FINANCIAL REVIEW

The Hino Motors Group comprises Hino Motors, Ltd., 109
subsidiaries, 24 affiliates, and 1 associated company. The
Group's primary business is the manufacture of trucks and
buses, and the production of vehicles on commission for
Toyota Motor Corporation, as well as related product devel-
opment, design and service operations. Consolidated financial
statements include the accounts of the parent company and
69 consolidated subsidiaries. In addition, 14 affiliated compa-
nies are accounted for using the equity method.

The exchange rate at the end of the fiscal year was
¥106.15 to the U.S. dollar, ¥14.40 stronger than a year
ago. The average exchange rate for the fiscal year was
¥110.70 to the dollar, compared with ¥128.76 during the
previous fiscal year.

Operating Results

Net Sales

For the fiscal year ended March 31, 2000, consolidated
net sales increased 51.1% to ¥653,288 million (US$6,154
million). Most of this increase was due to the adoption of
new accounting standards that increased the number of
consolidated subsidiaries from 10 to 69.

Domestic demand for medium- and heavy-duty trucks,
the Company’s mainstay product, dropped to approxi-
mately 74,000 units, less than half of its peak value. Amid
this operating environment, Hino Motors continued the
process of inventory reduction started in the previous fis-
cal year and considerably reduced production. As a resuilt,
despite overall soft demand, domestic sales volume of
medium- and heavy-duty trucks, light-duty trucks and buses
rose 8,653 units year on year to 30,002 units. Overseas

sales volumes increased 1,197 units to 14,965 units as
overseas markets such as Thailand and Indonesia began
to show signs of recovery.

In vehicles produced on commission for Toyota Motor
Corporation, sales of the newly commissioned Dyna light-
duty truck expanded steadily, whereas exports of Hilux
pickup trucks were hit by the strong yen. Overall, sales
volume fell 30,478 units to 135,459 units.

Overseas net sales climbed 10.6% to ¥65,506 million
(USS$617 million). The percentage of consolidated net sales
accounted for by overseas sales contracted to 10.0%,
compared with 13.7% the previous year.

Net Income
Cost of sales rose 34.7% to ¥576,020 million (USS5,426

million), and selling, general and administrative expenses
increased 147.1% to ¥104,727 million (US$987 million).
Operating loss improved ¥10,134 million to a loss of
¥27,459 million (USS259 million).

Interest expenses net of interest and dividend income
were ¥4,298 million, compared with an expense of ¥1,370
million a year earlier. In addition, gains on the sale of mar-
ketable securities decreased and losses on the revaluation
of marketable securities increased. As a result of these
factors, loss before income taxes was ¥34,818 million
(US$328 million), virtually unchanged from the previous term.

Net loss improved ¥14,822 million to ¥21,837 million
(US$206 million), partly due to the posting of tax adjust-
ments. With net loss per share at ¥59.65 (US$0.56),
against a net loss of ¥101.16 per share last year, the trend
is toward recovery.
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R&D Costs

R&D costs for the year were ¥22,996 million ($217 million).
The bulk of this was directed toward the development of
environmental technology for cutting exhaust emissions,
improving fuel efficiency and reducing pollution, as well as
technology to improve safety, quality and performance.

Investment in Property, Plant and Equipment

Investment in property, plant and equipment decreased
36.3% to ¥22,294 million (USS210 million). Most of this
amount was used to rationalize production facilities, im-
prove the environment, and to renew facilities and improve

performance at sales and maintenance divisions.

Cash Flows

Net decrease in cash and cash equivalents was ¥23,360
million (US$220 million) as a cut in interest-bearing debt
and additions to property, plant and equipment outweighed
the increase in notes and accounts payable. However, with
the increase in cash and cash equivalents due to the addi-
tion of consolidated subsidiaries, cash and cash equivalents
at end of year increased 13.1%, or ¥7,985 million, to
¥68,958 million (USS650 million).

Net cash provided by operating activities increased to
¥41,899 million (US$395 million) reflecting a substantial
decrease in inventories for medium- and heavy-duty trucks
and an increase in notes and accounts payable arising as
production adjustment came to an end.

Net cash used in investing activities decreased to
¥22,429 million (US$211 million) as additions to property,
plant and equipment relating to the Company's full-scale

entry into the light-duty truck market outweighed proceeds
from the sale of marketable and investment securities.

