UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended December 31, 2016
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission File Number 001-36111

AMERICAN HONDA FINANCE CORPORATION

(Exact name of registrant as specified in its charter)

California 95-3472715
(State or other jurisdiction of incorporation or organization) (IRS Employer Identification No.)
20800 Madrona Avenue, Torrance, California 90503
(Address of principal executive offices) (Zip Code)

(310) 972-2555
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file
such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes [ No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (8232.405 of this chapter) during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes [ No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a
smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting company” in
Rule 12b-2 of the Exchange Act.

Large accelerated filer (I Accelerated filer O
Non-accelerated filer (Do not check if a smaller reporting company) Smaller reporting company [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). O Yes No

As of January 31, 2017, the number of outstanding shares of common stock of the registrant was 13,660,000 all of which shares
were held by American Honda Motor Co., Inc. None of the shares are publicly traded.

REDUCED DISCLOSURE FORMAT

American Honda Finance Corporation, a wholly-owned subsidiary of American Honda Motor Co., Inc., which in turn is a
wholly-owned subsidiary of Honda Motor Co., Ltd., meets the requirements set forth in General Instruction H(1)(a) and (b) of Form
10-Q and is therefore filing this Form 10-Q with the reduced disclosure format.




AMERICAN HONDA FINANCE CORPORATION
QUARTERLY REPORT ON FORM 10-Q
For the quarter ended December 31, 2016

Table of Contents
Page
PART | - FINANCIAL INFORMATION
Item 1. FINANCIAL STALEIMENTS ....eeiivviiesiteie e sttt e ettt e s sttt e s sttt eesesbee s s st esassebbeessasbbesssabesassbbeeesasbassesabaaessebbesesssbbasssabensessbbenesssbansesanns 1
Consolidated Balance Sheets (UNAUAIEEA) .......ociuieiriiiiiieirie et ite ettt stte e st sb e s sree s sa e sbe e e sbb e s sbeessabessbeeesbbessaeessbbessreeesrnas 1
Consolidated Statements of INCOME (UNAUAITEA) ........covuiiiviiiiiieitie ettt ettt sr e sbe e sbb e sre e s sbbe s sbae s sbb e s sreeesrnas 2
Consolidated Statements of Comprehensive Income (UNAUItEA) .......covvviveiiiiiiiiee ettt 2
Consolidated Statements of Changes in EqUity (UNAUAITEA) ......c.vveveiiieiiiieic ettt ettt srb s sve e sras 3
Consolidated Statements of Cash FIOWS (UNAUAITEA) ......ccvviiieiiieiicieic ittt ettt sbb s srre s sb e s saae s sbb e s sveeeseras 4
Notes to Consolidated Financial Statements (UNAUAITEA) .......ccoueiiviiiieiiiii ettt sree et ee e sree s sbesssree s sreeesree e 5
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations..........cocceevcveeeiivieeeiiieee s 27
Item 3. Quantitative and Qualitative Disclosures ADOUL MArKEE RISK .....cocviiiiiiiiei ittt e s sbea e s sabee e 48
Item 4. (O] 111 (0] IS 10T I o (0 Yo=Y o 11T {= SRR 48
PART Il - OTHER INFORMATION
Item 1. [0 Fo I (1ol =T=To [T T SRR 49
e AN 1] =T (] SR 49
Item 2. Unregistered Sale of Equity Securities and USE Of PrOCEEAS ......civvviiiiiiiiii ittt sree s srve st sr s sree s srasssbesssreessren e 49
Item 3. Defaults UpPON SENIOT SECUIITIES .....ccveiiviieieeieitii e ettt e ittt e etee e stee e ebee s st eeesbeessbesssbeeesbesssbeessbesesbesssbesabesesbesesbesssbesesbesssbesesrenesns 49
Item 4. MINE SAFELY DISCIOSUIES ... vviiiveeeiriieiteee ittt e ettt e sttt e steeestteesbeeesbeeesbeeesbessebesesbesssbese b eseabesesbesesbesesbesesbesssbasabesesbesenbesssbesssrenesns 49
Item 5. (O 1Yo [0 4= o o 49
Item 6. T oYL YRR 49
ST 100 LT OO OSSOSO URUTPRRN 50
T oYL a0 ) TR 51



Cautionary Statement Regarding Forward-Looking Statements

Certain statements included herein constitute “forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995 that involve a number of risks and uncertainties. Certain such forward-looking statements can be identified by the
use of forward-looking terminology such as “believes,” “expects,” “may,” “will,” “should,” “seeks,” “scheduled,” or “anticipates” or
similar expressions or the negative thereof or other variations thereof or comparable terminology, or by discussions of strategy, plans,
or intentions. In addition, all information included herein with respect to projected or future results of operations, cash flows, financial
condition, financial performance, or other financial or statistical matters constitute forward-looking statements. Such forward-looking
statements are necessarily dependent on assumptions, data, or methods that may be incorrect or imprecise and that may be incapable
of being realized. The following factors, among others, could cause actual results and other matters to differ materially from those in
such forward-looking statements;

LI LI LIS

e declines in the financial condition or performance of Honda Motor Co., Ltd. or the sales of Honda or Acura products;
e changes in economic and general business conditions;
o fluctuations in interest rates and currency exchange rates;

o the failure of our customers, dealers or counterparties in the financial industry to meet the terms of any contracts with us,
or otherwise fail to perform as agreed,;

e our inability to recover the estimated residual value of leased vehicles at the end of their lease terms;
e changes or disruption in our funding sources or access to the capital markets;
e changes in our, or Honda Motor Co., Ltd.’s, credit ratings;

e increases in competition from other financial institutions seeking to increase their share of financing of Honda and Acura
products;

e changes in laws and regulations, including as a result of financial services legislation, and related costs;
e changes in accounting standards;
o afailure or interruption in our operations; and

e asecurity breach or cyber attack.

Additional information regarding these and other risks and uncertainties to which our business is subject is contained in our Annual
Report on Form 10-K for the fiscal year ended March 31, 2016 that we filed with the Securities and Exchange Commission on June
23, 2016, and readers of this Quarterly Report should review the additional information contained in that report, and in any subsequent
Quarterly Report on Form 10-Q that we file with the Securities and Exchange Commission. We do not intend, and undertake no
obligation to, update any forward-looking information to reflect actual results or future events or circumstances, except as required by
applicable law.



PART | - FINANCIAL INFORMATION
Iteml. Financial Statements

AMERICAN HONDA FINANCE CORPORATION
AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(U.S. dollars in millions, except share amounts)

December 31, March 31,
2016 2016
Assets
Cash and Cash EQUIVAIENTS..........couiiiiiit et b bbbttt sb bbb $ 711 $ 658
FINANCE FECEIVADIES, NEL ... . ittt bbbt sb e bbb e et e ne e b e ebesbesbesbeeneeneenen 35,751 35,793
Investment in OPErating 1ASES, NEL .........oii i bbbttt 30,974 28,247
Due from Parent and affiliated COMPANIES ........couiiiiiiiiiiiie e 215 132
INCOME taXES FECEIVADIE .......itiei it bbb bbb 284 514
Vehicles held fOr diSPOSITION. ......c..oiiiiiiie e bbb e bbbt 421 216
(O] 1 g T (TSRO U TP URRURTP 887 751
DErIVAIVE INSIIUMENTS ...ttt et b bbbt sb e b sb e be bt e b e eaeenb e b e ebesbesbeebeeneennenen 248 342
TOUAI ASSELS 1.vevvviviiietetetet ettt ettt bbbttt e ettt et bbbt et e s e e et b bbbt et b e e e st eb b bbb erns $ 69,491  $ 66,653
Liabilities and Equity
DD ... $ 46,168 $ 44,776
Due to Parent and affiliated COMPANIES..........eiviieieiie et snesre e enaennens 78 81
ACCIUE INEIESE EXPEISE ..uvruvrivrereereesieseestestestesteaseesaeseeteseestesseaseaseaseesseseessestesseaseaseesseseeseseessessesneasenses 135 110
DEferred INCOME TAXES ....veuieiriiiiireiiesrer ettt sr et r et r et r et r et 8,715 8,109
OhEr HADTIITIES. ...ttt bbbt bt bt e e b b e bbb e e ene e e eneas 1,382 1,293
DErIVAIVE INSIIUMENTS ......eiiiitiiieit ettt b bbbt e e b e be bt ebeeaeenee b e sbesbesbesbesneeneenn 441 216
TOtAL TIADIIIIES. ...ttt bbb eneas 56,919 54,585
Commitments and contingencies (Note 8)
Shareholder’s equity:
Common stock, $100 par value. Authorized 15,000,000 shares; issued and outstanding
13,660,000 shares as of December 31, 2016 and March 31, 2016 .........cccooeiiiienenieniniinieeieians 1,366 1,366
RELAINEA BAMMINGS ...evete ittt bttt b e bbb e b b e et et e se e s b e sbesbeebeaneaneas 10,603 10,104
Accumulated other COMPreNENSIVE 1SS .......couiiiiiiiiiiiiiieieiee et nne (117) (92)
Total ShareoIder’S EOUILY ....cc.eeeiiiiie e b 11,852 11,378
Noncontrolling iNterest iN SUDSIAIAIY ..........oiiiiiiiiiice e e 720 690
TOLAL BOUITY ...ttt bbb bt bbb e bt eb et e b e ke ebeebesneeneas 12,572 12,068
Total 1iabilitiesS aNd EQUILY ......ceiveeiiieceie ettt re e besae e eresbesneresaesnerens $ 69,491 $ 66,653

The following table presents the assets and liabilities of consolidated variable interest entities. These assets and liabilities are included

in the consolidated balance sheets presented above. Refer to Note 9 for additional information.

December 31, March 31,
2016 2016
FINANCE TECEIVADIES, NMEL ... .eiiivie ittt ctee et e et e et eeebe e s ebeesebee s ebeeebeeebeesabeessbaeansesssbaesnbessabansnnenns $ 8,583 $ 7,706
Vehicles held for diSPOSITION. ......c..oiiiiiiiieieee bbb e 5 3
(01 1= g F1=] £SO PRS 354 299
TOLAI ASSELS ....veieevisee ettt sttt et e et e b e st e e et e st e e et e st e e e b e et et eas st s e et e et e e e re et et er e be st eaeetneeeaes $ 8,942 $ 8,008
LYo U =T [ [=T o] $ 8,366 $ 7,594
ACCIUE INEIES EXPEISE ..uvrreereereeeetesresseaseaseeseeseessessesseaseaseessessesessesseasesssessessessessessessesssensessensessessens 4 3
QI U L Lo 1T $ 8,370 $ 7,597

See accompanying notes to consolidated financial statements.



AMERICAN HONDA FINANCE CORPORATION
AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)
(U.S. dollars in millions)

Three months ended
December 31,

Nine months ended
December 31,

2016 2015 2016 2015
Revenues:
Direct finanCing 18aSES...........cccieiiiierieieiec e $ 7 % 6 3 28 $ 59
RELAI ... 301 297 884 899
DRAIET ... e 36 30 108 90
OPErating |BASES. ....cueeueeieieiteite sttt bbb e 1,609 1,398 4,690 4,059
TOLAl FEVENUES ...ttt 1,953 1,741 5,710 5,107
Depreciation on operating l8aSeS ..........ccueeiriererieiisesieie e 1,306 1,119 3,738 3,236
INEEIEST EXPENSE . ....tieeeiee ettt ettt neee 186 148 533 431
NET FBVENUES ...ttt 461 474 1,439 1,440
Gain on disposition of lease VEhiCIes ..........ccooeveiiiiiiiiiiiic e, — 4 18 34
OTher INCOME......iiiiiiiie it ees 23 26 67 74
TOtal NEL FEVENUES ......veireiieeee e 484 504 1,524 1,548
Expenses:
General and administrative eXPENSES. .......covvvrerervieereereeneseesieseenns 103 98 309 301
Provision for credit 10SSES..........ovvriernierses s 54 43 157 109
Early termination loss on operating 1€aSes..........ccocvveviveiververiesesienn, 19 1 50 30
Loss on lease residual ValUEs...........cccovevrneienineinncesee s 4 4 9 7
Loss on derivative iNStIUMENTS ..o 280 65 337 62
Gain on foreign currency revaluation of debt.........c..cccoeviiiiiinnnnn, (160) (71) (224) (36)
TOtAl EXPENSES ...evveveeiiieite ettt nne s 300 140 638 473
Income before INCOME taXes .......ccoveeeriiieie i 184 364 886 1,075
INCOME 18X EXPENSE ....eeee ettt ettt sttt neee 65 141 334 385
NEL INCOME ..ottt 119 223 552 690
Less: Net income attributable to noncontrolling interest ....................... 21 15 53 44
Net income attributable to
American Honda Finance Corporation............c.cccceeeeeeeenne, $ 98 3 208 % 499 % 646
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)
(U.S. dollars in millions)
Three months ended Nine months ended
December 31, December 31,
2016 2015 2016 2015
NEL INCOME ...ttt ettt bbb b e e s s bbb bbb r e e e $ 119 $ 223 % 552 % 690
Other comprehensive loss:
Foreign currency translation adjustment.............ccccooiiiiinninnienenn, (34) (51) (48) (117)
Comprehensive INCOME .........coviieirieiene e 85 172 504 573
Less: Comprehensive income/(loss) attributable to
NONCONEIOIIING INEEIESE ... 5 (10) 30 (12)
Comprehensive income attributable to
American Honda Finance Corporation.............c.ccccceeveernnne, $ 80 % 182 % 474 $ 585

See accompanying notes to consolidated financial statements.



AMERICAN HONDA FINANCE CORPORATION

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY (UNAUDITED)

(U.S. dollars in millions)

Accumulated

other
Retained comprehensive Common Noncontrolling
Total earnings loss stock interest

Balance at March 31, 2015 .......c.ccccoeneee. $ 11,190 $ 9,248 % (75) 1,366 3 651
NEt INCOME ..o 690 646 — — 44
Other comprehensive 10SS .........ccoceveieeieennn. (117) — (61) — (56)
Balance at December 31, 2015................... $ 11,763 $ 9,894 3§ (136) 1,366 $ 639
Balance at March 31, 2016 ............c.ccovenee. $ 12,068 $ 10,104  $ (92) 1,366 $ 690
NEt INCOME ... 552 499 — — 53
Other comprehensive 10SS .........ccocveieeieennn. (48) — (25) — (23)
Balance at December 31, 2016................... $ 12572 $ 10,603  $ (117) 1,366 3 720

See accompanying notes to consolidated financial statements.




AMERICAN HONDA FINANCE CORPORATION
AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(U.S. dollars in millions)

Nine months ended
December 31,

2016 2015
Cash flows from operating activities:
NEL INCOME.....vvivitiiiiii ettt ettt r e e e ettt bbbttt eb e e s bbb bt et et ebese s s s sb et bebebebereris $ 552 % 690
Adjustments to reconcile net income to net cash provided by operating activities:
Debt and derivative instrument valuation adjustments............cooereiieieieneie e 123 (118)
Loss on lease residual values and provision for credit I0SSES.........cooeieiireiieiinieniee e 166 116
Early termination 10SS 0N OPErating I8ASES .........ccveeriirieiiierie et 50 30
Depreciation and amMOFtiZAtION .........cuoiuiiiieie et sa bbbt snesbesbesne s 3,743 3,239
Accretion of unearned SUDSIAY INCOME ........c.oiiiiiiiiiie e e (919) (830)
Amortization of deferred dealer participation and IDC.............coieiiiiniiie s 235 239
Gain on disposition of lease vehicles and fiXed aSSetS .........cccveririiiiiieieniree e (18) (34)
DEFErred INCOIME TAXES. ... etiiteitietiiieetie ittt ettt sttt ettt st b e bbb e b sbesbesbesb e et eneesnesbenbesne s 613 735
Changes in operating assets and liabilities:
Income taxes receivable/payable ... 230 (594)
(O 1 g T (OSSP PRSPPI (97) —
Accrued interest/discounts 0N debt ..o 37 31
Other TADTIITIES ... 113 83
Due to/from Parent and affiliated COMPANIES .........cccceviieiieieice e (86) 28
Net cash provided by operating aCtivities........c.ccvvvrerieiiesiesieee s 4,742 3,615
Cash flows from investing activities:
Finance receivables aCQUITEA .........civieiieieiie sttt te e re e e e snenae e e (12,637) (10,951)
Principal collected on finance reCeiVabIES..........cviveieiiie e 12,155 12,907
Net change in WhoIESale [0aNS...........ccviiiieiic e (66) 98
Purchase of operating 18aSe VENICIES ...........ccoiiieiieieiiie et sae e (12,397) (11,566)
Disposal of operating 18aSe VENICIES ..........coveiiiiiiiiic e 5,355 5,055
Cash received for unearned SUBSIAY INCOME........uiiiiieiieiiie e nne s 1,178 998
Other INVESING aCLIVITIES, NEL ......oouiiiiiie bbbt se e sae s (63) (41)
Net cash used in INVESEING ACHIVITIES .......ueiviriiiiie it (6,475) (3,500)
Cash flows from financing activities:
Proceeds from issuance of COMMErCIAl PAPET.........eciiiiiiiiiiiie e 32,940 27,424
Paydown Of COMMEICIAI PAPEL ......eouiiieiieeieie ettt bbbttt b b e (30,964) (26,852)
Proceeds from issuance of related party debt ...........coooiiiiiiiiiii e 8,157 15,338
Paydown oOf related Party deDt....... ..o e (8,610) (16,654)
Proceeds from issuance of medium term notes and other debt............cccooeiiiiiiiiniiiiici 6,222 5,832
Paydown of medium term notes and other debt.............oocooiiiiiiii (6,751) (5,301)
Proceeds from issuance Of SECUred AeDL .........coiiiiiiiiie e e 4,523 3,503
Paydown Of SECUrEd AEDL ..o e (3,729) (3,354)
Net cash provided by/(used in) finanCing aCtiVILIes ........c.cevverieriririeiisiesieee e e 1,788 (64)
Effect of exchange rate changes on cash and cash equIValENtS..........cccvevverereresinrie s (2) (10)
Net increase in cash and cash eqUIVAIENES ..........c.coeieiieiiiieiiece e 53 41
Cash and cash equivalents at beginning of PEriod .........ccccveieviriiie i 658 634
Cash and cash equivalents at end Of PEFIOU..........ccoieiiiiiiieieicse e $ 711 $ 675
Supplemental disclosures of cash flow information:
INEEIESE PAIM ...ttt ettt ettt ee bbbttt et e b e se e e e e et et et et et e b et erese e en ettt bt et ebesese e e $ 475 % 386
INcOme taxes PaI/(FECEIVEA) .....oouiiuiiiiiiieee ettt bbbttt see e e (509) 254

See accompanying notes to consolidated financial statements.



AMERICAN HONDA FINANCE CORPORATION
AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited)

(1) Interim Information

(@)

(b)

(©)

(d)

Organizational Structure

American Honda Finance Corporation (AHFC) is a wholly-owned subsidiary of American Honda Motor Co., Inc. (AHM
or the Parent). Honda Canada Finance Inc. (HCFI) is a majority-owned subsidiary of AHFC. Noncontrolling interest in
HCFI is held by Honda Canada Inc. (HCI), an affiliate of AHFC. AHM is a wholly-owned subsidiary and HClI is an
indirect wholly-owned subsidiary of Honda Motor Co., Ltd. (HMC). AHM and HCI are the sole authorized distributors of
Honda and Acura products, including motor vehicles, parts, and accessories in the United States and Canada.

