HARLEY DAVIDSON INC

FORM 10-K

(Annual Report)

Filed 2/27/2007 For Period Ending 12/31/2006

Address 3700 W JUNEAU AVE
MILWAUKEE, Wisconsin 53208
Telephone 414-342-4680
CIK 0000793952
Industry Recreational Products
Sector Consumer Cyclical
Fiscal Year 12/26
powered 8y EINGA ROnline

hitpiherwew_edgar-online.com/
D Copyright 2005. All Rights Reservad
Distribution and use of this document restricted under EDGAR Onlines Terms of Use.




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D. C. 20549

FORM 10-K

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

For the fiscal year ended: December 31, 2006

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 19183

Harley-Davidson, Inc.

(Exact name of registrant as specified in its @rart

Wisconsin 39-138232¢
(State of organizatior (I.R.S. Employer Identification No

3700 West Juneau Avenu

Milwaukee, Wisconsin 53208
(Address of principal executive office (Zip code)

(414) 342-4680
Registrants telephone number:

Securities registered pursuant to Section 12(heRct:

Title of each class Name of each exchange on which register¢
COMMON STOCK, $.01 PAR VALUE PER SHAR NEW YORK STOCK EXCHANGE
PREFERRED STOCK PURCHASE RIGHT NEW YORK STOCK EXCHANGE

Securities registered pursuant to Section 12(ghe@fAct: NONE

Indicate by check mark whether the registrantueli-known seasoned issuer, as defined in Ruleot@be Securities Act. Yegl No O
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act.
YesO No
Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months and (2)degs subject to such requirements for the pasag96.dyedx] No[O
Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K i¢ contained herein, and will not be
contained, to the best of the registrant’s knowégdg definitive proxy or information statementsanporated by reference in Part Il of this
Form 10-K or any amendment to this Form 10-K. [ ]
Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer, as defined in Rule 12b-
2 of the Exchange Act (check one).

Large accelerated filer (X) Acarglted filer () Non-accelerated filey
Indicate by check mark whether the registrantshell company, as defined in Rule 12b-2 of the Exrge Act.
YesO No
Aggregate market value of the voting stock heldhbyg-affiliates of the registrant at June 23, 20El63,839,390,264
Number of shares of the registr's common stock outstanding at February 19, 2067;553,216 shares

Documents Incorporated by Reference
Part Ill of this report incorporates information fference from registrant’s Proxy Statement ferahnual meeting of its shareholders to be
held on April 28, 2007.







Part |

Iltem 1.
Iltem 1A.
Iltem 2.
Iltem 3.
Iltem 4.

Part Il

Item 5.
Iltem 6.
Iltem 7.
Item 7A.
Item 8.
Iltem 9.
Iltem 9A.

Part Il

Iltem 10.
Item 11.
Iltem 12.
Iltem 13.
Iltem 14.
Part IV

Item 15.

Signatures

Harley-Davidson, Inc.
Form 10-K

For The Year Ended December 31, 2006

Business

Risk Factor

Properties

Legal Proceeding

Submission of Matters to a Vote of Security Holc

Market for Registrar s Common Equity, Related Stockholder Matters asddsPurchases of Equity Securit
Selected Financial Da

Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatic

Quantitative and Qualitative Disclosures about MaRisk

Consolidated Financial Statements and SupplemeDbiaty

Changes in and Disagreements With Accountants @oudting and Financial Disclosu

Controls and Procedur

Directors and Executive Officers of the Registi

Executive Compensatic

Security Ownership of Certain Beneficial Owners Mahagemen
Certain Relationships and Related Transact

Principal Accounting Fees and Servi

Exhibits and Financial Statements Sched

27
29
30
53
54
99
99

100
100
100
101
101

102

104




Part |

Note regarding forward-looking statements

Certain matters discussed by the Company are “fi@hking statements” intended to qualify for gefe harbors from liability established
by the Private Securities Litigation Reform Actl®95. These forward-looking statements can gelgdralidentified as such by reference to
this footnote or because the context of the statémiil include words such as the Company “beligV&anticipates,” “expects,” “plans,” or
“estimates” or words of similar meaning. Similarbfatements that describe future plans, objectmetbooks, targets, guidance or goals are
also forward-looking statements. Such forward-loglstatements are subject to certain risks andrteiaties that could cause actual results
to differ materially from those anticipated as o date of this report. Certain of such risks amckrtainties are described in close proximity
to such statements or elsewhere in this repotydireg under the caption “Risk Factors” in Item @#this report and under “Cautionary
Statements” in Item 7 of this report. Shareholdgosential investors, and other readers are utgednsider these factors in evaluating the
forward-looking statements and cautioned not teglandue reliance on such forward-looking statememhe forward-looking statements
included in this report are made only as of the aédthe filing of this report (February 27, 200aij)d the Company disclaims any obligatio
publicly update such forward-looking statementeefitect subsequent events or circumstances.

Item 1. Business

Harley-Davidson, Inc. was incorporated in 198yhich time it purchased the Harley-Davidsbn = mogote business from AMF
Incorporated in a management buyout. In 1986,dyadavidson, Inc. became publicly held. Unlessdbetext otherwise requires, all
references to the “Company” include Harley-Daviddog. and all of its subsidiaries. The Compangrages in two segments: the
Motorcycles & Related Products segment and therieiahServices segment. The Compamgportable segments are strategic business
that offer different products and services. Theyraanaged separately based on the fundamentalatiffes in their operations.

The Motorcycles & Related Products (Motorcyclegnsent includes the group of companies doing busiaedHarley-Davidson Motor
Company (Motor Company) and the group of compatiigsg business as Buell Motorcycle Company (Bu€llhe Motorcycles segment
designs, manufactures and sells at wholesale ghineavyweight (engine displacement of 651+ccyitagy, custom and performance
motorcycles as well as a complete line of motoreyrts, accessories, clothing and collectibldse Company, which is the only major
American motorcycle manufacturer, has had the &rgieare of the United States heavyweight (651rprcycle market since 1986.
During 2006, the Company’s market share, base@iail registrations of new Harley-Davidson motolege was 49.3% in the United States
(data provided by the Motorcycle Industry Council).

The Financial Services (Financial Services) segrmetiides the group of companies doing businessaaley-Davidson Financial Services
(HDFS). HDFS provides wholesale and retail finagcand insurance programs primarily to Harley-Dawidand Buell dealers and their
retail customers. HDFS conducts business in thtetiStates, Canada and Europe.

See Note 11 to the Consolidated Financial Statesrfenfinancial information related to the Compaspusiness segments.




Motorcycles and Related Products

Motorcycles— The primary business of the Motorcycles segmetd design and manufacture premium motorcyclethimheavyweight
market and sell them at wholesale. The Compabgss known for its Harley-Davidson motorcycle proy but also offers a line of
motorcycles and related products under the Bualidbname. The Company’s worldwide motorcycle sgégmrated approximately 80% of
the total net revenue in the Motorcycles segmenhdweach of the years 2006, 2005 and 2004, reispéct

The Motor Company’s Harley-Davidson branded motoleyroducts emphasize traditional styling, desigmplicity, durability and quality.
The Motor Company manufactures five families of anoycles: Touring, Dyna™, Softdéll , Sportster , &RISC™. The first four of these
motorcycle families are powered by an air-cooledncylinder engine with a 45-degree “V” configumt. The VRSC family is powered by
a liquid-cooled, twin-cylinder engine with a 60-deg “V” configuration. The Motor Company’s Harl®avidson engines range in size from
883cc’s to 1800cc’s.

The Motor Company’s 2007 model year line up inckudd models of Harley-Davidson heavyweight motoes,cwith domestic
manufacturer’'s suggested retail prices ranging 867595 to $20,195. The Motor Company also offienged-edition, factory-custom
motorcycles through its Custom Vehicle OperatioW @} program. Motorcycles sold through the CVO peog are available in limited
guantities and offer unique features, paint scheanesaccessories. The Motor Company currenthfdwarsmotorcycle model offerings
available through the CVO program with domestic ofacturer’s suggested retail prices ranging fror,$25 to $33,495.

The average U.S. retail purchaser of a new Harlayid3on motorcycle is a married male in his midiés (two-thirds of these purchasers are
between the ages of 35 and 54) with a median hold@icome of approximately $81,700. These custsrgenerally purchase a motorcycle
for recreational purposes rather than to providedportation. Nearly two-thirds of the U.S. resailes of new Harley-Davidson motorcycles
are to buyers with at least one year of educateyobd high school and 30% of the buyers have celtEgrees. Approximately 12% of U.S.
retail motorcycle sales of new Harley-Davidson mojoles are to female buyers. (Source: 2006 Comphauties)

The Company’s Buef motorcycle products emphasimevative design, responsive handling and oveeatiormance. Buell currently
manufactures and sells ten models, including nesvyweight models in its XB family, and the Bl&st The Buell XB motorcycles focus on
superior handling and are powered by either a 984B8) or a 1203cc (XB12) air-cooled, twin-cylindengine with a 45-degree “V”
configuration. The Buell XB motorcycle models hal@mestic manufacturer’'s suggested retail priceging from $8,895 to $11,495.
During 2006, Buell produced a limited productioace-only” motorcycle (XBRR) powered by a 1339ceaioled, 45-degree twin cylinder
boasting a peak output rating of over 150 horsepowbe XBRR domestic manufacturer’'s suggested! qatae is $30,995. The Buell Blast
is smaller and less expensive than the Buell XBef®dnd is powered by a 492cc single-cylinder engifihe Blast, which competes in the
standard market segment, has a domestic manuféstsuggested retail price of $4,695.

Buell attracts customers in the demographic aggerann 25 to 55. The average U.S. retail purchakamew Buell XB motorcycle is a male
at the age of 42 with a household income of appnately $94,800. Approximately 3% of all new BuéB U.S. retail motorcycle sales are
females. The average U.S. retail purchaser ofiaBigell Blast is at the age of 41, with nearly dvadf of them being female. Half of new
Buell Blast purchasers have never owned a motaedyefore and 95% of them had never owned a Budbmmycle before. (Source: 2006
Company studies)
The total motorcycle market, including the heavygteiportion of the market, is comprised of thedwling four segments:

« standard (emphasizes simplicity and cost)

« performance (emphasizes handling and acceleration)

* custom (emphasizes styling and individual ownetamszation)

*  touring (emphasizes comfort and amenities for Idisgiance travel)




The touring segment of the heavyweight market wassgered by the Company and includes the Harleyid3an Touring family of
motorcycles which are equipped with fairings, wimedds, saddlebags and Tour Pak luggage carrigrs.custom segment of the market
includes motorcycles featuring the distinctive istylassociated with classic Harley-Davidson motoley and includes the Company’s Dyna,
Softail, VRSC and Sportster families of motorcycl@he standard and performance segments of thieetrane served primarily by the
Company’s Buell motorcycle line.

In the United States, suggested retail pricesifierGompany’s Harley-Davidson motorcycles range fbmimg comparable to 50% higher than
suggested retail prices for comparable motorcyal@dlable in the market. Although there are soifferénces in accessories between the
Company'’s top-of-the line touring motorcycles ahdse of its competitors, suggested retail priceshiese motorcycles are generally
comparable. The Company’s larger-displacemenbaushotorcycles (Dyna, Softail and VRSC) represenhighest unit volumes. The
Company believes its larger-displacement custordymts continue to command a premium price becale deatures, styling and higher
resale value associated with Harley-Davidson custmducts. The Company’s smallest displacemertbousotorcycle (the 883cc
Sportster) is price competitive with comparable onogcles available in the market.

The Company’s 2006 surveys of retail purchaseteariJnited States indicate that three-quarterb®fetail purchasers of its Sportster
models either have previously owned competitiverdnmotorcycles or are completely new to the spbmatorcycling. The Company
expects to see sales of its Sportster models &ehdure sales of its higher-priced models.

Since 1988, the Company’s research has consistamilyn that retail purchasers of new Harley-Davidsmtorcycles in the United States
have a repurchase intent at or in excess of 90&&e&ch completed by the Company in 2006 showspmabximately 52% of all retail
purchasers of new Harley-Davidson motorcycles enUinited States had previously owned a Harley-Daondmotorcycle.

Parts & Accessories- The major Parts and Accessories (P&A) produaseplacement parts (Genuine Motor Parts) and nmécddaand
cosmetic accessories (Genuine Motor Accessor&rldwide P&A net revenue comprised 14.9%, 15.3% &6.6% of net revenue in the
Motorcycles segment in 2006, 2005 and 2004, resmbet

General Merchandise- Worldwide General Merchandise net revenue, whicludes MotorClothe8"  apparel and collectiblesnprsed
4.8%, 4.6% and 4.5% of net revenue in the Motoeyskegment in 2006, 2005 and 2004, respectively.

Licensing— The Company creates an awareness of the Harleid&m brand among its customers and the non-rigirgic through a wide
range of products for enthusiasts by licensingidme “Harley-Davidson” and other trademarks owngethke Company. The Company’s
licensed products include t-shirts, jewelry, sntedither goods, toys and numerous other produdis. Company also licenses the use of its
name in connection with a cafe located in Las Veljgvada. Although the majority of licensing aittivoccurs in the U.S., the Company
continues to expand these activities in internaiiomarkets. Royalty revenues from licensing, ideltiin Motorcycles segment net revenue,
were $45.5 million, $43.0 million and $40.7 milliam 2006, 2005 and 2004, respectively.

Other Services— The Company also provides a variety of serviodstindependent dealers including service anihless management
training programs, customized dealer software pgekadelivery of its motorcycles, a motorcycle aéand tour program and Riders Edge
the Company’s rider training program.

Patents and Trademarks The Company strategically manages its portfofipatents, trade secrets, copyrights, trademarétotrer
intellectual property.

The Company and its subsidiaries own, and contiowdtain, patent rights that relate to its mototey and




related products and processes for their producti@ertain technology-related intellectual propéstglso protected, where appropriate, by
license agreements, confidentiality agreementst@ragreements with suppliers, employees and ttirerparties. The Company diligently
protects its intellectual property, including pateand trade secrets, and its rights to innovatiha proprietary technology. This protection,
including enforcement, is important as the Compaoyes forward with investments in new productsjgiesand technologies. A patent
review committee of the Motor Company and BMC, whig comprised of a number of key executives, masdige Company’s patent
strategy and portfolio.

Trademarks are important to the Company’s motoechaisiness and licensing activities. The Compasyahvigorous worldwide program of
trademark registration and enforcement to mairaauh strengthen the value of the trademarks andepteke unauthorized use of those
trademarks. The HARLEY-DAVIDSON trademark and Ber and Shield trademark are each highly recogiezathe public and are very
valuable assets. The BUELL trademark is well-kndmvperformance motorcycle circles, as is the assed Pegasus logo. Additionally, the
Company uses numerous other trademarks, trade remddegos which are registered worldwide. Théofeing are among the Company’s
trademarks: HARLEY-DAVIDSON, H-D, Harley, the Bar &hield Logo, MotorClothes, the MotorClothes LoRiger’'s Edge, Harley
Owners Group, H.O.G., the H.O.G. Logo, Softail, Sster, V-Rod, Buell and the Pegasus Logo. The HER-DAVIDSON trademark has
been used since 1903 and the Bar and Shield trallesimae at least 1910. The BUELL trademark hanhesed since 1984. All of the
Company'’s trademarks are owned by H-D Michigan, énsubsidiary of the Company, which also manalgeompanys trademark strateg
and portfolio.