Net cash used in financing activities was ¥42,754 mil-
lion (USS403 million). Proceeds from common stock
issued upon third party allotment to Toyota Motor Corpo-
ration amounted to ¥25,004 million. This was offset by
the efforts to reduce interest-bearing debt across the
Group, which included the repayment of the 12" and 13%
bond issues amounting to ¥40,000 million, as well as the
repayment of short-term bank loans.

Financial Position
Total assets at the end of the year increased 112.1% to
¥832,555 million (US$7,843 million) compared with a year
earlier. Current assets were 191.3% higher at ¥409,255
million (US$3,855 million). Cash and cash equivalents in-
creased ¥7,985 million to ¥68,958 million (USS650 million).
Trade receivables increased 809.1% to ¥228,583 million
(US$2,153 million). In fixed assets, tangible fixed assets
increased 75.6% to ¥335,174 million (USS3,158 million).
On the other side of the balance sheet, current liabili-
ties increased 181.3% to ¥541,009 million (US$5,097
million). Short-term bank loans increased 606.7% to
¥348,538 million (US$3,283 million). Long-term liabilities
increased 85.0% to ¥175,749 million (USS1,656 million).
Shareholders’ equity rose 3.5% to ¥107,658 million
(US$1,014 million). Shareholders’ equity per share
dropped ¥46.13 to ¥241.01 (US$2.27), and the equity
ratio dropped 13.6 percentage points to 12.9%.
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CONSOLIDATED BALANCE SHEETS

March 31, 1999 and 2000

Thousands of

U.S. Dollars
Millions of Yen (Note 1)
ASSETS 1999 2000 2000
Current assets:
Cash and cash equivalents ¥ 60,973 ¥ 68,958 $ 649,632
Short-term investments 13,797 18,790 177,007
Trade receivables
Notes 589 113,196 1,066,382
Accounts 24,556 115,387 1,087,023
Inventories (Note 3) 31,342 75,375 710,084
Deferred income tax assets (Current) 282 6,181 58,228
Prepaid expenses and other current assets 9,363 13,465 126,842
Less allowance for doubtful accounts (389) (2,097) (19,756)
Total current assets 140,513 409,255 3,855,442
Investments and advances:
Investment securities 30,263 40,567 382,170
Investments in and advances to unconsolidated
subsidiaries and affiliates (Note 5) 17,256 6,683 62,959
Long-term loans 306 815 7,676
Deferred income tax assets (Non-current) — 16,866 158,884
Other investments 10,441 16,150 152,146
Less allowance for doubtful accounts (1,690) (5,867) (55,270)
Total investments and advances 56,576 75,214 708,565
Property, plant and equipment (Note 8):
Land 18,935 89,130 839,664
Buildings and structures 136,959 244,349 2,301,918
Machinery, equipment and vehicles 279,655 379,184 3,572,156
Tools 60,730 102,452 965,167
Construction in progress 20,917 6,089 57,357
517,196 821,204 7,736,262
Less accumulated depreciation (326,337) (486,030) (4,578,715)
Net property, plant and equipment 190,859 335,174 3,157,547
Translation adjustments 3,499 6,431 60,587
Other assets 1,154 6,481 61,048
¥392,601 ¥832,555 $7,843,189

See accompanying Notes to Consolidated Financial Statements.




Thousands of

U.S. Dollars
LIABILITIES, MINORITY INTERESTS Millions of Yen (Note 1)
AND SHAREHOLDERS’ EQUITY 1999 2000 2000
Current liabilities:
Short-term bank loans (Note 6) ¥ 49317 ¥348,538 $3,283,449
Current portion of long-term debt (Note 6) 45,030 27,783 261,737
Trade payables
Notes 3,141 35,963 338,796
Accounts 60,983 82,580 777,959
Accrued income taxes 550 841 7,926
Accrued expenses 9,569 19,899 187,459
Other current liabilities 23,767 25,405 239,321
Total current liabilities 192,357 541,009 5,096,647
Long-term liabilities:
Long-term debt (Note 6) 79,564 153,971 1,450,505
Accrued severance indemnities (Note 7) 15,426 21,571 203,208
Deferred income tax liabilities (Non-current) — 175 1,646
Other 31 32 305
Total long-term liabilities 95,021 175,749 1,655,664
Minority interests in consolidated subsidiaries 1,167 8,139 76,679
Shareholders’ equity:
Common stock, par value ¥50 per share
Authorized—1,400,000,000 shares
Issued—447,299,898 shares in 2000 — 39,325 370,466
Issued—362,391,898 shares in 1999 26,412 — —
Additional paid-in capital 17,787 31,136 293,319
Retained earnings (Note 15) 59,858 37,287 351,258
Less
Treasury common stock, at cost:
2,010 shares in 1999 and 604,168 shares in 2000 m (90) (844)
Total shareholders’ equity 104,056 107,658 1,014,199
¥392,601 ¥832,555 $7,843,189