Unless otherwise indicated by the context, all references to the “Company”, “we”, “us”, and “our” in this report include
AHFC and its consolidated subsidiaries, and references to “AHFC” refer solely to American Honda Finance Corporation
(excluding AHFC’s subsidiaries).

Basis of Presentation

The unaudited consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles (GAAP) for interim information, and instructions to the Quarterly Report on Form 10-Q and Rule
10-01 of Regulation S-X. In the opinion of management, these unaudited interim financial statements include all
adjustments, consisting of normal recurring adjustments, necessary for a fair statement of the results of operations, cash
flows, and financial condition for the interim periods presented. Results for interim periods should not be considered
indicative of results for the full year or for any other interim period. These unaudited interim financial statements should
be read in conjunction with the Company’s audited consolidated financial statements, significant accounting policies, and
the other notes to the consolidated financial statements for the fiscal year ended March 31, 2016 included in the
Company’s Annual Report on Form 10-K, which was filed with the Securities and Exchange Commission (SEC) on June
23, 2016. All significant intercompany balances and transactions have been eliminated upon consolidation.

Recently Adopted Accounting Standards

Effective April 1, 2016, the Company adopted Accounting Standards Update (ASU) 2015-02, Consolidation (Topic 810):
Amendments to the Consolidation Analysis. Under the amendments in this update, all reporting entities are within the
scope of Subtopic 810-10, Consolidation—Overall, including limited partnerships and similar legal entities, unless a
scope exception applies. The adoption of this guidance did not change the entities consolidated by the Company.

Recently Issued Accounting Standards

In May 2014, the Financial Accounting Standards Board (FASB) issued ASU 2014-09, Revenue from Contracts with
Customers. The guidance in this ASU affects any entity that either enters into contracts with customers to transfer goods
or services or enters into contracts for the transfer of nonfinancial assets unless those contracts are within the scope of
other standards. The guidance in this update supersedes the revenue recognition requirements in Accounting Standards
Codification (ASC) Topic 605, Revenue Recognition, and most industry-specific guidance throughout the industry topics
of the codification. In August 2015, the FASB issued ASU 2015-14, Revenue from Contracts with Customers (Topic
606): Deferral of the Effective Date, which defers the effective date for the Company from April 1, 2017 to April 1, 2018
while permitting early adoption as of April 1, 2017. The FASB has also issued several other updates to ASU 2014-09 with
targeted improvements and clarifications. The Company’s ongoing major sources of revenues are from lease and loan
contracts, which are within the scope of other accounting standards. The Company continues to evaluate other contracts
that are within the scope of this ASU. The adoption of this standard is not expected to have a material impact on the
consolidated financial statements. The Company plans to adopt the new guidance effective April 1, 2018.

In August 2014, the FASB issued ASU 2014-15, Presentation of Financial Statements—Going Concern (Subtopic 205-
40): Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern. The amendments require
management to assess an entity’s ability to continue as a going concern by incorporating and expanding upon certain
principles that are currently in U.S. auditing standards. The amendments are effective for the fiscal year ending March 31,
2017 and interim periods thereafter. The adoption of this new standard is not expected to have an impact on the
consolidated financial statements.



AMERICAN HONDA FINANCE CORPORATION
AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited)

In January 2016, the FASB issued ASU 2016-01, Financial Instruments—Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. The amendments address certain aspects of recognition,
measurement, presentation and disclosure of financial instruments. The amendments are effective for the Company
beginning April 1, 2018. The adoption of this standard is not expected to have a material impact on the consolidated
financial statements.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which supersedes the guidance in ASC 840,
Leases. Lessor accounting remains largely unchanged from current GAAP. The primary effect of adopting the new
standard will be the requirement to record right-of-use assets and lease liabilities for the Company’s current operating
leases as lessee. The Company continues to evaluate the application of the requirements of this standard. The amendments
are effective for the Company beginning April 1, 2019. Early adoption is permitted. The Company plans to adopt the new
guidance effective April 1, 2019.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of Credit
Losses on Financial Instruments. The amendments replace the incurred loss impairment methodology in current GAAP
with a methodology that reflects expected credit losses and requires consideration of a broader range of reasonable and
supportable information to inform credit loss estimates. The Company is currently assessing the impact of this standard on
the consolidated financial statements. In general, the allowance for credit losses is expected to increase when changing
from an incurred loss to expected loss methodology. The models and methodologies that are currently used in estimating
the allowance for credit losses are being evaluated to identify the changes necessary to meet the requirements of the new
standard. The amendments are effective for the Company beginning April 1, 2020, with early adoption permitted as of
April 1, 2019.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments, which addresses eight specific cash flow issues with the objective of reducing the existing
diversity in practice in how certain cash receipts and cash payments are presented and classified in the statement of cash
flows. The amendments are effective for the Company beginning April 1, 2018. Early adoption is permitted, including
adoption in an interim period. The Company is currently assessing the impact of this standard on the consolidated
statements of cash flows.

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash. The
amendments address diversity in practice that exists in the classification and presentation of changes in restricted cash and
require that a statement of cash flows explain the change during the period in the total of cash, cash equivalents and
amounts generally described as restricted cash or restricted cash equivalents, and that an entity disclose information about
the nature of such restricted amounts. The Company’s restricted cash consists primarily of reserve funds and yield
supplement accounts held in securitization trusts. Net changes in these restricted cash balances are currently reported
within investing activities in the Company’s statement of cash flows. The amendments are effective retrospectively for the
Company beginning April 1, 2018. Early adoption is permitted, including adoption in an interim period. The Company is
currently assessing the impact of this standard on the consolidated financial statements.
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AMERICAN HONDA FINANCE CORPORATION
AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited)
Finance Receivables

Finance receivables consisted of the following:

December 31, 2016

Lease Retail Dealer Total
(U.S. dollars in millions)
Finance receivables .........coveiviveieniiee e $ 515  $ 30,905 $ 4874  $ 36,294
Allowance for credit 10SSES.........ccvvvvvrviiveiviriererineseneeas 1) (125) — (126)
Write-down of lease residual values..........c..ccccevevvinnnns (15) — — (15)
Unearned interest income and fees..........cccevevvevvercrerinnnn, (11) — — (11)
Deferred dealer participation and IDC ..........ccccccccevenuenne. — 371 — 371
Unearned subsidy iNCOME.........ccccooiiiiiiinieiecc e (14) (748) — (762)
Finance receivables, Net .............cccceveevcieieinene, $ 474 % 30,403 $ 4874  $ 35,751

March 31, 2016

Lease Retail Dealer Total
(U.S. dollars in millions)

Finance receivables ... $ 1,011 $ 30,467 $ 4771 $ 36,249
Allowance for credit 10SSES..........covevereririnieeie e (2) (91) — (93)
Write-down of lease residual values.............cccccooeiiienens (16) — — (16)
Unearned interest income and fees..........ccooeeeveiciencnnn. (26) — — (26)
Deferred dealer participation and IDC ..........ccccccecevernenne. 1 361 — 362
Unearned subsidy iNCOME........cccoevvvievivnivcineience e (33) (650) — (683)

Finance receivables, Net ..........cccovervrvrciererienen, $ 935 $ 30,087 $ 4771 $ 35,793

Finance receivables include retail loans with a principal balance of $8.7 billion and $7.8 billion as of December 31, 2016 and
March 31, 20186, respectively, which have been transferred to securitization trusts and considered to be legally isolated but do
not qualify for sale accounting treatment. These finance receivables are restricted as collateral for the payment of the related
secured debt obligations. Refer to Note 9 for additional information.

The uninsured portions of the direct financing lease residual values were $95 million and $173 million at December 31, 2016

and March 31, 2016, respectively. Included in the gain or loss on disposition of lease vehicles are end of term charges on both
direct financing and operating leases of $12 million and $7 million for the three months ended December 31, 2016 and 2015,

respectively, and $28 million and $20 million for the nine months ended December 31, 2016 and 2015, respectively.

Credit Quality of Financing Receivables

Credit losses are an expected cost of extending credit. The majority of the credit risk is with consumer financing and to a lesser
extent with dealer financing. Credit risk can be affected by general economic conditions. Adverse changes such as a rise in
unemployment rates can increase the likelihood of defaults. Declines in used vehicle prices can reduce the amount of recoveries
on repossessed collateral. Credit risk on dealer loans is affected primarily by the financial strength of the dealers within the
portfolio. Exposure to credit risk is managed through purchasing standards, pricing of contracts for expected losses, focusing
collection efforts to minimize losses, and ongoing reviews of the financial condition of dealers.

Allowance for Credit Losses

The allowance for credit losses is management’s estimate of probable losses incurred on finance receivables, which requires
significant judgment and assumptions that are inherently uncertain. The allowance is based on management’s evaluation of

many factors, including the Company’s historical credit loss experience, the value of the underlying collateral, delinquency

trends, and economic conditions.
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Consumer finance receivables in the retail loan and direct financing lease portfolio segments are collectively evaluated for
impairment. Delinquencies and losses are monitored on an ongoing basis and this historical experience provides the primary
basis for estimating the allowance. Management utilizes various methodologies when estimating the allowance for credit losses,
including models which incorporate vintage loss and delinquency migration analysis. These models take into consideration
attributes of the portfolio including loan-to-value ratios, internal and external credit scores, and collateral types. Market and
economic factors such as used vehicle prices, unemployment rates, and consumer debt service burdens are also incorporated into
these models.

Dealer loans are individually evaluated for impairment when specifically identified as impaired. Dealer loans are considered to
be impaired when it is probable that the Company will be unable to collect all amounts due according to the terms of the
contract. The Company’s determination of whether dealer loans are impaired is based on evaluations of dealership payment
history, financial condition, and ability to perform under the terms of the loan agreements. Dealer loans that have not been
specifically identified as impaired are collectively evaluated for impairment.

There were no modifications to dealer loans that constituted troubled debt restructurings during the nine months ended
December 31, 2016 and 2015.

The Company generally does not grant concessions on consumer finance receivables that are considered to be troubled debt
restructurings other than modifications of retail loans in reorganization proceedings pursuant to the U.S. Bankruptcy Code.
Retail loans modified under bankruptcy protection were not material to the Company’s consolidated financial statements during
the nine months ended December 31, 2016 and 2015. The Company does allow payment deferrals on consumer finance
receivables. However, these payment deferrals are not considered to be troubled debt restructurings since the deferrals are
deemed to be insignificant and interest continues to accrue during the deferral period.
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The following is a summary of the activity in the allowance for credit losses of finance receivables:

Beginning balance, October 1, 2016 ..........ccccvevveverieriene.
PrOVISION. ....ootiiiiiiiciiiicie e
Charge-0ffS.....ccouieiiiiiei
RECOVEIIES ...t
Effect of translation adjustment............cccccooeieiennenne.
Ending balance, December 31, 2016 ..........cccocevererercnne.

Beginning balance, April 1, 2016.........cccccceveveeveereieerinnne.
PrOVISION......oiiiiiriiece s
Charge-0ffS......ccoceiieiceee e
RECOVEIIES ...
Effect of translation adjustment............ccccoeeeerernnnne.
Ending balance, December 31, 2016 ..........ccccevvvrereerinne.
Allowance for credit losses — ending balance:
Individually evaluated for impairment........................
Collectively evaluated for impairment..................

Finance receivables — ending balance:

Individually evaluated for impairment........................
Collectively evaluated for impairment..................

Beginning balance, October 1, 2015 ........c.cccoeviiiieniene.
PrOVISION. ....ootiitiiiiiiiiieie e
Charge-0ffS.....ccouieiiiiiei
RECOVEIIES ...t
Effect of translation adjustment............cccccooeieienenn.
Ending balance, December 31, 2015.......c.cceevevvrererrinnn.

Beginning balance, April 1, 2015.........cccccooveveveieiesene,
PrOVISION.....coiviiiiiieietre e
Charge-0ffS.....cccoieiiiiiice
RECOVEIIES ...ttt
Effect of translation adjustment............cccccooeieienennn.
Ending balance, December 31, 2015 .........ccccoeviiiinnicnne.
Allowance for credit losses — ending balance:
Individually evaluated for impairment...............c........
Collectively evaluated for impairment..................

Finance receivables — ending balance:

Individually evaluated for impairment........................
Collectively evaluated for impairment..................

Three and nine months ended December 31, 2016

Lease Retail Dealer Total
(U.S. dollars in millions)

2 $ 121 $ = $ 123
1) 48 — 47
1) (62) — (63)

1 18 — 19

1 $ 125 $ — $ 126

2 $ 91 $ = $ 93

— 139 — 139
(2) (162) — (164)
1 57 — 58
1 $ 125 $ — $ 126
— 3 — 3 — 3 —
1 125 — 126
— 3 — 3 1 3 1
490 30,528 4,873 35,891

Three and nine months ended December 31, 2015

Lease Retail Dealer Total
(U.S. dollars in millions)
2 $ 91 $ — $ 93
1 37 — 38
1) (54) — (55)
— 18 — 18
— 1) — 1)
2 $ 91 $ — $ 93
2 $ 84 $ = $ 86
2 94 1) 95
3) (139) — (142)
1 53 1 55
— 1) — 1)
2 $ 91 $ — $ 93
— 3 — 3 — 3 —
2 91 — 93
— 3 — % 1 3 1
1,048 30,629 4,151 35,828
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Delinquencies

The following is an aging analysis of past due finance receivables:

90 days Current or Total
30 - 59 days 60 — 89 days or greater Total less than 30 finance
past due past due past due past due days past due receivables
(U.S. dollars in millions)
December 31, 2016

Retail loans:
NEW aULO....cvvcvvrienieiiieienae $ 206 $ 48 11 265 $ 25650 $ 25,915
Used and certified auto ....... 66 16 3 85 3,380 3,465
Motorcycle and other.......... 14 5 3 22 1,126 1,148
Total retail ...........cccone. 286 69 17 372 30,156 30,528
Direct financing leases.............. 4 1 1 6 484 490

Dealer loans:
Wholesale flooring.............. 2 — — 2 3,963 3,965
Commercial loans............... — — — — 909 909
Total dealer loans.......... 2 — — 2 4,872 4,874

Total finance

receivables.................. $ 292 $ 70 18 380 $ 35512 $ 35,892

March 31, 2016

Retail loans:
NEW AULO....cvvevvienieiiieienae $ 181 % 29 8 218 % 25652 $ 25,870
Used and certified auto ....... 55 8 2 65 3,163 3,228
Motorcycle and other.......... 11 3 2 16 1,064 1,080
Total retail ...........cccone. 247 40 12 299 29,879 30,178
Direct financing leases.............. 6 1 — 7 946 953

Dealer loans:
Wholesale flooring.............. 1 1 — 2 3,913 3,915
Commercial loans............... — — — — 856 856
Total dealer loans........... 1 1 — 2 4,769 4,771

Total finance

receivables.................. $ 254  $ 42 12 308 $ 35594 $ 35,902
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Credit Quality Indicators
Retail Loan and Direct Financing Lease Portfolio Segments

The Company utilizes proprietary credit scoring systems to evaluate the credit risk of applicants for retail loans and leases. The
scoring systems assign internal credit scores based on various factors including the applicant’s credit bureau information and
contract terms. The internal credit score provides the primary basis for credit decisions when acquiring retail loan and lease
contracts. Internal credit scores are determined only at the time of origination and are not reassessed during the life of the
contract.

Subsequent to origination, collection experience provides a current indication of the credit quality of consumer finance
receivables. The likelihood of accounts charging off is significantly higher once an account becomes 60 days delinquent.
Accounts that are current or less than 60 days past due are considered to be performing. Accounts that are 60 days or more past
due are considered to be nonperforming. The table below presents the Company’s portfolio of retail loans and direct financing
leases by this credit quality indicator:

Total
Retail Retail Direct consumer
Retail used and motorcycle financing finance
new auto certified auto and other lease receivables
(U.S. dollars in millions)
December 31, 2016
Performing .........ccoveveiennie s 3$ 25,856 $ 3,446 $ 1,140 $ 488 $ 30,930
Nonperforming.........ccccoeeveiencnnnns 59 19 8 2 88
Total .o $ 25,915 $ 3,465 $ 1,148 $ 490 $ 31,018
March 31, 2016
Performing ......cccccocevvvveiiciennn$ 25833 $ 3218  $ 1,075 $ 952 $ 31,078
Nonperforming........cccccoeevenieninnnns 37 10 5 1 53
Total .o $ 25,870 $ 3,228 $ 1,080 $ 953 $ 31,131

Dealer Loan Portfolio Segment

The Company utilizes an internal risk rating system to evaluate dealer credit risk. Dealerships are assigned an internal risk rating
based on an assessment of their financial condition. Factors including liquidity, financial strength, management effectiveness,
and operating efficiency are evaluated when assessing their financial condition. Financing limits and interest rates are
determined from these risk ratings. Monitoring activities including financial reviews and inventory inspections are performed
more frequently for dealerships with weaker risk ratings. The financial conditions of dealerships are reviewed and their risk
ratings are updated at least annually.

The Company’s outstanding portfolio of dealer loans has been divided into two groups in the tables below. Group A includes
the loans of dealerships with the strongest internal risk rating. Group B includes the loans of all remaining dealers. Although the
likelihood of losses can be higher for dealerships in Group B, the overall risk of losses is not considered to be significant.

December 31, 2016 March 31, 2016
Wholesale Commercial Wholesale Commercial
flooring loans Total flooring loans Total
(U.S. dollars in millions)
Group A....ccovvevee $ 2,686 $ 631 $ 3,317 $ 2,707 $ 600 $ 3,307
GroupB....coeee 1,279 278 1,557 1,208 256 1,464
Total......... $ 3,965 $ 909 $ 4,874 $ 3,915 $ 856 $ 4771

11
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Investment in Operating Leases

Investment in operating leases consisted of the following:

December 31, March 31,
2016 2016
(U.S. dollars in millions)
Operating 18aSe VENICIES .......cc.oiueiiitiiieie ettt e bbb sae b b e $ 38,996 $ 35,204
AcCCUMUIALEA ABPIECIALION ... ittt et sb et sn bbb (6,814) (5,917)
Deferred dealer participation and IDC ... e 119 112
Unearned SUDSIAY INCOME......icviierieiiie sttt re e e naeseenrennenreas (1,260) (1,092)
Estimated early termination [0SSES ........cceiiieieeiieieesierisesieseeseseeseeseesseseeseesresneeseeaeaesaessesnesnens (67) (60)
Investment in Operating 1 aSseS, NEL..........cvicveieriere e $ 30,974 $ 28,247

The Company recognized $19 million and $1 million of estimated early termination losses due to lessee defaults for the three
months ended December 31, 2016 and 2015, respectively. Actual net losses realized for the three months ended December 31,
2016 and 2015 totaled $19 million and $14 million, respectively. The Company recognized $50 million and $30 million of
estimated early termination losses due to lessee defaults for the nine months ended December 31, 2016 and 2015, respectively.
Actual net losses realized for the nine months ended December 31, 2016 and 2015 totaled $43 million and $32 million,
respectively.

Included in the provision for credit losses for the three months ended December 31, 2016 and 2015 are provisions related to past
due receivables on operating leases in the amounts of $7 million and $5 million, respectively. Included in the provision for
credit losses for the nine months ended December 31, 2016 and 2015 are provisions related to past due receivables on operating
leases in the amounts of $18 million and $14 million, respectively.

