.

Amid these market conditions, Honda’s unit sales of motorcycles declined 7.7% from the previous fiscal
year to 311,000 units, despite an increase in sales of second-class motor-driven cycles (51cc to 125¢cc) for
business use from replacement demands of corporate customers, as sales of scooters and other first-class motor-
driven cycles as well as mini-sized two-wheeled motor mini-vehicles declined.

To accelerate initiatives to reduce the load on the natural environment, Honda newly adopted its fuel-
injection system on its Today motor-driven cycles, its Super Cub 50 business bike and other models. In addition,
to stimulate new demand, Honda introduced the DN-01, a large super sport cruiser equipped with its new
automatic transmission.

*  Source: JAMA (Japan Automobile Manufacturers Association)
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North America

In calendar 2007, total demand in the United States for motorcycles and ATVs declined. Although sales of
on-road bikes remained stable, sales of off-road bikes and sport ATVs, which are recreational products, declined
as a result of such factors as the turmoil in financial markets stemming from the subprime mortgage crisis.

Amid these conditions, Honda’s unit sales in this market for fiscal 2008 declined 9.9%, to 453,000 units.
Among motorcycle sales, although the number of super sport bikes such as CBR600RR increased, sales of cruiser
models and off-road bikes declined. As a result, Honda’s motorcycle sales in this market fell 14.2%, to 242,000
units. Sales of ATVs decreased 4.5%, to 211,000 units, despite favorable sales of models in the FourTrax
Rancher utility ATV series, as the number of sport ATVs declined.

Europe

In calendar 2007, total demand in Europe™! increased over the previous year, to approximately 1,320,000
units as every country except Italy saw an increase from the growth in sales of large scooters, which are the
largest market sub-segment in Europe.

In this operating environment, Honda’s motorcycle sales in this region for fiscal 2008 decreased 4.9% from
the previous year, to 313,000 units. This occured in spite of approximately the same level of sales of large
scooters as in the previous fiscal year, because of weakness in unit sales of 125cc scooters as well as naked*? and
dual-purpose™ models.

*1

Total for ten countries: United Kingdom, Germany, the Netherlands, Belgium, France, Spain, Italy,
Switzerland, Portugal and Hungary

*2 Naked: models not equipped with a cowl (a front guard to protect against the wind)

*3 Dual-purpose: motorcycles used mainly for off-road riding but also designed to run on paved roads (public
roads)

Asia

In Asia, demand for motorcycles as an essential mode of transportation has continued to grow. During
calendar 2007, total demand in principal Asian countries outside Japan* increased from the previous year, to
approximately 35,500,000 units, as a result of stable economic growth and other factors.

Amid this environment, unit sales of completed products of Honda and its consolidated subsidiaries and unit
sales of parts to Honda affiliate companies accounted for under the equity method for use in local production by
such companies declined 16.0%, to 6,633,000 units.

Honda is working to expand local businesses in the region through actively promoting the local procurement
of parts used in overseas production. In Asia, this strategy has resulted in an increase in sales of Honda-brand
motorcycles that are manufactured and sold by affiliated companies accounted for under the equity method in
India and China, but do not include any parts supplied by Honda or its consolidated subsidiaries, and, therefore,
are not included in Honda’s consolidated unit sales.

By country, although sales of the Wave series in Thailand were favorable, sales of existing models
weakened. As a result, Honda’s unit sales in Thailand declined 8.2% from the previous fiscal year, to 1,286,000
units.

In Vietnam, unit sales in fiscal 2008 climbed 42.9% over the previous fiscal year, to 1,125,000 units. Factors

accounting for this were mainly the introduction in April 2007 of the first fuel-injection model, the Future Neo
FI, and the Air Blade, with an automatic transmission.
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In Indonesia, P.T. Astra Honda Motor, an affiliate accounted for under the equity method, added a new
model of the Revo to its lineup of 100cc Cub-type models in April 2007 and introduced a version of the Fir X
with disk brakes in August 2007. P.T. Astra Honda Motor also added another new model, the Supra X125, a
Cub-type model, to its line in September 2007. However, these initiatives were not sufficient to make up for the
slump in the first half of the year, and unit sales to affliate(s) accounted for under the equity method declined
16.7%, to 2,056,000 units.

Our Indian consolidated subsidiary, Honda Motorcycle and Scooter India Private Limited, reported robust
sales of the Shine, a 125cc motorcycle that had undergone a model change; the Unicorn, a 150cc motorcycle; the
Activa scooter, with an automatic transmission, and the Dio motorcycle. In addition, Hero Honda Motors Ltd., an
affiliate accounted for under the equity method, reported robust sales of the low-priced CD Deluxe 100cc
motorcycle; the Splendor-NXG, which it introduced in May 2007; and the Glamour, a 125cc motorcycle with
cast wheel specifications. For the fiscal year under review, total unit sales of completed motorcycles of Honda
and its consolidated subsidiaries and unit sales of parts to Honda affiliate companies accounted for under the
equity method for use in local production by such companies declined 47.5%, to 1,120,000 units.

*  Total for eight countries: Thailand, Indonesia, Malaysia, the Philippines, Vietnam, India, Pakistan and China

Other Regions

In Other Regions—including South America, the Middle & Near East, Africa and Oceania—unit sales
increased 23.4%, to 1,610,000 units.

In Brazil, where economic performance continued to be strong, total demand in calendar 2007 increased, to
1,690,000 units. Amid this operating environment, Honda posted growth in sales of its core models, the CG150
Titan, the CG125 Fan and the Biz 125 models, and unit sales in Brazil expanded.

Automobile Business

Honda’s unit sales of automobiles amounted to 3,925,000 units, up 7.5% from the previous fiscal year. In
Japan, unit sales decreased 8.5%, to 615,000 units. Overseas unit sales increased 11.1%, to 3,310,000 units, due
mainly to increased unit sales in North America, Europe, Asia and Other Regions.

Revenue from external customers increased ¥600.3 billion, or 6.8%, to ¥9,489.3 billion, from the previous
fiscal year, due to increased unit sales and the positive impact of the foreign currency translation effects. Honda
estimates that if the exchange rate of the Japanese yen had remained unchanged from the previous fiscal year,
consolidated net sales for the period would have increased by approximately ¥514.4 billion, or 5.8%, compared
to the increase as reported of ¥600.3 billion, which includes a positive foreign currency effect.

Operating income increased ¥62.1 billion, or 10.4%, to ¥661.6 billion, from the previous fiscal year, due
mainly to the positive impacts of higher revenue attributable to the increased unit sales, continuing cost reduction
effects, increased prices, and the positive foreign currency effects, while offsetting the negative impacts of
increased sales incentives in North America, substantially increased raw material costs, increased SG&A
expenses, changes in the model mix, higher R&D expenses, and increased depreciation expenses.

Japan

Total automobile demand in Japan* (as measured by the number of registrations of regular vehicles (661cc
or higher) and mini-vehicles (660cc or lower)) through December 2007 was below the level of the previous year
for 21 consecutive months, thus creating severe market conditions. In fiscal 2008, total demand declined from the
previous fiscal year, to 5,320,000 units. Of this total, regular vehicle registrations remained below the level of the
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previous year throughout the fiscal year and amounted to approximately 3,430,000 units, despite the positive
impact on sales of the Tokyo Motor Show in the latter half of fiscal 2008 and the introduction of new models by
various automakers. Registrations of mini-vehicles amounted to about 1,890,000 units, also below the level of
the previous fiscal year, despite continued interest among drivers in owning these vehicles, in part because of a
decline of the positive impact of the introduction of new types of mini-vehicles.