CONSOLIDATED STATEMENTS OF OPERATIONS

Years ended March 31, 1999 and 2000

Thousands of

See accompanying Notes to Consolidated Financial Statements.

U.S. Dollars
Millions of Yen (Note 1)
1999 2000 2000
Net sales (Note 16) ¥432,284  ¥653,288 $6,154,382
Cost of sales (Notes 8 and 12) 427,498 576,020 5,426,473
Gross profit 4,786 77,268 727,909
Selling, general and administrative expenses (Note 8) 42,379 104,727 986,586
Operating loss (37,593) (27,459) (258,677)
Other income (expenses) (Note 8):
Interest and dividend income 1,890 6,429 60,562
Interest expense (3,260) (10,727) (101,050)
Equity in earnings (losses) of unconsolidated subsidiaries
and affiliates (3,995) 342 3,218
Other, net 8,088 (3,403) (32,060)
2,723 (7,359) (69,330)
Loss before income taxes and minority interests (34,870) (34,818) (328,007)
Income taxes (Note 10):
Current 70) 560 5,282
Deferred 2,226 (10,532) (99,220)
2,156 (9,972) (93,938)
Loss before minority interests (37,026) (24,846) (234,069)
Minority interests in income
of consolidated subsidiaries (367 (3,009) (28,346)
Net loss ¥(36,659) ¥ (21,837) $ (205,723)
U.S. Dollars
Yen (Note 1)
Per share amounts:
Net loss ¥(101.16) ¥ (59.65) $ (0.56)
Cash dividends — — —




CONSOLIDATED STATEMENTS OF SHAREHOLDERS™ EQUITY

Years ended March 31, 1999 and 2000

Number of Number of
shares of Millions of Yen shares of
common Additional Treasury

stock Common paid-in Retained common
(Thousands) stock capital earnings stock
Balance at March 31, 1998 362,392 ¥ 26,412 ¥ 17,787 ¥ 098,254 1,770
Net loss — — — (36,659) —
Cash dividends paid — — — (1,087) —
Directors’ and statutory auditors’ bonuses — — — 70 —
Decrease due to the addition of subsidiaries
and affiliates accounted for by the equity method — — — (580) —
Other — — — — 240
Balance at March 31, 1999 362,392 26,412 17,787 59,858 2,010
Cumulative effect of change
in accounting principle (Note 2 (10)) — — — 11,838 —
Net loss — — — (21,837) —
Directors’ and statutory auditors’ bonuses — — — (6) —
Decrease due to the addition of subsidiaries
and affiliates accounted for by the equity method — — — (26,667) —
Merger of Hino Motor Sales, Ltd. 8,208 411 847 14,101 —
Common stock issued upon third party
allotment to Toyota Motor Corporation 76,700 12,502 12,502 — —
Other — — — — 602,158
Balance at March 31, 2000 447,300 ¥ 39,325 ¥ 31,136 ¥ 37,287 604,168
Thousands of U.S. Dollars (Note 1)
Additional
Common paid-in Retained
stock capital earnings
Balance at March 31, 1999 $248,822 $167,561 $563,896
Cumulative effect of change
in accounting principle (Note 2 (10)) — — 111,520
Net loss — — (205,723)
Directors’ and statutory auditors’ bonuses — — (58)
Decrease due to the addition of subsidiaries
and affiliates accounted for by the equity method — — (251,219)
Merger of Hino Motor Sales, Ltd. 3,866 7,980 132,842
Common stock issued upon third party
allotment to Toyota Motor Corporation 117,778 117,778 —
Other — — —
Balance at March 31, 2000 $370,466 $293,319 $351,258
See accompanying Notes to Consolidated Financial Statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended March 31, 1999 and 2000