Marketing— The Company’s products are marketed to retailorners primarily through dealer promotions, customents and advertising
through national television, print, radio and dineailings, as well as internet advertising. Mafighe Company’s marketing efforts are
accomplished through a cooperative program witmidependent dealers. The Company also sponsmrgractivities and special
promotional events and participates in many majotontycle consumer shows and rallies.

On an ongoing basis, the Company promotes its ptedind the related lifestyle through the Harleyn®w Group® , or HO.®. H.O.G.
has over one million members worldwide and is tloistry’s largest company-sponsored motorcycleusidist organization. The Company
formed the Harley Owners Group in 1983 in an efforéncourage Harley-Davidson owners to become iaxtieely involved in the sport of
motorcycling. This group also sponsors many mgidecevents, including world wide rallies and ridesHarley-Davidson motorcycle
enthusiasts.

The Company website (www.harlegvidson.com) is also utilized to market its pradwend services. The Web site features an onéitedar
which allows customers to create and share praaslistt lists, utilize a dealer locator and place lcafarders. Internet orders are sold and
fulfilled by the participating authorized Harley-iddson dealer selected by the customer. Dealsostandle any after-sale services that
customers may require.

International Sales— The Company'’s revenue from the sale of motoreyaled related products to independent dealersiatribdtors
located outside of the United States was approxy&tl.18 billion, $1.04 billion and $917.3 millipar approximately 20%, 19% and 18%
net revenue of the Motorcycles segment, during 22085 and 2004, respectively.

DistributionrUnited States— In the United States the Company sells its mgtes and related products at wholesale to a né&tabr
approximately 679 independently-owned full-sentitarley-Davidson dealerships. In addition, the Campsells at wholesale to the
Overseas Military Sales Corporation, an entity tie#ails the Company’s products to members of ti bhilitary. The U.S. independent
dealer network includes 309 combined Harley-Davidaiod Buell dealerships. With respect to salese®f motorcycles, approximately 80%
of the U.S. dealerships sell the Company’s motdesyexclusively. All independent dealerships stacll sell the Company’s P&A, general
merchandise and licensed products, and perforniceeior the Company’s motorcycles. The Companyependent dealers also sell a
smaller portion of P&A, general merchandise andrged products through “non-traditional” retaillets. The “non-traditional” outlets,
which are extensions of the main dealership, con$iSecondary Retail Locations (SRLs), Alternatgdf Outlets (AROSs), and




Seasonal Retail Outlets (SROs). SRLs are satetitthe main dealership and are developed to theetervice needs of the Company’s
riding customers. SRLs also provide P&A, generaichandise and licensed products and are authdozszll and service new motorcycle
AROs are located primarily in high traffic locat®auch as malls, airports or popular vacation dastins and focus on selling the Company’
general merchandise and licensed products. SROsaated in similar high traffic areas, but operan a seasonal basis out of temporary
locations such as vendor kiosks. AROs and SROsda@rauthorized to sell new motorcycles. Thereamgroximately 97 SRLs, 69 AROs,
and 10 SROs located in the United States.

DistributionrEurope— In the European region, the Company sells its negtdes and related products at wholesale to inddgretrdealers ar
distributors. The Company’s European management ie located in Oxford, England and is respondifii@ll of the Company’s sales,
marketing and distribution activities in Europes tiddle East and Africa and is further represertethe Company’s sales offices in the
United Kingdom, France, Germany, Italy, the Netheds, Spain and Switzerland. In the European negfi@re are 7 independent distribut
and 354 independent Harley-Davidson dealershipsrgeB2 country markets. This includes 311 combikkarley-Davidson and Buell
dealerships. Buell is further represented by @jr@hdent dealerships that do not sell Harley-Davidsotorcycles. In addition, the
Company’s dealer network includes 21 ARO'’s acras®pe.

Distribution-Asia/Pacific— In the Asia/Pacific region, the Company sellsitstorcycles and related products at wholesaladependent
dealers and distributors. In Japan, the Compasaj&s, marketing, and distribution of product isyaged from its subsidiary in Tokyo, which
sells motorcycles and related products at wholdsadenetwork of 123 independent Harley-Davidsoalels. This includes 55 combined
Harley-Davidson and Buell dealerships. Buell idHar represented by 2 dealerships that do noHseley-Davidson motorcycles.

The Company’s sales, marketing and distributiorlafley-Davidson and Buell products in Australia &elv Zealand are managed from its
subsidiary in Sydney, Australia. The subsidiatisse a network of 48 independent Harley-Davidslealers which includes 31 combined
Harley-Davidson and Buell dealerships. Buell igHar represented by 1 dealership that does nidtadky-Davidson motorcycles.

The Company supplies product directly from its Lbferations to the remaining Asia/Pacific dealetsch includes 7 Harley-Davidson
dealers located in East and Southeast Asia.

DistributionLatin America— The Company supplies all products sold in then_Atnerica region directly to independent dealeos its
U.S. operations, with the exception of certain motoles sold in Brazil which are assembled andiBisted by the Company’s subsidiary in
Manaus, Brazil. In Latin America, 22 countries segved by 31 independent dealers. Brazil is th@@any’s largest market in Latin
America and is served by 10 independent dealersxidd, the region’s second largest market, handégendent dealers. In the remaining
countries in the Latin America region there areridependent dealers.

DistributionrCanada— In Canada, the Company sells its motorcyclesrafaded products at wholesale to a single indepardistributor,
Deeley Harley-Davidson Canada/Fred Deeley Impaids There are approximately 75 independent Halayidson dealerships, two
SRLs, two AROs and one SRO. In addition, 44 of#belealerships are combined Harley-Davidson andl Baelerships.

Seasonality— Over the last several years the Company hasWwegking to increase the availability of its motoctss at dealers to improve
the customer experience. The Company believesrbiaased availability results in independent elesaproviding wider selections of
motorcycles at manufacturer’'s suggested retaikgrighich in turn has a positive impact on the austoexperience and better positions the
Company to attract retail buyers that are new ¢daifand or new to the sport of motorcycling. Assult of improving the availability of its
motorcycles to customers, the timing of retail fiages is now tracking more closely with the ridiegson, requiring the Company and its
independent dealers to balance the economies elf pegduction with a more seasonal retail saletepat

In general, the Motor Company has not experientadas seasonal fluctuations in its wholesale sal€se Company’s independent dealers
typically build their inventory levels in the laff@ll and winter in anticipation of




the spring and summer selling seasons. The aildilatf floor plan financing helps allow dealeis manage these seasonal increases in
inventory. The Company also offers financing dasise to its dealers in the United States as atwayanage seasonal increases in inven

Retail Customer and Dealer FinancirgThe Company believes that HDFS, as well as dthancial services companies, provide adequate
financing to the Company’s independent distributdesalers and their retail customers. HDFS pra/fieancing to the Company’s
independent distributors, dealers and to the retetomers of those dealers in the U.S. and CandBé:S also provides wholesale financing
to many of the Company’s independent dealers imfir The Company’s customers in the Asia/Pacifit laatin America regions are not
serviced by HDFS, but have access to financingghaither established financial services companies.

Competition— The heavyweight (651+cc) motorcycle market ishhiggcompetitive. The Company’s major competitars ldased outside the
U.S. and generally have financial and marketingueses that are substantially greater than thosieeo€ompany. They also have larger
worldwide revenue and are more diversified thanGbenpany and compete in all four segments of thiketa In addition to these larger,
established competitors, the Company has competieadquartered in the United States. These cdomgaienerally offer heavyweight
motorcycles with traditional styling that competeedtly with many of the Company’s products. Theempetitors currently have production
and sales volumes that are lower than the Compamgave considerably lower domestic market sthae the Company.

Competition in the heavyweight motorcycle markdiased upon a number of factors, including pricality, reliability, styling, product
features, customer preference and warranties. Cbimepany emphasizes quality, reliability and stylingts products and offers a two-year
warranty for its motorcycles. The Company regdtsisupport of the motorcycling lifestyle in thetio of events, rides, rallies and H.O.G.
its financing through HDFS as competitive advansage general, the Company believes that resdiesdor used Harley-Davidson
motorcycles, measured by reflecting the used mptbeqrice as a percentage of the manufactureggessted retail price when new, are
higher than resale values for used motorcycletsafampetitors (source: 2006 Company data).

Domestically, the Company competes most heavithéntouring and custom segments of the heavyweigibrcycle market. According to
the Motorcycle Industry Council, these segment®anted for 79%, 80% and 79% of total heavyweigtdirenit registrations in the United
States during 2006, 2005 and 2004, respectivehe larger-displacement custom and touring motoesyate generally the most expensive
vehicles in the market and the most profitabletfier Company. During 2006, the heavyweight portibthe market represented
approximately 53% of the total U.S. motorcycle nedirfon- and off-highway motorcycles and scooterderms of new units registered.

For the last 19 years, the Company has led thestndin the United States for retail unit registsat of new heavyweight motorcycles. The
Company’s (Harley-Davidson motorcycles only) shafrthe heavyweight market was 49.3% and 48.9% 062dhd 2005, respectively. This
share is significantly greater than that of the @any’s largest competitor in the domestic markeictvinad a 15.1% market share in 2006.




The following chart includes U.S. retail registoatidata for the Company and its major competitorgtfe years 2002 through 2006:

Total market new registrations

Harley-Davidson new registratior
Buell new registrations
Total Company new registrations

Percentage Market Sha
Harley-Davidson motorcycle
Buell motorcycles

Total Company

Honda
Suzuki
Yamaha
Kawasaki
Other
Total

U.S. Heavyweight Motorcycle Registration Datd®
(Engine Displacement of 651+cc)

(Units in thousands)

2006 2005 2004 2003 2002

543.C 517.€ 494.C 461.z 442:

267.C 252.¢ 244°t 2284 209.:
3.8 3.6 3.6 3.5 2.9

2717 256.5 2481 231.¢ 212.2

49.3% 48.%% 49.5% 49.5% 47.5%
0.7 0.7 0.7 0.8 0.7

50.0 49.6 50.2 50.3 482

151 16.€ 187 184 19.8
129 124 10.2 9.8 9.6
8.6 8.9 8.7 8.5 8.9
6.8 6.5 6.4 6.7 6.9
6.6 6.0 5.8 6.3 6.6

100.C% 100.C% 100.C% 100.C% 100.C%

(@) Motorcycle registration data provided by the Moyale Industry Council. The Company must rely otedzompiled by independent agencies to obtain
industry-wide retail registration data necessarycticulating market share. The retail registratiata for Harley@avidson motorcycles presented in
table may differ slightly from the Harley-Davidsoegtail sales data presented in Item 7 of this tepbne Companyg source for retail sales data in Ite
of this report is sales and warranty registratiprevided by Harley-Davidson dealers as compiledheyCompany. The differences are not significant
and generally relate to the timing of data subroissito the independent sources.

The European heavyweight motorcycle market (asiddfon the next page) is roughly two-thirds ofglee of the U.S. market; but unlike the
domestic market, it is comprised of the unique gnezfices of many individual countries. For examipéaitional U.S. touring motorcycles
represent less than 25% of the European heavyweigtdrcycle market. The Company continues to edpnproduct offerings to compete
in the standard and performance segments with imyattes like the VRSC and the Buell XB. The Compartsaditional Harley-Davidson
products compete primarily in the custom and tausagments.




The following chart includes European retail regison data for the Company for the years 2004ufno2006:

European Heavyweight Motorcycle Registration Datd?
(Engine Displacement of 651+cc)
(Units in thousands)

2006 2005 2004
Units % Share Units % Share Units % Share
Total market new registrations 376.€ 350.7 337.1
Harley-Davidson new registratior 34.3 9.1% 29.7 8.5% 25.9 7.7%
Buell new registrations 4.1 1.1 4.6 1.3 4.5 1.3
Total Company new registrations 38.4 10.2% 34.3 9.8% 304 9.0%

(@) Europe data includes retail sales in Austria, BetgiDenmark, Finland, France, Germany, Greecg, INgtherlands, Norway, Portugal, Spain, Swe
Switzerland and the United Kingdom. The Companyvés its market registration data and market shateulations presented above from information
provided by Giral S.A., an independent agency.alliotarket new registrations for 2005 and 2004 Hmeen adjusted to include competitor motorcycles
that were incorrectly excluded by the Company aphor years. Accordingly, the Company’s 20058are of new registrations for Harley-Davidson
and Buell decreased from previously reported an®byt0.4% and 0.1%, respectively. The change td 20l market new registrations did not affect
the Company’s previously reported rounded % shanew registrations for Harley-Davidson and Bu€le retail registration data for Harley-Davidson
motorcycles presented in this table may differtgligfrom the Harley-Davidson retail sales dataspréed in Iltem 7 of this report. The Company’s
source for retail sales data in Item 7 of this remsales and warranty registrations providedibyley-Davidson dealers as compiled by the Company.
The differences are not significant and generalgte to the timing of data submissions to the fietielent sources.

The Company also competes internationally in séeher markets around the world. The most sigaiit of these markets, based on
Company data, are Canada, Japan and Australi@anada, the Company’s market share based on etgias was 38.4%, 32.7% and 30.7%
during 2006, 2005 and 2004, respectively (Sourcepéd and Motorcycle Industry of Canada). Marketretinformation for the remaining
international markets has not been presented bet¢hesCompany does not believe that definitive ratidble registration data is available at
this time.

Motorcycle Manufacturing— The Motor Company’s ongoing manufacturing stratisgdesigned to increase capacity, improve product
quality, improve productivity, reduce costs and@ase flexibility to respond to changes in the ratplace. The Motor Company incorporates
manufacturing techniques focused on continuousigying process improvements and innovation. TheoMBompany refers to these
techniques as operational excellence and theydeamployee and supplier involvement, just-in-timesntory and lean manufacturing
principles, partnering agreements with the locabus, high performance work organizations and stfatl process control.

The Motor Company’s use of just-in-time inventonngiples allows it to minimize its inventories @w materials and work in process, and
minimize scrap and rework costs. This system alleovs quicker reaction to engineering design cleanquality improvements and market
demands. The Motor Company continues to traimasufacturing employees in problem solving andstte&l methods.