Within this operating environment, although sales of Honda vehicles in the regular vehicle category during
fiscal 2008, including the Stream and CR-V continued to be strong, and sales of the new Fit and Inspire models
were robust, in the mini-vehicle category sales were lackluster due to the decline in sales of Zest and Life. As a
result of this and other factors, overall automobile sales declined 8.5%, to 615,000 units.

*  Source: JAMA (Japan Automobile Manufacturers Association)

North America

In calendar 2007, total demand in the United States declined from the previous year, to 16,150,000 units. A
decline in new car demand became clear toward the end of the year as consumer interest in purchasing new
automobiles declined substantially due to such factors as the increase in oil prices, the turmoil in financial
markets stemming from the subprime mortgage crisis. In addition, the market continued to shift from large sport
utility vehicles (SUVs) and light trucks including pickup trucks, and toward small-size vehicles and crossover
utility vehicles (CUVs) because of their fuel efficiency and smaller size.

Amid these operating conditions, unit sales of Honda automobiles in North America during the fiscal year
under review rose 3.5%, to 1,850,000 units, despite a decline in sales of the Pilot, as sales of the small-size Fit
and the CR-V in the CUV category continued to be strong, and a favorable sales performance was recorded for
the core Accord and Civic models.

Europe

Total demand in Germany, Europe’s largest market, were below the levels of the previous year for 12
consecutive months. However, markets in Eastern and Central European countries continued to expand. As a
result, total demand in Europe* in calendar 2007 amounted to approximately 15,960,000 units, about the same as
in calendar 2006.

Total demand in Russia in calendar 2007 showed strong growth, to about 2,580,000 units as a result of
strong economic conditions accompanying the rise in prices of crude oil and other resources that Russia
possesses as well as the rapid expansion of automobile loan financing in that country.

Amid this operating environment, during the fiscal year under review, Honda’s automobile sales increased
20.7%, to 391,000 units. Factors accounting for this performance were the expansion in sales of diesel-powered
cars as well as favorable sales for the new model CR-V, which was introduced in January 2007, and the three-
door Type S as well as Type R models in the Civic series. Especially in Russia, sales of the Accord and Civic
four-door sedans recorded strong sales.

*  Source: Passenger automobile division of Association des Constructeurs Européens d’ Automobiles (the
European automobile association) (Figures include 25 EU countries and 3 European Free Trade Association
(EFTA) countries)
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Asia

In Asia outside Japan, total demand in principal countries* in calendar 2007 increased, to 14,330,000 units,
as a result of stable economic expansion.

In Asia in fiscal 2008, total sales of finished automobiles of Honda and its consolidated subsidiaries and unit
sales of parts to Honda affiliate companies accounted for under the equity method for use in local production by
such companies expanded 21.8%, to 755,000 units.

By country, sales of the Civic and the new CR-V models that were introduced in early 2007 showed
favorable expansion in Indonesia, India and other countries. In China, sales were strong for the City and Odyssey
by Guangzhou Honda Automobile Co., Ltd., an affiliate accounted for under the equity method, and for the Civic
and the CR-V, which was introduced in April 2007 by Dongfeng Honda Automobile Co., Ltd., also an equity-
method affiliate.

*  The total includes Thailand, Indonesia, Malaysia, the Philippines, Vietnam, Singapore, Taiwan, Korea,
India, Pakistan and China.

Other Regions

In calendar 2007, other 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 Australian market™ expanded to
approximately 1,050,000 units. Markets in the Middle & Near East and South American markets other than
Brazil also experienced overall expansion.

Amid these operating conditions, Honda’s unit sales in the Other Regions 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.

*I Source : Associacdo Nacional dos Fabricantes de Veiculos Automotores (the Brazilian automobile
association)

*2 Source: Federal Chamber of Automotive Industries (the Australian automobile association)

Power Product and Other Businesses

Honda’s unit sales of power products totaled 6,057,000 units, down 5.7% from the previous fiscal year. In
Japan, unit sales totaled 550,000 units, an increase of 4.4%. Overseas unit sales came to 5,507,000 units, a
decrease of 6.6%, due mainly to decreased unit sales in North America. Revenue from external customers
increased ¥3.4 billion, or 0.8%, to ¥421.1 billion, from the previous fiscal year, due mainly to the positive impact
of foreign currency translation effects. Honda estimates that if the exchange rate of the Japanese yen had
remained unchanged from the previous fiscal year, consolidated net sales for the period would have decreased by
approximately ¥3.3 billion, or 0.8%, compared to the increase as reported of ¥3.4 billion, which includes a
positive foreign currency effect.

Operating income was ¥22.3 billion, a decrease of ¥13.8 billion, or 38.2% 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.

36



Japan

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.*?

*1

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

*2 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.

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 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

In Other Regions, unit sales for the fiscal year under review 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.

Financial Services Business

To support the sale of its products, Honda provides wholesale financing to dealers and retail lending and
leasing to customers through our finance subsidiaries in Japan, the United States, Canada, the United Kingdom,
Germany, Brazil and Thailand.

As aresult 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 year 2008, revenue from external customers in a financial services business increased ¥123.8
billion, or 30.2%, to ¥533.5 billion from the previous fiscal year due mainly to an increase in operating lease
revenue. Honda estimates that if the exchange rate of the Japanese yen had remained unchanged from the
previous fiscal year, consolidated net sales for the period would have increased by approximately ¥137.0 billion,
or 33.4%, compared to the increase as reported of ¥123.8 billion, which includes a negative foreign currency
effect.
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Operating income also expanded ¥2.2 billion, or 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 increase of provisions
for credit losses.

Our 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 subsequent 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 operating 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.

Information about allowance for credit losses is provided at Item 5. Operating and Financial Review and
Prospects A. Operating Results, Application of Critical Accounting Policies. Information about finance
subsidiaries-receivables and securitizations is described in Note (3) to the accompanying consolidated financial
statements.

Geographical Information
Japan

In Japan, revenue from domestic and export sales was ¥4,889.0 billion, up ¥114.9 billion, or 2.4% compared
to the previous fiscal year, due primarily to the increased revenue from exports in automobile business which
offset the negative impact of the decreased revenue in domestic automobile business. Operating income was
¥192.5 billion, down ¥35.5 billion, or 15.6%, compared to the previous fiscal year, due primarily to the increased
R&D expenses, increased depreciation expenses, and substantially increased raw material costs, which offset the
positive impact of the continuing cost reduction effects, increased profit attributable to higher revenue, and the
decreased SG&A expenses.

North America

In North America, which mainly consists of the United States, revenue increased ¥92.6 billion, or 1.5%, to
¥6,265.2 billion, due mainly to increased revenue in the automobile business, which offset the negative impact of
foreign currency translation effects.

Operating income decreased ¥24.1 billion, or 5.3%, to ¥432.6 billion, from the previous fiscal year, due
primarily to the negative impacts of increased sales incentives in the automobile business, substantially increased
raw material costs, the change in the model mix in the automobile business, increased SG&A expenses caused by
an increase of provisions for credit losses in the financial services business, increased depreciation expenses, and
the negative impact of foreign currency effect because of the depreciation of U.S. dollars, which offset the
positive impacts of increased profit attributable to higher revenue, continuing cost reduction effects, and
increased prices.