Thousands of
U.S. Dollars
Millions of Yen (Note 1)
1999 2000 2000
Operating activities:
Net loss before income taxes and minority interests ¥(34,870) ¥(34,818) $(328,007)
Depreciation and amortization 30,346 44,536 419,553
Provision for severance indemnities less payments on (898) (8,456)
Provision for doubtful accounts (351 1,911 18,003
Interest and dividend income (1,889) (6,428) (60,562)
Interest charges 3,259 10,726 101,050
Profit on sales of marketable and investment securities (7,606) (7,366) (69,389)
Write-down of marketable and investment securities 2,500 6,658 62,726
Loss on sales and disposal of property, plant and equipment 996 1,141 10,745
Decrease in notes and accounts receivable 49,766 3,138 29,562
Decrease in inventories 6,327 20,836 196,285
(Decrease) increase in notes and accounts payable (33,876) 12,151 114,470
Directors’ and statutory auditors’ bonuses 70) (6) (58)
Other, net (8,748) (3,888) (36,623)
Subtotal 5,687 47,693 449,299
Interest and dividends received 1,889 6,428 60,562
Interest paid (3,310 (10,791) (101,660)
Income taxes paid 91 (1,431) (13,487)
Net cash provided by operating activities 4,357 41,899 394,714
Investing activities:
Proceeds from sales and disposal of property,
plant and equipment 1,479 1,548 14,586
Addition to property, plant and equipment (36,038) (36,681) (345,558)
Net decrease in marketable and investment securities 12,428 10,369 97,684
Payment for purchase of subsidiaries (595) — —
Other, net (1,653) 2,335 21,995
Net cash used in investing activities (24,379) (22,429) (211,293)
Financing activities:
Net (decrease) increase in short-term loans 8,633 (32,230) (303,628)
Proceeds from long-term loans 21,159 41,364 389,673
Repayments of long-term loans (10,005) (36,892) (347,546)
Proceeds from bonds 30,000 — —
Repayments of bonds (4,000 (40,000) (376,825)
Proceeds from stock issue — 25,004 235,556
Cash dividends paid (1,087 — —
Net cash (used in) provided by financing activities 44,700 (42,754) (402,770)
Effect of exchange rate changes on cash
and cash equivalents 24) (76) (715)
Net (decrease) increase in cash and cash equivalents 24,654 (23,360) (220,064)
Cash and cash equivalents at beginning of year 36,273 60,973 574,402
Increase due to the addition of consolidated subsidiaries 46 31,345 295,294
Cash and cash equivalents at end of year ¥ 60,973 ¥ 68,958 $ 649,632
See accompanying Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: Basis of Consolidated Financial Statements’
Presentation

The accompanying consolidated financial statements have
been prepared from the accounts maintained by HINO
MOTORS, LTD. (the “Company™") and its consolidated sub-
sidiaries in accordance with the provisions set forth in the
Japanese Commercial Code and in conformity with ac-
counting principles and practices generally accepted in
Japan, which may differ in some material respects from
accounting principles and practices generally accepted in
countries and jurisdictions other than Japan.

Effective the year ended March 31, 2000, the Company
was required to prepare a consolidated statement of cash
flows as part of its consolidated financial statements for
the first time under the Securities and Exchange Law of
Japan. Accordingly, the Company prepared its 2000 con-
solidated statement of cash flows in accordance with
“Accounting Standards for Consolidated Statements of
Cash Flows” and restated the previously reported con-
solidated statement of cash flows for 1999.

The U.S. dollar amounts included herein are solely for
the convenience of readers outside Japan and have been
translated from the Japanese yen amounts at the rate of
¥106.15 = $1, the approximate exchange rate prevailing
as of March 31, 2000.

Note 2: Summary of Significant Accounting Policies
(1) Consolidation
Until the year ended March 31, 1999, the consolidated
financial statements included the accounts of the Company
and its significant subsidiaries and investments in certain
unconsolidated subsidiaries and significant affiliates (owned
20% to 50%) were accounted for by the equity method.
In accordance with the revised accounting standards for
consolidation, the accompanying consolidated financial
statements for the year ended March 31, 2000 include
the accounts of the Company and its significant compa-
nies controlled directly or indirectly by the Company, and
companies over which the Company exercises significant
influence in terms of their operating and financial policies
have been included in the consolidated financial statements
on an equity basis. All significant intercompany balances
and transactions have been eliminated in consolidation. The

revised accounting standards for consolidation became
effective April 1, 1999; however, the adoption of such re-
vised standards had no material impact on the scope of
consolidation of the Company for the year ended March
31, 2000.