Raw Material and Purchased Component3§he Company continues to establish and/or reteftong-term, mutually beneficial relationships
with its suppliers. Through these collaborativiatienships, the Company gains access to techaightcommercial resources for application
directly to product design, development and marufag initiatives and gains commitment from suppdito advance Company interests
efficiently and effectively. This strategy hasuksd in improved product quality, technical intiggrapplication of new features and
innovations, reduced lead times for product develemt, and smoother/faster manufacturing ramp-upewf vehicle introductions. The
Company’s continuing initiative to improve suppl@oductivity and component cost has been instraahémdelivering improvement in cost
and in partially offsetting raw material commoditsice pressures. The Company anticipates th&ddtss on collaboration and strong supg
relationships will be beneficial to achieving coeprovement over the long-term.
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The Company purchases all of its raw materialsigipally steel and aluminum castings, forgingselssbeets and bars, and certain motor«
components, including electric fuel injection sys$e batteries, tires, seats, electrical comporemsnstruments. Given current economic
conditions in certain raw material commodity masketnd pressure on certain suppliers due to difigsuin the automotive industry and U.S.
manufacturing sector in general, the Company isetfomonitoring supply, availability and pricingrfooth its suppliers and in-house
operations. However, at this time, the Companysdus anticipate any difficulties in obtaining ravaterials or components.

Research and Development The Company believes research and developmesigiicant factors in its ability to lead the ¢ois and
touring motorcycling market and to develop proddotshe performance segment. The Compamroduct Development Center (PDC) br|
employees from styling, purchasing and manufactutdgether with regulatory professionals and s@ppkpresentatives to create a
concurrent product and process development tedme. Cbmpany incurred research and development eepei$177.7 million, $178.5
million and $170.7 million during 2006, 2005 and)2Qrespectively.

Regulation— Federal, state and local authorities have variong@mental control requirements relating to aiater and noise pollution tr
affect the business and operations of the Compahg. Company strives to ensure that its faciliied products comply with all applicable
environmental regulations and standards.

The Company’s motorcycles are subject to certificaby the U.S. Environmental Protection Agency AkFor compliance with applicable
emissions and noise standards and by the Statelidéi@ia Air Resources Board (CARB) with respaciQARB’s more stringent emissions
standards. Company motorcycles sold in Califoam&@also subject to evaporative emissions standlaatisire unique to California. The
Company’s motorcycle products have been certifbecbimply fully with all such applicable standard3ARB’s motorcycle emissions
standards will become more stringent with model 2&®8. The EPA has finalized new tail pipe enaissstandards for 2006 and 2010,
respectively, which are harmonized with the Cafifaremissions standards. Harley-Davidson motoecgobducts have been certified to the
new EPA standards for 2006 and the Company believal comply with future requirements when thgg into effect. Additionally, the
European Union, Japan and certain emerging maaketsonsidering making motorcycle emissions andesiandards more stringent, which
in the European Union are already more stringear those of the EPA. Consequently, the Comparycuefitinue to incur some level of
research and development and production cost®delatmotorcycle emissions and noise for the f@akke future. The Company does not
anticipate that any of these standards will hameaterially adverse impact on its capital expend#yuearnings or competitive position.

The Company, as a manufacturer of motorcycle prisdigsubject to the National Traffic and Motorhitde Safety Act, which is
administered by the National Highway Traffic Saféigministration (NHTSA). The Company has certiftedNHTSA that its motorcycle
products comply fully with all applicable federabtor vehicle safety standards and related regulatid’he Company has from time to time
initiated certain voluntary recalls. During thetl¢hree years, the Company has initiated 18 valynecalls at a total cost of $14.0 million.
The Company reserves for all estimated costs agsaciith recalls in the period that the recallsamnounced.

Employees— As of December 31, 2006, the Motorcycles segrhadtapproximately 9,000 employees. Unionized eygas at the
motorcycle manufacturing facilities in Wauwatosa &henomonee Falls, Wisconsin and Kansas City, Missoe represented by the United
Steelworkers of America (USW), as well as the Imational Association of Machinist and Aerospace kéos (IAM). Unionized employees
at the distribution and manufacturing facilitiesHranklin and Tomahawk, Wisconsin are represenyettidd USW. Production workers at the
motorcycle manufacturing facility in York, Pennsghia are represented by the IAM. The collectiveyaming agreement with the
Pennsylvania-IAM will expire on February 2, 2018 tcollective bargaining agreement with the Kar@iasUSW and IAM will expire on
August 1, 2007, and the collective bargaining amge# with the Wisconsin-USW and IAM will expire darch 31, 2008.

Internet Access— The Company’s internet address is www.hadeayidson.com. The Company makes available fredarfge (other than ¢
investor’s own internet access charges) througintésnet website the Company’s Annual Report om¥d0-K, quarterly reports on Form
10-Q and current reports on Form 8-K, and amendsnent
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to those reports, as soon as reasonably practiafibieit electronically files such material withr, furnishes such material to, the United States
Securities and Exchange Commission. In additiom,Gompany makes available, through its websitefdlowing corporate governance
materials: (a) the Harley-Davidson, Inc. Corpof@tevernance Policy; (b) Committee Charters apprdwethe Harley-Davidson, Inc. Board
of Directors for the Audit Committee, Human Res@sr€ommittee and Nominating and Corporate Govem@uenmittee; (c) the
Company’s Financial Code of Ethics; (d) the Compsu@ode of Business Conduct (the “Code of Condueat§even languages including
English; (e) the Conflict of Interest Process fareldtors and Executive Officers of Harley-Davidsbig. (the “Conflict Process™); (f) a list of
the Company’s Board of Directors; (g) the Comparyslaws; and (h) the Harley-Davidson Environmemalicy. This information is also
available from the Company upon request. The Compatisfies the disclosure requirements undeCtie of Conduct, the Conflict
Process and applicable New York Stock Exchangeadisequirements regarding waivers of the Codeaidtict or the Conflict Process by
posting such information on its website at www.agstlavidson.com and by disclosing the informatiothie Company’s proxy statement for
its annual meeting of shareholders. The Compangtisncluding the information contained on or dafalie through its website as a part of, or
incorporating such information by reference intos tAnnual Report on Form 10-K.
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Financial Services

HDFS is engaged in the business of financing andceg wholesale inventory receivables and consumil loans (primarily for the
purchase of motorcycles). Additionally, HDFS isament for certain unaffiliated insurance carrfgneviding property/casualty insurance and
also sells extended service contracts, gap covenagielebt protection products to motorcycle owné&tBFS conducts business in the United
States, Canada and Europe.

Harley-Davidson and Buel— Operating under the trade name Harley-Davids@uifrHDFS provides wholesale financial services to
Harley-Davidson and Buell dealers and retail finagdo consumers. Operating under the trade naamrkeyDavidson Insurance, HDFS is
agent for the sale of motorcycle insurance polieied also sells extended service warranty agreamngap contracts and debt protection
products.

Wholesale financial services include floorplan apén account financing of motorcycles and motoeyealrts and accessories. HDFS offers
wholesale financial services to Harley-Davidsonleisain the U.S., Canada and Europe and during,2g8@roximately 97% of such dealers
utilized those services. Prior to August 2002, i0Ffered wholesale financing to some of the ComifsaBuropean motorcycle dealers
through a joint venture with Transamerica DistribntFinance. In August 2002, HDFS terminated jihist venture relationship and began
directly serving the wholesale financing needsooshe European dealers. The wholesale finance opesadf HDFS are located in Plano,
Texas and Oxford, England.

Retail motorcycle financial services include instednt lending for new and used Harley-Davidson Badll motorcycles. HDFS'’ retail
financial services are available through most HabBavidson and Buell dealers in the United Stateb@anada. HDFS’ retail finance
operations are located in Carson City, Nevada datoP Texas.

Motorcycle insurance, extended service contraeg,apverage and debt protection products that Hoffe8s are available through most
Harley-Davidson and Buell dealers in the Unitede&itand Canada. Motorcycle insurance that HDFS®of6 also marketed on a direct basis
to motorcycle riders. HDFS insurance operatioesl@cated in Carson City, Nevada and Plano, Texas.

Funding— HDFS is financed by operating cash flow, assekbd securitizations, the issuance of commercipépaevolving credit
facilities, medium-term notes, senior subordinatelt and the availability of advances and loansfilke Company. In asset-backed
securitizations, HDFS sells retail motorcycle loans records a gain on the sale of those loans-SH&)so retains an interest in the excess
cash flows from the receivable and recognizes ircomthis retained interest. After the sale, HpESorms billing, customer service and
portfolio management services for these loans aoeélives a servicing fee for providing these sesvice

Competition— The Company regards its ability to offer a paeckafjwholesale and retail financial services agaificant competitive
advantage for HDFS. Competitors compete for bssitiased largely on price and, to a lesser exdentice. HDFS competes based on
convenience, service, brand association, dealetioak, industry experience, terms and price.

During 2006, HDFS financed 48% of the new Harlewibson motorcycles retailed by independent deafetise United States, as compared
to 45% in 2005. Competitors for retail motorcyfifeance business are primarily banks, credit unemmg other financial institutions. In the
motorcycle insurance business, competition primadimes from national insurance companies and fn@orance agencies serving local or
regional markets. For insurance-related produath as extended service contracts, HDFS faces ddimpdrom certain regional and
national industry participants as well as dealdnénse programs.

Competition for the wholesale motorcycle financsibass is primarily banks and other financial ilgions providing wholesale financing to
Harley-Davidson and Buell dealers in their locarkess.

Trademarks— HDFS uses various trademarks and trade naméis filmancial services and products which are lggshfrom H-D Michigan,
Inc., including HARLEY-DAVIDSON, H-D and the Bar &hield logo.
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Seasonality— In the northern United States and Canada, mottesyare primarily used during warmer months. Adoaly, HDFS
experiences seasonal variations. From mid-Mandutih August, retail financing volume increases whdlesale financing volume
decreases as dealer inventories decline. Frone®éer through mid-March, there is a decrease ail fdtancing volume while dealer
inventories build and turn over more slowly, subgtdly increasing wholesale finance receivables.

Regulation— The operations of HDFS (both domestic and foreage subject, in certain instances, to superviaimhregulation by state and
federal administrative agencies and various forgigwernmental authorities. Many of the statutargl eegulatory requirements imposed by
such entities are in place to provide consumergtimn as it pertains to the selling of financiedgucts and services. Therefore, operations
may be subject to various regulations, laws anttijaldand/or administrative decisions imposing fiegjments and restrictions, which among
other things: (1) regulate credit granting actaestiincluding establishing licensing requiremeimtspplicable jurisdictions; (2) establish
maximum interest rates, finance charges and othemges; (3) regulate customers’ insurance cove(dyeequire disclosure of credit and
insurance terms to customers; (5) govern secuaaddctions; (6) set collection, foreclosure, repssion and claims handling procedures and
other trade practices; (7) prohibit discriminatiorthe extension of credit and administration @fris; (8) regulate the use and reporting of
information related to a borrower; (9) require aértperiodic reporting; and/or (10) govern the asd protection of non-public personal
information.

Depending on the provisions of the applicable lamd regulations and the specific facts and circantsts involved, violations of these laws
may limit the ability of HDFS to collect all or gaof the principal or interest on applicable loamgy entitle the borrower to rescind the loan
or to obtain a refund of amounts previously paid,an addition, could subject HDFS to the paymerdamages or penalties and
administrative sanctions, including “cease andsiésrders.

Such regulatory requirements and associated sgi@maould limit the discretion of HDFS in operafiits business. Noncompliance with
applicable statutes or regulations could resuth@ésuspension or revocation of any charter, lieemgegistration at issue, as well as the
imposition of civil fines, criminal penalties andrainistrative sanctions. The Company cannot agbattethe applicable laws or regulations
will not be amended or construed differently, thetv laws and regulations will not be adopted of ithizrest rates charged by HDFS will not
rise to maximum levels permitted by law, the efigichny of which could be to adversely affect tlusibess of HDFS or its results of
operations.

A subsidiary of HDFS, Eaglemark Savings Bank (ES8% Nevada state thrift chartered as an Induistoian Company (ILC). As such, the
activities of this subsidiary are governed by fedleegulations and State of Nevada banking lawsasedubject to examination by the Fed
Deposit Insurance Corporation (FDIC) and Nevadtediank examiners. During 2002, ESB began to roaigi retail loans and to sell the
loans to a non-banking subsidiary of HDFS. Thizxpss allows HDFS to offer retail products with coom characteristics across the United
States and to uniformly service loans to domestiailrcustomers.

Employees— As of December 31, 2006, the Financial Servieggrent had approximately 704 employees. No empkgéHDFS are
represented by labor unions.
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Item 1A. Risk Factors

An investment in Harley-Davidson, Inc. involvesssincluding those discussed below. These ristofa should be considered carefully
before deciding whether to invest in the Company.

 The Company has a number of competitors of varyingizes that are based both inside and outside the lted States some of
which have greater financial resources than the Copany. Many of the Company’s competitors are more difiedsthan the
Company, and they may compete in the automotiv&kehar all segments of the motorcycle market. Aiprice becomes a more
important competitive factor for consumers in tle@avyweight motorcycle market, the Company may leaeempetitive
disadvantage. In addition, the Company’s finanefarations face significant competition from vasdanks, insurance companies
and other financial institutions, some of which krger and offer more financial products than@uwnpany. Failure to adequately
address and respond to these competitive pressorésvide could have a material adverse effecten@ompany’s business and
results of operations.

*  The Company’s marketing strategy of associating iteotorcycle products with a motorcycling lifestylemay not be successful
with future customers. The Company has been successful in marketimgdducts in large part by promoting the experiesice
motorcycling. This lifestyle is now more typicalygsociated with a retail customer base comprifetividuals who are, on
average, in their mid-forties. To sustain long¥tegrowth, the Company must continue to be succkssfiromoting motorcycling to
customers new to the sport of motorcycling inclgdivomen, younger riders and more ethnically diveicers.

*  The Company’s success depends upon the continuedestgth of the Harley-Davidson brand. The Company believes that the
Harley-Davidson brand has significantly contributedhe success of its business and that maintaama enhancing the brand is
critical to expanding its customer base. Failorprotect the brand from infringers or to grow tadue of the Harleypavidson bran:
could have a material adverse effect on the Conipdousiness and results of operations.

*  The Company’s prospects for future growth are largéy dependent upon its ability to develop and succehully introduce new,
innovative and compliant products. The motorcycle market continues to advance ims$euf cutting edge styling and new
technology and, at the same time, be subject reasing regulations related to safety and emissidie Company must continue to
distinguish its products from its competitopgbducts with unique styling and new technologied & protect its intellectual propel
from imitators. In addition, these new productssimeomply with applicable regulations worldwideheTCompany must make
product advancements while maintaining the cldssik, sound and feel associated with Harley-Davidsmducts. The Company
must also be able to design and manufacture thesleigts and deliver them to the marketplace im&ly manner. There can be no
assurances that the Company will be successfakisetendeavors or that existing and prospectivermess will favorably receive
the Company’s new products.