Europe

In Europe, revenue increased ¥246.4 billion, or 18.3%, to ¥1,594.2 billion, compared to the previous fiscal
year, due primarily to increased revenue in the automobile business and the positive impact of foreign currency
translation effects.
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Operating income increased ¥19.5 billion, or 61.1%, to ¥51.5 billion, from the previous fiscal year, due
mainly to the positive impacts of increased profit attributable to higher revenue, continuing cost reduction effects
and the foreign currency effects, which offset the negative impacts of the increased SG&A expenses.

Asia

In Asia, revenue increased ¥366.8 billion, or 28.9%, to ¥1,638.2 billion from the previous fiscal year, due
primarily to increased revenue in the motorcycle and automobile businesses and the positive impact of foreign
currency translation effects.

Operating income increased ¥53.5 billion, or 69.4%, to ¥130.7 billion, from the previous fiscal year, due
mainly to the positive impacts of increased profit attributable to higher revenue and the foreign currency effects,
which offset the negative impact of increased SG&A expenses.

Other Regions

In Other Regions, revenue increased ¥295.1 billion, or 37.0%, to ¥1,092.8 billion, compared to the previous
fiscal year, due mainly to increased revenue in all of the business segments and the positive impact of foreign
currency translation effects.

Operating income rose ¥44.2 billion, or 61.2%, to ¥116.4 billion, from the previous fiscal year, due mainly
to the positive impact of the increased profit attributable to higher revenue, the foreign currency effects, and
continuing cost reduction effects which offset the negative impact of increased SG&A expenses.

Initiatives under the 10th Mid-Term Management Plan

In April 2008, we began our 10th three-year mid-term management plan. As we launched the new plan,
environmental issues were continuing to rise in importance and many uncertainties loomed, including volatility
in foreign currency exchange rates and the difficulty in forecasting the macro trends in the world economy.
Under our 10th Mid-term plan, the basic concept is “to establish the necessary systems to give Honda the
strengths to continue to grow globally in the medium-to-long term and apply its strengths in Japan to its
operations around the world.”

To do this, we will take initiatives including, strengthening motorcycle business, innovation of automobile
manufacturing in Japan, and increasing the market penetration of environmentally-responsible products.

— Strengthening Motorcycle Business

Looking to the future, Honda will continue to create products that will offer new value and exceed customer
expectations. To do this, Honda will make further advances in R&D, expand the application of fuel injection
technology and actively apply safety technologies, including a motorcycle airbag system and antilock braking
systems. In addition to introducing environmental and safety technologies, Honda will work to improve fuel
efficiency through the installation of a VCM system for motorcycles that increases fuel economy and an
advanced electronically controlled combined antilock braking system (C-ABS) that improves stability when
braking, while also working to enhance the attractiveness of medium to large-size models and give Honda
owners a greater sense of joy in riding.

At new motorcycle plant at Honda’s Kumamoto Factory, which began operations in April 2008, will play a
key role in strengthening motorcycle production. Honda created efficient production lines to make it possible to
efficiently produce approximately 60 models, from small commuters to large motorcycles, and accommodate the
unique characteristics of each model. The initiatives we have taken at this new motorcycle plant will be applied
in our plants in regions outside of Japan, where the markets for motorcycles are continuing to expand, and the
Kumamoto Factory will be a driving force for creating new products going forward.
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— Innovation of Automobile Manufacturing in Japan

Several next-generation production plants will begin operation in Japan over the coming three years. They
will include a new engine plant in Ogawa, a new automobile plant in Yorii, a new mini-vehicle production plant
to be built by our consolidated subsidiary, Yachiyo Industry Co., Ltd. Also, the renovation is planned for
Hamamatsu Factory to make it to specialize in production of transmissions.

The new auto engine plant in Ogawa will be responsible for the production of next-generation
environmentally responsible engines that require highly advanced manufacturing technologies. This plant will
use flexible manufacturing technology to produce engines requiring different production processes, including
gasoline engines, diesel engines, in-line four-cylinder engines and V-type engines. We are planning to make the
Yorii Plant a next-generation manufacturing facility by introducing systems that optimally control the amount of
energy used during production and works to create more people-friendly assembly lines.

Also, in regions outside Japan, in the latter half of fiscal 2008 we will begin production at a new automobile
plant in Indiana, in the United States; a new auto engine plant in Canada; and a second automobile plant in
Thailand.

— Environmentally Responsible Vehicles

Honda believes that the most important environmental issue is the reduction of CO, emissions, which is a
means of protecting the natural environment on a global scale. Recognizing this, Honda has proactively
announced global CO, reduction targets for 2010 for both its products and manufacturing activities.

Hybrid Vehicles

In addition to the Civic Hybrid, which is currently on the market, Honda is planning to introduce a new
dedicated hybrid vehicle that will be compact and easy to drive, with five doors and room for five passengers.
For its hybrid system, the new automobile will incorporate a compact, lightweight Integrated Motor Assist (IMA)
system. The new Honda hybrid will go on sale in Japan, North America and Europe early in 2009. Looking
ahead, we plan to debut a new sporty hybrid based on the CR-Z concept model that we showed at the 40th Tokyo
Motor Show. Furthermore, development is planned to put the hybrid system on Fif model.

FCX Clarity

The FCX Clarity is a fuel cell vehicle, which features zero CO, emissions. Lease sales of this epoch-making
vehicle will begin in the United States in July 2008 and in Japan in fall 2008.

Fiscal 2007 Compared with Fiscal 2006
Overview
Net Sales and Other Operating Revenue

Honda’s consolidated net sales and other operating revenue (hereafter, “net sales”) for the fiscal year ended
March 31, 2007 grew ¥1,179.1 billion, or 11.9%, compared with fiscal year 2006, to ¥11,087.1 billion. Factors
behind this increase were higher unit sales in the motorcycle business in Other Regions, higher overseas unit
sales in the automobile business and higher unit sales in all regions in power product and other businesses, as
well as the positive impact of foreign currency translation effects. Honda estimates that if the exchange rate of
the Japanese yen had remained unchanged against other currencies from the previous fiscal year, consolidated net
sales for the period would have increased by approximately ¥732.4 billion, or 7.4%, compared to the increase as
reported of ¥1,179.1 billion, which includes a positive foreign currency effect.
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Domestic net sales decreased by ¥12.8 billion, or 0.8% to ¥1,681.1 billion, but overseas net sales were up
¥1,191.9 billion, or 14.5% from fiscal year 2006, to ¥9,405.9 billion.

Operating Income

Operating income declined ¥17.0 billion, or 2.0% to ¥851.8 billion when compared with the preceding year.
After considering the net effect of the positive impact of foreign currency effects of ¥125.5 billion in 2007 and
the absence of a ¥138.0 billion gain on the return of the substitutional portion of the Employees Pension Funds
which was presented in fiscal year 2006, Honda estimates operating income decreased ¥4.5 billion, or 0.5%.

Factors contributing to the remaining ¥4.5 billion decrease in operating income, after consideration of
foreign currency effects in 2007 and the gain on the return of the substitutional portion of the Employees Pension
Funds which was recorded in the fiscal year ended March 31, 2006, can be categorized into (i) changes in net
sales and the model mix, (ii) cost reductions and the effect of raw material cost fluctuations, (iii) changes in
selling, general and administrative (SG&A) expenses and (iv) R&D costs. Details regarding these factors are as
follows.

Changes in net sales and the model mix had a positive impact of ¥155.1 billion due mainly to an increase of
income because of higher sales in all businesses and in all regions coupled with an effect of price increase in
North America. On the other hand, shift of customers’ demands towards more fuel efficient (compact) models
mainly in Japan, North America, and Europe market for automobiles segment and higher incentives payment in
North America negatively affected operating income.