(2) Foreign Currency Translation
Foreign currency translation of the accounts of the
Company and its subsidiaries are as follows:

Current receivables and payables in foreign currencies
are translated at the rate of exchange in effect at the
balance sheet date or at the rates of any applicable forward
exchange contract. Non-current receivables and payables
are translated at historical exchange rates.

The financial statements of overseas subsidiaries are
translated into the reporting currency of Japanese yen as
follows: all assets and liabilities are translated at the rate
of exchange in effect at the balance sheet date; share-
holders’ equity accounts are translated at historical rates;
revenue and expense items are translated at the rate of
exchange in effect at the balance sheet date; and cumula-
tive adjustments resulting from translation of all assets and
liabilities are presented as “translation adjustments” in the
consolidated balance sheet as an asset or a liability.

(3) Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, cash de-
posited with banks and short-term investments with matu-
rities of three months or less.

(4) Inventories

The Company:

Finished products are stated at cost, which is determined
by the identified cost method. Work in process, raw mate-
rials and supplies are stated at cost, which is determined
by the moving average cost method.

Subsidiaries:

Inventories are principally stated at cost, which is deter-
mined by the moving average cost method or at the latest
purchase price.

(5) Marketable Securities and Investment Securities
Marketable securities and investment securities are carried
at cost, which is determined by the moving average cost
method.




(6) Property, Plant and Equipment and Depreciation
Property, plant and equipment are stated at cost. Deprecia-
tion is computed principally by the declining balance method
based on the estimated useful lives of the respective assets.
The range of useful lives is as follows:
Buildings and structures 5 to 75 years
Machinery, equipment and vehicles 3 to 17 years

Tools 2 to 15 years

(7) Severance Indemnities and Pension Plans
Employees who terminate their services with the Company
and its subsidiaries are entitled to a lump-sum severance
payment determined by reference to their current basic
rate of pay and length of service. The Company and its
subsidiaries generally provide for this liability to the extent
of 40 per cent. of the amount which would be required to
be paid if all employees voluntarily terminated their
services at the balance sheet date.

The Company has a non-contributory pension plan for
employees. An employee who terminates employment with
the Company at age 50 or more receives 10 per cent.
(mandatory retirement at age 60 entitles an employee to
receive 100 per cent.) of such retirement benefits by a
lump-sum payment or by annuity payments from this
pension plan, and the remainder by a lump-sum payment
from the unfunded retirement plan (as described above).
Payments to the pension fund are charged to income when
made. The past service costs relating to the pension plan are
being funded over a period of 8 years and 3 months.

The consolidated subsidiaries have various kinds of
pension plans.

(8) Allowance for Doubtful Accounts

The allowance for doubtful accounts is provided based on
the estimated amount of probable bad debts and the
maximum amount which can be charged to income under

Japanese income tax laws.

(9) Research and Development Costs

Research and development costs are charged to income
when incurred. A new accounting standard for research
and development costs become effective the fiscal year
ended March 31, 2000. However, the adoption of this new
standard had no effect on the consolidated statement of
operations for the year ended March 31, 2000.

(10) Income Taxes

Effective April 1, 1999, the Company and its consolidated
subsidiaries adopted “Accounting Standard for Deferred
Income Taxes” issued by the Business Accounting Delib-
eration Council in October 1998. The standard requires
the recognition of deferred income taxes by the asset and
liability method. Under the asset and liability method,
deferred tax assets and liabilities are recognized for the
expected future tax consequences of differences between
the financial statement carrying amount of existing assets
and liabilities and their respective tax bases. Deferred tax
assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered
or settled.

Until the year ended March 31,1999, deferred income
taxes had been recognized only for temporary differences
resulting from the elimination of intercompany profits and
other consolidation entries.

The cumulative effect of a change in the accounting prin-
ciple for deferred income taxes was to increase retained
earnings at April 1, 1999, by ¥11,838 million ($111,520
thousand) and decrease net loss for the year ended March
31, 2000, by ¥10,723 million ($101,018 thousand).

(11) Revenue Recognition
Sales of products are recognized in the accounts upon

shipment to customers.