*  The Company’s Motorcycles segment is dependent upamionized labor. Substantially all of the hourly employees working
the Motorcycles segment are represented by uniothea@vered by collective bargaining agreementstleleDavidson Motor
Company is currently a party to five collective ¢gining agreements with local affiliates of theehmiational Association of
Machinists and Aerospace Workers and the UnitedlBtrkers of America that expire during August 20BTarch 2008 and
February 2010. These collective bargaining agreésngenerally cover wages, healthcare benefitgetit@ment plans, seniority, j¢
classes and work rules. There is no certaintyttt@Company will be successful in negotiating m&reements with these unions
that extend beyond the current expiration datakatrthese new agreements will be on terms asdleto the Company as past
labor agreements. Failure to renew these agresmdran they expire or to establish new collectiasghining agreements on terms
acceptable to the Company and the unions couldtiiesnork stoppages or other labor disruptionsahhiould have a material
adverse effect on customer relationships and threpaoy’s business and results of operations.
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The Company’s operations are dependent upon attrattg and retaining skilled employees.The Company’s future success
depends on its continuing ability to identify, hidevelop, motivate and retain skilled personnebfbareas of its organization. The
current and future total compensation arrangemarttsh include benefits and cash bonuses, may esubcessful in attracting new
employees and retaining and motivating the Commaeyisting employees. If the Company does noterdatin attracting personnel
or retaining and motivating existing personnel, @@mpany may be unable to develop and distribuidymts and services and grow
effectively.

The Company incurs substantial costs with respecbtpension benefits and providing healthcare for itemployees.The
Company'’s estimates of liabilities and expensegérsions and other post-retirement healthcarefitenequire the use of
assumptions. They include the rate used to digaberfuture estimated liability, the rate of retum plan assets and several
assumptions relating to the employee workforceafgdhcreases, medical costs, retirement age amthlity). Actual results may
differ which may have a material adverse effecfutare results of operations, liquidity or sharetesk’ equity. In addition, rising
healthcare and retirement benefit costs in theddnBtates may put the Company under significaritpressure as compared to our
competitors.

The Company manufactures products that create expose to product liability claims and litigation. To the extent plaintiffs a
successful in showing that personal injury or progpdamage result from defects in the design orufasture of the Company’s
products, the Company could be subject to claimsléimages that are not covered by insurance. d$ts associated with defendi
product liability claims, including frivolous lawis, and payment of damages could be substanftad. Company’s reputation could
also be adversely affected by such claims, whethaot successful.

The Company sells its products at wholesale and miusly on a network of independent dealers and disibutors to manage
the retail distribution of its products. The Company depends on the capability of itspedeent dealers and distributors to
develop and implement effective retail sales ptansreate demand for the motorcycles and relatedysts and services they
purchase from the Company. If the Company’s inddpahdealers and distributors are not successtheige endeavors, then the
Company will be unable to maintain or grow its newes.

The Company and its independent dealers must balardhe economies of level production with a more sganal retail sales
pattern. The Company generally records the sale of a raptte when it is shipped to the Company’s indepahdealers and
distributors. In the past, the Company has noeggpced seasonal fluctuations in its wholesaleonggtle sales, and as a result, the
Company has been able to maintain production shaglatively level. Over the last several yedrs,Eompany has been working to
increase the availability of its motorcycles atldeships to help improve the customer experieridee increased availability of
motorcycles has resulted in the timing of retailgmases tracking more closely with regional motoleyiding seasons. This requi
the Company to adapt its methods for allocatingiitslucts to its dealer network so that allocatimthods are aligned with retalil
demand. In addition, the Company’s independentedgand distributors must manage seasonal increagegentory. As a result,
the Company and its independent dealers and distrid must balance the economies of level produatith the inventory costs
associated with a more seasonal retail sales patfailure to balance the two, or the inabilitytlid Company to adequately adjus
allocation methods, could have a material adveffeeteon the Company’s business and results ofaijmers.

The Company relies on third party suppliers to obtén raw materials and provide component partsfor use in the manufacture
of its motorcycles. The Company cannot be certain that it will ngbenence supply problems such as unfavorable prioin
untimely delivery of raw materials and componeritscertain circumstances, the Company relies single supplier to provide the
entire requirement of a specific part and a changkis established supply relationship may causeudtion in the Company’s
production schedule. In addition, the price anailability of raw materials and component partsrrsuppliers can be adversely
affected by factors outside of the Company’s cdraueh as increased worldwide demand. Further, 2oy suppliers who also
serve the automotive industry may be experiendimgntial difficulties due to a downturn in that irelry. These supplier risks may
have a material adverse effect on the Company'méss and results of operations.
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The Company must maintain its reputation of being agyood corporate citizen and treating customers, entpyees, suppliers

and other stakeholders fairly. The Company has a history of good corporate gowvemaPrior to the enactment of the Sarbanes-
Oxley Act of 2002 (the “Act”), the Company had ilape many of the corporate governance procedutprtesses now mandated
by the Act and related rules and regulations, siscBoard Committee Charters and a Corporate GoweerRolicy. In 1992, the
Company established a Code of Business Conducti¢fiiates how employees interact with various Compaakeholders and
addresses issues such as confidentiality, comfliztterest and fair dealing. Failure to mainttiis reputation could have a material
adverse effect on the Company’s business and sesfudtperations.

The Company must invest in and successfully impleménew information systems and technologyThe Company is continual
modifying and enhancing its systems and technologgcrease productivity and efficiency. When ierpkented, the systems and
technology may not provide the benefits anticipated could add costs and complications to ongopagations, which could have a
material adverse effect on the Company’s businedsesults of operations.

The Company is the defendant in several class acti@nd similar lawsuits. In January 2001, the Company, on its own init&ti
notified each owner of 1999 and early-2000 modal y¢arley-Davidson motorcycles equipped with Twan€88® and Twin Cam
88B™ engines that the Company was extending theawrfor a rear cam bearing to 5 years or 50,008sm Subsequently,
putative nationwide class actions were filed agaims Company relating to the cam bearing as dssmis Item 3. — Legal
Proceedings.

A number of shareholder class action lawsuits iitzd between May 18, 2005 and July 1, 2005 agdhestCompany and certain
Company officers. The consolidated complaint aegecurities law violations and seeks unspeaifeedages relating generally to
the Company’s April 13, 2005 announcement thatais weducing short-term production growth and pldrnnereases of motorcycle
shipments from 317,000 units in 2004 to a new 2@@det of 329,000 units compared to its origined¢a of 339,000 units.

In addition, several shareholder derivative lawshave been filed against directors and officetth@fCompany. The lawsuits also
name the Company as a nominal defendant. In getteeashareholder derivative complaints includeifal allegations similar to
those in the class action complaints and allegatibat officers and directors breached their fidoctuties to the Company.

On August 25, 2005, a class action lawsuit allegin¢ptions of the Employee Retirement Income Siégutct (“ERISA”) was filed
against the Company, the Administrative Committene Company and Company officers, directors aarthin employees. In
general, the ERISA complaint includes factual aténs similar to those in the shareholder clasmtawsuits and alleges on
behalf of participants in certain Harley-Davidsetinement savings plans that the plan fiduciarresthed their ERISA fiduciary
duties.

The uncertainty associated with substantial unvesblawsuits could harm the Company’s businesanfifal condition and
reputation. The defense of the lawsuits couldltésiuhe diversion of management’s time and attenaway from business
operations and negative developments with respetietlawsuits could cause a decline in the pricee@Companys common stock
In addition, although we are unable to determimeatimount, if any, that we may be required to pagoimection with the resolution
of the lawsuits by settlement or otherwise, anthquaryment could have a material adverse effecherCompany’s business and
results of operations.
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There is a Securities and Exchange Commission inqyirelating to the Company. On July 11, 2005, the staff of the
Enforcement Division of the United States Secwsiiad Exchange Commission (“SEC”) inquired intoteratgenerally relating to
the Company'’s April 13, 2005 announcement and cediéegations contained in the shareholder comfdalescribed above. The
Company has cooperated with the SEC. An inquithisfnature ultimately could result in a formaléstigation, other proceedings
and penalties.

The Company must comply with governmental laws andegulations that are subject to change and involvsignificant costs.
The Company’s sales and operations in areas outsédd.S. may be subject to foreign laws, regutetiand the legal systems of
foreign courts or tribunals. These laws and pefi@overning operations of foreign-based compargakl result in increased costs
or restrictions on the ability of the Company tdl #e products in certain countries. The Comparninternational sales operations
may also be adversely affected by United States Efecting foreign trade and taxation.

The Company’s domestic sales and operations ajeciub governmental policies and regulatory actiohagencies of the United
States Government, including the Environmentaldatodn Agency, SEC, National Highway Traffic Safétgministration,
Department of Labor and Federal Trade Commissioraddition, the Company’s sales and operationgbs@subject to laws and
actions of state legislatures and other local i@gus, including dealer statutes and licensing la@sanges in regulations or the
imposition of additional regulations could have atemial adverse effect on the Company’s businedsesults of operations.

The Company’s financial services operations areesgwd by various foreign, federal and state laasitiore specifically affect
general financial and lending institutions. Thar@any’s financial services operations originaterttagority of its consumer loans
through its subsidiary, Eaglemark Savings Bank.ngka in regulations or the imposition of additioregjulations could affect the
earnings of the financial services operations anckta material adverse effect on the Company’sibssiand results of operations.
Any unauthorized release of consumer data coulpestithe Company to liability and adversely afféet Company’s reputation.

In addition, the Company is also subject to poii@ad actions of the New York Stock Exchange (“NY)SElany major competitor
of the Company are not subject to the requiremefitise SEC or the NYSE rules. As a result, the fany may be required to
disclose certain information that could put the @amy at a competitive disadvantage to its prinojoahpetitors.

Breaches of security involving consumers’ personaata could adversely affect the Company’s reputatio, revenue and
earnings. The Company receives and stores personal infaxmen connection with its financial services ogtons, the Harley
Owners Group and other aspects of its business.cBref the systems on which sensitive consumernmdtion is stored or other
unauthorized release of consumer information cadleersely affect the Company’s reputation and teadaims against the
Company.

The Company’s financial services operations are hidy dependent on accessing capital markets to furits operations at
attractive interest rates. The Company’s ability to access unsecured capitakets is influenced by its credit ratings. The
Company currently has very strong credit ratingsyéver, if its ratings were to be downgraded, @stof borrowing could be
adversely affected resulting in reduced earningkiaterest margins.

The Company’s financial services operations are exposed to criédsk on its retail and wholesale receivables, reeivables hel
for sale, and its investment in retained securitizion interests. Credit risk is the risk of loss arising from &dee by a customer
to meet the terms of any contract with the CompaBsedit losses are influenced by general busiaedssconomic conditions, as
well as contract terms, customer credit profiled tre new and used motorcycle market. Negativegésin general business,
economic or market factors could adversely impaetGompany’s credit losses and future earninggdi€Cexposure is significantly
sensitive to any decline in new and used motorcpdtes. In addition, the frequency of losses ddd negatively influenced by
adverse changes in macro-economic factors, suagheraployment rates and bankruptcy filings.
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The Company is exposed to market risk from changes foreign exchange rates and interest rate§.he Company sells its
products internationally and in most markets trgses are made in the foreign country’s local cwye Earnings from the
Companys financial services business are affected by admairginterest rates. The Company uses derivtigacial instruments t
attempt to manage foreign currency exchange ratg$nderest rate risks. There can be no assuthatén the future the Company
will successfully manage these risks.

The Company disclaims any obligation to updatedhrisk Factors or any other forward-looking statetsie The Company assumes
no obligation (and specifically disclaims any sotfigation) to update these Risk Factors or angofbrward-looking statements to
reflect actual results, changes in assumptionshardactors affecting such forward-looking statetse
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Item 2. Properties

The following is a summary of the principal opemgtproperties of the Company as of December 316:200

Motorcycles and Related Products Segment

Approximate

Type of Facility Location Square Feel Status

Corporate Office Milwaukee, WI 515,00C Owned

Warehoust Milwaukee, WI 24,00C Lease expiring 200
Airplane hanga Milwaukee, WI 14,60C Owned
Manufacturing Wauwatosa, W 422,000 Owned

Product Development Cent Wauwatosa, W 409,00C Owned

Distribution Cente Franklin, WI 250,00C Owned
Manufacturing Menomonee Falls, \ 868,00 Owned

Product Development and Offi East Troy, WI 54,00 Lease expiring 200
Manufacturing East Troy, WI 40,000 Lease expiring 200
Manufacturing Tomahawk, WI 211,00C Owned

Office Ann Arbor, Ml 3,30C Lease expiring 200
Office Cleveland, OF 23,00C Lease expiring 201
Manufacturing ant

Materials Velocity Cente Kansas City, MC 450,00C Owned

Materials Velocity Cente Manchester, P/ 212,00 Owned
Manufacturing York, PA 1,321,000 Owned

Motorcycle Testing Talladega, AL 35,000 Lease expiring 201
Motorcycle Testing Naples, FL 82,00C Owned

Motorcycle Testing Mesa, AZ 29,00C Lease expiring 200
Office Morfelder-Waldorf, Germany 22,000 Lease expiring 200
Office and Warehous Oxford, Englanc 27,000 Lease expiring 201
Office Liederdorp, The Netherlant 9,00C Lease expiring 201
Office Creteil, France 8,45C Lease expiring 201
Office Paris, Franc 7,00C Lease expiring 200
Office and Warehous Arese, Italy 17,00C Lease expiring 200
Office Zurich, Switzerlanc 2,00C Lease expiring 200
Office Sant Cugat, Spai 3,40C Lease expiring 201
Office Barcelona, Spai 2,00C Lease expiring 200
Warehoust Yokohama, Japa 15,00C Lease expiring 200
Office Tokyo, Japal 14,00C Lease expiring 200
Manufacturing Adelaide, Australic 485,000 Lease expiring 201
Office Sydney, Australi 1,10C Lease expiring 201
Office Sydney, Australi 600 Lease expiring 200
Office Shanghai, Chin 1,70C Lease expiring 200
Manufacturing and Offic Manaus, Brazi 30,000 Lease expiring 200

The Company has eight facilities that perform mantifring operations: Wauwatosa and Menomonee Wali;onsin (motorcycle

powertrain production); Tomahawk, Wisconsin (fidasg/plastic parts production and painting); Y®&knnsylvania (motorcycle parts
fabrication, painting and Softdil and touring model assembly); Kansas City, Miss@mnotorcycle parts fabrication, painting and Dynadé)
Sportste and VRSC™ assembly); East Troy, WiseofBuell® motorcycle assembly); Manaus, Brazil éasbly of select models for
Brazilian market); and Adelaide, Australia (motaieywheel production).
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Financial Services Segment

Approximate

Type of Facility Location Square Feel Status
Office Chicago, IL 35,000 Lease expiring 200
Office Chicago, IL 26,00C Lease expiring 202
Office Plano, TX 61,50C Lease expiring 201
Office Carson City, NV 100,00C Owned
Storage Carson City, NV 1,60C Lease expiring 200
Office Oxford, Englanc 6,00C Lease expiring 201

The Financial Services segment has four officdifees: Chicago, lllinois (corporate headquartefgno, Texas (wholesale, insurance and
retail operations); Carson City, Nevada (retail arsilirance operations); and Oxford, England (Ewsopgholesale operations). Corporate
headquarters will be moving into a new office ibReary 2007.
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Item 3. Legal Proceedings

Shareholder Lawsuits:

A number of shareholder class action lawsuits Viilxd between May 18, 2005 and July 1, 2005 inWinited States District Court for the
Eastern District of Wisconsin. On February 14,&a8e court consolidated all of the actions insirgyle case, captionéd re Harley-
Davidson, Inc. Securities Litigatic, and appointed Lead Plaintiffs and Co-Lead PI&gitCounsel. Pursuant to the schedule set bythet,
on October 2, 2006, the Lead Plaintiffs filed a €aidated Class Action Complaint, which names tbenGany and Jeffrey L. Bleustein,
James L. Ziemer, and James M. Brostowitz, who amany officers, as defendants. The Consolidatedlaint alleges securities law
violations and seeks unspecified damages relagngmlly to the Company’s April 13, 2005 announcetntieat it was reducing short-term
production growth and planned increases of motdecsisipments from 317,000 units in 2004 to a ne@b2@rget of 329,000 units (compa
to its original target of 339,000 units). On Detemnl18, 2006, the defendants filed a motion to disrthe Consolidated Complaint in its
entirety. Briefing of the motion to dismiss is igigated to be completed in April 2007.