No impairment losses due to declines in estimated residual values were recognized during the nine months ended December 31,
2016 and 2015.

Debt

The Company issues debt in various currencies with both floating and fixed interest rates. Outstanding debt, weighted average

contractual interest rates and range of contractual interest rates were as follows:
Weighted average Contractual

contractual interest rate interest rate ranges

December 31, March 31, December 31, March 31, December 31, March 31,
2016 2016 2016 2016 2016 2016

(U.S. dollars in millions)
Unsecured debt:

Commercial paper........ $ 6,564 $ 4,614 0.78% 0.60% 0.65-1.00% 0.41-0.88%
Related party debt......... 1,790 2,284 0.84% 0.69% 0.64-0.95%  0.42-0.88%
Bank loans.................... 5,975 7,309 1.50% 1.18% 1.24-185%  0.97-1.73%
Private MTN program.. 3,695 5,443 3.44% 2.80% 150-7.63% 1.01-7.63%
Public MTN program... 16,429 14,479 1.60% 1.47% 0.08-2.63% 0.18-2.63%
Euro MTN programme. 1,083 1,173 1.79% 1.72%  1.37-223% 1.12-2.23%
Other debt.........cccoeuueee. 2,266 1,880 1.86% 1.88% 1.23-235%  1.20-2.35%
Total unsecured
debt .....coevinne 37,802 37,182
Secured debt ... 8,366 7,594 1.16% 1.01% 0.62-162%  0.53-1.56%
Total debt............. $ 46,168 $ 44,776

As of December 31, 2016, the outstanding principal balance of long-term debt with floating interest rates totaled $11.7 billion
and long-term debt with fixed interest rates totaled $26.1 billion. As of March 31, 2016, the outstanding principal balance of
long-term debt with floating interest rates totaled $14.6 billion and long-term debt with fixed interest rates totaled $23.1 billion.
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Commercial Paper

As of both December 31, 2016 and March 31, 2016, the Company had commercial paper programs that provide the Company
with available funds of up to $8.5 billion at prevailing market interest rates for periods up to one year. The commercial paper
programs are supported by the Keep Well Agreements with HMC described in Note 6.

Outstanding commercial paper averaged $5.9 billion and $5.2 billion during the nine months ended December 31, 2016 and
2015, respectively. The maximum balance outstanding at any month-end during the nine months ended December 31, 2016 and
2015 was $6.6 billion and $5.9 billion, respectively.

Related Party Debt

AHFC issues fixed rate short-term notes to AHM to help fund AHFC’s general corporate operations. The Company incurred
interest expense on these notes totaling $1 million and $0.5 million for the three months ended December 31, 2016 and 2015,
respectively, and $3 million and $2 million for the nine months ended December 31, 2016 and 2015, respectively.

HCFI issues fixed rate short-term notes to HCI to help fund HCFI’s general corporate operations. The Company incurred
interest expense on these notes totaling $3 million for both the three months ended December 31, 2016 and 2015, and $9 million
and $10 million for the nine months ended December 31, 2016 and 2015, respectively.

Bank Loans

Outstanding bank loans at December 31, 2016 had floating interest rates. Outstanding bank loans have prepayment options. No
outstanding bank loans as of December 31, 2016 were supported by the Keep Well Agreements with HMC described in Note 6.
Outstanding bank loans contain certain covenants, including limitations on liens, mergers, consolidations and asset sales.

Medium Term Note (MTN) Programs
Private MTN Program

AHFC no longer issues MTNs under the Rule 144 A Private MTN Program. Notes outstanding under the Private MTN Program
as of December 31, 2016 were long-term, with fixed interest rates, and denominated in U.S. dollars. Notes under this program
were issued pursuant to the terms of an issuing and paying agency agreement which contains certain covenants, including
negative pledge provisions.

Public MTN Program

In August 2016, AHFC filed a registration statement with the SEC under which it may issue from time to time up to

$30.0 billion aggregate principal amount of Public MTNs. The aggregate principal amount of MTNs offered under this program
may be increased from time to time. Notes outstanding under this program as of December 31, 2016 were long-term, with either
fixed or floating interest rates, and denominated in U.S. dollars, Euros, or Sterling. Notes under this program are issued pursuant
to an indenture which contains certain covenants, including negative pledge provisions and limitations on mergers,
consolidations and asset sales.

Euro MTN Programme

The Euro MTN Programme was retired in August 2014. Notes under this program that are currently listed on the Luxembourg
Stock Exchange will remain listed through their maturities. Notes outstanding under this program as of December 31, 2016 were
long-term with either fixed or floating interest rates, and denominated in U.S. dollars, Japanese Yen, or Euros. Notes under this
program were issued pursuant to the terms of an agency agreement which contains certain covenants, including negative pledge
provisions.

The MTN programs are supported by the Keep Well Agreement with HMC described in Note 6.
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Other Debt

The outstanding balances as of December 31, 2016 consisted of private placement debt issued by HCFI denominated in
Canadian dollars, with either fixed or floating interest rates. Private placement debt is supported by the Keep Well Agreement
with HMC described in Note 6. The notes are issued pursuant to the terms of an indenture which contains certain covenants,
including negative pledge provisions.

Secured Debt

The Company issues notes through secured financing transactions that are secured by assets held by the issuing securitization
trusts. The notes generally have fixed interest rates (a limited number of notes had floating interest rates). Repayment on the
notes is dependent on the performance of the underlying receivables. Refer to Note 9 for additional information on the
Company’s secured financing transactions.

Credit Agreements
Syndicated Bank Credit Facilities

AHFC maintains a $3.5 billion 364 day credit agreement, as amended, which expires on March 3, 2017, and a $3.5 billion five-
year credit agreement, as amended, which expires on March 7, 2021. As of December 31, 2016, no amounts were drawn upon
under the AHFC credit agreements. AHFC intends to renew or replace these credit agreements prior to or on their respective
expiration dates.

HCFI maintains a $1.2 billion credit agreement, as amended, which provides that HCFI may borrow up to $595 million on a
one-year and a five-year revolving basis. The one-year tranche of the credit agreement expires on March 24, 2017 and the five-
year tranche of the credit agreement expires on March 24, 2021. As of December 31, 2016, no amounts were drawn upon under
the HCFI credit agreement. HCFI intends to renew or replace the credit agreement prior to or on the expiration date of each
respective tranche.

The credit agreements contain customary covenants, including limitations on liens, mergers, consolidations and asset sales.

Other Credit Agreements

AHFC maintains other committed lines of credit that allow the Company access to an additional $1.0 billion in unsecured
funding with multiple banks. The credit agreements contain customary covenants, including limitations on liens, mergers,
consolidations and asset sales. As of December 31, 2016, no amounts were drawn upon under these agreements. These
agreements expire in September 2017. AHFC intends to renew these credit agreements prior to or on their expiration dates.

Derivative Instruments

The notional balances and fair values of the Company’s derivatives are presented below. The derivative instruments are
presented in the Company’s consolidated balance sheets on a gross basis by counterparty. Refer to Note 13 regarding the
valuation of derivative instruments.

December 31, 2016 March 31, 2016
Notional Notional
balances Assets Liabilities balances Assets Liabilities
(U.S. dollars in millions)
Interest rate SWaps .........ccoveveervereerennans $ 533% $ 246 $ 161 $ 51,841 $ 2712 $ 118
CroSS CUITENCY SWaPS «.cccvevvvereeerererernnees 2,739 2 280 2,739 70 98
Gross derivative assets/liabilities .... 248 441 342 216
Counterparty netting adjustment .......... (174) (174) (128) (128)
Net derivative assets/liabilities........ $ 74 3 267 $ 214  $ 88

14
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The income statement effect of derivative instruments is presented below. There were no derivative instruments designated as
part of a hedge accounting relationship during the periods presented.

Three months ended Nine months ended
December 31, December 31,
2016 2015 2016 2015
(U.S. dollars in millions)
INTErESt FAtE SWAPS ....veviviviiiiieiete ettt se sttt b b sn s s $ 81 $ 7 $ 88) $ (21)
CrOSS CUITENCY SWAPS «..veveeneenteeestestesteetesseeseeseesieseeseeseessesseeseeneenes (199) (72) (249) (41)
Total loss on derivative inStruments..........ccccococevvveveveerecrerenen. $ (280) $ (65) $ (337) $ (62)

The fair value of derivative instruments is subject to the fluctuations in market interest rates and foreign currency exchange
rates. Since the Company has elected not to apply hedge accounting, the volatility in the changes in fair value of these derivative
instruments is recognized in earnings. All settlements of derivative instruments are recognized within cash flows from operating
activities in the consolidated statements of cash flows.

These derivative instruments also contain an element of credit risk in the event the counterparties are unable to meet the terms of
the agreements. However, the Company minimizes the risk exposure by limiting the counterparties to major financial
institutions that meet established credit guidelines. In the event of default, all counterparties are subject to legally enforceable
master netting agreements. The Company generally does not require or place collateral for these instruments under credit
support agreements.

Transactions Involving Related Parties

The following tables summarize the income statement and balance sheet impact of transactions with the Parent and affiliated
companies:

Three months ended Nine months ended
December 31, December 31,
Income statement 2016 2015 2016 2015
(U.S. dollars in millions)

Revenue:

SUBSIY INCOME ...vviciciccce e $ 312 $ 277 $ 910 $ 821
Interest expense:

Related party debt.........coooiiiiiiiiiiee e 4 3 12 12
Other income:

VSC administration feeS ........ccooeiiiiiiiiiieiece e 26 24 77 73
General and administrative expenses:

Support Compensation Agreement fees..........ccocvovveriiienenn. 5 5 15 14

Benefit plan eXPensesS.......c.oiiiiiiiiiiiieie e 3 3 8 8

Shared SEIVICES. .......ooiieiiiiiiee s 15 15 45 46
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December 31, March 31,
Balance Sheet 2016 2016
(U.S. dollars in millions)
Assets:
Finance receivables, net:

Unearned SUBSIAY INCOME .......viiiuiieiiiiiieiste ettt bbb e b saeneeae st enesrennens $ (750) $ (671)
Investment in operating leases, net:

Unearned SUDSIAY INCOME .....oiuiiieiieieie ettt a e e srestesneere e e eneesneneenne e (1,255) (2,088)
Due from Parent and affiliated COMPANIES .......cccoveieieiiriie e 215 132
Liabilities:

Debt:

Related Party BBt .........oiiiii e re s $ 1,790 $ 2,284
Due to Parent and affiliated COMPANIES ........ccviveieieie e sre s 78 81
Accrued interest expenses:

Related Party AeDE.........c.ooe i e 2 2
Other liabilities:

VSC unearned adminiStrative fEES .......uiviiiiiriiii s 392 380

ACCIUE DENETIT EXPENSES. ...ttt e b bbbt en e e bbb e 64 48
Support Agreements

HMC and AHFC are parties to a Keep Well Agreement, effective as of September 9, 2005. This Keep Well Agreement provides
that HMC will (1) maintain (directly or indirectly) at least 80% ownership in AHFC’s voting stock and not pledge (directly or
indirectly), or in any way encumber or otherwise dispose of, any such stock of AHFC that it is required to hold (or permit any of
HMC'’s subsidiaries to do so0), (2) cause AHFC to have a positive consolidated tangible net worth with tangible net worth
defined as (a) stockholder’s equity less (b) any intangible assets, determined on a consolidated basis in accordance with GAAP,
and (3) ensure that AHFC has sufficient liquidity to meet its payment obligations for debt HMC has confirmed in writing is
covered by this Keep Well Agreement, in accordance with its terms, or where necessary make available to AHFC, or HMC shall
procure for AHFC, sufficient funds to enable AHFC to meet such obligations in accordance with such terms. This Keep Well
Agreement is not a guarantee by HMC.

HMC and HCFI are parties to a Keep Well Agreement effective as of September 26, 2005. This Keep Well Agreement provides
that HMC will (1) maintain (directly or indirectly) at least 80% ownership in HCFI’s voting stock and not pledge (directly or
indirectly), or in any way encumber or otherwise dispose of, any such stock of HCFI that it is required to hold (or permit any of
HMC'’s subsidiaries to do so), (2) cause HCFI to have a positive consolidated tangible net worth with tangible net worth defined
as (a) stockholder’s equity less (b) any intangible assets, determined on a consolidated basis in accordance with generally
accepted accounting principles in Canada, and (3) ensure that HCFI has sufficient liquidity to meet its payment obligations for
debt HMC has confirmed in writing is covered by this Keep Well Agreement, in accordance with its terms, or where necessary
make available to HCFI, or HMC shall procure for HCFI, sufficient funds to enable HCFI to meet such obligations in
accordance with such terms. This Keep Well Agreement is not a guarantee by HMC.

Debt programs supported by the Keep Well Agreements consist of the Company’s commercial paper programs, Private MTN
Program, Public MTN Program, Euro MTN Programme, and HCFI’s private placement debt. In connection with the above
agreements, AHFC and HCFI have entered into separate Support Compensation Agreements, where each has agreed to pay
HMC a quarterly fee based on the amount of outstanding debt that benefit from the Keep Well Agreements. Support
Compensation Agreement fees are recognized in general and administrative expenses.

Incentive Financing Programs

The Company receives subsidy payments from AHM and HCI, which supplement the revenues on financing products offered
under incentive programs. Subsidy payments received on retail loans and leases are deferred and recognized as revenue over the
term of the related contracts. The unearned balance is recognized as reductions to the carrying value of finance receivables and
investment in operating leases. Subsidy payments on dealer loans are received as earned.
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Related Party Debt

AHFC issues short-term notes to AHM to fund AHFC’s general corporate operations. HCFI issues short-term notes to HCI to
fund HCFI’s general corporate operations. Interest rates are based on prevailing rates of debt with comparable terms. Refer to
Note 4 for additional information.

Vehicle Service Contract (VSC) Administration

AHFC receives fees to perform administrative services for vehicle service contracts issued by AHM and its subsidiary. HCFI
receives fees for marketing vehicle service contracts issued by HCI. Unearned VSC administration fees are included in other
liabilities (Note 11). VSC administration income is recognized in other income (Note 12).

Shared Services

The Company shares certain common expenditures with AHM, HCI, and related parties including information technology
services and facilities. The allocated costs for shared services are included in general and administrative expenses.

Benefit Plans

The Company participates in various employee benefit plans that are maintained by AHM and HCI. The allocated benefit plan
expenses are included in general and administrative expenses.

Income taxes

The Company’s U.S. income taxes are recognized on a modified separate return basis pursuant to an intercompany income tax
allocation agreement with AHM. Income tax related items are not included in the tables above. Refer to Note 7 for additional
information.

Other

AHM periodically sponsors programs that allow lessees to terminate their lease contracts prior to the contractual maturity date.
AHM compensates the Company for rental payments that were waived under these programs. During the three months ended
December 31, 2016 and 2015, the Company recognized $1 million and less than $1 million, respectively, and during both the
nine months ended December 31, 2016 and 2015, the Company recognized $5 million, under these programs which were
reflected as proceeds on the disposition of the returned lease vehicles.

As a result of the recall of certain Honda and Acura vehicles announced in the fourth quarter of the fiscal year ended March 31,
2016, the Company has been experiencing delays in the disposition of returned lease vehicles and repossessed vehicles. HCI has
agreed to compensate the Company for certain costs resulting from the delay in disposition of affected vehicles in Canada.

The majority of the amounts due from the Parent and affiliated companies at December 31, 2016 and March 31, 2016 related to
subsidies. The majority of the amounts due to the Parent and affiliated companies at December 31, 2016 and March 31, 2016
related to wholesale flooring invoices payable to the Parent. These receivable and payable accounts are non-interest-bearing and
short-term in nature and are expected to be settled in the normal course of business.
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Income Taxes

The Company’s effective tax rate was 35.3% and 38.7% for the three months ended December 31, 2016 and 2015, respectively,
and 37.7% and 35.8% for the nine months ended December 31, 2016 and 2015, respectively. The decrease in the effective tax
rate for the three months ended December 31, 2016 was primarily due to the relative effect of retroactive U.S. tax law changes,
enacted in December 2015, on AHFC’s deduction for qualified domestic production activities allocated between the Parent and
affiliated companies, and the effect of tax law changes in apportionment methods and tax rates in certain states. The increase in
the effective tax rate for the nine months ended December 31, 2016 was primarily due to law changes in apportionment methods
and tax rates in certain states.

Foreign undistributed earnings are generally subject to U.S. taxation when repatriated and when subject to U.S. taxation may
generally be offset by foreign tax credits. To date, the Company has not provided for federal income taxes on its share of the
undistributed earnings of its foreign subsidiary, HCFI, that are intended to be indefinitely reinvested outside the United States.
At December 31, 2016, $750 million of accumulated undistributed earnings of HCFI were deemed to be so reinvested. If the
undistributed earnings as of December 31, 2016 were to be distributed, the tax liability associated with these indefinitely
reinvested earnings would be $174 million. The Company does not expect to repatriate any undistributed earnings in the
foreseeable future.

The Protecting Americans from Tax Hikes Act of 2015, signed on December 18, 2015, enacted the tax law that defers the
imposition of U.S. taxes on certain foreign active financing income until that income is repatriated to the U.S. as a dividend.
AHFC will no longer recognize tax on its share of such income to the extent it is indefinitely reinvested.

The changes in the unrecognized tax benefits for the nine months ended December 31, 2016 were not significant. The Company
does not expect any material changes in the amounts of unrecognized tax benefits during the remainder of the fiscal year ending
March 31, 2017.

As of December 31, 2016, the Company is subject to examination by U.S. federal and state tax jurisdictions for returns filed for
the taxable years ended March 31, 2008 through 2016, with the exception of one state which is subject to examination for
returns filed for the taxable years ended March 31, 2001 through 2016. The Company’s Canadian subsidiary, HCFI, is subject to
federal examination for returns filed for the taxable years ended March 31, 2010 through 2016, and provincial examination for
returns filed for the taxable years ended March 31, 2009 through 2016. The Company believes appropriate provision has been
made for all outstanding issues for all open years.

Commitments and Contingencies

The Company leases certain premises and equipment on a long-term basis under noncancelable leases. Some of these leases
require the Company to pay property taxes, insurance, and other expenses. Lease expense was $3 million for both the three
months ended December 31, 2016 and 2015, and $8 million for both the nine months ended December 31, 2016 and 2015.

The Company extends commercial revolving lines of credit to dealerships to support their business activities including facilities
refurbishment and general working capital requirements. The amounts borrowed are generally secured by the assets of the
borrowing entity. The majority of the lines have annual renewal periods. The unused balance of commercial revolving lines of
credit was $145 million as of December 31, 2016. The Company also has commitments to finance the construction of auto
dealerships. The remaining unfunded balance for these construction loans was $22 million as of December 31, 2016.

Legal Proceedings and Regulatory Matters

The Company establishes accruals for legal claims when payments associated with the claims become probable and the costs
can be reasonably estimated. When able, the Company will determine estimates of reasonably possible loss or range of loss,
whether in excess of any related accrued liability or where there is no accrued liability. Given the inherent uncertainty associated
with legal matters, the actual costs of resolving legal claims and associated costs of defense may be substantially higher or lower
than the amounts for which accruals have been established.
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The Company is involved, in the ordinary course of business, in various legal proceedings including claims of individual
customers and purported class action lawsuits. Certain of these actions are similar to suits filed against other financial
institutions and captive finance companies. Most of these proceedings concern customer allegations of wrongful repossession or
defamation of credit. The Company is also subject to governmental reviews and inquiries from time to time. Based on available
information and established accruals, management does not believe it is reasonably possible that the results of these
proceedings, in the aggregate, will have a material adverse effect on the Company’s consolidated financial statements.