(12) Net Loss per Share
The computation of net loss per share is based on the
weighted average number of shares outstanding during

the period.

(13) Leases
Finance leases, other than those lease agreements which
stipulate the transfer of ownership of the leased property,

are accounted for as operating leases.

(14) Reclassification

Certain prior year amounts have been reclassified to
conform to the 2000 presentation. These changes had no
impact on previously reported results of operations or

shareholders’ equity.




Note 3: Inventories
Inventories at March 31, 1999 and 2000 consisted of the

following:

Thousands of
Millions of Yen U.S. Dollars

1999 2000 2000

Finished products ¥16,654 ¥53,225 $501,418

Work in process 9,241 11,708 110,293
Raw materials
and supplies 5,447 10,442 98,373

¥31,342 ¥75,375 $710,084

Note 4. Assets Pledged
At March 31, 2000, assets pledged as collateral for short-

term bank loans and long-term debt were as follows:

Thousands of

Millions of Yen U.S. Dollars
2000 2000

Notes receivable ¥ 68,282 $ 643,262
Marketable securities 1,595 15,025
Inventories 1,315 12,386
Land 56,033 527,869
Buildings and structures 40,747 383,859
Machinery, equipment,

vehicles and tools 7,855 73,999
Investment securities 210 1,981
Other 872 8,210

¥176,909 $1,666,592

Note 5: Advances to Unconsolidated Subsidiaries and
Affiliates

Loans to unconsolidated subsidiaries and affiliates at March

31, 1999 and 2000, consisted of the following:

Thousands of

Millions of Yen U.S. Dollars
1999 2000 2000
Short-term loans:
Affiliates ¥ 320 ¥ — % —
Long-term loans:
Unconsolidated
subsidiaries 925 910 8,573
Affiliates 1,170 424 3,989
¥2,095 ¥1,334 $12,562

Note 6: Short-Term Bank Loans and Long-Term Debt
The annual interest rates applicable to short-term bank
loans outstanding at March 31, 1999 and 2000 were
principally 1.375 per cent.

Long-term debt at March 31, consisted of the following:

Thousands of
Millions of Yen U.S. Dollars

1999 2000 2000

Loans, principally
from banks, insurance
companies and other
institutions, due 1999
to 2026 with
interest rates ranging
from 0.55% to 16.3%

Secured ¥ 6,512 ¥ 81,685 $ 769,521
Unsecured 18,082 40,069 377,483
Less amount due
within one year (5,0300 (27,783) (261,737)
Sub-total 19,564 93,971 885,267
3.45% bonds due 1999 15,000 — —
Floating-rate bonds
due 1999 25,000 — —
2.0% bonds due 2001 10,000 10,000 94,206
2.2% bonds due 2002 10,000 10,000 94,206
2.5% bonds due 2002 20,000 20,000 188,413
2.6% bonds due 2003 20,000 20,000 188,413
Less amount due
within one year (40,000) ) )
60,000 60,000 565,238

¥79,564 ¥153,971 $1,450,505

The aggregate annual maturities of long-term debt

outstanding at March 31, 2000, were as follows:

Thousands of

Year ending March 31 Millions of Yen ~ U.S. Dollars
2001 ¥ 27,783 S 261,737
2002 63,128 594,711
2003 58,574 551,801
2004 and thereafter 32,269 303,993

¥181,754 $1,712,242




As is customary in Japan, short-term and long-term bank
loans are made under general agreements which provide
that collateral and guarantees for present and future in-
debtedness will be given upon request of the bank with
reasonable and probable cause, and that the bank shall
have the right to offset cash deposited with it against any
obligation that has become due or, in the event of default,
against all obligations due to the bank. The Company has
never been requested to give any additional collateral or

guarantee.