Three shareholder derivative lawsuits were fileth United States District Court for the Easterstiixt of Wisconsin on June 3, 2005,
October 25, 2005 (this lawsuit was later volunyadilsmissed) and December 2, 2005 and two sharehd&tivative lawsuits were filed in
Milwaukee County Circuit Court on July 22, 2005 ahavember 16, 2005 against some or all of the ¥althg current or former directors and
officers of the Company: Jeffrey L. Bleustein, JarheZiemer, James M. Brostowitz, Barry K. AllericRard |. Beattie, George H. Conrades,
Judson C. Green, Donald A. James, Sara L. LevirGearge L. Miles, Jr., James A. Norling, James AQdslin, Donna F. Zarcone, Jon R.
Flickinger, Gail A. Lione, Ronald M. Hutchinson, \Wenneth Sutton, Jr. and John A. Hevey. The laissalso name the Company as a
nominal defendant. In general, the shareholdevatare complaints include factual allegations $anto those in the class action complaints
and allegations that officers and directors bredcheir fiduciary duties to the Company. On Febyual, 2006, the state court consolidated
the two state court derivative actions and appdih&ad Plaintiffs and Lead Plaintiffs’ counsel, axdApril 24, 2006, the state court ordered
that the consolidated state court derivative adviestayed until after motions to dismiss the fabgecurities class action are decided. On
February 15, 2006, the federal court consoliddtedederal derivative lawsuits with the securitiesl ERISA (see below) actions for
administrative purposes.

On July 11, 2005, the staff of the Enforcement 8livi of the United States Securities and Excharagrerission (SEC) advised the Comp
that it is inquiring into matters relating geneyath the Company’s April 13, 2005 announcement@arthin allegations contained in the
shareholder complaints. The Company is cooperatittythe SEC.

On August 25, 2005, a class action lawsuit allegin¢ations of the Employee Retirement Income Siggudsct (ERISA) was filed in the
United States District Court for the Eastern Dgdtdf Wisconsin. As noted above, on February D862 the court ordered the ERISA action
consolidated with the federal derivative and se¢@sriactions for administrative purposes. Purstaitiie schedule set by the court, on
October 2, 2006, the ERISA plaintiff filed an AmeadClass Action Complaint, which named the Comp#re/Harley-Davidson Motor
Company Retirement Plans Committee, the Compamgéglership and Strategy Council, Harold A. Scothelal. Ziemer, James M.
Brostowitz, Gail A. Lione, Joanne M. Bischmann, Kdr Eberle, Jon R. Flickinger, Ronald M. Hutchinsdames A. McCaslin, W. Kenneth
Sutton, Jr., and Donna F. Zarcone, who are cumefttrmer Company officers or employees, as defatsdghe “Company Defendants”). In
general, the ERISA complaint includes factual atéans similar to those in the shareholder claismtawsuits and alleges on behalf of
participants in certain Harley-Davidson retiremeanings plans that the plan fiduciaries breacheit ERISA fiduciary duties. On December
18, 2006, the defendants filed a motion to disrtlissSERISA complaint in its entirety. Briefing dfe motion to dismiss is anticipated to be
completed in April 2007.

The Company believes the allegations against ah@flefendants in the lawsuits against the Compagyvithout merit and it intends to
vigorously defend against them. Since all of thesdters are in the preliminary stages, the Comjmmuapable to predict the scope or outct
or quantify their eventual impact, if any, on thendpany. At this time, the Company is also unablestimate associated expenses or pos
losses. The Company maintains insurance that imétyis financial exposure for defense costs aadility for an
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unfavorable outcome, should it not prevail, forirtis.covered by the insurance coverage.

Security Breach Lawsuit:

On January 22, 2007, a purported class action liawss filed in the Supreme Court of the State ef\NYork against Harley-Davidson, Inc.
and the Harley Owners Group. The complaint allegasthe Company was negligent in failing to pmhpsafeguard, protect and keep
confidential the personal “Customer Identifiabléohmation” that was stored on a Company laptop aaterpthat was lost on or about August
14, 2006. The complaint also alleges that Harleyiflson breached fiduciary duties and made faldefrmudulent representations and
warranties to its customers that it would keep anitial and safeguard and protect the personabies information in its possession. The
complaint seeks unspecified damages. The Compaligybs the allegations in the lawsuit are withmetit and it intends to vigorously
defend against them.

Cam Bearing Lawsuit

In January 2001, the Company, on its own initigtivetified each owner of 1999 and early-2000 mgeelr Harley-Davidson motorcycles
equipped with Twin Cam 88 and Twin Cam 88B  engitimat the Company was extending the warranty feaacam bearing to 5 years
or 50,000 miles. Subsequently, on June 28, 20plifaive nationwide class action was filed againstCompany in state court in Milwaul
County, Wisconsin, which was amended by a compfdatd September 28, 2001. The complaint alleded this cam bearing is defective
and asserted various legal theories. The comainght unspecified compensatory and punitive das&y affected owners, an order
compelling the Company to repair the engines ahdraklief. On February 27, 2002, the Company’sioncto dismiss the amended
complaint was granted by the Court and the amendstplaint was dismissed in its entirety. An appeas filed with the Wisconsin Court
Appeals. On April 12, 2002, the same attorneysifi second putative nationwide class action agdiesCompany in state court in
Milwaukee County, Wisconsin relating to this canatieg issue and asserting different legal thedhias in the first action. The complaint
sought unspecified compensatory damages, an codgpalling the Company to repair the engines andrattlief. On September 23, 2002,
the Company’s motion to dismiss was granted byQbert, the complaint was dismissed in its entiratyd no appeal was taken. On January
14, 2003, the Wisconsin Court of Appeals reverbedtial court's February 27, 2002 dismissal of ¢henplaint in the first action, and the
Company petitioned the Wisconsin Supreme Courtdeiew. On March 26, 2004, the Wisconsin SuprermerOreversed the Court of
Appeals and dismissed the remaining claims in ttiem On April 12, 2004, the same attorneys fietthird action in the state court in
Milwaukee County, on behalf of the same plaintiftem the action dismissed by the Wisconsin Supr@mert. This third action was
dismissed by the court on July 26, 2004. In addjtthe plaintiffs in the original case moved topen that matter and amend the complaint to
add new causes of action. On September 9, 200d/aMlkee County Circuit Court refused to allow teepening or amendment. Plaintiffs
again appealed to the Wisconsin Court of Appeald,an December 13, 2005, the Court of Appeals agaiarsed the trial court. On January
12, 2006, the Company filed a petition for reviewhwhe Wisconsin Supreme Court. Oral argumenteweard on September 7, 2006 and
the Company is awaiting a decision from the colitte Company believes that the 5-year/50,000 milgranty extension it announced in
January 2001 adequately addressed the conditicafffrted owners, and the Company intends to coatia vigorously defend this matter.

Environmental Matters

The Company is involved with government agenciesgnoups of potentially responsible parties in @asi environmental matters, includin
matter involving the cleanup of soil and groundwatntamination at its York, Pennsylvania facilitfyhe York facility was formerly used by
the U.S. Navy and AMF prior to the purchase ofYleek facility by the Company from AMF in 1981. Albugh the Company is not certain
as to the full extent of the environmental contaation at the York facility, it has been working wthe Pennsylvania Department of
Environmental Protection (PADEP) since 1986 in utaléng environmental investigation and remediatetivities, including an ongoing
site-wide remedial investigation/feasibility stu@®i/FS).

In January 1995, the Company entered into a settieagreement (the Agreement) with the Navy. TheeAment calls for the Navy and the
Company to contribute amounts into a trust equéB& and 47%, respectively, of future costs assettiaith environmental investigation
and remediation activities at the York facility G@@nse Costs). The trust administers the paynféghedresponse Costs incurred at the York
facility as covered by the Agreement.
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In February 2002, the Company was advised by t&e Bnvironmental Protection Agency (EPA) that imsiders some of the Company’s
remediation activities at the York facility to belgect to the EPA’s corrective action program urttierResource Conservation and Recovery
Act (RCRA) and offered the Company the option adr@dsing corrective action under a RCRA facilizdeagreement. In July 2005, the
York facility was designated as the first site EnRsylvania to be addressed under the “One CleBmgram.” The program provides a more
streamlined and efficient oversight of voluntargneadiation by both PADEP and EPA and will be caroet consistent with the Agreement
with the Navy. As a result, the RCRA facility leagreement has been superseded.

Although the RI/FS is still under way and substanincertainty exists concerning the nature angead the additional environmental
investigation and remediation that will ultimatdlg required at the York facility, the Company esties that its share of the future Response
Costs at the York facility will be approximately $7nillion. The Company has established resereethfs amount, which are included in
Accrued Expenses and Other Liabilities in the Coiséd Consolidated Balance Sheets.

The estimate of the Company'’s future Response Glstsvill be incurred at the York facility is baken reports of independent
environmental consultants retained by the Comptrgyactual costs incurred to date and the estinwtsid to complete the necessary
investigation and remediation activities. Respdbests related to the remediation of soil are etqubto be incurred over a period of several
years ending in 2012. Response Costs relatedtmdrwater remediation may continue for some tieyohd 2012. However, the
Response Costs are expected to be much lowertibaa telated to the remediation of soil.

Under the terms of the sale of the Commercial MekiDivision in 1996, the Company has agreed tenmuify Utilimaster Corporation, until
2008, for certain claims related to environmentaltamination present at the date of sale, up todb2@lion. Based on the environmental
studies performed, the Company does not expeatto any material expenditures under this inderoaiion.

Product Liability Matters

Additionally, the Company is involved in produdbility suits related to the operation of its besis. The Company accrues for claim

exposures that are probable of occurrence andeagasonably estimated. The Company also maintasnsance coverage for product
liability exposures. The Company believes thaadsruals and insurance coverage are adequatdanoroduct liability will not have a

material adverse effect on the Company’s consaitifihancial statements.
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Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of shareholofeifse Company in the fourth quarter of 20

Executive Officers of the Registrant

The following sets forth, as of December 31, 20086,name, age and business experience for thidagtears for each of the executive
officers of Harley-Davidson, Inc. Executive offiseare defined by the Company as executives tkanhambers of the Compasyteadershi
and Strategy Council (LSC). The LSC, which is coisgd of selected members of senior management¥esiaus areas within the
Company, makes high-level resource decisions, dpseaiolicies, and acts as an advisory group t€tiief Executive Officer.

Executive Officers

Name Age
Thomas E. Bergmar 40
Vice President and Chief Financial Offic
Joanne M. Bischmar 45

Vice President, Marketin— Harley-Davidson Motor Compan

James M. Brostowit 54
Vice President and Treasurer and Chief Accountiffac€

Karl M. Eberle 58
Vice President and General Manager, Kansas Citydlipas
— Harley-Davidson Motor Compan

Jon R. Flickinge 49
Vice Presiden— Harley-Davidson Motor Company ar
President and Chief Operating Offic- Buell Motorcycle Compan

John A. Hevey 49
Vice President, Strategic Planning and New Busi
Developmen— Harley-Davidson Motor Compan

Ronald M. Hutchinsol 59
Vice President, New Busine— Harley-Davidson Motor Compan

Gail A. Lione 57
Vice President, General Counsel and Secre
Chief Compliance Office

James A. McCasli 58
President and Chief Operating Offi— Harley-Davidson Motor Compan

Harold A. Scot! 58
Vice President, Human Resour— Harley-Davidson Motor Compan

W. Kenneth Sutton, J 58
Vice President, Engineerir— Harley-Davidson Motor Compan

James L. Zieme 56
President and Chief Executive Officer and Dire:
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Except for the following persons, all such exeariificers have been employed by the Company iexaeutive officer capacity, as defined
above, for more than five years: Thomas E. Bergmaoanne M. Bischmann, Karl M. Eberle, John A. Hewarold A. Scott and Kenneth
Sutton. The following is additional biographicafarmation for at least the last five years relgtio these six executive officers:

Mr. Bergmann has served as the Vice President &ief Einancial Officer since March 6, 2006. Priofjoining the Company, Mr. Bergma
most recently served as Interim Chief Executivadeffof USF Corporation (“USF”), a $2.5 billion trsportation and logistics company, a
position he held from November 2004 to June 2005 Was publicly traded until it was acquired by YR@rldwide Inc. in May 2005.

Prior to that, Mr. Bergmann served as Executivee\Reesident of USF from August 2004 to Novembed208d Senior Vice President and
Chief Financial Officer of USF from February 20@44ugust 2004. Prior to joining USF, Mr. Bergmeasarved as Vice President Finance —
Services of Sears, Roebuck and Co., a retailen ffebruary 2003 to November 2003 and as Vice Reasihd Controller of Sears, Roebuck
and Co. from January 2002 to February 2003.

Ms. Bischmann has served as the Vice Presidenkéflag of the Motor Company since 1996.

Mr. Eberle has served as the Vice President an@&i@keRanager of the Motor Company’s Kansas City ivlehand Powertrain Operations
since 1997.

Mr. Hevey has served as the Vice President, SiaRignning and New Business Development of thedvi@ompany since 2004. Prior
thereto, he served as President and Chief Oper@fificer of Buell Motorcycle Company from 2001 tOG4.