Securitizations and Variable Interest Entities (VIE)

The trusts utilized for on-balance sheet securitizations are VIEs, which are required to be consolidated by their primary
beneficiary. The Company is considered to be the primary beneficiary of these trusts due to (i) the power to direct the activities
of the trusts that most significantly impact the trusts’ economic performance through its role as servicer, and (ii) the obligation
to absorb losses or the right to receive residual returns that could potentially be significant to the trusts through the subordinated
certificates and residual interest retained. The debt securities issued by the trusts to third-party investors along with the assets of
the trusts are included in the Company’s consolidated financial statements.

During the nine months ended December 31, 2016 and 2015, the Company issued notes through asset-backed securitizations,
which were accounted for as secured financing transactions totaling $4.9 billion and $3.5 billion, respectively. The notes were
secured by receivables with an initial principal balance of $5.1 billion and $4.6 billion, respectively.

The table below presents the carrying amounts of assets and liabilities of consolidated securitization trusts as they are reported
in the Company’s consolidated balance sheets. All amounts exclude intercompany balances, which have been eliminated upon
consolidation. The assets of the trusts can only be used to settle the obligations of the trusts. The third-party investors in the
obligations of the trusts do not have recourse to the general credit of the Company.

December 31, March 31,
2016 2016
(U.S. dollars in millions)
Assets:
FINANCE FECEIVADIES ...ttt ettt s re ettt e s et e stesreere e e enteseeetesre e $ 8,723 3 7,819
Unamortized costs and subsidy iNCOME, NEL ........c.cceiveieiiiieseie e (128) (103)
AHOWANCE FOr CrETIt IOSSES ....vvivrerieriiieriesiese ettt na e e e e nrenes (12) (10)
FINanCe reCEIVADIES, NMBL......cciiiitie et saee e sbbe e saae e sbbe e enreesane s 8,583 7,706
Vehicles held for diSPOSItION..........coiiiiiiiii e e 5 3
RESIIICIEO CASN ...ttt ettt sttt ettt et st e e st e bt e et st eeseeeees et saete e seebeenstane s 345 291
Accrued iNterest rECEIVADIE M ... ......cci ittt ettt 9 8
TOLAL @SSELS. ... vttt ete st et ettt e et e st et ebeste st ebesbe st et e sbe s ebe st e e ebe st essebesbessebeebesssbeebaseerestans $ 8,942 3% 8,008
Liabilities:
oYY oW =T [ (=T o} R $ 8378 3 7,605
Unamortized diSCOUNES aNd TEES.........coviieiiiiie it (12) (11)
L Tol U1 (=0 I (=1 o) 3T PR PR PRSPPI 8,366 7,594
ACCIUE INEIESE EXPEINSE .vuviveirrereereestertestestesteereeeesteseeste e saesreaseeseeseestessessessesseaseeseenseseessesees 4 3
QLI U L o | 1T $ 8370 3 7,597

(1)  Included with other assets in the Company’s consolidated balance sheets (Note 10).

In their role as servicers, AHFC and HCFI collect principal and interest payments on the underlying receivables on behalf of the
securitization trusts. Cash collected during a calendar month is required to be remitted to the trusts in the following month.
AHFC and HCFI are not restricted from using the cash collected for their general purposes prior to the remittance to the trusts.
As of December 31, 2016 and March 31, 2016, AHFC and HCFI had combined cash collections of $435 million and

$422 million, respectively, which were required to be remitted to the trusts.
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(10) Other Assets

Other assets consisted of the following:

December 31, March 31,
2016 2016
(U.S. dollars in millions)
AcCCrued INEreSt AN FEES.....uviriiiriiiiiite bbb et sbeneene $ 78 % 75
OLher FECEIVADIES ......coiviieiiitt bbbt 144 99
D) (=T =T [0 L=T - 172 173
Software, net of accumulated amortization of $136 and $134
as of December 31, 2016 and March 31, 2016, respectively.........ccccoovvvvrivnivereiinieinnnnns 34 30
Property and equipment, net of accumulated depreciation of $17 and $17
as of December 31, 2016 and March 31, 2016, respectively.........ccccoovvvveieiieeieiciieiennnns 7 8
RESLACLEA CASN.....ectiiieieie et bbbttt 369 315
L@ 1 1] OSSP 83 51
10 LTSRS $ 887 % 751

Depreciation and amortization are computed on a straight-line basis over the estimated useful lives of the related assets, which
range from three to five years. General and administrative expenses include depreciation and amortization expense of $2 million
and $1 million for the three months ended December 31, 2016 and 2015, respectively, and $5 million and $3 million for the nine
months ended December 31, 2016 and 2015, respectively.

(11) Other Liabilities

Other liabilities consisted of the following:

December 31, March 31,

2016 2016

(U.S. dollars in millions)
DEAIET PAYADIES ......eviiecieiieiecte ettt ettt b et st e et b ne et e b e renae et naene et nnens $ 172 $ 139
Accounts payable and aCCrUEd EXPENSES .......vevveivrireeeieiereesesesresreseeseeseesre e sresresseesseseesseseessens 297 286
I TRt VA (=T 1] | S 64 62
VSC unearned administrative feeS (NOLE B) .......c.eiiriiiriieiiie e 392 380
Unearned inCOME, OPEIAtiNG IEASE ... ...eiuiiuirieitiatieieie ettt sttt bbb bt be e saesbe b sne s 317 282
UNCEItain tAX POSITIONS ....c.viitiiiiiiieiieie ettt ettt b e bbb et et et e neeseesbenbe b 14 14
L ] 1T PSPPSR 126 130
LIt SO RTSOUPPTSOSRPO $ 1,382 $ 1,293

(12) Other Income
Other income consisted of the following:
Three months ended Nine months ended
December 31, December 31,
2016 2015 2016 2015
(U.S. dollars in millions)

VSC administration (NOt 6) ........c.coeverveieriereeesiereeesiereeresnens $ 26 $ 24 $ 77 $ 73
(O] 111 SN (3) 2 (10) 1
10 | $ 23 % 26 % 67 $ 74
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(13) Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value hierarchy prioritizes the inputs to valuation techniques used
to measure fair value into three broad levels. Level 1 inputs are quoted prices in active markets for identical assets or liabilities
that the reporting entity has the ability to access at the measurement date. Level 2 inputs are those other than quoted prices
included within Level 1 that are observable for the asset or liability. Level 3 inputs are unobservable inputs for the asset or
liability. The fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities
(Level 1) and the lowest priority to unobservable inputs (Level 3). Nonperformance risk is also required to be reflected in the
fair value measurement, including an entity’s own credit standing when measuring the fair value of a liability.

Recurring Fair Value Measurements
The following tables summarize the fair value hierarchy of assets and liabilities measured at fair value on a recurring basis:
December 31, 2016

Level 1 Level 2 Level 3 Total
(U.S. dollars in millions)

Assets:
Derivative instruments:
INterest rate SWaps .........ccceveererereresesrsrererererererenes $ — 3 246 $ — 3 246
CrOSS CUITENCY SWAPS ...ceveeveevieieeieenieeiresieesiens — 2 — 2
TOtal ASSELS.....veveereiereiecieree et $ —  $ 248  $ — 3 248
Liabilities:
Derivative instruments:
Interest rate SWaps .......ccoevveevveeeerieeseseeeesnenns $ — 3 161 $ —  $ 161
Cr0OSS CUITENCY SWAPS .vveveeveesreenreeseeaseesseessaesseens — 280 — 280
Total liabilities ......ccoovrvveerircireecceeens $ —  $ 441 3% — 3 441
March 31, 2016
Level 1 Level 2 Level 3 Total
(U.S. dollars in millions)
Assets:
Derivative instruments:
INterest rate SWaps .........ccceveerereiereseseseererererererenes $ — 3 2712 $ — 3 272
CrOSS CUITENCY SWAPS ...covveveetieieenieeniesiresieesieens — 70 — 70
TOtal @SSELS.....vevieiiereie et $ —  $ 342 $ — 3 342
Liabilities:
Derivative instruments:
Interest rate SWaps .......coevvevevveeeereeeeeseeeesnenns $ — 3 118  $ — 3 118
CrOSS CUITENCY SWAPS .vvevveivresreenneenseaneesseessaesseens — 98 — 98
Total liabilities ......ccoovrvveevircei s $ —  $ 216  $ —  $ 216

The valuation techniques of assets and liabilities measured at fair value on a recurring basis are described below:

Derivative Instruments

The Company’s derivatives are transacted in over-the-counter markets and quoted market prices are not readily available. The
Company uses third-party developed valuation models to value derivative instruments. These models estimate fair values using
discounted cash flow modeling techniques, which utilize the contractual terms of the derivative instruments and market-based
inputs, including interest rates and foreign exchange rates. Discount rates incorporate counterparty and HMC specific credit
default spreads to reflect nonperformance risk.
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The Company’s derivative instruments are classified as Level 2 since all significant inputs are observable and do not require
management judgment. There were no transfers between fair value hierarchy levels during the nine months ended December 31,
2016 and 2015. Refer to Note 5 for additional information on derivative instruments.

Nonrecurring Fair Value Measurements

The following tables summarize nonrecurring fair value measurements recognized for assets still held at the end of the reporting
periods presented:

Lower-of-cost

or fair value
Level 1 Level 2 Level 3 Total adjustment ©
(U.S. dollars in millions)
December 31, 2016
Vehicles held for disposition................ $ — 3 — 3 346 % 346 % 61
December 31, 2015
Vehicles held for disposition................ $ — 3 — 3 116  $ 116  $ 22

(1)  The adjustments to vehicles held for disposition as of December 31, 2016 include $2 million of adjustments that were recognized
during the three months ended March 31, 2016, $5 million during the three months ended June 30, 2016, $7 million during the three
months ended September 30, 2016 and $47 million during the three months ended December 31, 2016. The adjustments to vehicles
held for disposition as of December 31, 2015 were recognized during the three months ended December 31, 2015.

The following describes the methodologies and assumptions used in nonrecurring fair value measurements, which relate to the
application of lower of cost or fair value accounting on long-lived assets.

Vehicles Held for Disposition

Vehicles held for disposition consist of returned and repossessed vehicles. They are valued at the lower of their carrying value
or estimated fair value, less estimated disposition costs. The fair value is based on current average selling prices of like vehicles
at wholesale used vehicle auctions. For vehicles affected by the recall announced in the fourth quarter of the fiscal year ended
March 31, 2016, the fair value reflects the estimated impact of the delays in disposition.
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Fair Value of Financial Instruments

The following tables summarize the carrying values and fair values of the Company’s financial instruments except for those
measured at fair value on a recurring basis. Certain financial instruments and all nonfinancial assets and liabilities are excluded
from fair value disclosure requirements including the Company’s direct financing lease receivables and investment in operating

leases.
December 31, 2016
Carrying Fair value
value Level 1 Level 2 Level 3 Total
(U.S. dollars in millions)
Assets:
Cash and cash equivalents.............. $ 711 711 $ — % — 711
Dealer loans, net.........ccoovevveveeiiennnne 4,874 — — 4,696 4,696
Retail loans, net..........ccccccevveieenenn 30,403 — — 30,568 30,568
Restricted cash ..........ccccevveiveiiennnn, 369 369 — — 369
Liabilities:
Commercial paper............ccccevevenee. $ 6,564 — % 6,564 $ — 6,564
Related party debt .........ccceoveieene 1,790 — 1,791 — 1,791
Bank l0ans.........cccccoveveiiieiieinennnnn 5,975 — 5,997 — 5,997
Medium term note programs.......... 21,207 — 21,385 — 21,385
Other debt.......cccoevieiiiiiiici, 2,266 — 2,278 — 2,278
Secured debt........ccccoiviiiiiiiiieiiei, 8,366 — 8,362 — 8,362
March 31, 2016
Carrying Fair value
value Level 1 Level 2 Level 3 Total
(U.S. dollars in millions)
Assets:
Cash and cash equivalents.............. $ 658 658 $ — 3 — 658
Dealer loans, net.........cccovevveveeriennnne 4,771 — — 4,597 4,597
Retail loans, net.........cccoevvvrvcnnnn. 30,087 — — 30,295 30,295
Restricted cash ........cccceeveviiiiciennns 315 315 — — 315
Liabilities:
Commercial paper........ccccoevvvevvennne. $ 4,614 — 3 4615  $ — 4,615
Related party debt .........cccceeveiennne 2,284 — 2,284 — 2,284
Bank loans.........cccccoevevvienivnnnnenn, 7,309 — 7,302 — 7,302
Medium term note programs.......... 21,095 — 21,524 — 21,524
Other debt.....c.cccoevvviiiiree, 1,880 — 1,894 — 1,894
Secured debt.......cccccevviiviiiiiiie 7,594 — 7,601 — 7,601

The following describes the methodologies and assumptions used to estimate the fair value of the Company’s financial

instruments not measured at fair value on a recurring basis:

Cash, Cash Equivalents and Restricted Cash

The carrying values reported on the consolidated balance sheets approximate fair values due to the short-term nature of the

assets and negligible credit risk. Restricted cash accounts held by securitization trusts are included in other assets.
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Finance Receivables

The fair values of the Company’s retail loans and dealer wholesale loans are based on estimated proceeds of hypothetical whole
loan transactions. It is assumed that market participants in whole loan transactions would acquire the loans with the intent of
securitizing the loans. Internally developed valuation models are used to estimate the pricing of securitization transactions,
which is adjusted for the estimated costs of securitization transactions and required profit margins of market participants. The
models incorporate projected cash flows of the underlying receivables, which include prepayment and credit loss assumptions.
The models also incorporate current market interest rates and market spreads for the credit and liquidity risk of securities issued
in the securitizations. The estimated fair values of the Company’s dealer commercial loans are based on a discounted cash flow
model.

Debt

The fair value of the Company’s debt is estimated based on a discounted cash flow analysis. Projected cash flows are discounted
using current market interest rates and credit spreads for debt with similar maturities. The Company’s specific nonperformance
risk is reflected in the credit spreads on the Company’s unsecured debt.

The above fair value estimates are made at a specific point in time, based on relevant market information and information about
the financial instrument. These estimates do not reflect any premium or discount that could result from offering for sale at one
time the Company’s entire holdings of a particular financial instrument. Because no active market exists for a portion of the
Company’s financial instruments, fair value estimates of such financial instruments are based on judgments regarding future
expected loss experience, current economic conditions, risk characteristics, and other factors. These estimates are subjective in
nature and involve uncertainties and matters of significant judgment and, therefore, cannot be determined with precision.
Changes in assumptions could significantly affect the estimates.

Fair value information presented in the tables above is based on information available at December 31, 2016 and March 31,
2016. Although the Company is not aware of any factors that would significantly affect the estimated fair value amounts, such
amounts have not been updated since those dates, and therefore, the current estimates of fair value at dates subsequent to those
dates may differ significantly from the amounts presented herein.

Segment Information

The Company’s reportable segments are based on the two geographic regions where operating results are measured and
evaluated by management: the United States and Canada.

Segment performance is evaluated using an internal measurement basis, which differs from the Company’s consolidated results
prepared in accordance with GAAP. Segment performance is evaluated on a pre-tax basis before the effect of valuation
adjustments on derivative instruments and revaluations of foreign currency denominated debt. Since the Company does not elect
to apply hedge accounting, the impact to earnings resulting from these valuation adjustments as reported under GAAP is not
representative of segment performance as evaluated by management. Realized gains and losses on derivative instruments, net of
realized gains and losses on foreign currency denominated debt, are included in the measure of net revenues when evaluating
segment performance.

No adjustments are made to segment performance to allocate any revenues or expenses. Financing products offered throughout

the United States and Canada are substantially similar. Segment revenues from the various financing products are reported on
the same basis as GAAP consolidated results.
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Financial information for the three and nine months ended or at December 31, 2016 and 2015 is summarized in the following

tables:

Valuation
adjustments
United and Consolidated
States Canada reclassifications Total
(U.S. dollars in millions)
Three months ended December 31, 2016
Revenues:
Direct financing 18aSES .......cccevvrvrvririeireeee e $ — 7 $ — 7
L2 =] - V|  R 260 41 — 301
Dealer 33 3 — 36
OpPErating l18aSES .....c..cviiiiiieiieieeei et 1,404 205 — 1,609
TOtal FEVENUES ...ttt 1,697 256 — 1,953
Depreciation on operating 18ases.........cccovuvvvererierieresieeieeesesnenns 1,137 169 — 1,306
INEEIESt EXPENSE...cuviiiieiisieeie sttt 163 23 — 186
Realized (gains)/losses on derivatives and foreign
currency denominated debt ... (12) 4 7 —
NEL FEVENUES ...ttt 408 60 7) 461
Gain/(Loss) on disposition of lease vehicles............cccevvierinne 3) 3 — —
Other INCOME.....c.civiiiiiiiie e 21 2 — 23
Total NEt FEVENUES ........ocveeeiiiieiiicie e 426 65 (7) 484
Expenses:
General and administrative eXPeNSeS .........cccevveveeieiesennens 90 13 — 103
Provision for Credit 10SSeS .........covvvveriieiicienienec e 51 3 — 54
Early termination loss on operating 1€ases ...........ccccceovvueeene 17 2 — 19
Loss on lease residual values ..............c.ccoceeenee — 4 — 4
(Gain)/Loss on derivative instruments — — 280 280
(Gain)/Loss on foreign currency revaluation of debt — — (160) (160)
Income before iNCOMe taxes..........occoeveieeneienenennes 268 43 $ (127) 184
Nine months ended December 31, 2016
Revenues:
Direct financing 1€aSeS .........ccocerveieiiiierese e — 28 $ — 28
REtAI ..o 766 118 — 884
DBAIET ...ttt 98 10 — 108
Operating 1eases ........ccccvieieieieieii e 4,122 568 — 4,690
TOtAl FEVENUES ...ttt 4,986 724 — 5,710
Depreciation on operating 18ases.........cccovuvvvererierieresieeieeesesnenns 3,269 469 — 3,738
INEEIESE EXPENSE...cviiiieiiciieie sttt 467 66 — 533
Realized (gains)/losses on derivatives and foreign
currency denominated debt ...........ocoveveeeeveieeeee e (24) 14 10 —
NEL FTEVENUES ...ttt et 1,274 175 (10) 1,439
Gain/(Loss) on disposition of lease vehicles............ccccvvieieinne 10 8 — 18
Other INCOME.....c.civiiiiieiiiet e 63 4 — 67
Total Nt FTEVENUES ...t 1,347 187 (20) 1,524
Expenses:
General and administrative eXPeNSES .........cccevveveeieierennens 270 39 — 309
Provision for credit 10SSES .........ocveveireriieieeeeee e 148 9 — 157
Early termination loss on operating 1€ases ...........ccccceovrueenne 45 5 — 50
Loss on lease residual values .............cccovevveiencineicncenn, — 9 — 9
(Gain)/Loss on derivative inStruments ..........cccccevveeierueninns — — 337 337
(Gain)/Loss on foreign currency revaluation of debt ............ — — (224) (224)
Income before iNCOMe taxes..........occoeveieeneienenennes $ 884 125 $ (123) 886
December 31, 2016
FiNance reCeiVabIES, NEL ........oeoeieeeeee oo e e ee e e ene e $ 31,345 4,406 $ — 35,751
Investment in operating 1eases, Net .........ccocoveveieieiiienicnciee 27,240 3,734 — 30,974
TOAl BSSELS. ..ttt 61,217 8,274 — 69,491
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Valuation
adjustments
United and Consolidated
States Canada reclassifications Total
(U.S. dollars in millions)
Three months ended December 31, 2015
Revenues:
Direct financing 1€aSES .........cccvevvevveiiiiicese e $ — 16 $ — $ 16
RELAI ...t 260 37 — 297
DAIET ...ttt e 27 3 — 30
Operating leases.......... 1,262 136 — 1,398
Total revenues 1,549 192 — 1,741
Depreciation on operating leases 1,007 112 — 1,119
INEErESt EXPENSE. ....eiiiiiisieete e 131 17 — 148
Realized (gains)/losses on derivatives and foreign
currency denominated debt 4 7 (11) —
Net revenues ............ 407 56 11 474
Gain/(Loss) on disposition of lease vehicles 3 1 — 4
Other INCOME........cuieeieieie e 25 1 — 26
Total NEt FEVENUES ........ocveeeiiiieiiicie e 435 58 11 504
Expenses:
General and administrative expenses 85 13 — 98
Provision for credit 10SS€S.........cccevveirereriennne. 39 4 — 43
Early termination loss on operating 1€ases ...........cccccoovvueenne — 1 — 1
Loss on lease residual values .............cccovevneincineccncean, — 4 — 4
(Gain)/Loss on derivative inStruments ..........cccccevveeieiueninns — — 65 65
(Gain)/Loss on foreign currency revaluation of debt — — (71) (71)
Income before iNCOME taXes..........ccoceveeevereverereeenrnnnnns 311 36 $ 17 $ 364
Nine months ended December 31, 2015
Revenues:
Direct financing 1€aSES .........cccvevvevieriiiiisise e $ — 59 $ — $ 59
RELAI ...t 789 110 — 899
DRAIET ... s 80 10 — 90
OPErating l8aSES .......cceruerierieiieieiei e 3,705 354 — 4,059
Total reVENUES......cvoveiiicieiceccee 4,574 533 — 5,107
Depreciation on operating leases 2,946 290 — 3,236
INEErESt EXPENSE. ....eiiiiiiicieee et 376 55 — 431
Realized (gains)/losses on derivatives and foreign
currency denominated debt 10 21 (31) —
NEt FEVENUES ...t 1,242 167 31 1,440
Gain/(Loss) on disposition of lease vehicles..........c.ccccooviereinne 30 4 — 34
Other INCOME........cuieeieieie e 72 2 — 74
Total NEt FEVENUES .....cvevveieiieiiiisiei st 1,344 173 31 1,548
Expenses:
General and administrative eXPeNSeS .........ccoceveeererererieniens 263 38 — 301
Provision for credit 10SSES .........ooeveieeriieree e 97 12 — 109
Early termination loss on operating 1€ases..........cc.ccccvevennee. 27 3 — 30
Loss on lease residual values .............cccovevneenccneccicennn, — 7 — 7
(Gain)/Loss on derivative inStruments ............ccoeeeeererienennn — — 62 62
(Gain)/Loss on foreign currency revaluation of debt ............ — — (36) (36)
Income before income taxes 957 113 $ 5 $ 1,075
December 31, 2015
Finance receivables, Net ........coccoeevieeiiiieiiciee e 31,182 4,543 $ — $ 35,725
Investment in operating leases, net 24,591 2,629 — 27,220
TOAl BSSELS...vveueveeteiiieie sttt 58,212 7,259 — 65,471
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Our primary focus, in collaboration with AHM and HCI, is to provide support for the sale of Honda and Acura products and maintain
customer and dealer satisfaction and loyalty. To deliver this support effectively, we seek to maintain competitive cost of funds,
efficient operations, and effective risk and compliance management. The primary factors influencing our results of operations, cash
flows, and financial condition include the volume of Honda and Acura sales and the portion of those sales that we finance, our cost of
funds, competition from other financial institutions, consumer credit defaults, and used motor vehicle prices.

A substantial portion of our consumer financing business is acquired through incentive financing programs sponsored by AHM and
HCI. The volume of incentive financing programs and the allocation of those programs between retail loans and leases may vary from
fiscal period to fiscal period depending upon the respective marketing strategies of AHM and HCI. AHM and HCI’s marketing
strategies are based in part on their business planning, in which we do not participate. Therefore we cannot predict the level of
incentive financing programs AHM and HCI may sponsor in the future. Our consumer financing acquisition volumes are substantially
dependent on the extent to which incentive financing programs are offered. Increases in incentive financing programs generally
increase our financing penetration rates, which typically results in increased financing acquisition volumes for us. The amount of
subsidy payments we receive from AHM and HCI is dependent on the terms of the incentive financing programs and the interest rate
environment. Subsidy payments are received upon acquisition and recognized in revenue throughout the life of the loan or lease;
therefore a significant change in the level of incentive financing programs in a fiscal period often may not be reflected in our results of
operations for that period. The amount of subsidy income we recognize in a fiscal period is dependent on the cumulative level of
subsidized contracts outstanding that were acquired through incentive financing programs.

We seek to maintain high quality consumer and dealer account portfolios, which we support with strong underwriting standards, risk-
based pricing, and effective collection capabilities. Our cost of funds is facilitated by the diversity of our funding sources, and
effective interest rate and foreign currency exchange risk management. We manage expenses to increase our profitability, including
adjusting staffing needs based upon our business volumes and centralizing support functions. Additionally, we use risk and
compliance management practices to optimize credit and residual value risk levels and maintain compliance with our pricing,
underwriting and servicing policies at the United States, Canadian, state and provincial levels.

In our business operations, we incur costs related to funding, credit loss, residual value loss, and general and administrative expenses,
among other expenses.

We analyze our operations in two business segments defined by geography: the United States and Canada. We measure the
performance of our United States and Canada segments on a pre-tax basis before the effect of valuation adjustments on derivative
instruments and revaluations of foreign currency denominated debt. For additional information regarding our segments, see Note 14—
Segment Information of Notes to Consolidated Financial Statements. The following tables and the related discussion are presented
based on our geographically segmented consolidated financial statements.

This report contains translations of certain foreign currency amounts into U.S. dollars at the rates specified below solely for your
convenience. These translations should not be construed as representations that the foreign currency amounts actually represent such
U.S. dollar amounts or that they could be converted into U.S. dollars at the rates indicated. U.S. dollar equivalents for “C$” (Canadian
dollar) amounts are calculated based on the exchange rate on December 31, 2016 of 1.3441 per U.S. dollar.

References in this report to our “fiscal year 2017” and “fiscal year 2016 refer to our fiscal year ending March 31, 2017 and our fiscal
year ended March 31, 2016, respectively.

Results of Operations

The following table presents our income before income taxes:

Three months ended Nine months ended
December 31, December 31,
2016 2015 2016 2015

(U.S. dollars in millions)
Income before income taxes:

United States SEGMENT .........cevevireiiiieieerete et be e $ 122 % 321 % 734 % 950
CaNAdA SEOMENT .....cuiiiiiiiie ettt bbb e b e e 62 43 152 125
Total income before iNCOME taXeS.........ccevevereriiiriiieiciereerereienas $ 184  $ 364 3 886 % 1,075
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Comparison of the Three Months Ended December 31, 2016 and 2015

Our consolidated income before income taxes was $184 million during the third quarter of fiscal year 2017 compared to $364 million
during the same period in fiscal year 2016. This decline of $180 million, or 49%, was primarily due to an increase in loss on derivative
instruments of $215 million, increase in interest expense of $38 million, increase in early termination loss on operating leases of

$18 million and an increase in provision for credit losses of $11 million, partially offset by an increase in gain on the revaluation of
foreign currency denominated debt of $89 million and an increase in operating lease revenue, net of depreciation, of $24 million.

Comparison of the Nine Months Ended December 31, 2016 and 2015

Our consolidated income before income taxes was $886 million during the first nine months of fiscal year 2017 compared to

$1,075 million during the same period in fiscal year 2016. This decline of $189 million, or 18%, was primarily due to an increase in
loss on derivative instruments of $275 million, increase in interest expense of $102 million, increase in provision for credit loss of
$48 million, a decline in revenue from direct financing leases of $31 million, increase in early termination loss on operating leases of
$20 million, a decline in gain on disposition of lease vehicles of $16 million and a decline in revenue from retail loans of $15 million,
partially offset by an increase in gain on the revaluation of foreign currency denominated debt of $188 million, increase in operating
lease revenue, net of depreciation, of $129 million and an increase in revenue from dealer loans of $18 million.

Segment Results—Comparison of the Three Months Ended December 31, 2016 and 2015

Results of operations for the United States segment and the Canada segment are summarized below:

United States Segment Canada Segment Consolidated
Three months ended Three months ended Three months ended
December 31, December 31, December 31,
2016 2015 2016 2015 2016 2015
(U.S. dollars in millions)
Revenues:
Direct financing 1€ases..............cccceveveverenes $ —  $ — 3 7 % 6 $ 7 % 16
=] U S 260 260 41 37 301 297
DEAIET ..ot 33 27 3 3 36 30
Operating 1ases.........cccuvvvveiveiverieriesenienns 1,404 1,262 205 136 1,609 1,398
Total revenues .........ccocevvevvenecrienen, 1,697 1,549 256 192 1,953 1,741
Depreciation on operating 1€ases .................... 1,137 1,007 169 112 1,306 1,119
INtErest EXPENSE....ccvvveeieere e 163 131 23 17 186 148
NEt FEVENUES .....ovviviieiiieiieieie e 397 411 64 63 461 474
Gain/(Loss) on disposition of lease vehicles... (3) 3 3 1 — 4
Other INCOME......oveeiieieiie e 21 25 2 1 23 26
Total net revenues .........ccccoeeeevrienen 415 439 69 65 484 504
Expenses:
General and administrative expenses......... 90 85 13 13 103 98
Provision for credit 10SSeS.......c.cccevveenenen. 51 39 3 4 54 43
Early termination loss on operating
JEASES. .. ettt 17 — 2 1 19 1
Loss on lease residual values..................... — — 4 4 4 4
(Gain)/Loss on derivative instruments....... 295 65 (15) — 280 65
Gain on foreign currency
revaluation of debt...........cccccooeiiniienn (160) (71) — — (160) (71)
Income before income taxes.............. 3 122 $ 321 $ 62 $ 43 $ 184 $ 364
Revenues

Revenue from retail loans in the United States segment was consistent during the third quarter of fiscal year 2017 compared to the
same period in fiscal year 2016. Higher yields on our retail loans were offset by lower average outstanding balances. Revenue from
retail loans in the Canada segment increased by $4 million, or 11%, primarily due to higher average outstanding retail loans.

Operating lease revenue increased by $142 million, or 11%, in the United States segment and by $69 million, or 51%, in the Canada
segment during the third quarter of fiscal year 2017 compared to the same period in fiscal year 2016. The increases in revenue were
due to higher average outstanding operating lease assets in both the United States and Canada segments.
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Direct financing lease revenue, which is generated only in Canada, declined by $9 million, or 56%, during the third quarter of fiscal
year 2017 compared to the same period in fiscal year 2016 due to the continued decline in outstanding direct financing lease assets.

Revenue from dealer loans in the United States segment increased by $6 million, or 22%, during the third quarter of fiscal year 2017
compared to the same period in fiscal year 2016, due to an increase in average outstanding dealer loans and higher yields.

Consolidated subsidy income from AHM and HCI sponsored incentive programs increased by $35 million, or 13%, to $312 million
during the third quarter of fiscal year 2017 compared to $277 million during the same period in fiscal year 2016. This increase was
primarily attributable to higher outstanding incentive leases.

Depreciation on operating leases

Depreciation on operating leases increased by $130 million, or 13%, in the United States segment and by $57 million, or 51%, in the
Canada segment during the third quarter of fiscal year 2017 compared to the same period in fiscal year 2016. The increases in
depreciation were primarily due to the growth in operating lease assets in both the United States and Canada segments. The increases
in depreciation were also due in part to declines in estimated used vehicle prices in both the United States and Canada segments.

Operating lease revenue, net of depreciation, increased by $12 million, or 5%, in the United States segment and by $12 million, or
50%, in the Canada segment during the third quarter of fiscal year 2017 compared to the same period in fiscal year 2016. The
increases were primarily attributable to the growth in our operating lease assets.

Interest expense

Interest expense in the United States segment increased by $32 million, or 24%, during the third quarter of fiscal year 2017 compared
to the same period in fiscal year 2016. The increase was attributable to higher average cost of debt primarily due to an increase in rates
on floating rate debt. Interest expense in the Canada segment increased by $6 million, or 35%, due to an increase in average cost of
debt and an increase in average outstanding debt. See “—Liquidity and Capital Resources” below for more information.

Gain/loss on disposition of lease vehicles

In the United States segment, we recognized a loss on disposition of lease vehicles of $3 million during the third quarter of fiscal year
2017 compared to a gain of $3 million during the same period in fiscal year 2016. The loss during the third quarter of fiscal year 2017
was due to a decline in auction prices during the period and increased valuation adjustments of vehicles held for disposition. We have
been experiencing delays in the disposition of returned lease vehicles that were affected by the recall announced in the fourth quarter
of fiscal year 2016. As a result, the outstanding balance of vehicles held for disposition has increased and additional valuation
adjustments were recognized to reflect the estimated impact of the delays in disposition. The gain on disposition of lease vehicles in
the Canada segment increased by $2 million. See “—Financial Condition—Lease Residual Value Risk” below for more information.

Provision for credit losses

The provision for credit losses in the United States segment increased by $12 million, or 31%, during the third quarter of fiscal year
2017 compared to the same period in fiscal year 2016. The increase in the provision was the result of higher net charge-offs and
weaker credit performance of recent vintages. The provision for credit losses in the Canada segment declined by $1 million, or 25%,
during the third quarter of fiscal year 2017 compared to the same period in fiscal year 2016, due to a slight decline in net charge-offs.
See “—Financial Condition—Credit Risk” below for more information.

Early termination losses on operating leases

Early termination losses on operating leases in the United States segment increased by $17 million during the third quarter of fiscal
year 2017 compared to the same period in fiscal year 2016. The increase in early termination losses during the third quarter of fiscal
year 2017 was due to the growth in operating lease assets and the increase in our estimate of early termination losses during the
period. During the third quarter of fiscal year 2016, we reduced our estimate of early termination losses which lowered the amount of
losses we recognized during the period. Early termination losses on operating leases in the Canada segment increased by $1 million
during the third quarter of fiscal year 2017 compared to the same period in fiscal year 2016. See “—Financial Condition—Credit
Risk” below for more information.
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Gain/loss on derivative instruments

In the United States segment, we recognized a loss on derivative instruments of $295 million during the third quarter of fiscal year
2017 compared to a loss of $65 million during the same period in fiscal year 2016. The loss in the third quarter of fiscal year 2017 was
attributable to losses on pay float interest rate swaps of $205 million and cross currency swaps of $199 million, which were partially
offset by gains on pay fixed interest rate swaps of $109 million. The losses on pay float interest rate swaps and gains on pay fixed
interest rate swaps during the third quarter of fiscal year 2017 were due to a rise in interest rates. Losses on cross currency swaps
during the third quarter of fiscal year 2017 were due to the U.S. dollar strengthening against the Euro, Sterling, and Yen during the
period. In the Canada segment, we recognized a gain on derivative instruments of $15 million during the third quarter of fiscal year
2017 compared to no gain or loss during the same period in fiscal year 2016. The gains during the third quarter of fiscal year 2017
were due a rise in Canadian interest rates. See “—Derivatives” below for more information.

Gain/loss on foreign currency revaluation of debt

In the United States segment, we recognized a gain on the revaluation of foreign currency denominated debt of $160 million during
the third quarter of fiscal year 2017 compared to a gain of $71 million during the same period in fiscal year 2016. The gain during the
third quarter of fiscal year 2017 was due to the U.S. dollar strengthening against the Euro, Sterling, and Yen during the period.

Income tax expense

Our consolidated effective tax rate was 35.3% for the third quarter of fiscal year 2017 and 38.7% for the same period in fiscal year
2016. The decrease in the effective tax rate for the third quarter of fiscal year 2017 was primarily due to the relative effect of
retroactive U.S. tax law changes, enacted in December 2015, on AHFC’s deduction for qualified domestic production activities
allocated between the Parent and affiliated companies, and the effect of tax law changes in apportionment methods and tax rates in
certain states. For additional information regarding income taxes, see Note 7—Income Taxes of Notes to Consolidated Financial
Statements.

Segment Results—Comparison of the Nine Months Ended December 31, 2016 and 2015

Results of operations for the United States segment and the Canada segment are summarized below:

United States Segment Canada Segment Consolidated
Nine months ended Nine months ended Nine months ended
December 31, December 31, December 31,
2016 2015 2016 2015 2016 2015
(U.S. dollars in millions)
Revenues:
Direct financing leases...........cccccvvervennene. $ — % — $ 28 $ 59 $ 28 $ 59
Retail .....oooivviiiiiie 766 789 118 110 884 899
DEAIET ... 98 80 10 10 108 90
Operating 18ases.........cccovvvveivereerierenenienns 4,122 3,705 568 354 4,690 4,059
Total revVenues ........cceeevevereieicein 4,986 4,574 724 533 5,710 5,107
Depreciation on operating 1€ases .................... 3,269 2,946 469 290 3,738 3,236
INterest eXPENSE......covvieiie e 467 376 66 55 533 431
NEt FEVENUES .....oveviriiiieiieieie e 1,250 1,252 189 188 1,439 1,440
Gain on disposition of lease vehicles............... 10 30 8 4 18 34
Other INCOME........oouiiiiiiiieiieieee e 63 72 4 2 67 74
Total net revenues ...........ccccceeevenene 1,323 1,354 201 194 1,524 1,548
Expenses:
General and administrative expenses......... 270 263 39 38 309 301
Provision for credit [0SSeS...........ccccevenuenne. 148 97 9 12 157 109
Early termination loss on operating
1EASES. ..t 45 27 5 3 50 30
Loss on lease residual values..................... — — 9 7 9 7
(Gain)/Loss on derivative instruments....... 350 53 (13) 9 337 62
Gain on foreign currency
revaluation of debt...........cccccooeiiiinnn (224) (36) — — (224) (36)
Income before income taxes.............. $ 734 $ 950 $ 152 $ 125 $ 886 $ 1,075
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Revenues

Revenue from retail loans in the United States segment declined by $23 million, or 3%, during the first nine months of fiscal year
2017 compared to the same period in fiscal year 2016. The decline in revenue was primarily attributable to lower average outstanding
retail loans, which was partially offset by higher yields. Revenue from retail loans in the Canada segment increased by $8 million, or
7%, primarily due to higher average outstanding retail loans.

Operating lease revenue increased by $417 million, or 11%, in the United States segment and by $214 million, or 60%, in the Canada
segment during the first nine months of fiscal year 2017 compared to the same period in fiscal year 2016. The increases in revenue
were due to higher average outstanding operating lease assets in both the United States and Canada segments.

Direct financing lease revenue, which is generated only in Canada, declined by $31 million, or 53%, during the first nine months of
fiscal year 2017 compared to the same period in fiscal year 2016 due to the continued decline in outstanding direct financing lease
assets.