Note 7: Accrued Severance Indemnities and Pension
Costs

The charges to income for accrued severance indemnities

and pension costs for the years ended March 31, 1999

and 2000 were as follows:

Thousands of

Millions of Yen U.S. Dollars
1999 2000 2000
Accrued severance
indemnities ¥3,256 ¥5,281 $49,749
Pension costs 2,640 4,345 40,931

Note 8: Depreciation
Depreciation charges of property, plant and equipment for
the years ended March 31, 1999 and 2000 were as follows:

Thousands of
Millions of Yen U.S. Dollars

1999 2000 2000

Selling, general and

administrative

expenses ¥ 1,478 ¥ 6,766 $ 63,741
Cost of sales 27,390 37,559 353,834
Other 272 210 1,977

Note 9: Leases

Lease expenses and lease income in respect of finance
leases, other than those lease agreements which stipu-
late the transfer of ownership of the leased property at
March 31,1999 and 2000, were as follows:

a) Lessee
Thousands of
Millions of Yen U.S. Dollars
Class of property 1999 2000 2000

Machinery, equipment

and vehicles ¥ 6,009 ¥11,017 $103,786
Tools 12,725 13,389 126,132
18,734 24,406 229,918

Less accumulated

depreciation (9,384) (13,647) (128,564)

Net 9,350 10,759 101,354
Future minimum payments
Due within one year 2,767 3,062 28,843
Due after one year 6,583 7,697 72,511
9,350 10,759 101,354

Lease expense

for the year 3,013 3,612 34,023
Accumulated

depreciation 3,013 3,612 34,023
b) Lessor

Thousands of

Millions of Yen U.S. Dollars
Class of property 1999 2000 2000
Machinery, equipment
and vehicles ¥ — ¥14,014 $132,025
Tools — 1,011 9,520
Other assets — 234 2,206
— 15,259 143,751
Less accumulated
depreciation — (7,774) (73,240)
Net — 7,485 70,511
Future minimum income
Due within one year — 3,068 28,905
Due after one year — 4,598 43,310
— 7,666 72,215
Lease income
for the year — 3,201 30,151
Accumulated
depreciation — 2,744 25,851




Note 10: Income Taxes

The Company and its domestic subsidiaries are subject to
corporate income tax, enterprise tax and prefectural and
municipal inhabitants taxes, based on income, which in the
aggregate result in statutory tax rates of approximately 46.4
per cent. for 1999 and 42.1 per cent. for 2000. The foreign
subsidiaries are subject to taxes based on income at rates
ranging from 30.0 per cent. to 42.3 per cent.

However, the effective tax rates in the accompanying
statements of operations differ from the above-mentioned
income tax rates.

The following table summarizes the significant differences
between the statutory tax rate and effective tax rate for
consolidated financial statement purposes for the year
ended March 31, 2000:

Statutory tax rate 42.1%
Loss carryforwards of consolidated subsidiaries (7.3
Accrued severance indemnities (2.6)
Non-deductible expenses 1.5
Non-taxable dividend income 1.0
Per capita inhabitants tax 0.3
Consolidation procedures 3.9
Other 1.1
Effective tax rate 28.6%

Significant components of the Company and its subsid-
iaries’ deferred tax assets and liabilities as of March 31,

2000 were as follows:

Thousands of

Millions of Yen ~ U.S. Dollars
Deferred tax assets:
Net operating loss
carryforwards ¥24,346 $229,357
Accrued employees’ bonus 849 7,995
Accrued severance
indemnities 217 2,041
Other 1,366 12,868
Total deferred tax assets 26,778 252,261
Deferred tax liabilities:
Deferred gains on
real properties (3,906) (36,794
Total deferred
tax liabilities (3,906) (36,794)
Net deferred tax assets ¥22 872 $215,467




Note 11: Contingent Liabilities
Contingent liabilities at March 31, 1999 and 2000 were as

follows:

Thousands of
Millions of Yen U.S. Dollars

1999 2000 2000

Trade notes receivable
discounted
with banks ¥

Guarantees of housing

406 ¥ 720 $ 6,778
loans of employees

and for indebtedness

of unconsolidated

subsidiaries

14,006 19,212

and affiliates 180,996

Note 12: Research and Development Expenses
Research and development expenses for the year ended
March 31, 2000 were as follows:

Thousands of

Millions of Yen U.S. Dollars
2000 2000
Research and
development expenses ¥22,996 $216,639

Note 13: Market Value Information
At March 31, 2000, book value, market value and net un-
realized gains of quoted securities of the Company and its

subsidiaries were as follows:

Thousands of

Millions of Yen U.S. Dollars
2000 2000
Book value:
Current ¥ 5673 $ 53,439
Non-current 37,425 352,573
43,098 406,012
Market value:
Current 13,316 125,444
Non-current 115,410 1,087,236
128,726 1,212,680
Net unrealized gains ¥ 85,628 $ 806,668

Note 14: Financial Instruments

The Company and certain of its subsidiaries are exposed
to market risk from changes in foreign currency exchange
rates and interest rates and periodically enter into forward
exchange contracts and interest rate swap agreements
for the purpose of reducing such risk. The Company and
its subsidiaries do not hold derivative financial instruments
for the purpose of trading.