Despite the effects of continuing cost reduction, cost of sales had a negative impact of ¥13.0 billion due to
surging raw materials prices, such as steel, aluminum and precious grade metals used as catalyst, as well as an
increase in depreciation and labor costs.

Selling, general and administrative expenses had a negative impact of ¥105.2 billion due to increases in line
with higher unit sales, higher freight costs as the result of substantially increased crude oil prices and higher
expenses related to product quality. The negative impact was offset by a decrease of sales promotion expense.

R&D expenses also had a negative impact of ¥41.4 billion, as we spent more on safety and environmental
technologies and worked to enhance the attractiveness of our products.

With respect to the discussion above of the change in operating income, management has identified the
factors set forth below and used what it believes to be a reasonable method to analyze the respective changes in
such factors. Each of these factors is explained below. Management has analyzed changes in these factors at the
levels of the Company and its material consolidated subsidiaries.

(1) “Foreign currency effects” consist of translation adjustments, which come from the translation of the currency
of foreign subsidiaries’ financial statements into Japanese yen, and foreign currency adjustments, which result
from foreign-currency-denominated sales. At the levels of the Company and those consolidated subsidiaries
which have been analyzed, such foreign currency adjustments primarily relate to the following currencies: U.S.
dollar, Canadian dollar, Euro, British pound, Brazilian real and Japanese yen.

(2) With respect to “cost reduction and effects of raw material cost fluctuations”, management has analyzed cost
reduction and effects of raw material cost fluctuations at the levels of the Company and its material foreign
manufacturing subsidiaries in North America, Europe and Other Regions.

(3) With respect to “changes in net sales and model mix”’, management has analyzed changes in sales volume and
in the mix of product models sold in major markets which have resulted in increases/decreases in profit, as well
as certain other reasons for increases/decreases in net sales and cost of sales.
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(4) With respect to “selling, general and administrative expenses”, management has analyzed reasons for an
increase/decrease in selling, general and administrative expenses from the previous fiscal year excluding
currency translation effects.

Income before Income Taxes, Minority Interest and Equity in Income of Affiliates

Income before income taxes, minority interest and equity in income of affiliates decreased ¥37.0 billion, or
4.5%, to ¥792.8 billion. Main factors of this decrease except factors relating operating income are as follows;

Losses on the valuation of interest rate swaps and other derivatives of our finance subsidiaries had a
negative impact of ¥46.3 billion. Offsetting this was the positive impact of various factors, totaling ¥26.3 billion,
including the currency effect due to the difference between average rates and transaction rates and gains on sale
of investment securities.

Income Tax Expense

Income tax expense decreased ¥33.3 billion, or 10.5%, to ¥283.8 billion. The effective tax rate was 35.8%, a
decrease by 2.4 percentage points from the previous fiscal year. This decrease was due mainly to an increase of
income at foreign subsidiaries which are located in the countries with lower statutory income tax rate.

Additional detailed information is described in Note (10) to the accompanying consolidated financial
statements.

Minority Interest in Income of Consolidated Subsidiaries

The amount deducted for minority interest in income of consolidated subsidiaries grew ¥4.8 billion, or
31.6% from the previous year, to ¥20.1 billion, due mainly to the impact of a newly consolidated subsidiary.

Equity in Income of Affiliates

Equity in income of affiliates grew ¥3.8 billion, or 3.8%, to ¥103.4 billion due mainly to an increase of
income at equity method affiliates in Asia accompanying an increase in their sales along with market expansion.

Net Income

Net income was down ¥4.7 billion, or 0.8% from the previous year, to ¥592.3 billion.

Business segments
Motorcycle Business

Unit sales of Honda motorcycles, all-terrain vehicles (ATVs) and personal watercraft (PWC) in fiscal 2007
amounted to 10,369,000 units, an increase of 1.0%, from the previous fiscal year. Unit sales in Japan were
337,000 units, a decrease of 8.4%. Overseas unit sales in the motorcycle totaled 10,032,000 units, an increase of
1.3%, due mainly to an increase in unit sales in Other Regions, especially in South America. Revenue from
external customers increased ¥144.8 billion, or 11.8%, to ¥1,370.6 billion, from the previous fiscal year, due
mainly to increased unit sales and the positive impact of foreign currency translation effects. Honda estimates
that if the exchange rate of the Japanese yen had remained unchanged from the previous fiscal year, consolidated
net sales for the period would have increased by approximately ¥45.9 billion, or 3.7%, compared to the increase
as reported of ¥144.8 billion, which includes a positive foreign currency effect.

Operating income decreased ¥13.3 billion, or 11.7 %, to ¥100.6 billion, from the previous fiscal year, due
mainly to increased SG&A expenses, higher R&D expenses and the gain on return which was recorded in the
fiscal year ended March 31, 2006, offsetting the positive impact of increased profit attributable to higher revenue
and positive foreign currency effects.

42



Japan

In Japan, total demand for motorcycles in fiscal year 2007, was approximately 730,000 units, down from the
previous year. Demand increased for second-class motor-driven cycles (51cc—125cc) and small-size two-wheeled
motor vehicles (over 251cc), but fell for first-class motor-driven cycles (up to 50cc) and mini-size two-wheeled
motor vehicles (126cc—250cc).

To meet increasingly diverse customer needs, we strengthened the Honda Dream Shop and other parts of
our sales network, and strove to develop even more appealing motorcycles. Nevertheless, unit sales of
motorcycles fell 8.4% in fiscal year 2007, to 337,000 units.

We adopted advanced technologies from specialized racing motorcycles in small-size two-wheeled motor
vehicles, and sales of the fun-to-ride and maneuverable CBRI000RR super sports model were favorable, but sales
of the CB1300 Super Bol d’Or decreased. In mini-size two-wheeled motor vehicles, sales of the Hornet, a naked
sports model with refined and exciting styling, were strong. On the other hand, Forza sales declined. Sales of
first- and second-class motor-driven cycles, such as the Today and the Duo, decreased.

North America

Looking at calendar year 2006, demand in the United States for motorcycles, AT Vs and personal watercraft
came roughly equal to the previous year’s demand. Demand for road bikes grew, but demand for ATVs—
particularly utility ATVs—declined.

Of this number, Honda motorcycle sales fell 18.2%, to 503,000 units, in fiscal year 2007. Sales of the
CBRI000RR, a super sports model, and our new off-road model, the CRFI50R, were strong, but higher interest
rates and economic uncertainty impacted demand for leisure products. Particularly affected by this impact were
sales of off road-models, mainly Enduro*! models such as CRF50F and CRF70F, which dropped 15.1%, to
282,000 units.

As one of our safety initiatives, we launched the world’s first mass-market motorcycle with an airbag
system, the GoldWing touring bike, in the United States and Canada.

Although sales of the FourTrax Rancher series of utility ATVs, which underwent a full model change in
December 2006, were strong, total unit sales of ATVs and personal watercraft came to 221,000 units in fiscal
year 2007, down 21.9%.

Europe

In calendar year 2006, total European motorcycle demand*?2 increased from the previous year, to
approximately 1,290,000 units, particularly in Spain due to changes in licensing systems as well as economic
expansion, followed by increases in Italy, France and the United Kingdom.

In fiscal year 2007, unit sales decreased 6.8%, to 329,000 units. Sales were strong for the SH300i, which
launched in December 2006. Sales of PS125i, PS150i and Silver Wing 400 scooters were also stable, as were
sales of the Deauville touring bike model. However, sales of large super sports models and models mainly in the
125cc class declined.