Mr. Scott has served as the Vice President, Humemo&ces of the Motor Company since 2000.
Mr. Sutton became the Vice President, Engineernghe Motor Company in 2002. From 2000 to 2002, $8utton served as Vice President,

Continuous Improvement for the Motor Company.
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PART Il

Item 5. Market for Harley -Davidson, Inc. Common Stock and Related Shareholddévatters

Harley-Davidson, Inc. common stock is traded onNle& York Stock Exchange, Inc. The high and lowkegprices for the common stock,
reported as New York Stock Exchange, Inc. Compdsismsactions, were as follows:

2006 Low High 2005 Low High
First quartel $ 4788 $ 54.97 First quartel $ 5784 $ 62.4¢
Second quarte 47.8€ 53.9¢ Second quarte 45.14 59.4C
Third quartel 50.74 62.32 Third quartel 47.5C 54.2&
Fourth quarte 61.52 75.87 Fourth quarte 44.4C 55.9¢

The Company paid the following dividends per share:

2006 2005 2004
First quarter $ 0.18 $0.125 $0.08C
Second quarte 0.21 0.16C 0.10C
Third quartel 0.21 0.16C 0.10C
Fourth quarter 0.21 0.18C 0.12&

$ 0.81 $0.62t $0.40%F

As of February 19, 2007 there were 88,995 sharenslof record of Harley-Davidson, Inc. common stock

The following table contains detail related to thpurchase of common stock based on the dated# tharing the quarter ended Decembe
2006:

Total Number of Shares Maximum Number of

Purchased as Part o Shares that May Be

2006 Total Number of Average Price Publicly Announced Purchased Under the

Fiscal Month Shares Purchaset Paid per Share Plans or Programs Plans or Programs
September 25 to October 0 0 0 28,457,93:
October 30 to November : 2,098,09: $ 72 2,098,05( 26,970,34!
November 27 to December 0 0 0 27,097,16!

Total 2,098,09: $ 72 2,098,05(

The Company has an authorization (originally addjmeDecember 1997) by its Board of Directors fourehase shares of its outstanding
common stock under which the cumulative numbemhafes repurchased, at the time of any repurchhak ret exceed the sum of (1) the
number of shares issued in connection with theatseiof stock options occurring on or after Jandar004 plus (2) one percent of the
issued and outstanding common stock of the Comparjanuary 1 of the current year, adjusted forsdogk split. The Company
repurchased 2.1 million shares under this authtisizaluring the fourth quarter ended December BD62
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In April 2005, the Company’s Board of Directors aggiely authorized the Company to buy back up t6 &tlllion shares of its common
stock with no dollar limit or expiration date. Dy 2006, 17.2 million shares had been repurchasder this authorization.

During October 2006, the Company’s Board of Direxweparately authorized the Company to buy badk @0.0 million shares of its
common stock with no dollar limit or expiration datNo shares had been repurchased under thisraatiom as of December 31, 2006.

The Harleybavidson, Inc. 2004 Incentive Stock Plan (exhifitll’) permits participants to satisfy all or a gmrtof the statutory federal, st
and local withholding tax obligations arising imeection with plan awards by electing to (a) hdwxe@ompany withhold Shares otherwise
issuable under the award, (b) tender back shaces/szl in connection with such award or (c) delieiter previously owned Shares, in each
case having a value equal to the amount to be elihhDuring the fourth quarter of 2006, the Compaaoquired 41 shares of common stock
that employees presented to the Company to satifififnolding taxes in connection with the vestingedtricted stock awards.

Item 12 of this Annual Report on Form 10-K contadestain information relating to the Company’s égeiompensation plans.

The following information in this Item 5 is not deed to be “soliciting material” or to be “filedVith the SEC or subject to Regulation 144
14C under the Securities Exchange Act of 1934 thediabilities of Section 18 of the Securitieschange Act of 1934, and will not be
deemed to be incorporated by reference into amgfiinder the Securites Act of 1933 or the SeasgiExchange Act of 1934, except to the
extent the Company specifically incorporates iréfgrence into such a filing: the SEC requiresGoenpany to include a line graph
presentation comparing cumulative five year Com8totk returns with a brodohsed stock index and either a nationally recoghnizéustry
index or an index of peer companies selected b thmapany. The Company has chosen to use the $th&door’s 500 Index as the broad-
based index and the Standard & Poor’s MidCap 4@@xras a more specific comparison. The StandaPddr’'s MidCap 400 Index was
chosen because the Company does not believe thatlaer published industry or line-of-business ddequately represents the current
operations of the Company.

$200

— I Harley- Dawldson, e

—— TEPF M Cap 400

$150 — ]

$100 -u
$50
$[:I T T T T
2001 2002 2003 2004 2005 2006

2001 2002 2003 2004 2005 2006
®) (%) (%) (%) (%) (%)

Harley-Davidson, Inc. 100 85 88 113 97 135
Standard & Poc's MidCap 400 Inde 100 86 116 136 153 168
Standard & Poc¢'s 500 Inde> 100 78 101 112 117 136
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Item 6. Selected Financial Data

(In thousands except per share amounts)

Income statement dat

Net revenue
Cost of goods sold
Gross profit

Financial services incon
Financial services expense

Operating income from financial services
Selling, administrative and engineering expense
Income from operations
Investment income, ni
Other, net
Income before provision for income taxes
Provision for income taxes
Net income

Weighte-average common share
Basic
Diluted

Earnings per common sha
Basic
Diluted

Dividends paid per common shz

Balance sheet dat
Working capital
Finance receivables held for s
Finance receivables held for investment,
Total asset
Current finance det
Long-term finance det
Total finance dek
Shareholder equity

20061 2 2005®) 2004 2003 2002
$ 5,800,68 $ 534221 $ 501519 $ 4,62427: $ 4,090,97(
3,567,83¢  3,301,71!  3,11565'  2,958,70¢  2,673,12¢
2,232,84 ~ 2,040,49¢ ~ 1,899,53' = 1,66556(  1,417,84
384,89 331,61¢ 305,26 279,45¢ 211,50(
174,16 139,99¢ 116,66 111,58¢ 107,27¢
210,72 191,62 188,60( 167,87- 104,22"
841,05 762,10¢ 726,64 684,17¢ 639,36¢
1,602,52(  1,470,01. ~ 1,361,49.  1,149,26 882,70:
27,081 22,797 23,101 23,08¢ 16,541
(5,367) (5,049) (5,10€) (6,317) (13,416)
1,624,240  1,487,75¢  1,379,48( 1,166,083 885,82"
581,08 528,15t 489,72( 405,107 305,61(
$ 1,043,15. $ 959,60« $ 889,76¢ $ 760,92¢ $ 580,21
264,45 280,30: 295,00¢ 302,277 302,291
265,27- 281,03 296,85 304,47( 305,15¢
$ 394 $ 342 $ 3.02 $ 252 $ 1.92
$ 392 $ 341 $ 3.0C $ 250 $ 1.90
$ 0.81C $ 0.625 $ 0.405 $ 0195 $ 0.13F
$ 1,954,95( $ 2,272,12' $ 2,510,49( $ 2,087,05¢( $ 1,354,48
547,10¢ 299,37: 456,51¢ 347,117 306,90’
2,280,21°  1,943,22. 165578  1,390,73  1,138,67
5,532,15(  525520¢ 548329,  4,923,08  3,861,21
832,49 204,97: 495,44 324,30¢ 382,57¢
870,000  1,000,00( 800,00( 670,00 380,00(
1,702,49:  1,204,97:  1,295,44: 994,30¢ 762,57¢
2,756,73°  3,083,60!  3,218,47.  2,957,69:  2,232,91

(1) 2006 and 2005 results include the adoption of Btate of Financial Accounting Standards (SFAS) N28(R), “Share-Based Payment” effective
January 1, 2005. See Note 8 to the ConsolidateahEial Statements for further discussion.

(2) 2006 results include the adoption of SFAS No. 1E&ployers’ Accounting for Defined Benefit Pensiand Other Postretirement Plans” as of
December 31, 2006. See Note 6 to the Consolidatehcial Statements for further discussion.
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Item 7. Managements Discussion and Analysis of Financial Position anesults of Operations

Harley-Davidson, Inc. is the parent company forghaups of companies doing business as Harley-Bawid/lotor Company (HDMC), Buell
Motorcycle Company (Buell) and Harley-Davidson Fiaial Services (HDFS). Harley-Davidson Motor Companoduces heavyweight
motorcycles and offers a complete line of motoreymarts, accessories, apparel and general merslkeanldDMC manufactures five families
of motorcycles: Touring, Dyna™, Soft&il , Sportsteand VRSC™. Buell produces sport motorcycleduitiag nine twin-cylinder XB
models and the single-cylinder Bu@ll Bl&st . Baddo offers a line of motorcycle parts, accessrapparel and general merchandise.
HDFS provides wholesale and retail financing arsifance programs primarily to Harley-Davidson/Bdeklers and customers.

The “% Change” figures included in the “Resultgferations” section have been calculated usinguntted dollar amounts and may differ
from calculations using the rounded dollar amopnésented.

Overview
The Company’s net revenue for 2006 was $5.80 hilligp 8.6% over 2005 driven by a 6.1% increasdiipnsents of Harley-Davidsch
motorcycles over 2005. Net income and dilutediegis per share for 2006 were up 8.7% and 15.28pertively, over 2005. The increase
in diluted earnings per share includes the beoéfiwer weighted-average shares outstanding wherpared to the prior year. Weighted-
average shares outstanding were lower in 2006ith2@05 as a result of the Company’s repurchasesmimon stock occurring over the last
two years.

The Company’s independent dealer network also tegarowth over prior year with increases in rataiitorcycle unit sales during 2006.

Worldwide dealer retail sales of Harley-Davidsontonoycles were up 8.5% in 2006 over 2005. In tingtédl States, retail sales of Harley-
Davidson motorcycles grew 5.9% during 2006 whenmamad to the prior year. Internationally, retailles were up 18.6% over 2005 with

increases of 14.6% in Europe, 16.3% in Japan arg@%d t Canada.

Retail sales growth during 2006 was due in pasat positive worldwide response to the Company’s 88@7 models. In July 2006,
independent dealers began offering the Companyis28®7 model year motorcycles. The Company’s 200del offering includes the new
larger Twin Cam 96M engine and a new six-speedinéssion for all Touring and Softail motorcyclese taddition of electronic fuel
injection on all Sportster models and a numberes¥ models and features.

In addition, the Company believes that the conthe®mentum in international dealer retail saleslss due in part to the strategies that it
been implementing over the last couple of yeatses€ strategies include improvements within therimational dealer base, enhanced
marketing programs and a more effective and efftaistribution of motorcycles worldwide.

(1) Note Regarding Forward-Looking Statements
The Company intends that certain matters discussthis report are “forward-looking statements’entled to qualify for the safe harbor from liability
established by the Private Securities LitigatiofioRa Act of 1995. These forwaldoking statements can generally be identifieduah 9y reference
this footnote or because the context of the statemi#! include words such as the Company “belieVésnticipates,” “expects,” “plans,” or “estimates
or words of similar meaning. Similarly, statemethiat describe future plans, objectives, outlotkgets, guidance or goals are also forward-looking
statements. Such forward-looking statements a@sgsuto certain risks and uncertainties that caaldse actual results to differ materially fromsio
anticipated as of the date of this report. Certdisuch risks and uncertainties are describetbsegroximity to such statements or elsewherais t
report, including under the caption “Risk FactarsTtem 1A and under “Cautionary Statements” imrité of this report. Shareholders, potential
investors, and other readers are urged to congidee factors in evaluating the forward-lookingesteents and cautioned not to place undue reliance o
such forward-looking statements. The forward-logkstatements included in this report are made aslyf the date of the filing of this report
(February 27, 2007), and the Company disclaimsodatigation to publicly update such forward-lookisigitements to reflect subsequent events or
circumstances.
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Outlook ™
The Company'’s collective bargaining agreement withPennsylvania-IAM (Union) covering approximat2|g00 workers at its assembly
plant in York, Pennsylvania expired on Februar@@)7. Prior to the expiration of that contract timéon voted to reject a proposed new
collective bargaining agreement for employees anldaaized a strike which began immediately follogvihe expiration of the contract. On
February 22, 2007, the Company reached a new agrdemith the Union, ending the strike. The newtcact with the York Union
employees is a three-year agreement expiring imuaep 2010.

The Company is pleased with the agreement it hachesl with its York Union employees. However, tigguption caused by the strike had a
significant impact on the Company’s business. Assalt of the strike, the Company lost approxiryateur weeks of production at its York,
Pennsylvania assembly facility and interrupted potidn at some of the Company’s other manufactudegtions. The strike also adversely
impacted its suppliers and employees and may aelyarapact its independent dealers and retail casts.

As a result of the strike and its related impdwt, Company will not meet previously annuounced gig for 2007. First quarter 2007
shipments of Harley-Davidson motorcycles had begeeted to be between 82,000 and 84,000 units. Chimepany has lowered its target
range by 18,000 units, and now expects first quatigpments of Harley-Davidson motorcycles to beveen 64,000 and 66,000 units. Over
the remainder of 2007, the Company expects to mplapproximately 4,000 to 5,000 of these motorcgbipments, resulting in full year
shipment plans for approximately 14,000 fewer motoles than originally planned. The Company adiaéthis decision after carefully
evaluating its production constraints, supply chasues, cost implications, timing of shipmentsliéalers and the delayed start of 2008 model
year production caused by the stri

The Company'’s revised plan for 2007 does not affegireviously stated plan to continue to groweraye, although revenue growth in 2007
as a result of the strike is expected to be moderghe Company continues to believe that shipmiarits international markets will grow ai
faster rate than in the U.S. market. The Compagsgsvth will be driven by a focus on providing cusiers around the world with a
continuous stream of exciting new motorcycles,@unded by the unique Harley-Davidson experiencatldy-Davidson customers enjoy a
unique lifestyle experience through organized rigieg rallies, through membership in the Harley Owrigroup® (H.O.G® ) organization,
and through the use of MotorClothes merchandiseHarley-Davidso® Genuine Motor Accessories tspealize their experience.

In 2007, the Company will experience inefficiencéesl costs associated with the strike and theeklatake-up plan which will have a
negative impact on margins. Therefore, for 20@&/Gompany has revised its previous guidance oéasing margins and believes 2007
margins will be lower than margins experienceddf6& The Company believes its manufacturing eigeegnd focus on operational
excellence, and other factors, position it to awndito drive a net income growth rate in 2008 @P2hat will be in excess of its revenue
growth rate.

Operational excellence involves employees and &ngptontinuously pursuing process improvementsimmalvation. Over the last several
years, the Company has made considerable stridaannifacturing efficiency and automation and be&sethere continue to be opportunit
for improvement in these areas and across othés phthe organization. The Company also expéesdther factors such as increased
production, quality, product mix and pricing foafares will continue to have a positive impact cargns.

As the Company executes its plans, the CompangJaliits business model will continue to generash @ermitting it to invest in the
business, fund future growth opportunities andrretalue to shareholders. The CompamXpected annual capital expenditures are pro
under “Liquidity and Capital Resources.”

Prior to the strike, the Company had expected livateearnings-per-share growth of 11% to 17% atipdlarough 2009 driven by solid
revenue growth, margin improvement and the benefistrong free cash flow. However, as a resuthefstrike and its related impact to the
business in 2007, the Company has revised its éegpearnings-per-share growth rate for 2007 tanlibe range of 4% to 6%. The Company
expects its earnings-per-share growth rate tometuf 1% to 17% in 2008 and 2009.