The Company and its subsidiaries are exposed to credit-
related losses in the event of non-performance by counter-
parties to financial instruments and derivative financial
instruments, but it is not expected that any counterparties
will fail to meet their obligations, because most of the
counterparties are authentic financial institutions.

The estimated fair values of the derivative instruments

are as follows:

Millions of Yen

Notional ~ Estimated Unrealized
Amounts  fair values  gains (losses)
2000
Interest rate swap
agreements
Fixed rate to
floating rate ¥1,390 ¥ 16 ¥ 16
Floating rate to
fixed rate 3,000 (30) (30)

¥4,390  ¥(14)  ¥(14)

Thousands of U.S. Dollars

Notional Estimated Unrealized
Amounts  fair values  gains (losses)
2000
Interest rate swap
agreements
Fixed rate to
floating rate $13,095 $ 151 $ 151

Floating rate to
fixed rate 28,262 (283) (283)

$41,357 $(132) $(132)




Note 15: Retained Earnings and Dividends

The amount of retained earnings available for dividends
under the Commercial Code of Japan is based on the
amount stated in the statutory financial statements of the

Company.

Note 16: Segment Information

The Company and its consolidated subsidiaries are primarily
engaged in the manufacture and sale of automobiles,
particularly diesel trucks and buses.

Business segment information is not required to be
disclosed as both sales and operating income of the
automobile business exceed 90 per cent. of total sales
and of operating income of all segments not incurring an
operating loss.

Geographical segment information is not required to be
disclosed as sales outside Japan are less than 10 per cent.
of consolidated net sales.

Year ended March 31, 2000

Millions of Yen

Overseas Overseas Consolidated
sales sales (A) sales (B) A)/B
Asia ¥30,748 — 4.7%
Oceania 11,519 — 1.8%
North America 13,648 — 2.1%
Other areas ¥9,591 — 1.4%
¥65,506 ¥653,288 10.0%
Thousands of U.S. Dollars
Asia $289,666 —
Oceania 108,513 —
North America 128,576 —
Other areas 90,349 —
$617,104 $6,154,382

Year ended March 31, 1999

Millions of Yen

Overseas Overseas Consolidated

sales sales (A) sales (B) A)/B

Asia ¥17,385 — 4.0%

Oceania 12,192 — 2.8%

Other areas 29,636 — 6.9%
¥59,213 ¥432,284 13.7%

Note 17: Subsequent Event
On April 28, 2000, the Company agreed to enter into the
Stock-Exchange-Contract with Hino Auto Body, Ltd., which

is a consolidated subsidiary.




REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors of
HINO MOTORS, LTD.

We have audited the consolidated balance sheets of Hino Motors, Ltd. and consolidated subsidiaries as of March 31, 2000
and 1999, and the related consolidated statements of operations, shareholders’ equity, and cash flows for the years then
ended, all expressed in yen. Our audits were made in accordance with auditing standards, procedures and practices
generally accepted and applied in Japan and, accordingly, included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances.

In our opinion, the accompanying consolidated financial statements, expressed in yen, present fairly the consolidated
financial position of Hino Motors, Ltd. and consolidated subsidiaries at March 31, 2000 and 1999, and the consolidated
results of their operations and their cash flows for the years then ended in conformity with accounting principles and
practices generally accepted in Japan applied on a consistent basis.

As described in Note 2 to the consolidated financial statements, Hino Motors, Ltd. and consolidated subsidiaries have
adopted new accounting standards for consolidation, research and development costs and tax-effect accounting in the
preparation of their consolidated financial statements for the year ended March 31, 2000.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended March 31,
2000 are presented solely for convenience. Our audit also included the translation of yen amounts into U.S. dollar amounts

and, in our opinion, such translation has been made on the basis described in Note 1 to the consolidated financial statements.

szm.? Ota Showa & Co .

Tokyo, Japan
June 27, 2000

See note 1 to the consolidated financial statements which explains the basis of preparing the consolidated financial statements of

Hino Motors, Ltd. and consolidated subsidiaries under Japanese accounting principles and practices.