Asia

In Asia, demand for motorcycles as an essential mode of transportation has continued to grow. In fiscal year
2007, unit sales in Asia of completed products of Honda and its consolidated subsidiaries, and unit sales of parts
to Honda’s affiliates accounted for under the equity method for purposes of local production by such affiliates in
the aggregate, declined 0.2%, to 7,895,000 units.
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The Honda Group is working hard to expand local businesses in the region through its active promotion of
local procurement of parts used in overseas production. In Asia, this strategy has resulted in an increase in sales
of Honda-brand motorcycles that are manufactured and sold by affiliates accounted for under the equity method
in India and China, but do not include any parts supplied by Honda or its consolidated subsidiaries, therefore not
included in the consolidated unit sales.

Total demand in India in calendar 2006 expanded to approximately 8,390,000 units, buoyed by growing
market of motorcycles which is the largest category. Hero Honda Motors Limited, an affiliate accounted for
under the equity method, enjoyed strong sales of its mainstay Splendor, Splendor Plus and Super Splendor
models. In December 2006, the Company launched the new CD Dawn and CD Deluxe models, which feature
class-leading fuel efficiency. Honda Motorcycle and Scooter India Private Limited, a consolidated subsidiary,
reported strong sales of the Shine equipped with a newly developed engine and the Activa scooter. In India in
fiscal year 2007, total unit sales of completed motorcycles of Honda and its consolidated subsidiaries, and unit
sales of parts to Honda’s affiliates accounted for under the equity method for purposes of local production by
such affiliates in the aggregate, grew 10.3%, to 2,134,000 units.

In calendar year 2006, the Indonesian market experienced increasing inflation and interest rates, caused by a
sharp rise in gasoline prices, which substantially dampened consumer purchasing power in the first half of the
year. Fortunately, a mid-year monetary policy relaxation helped ease the inflation rate. Companies in Indonesia
responded by strengthening measures to expand sales, but total demand fell to approximately 4,630,000 units
nevertheless. P.T. Astra Honda Motors, an affiliate accounted for under the equity method, experienced strong
sales of Vario, a automatic transmission (AT) equipped scooter launched in September 2006. Sales of Karizma
by P.T. Astra Honda Motors, however, declined. As a result, in fiscal year 2007 total unit sales of completed
motorcycles of Honda and its consolidated subsidiaries, and unit sales of parts to Honda’s affiliates accounted for
under the equity method for purposes of local production by such affiliates in the aggregate, fell 7.7%, to
2,467,000 units from the previous fiscal year.

In Thailand, total demand in calendar year 2006 came to approximately 2,060,000 units, down from the
previous year. A maturing motorcycle market, the sharp rise in gasoline prices, political upheaval and irregular
weather all had some impact on these results. Unit sales in fiscal year 2007 fell 7.5%, to 1,401,000 units from the
previous year, although two AT-equipped scooters—the Click, which launched in fiscal year 2006, and the Air
Blade, which went on sale in June 2006—were favorable.

Total demand for motorcycles in Vietnam in calendar year 2006 benefited greatly from the country’s
thorough abolition of a regulation limiting riders to one per motorcycle. This move caused the market to expand
and pushed up demand to approximately 2,370,000 units. Similarly, in fiscal year 2007, unit sales significantly
increased 25.3%, to 787,000 units.

China’s 2005 implementation of Euro2 emission standards caused motorcycle demand to plunge, but in
calendar year 20006, this demand returned to 2004 level, expanding to approximately 14,830,000 units. Sundiro
Honda Motorcycle Co., Ltd., an affiliate accounted for under the equity method, experienced strong sales of the
M-Power, which launched in June 2006. Sales of the Fight Hawk, featuring a large half cowl, were also strong.
Similarly, another affiliate accounted for under the equity method, Wuyang-Honda Motors (Guangzhou) Co.,
Ltd., introduced the SCR110—the first model in China to be equipped with programmed fuel injection
(PGM-FI)—in September 2006. In February 2007, the company also launched the SCR125 sports bike. Both
models enjoyed favorable sales. As parts for manufacturing these new models are not supplied by Honda or its
consolidated subsidiaries, their numbers are not included in Honda’s consolidated unit sales. For this reason,
together with the decrease in unit sales of other models, total unit sales of completed motorcycles of Honda and
its consolidated subsidiaries, and unit sales of parts to Honda’s affiliates accounted for under the equity method
for purposes of local production by such affiliates in the aggregate, fell 39.3%, to 204,000 units.
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To meet increasing demand in the region, two new plants began operations—one in the Philippines in May
2006, and the other in July in Pakistan.

Other Regions

Other Regions—including South America, the Middle & Near East, Africa and Oceania—unit sales grew
26.9%, to 1,305,000 units from the previous fiscal year. In Brazil, where economic performance was stable,
Honda posted solid sales of such models as the Biz /125 and the CG125 Fan.

In June 2006, we began local production in Argentina to meet rising demand.

“I' Enduro:
A motor sport involving long races on relatively flat off-road courses and lasting between two and 12 hours

“2 Motorcycle registrations in Europe (10 countries)

Automobile Business

Honda’s unit sales of automobiles amounted to 3,652,000 units, up 7.7% from the previous fiscal year. In
Japan, unit sales decreased 3.4%, to 672,000 units. Overseas unit sales increased 10.6%, to 2,980,000 units, due
mainly to increased unit sales in North America, Europe, Asia and Other Regions. Revenue from external
customers increased ¥884.3 billion, or 11.0%, to ¥8,889.0 billion, from the previous fiscal year, due to increased
unit sales and the positive impact of the foreign currency translation effects. Honda estimates that if the exchange
rate of the Japanese yen had remained unchanged from the previous fiscal year, consolidated net sales for the
period would have increased by approximately ¥562.7 billion, or 7.0%, compared to the increase as reported of
¥884.3 billion, which includes a positive foreign currency effect.

Operating income decreased ¥28.8 billion, or 4.6%, to ¥599.5 billion, from the previous fiscal year, due
mainly to the negative impact of changes in the model mix, increased sales incentives in North America,
substantially increased raw material costs, increased depreciation expenses and labor costs, higher SG&A
expenses related to product quality, higher R&D expenses and the gain on return recorded in the fiscal year
ended March 31, 2006, which offset the positive impacts of higher revenue attributable to the increased unit
sales, increased prices in north America, continuing cost reduction effects and the positive foreign currency
effects caused by the depreciation of the Japanese yen.

Japan

Total automobile demand in Japan in calendar year 2006 remained largely unchanged, at around 5,740,000
units. With the number of mini cars increased and the number of registered vehicles declined.

In fiscal year 2007, unit sales declined 3.4%, to 672,000 units. Although Honda’s sales of the Zest and new
Stream, CR-V and Crossroad models increased, sales of the Step Wagon, Life and Airwave decreased. In July
2006, Honda introduced the new Stream, a stylish model that offers powerful driving performance. In October,
the new CR-V also went on sale. This model features advancements in design, user-friendliness and driving
performance, as well as an increased number of advanced safety features. In February 2007, Honda launched the
Crossroad. This new model combines the handling ease of a compact car with the rugged exterior and versatility
of an SUV.