Revenue from dealer loans in the United States segment increased by $18 million, or 23%, during the first nine months of fiscal year
2017 compared to the same period in fiscal year 2016, due to an increase in average outstanding dealer loans and higher yields.

Consolidated subsidy income from AHM and HCI sponsored incentive programs increased by $89 million, or 11%, to $910 million
during the first nine months of fiscal year 2017 compared to $821 million during the same period in fiscal year 2016. This increase
was primarily attributable to higher outstanding incentive leases.

Depreciation on operating leases

Depreciation on operating leases increased by $323 million, or 11%, in the United States segment and by $179 million, or 62%, in the
Canada segment during the first nine months of fiscal year 2017 compared to the same period in fiscal year 2016. The increases in
depreciation were primarily due to the growth in operating lease assets in both the United States and Canada segments. The increases
in depreciation were also due in part to declines in estimated used vehicle prices in both the United States and Canada segments.

Operating lease revenue, net of depreciation, increased by $94 million, or 12%, in the United States segment and by $35 million, or
55%, in the Canada segment during the first nine months of fiscal year 2017 compared to the same period in fiscal year 2016. The
increases were primarily attributable to the growth in our operating lease assets in both the United States and Canada segments.

Interest expense

Interest expense in the United States segment increased by $91 million, or 24%, during the first nine months of fiscal year 2017
compared to the same period in fiscal year 2016. The increase was attributable to higher average cost of debt primarily due to an
increase in rates on floating rate debt. Interest expense in the Canada segment increased by $11 million, or 20%, due to an increase in
average outstanding debt and an increase in average cost of debt. See “—Liquidity and Capital Resources” below for more
information.

Gain/loss on disposition of lease vehicles

The gain on disposition of lease vehicles in the United States segment declined by $20 million, or 67%, during the first nine months of
fiscal year 2017 compared to the same period in fiscal year 2016. The lower gain was due to a decline in auction prices during the
period and increased valuation adjustments of vehicles held for disposition. We have been experiencing delays in the disposition of
returned lease vehicles that were affected by the recall announced in the fourth quarter of fiscal year 2016. As a result, the outstanding
balance of vehicles held for disposition has increased and additional valuation adjustments were recognized to reflect the estimated
impact of the delays in disposition. The gain on disposition of lease vehicles in the Canada segment increased by $4 million, or 100%.
See “—Financial Condition—Lease Residual Value Risk” below for more information.

Provision for credit losses

The provision for credit losses in the United States segment increased by $51 million, or 53%, during the first nine months of fiscal
year 2017 compared to the same period in fiscal year 2016. The increase in the provision was the result of higher net charge-offs and
increasing our allowance for credit losses to reflect weaker credit performance of recent vintages. The provision for credit losses in the
Canada segment declined by $3 million, or 25%, during the first nine months of fiscal year 2017 compared to the same period in fiscal
year 2016, due to a slight decline in net charge-offs. See “—Financial Condition—Credit Risk” below for more information.
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Early termination losses on operating leases

Early termination losses on operating leases in the United States segment increased by $18 million, or 67%, during the first nine
months of fiscal year 2017 compared to the same period in fiscal year 2016. The increase in early termination losses during the first
nine months of fiscal year 2017 was due to the growth in operating lease assets and the increase in our estimate of early termination
losses during the period. During the first nine months of fiscal year 2016, we reduced our estimate of early termination losses which
lowered the amount of losses we recognized during the period. Early termination losses on operating lease in the Canada segment
increased by $2 million, or 67%, primarily due to the growth in operating lease assets. See “—Financial Condition—Credit Risk”
below for more information.

Gain/loss on derivative instruments

In the United States segment, we recognized a loss on derivative instruments of $350 million during the first nine months of fiscal
year 2017 compared to a loss of $53 million during the same period in fiscal year 2016. The loss in the first nine months of fiscal year
2017 was attributable to losses on pay float interest rate swaps of $225 million and cross currency swaps of $249 million, which were
partially offset by gains on pay fixed interest rate swaps of $124 million. The losses on pay float interest rate swaps and gains on pay
fixed interest rate swaps during the first nine months of fiscal year 2017 were due to a rise in interest rates. The losses on cross
currency swaps during the first nine months of fiscal year 2017 were attributable to the U.S. dollar strengthening against the Euro,
Sterling, and Yen during the period. In the Canada segment, we recognized a gain on derivative instruments of $13 million during the
first nine months of fiscal year 2017 compared to a loss of $9 million during the same period in fiscal year 2016. The gains during the
first nine months of fiscal year 2017 were due a rise in Canadian interest rates. See “—Derivatives” below for more information.

Gain/loss on foreign currency revaluation of debt

In the United States segment, we recognized a gain on the revaluation of foreign currency denominated debt of $224 million during
the first nine months of fiscal year 2017 compared to a gain of $36 million during the same period in fiscal year 2016. The gain during
the first nine months of fiscal year 2017 was due to the U.S. dollar strengthening against the Euro, Sterling, and Yen during the period.

Income tax expense

Our consolidated effective tax rate was 37.7% for the first nine months of fiscal year 2017 and 35.8% for the same period in fiscal
year 2016. The increase in the effective tax rate for the first nine months of fiscal year 2017 was primarily due to tax law changes in
apportionment methods and tax rates in certain states. For additional information regarding income taxes, see Note 7—Income Taxes
of Notes to Consolidated Financial Statements.
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Financial Condition
Consumer Financing
Consumer Financing Acquisition Volumes

The following table summarizes the number of retail loans and leases we acquired and the number of such loans and leases acquired
through incentive financing programs sponsored by AHM and HCI:

Three months ended December 31, Nine months ended December 31,
2016 2015 2016 2015

Acquired Sponsored @ Acquired Sponsored @ Acquired Sponsored @ Acquired Sponsored @
(Units @ in thousands)

United States Segment

Retail loans:
New auto.........cceeeeveenns 117 85 84 52 348 239 316 211
Used auto.........ceeeuveens 21 2 16 2 66 5 52 5
Motorcycle................... 17 3 17 2 58 9 57 8
Other....coceeeeeiiieecieene, — — — — 1 1 1 —
Total retail loans.. 155 90 117 56 473 254 426 224
LEeases......oovevvveevvrenineernnn, 113 104 109 85 398 368 371 308

Canada Segment

Retail loans:
New auto............ceeuveee. 16 15 15 13 54 50 45 40
Used auto.......c.ccveeeeeee. 2 1 3 1 7 3 11 5
Motorcycle................... 1 1 1 1 4 3 5 3
Other...cocveeveeiiieeciie, 1 — 1 — 1 — 1 —
Total retail loans.. 20 17 20 15 66 56 62 48
LEeases......oovevvveevvrenineernnn, 19 19 20 19 63 63 66 64
Consolidated
Retail loans:
New auto...........cceeeve.e. 133 100 99 65 402 289 361 251
Used auto.......c.ccuveeeeee. 23 3 19 3 73 8 63 10
Motorcycle................... 18 4 18 3 62 12 62 11
Other....coccovveveeieccienen, 1 — 1 — 2 1 2 —
Total retail loans.. 175 107 137 71 539 310 488 272
LEASES....cccvvivriiririeirrerenn, 132 123 129 104 461 431 437 372

(1)  Aunit represents one retail loan or lease contract, as noted, that was originated in the United States and acquired by AHFC or its subsidiaries,
or that was originated in Canada and acquired by HCFI, in each case during the period shown.

(2)  Represents the number of retail loans and leases acquired through incentive financing programs sponsored by AHM and/or HCI and only those
contracts with subsidy payments. Excludes contracts where contractual rates met or exceeded our yield requirements and subsidy payments
were not required.
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Consumer Financing Penetration Rates

The following table summarizes the percentage of AHM and/or HCI sales of new automobiles and motorcycles that were financed
either with retail loans or leases that we acquired:

Three months ended Nine months ended
December 31, December 31,
2016 2015 2016 2015
United States Seqgment
NEW QUEO....eeeiiiiie ittt e et are e e s eabe e e e eteeeeens 56% 49% 58% 55%
IMOTOICYCIE ... 36% 37% 38% 38%
Canada Segment
NEW QUEO....eeeiiiiie et e et e e e e eare e e e e taeeeens 78% 81% 78% 76%
IMOTOICYCIE ... e 23% 27% 24% 28%
Consolidated
NEW QUEO....eeiiiiiic it e et e e e rare e s eabe e e e e teeeeens 58% 52% 60% 57%
IMOTOICYCIE ... b 35% 36% 37% 37%
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Consumer Financing Asset Balances

The following table summarizes our outstanding retail loan and lease asset balances and units:

December 31, March 31, December 31, March 31,
2016 2016 2016 2016
(U.S. dollars in millions) (Units @ in thousands)
United States Segment
Retail loans:
INEW QUL ... veieveiereiieeiteeeteereeresreesreesbeesbeesresnesnnesneesneenbeensenns $ 22,828 $ 23,051 1,620 1,673
USEO QUED ....veive ittt ettt ere e 3,089 2,796 230 220
0] (o] (03 Yo [ 1,003 939 194 187
(@] 131 SR 46 49 4 5
Total retail 10aNS.........cceeiviiiieeiiecce e $ 26,966 $ 26,835 2,048 2,085
Securitized retail 10aNS @ .........cccccvvviiiviieeieeeeeeee e, $ 7752  $ 7,030 685 636
Investment in operating 1eases ........c.cvvevververerereseseseeeeseeneenns $ 27,240 $ 25,245 1,284 1,196
Canada Segment
Retail loans:
INEW QUL ... veieveiere it ireeeteereeresreeereesbeesbeesresnesneesneesreenbeensenns $ 3,016 $ 2,765 215 196
USEO QUED ....veiieciec sttt sbe e sbe e 345 411 45 52
0] (o] (03] [ 73 73 16 15
(@] 121 SO RURRSTSPRT 3 3 2 2
Total retail 10aNS........coovieieeiiece e $ 3,437 $ 3,252 278 265
Securitized retail 10aNS @ ..........cccoeieiveieeeeeeee e, $ 831 $ 676 61 45
Direct financing 1€8SES .......ccoivieiiiieiieieiee e $ 474 $ 935 41 69
Investment in operating 1eases ..........cocvvvrerereeieiiene e $ 3,734 $ 3,002 200 149
Consolidated
Retail loans:
INEW QUL ....veieveiere e ireeiteereesresriesreesbeesressaesnesnnesneesneenseensenns $ 25,844 $ 25,816 1,835 1,869
USEO QUL ....veiie ittt ettt sre e enre s 3,434 3,207 275 272
0] (o] 03] [ 1,076 1,012 210 202
(@] 121 SRR 49 52 6 7
Total retail 10anS........cociveeieiiiiieiieece e $ 30,403 $ 30,087 2,326 2,350
Securitized retail 10aNS @ ..........cccooeeiiveieeeeee e, $ 8,583 $ 7,706 746 681
Direct financing 1€8SES .......coeiviiiiieiieie e $ 474 $ 935 41 69
Investment in operating 1eases ..........cocvverererecie s, $ 30,974 $ 28,247 1,484 1,345

(1)  Aunit represents one retail loan or lease contract, as noted, that was outstanding as of the date shown.
(2)  Securitized retail loans represent the portion of total retail loans that have been sold in securitization transactions but continue to be recognized
on our balance sheet. Securitized retail loans are included in the amounts for total retail loans.

In the United States segment, retail loan acquisition volumes increased by 11% and lease acquisition volumes increased by 7% during
the first nine months of fiscal year 2017 compared to the same period in fiscal year 2016 primarily due to an increase in incentive
program volumes. AHM continued to focus their support on lease incentive programs compared with retail loan incentive programs
during the first nine months of fiscal year 2017.

In the Canada segment, retail loan acquisition volumes increased by 6% during the first nine months of fiscal year 2017 compared to
the same period in fiscal year 2016 primarily due to higher retail loan incentive volumes. Lease acquisition volumes declined by 5%
during the first nine months of fiscal year 2017 compared to the same period in fiscal year 2016. Outstanding direct financing lease
assets continued to decline and operating lease assets continued to increase during the first nine months of fiscal year 2017 as the
result of our remaining direct financing leases maturing and all newly acquired leases being classified as operating leases.
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Dealer Financing
Wholesale Flooring Financing Penetration Rates

The following table summarizes the number of dealerships with wholesale flooring financing agreements as a percentage of total
authorized Honda and Acura dealerships in the United States and/or Canada, as applicable:

December 31, March 31,
2016 2016

United States Segment

F AT 1 (0] 1010 o 11 =TSSP 27% 27%

0 (0] o3 [ 97% 97%

(@] 121 SO OO RRPPRRPRR 21% 22%
Canada Segment

F AT 1 (0] 1010 o 11 =TSPTSRO 35% 34%

0] (0] 03] [ 95% 97%

(@121 SRR 94% 98%
Consolidated

F AT 0] 14 0] o1 [= TSROSO PRROPRORRT 28% 28%

L0 (o] 031 [PPSR 96% 97%

(@121 SRR 24% 24%

Wholesale Flooring Financing Percentage of Sales

The following table summarizes the percentage of AHM unit sales in the United States and/or HCI unit sales in Canada, as applicable,
that we financed through wholesale flooring loans with dealerships:

Three months ended Nine months ended
December 31, December 31,
2016 2015 2016 2015
United States Segment
AULOMODIIE ... 27% 27% 27% 27%
o] (o] o3 [ 97% 97% 97% 97%
L0131 S TSRO TSR PRP 9% 10% 9% 9%
Canada Segment
AULOMODIIE ..o 31% 33% 31% 34%
0] (o] 03 [ 95% 96% 97% 96%
(01111 OO SURRRPPROt 96% 97% 97% 97%
Consolidated
AULOMODIIE .. 27% 28% 27% 28%
IMOTOICYCIE ... b 97% 97% 97% 97%
(01111 SO SURROTROt 12% 14% 12% 11%
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Dealer Financing Asset Balances

The following table summarizes our outstanding dealer financing asset balances and units:

December 31, March 31, December 31, March 31,
2016 2016 2016 2016
(U.S. dollars in millions) (Units @ in thousands)
United States Segment
Wholesale flooring loans:
AULOMODIIE ... $ 2,842 $ 2,641 111 104
MOLOICYCIE ...t 634 747 87 107
L ] 11 OSSPSR 55 64 52 71
Total wholesale flooring [0ans ..o, 3 3,531 $ 3,452 250 282
ComMMErCIAl 10ANS ....c.vvevieiiiieiieee e $ 847 $ 793
Canada Segment
Wholesale flooring loans:
AULOMODIIE ... $ 348 $ 363 16 16
MOLOICYCIE.....eveeieecce e 60 69 9 11
(0] 1T ] S PP PTPSPRN 26 31 19 28
Total wholesale flooring [0ans ..., 3 434 $ 463 44 55
ComMMETCIAl IOANS ....c.ovevieeiiicicicee e $ 62 $ 63
Consolidated
Wholesale flooring loans:
AULOMODIIE ... $ 3,190 $ 3,004 127 120
MOLOICYCIE ... 694 816 96 118
(0] 1T ] S PP PTPSPRN 81 95 71 99
Total wholesale flooring 10ans .............ccccoeveeiiivceinne, $ 3,965 $ 3,915 294 337
ComMMETCIAl IOANS ......cvevieeicieicicee e $ 909 $ 856

(1) A unit represents one automobile, motorcycle, power equipment, or marine engine, as applicable, financed through a wholesale flooring loan
that was outstanding as of the date shown.

Credit Risk

Credit losses are an expected cost of extending credit. The majority of our credit risk is in consumer financing and to a lesser extent in
dealer financing. Credit risk of our portfolio of consumer finance receivables can be affected by general economic conditions. Adverse
changes such as a rise in unemployment rates can increase the likelihood of defaults. Declines in used vehicle prices can reduce the
amount of recoveries on repossessed collateral. We manage our exposure to credit risk in retail loans and direct financing leases by
monitoring and adjusting our underwriting standards, which affect the level of credit risk that we assume, pricing contracts for
expected losses, and focusing collection efforts to minimize losses.

We are also exposed to credit risk on our portfolio of operating lease assets. We expect a portion of our operating leases to terminate
prior to their scheduled maturities when lessees default on their contractual obligations. Losses are generally realized upon the
disposition of the repossessed operating lease vehicles. The factors affecting credit risk on our operating leases and our management
of the risk are similar to that of our retail loans and direct financing leases.

Credit risk on dealer loans is affected primarily by the financial strength of the dealers within the portfolio, the value of collateral
securing the financings, and economic and market factors that could affect the creditworthiness of dealers. We manage our exposure
to credit risk in dealer financing by performing comprehensive reviews of dealers prior to establishing financing arrangements and
monitoring the payment performance and creditworthiness of these dealers on an ongoing basis. In the event of default by a dealer, we
seek all available legal remedies pursuant to related dealer agreements, guarantees, security interests on collateral, or liens on
dealership assets. Additionally, we have entered into agreements with AHM and HCI that provide for their repurchase, at the
outstanding financed amount, of new, unused, undamaged and unregistered vehicle or equipment that have been repossessed from
dealers who defaulted under the terms of its wholesale flooring agreement.
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An allowance for credit losses is maintained for management’s estimate of probable losses incurred on finance receivables. We also
maintain an estimate for early termination losses on operating lease assets due to lessee defaults and an allowance for credit losses on
past due operating lease rental payments.

Additional information regarding credit losses is provided in the discussion of “—Critical Accounting Policies—Credit Losses”
below.
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The following table presents information with respect to our allowance for credit losses and credit loss experience of our finance
receivables and losses related to lessee defaults on our operating leases:

As of or for the As of or for the
three months ended nine months ended
December 31, December 31,
2016 2015 2016 2015

(U.S. dollars in millions)

United States Segment

Finance receivables:
Allowance for credit losses at beginning of period...........cc.cccceeenie.
Provision for Credit 10SSES.........coovieiiiieicsecee e
Charge-0offs, net Of rECOVENIES. ......coviiiiiiiiiiieieiee e
Allowance for credit losses at end of period............ccccceveviiininnnnn

Allowance as a percentage of ending receivable balance @ .............
Charge-offs as a percentage of average receivable balance ™ @ .....
Delinquencies (60 or more days past due):
Delinquent amount @ ...........cccceeveivieeeee e,
As a percentage of ending receivable balance @, ...................
Operating leases:
Early termination loss on operating 1€aSes..........ccccoveverienesiniieienn
Provision for past due operating lease rental payments® ................

Canada Segment

Finance receivables:
Allowance for credit losses at beginning of period...........cc.cccceeene.
Provision for Credit 10SSES.........coovieiiiieicreee e
Charge-offs, net Of rECOVENIES. ......coviiiiiiiiiiiicie e
Effect of translation adjustment.............ccoceveriiieiiiinc i
Allowance for credit losses at end of period.........c.ccooevinienicienenn.

Allowance as a percentage of ending receivable balance @ .............
Charge-offs as a percentage of average receivable balance @ @, ....
Delinquencies (60 or more days past due):
Delinquent amouNt @ ..........ccccveeviiie et
As a percentage of ending receivable balance - @, ..................
Operating leases:
Early termination 10ss on operating 1€ases..........cccccoeveieiiiennennnee
Provision for past due operating lease rental payments @ ................

Consolidated

Finance receivables:
Allowance for credit losses at beginning of period............c.cccceeene.
Provision for Credit 10SSES.........cocvieriiieiceeee e
Charge-0offs, net Of rECOVENIES. ......coviiiiiiiiiiieieiee e
Effect of translation adjustment.............ccocoveriiieieiin i
Allowance for credit losses at end of period.........c.ccooeviiieniiiienenn.