Results of Operations 2006 Compared to 2005

Overall
Net revenue for 2006 totaled $5.80 billion, a $858illion or 8.6% increase over the prior year.t Meome for 2006 was $1.04 billic
compared to $959.6 million in 2005, an increas8.8%. Diluted earnings per share for 2006 wer83%8epresenting a 15.2% increase over
2005 earnings per share of $3.41. Diluted earniegshare were positively impacted during 200& loiecrease in the weighted-average
shares outstanding, which were 265.3 million in080mpared to 281.0 million in 2005. The decreaseeighted-average shares
outstanding was due primarily to the Company’s sliapurchases. The Company repurchased 19.3msliares of common stock during
2006. The Company’s share repurchases are digtimBg&ther detail under “Liquidity and Capital &wrirces.”

The Company paid dividends in 2006 of $.18 peresiraMarch and $.21 per share in June, SeptemlgteDanember. The aggregate annual
dividend paid in 2006 was $.81 per share, repreggat29.6% increase over the aggregate annualetidi of $.625 per share in 2005.
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Motorcycle Unit Shipments and Net Revenue
The following table includes wholesale motorcyctét shipments and net revenue for the Motorcycéegrent for 2006 and 2005 (dollars in
millions):

Increase %

2006 2005 (Decrease’ Change
Motorcycle Unit Shipments
Touring motorcycle unit 123,44« 110,19 13,251 12.0%
Custom motorcycle units 161,19t 148,60¢ 12,58¢ 8.5%
Sportster motorcycle units 64,557 70,21¢ (5,658) -8.1%
Harley-Davidson motorcycle units 349,19¢ 329,015 20,17¢ 6.1%
Buell motorcycle units 12,46( 11,16¢€ 1,294 11.6%
Total motorcycle units 361,65¢ 340,18 21,477 6.3%
Net Revenue
Harley-Davidson motorcycle $ 4553.¢ $ 4,183t $ 370.1 8.8%
Buell motorcycles 102.2 93.1 9.1 9.8%
Total motorcycles 4,655.¢ 4,276.€ 379.2 8.9%
Parts & Accessorie 862.2 815.7 46.€ 5.7%
General Merchandis 277.5 247.¢ 29.€ 12.0%
Other 5.1 2.0 3.1 N/M
Net revenue $ 5800.7 $ 53422 $ 458F 8.6%

* Custom motorcycle units, as used in this tabielude Softail, Dyna, VRSC and CVO models.

During 2006, the Company shipped 349,196 Harleyiilsmn motorcycles, an increase of 20,179 or 6.2 2005 shipments. International
shipments grew faster than U.S. shipments witmarease of 21.6% in 2006, compared to a 2006 Wifment increase of 2.5%. As a
result, international shipments represented 21.88tal Harley-Davidson wholesale shipments in 20&8npared to 19.0% in 2005. The
increase in international shipments as a percertfgaal shipments is consistent with the Compargxpectation that international growth
will outpace domestic shipment growtH.

During 2006, net revenue for the Motorcycles segrgesw 8.6% or $458.5 million over 2005. Approxieig $350 million of the increase in
net revenue from 2005 to 2006 resulted from thédrighipment volumes of motorcycles and relatedyxts. Net revenue also benefited
during 2006 from a favorable change in product an® wholesale price increases. The changes taigpratix occurring in 2006 resulted in
approximately $70 million of higher revenue andtetl primarily to an increase in the percentagehgfments consisting of higher-priced
touring motorcycles. Touring motorcycles made Gpt%6 of shipments in 2006 compared to 33.5% in 2aD&ring 2006, wholesale price
increases on Harley-Davidson motorcycles resutieagpproximately $45 million of higher revenue wheempared to 2005. Changes in
foreign currency exchange rates resulted in appratély $10 million of lower net revenue during 2@@6en compared to 2005.

Harley-Davidson Motorcycle Retail Sales
The Companys wholesale motorcycle unit shipments are retdheaugh an independent worldwide dealer networlorldivide retail sales «
Harley-Davidson motorcycles grew 8.5% during 2006rdhe prior year. Retail sales of Harley-Davisootorcycles increased 5.9% in the
United States and 18.6% internationally, when caegbéo 2005. On an industry-wide basis, the heaight€651+cc) portion of the market
was up 4.9% in the United States and up 7.5% iofyrwhen compared to 2005. The following tabtduides retail unit sales of Harley-
Davidson motorcycles for 2006 and 2005 (units ougands):
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Harley-Davidson Motorcycle Retail Sales

Heavyweight (651+cc)
2006 2005 Change
United States 268.4 253.4 5.9%
Europe® 33.8 29.5 14.6%
Japar 13.3 114 16.3%
Canad: 13.E 11.7 15.9%
All other markets 15.C 11.2 34.3%
Total Retail Sales 344.C 317.z 8.5%

(@) Data source for retail sales figures shown abosgaliss warranty and registration information preditby Harley-Davidson dealers and compiled by the
Company. The Company must rely on information itsatlealers supply concerning retail sales arglittiormation is subject to revision.

(b) Data for Europe includes Austria, Belgium, Denmdiikland, France, Germany, Greece, Italy, Nethedahorway, Portugal, Spain, Sweden,
Switzerland and the United Kingdom.

The following table includes industry retail motgete registration data (units in thousands):

2006 2005 Change
United State$ 543.C 517.€ 4.9%
Europe® 376.€  350.7 7.4%

(@) U.S. data provided by the Motorcycle Industry Calnc

(b) Europe data includes Austria, Belgium, Denmark|dfid, France, Germany, Greece, Italy, NetherlaNdsyway, Portugal, Spain, Sweden, Switzerland
and the United Kingdom. Industry retail motorcygistration data is derived from information ped by Giral S.A., an independent agency. Dat
2005 has been adjusted to include competitor mpttes that had previously not been included byGbenpany. The previously reported amount for
2005 was 332.8.

Industry retail registration data for the remainingernational markets has not been presented bedhe Company does not believe defini
and reliable registration data is available toG@menpany at this time.
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Cost of Goods Sold
During 2006, cost of goods sold for the Motorcydegment increased $266.1 million over 2005, diregnily to the increase in shipment
volumes for motorcycles and related products. myB006, higher volumes resulted in an increas®at of goods sold of approximately
$225 million. Cost of goods sold was also higime2006 due to changes in product mix and incre@asemterial costs, partially offset by
lower foreign currency losses. Changes in Harleyilson motorcycle product mix occurring in 2008uléed in approximately $35 million
of higher costs in 2006 compared to 2005, and as&@s in raw material costs primarily for metalsenapproximately $15 million in 2006
over 2005. Finally, net foreign currency transactind hedging gains in 2006 compared to 2003tezkin approximately $35 million of
lower cost during 2006.

Gross Profit
Gross profit was $2.23 billion for the Motorcyclesgment during 2006, an increase of $192.3 miiof.4% over gross profit in 2005.
Gross profit margin for 2006 was 38.5% compare883% during 2005. During 2006, the increase asgmargin was due primarily to
wholesale price increases on Harley-Davidson mgtbes, favorable Harley-Davidson motorcycle produét and favorable changes in
foreign currency exchange rates, as detailed utitlarenue” and “Cost of Goods Sold” above.

Financial Services
The following table includes the condensed statesnehoperations for the Financial Services segrwhich consists of HDFS) for 2006 a
2005 (in millions):

Increase %
2006 2005 (Decrease Change
Interest incom: $ 167t $ 129¢ $ 37.€ 29.0%
Income from securitizatior 111.2 123.1 (11.9 -9.7%
Other income 106.2 78.6 27.6 35.1%
Financial services income 384.¢ 331.€ 53.3 16.1%
Interest expens 59.8 36.2 23.€ 65.3%
Operating expenses 114 .4 103.€ 10.6 10.2%
Financial services expense 174.2 140.C 34.2 24.4%
Operating income from financial services $ 2107 $ 191€ $ 19.1 10.0%

During 2006, interest income benefited from incesbetail and wholesale average outstanding reoleisaand higher retail and wholesale
lending rates as compared to 2005. The increasthér income was primarily due to higher reverfoes insurance commissions and rel:
products and an increase in securitization seryitee income. Interest expense was higher in 20@6to increased borrowings, in suppor
higher average outstanding receivables, and higtveowing costs as compared to 2005.

Income from securitizations in 2006 was lower dutotver gains on 2006 securitization transactipastially offset by an increase in income
on the investment in retained securitization irgtse During 2006, income on the investment ininethsecuritization interests was $78.9
million, an increase of $2.3 million over 2005.

During 2006, HDFS sold $2.33 billion in retail maotgcle loans through securitization transactiorssiiteng in gains of $32.3 million. This
compares with gains of $46.6 million on $2.48 bitliof loans securitized during 2005. The 2006 gaia percentage of loans sold was 1.4%
as compared to 1.9% for 2005. The 2006 gain & @eptage of the amount of loans securitized wasrhan the prior year due to rising
market interest rates and the competitive envirorirfig motorcycle lending.

In addition, during 2006, other comprehensive ineantludes unrealized losses of $20.9 million (awe-related to a decrease in the

unrealized gain on the investment in retained sézation interests due primarily to higher expeckesses on prior year securitization
transactions.
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Annualized losses on HDFS’ managed retail motoeey@hns totaled 1.41% in 2006 compared to 1.29%hsame period in 2005. This
increase in losses reflects continued pressuratues for repossessed motorcycles. Managed legait include loans held by HDFS which
are retained on the balance sheet as well as fuddehrough securitization. The 30-day delinqyerate for managed retail motorcycle loans
at December 31, 2006 increased to 5.18% from 4.83Recember 31, 2005, and as a result it is exgebtt HDFS will experience higher
credit losses as a percentage of managed retailrayote loans in 2007 as compared to 26D6.

Changes in the allowance for credit losses durb@s2and 2005 were as follows (in millions):

2006 2005
Balance, beginning of period $26.2 $30.3
Provision for finance credit loss 5.9 3.3
Charge-offs, net of recoveries 4.8) (7.9
Balance, end of period $27.3 $26.2

HDFS'’ periodic evaluation of the adequacy of tHeva&nce for credit losses is generally based on Sipast loan loss experience, known
and inherent risks in the portfolio and currentremmuic conditions. HDFS believes the allowancediscuate to cover the losses of principal
and accrued interest in the existing portfolio.

Included in charge-offs, net of recoveries are $ildon and $1.8 million of recoveries in 2006 a2@05, respectively, received by HDFS
from HDMC. These recoveries relate to guaranteesgigied by HDMC on wholesale loans to independambpean Harley-Davidson
dealers.

Operating Expenses
The following table includes operating expensestierMotorcycles segment and Corporate for 2006288% (in millions):

%

2006 2005 Increase Change
Motorcycles and Related Produ
Selling $302.1 $269.E $ 32.6 12.1%
Administrative 330.1 284.9 45.2 15.9%
Engineerinc 186.2 186.2 — 0.0%
Corporate 22.7 21.5 1.2 5.6%
Total operating expenses $841.1 $762.1 $ 79.0 10.4%

Total operating expenses were 14.5% and 14.3%toErenue for 2006 and 2005, respectively.

During 2006, selling expenses were higher thampthe year due primarily to higher marketing andedising expenses combined with
increased international operating costs in conaratiith the Company’s growth in those markets.

The increase in administrative expenses during 2086driven primarily by a higher provision fordie¢ warranty costs which was
approximately $44 million higher in 2006 compare®005. The increase in warranty costs was duneapily to higher costs associated with
the Company'’s second year warranty program andehigioduct program costs. Beginning with shipmeftd004 model year motorcycles,
the Company extended its warranty coverage fromomwo years. During 2006, additional claims da@aame available which indicated
that the cost of the second year warranty was hitjiaa originally estimated. Based on the higlwtwa claims, the Company adjusted
warranty reserves for the motorcycles affectedctviiere primarily 2004, 2005 and 2006
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models. In addition, the Company announced a nuwiiggroduct programs during 2006 to address custarancerns and promote customer
satisfaction. Under a product program, the Compmgamgacts retail customers directly and pays for-safety related improvements that are
covered by the Company’s standard warranty.

Investment Income, net
Investment income, net in 2006 was $27.1 millimmpared to $22.8 million in 2005. Net investmerome was higher in 2006 primarily
due to a higher average return in 2006 when cordgar2005.

Other, net
Other, net expense was $5.4 million and $5.0 mmillilo2006 and 2005, respectively. Other, net egp@onsists of charitable contributions.

Provision for Income Taxes

The Company'’s effective income tax rate was 35.8%tnd 2006 compared to 35.5% in 2005. This ineeaasiue primarily to a relatively
smaller benefit from the federal research and agweént tax credit and slightly higher state incdeees.
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Results of Operations 2005 Compared to 2004

Overall
Net revenue for 2005 totaled $5.34 billion, a $827illion or 6.5% increase over the prior year.t Meome for 2005 was $959.6 millic
compared to $889.8 million in 2004, an increas@.8%. Diluted earnings per share for 2005 werd B8presenting a 13.7% increase over
2004 earnings per share of $3.00. Diluted earniegshare were positively impacted during 200%a lolecrease in the weighted-average
shares outstanding, which were 281.0 million in2060mpared to 296.9 million in 2004. The decreaseeighted-average shares
outstanding was due primarily to the Compamshare repurchases. The Company repurchasedofilion shares of common stock duri
2005. The Company’s share repurchases are digtimBg&ther detail under “Liquidity and Capital &wrirces.”

The Company paid dividends in 2005 of $.125 peresiraMarch, $.16 per share in June and Septentize$ 4.8 per share in December. The
aggregate annual dividend paid in 2005 was $.625lmre, representing a 54.3% increase over thregaig annual dividend of $.405 per
share in 2004.

Motorcycle Unit Shipments and Net Revenue
The following table includes wholesale motorcycteét shipments and net revenue for the Motorcyctegreent for 2005 and 2004 (dollars in
millions):

Increase %
2005 2004 (Decrease Change

Motorcycle Unit Shipments

Touring motorcycle unit 110,19 93,30t 16,88¢ 18.1%
Custom motorcycle units 148,60¢  154,16: (5,5549) -3.6%
Sportster motorcycle units 70,21¢ 69,821 394 0.5%
Harley-Davidson motorcycle units 329,017 317,28¢ 11,72¢ 3.7%
Buell motorcycle units 11,16€ 9,857 1,30¢ 13.3%
Total motorcycle units 340,187  327,14¢ 13,037 4.0%
Net Revenue

Harley-Davidson motorcycle $4,183.f $3,928.2 $ 255.: 6.5%
Buell motorcycles 93.1 79.0 14.1 17.8%
Total motorcycles 4,276.¢ 4,007.2 269.4 6.7%
Parts & Accessorie 815.7 781.€ 34.1 4.4%
General Merchandis 247.¢ 223.7 24.2 10.8%
Other 2.0 2.7 (0.7) -19.5%
Net revenue $5,342.2 $5,015:2 $ 327.C 6.5%

* Custom motorcycle units, as used in this tabielude Softail, Dyna, VRSC and CVO models.