Since integrating our sales channels in March 2006, sales have increased for mini cars and other vehicles
used to be sold exclusively by each channel.
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In the mini car segment, Honda strengthened its capital relationship with Yachiyo Industry Co., Ltd.,
strengthening its alliance with the Company. The objective of this move was to strengthen Honda’s ability to
develop highly competitive products and strengthen its business in this segment.

North America

In calendar year 2006, total demand in the United States was down to approximately 16,550,000 units.
Impacted by the sharp rise in gasoline prices, demand for fuel-efficient vehicles expanded, while sales of large
SUVs and pickup trucks was stagnant.

Total North American unit sales in fiscal year 2007 came to 1,788,000 units, up 6.3% from the previous
year. Unit sales in the passenger car segment benefited from the April 2006 introduction of the Fit, but sales of
Acura-brand cars declined, causing overall unit sales in this segment to be approximately the same level as the
previous fiscal year. In the light truck segment, on the other hand, the new Acura RDX—an entry-premium
SUV—Ilaunched in August. The CR-V, a compact SUV which underwent a full model change, went on sale in
September, and the new Acura MDX, a premium SUV, launched in October. A favorable market response to
these new models strengthened overall sales performance in this region.

To increase the local production of powertrain components, in May 2006 we started operating a new
automatic transmission plant in Georgia. The Pilot, which was being manufactured on the second line of our
plant in Canada, was transferred to Honda’s plant in Alabama in February 2007 and the second line of our plant
in Canada began manufacturing the Civic in April 2007, raising annual capacity by 60,000 units, so as to respond
to heightened demand for fuel-efficient vehicles.

Honda vehicles were selected as Top Picks in three of the 10 automobile categories rated by U.S. Consumer
Reports magazine for 2007 models, earning particularly high marks for their fuel efficiency and safety
performance. Earning top place were the Civic in the small sedan category, the Accord in the family sedan
category and the Fit in the budget car category.

Europe

Total demand in Europe® in calendar year 2006 amounted to approximately 14,620,000 units, roughly the
same level as in 2005.

*  Source: European Automobile Manufacturers’ Association (ACEA), passenger car category (15 countries in
the European Union, three countries in the European Free Trade Association)

Unit sales for fiscal year 2007 climbed 11.3%, to 324,000 units from the previous year. Recording strong
sales results were the five-door Civic and the Accord, as well as the CR-V, a compact SUV that was launched in
January 2007 which underwent a full model change, and the three-door Civic.

In production, consolidated subsidiary Honda of the U.K. Manufacturing Ltd. responded to rising demand
for the Civic and the CR-V, ramping up to full production in calendar year 2007 by starting two-shift production
in February at its second plant. The company is strengthening its production system through the gradual transfer
of diesel engine production from Japan.

Asia

In Asia in fiscal year 2007, total unit sales of completed automobiles of Honda and its consolidated
subsidiaries, and unit sales of parts to Honda’s affiliates accounted for under the equity method for purposes of
local production by such affiliates in the aggregate, grew 19.0%, to 620,000 units from the previous fiscal year.
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Total demand amounted to approximately 5,200,000 units in China in calendar year 2006, rising
substantially from the previous year. Particularly strong were sales of the Ciry by Guangzhou Honda Automobile
Co., Ltd., an affiliate accounted for under the equity method, and Civic sales by Dongfeng Honda Automobile
Co., Ltd., also an equity-method affiliate. In September 2006, the Acura brand was introduced in China, in the
brand’s first launch outside North America, through sales of the Acura RL and the Acura TL. In fiscal year 2007,
total unit sales of completed automobiles of Honda and its consolidated subsidiaries, and unit sales of parts to
Honda’s affiliates accounted for under the equity method for purposes of local production by such affiliates in
the aggregate, significantly increased 37.6%, to 361,000 units from the previous fiscal year. In production, in
September 2006 operations began at the second plant of Guangzhou Honda Automobile Co., Ltd., which has an
annual production capacity of 120,000 units. In March 2007, production also began at a new plant in China that
manufactures automobile transmissions and other powertrain components. These advances are in line with
Honda’s move to strengthen its structure to meet burgeoning Chinese demand.

In India, where the market continues to expand, an Indian-made Civic model went on sale in July 2006,
contributing to higher unit sales.

In Vietnam, consolidated subsidiary Honda Vietnam Co., Ltd., began local production of the Civic in July
2006.

Other Regions

Due to expansion in South America, the Pacific, and the Middle & Near East, unit sales in Other Regions
rose 23.4% in fiscal year 2007, to 248,000 units.

In Brazil, Honda began local production of the Civic in April 2006, and sales of this model were strong. In
November 2006, we introduced the Civic FFV, a flexible-fuel vehicle that runs on 100% ethanol or any gasoline—
ethanol mixture, followed by the launch of the Fitr FFV in December. Australian sales of the Civic, Jazz and the
new CR-V were strong.

Power Product and Other Businesses

Honda’s unit sales of power products totaled 6,421,000 units, up 9.3% from the previous fiscal year. In
Japan, unit sales totaled 527,000 units, an increase of 8.2%. Overseas unit sales came to 5,894,000 units, an
increase of 9.4%, due mainly to increased unit sales in North America and Europe. Revenue from external
customers increased ¥47.1 billion, or 12.7%, to ¥417.7 billion, from the previous fiscal year, due mainly to
increased unit sales of power products and the positive impact of foreign currency translation effects. Honda
estimates that if the exchange rate of the Japanese yen had remained unchanged from the previous fiscal year,
consolidated net sales for the period would have increased by approximately ¥33.4 billion, or 9.0%, compared to
the increase as reported of ¥47.1 billion, which includes a positive foreign currency effect.

Operating income was ¥36.1 billion, an increase of ¥0.2 billion, or 0.6% from the previous fiscal year, due
mainly to the positive impact of increased profit attributable to higher revenue and the foreign currency effects
caused by the depreciation of the Japanese yen, which offset the negative impact of the increased SG&A
expenses and the gain on return which was recorded in the fiscal year ended March 31, 2006.

Japan

In Japan, unit sales rose 8.2%, to 527,000 units from the previous fiscal year. Sales of snowblowers,
compact home-use cogeneration systems*!, the GX-series engines supplied to pump and generator manufacturers
on an OEM™ basis applications increased.
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North America

In North America, sales were strong for GCV series engines—mainly for OEM use in lawn mowers, as well
as GX- and GC-series engines for such OEM applications as generators and high-pressure washers. Sales of
completed equipment expanded, due to Honda’s introduction of the new HRR lawn mower, but sales of
generators declined as a result of overall market shrinkage. As a result of these factors, unit sales from power
product grew 9.8% in fiscal year 2007, to 3,103,000 units.

During the year, J.D. Power and Associates of the United States accorded Honda the highest ranking for the
third consecutive year in the electronic fuel-injected (EFI) four-stroke outboard segment.

Europe

In Europe, OEM sales of GCV-series engines for lawn mowers were favorable, as were sales of GX-series
engines for OEM use in generators and construction equipment. As a result, unit sales grew 10.0%, to 1,625,000
units.

Asia

Unit sales in Asia expanded 6.0%, to 760,000 units, due to increased sales of pumps and other equipment in
China and India.

Other Regions

In Other Regions, increased unit sales of GX-series engines for OEM production, mainly in South Africa,
pushed up sales 10.3%, to 406,000 units from the previous fiscal year.