Allowance as a percentage of ending receivable balance @ .............
Charge-offs as a percentage of average receivable balance @ @, ...
Delinquencies (60 or more days past due):
Delinquent amouNt @ ..........cccceeeieie it
As a percentage of ending receivable balance - @, ...................
Operating leases:
Early termination 10ss on operating 1€ases..........cccccoevverenenenneinnee
Provision for past due operating lease rental payments @ ................
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(1) Ending and average receivable balances exclude the allowance for credit losses, write-down of lease residual values, unearned subvention
income related to our incentive financing programs and deferred origination costs. Average receivable balances are calculated based on the
average of each month’s ending receivables balance for that fiscal year.

(2)  For the purposes of determining whether a contract is delinquent, payment is generally considered to have been made, in the case of (i) dealer
finance receivables, upon receipt of 100% of the payment when due and (ii) consumer finance receivables, upon receipt of 90% of the sum of
the current monthly payment plus any overdue monthly payments. Delinquent amounts presented are the aggregated principal balances of
delinquent finance receivables.

(3)  Provisions for past due operating lease rental payments are also included in total provision for credit losses in our consolidated statements of
income.

(4)  Percentages for the three and nine months ended December 31, 2016 and 2015 have been annualized.

In the United States segment, the provision for credit losses on our finance receivables was $131 million during the first nine months
of fiscal year 2017 compared to $83 million during the same period in fiscal year 2016. The increase in the provision was the result of
higher net charge-offs and increasing our allowance for credit losses to reflect weaker credit performance of recent vintages. Default
frequencies and loss severities have increased in recent vintages, due in part to the increase in the volume of retail loans with 72 month
terms. We recognized early termination losses on operating lease assets of $45 million during the first nine months of fiscal year 2017
compared to $27 million during the same period in fiscal year 2016. The increase in early termination losses during the first nine
months of fiscal year 2017 was due to the growth in operating lease assets and the increase in our estimate of early termination losses
during the period. During the first nine months of fiscal year 2016, we reduced our estimate of early termination losses which lowered
the amount of losses we recognized during the period.

In the Canada segment, the provision for credit losses on our finance receivables was $8 million during the first nine months of fiscal
year 2017 compared to $12 million during the same period in fiscal year 2016. The decline in the provision for credit losses was due
in part to a slight decline in net charge-offs. Early termination losses on operating lease assets was $5 million during the first nine
months of fiscal year 2017 compared to $3 million during the same period in fiscal year 2016. The increase in early termination losses
was primarily due to the growth in operating lease assets.

Lease Residual Value Risk

Contractual residual values of lease vehicles are determined at lease inception based on expectations of future used vehicle values,
taking into consideration external industry data and our own historical experience. Lease customers have the option at the end of the
lease term to return the vehicle to the dealer or to buy the vehicle at the contractual residual value (or if purchased prior to lease
maturity, for the outstanding contractual balance). Returned lease vehicles can be purchased by the grounding dealer at the contractual
residual value (or if purchased prior to lease maturity, for the outstanding contractual balance) or for a market based price. Returned
lease vehicles that are not purchased by the grounding dealers are sold through online and physical auctions. 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 assess our estimates for end of lease term market values of leased vehicles, at minimum, on a quarterly basis. The primary factors
affecting the estimates are the percentage of leased vehicles that we expect to be returned by the lessee at the end of lease term and the
expected loss severity. Factors considered in this evaluation include, among other factors, economic conditions, historical trends, and
market information on new and used vehicles. For operating leases, adjustments to estimated residual values are made on a straight
line basis over the remaining term of the lease and are included as depreciation expense. For direct financing leases, downward
adjustments for declines in estimated residual values deemed to be other-than-temporary are recognized as a loss on lease residual
values in the period in which the estimate changed. Additional information regarding lease residual values is provided in the
discussion of “—cCritical Accounting Policies—Determination of Lease Residual Values” below.

We also review our investment in operating leases for impairment whenever events or changes in circumstances indicate that the
carrying values may not be recoverable. If impairment conditions are met, impairment losses are measured by the amount carrying
values exceed their fair values. We did not recognize impairment losses due to declines in estimated residual values during the first
nine months of fiscal year 2017 and the same period in fiscal year 2016.

We have been experiencing delays in the disposition of returned lease vehicles that were affected by the recall announced in the fourth
quarter of fiscal year 2016. The outstanding balance of vehicles held for disposition affected by the recall increased significantly
during the first six months of fiscal year 2017. During the third quarter of fiscal year 2017, the outstanding balance of vehicles held for
disposition affected by the recall declined as we began repairing and selling the affected vehicles. We expect to complete the recall
repairs and sell the remaining affected vehicles in fiscal year 2018.
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The following table summarizes our number of lease terminations and the method of disposition:

Three months ended Nine months ended
December 31, December 31,
2016 2015 2016 2015

(Units @ in thousands)
United States Seqment
Termination units:

Sales at outstanding contractual balances @ ...........ccccoovvvevveeiiinnnn. 57 56 203 197
Sales through auctions and dealer direct programs ® ............c.ccce..... 29 27 84 84
Total termination UNILS .......cccoiveiiiiniiieee e 86 83 287 281

Canada Segment
Termination units:

Sales at outstanding contractual balances @ ...........c.cccoovovvevcuerirennne. 11 11 35 35
Sales through auctions and dealer direct programs ® ........................ 2 3 6 6
Total termination UNITS ........cccooeveiiineisieee e 13 14 41 41

Consolidated
Termination units:

Sales at outstanding contractual balances @ ...........ccccoovvvevveeesinnne. 68 67 238 232
Sales through auctions and dealer direct programs ® ............c.ccco..... 31 30 90 90
Total termination UNILS .........ccceeieiiiiiiic e 99 97 328 322

(1)  Aunit represents one terminated lease by their method of disposition during the period shown. Unit counts do not include leases that were
terminated due to lessee defaults.

(2) Includes vehicles purchased by lessees or dealers for the contractual residual value at lease maturity or the outstanding contractual balance if
purchased prior to lease maturity.

(3) Includes vehicles sold through online auctions and market based pricing options under our dealer direct programs or through physical auctions.

Liquidity and Capital Resources

Our liquidity strategy is to fund current and future obligations through our cash flows from operations and our diversified funding
programs in a cost and risk effective manner. Our cash flows are generally impacted by cash requirements related to the volume of
finance receivable and operating lease acquisitions and various operating and funding costs incurred, which are largely funded through
payments received on our assets and our funding sources outlined below. As noted, the levels of incentive financing sponsored by
AHM and HCI can impact our financial results and liquidity from period to period. Increases or decreases in incentive financing
programs typically increase or decrease our financing penetration rates, respectively, which result in increased or decreased
acquisition volumes and increased or decreased liquidity needs, respectively. At acquisition, we receive the subsidy payments, which
reduce the cost of consumer loan and lease contracts acquired, and we recognize such payments as revenue over the term of the loan
or lease.

In an effort to minimize liquidity risk and interest rate risk and the resulting negative effects on our margins, results of operations and
cash flows, our funding strategy incorporates investor diversification and the utilization of multiple funding sources including
commercial paper, medium term notes, bank loans and asset-backed securities. AHFC has continued to reduce the use of related party
debt as a funding source. We incorporate a funding strategy that takes into consideration factors such as the interest rate environment,
domestic and foreign capital market conditions, maturity profiles, and economic conditions. We believe that our funding sources,
combined with cash provided by operating and investing activities, will provide sufficient liquidity for us to meet our debt service and
working capital requirements over the next twelve months.
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Summary of Outstanding Debt

The table below presents a summary of our outstanding debt by various funding sources:

December 31,
2016

March 31,
2016

Weighted average
contractual interest rate

December 31,

March 31,

(U.S. dollars in millions)

United States Seqment
Unsecured debt:

ComMErCial PAPEL......ccveiviieiesieseie e eese e se e eae e $ 5,464 3,587
Related party debt.........cccceveviriirieniseeece e 600 900
BanK 108NS .....cooiviiiiiiiieiiie e 4,992 6,292
Private MTN pProgram .......ccccceoeneienenenieee e 3,695 5,443
Public MTN Program.........cococeieeenieeie e 16,429 14,479
Euro MTN Programme .........cccooeieeienienie e 1,083 1,173
Total unsecured debt.........ccooviiiiiiiiie e, 32,263 31,874
Secured debt........cooi i 7,561 6,938
Total debt......ociiiiiie e $ 39,824 38,812
Canada Segment
Unsecured debt:
ComMErCial PAPEL......cveiviieierieseie e e se e eae e $ 1,100 1,027
Related party debt.........cccceveviriirieniseeece e 1,190 1,384
BanK 108NS .....cooiviiiiiiiieiiie e 983 1,017
Other debt.......coeviiiiiiie e 2,266 1,880
Total unsecured debt.........ccooviiiiiiiiie e, 5,539 5,308
Secured debt........cooi i 805 656
Total debt.....cccoiiiiiic e $ 6,344 5,964
Consolidated
Unsecured debt:
ComMErCial PAPEL......ccveiviieiesteseieeeeeese e e e ere e eae e $ 6,564 4,614
Related party debt.........ccccevevivieiieniceeece e 1,790 2,284
BanK 108NS .....cooiviiiiiiiieiiie e 5,975 7,309
Private MTN Program ......ccccceeevereresesienieereseeseseseessennenns 3,695 5,443
Public MTN Program........ccccceoeeveieereerieseseseesesesneeeseeneenns 16,429 14,479
Euro MTN Programme .........ccoeeveveereeiesieeseeseeseneneeeeeseee s 1,083 1,173
Other debt .......cvoeiiieiieiee e 2,266 1,880
Total unsecured debt............covvreiiiiniiiiee 37,802 37,182
Lot (=0 [ [=1 o] ST 8,366 7,594
Total debt.....cvceeiii e $ 46,168 44,776

Commercial Paper

0.77%
0.71%
1.50%
3.44%
1.60%
1.79%

1.15%

0.84%
0.91%
1.48%
1.86%

1.23%

0.78%
0.84%
1.50%
3.44%
1.60%
1.79%
1.86%

1.16%

0.54%
0.43%
1.14%
2.80%
1.47%
1.72%

1.00%

0.82%
0.86%
1.45%
1.88%

1.19%

0.60%
0.69%
1.18%
2.80%
1.47%
1.72%
1.88%

1.01%

As of December 31, 2016, we had commercial paper programs in the United States of $7.0 billion and in Canada of C$2.0 billion
($1.5 billion). Interest rates on the commercial paper are fixed at the time of issuance. During the nine months ended December 31,

2016, consolidated commercial paper month-end outstanding principal balances ranged from $4.7 billion to $6.6 billion and the

outstanding daily balance averaged $5.9 billion.

Related Party Debt

AHFC issues fixed rate notes to AHM to help fund AHFC’s general corporate operations. HCFI issues fixed rate notes to HCI to help
fund HCFI’s general corporate operations. Interest rates are based on prevailing rates of debt with comparable terms. Generally, the
term of these notes is less than 120 days. During the nine months ended December 31, 2016, consolidated related party debt month-

end principal balances ranged from $1.8 billion to $2.3 billion and the outstanding daily balance averaged $2.0 billion.
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Bank Loans

During the nine months ended December 31, 2016, AHFC entered into two floating rate term loan agreements for an aggregate of
$800 million and HCFI entered into two floating rate term loan agreements for an aggregate of C$375 million ($279 million). As of
December 31, 2016, we had bank loans denominated in U.S. dollars and Canadian dollars with floating interest rates, in principal
amounts ranging from $37 million to $600 million. As of December 31, 2016, the remaining maturities of all bank loans outstanding
ranged from 20 days to approximately 5.7 years. The weighted average remaining maturities on all bank loans was 2.7 years as of
December 31, 2016.

Our bank loans contain customary restrictive covenants, including limitations on liens, mergers, consolidations and asset sales, and a
financial covenant that requires us to maintain positive consolidated tangible net worth. In addition to other customary events of
default, the bank loans include cross-default provisions and provisions for default if HMC does not maintain ownership, whether
directly or indirectly, of at least 80% of the outstanding capital stock of AHFC or HCFI, as applicable. All of these covenants and
events of default are subject to important limitations and exceptions under the agreements governing the bank loans. As of December
31, 2016, management believes that AHFC and HCFI were in compliance with all covenants contained in our bank loans.

Medium Term Note (MTN) Programs
Private MTN Program

AHFC no longer issues MTNs under the Rule 144A Private MTN Program. As of December 31, 2016, the remaining maturities of
Private MTNs outstanding ranged from 59 days to approximately 4.7 years. The weighted average remaining maturities of Private
MTNs was 1.8 years as of December 31, 2016. Interest rates on outstanding Private MTNs were fixed. Private MTNs were issued
pursuant to the terms of an issuing and paying agency agreement which requires AHFC to comply with certain covenants, including
negative pledge provisions, and includes customary events of defaults. As of December 31, 2016, management believes that AHFC
was in compliance with all covenants contained in the Private MTNSs.

Public MTN Program

AHFC is a well-known seasoned issuer under SEC rules and issues Public MTNSs pursuant to a registration statement on Form S-3
filed with the SEC. In August 2016, AHFC filed a registration statement with the SEC under which it may issue from time to time up
to $30.0 billion aggregate principal amount of Public MTNSs. During fiscal year 2016, AHFC began issuing foreign currency
denominated notes into international markets under this program. The aggregate principal amount of MTNs offered under this
program may be increased from time to time.

The Public MTNs may have original maturities of 9 months or more from the date of issue, may be interest bearing with either fixed
or floating interest rates, or may be discounted notes. During the nine months ended December 31, 2016, AHFC issued $4.7 billion
aggregate principal amount of U.S. dollar denominated MTNSs, with an original maturity ranging from 2.0 years to 10.0 years, bearing
interest at fixed and floating rates. As of December 31, 2016, the remaining maturities of all Public MTNs outstanding ranged from
125 days to approximately 9.7 years. The weighted average remaining maturities of all Public MTNs was 2.6 years as of December
31, 2016.

The Public MTNs are issued pursuant to an indenture, which requires AHFC to comply with certain covenants, including negative
pledge provisions and restrictions on AHFC’s ability to merge, consolidate or transfer substantially all of its assets or the assets of its
subsidiaries, and includes customary events of default. As of December 31, 2016, management believes that AHFC was in compliance
with all covenants under the indenture.

Euro MTN Programme

The Euro MTN Programme was retired in August 2014. Notes under this program that are currently listed on the Luxembourg Stock
Exchange will remain listed through their maturity. As of December 31, 2016, the remaining maturities of Euro MTNs outstanding
under this program ranged from 20 days to approximately 6.1 years. The weighted average remaining maturities of all Euro MTNs
was 2.5 years as of December 31, 2016. Interest rates on outstanding Euro MTNs are fixed or floating. Euro MTNs were issued
pursuant to the terms of an agency agreement which requires AHFC to comply with certain covenants, including negative pledge
provisions, and includes customary events of default. As of December 31, 2016, management believes that AHFC was in compliance
with all covenants contained in the Euro MTNS.
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The table below presents a summary of outstanding debt issued under our MTN Programs by currency:

December 31, March 31,

2016 2016

(U.S. dollars in millions)
LU T (o] | T ST $ 18,831 $ 18,501
o ST P P PR PR PSPPSR 2,044 2,210
S 1o S 306 357
B ST Lo YT o RS SRPS 26 27
LI - LSS $ 21,207 $ 21,095

Other Debt

HCFI issues privately placed Canadian dollar denominated notes, with either fixed or floating interest rates. During the nine months
ended December 31, 2016, HCFI entered into two private placement trades for an aggregate of C$600 million ($446 million). As of
December 31, 2016, the remaining maturities of all of HCFI’s Canadian notes outstanding ranged from 97 days to approximately
4.9 years. The weighted average remaining maturities of these notes was 2.3 years as of December 31, 2016.

The notes are issued pursuant to the terms of an indenture, which requires HCFI to comply with certain covenants, including negative
pledge provisions, and includes customary events of default. As of December 31, 2016, management believes that HCFI was in
compliance with all covenants contained in the privately placed notes.

Secured Debt
Asset-Backed Securities

We enter into securitization transactions for funding purposes. Securitization transactions involve transferring pools of retail loans to
trusts. The trusts are special-purpose entities that we establish to accommodate securitization structures. Securitization trusts have the
limited purpose of acquiring assets, issuing asset-backed securities, and making payments on the securities. Assets transferred to
securitization trusts are considered to be legally isolated from us and the claims of our creditors. We continue to service the retail
loans transferred to the trusts. Investors in the notes issued by a trust only have recourse to the assets of such trust and do not have
recourse to AHFC, HCFI, or our other subsidiaries or to other trusts.

Our securitizations are structured to provide credit enhancements to investors in the notes issued by the trusts. Credit enhancements
can include the following:

e Subordinated certificates—which are securities issued by the trusts that are retained by us and are subordinated in priority
of payment to the notes.

e  Overcollateralization—which occurs when the principal balance of securitized assets exceed the balance of securities
issued by the trust.

e Excess interest—which allows excess interest collections to be used to cover losses on defaulted loans.

e Reserve funds—which are restricted cash accounts held by the trusts to cover shortfalls in payments of interest and
principal required to be paid on the notes.

* Yield supplement accounts—which are restricted cash accounts held by the trusts to supplement interest payments on
notes.

We are required to consolidate the securitization trusts in our financial statements, which results in the securitizations being accounted
for as on-balance sheet secured financings. The securitized receivables remain on our consolidated balance sheet along with the notes
issued by the trusts. The notes are secured solely by the assets of the applicable trust and not by any of our other assets or those of
other trusts. The assets of a trust are the only source of funds for repayment on the notes of such trust.

During the nine months ended December 31, 2016, we issued notes through asset-backed securitizations totaling $4.9 billion, which
were secured by consumer finance receivables with an initial principal balance of $5.1 billion.
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Credit Agreements
Syndicated Bank Credit Facilities

AHFC maintains a $3.5 billion 364 day credit agreement, as amended, which expires on March 3, 2017, and a $3.5 billion five-year
credit agreement, as amended, which expires on March 7, 2021. As of December 31, 2016, no amounts were drawn upon under the
AHFC credit agreements. AHFC intends to renew or replace these credit agreements prior to or on their respective expiration dates.

HCFI maintains a C$1.6 billion ($1.2 billion) credit agreement, as amended, which provides that HCFI may borrow up to

C$800 million ($595 million) on a one-year and a five-year revolving basis. The one-year tranche of the credit agreement expires on
March 24, 2017 and the five-year tranche of the credit agreement expires on March 24, 2021. As of December 31, 2016, no amounts
were drawn upon under the HCFI credit agreement. HCFI intends to renew or replace the credit agreement prior to or on the
expiration date of each respective tranche.

The credit agreements contain customary conditions to borrowing and customary restrictive covenants, including limitations on liens
and limitations on mergers, consolidations and asset sales. The credit agreements also require AHFC and HCFI, respectively, to
maintain a positive consolidated tangible net worth as defined in their respective credit agreements. The credit agreements, in addition
to other customary events of default, include cross-default provisions and provisions for default if HMC does not maintain ownership,
whether directly or indirectly, of at least 80% of the outstanding capital stock of AHFC or HCFI, as applicable. In addition, the AHFC
and HCFI credit agreements contain provisions for default if HMC’s obligations under the HMC-AHFC Keep Well Agreement or the
HMC-HCFI Keep Well Agreement, as applicable, become invalid, voidable, or unenforceable. All of these conditions, covenants and
events of default are subject to important limitations and exceptions under the agreements governing the credit agreements. As of
December 31, 2016, management believes that AHFC and HCFI were in compliance with all covenants contained in the respective
credit agreements.