In fiscal year 2007, Honda introduced two four-stroke outboard engines, the BF90 and BF75 that underwent
a full model change, responding to needs throughout the world by simultaneously addressing demands for high
levels of both environmental performance, power performance and fuel efficiency. Honda also began sales in
Japan of the EU55is generator, which employs electromagnetic inverter technology to supply a high level of
power, but emit a low level of noise, and of the EU6500is generator in North America. In Japan, we introduced a
compact home-use cogeneration system with improved generation efficiency which underwent a full model
change. We also launched this model in the United States. In addition, Honda launched the Punch X compact
tiller in Japan, and the F501 and FE500 compact tillers in Europe which underwent a full model change. In
China, we launched the new EM 10000 high-output 10kVA generator, which is compact and equipped with a
newly developed alternator.

“I: 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.

“22 OEM (Original equipment manufacturing):

OEM refers to a manufacturing of products and components supplied for sale under a third-party brand.

Financial Services Business

Honda offers a variety of financial services to its customers and dealers, with the aim of supporting sales of
Honda motorcycles and automobiles. These services are provided through finance subsidiaries in the United
States, Japan, Canada, the United Kingdom, Germany, Brazil and Thailand. In fiscal year 2007, revenue from
external customers in a financial services business, increased ¥102.8 billion, or 33.5%, to ¥409.7 billion from the
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previous fiscal year. Honda estimates that if the exchange rate of the Japanese yen had remained unchanged from
the previous fiscal year, consolidated net sales for the period would have increased by approximately ¥90.2
billion, or 29.4%, compared to the increase as reported of ¥102.8 billion, which includes a positive foreign
currency effect.

Operating income also expanded ¥24.9 billion, or 27.6%, to ¥115.5 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 and positive foreign currency translation effects, which offset the negative impact of the increased
interest rates.

Our 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 subsequent 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 operating 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.

Information about allowance for credit losses is provided at Item 5. Operating and Financial Review and
Prospects A. operating Results, Application of Critical Accounting Policies. Information about finance
subsidiaries-receivables and securitizations is described in Note (3) to the accompanying consolidated financial
statements.

Geographical Information

Geographical information are based on the location of the Company and its subsidiaries.

Japan

In Japan, revenue from domestic and export sales was ¥4,774.1 billion, up ¥336.2 billion, or 7.6% compared
to the previous fiscal year, due primarily to the increased revenue from exports in automobile business which
offset the negative impact of the decreased unit sales in domestic automobile business. Operating income was
¥228.1 billion, down ¥142.8 billion, or 38.5%, compared to the previous fiscal year, due primarily to the negative
impact of the changes in the model mix, substantially increased raw material costs, increased depreciation
expenses and labor costs, higher SG&A expenses related to product quality, increased R&D expenses and the
absence of a gain on the return of the substitutional portion of the Employee Pension Funds of the Japanese
government which was present in fiscal year 2006, which offset the positive impact of the increased profit
attributable to higher revenue, continuing cost reduction effects and the foreign currency effects caused by the
depreciation of the Japanese yen.

North America

In North America, which mainly consists of the United States, revenue increased ¥556.3 billion, or 9.9%, to
¥6,172.6 billion, due mainly to increased unit sales in the automobile business and the positive impact of foreign
currency translation effects. Operating income increased ¥102.8 billion, or 29.1%, to ¥456.8 billion, from the
previous fiscal year, due primarily to the positive impacts of increased profit attributable to higher revenue,
increased prices in the automobile business, continuing cost reduction effects, decreased SG&A expenses and the
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foreign currency effects caused by the depreciation of the Japanese yen, which offset the negative impacts of the
change in the model mix, increased sales incentives in the automobile business, substantially increased raw
material costs and increased depreciation expenses and labor costs.

Europe

In Europe, revenue increased ¥158.2 billion, or 13.3%, to ¥1,347.7 billion, compared to the previous fiscal
year, due primarily to increased unit sales in the automobile and power product businesses and the positive
impact of foreign currency translation effects. Operating income increased ¥5.6 billion, or 21.6%, to ¥31.9
billion, from the previous fiscal year, due mainly to the positive impacts of increased profit attributable to higher
revenue, continuing cost reduction effects and the foreign currency effects caused by the depreciation of the
Japanese yen, which offset the negative impacts of the change in the model mix and increased SG&A expenses.

Asia

In Asia, revenue increased ¥274.0 billion, or 27.5%, to ¥1,271.4 billion from the previous fiscal year, due
primarily to increased unit sales in the automobile business and the positive impact of foreign currency
translation effects. Operating income increased ¥12.1 billion, or 18.7%, to ¥77.1 billion, from the previous fiscal
year, due mainly to the positive impacts of increased profit attributable to higher revenue, which offset the
negative impact of increased SG&A expenses.

Other Regions

In Other Regions, revenue increased ¥225.9 billion, or 39.5%, to ¥797.6 billion, compared to the previous
fiscal year, due mainly to increased unit sales in all of the business segments and the positive impact of currency
translation effects. Operating income rose ¥15.0 billion, or 26.4%, to ¥72.2 billion, from the previous fiscal year,
due mainly to the positive impact of the increased profit attributable to higher revenue, and the foreign currency
effects caused by the depreciation of the Japanese yen, offsetting the negative impact of increased SG&A
expenses.

Application of Critical Accounting Policies

Critical accounting policies are those which require us to apply the most difficult, subjective or complex
judgments, often requiring us to make estimates about the effect of matters that are inherently uncertain and
which may change in subsequent periods, or for which the use of different estimates that could have reasonably
been used in the current period would have had a material impact on the presentation of our financial condition
and results of operations.

The following is not intended to be a comprehensive list of all our accounting policies. Our significant
accounting policies are more fully described in Note (1) to the accompanying consolidated financial statements.

We have identified the following critical accounting policies with respect to our financial presentation.
Product Warranty
We warrant our products for specific periods of time.

Product warranties vary depending upon the nature of the product, the geographic location of their sales and
other factors.

We recognize costs for general warranties on products we sell and product recalls. We provide for estimated
warranty costs at the time products are sold to customers or the time new warranty programs are initiated.
Estimated warranty costs are provided based on historical warranty claim experience with consideration given to
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the expected level of future warranty costs, including current sales trends, the expected number of units to be
affected and the estimated average repair cost per unit for warranty claims. Our products contain certain parts
manufactured by third party suppliers. Since suppliers typically warrant these parts, the expected receivables

from warranties of these suppliers are deducted from our estimates of accrued warranty obligations.

We believe our accrued warranty liability is a “critical accounting estimate” because changes in the
calculation can materially affect net income, and require us to estimate the frequency and amounts of future
claims, which are inherently uncertain.

Our policy is to continuously monitor warranty cost accruals to determine their adequacy of the accrual.
Therefore, warranty expense accruals are maintained at an amount we deem adequate to cover estimated
warranty expenses.

Actual claims incurred in the future may differ from the original estimates, which may result in material
revisions to the warranty expense accruals.

The changes in provisions for those product warranties and net sales and other operating revenue for each
business segment for each of the years in the three-year period ended March 31, 2008 are as follow:

Yen (millions)

2006 2007 2008

Provisions for product warranties

Balance at beginningof year .. ............. .. .. ... .. ... ¥ 268,429 ¥ 283947 ¥ 317,103

Warranty claims paid during the period .................... ¥ (126,834) ¥ (113,454) ¥ (137,591)

Liabilities accrued for warranties issued during the period .. ... 125,732 143,280 136,355

Changes in liabilities for pre-existing warranties during the

Period . . . 332 605 (1,476)

Foreign currency translation ............... .. .. .. ... ..... 16,288 2,725 (20,631)

Balanceatendofyear ............. .. .. .. . .. ¥ 283,947 ¥ 317,103 ¥ 293,760
Net sales and other operating revenue . ........................ ¥9,907,996 ¥11,087,140 ¥12,002,834
Credit Losses

Our finance subsidiaries provide wholesale financing to dealers and retail lending and leasing to customers
mainly in order to support sales of our products, principally in North America. We classify retail and direct
financing lease receivables derived from those services as finance subsidiaries-receivables. Operating leases are
classified as property on operating leases. Certain finance receivables related to sales of inventory are included in
trade receivables and other assets in the consolidated balance sheets.

The majority of the credit risk is with consumer financing and to a lesser extent with dealer financing. To
determine the overall allowance for credit loss amount, receivables are segmented into pools with common
characteristics such as product and collateral types, credit grades, and original loan terms. For each of these
pools, we estimate losses primarily based on our historic loss experiences, delinquency rates, recovery rates and
scale and composition of the portfolio, taking factors into consideration such as changing economic conditions
and changes in operational policies and procedures. Estimated losses due to customer defaults on operating leases
are not recognized in the allowance for credit losses. These losses are recognized as a component of impairment
losses on operating leases.

We believe our allowance for credit losses is a “critical accounting estimate” because it requires us to make
assumptions about inherently uncertain items such as future economic trends, quality of finance subsidiaries-

receivables and other factors. We review the adequacy of the allowance for credit losses, and the allowance for
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credit losses is maintained at an amount that we deem sufficient to cover the estimated credit losses incurred on
our owned portfolio of finance receivables. However, actual losses may differ from the original estimates as a
result of actual results varying from those assumed in our estimates.

As an example of the sensitivity of the allowance calculation, the following scenario demonstrates the
impact that a deviation in one of the primary factors estimated as a part of our allowance calculation would have
on the provision and allowance for credit losses. If we had experienced a 10% increase in net credit losses during
fiscal 2008 in our North America portfolio, the provision for fiscal 2008 and the allowance balance at the end of
fiscal 2008 would have increased by approximately ¥7.2 billion and ¥2.8 billion, respectively. Note that this
sensitivity analysis may be asymmetric, and are specific to the base conditions in fiscal 2008.

Additional Narrative of the Change in Credit Loss as Below

The following table shows information related to our credit loss experience in our North American
portfolio:

Yen (billions)
2006 2007 2008
Charge-offs (net of recoveries) .......... ..., 22.8 26.2 39.9
Provision for credit 1osses . ........... ... 27.4 25.5 44.8
Allowance for credit I0SSeS . ... .ottt 30.1 28.7 28.4
Ending receivable balance . . ........ .. .. . 4,166.5 4,351.8 3,890.4
Average receivable balance, net .......... .. .. .. i 3,938.2 4,330.8 4,317.0
Charge-offs as a % of average receivable balance ..................... 0.58% 0.61% 0.93%
Allowance as a % of ending receivable balance ....................... 0.72% 0.66% 0.73%

Fiscal Year 2008 Compared with Fiscal Year 2007

The provision for credit losses increased by ¥19.3 billion, or 75% primarily as a result of the weakening
U.S. economy brought upon by the subprime mortgage crisis. The weakening economy has negatively affected
certain customers’ ability to pay their contractual obligations. Net charge-offs in our North American portfolio
increased by ¥13.7 billion, or 52%. The increase in charge-offs was experienced primarily in the lower range of
credit quality customers. The Company has focused collection efforts to minimize the losses on delinquent and
defaulted contracts.

The allowance for credit losses decreased by ¥0.3 billion, or 1%, despite the reflection of the higher
estimated losses incurred as of March 31, 2008 in the North American portfolio. The decrease was primarily due
to the effect of exchange rate changes on the allowance for credit losses.

Fiscal Year 2007 Compared with Fiscal Year 2006

Net charge-offs in our North American portfolio increased by ¥3.4 billion, or 15%. Higher originations of
finance receivables due to business expansion in fiscal year 2006 compared to fiscal year 2005 resulted in higher
charge-offs in fiscal year 2007.

The provision for credit losses decreased by ¥1.9 billion, or 7% and the allowance for credit losses
decreased by ¥1.4 billion, or 5%. The decreases were due to lower estimates of losses incurred as of March 31,
2007 even though finance receivables increased.

Losses on Lease Residual Values

End-customers of leased vehicles typically have an option to buy the leased vehicle for the contractual residual
value of the vehicle or to return the vehicle to our finance subsidiaries through the dealer at the end of the lease
term. Likewise, dealers have the option to buy the vehicle returned by the customer or to return the vehicle to our
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finance subsidiaries. The likelihood that the leased vehicle will be purchased varies depending on the difference
between the actual market value of the vehicle at the end of the lease term and the contractual value determined at
the inception of the lease. Our 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.

We initially determine the contract residual values by using our estimate of future used vehicle values,
taking into consideration data obtained from third parties. We are exposed to risk of loss on the disposition of
returned lease vehicles when the proceeds from the sale of the vehicles are less than the contractual residual
values at the end of the lease term. We periodically review the estimate of residual values. Downward
adjustments are made for declines in estimated residual values that are deemed to be other-than-temporary. For
direct financing leases, our finance subsidiaries in North America purchase insurance to cover a portion of the
estimated residual value. The adjustments on the uninsured portion of the vehicle’s residual value are recognized
as a loss in the period in which the estimate changed.

For vehicle leases accounted for as operating leases, the adjustments to estimated residual values result in
changes to the remaining depreciation expense to be recognized prospectively on a straight-line basis over the
remaining term of the lease.

The primary components in estimating losses on lease residual values are the expected frequency of returns,
or the percentage of leased vehicles we expect to be returned by customers at the end of the lease term, and the
expected loss severity, or the expected difference between the residual value and the amount we receive through
sales of returned vehicles plus proceeds from insurance, if any. We estimate losses on lease residual values by
evaluating several different factors, including trends in historical and projected used vehicle values and general
economic measures.

We believe that our estimated losses on lease residual values is a “critical accounting estimate” because it is
highly susceptible to market volatility and requires us to make assumptions about future economic trends and
lease residual values, which are inherently uncertain. We believe that the assumptions used are appropriate.
However actual losses incurred may differ from original estimates.

If future auction values for all Honda and Acura vehicles in our North American direct financing lease
portfolio as of March 31, 2008, were to decrease by approximately ¥10,000 per unit from our present estimates,
the total impact would be an increase in losses on lease residual values by approximately ¥0.7 billion. Similarly,
if future return rates for our existing portfolio of all Honda and Acura vehicles were to increase by one
percentage point from our present estimates, the total impact would be an increase in losses on lease residual
values by approximately ¥0.1 billion. With the same prerequisites shown above, the impacts to the operating
lease portfolio would be approximately ¥0.5 billion and ¥0.07 billion, which would be recognized over the
remaining lease terms. Note that this sensitivity analysis may be asymmetric, and are specific to the base
conditions in fiscal 2008.

Pension and Other Postretirement Benefits

We have various pension plans covering substantially all of our employees in Japan and certain employees
in foreign countries. Benefit obligations and pension costs are based on assumptions of many factors, including
the discount rate, the rate of salary increase and the expected long-term rate of return on plan assets. The discount
rate is determined mainly based on the rates of high quality corporate bonds or governmental bonds currently
available and expected to be available during the period to maturity of the defined benefit pension plans. The
salary increase assumptions reflect our actual experience as well as near-term outlook. The expected long-term
rate of return is determined based on the expected long-term return of