Other Credit Agreements

AHFC maintains other committed lines of credit that allow it access to an additional $1.0 billion in unsecured funding with multiple
banks. The credit agreements contain customary covenants, including limitations on liens, mergers, consolidations and asset sales and
a requirement for AHFC to maintain a positive consolidated tangible net worth. As of December 31, 2016, no amounts were drawn
upon under these agreements. These agreements expire in September 2017. AHFC intends to renew these credit agreements prior to or
on their expiration dates.

Keep Well Agreements

HMC has entered into separate Keep Well Agreements with AHFC and HCFI. Pursuant to the Keep Well Agreements, HMC has
agreed to, among other things:

e own and hold, at all times, directly or indirectly, at least 80% of each of AHFC’s and HCFI’s issued and outstanding
shares of voting stock and not pledge, directly or indirectly, encumber, or otherwise dispose of any such shares or permit
any of HMC’s subsidiaries to do so, except to HMC or wholly-owned subsidiaries of HMC;

e cause each of AHFC and HCFI to, on the last day of each of AHFC’s and HCFI’s respective fiscal years, have a positive
consolidated tangible net worth (with “tangible net worth” meaning (a) shareholders’ equity less (b) any intangible assets,
as determined in accordance with GAAP with respect to AHFC and generally accepted accounting principles in Canada
with respect to HCFI); and

e ensure that, at all times, each of AHFC and HCFI has sufficient liquidity and funds to meet their payment obligations
under any Debt (with “Debt” defined as AHFC’s or HCFI’s debt, as applicable, for borrowed money that HMC has
confirmed in writing is covered by the respective Keep Well Agreement) in accordance with the terms of such Debt, or
where necessary, HMC will make available to AHFC or HCFI, as applicable, or HMC will procure for AHFC or HCFI, as
applicable, sufficient funds to enable AHFC or HCFI, as applicable, to pay its Debt in accordance with its terms. AHFC or
HCFI Debt does not include the notes issued by securitization trusts in connection with AHFC’s or HCFI’s secured
financing transactions, any related party debt or any indebtedness outstanding as of December 31, 2016 under AHFC’s
and HCFI’s bank loan agreements.

As consideration for HMC’s obligations under the Keep Well Agreements, we have agreed to pay HMC a quarterly fee based on the
amount of outstanding Debt pursuant to support compensation agreements, dated October 1, 2005. We incurred expenses of $5 million
during both the three months ended December 31, 2016 and 2015, and $15 million and $14 million during the nine months ended
December 31, 2016 and 2015, respectively, pursuant to these support compensation agreements.

45



Indebtedness of Consolidated Subsidiaries

As of December 31, 2016, AHFC and its consolidated subsidiaries had $56.9 billion of outstanding indebtedness and other liabilities,
including current liabilities, of which $14.8 billion consisted of indebtedness and liabilities of our consolidated subsidiaries. None of
AHFC’s consolidated subsidiaries had any outstanding preferred equity.

Derivatives

We utilize derivative instruments to mitigate exposures to fluctuations in interest rates and foreign currency exchange rates. The types
of derivative instruments include interest rate swaps, basis swaps, and cross currency swaps. Interest rate and basis swap agreements
are used to mitigate the effects of interest rate fluctuations of our floating rate debt relative to our fixed rate finance receivables and
operating lease assets. Cross currency swap agreements are used to manage currency and interest rate risk exposure on foreign
currency denominated debt. The derivative instruments contain an element of credit risk in the event the counterparties are unable to
meet the terms of the agreements.

All derivative financial instruments are recorded on our consolidated balance sheet as assets or liabilities, and carried at fair value.
Changes in the fair value of derivatives are recognized in our consolidated statements of income in the period of the change. Since we
do not elect to apply hedge accounting, the impact to earnings resulting from these valuation adjustments as reported under GAAP is
not representative of our results of operations as evaluated by management. Realized gains and losses on derivative instruments, net of
realized gains and losses on foreign currency denominated debt, are included in the measure of net revenues when we evaluate
segment performance. Refer to Note 14—Segment Information of Notes to Consolidated Financial Statements (Unaudited) for
additional information about segment information and Note 5—Derivative Instruments of Notes to Consolidated Financial Statements
(Unaudited) for additional information on derivative instruments.

Off-Balance Sheet Arrangements

We are not a party to off-balance sheet arrangements.

Contractual Obligations

The following table summarizes our contractual obligations, excluding lending commitments to dealers and derivative obligations, for
the periods indicated:

Payments due for the twelve month periods ending December 31,

Total 2017 2018 2019 2020 2021 Thereafter

(U.S. dollars in millions)
Unsecured debt obligations @.............. $ 37872 $ 15463 $ 7,180 $ 5812 $ 3160 $ 4,407 $ 1,850
Secured debt obligations® .................. 8,378 4,452 2,555 1,145 226 — —
Interest payments on debt@................. 1,692 591 451 278 183 110 79
Operating lease obligations.................. 39 8 7 6 4 3 11
Total..ooeiiieee e, $ 47981 $ 20514 $ 10,193 $ 7241 $ 3573 $ 4520 $ 1,940

(1) Debt obligations reflect the remaining principal obligations of our outstanding debt and do not reflect unamortized debt discounts and fees.
Repayment schedule of secured debt reflects payment performance assumptions on underlying receivables. Foreign currency denominated
debt principal is based on exchange rates as of December 31, 2016.

(2) Interest payments on floating rate and foreign currency denominated debt based on the applicable floating rates and/or exchange rates as of
December 31, 2016.

The obligations in the above table do not include certain lending commitments to dealers since the amount and timing of future
payments is uncertain. Refer to Note 8—Commitments and Contingencies of Notes to Consolidated Financial Statements (Unaudited)
for additional information on these commitments.

Our contractual obligations on derivative instruments are also excluded from the table above because our future cash obligations under
these contracts are inherently uncertain. We recognize all derivative instruments on our consolidated balance sheet at fair value. The
amounts recognized as fair value do not represent the amounts that will be ultimately paid or received upon settlement under these
contracts. Refer to Note 5—Derivative Instruments of Notes to Consolidated Financial Statements (Unaudited) for additional
information on derivative instruments.
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New Accounting Standards

Refer to Note 1(c)—Recently Adopted Accounting Standards and Note 1(d)—Recently Issued Accounting Standards of Notes to
Consolidated Financial Statements (Unaudited).

Critical Accounting Policies

Critical accounting policies are those accounting policies that require the application of our most difficult, subjective, or complex
judgments, often requiring us to make estimates about the effects of matters that are inherently uncertain and 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, cash flows, and results of operations. The impact and any
associated risks related to these estimates on our financial condition, cash flows, and results of operations are discussed throughout
“Management’s Discussion and Analysis of Financial Condition and Results of Operation” where such estimates affect reported and
expected financial results. Different assumptions or changes in economic circumstances could result in additional changes to the
determination of the allowance for credit losses and the determination of lease residual values.

Credit Losses

We maintain an allowance for credit losses for management’s estimate of probable losses incurred on our finance receivables. We also
maintain an estimate for early termination losses on operating lease assets due to lessee defaults and an allowance for credit losses on
past due operating lease rental payments. These estimates are evaluated by management, at minimum, on a quarterly basis.

Consumer finance receivables are collectively evaluated for impairment. Delinquencies and losses are monitored on an ongoing basis
and this historical experience provides the primary basis for estimating the allowance. Management utilizes various methodologies
when estimating the allowance for credit losses including models which incorporate vintage loss and delinquency migration analysis.
These models take into consideration attributes of the portfolio, including loan-to-value ratios, internal and external credit scores, and
collateral types. Market and economic factors such as used vehicle prices, unemployment rates, and consumer debt service burdens are
also incorporated into these models. Estimated losses on operating leases expected to terminate early due to lessee defaults are also
determined collectively, consistent with the methodologies used for consumer finance receivables.

Dealer finance receivables are individually evaluated for impairment when specifically identified as impaired. Dealer finance
receivables are considered to be impaired when it is probable that we will be unable to collect all amounts due according to the
original terms of the loan. Our determination of whether dealer loans are impaired is based on evaluations of dealership payment
history, financial condition, and cash flows, and their ability to perform under the terms of the loans. Dealer loans that have not been
specifically identified as impaired are collectively evaluated for impairment.

Refer to Note 2—Finance Receivables of Notes to Consolidated Financial Statements (Unaudited) for additional information
regarding charge-offs or write-downs of contractual balances of retail and dealer finance receivables.

Our allowance for credit losses and early termination losses on operating leases requires significant judgment about inherently
uncertain factors. The estimates are based on management’s evaluation of many factors, including our historical credit loss experience,
the value of the underlying collateral, delinquency trends, and economic conditions. The estimates are based on information available
as of each reporting date. Actual losses may differ from the original estimates due to actual results varying from those assumed in our
estimates. Refer to Note 3—Investment in Operating Leases of Notes to Consolidated Financial Statements (Unaudited) for additional
information.

Sensitivity Analysis

If we had experienced a 10% increase in net charge-offs of finance receivables during the twelve month period ended December 31,
2016, our provision for credit losses would have increased by approximately $27 million during the period. Similarly, if we had
experienced a 10% increase in realized losses on the disposition of repossessed operating lease vehicles during the twelve month
period ended December 31, 2016, we would have recognized an additional $12 million in early termination losses in our consolidated
statement of income during the period.
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Determination of Lease Residual Values

Contractual residual values of lease vehicles are determined at lease inception based on expectations of future used vehicle values,
taking into consideration external industry data and our own historical experience. Lease customers have the option at the end of the
lease term to return the vehicle to the dealer or to buy the vehicle at the contractual residual value (or if purchased prior to lease
maturity, for the outstanding contractual balance). Returned lease vehicles can be purchased by the grounding dealer at the contractual
residual value (or if purchased prior to lease maturity, for the outstanding contractual balance) or a market based price. Returned lease
vehicles that are not purchased by the grounding dealer are sold through online and physical auctions. 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 lease term. We assess our estimates for end of term market values of the leased vehicles, at minimum, on a
quarterly basis. The primary factors affecting the estimates are the percentage of leased vehicles that we expect to be returned by the
lessee at the end of lease term and the expected loss severity. Factors considered in this evaluation include, among other factors,
economic conditions, historical trends and market information on new and used vehicles.

For operating leases, adjustments to estimated residual values are made on a straight-line basis over the remaining term of each lease
and are included as depreciation expense. For direct financing leases, downward adjustments for declines in estimated residual values
deemed to be other-than-temporary are recognized as a loss on lease residual values in the period in which the estimate changed.

Sensitivity Analysis

If future estimated auction values for all outstanding operating leases as of December 31, 2016 were to decrease by $100 per unit from
our current estimates, the total impact would be an increase of approximately $66 million in depreciation expense, which would be
recognized over the remaining lease terms. If future return rates for all operating leases were to increase by one percentage point from
our current estimates, the total impact would be an increase of approximately $11 million in depreciation expense, which would be
recognized over the remaining lease terms. This sensitivity analysis may be asymmetric and is specific to the conditions in effect as of
December 31, 2016. Additionally, any declines in auction values are likely to have a negative effect on return rates which could affect
the severity of the impact on our results of operations.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We have omitted this section pursuant to General Instruction H(2) of Form 10-Q.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our Principal Executive Officer and Principal Financial Officer have performed an evaluation of our disclosure controls and
procedures, as that term is defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as amended (Exchange Act), as of
December 31, 2016, and each has concluded that such disclosure controls and procedures are effective, at the reasonable assurance
level, to ensure that information required to be disclosed in our periodic reports filed under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified by the SEC’s rules and forms, and such information is accumulated and
communicated to management, including our Principal Executive Officer and Principal Financial Officer, as appropriate to allow
timely decisions regarding required disclosures. Our management recognizes that any controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving their objectives, and management necessarily applies its
judgment in evaluating the cost-benefit relationship of possible controls and procedures.

Changes in Internal Control over Financial Reporting

There were no changes in the internal control over financial reporting during the quarter ended December 31, 2016, that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings

For information on our legal proceedings, see Note 8—Commitments and Contingencies—Legal Proceedings and Regulatory Matters
of Notes to Consolidated Financial Statements (Unaudited), which is incorporated by reference herein.

Item 1A. Risk Factors
There are no material changes to the risk factors set forth under “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the

fiscal year ended March 31, 2016, which was filed with the SEC on June 23, 2016.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

We have omitted this section pursuant to General Instruction H(2) of Form 10-Q.

Item 3. Defaults Upon Senior Securities

We have omitted this section pursuant to General Instruction H(2) of Form 10-Q.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

None.

Item 6. Exhibits

Refer to the Exhibit Index immediately following the Signature page.
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Signature

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

Dated: February 10, 2017

AMERICAN HONDA FINANCE
CORPORATION

By: /s/ Paul C. Honda

Paul C. Honda
Vice President and Assistant Secretary
(Principal Accounting Officer)
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AMERICAN HONDA FINANCE CORPORATION

Exhibit Index

Exhibit

Number Description

3.1@ Articles of Incorporation of American Honda Finance Corporation, dated February 6, 1980, and Certificates of
Amendment to the Articles of Incorporation, dated March 29, 1984, November 13, 1988, December 4, 1989, July 2,
1991, April 3, 1997, November 30, 1999, and December 17, 2003.

3.20 Amended and Restated Bylaws of American Honda Finance Corporation, dated April 27, 2010.

410 Form of Specimen Common Stock of American Honda Finance Corporation.

4.2 American Honda Finance Corporation agrees to furnish to the Securities and Exchange Commission upon request a
copy of each instrument with respect to issues of long-term debt of American Honda Finance Corporation and its
subsidiaries, the authorized principal amount of which does not exceed 10% of the consolidated assets of the American
Honda Finance Corporation and its subsidiaries.

4.3@ Amended and Restated Issuing and Paying Agency Agreement between American Honda Finance Corporation and
The Bank of New York Mellon, dated as of August 27, 2012.

4.4 Trust Indenture between Honda Canada Finance Inc., as issuer, and BNY Trust Company of Canada (as successor to
CIBC Mellon Trust Company), as trustee, dated as of September 26, 2005, as supplemented by supplemental
indentures from time to time, and the Form of Debenture®.

4.50 Indenture, dated September 5, 2013, between American Honda Finance Corporation and Deutsche Bank Trust
Company Americas, as trustee.

4.6 Form of Fixed Rate Medium-Term Note, Series A® and Form of Floating Rate Medium-Term Note, Series A®,

12.1® Statement regarding computation of ratio of earnings to fixed charges

31.1® Certification of Principal Executive Officer

31.2® Certification of Principal Financial Officer

32.19 Certification of Principal Executive Officer pursuant to 18 U.S.C. Section 1350

32.209 Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350

101.INS® XBRL Instance Document

101.SCH® XBRL Taxonomy Extension Schema Document

101.CAL® XBRL Taxonomy Extension Calculation Linkbase Document

101.LAB® XBRL Taxonomy Extension Label Linkbase Document

101.PRE® XBRL Taxonomy Extension Presentation Linkbase Document

101.DEF® XBRL Taxonomy Extension Definition Linkbase Document

(1) Incorporated herein by reference to the same numbered Exhibit filed with our registration statement on Form 10, dated June 28, 2013.

(2)  Incorporated herein by reference to the same numbered Exhibit filed with our registration statement on Form 10, amendment No. 1, dated
August 7, 2013.

(3) Incorporated herein by reference to Exhibit number 4.5 filed with our registration statement on Form 10, amendment No. 1, dated August 7,

2013.

(4) Incorporated herein by reference to the same numbered Exhibit filed with our quarterly report on Form 10-Q, dated February 12, 2015.
(5) Incorporated herein by reference to Exhibit number 4.1 filed with our registration statement on Form S-3, dated September 5, 2013.
(6) Incorporated herein by reference to Exhibit number 4.1 filed with our current report on Form 8-K, dated February 12, 2014.

(7)  Incorporated herein by reference to Exhibit number 4.2 filed with our current report on Form 8-K, dated August 10, 2016.

(8)  Filed herewith.

(9)  Furnished herewith.
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American Honda Finance Corporation and Subsidiaries
Calculation of Ratio of Earnings to Fixed Charges
(U.S. dollars in millions)

Earnings

Consolidated income before provision for income taxes ..........c.ccocceuenee.

FIXEA CRAIQES ....eeeeieieiiieeiee e e
BaArNINGS ..ot

Fixed Charges

INTEIEST EXPENSE ...ttt ittt

Interest portion of rental eXPeNnSe @ ..........ccovveeriieieierees e,
Total fiXed ChArgeS . ..vcveveeee e

Ratio of earnings to fixed Charges.........cccooeieiiiiiienisisce e

(1)  One-third of all rental expense is deemed to be interest.

Three months ended
December 31,

Exhibit 12.1

Nine months ended
December 31,

2016 2015 2016 2015

184 364 $ 886 $ 1,075

187 149 536 434

371 513 $ 1,422 $ 1,509

186 148 $ 533 $ 431

1 1 3 3

187 149 $ 536 $ 434
1.98x 3.44x 2.65x 3.48x



Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Hideo Moroe, certify that:

1.

I have reviewed this Quarterly Report on Form 10-Q for the quarter ended December 31, 2016 of American Honda Finance
Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(@ All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Dated: February 10, 2017

By: /s/ Hideo Moroe
Hideo Moroe
President
(Principal Executive Officer)




Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Shinji Kubaru, certify that:

1.

I have reviewed this Quarterly Report on Form 10-Q for the quarter ended December 31, 2016 of American Honda Finance
Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(@ Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Dated: February 10, 2017

By: /s/ Shinji Kubaru
Shinji Kubaru
Vice President and Treasurer
(Principal Financial Officer)




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002*

In connection with the Quarterly Report of American Honda Finance Corporation (the “Company”) on Form 10-Q for the quarter
ended December 31, 2016 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Hideo Moroe,
President and Principal Executive Officer of the Company, certify, pursuant to Section 1350 of Chapter 63 of Title 18 of the United
States Code, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:

1.  The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Dated: February 10, 2017

By:/s/ Hideo Moroe
Hideo Moroe
President
(Principal Executive Officer)

*A signed original of this written statement required by Section 906 has been provided to American Honda Finance Corporation and
will be retained by American Honda Finance Corporation and furnished to the Securities and Exchange Commission or its staff upon
request.



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002*

In connection with the Quarterly Report of American Honda Finance Corporation (the “Company”) on Form 10-Q for the quarter
ended December 31, 2016 as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I, Shinji Kubaru,
Vice President, Treasurer and Principal Financial Officer of the Company, certify, pursuant to Section 1350 of Chapter 63 of Title 18
of the United States Code, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

1.
The information contained in the Report fairly presents, in all material respects, the financial condition and results of

2.
operations of the Company.

Dated: February 10, 2017
By:/s/ Shinji Kubaru
Shinji Kubaru
Vice President and Treasurer
(Principal Financial Officer)

*A signed original of this written statement required by Section 906 has been provided to American Honda Finance Corporation and
will be retained by American Honda Finance Corporation and furnished to the Securities and Exchange Commission or its staff upon

request.