During 2005, the Company shipped 329,017 Harleyils=mn motorcycle units, an increase of 11,728,.8¥@3 over 2004 shipments and net
revenue grew 6.5% or $327.0 million over 2004. dApamately $229 million of the increase in net reve from 2004 to 2005 resulted from
the higher shipment volumes of motorcycles andedlaroducts. Net revenue also benefited durif@d2fbm a favorable change in product
mix which resulted in higher revenue of approxirha$58 million and related primarily to an increasehe percentage of shipments
consisting of higher-priced touring motorcyclesetikevenue was also impacted during 2005 by changeserage wholesale prices and
fluctuations in foreign exchange rates. Wholegailee increases on 2006 model year motorcyclesageer approximately 1% and resulted in
approximately $17 million of higher
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revenue during 2005 when compared to 2004. Chandeseign currency exchange rates, related piilsnay European currencies, resulted
in approximately $7 million of higher revenue dgi2005 when compared to 2004.

Harley-Davidson Motorcycle Retail Sales
The Companys wholesale motorcycle unit shipments are retdleaugh an independent worldwide dealer networlorldvide retail sales «
Harley-Davidson motorcycles grew 6.2% during 2008rdhe prior year. Retail sales of Harley-Davidsootorcycles increased 4.2% in the
United States and 15.0% internationally, when caexgbéo 2004. On an industry-wide basis the heaight€651+cc) portion of the market
was up 4.8% in the United States and down 1.0%unoEe, when compared to 2004. The following téhddudes retail unit sales of Harley-
Davidson motorcycles for 2005 and 2004 (units ougands):

Harley-Davidson Motorcycle Retail Sale$?

Heavyweight (651+cc)
2005 2004 Change
United States 2534 243z 4.2%
Europe® 29.5 24.6 19.9%
Japar 114 10.3 11.1%
Canads 11.7 11.2 4.1%
All other markets 11.2 9.3 19.4%
Total Retail Sales 317.z 298.€ 6.2%

(a) Data source for all 2005 retail sales figures shabvove is sales and warranty registrations proviyeHarley-Davidson dealers and
compiled by the Company. The Company must relinfermation that its dealers supply concerningits@es and this information is
subject to revision.

(b) Europe retail sales includes sales in Austria, Betg Denmark, Finland, France, Germany, Greech, Iketherlands, Norway,
Portugal, Spain, Sweden, Switzerland and the Uidiaddom.
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The following table includes industry retail motgete registration data (units in thousands):

2005 2004 Change
United State$) 517.€ 494.C 4.8%
Europe® 350.7 337.1 4.0%

(@) U.S. data provided by the Motorcycle Industry Calunc

(b) Europe data includes retail sales in Austria, BetgiDenmark, Finland, France, Germany, Greece, Iégtherlands, Norway, Portugal, Spain,
Sweden, Switzerland and the United Kingdom. Ingusttail motorcycle registration data is deriveanfrinformation provided by Giral S.A., an
independent agency. Data for 2005 and 2004 hasdmasted to include competitor motorcycles thatanacorrectly excluded by the Company. The
previously reported amounts for 2005 and 2004 \88&8 and 336.2, respectively.

Industry retail registration data for the remainintgrnational markets has not been presented bedhe Company does not believe defini
and reliable registration data is available toGoenpany at this time.

Cost of Goods Sold
During 2005, cost of goods sold for the Motorcydegment increased $186.1 million over 2004, diragnily to the increase in sales
volumes for motorcycles and related products. my#005, higher sales volumes resulted in an iser@acost of goods sold of
approximately $119 million. Cost of goods sold fiootorcycles and related products were also high2005 due to changes in product mix,
increases in material costs and foreign currensyds. Changes in Harley-Davidson motorcycle proahisc occurring in 2005 resulted in
approximately $40 million of higher costs in 20@5npared to 2004 and increases in raw material postarily for metals were
approximately $34 million in 2005 over 2004. Figahet foreign currency transaction and hedgirgsés in 2005 compared to 2004 resulted
in approximately $9 million of higher cost durin@@5. These cost increases were patrtially offséblwer costs related to manufacturing
efficiencies and lower short-term incentive comeias.

Gross Profit
Gross profit was $2.04 billion for the Motorcycksgment during 2005, an increase of $141.0 mithio.4% over gross profit in 2004.
Gross profit margin for 2005 was 38.2% compare8®% during 2004. During 2005, the increase asgmargin was due to favorable
motorcycle product mix, model year wholesale piic@eases and lower costs due to manufacturingiefities and a decrease in cost related
to the Company’s short-term incentive compensatian.

Financial Services
The following table includes the condensed statesn@hoperations for the Financial Services segrwhich consists of HDFS) for 2005 a
2004 (in millions):

Increase %
2005 2004 (Decrease’ Change
Interest income $129.¢ $102.2 $27.7 27.1%
Income from securitizatior 123.1 115.1 8.0 7.0%
Other income 78.6 88.C (9.9) -10.6%
Financial services income 331.€ 305.3 26.3 8.6%
Interest expens 36.2 22.7 13.5 59.1%
Operating expenses 103.€ 94.C 9.8 10.5%
Financial services expense 140.C 116.7 23.3 20.0%
Operating income from financial services $191.¢ $188.€ $3.0 1.6%

During 2005, interest income benefited from incesbetail and wholesale average outstanding reoleisaand higher wholesale lending rates
as compared to 2004. The reduction in other inceane primarily due to lower
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revenues from insurance commissions and relatetlpts. Interest expense was higher in 2005 direteased borrowings, in support of
higher average outstanding receivables, and higtveowing costs as compared to 2004.

Income from securitizations in 2005 was higher ttuan increase in income on the investment inmethsecuritization interests, partially
offset by lower gains on 2005 securitization tramisas. During 2005, income on the investmeneiained securitization interests was $76.6
million, an increase of $19.8 million over 2004 edorimarily to higher income on prior years’ setigation transactions.

During 2005, HDFS sold $2.48 billion in retail matgcle loans through securitization transactiorssiiteng in gains of $46.6 million. This
compares with gains of $58.3 million on $1.88 bitliof loans securitized during 2004. The 2005 gaia percentage of loans sold was 1.9%
as compared to 3.1% for 2004. The 2005 gain & eeptage of the amount of loans securitized wasrhan the prior year due to rising
market interest rates, the competitive environnfienmotorcycle lending and the full year cost ofearhanced dealer participation program
introduced in May 2004. Under HDFS' dealer papidtion program, HDFS pays Harley-Davidson deal@rsfiginating retail motorcycle
loans.

Changes in the allowance for credit losses durb@p2and 2004 were as follows (in millions):

2005 2004
Balance, beginning of period $30.3 $31.3
Provision for finance credit loss 3.3 3.1
Charge-offs, net of recoveries (74 _ (4.1
Balance, end of period $26.2 $30.3

Included in charge-offs, net of recoveries are $dilBon and $3.7 million of recoveries in 2005 a&@04, respectively, received by HDFS
from HDMC. These recoveries relate to guaranteegigied by HDMC on wholesale loans to independanbfean Harley-Davidson
dealers.

Operating Expenses
The following table includes operating expensestierMotorcycles segment and Corporate for 2005208d (in millions):

Increase %
2005 2004 (Decrease Change

Motorcycles and Related Produ

Selling $ 2695 $ 2385 $ 31.C 13.0%

Administrative 284.¢ 291.€ (6.7) -2.3%

Engineering 186.2 179.¢ 6.3 3.5%
Corporate 21.5 16.6 4.9 29.5%
Total operating expenses $ 7621 $ 726 $ 35 4.9%

Operating expenses were 14.3% and 14.5% of netwevier 2005 and 2004, respectively.

The increase in selling expenses during 2005 wiaerprimarily by higher costs related to marketargl advertising activities.
Administrative and Corporate expenses includergact of the Company'’s initial recognition of stamknpensation expense. As discussed
in Note 1 to the Consolidated Financial StatemeghtesCompany began expensing the cost of its eraplsyock option awards on January 1,
2005. As a result, the Company recorded $23.0anithf stock compensation expense in 2005 of whibB.9 million and $3.0 million
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was included in administrative and corporate expgnsespectively. During 2005 administrative exgasnvere also impacted by a decrea
cost related to the Company’s short-term incerpies, which more than offset the additional cosstotk compensation.

Investment Income, net
Investment income, net in 2005 was $22.8 millimmpared to $23.1 million in 2004. Net investmerome was lower in 2005 due to a
decrease in the average balance of cash and mialkstcurities on hand; however, this impact wastipoffset by the effect of a higher
average return in 2005 when compared to 2004.

Other, net
Other, net expense was $5.0 million and $5.1 mmillilo2005 and 2004, respectively. Other, net egpaonsists of charitable contributions.

Provision for Income Taxes
The Company'’s effective income tax rate was 35.5%nd both 2005 and 2004.
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Other Matters

Accounting Changes
In June 2006, the Financial Accounting Standardsr8¢FASB) issued Financial Interpretation No. (JF#8, “Accounting for Uncertainty in
Income Taxes,” which clarifies the accounting facertainty in income taxes recognized in an enisgfw financial statements in accordance
with SFAS No. 109, “Accounting for Income Taxeslhe interpretation prescribes a recognition thriekhad measurement attribute for the
financial statement recognition and measuremeattak position taken or expected to be taken axadturn. The Company is required to
adopt FIN 48 beginning in fiscal year 2007 andithpact that the adoption of FIN 48 will have ondtmsolidated financial statements and
notes thereto is expected to be immaterial.

In September 2006, the FASB issued SFAS No. 158plByers’ Accounting for Defined Benefit Pensiordddther Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106 aA(R)3 SFAS No. 158 requires employers that spodsfined benefit pension and
postretirement benefit plans to recognize previpuskecognized actuarial losses and prior senastsdn the statement of financial position
and to recognize future changes in these amoutit®ipear in which changes occur through comprebemscome. As a result, the staterr
of financial position will reflect the funded statof those plans as an asset or liability. Addgity, employers are required to measure the
funded status of a plan as of the date of its pearstatement of financial position. The Compaag vequired to adopt SFAS No. 158, as it
relates to recognizing the funded status of iténeef benefit pension and postretirement benefitgland the related disclosure requirements,
as of December 31, 2006. The requirement to medbkarfunded status as of the date of the yeas&tement of financial position is
required by December 31, 2008. The Company isatlyr evaluating the impact the change in the nregsent date will have on its
consolidated financial statements and notes ther®@ée Note 6 for further discussion of the eftdadopting SFAS No. 158 on the
Company’s consolidated financial statements andsititereto.

Critical Accounting Policies
The Companys financial statements are based on the seleatidmjaplication of significant accounting policigdich require management
make significant estimates and assumptions. Managebelieves that the following are some of theenwitical judgment areas in the
application of accounting policies that currentffeat the Company’s financial condition and resolt®perations.

Finance Receivable SecuritizatiorsThe Company sells retail motorcycle loans throsgturitization transactions utilizing qualifying
special purpose entities (QSPES) as defined by I¥&3.40 “Accounting for Transfers and Servicingririancial Assets and
Extinguishments of Liabilities.” Upon sale of riégtaans in a securitization transaction, HDFS ieee cash and retains an interest in excess
cash flows, servicing rights and cash reserve adateposits, all of which are collectively referitedas retained interests in the securitized
receivables. Retained interests are carried avédire and are periodically reviewed for impairmektarket value quotes are generally not
available for retained interests; therefore, HDBteates fair value based on the present valuetofd expected cash flows using
management’s best estimates of the key assumgtionsedit losses, prepayment speeds and discatag.r The impact of changes to key
assumptions is shown in Note 3 to the Consolidatedncial Statements.

Gains on current year securitizations from the eéketail loans are recorded as a component ahfifal services income and are based ir
on certain assumptions including expected credids, prepayment speed, and discount rates. @asales of retail loans also depend on
the original carrying amount of the retail loan$iioh is allocated between the assets sold andethmed interests based on their relative fair
value at the date of transfer.

Finance Receivable Credit LossesThe allowance for uncollectible accounts is maimtd at a level management believes is adequate to
cover the losses of principal and accrued inténetite existing finance receivables portfolio. Mgement’s periodic evaluation of the
adequacy of the allowance is generally based onFp&st loan loss experience, known and inhershksiin the portfolio, current economic
conditions, specific borrower’s ability to repaydathe estimated value of any underlying collateral.
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Product Warranty— Estimated warranty costs are reserved for eadbneyele at the time of sale. The warranty resés\wan estimated cost
per unit sold based upon historical Company cla@tadised in combination with other known factoed thay affect future warranty claims.
The Company updates its warranty estimates quattednsure that the warranty reserves are bas#iteanost current information available.

The Company believes that past claim experieng®lisative of future claims, however, the factoffeeting actual claims can be volatile.
a result, actual claims experience may differ fiestimated which could lead to material changebénGompany’s warranty provision and
related reserves. The Company’s warranty liabifitgliscussed further in Note 1 to the Consolid&@ancial Statements.

Pensions and Other Postretirement BenefitRetirement Plan (Pension, SERPA and Postretireheaith care) obligations and costs are
developed from actuarial valuations. The valuatibbenefit obligations and net periodic benefistsarelies on key assumptions including
discount rates, long-term expected return on pézets, future compensation and healthcare cost ted@s. The Company evaluates and
updates all of its assumptions annually on Septe®bethe actuarial measurement date.

The Company determines its discount rate assunmgphbigmeferencing high-quality long-term bond rétest are matched to the duration of its
own benefit obligations. Based on this analys$is,discount rate was increased from 5.50% as de8dger 30, 2005 to 5.90% as of
September 30, 2006. The Company determines itthbeee trend assumption by considering factors siscestimated health care inflation,
the utilization of healthcare benefits and chanigeke health of plan participants. Based on thenfany’s assessment of this data as of
September 30, 2006, the Company reset its iniéalthcare cost trend rate to 10% and extendedateeitdexpects to reach its ultimate rate of
5% from 2010 to 2011. These assumption changes rgélected immediately in the benefit obligatiordavill be amortized into net periodic
benefit costs over future periods.

The following information is provided to illustratlee sensitivity of pension and postretirementtheake obligations and costs to changes in
these major assumptions (in thousands):

Amounts based Impact of a 1% ofa Ilr;})pi?\%trease
on current decrease in the in the healthcare
assumptions discount rate cost trend rate
2006 Net periodic benefit cost
Pension and SERP $ 49,67¢ $ 18,18¢ n/a
Postretirement healthca $ 25,29¢ $ 2567 $ 1,21¢
2006 Benefit obligations
Pension and SERP $ 976,71: $ 146,85¢ n/a
Postretirement healthca $ 324,98t $ 36,165 $ 13,53z

This information should not be viewed as predictiféuture amounts. The calculation of Retiremlain obligations and costs is based on
many factors in addition to those discussed h&tes information should be considered in combimatioth the information provided in Note
6 to the Consolidated Financial Statements.

Stock Compensation Costs The total cost of the Company’s share-based awiardqual to the grant date fair value per awartliptied by
the number of awards granted (adjusted for forfegg This cost is recognized as expense oniglstiine basis over the service periods of
the awards. Forfeitures are initially estimateddshon historical Company information and subsetiyyapdated over the life of the award:
ultimately reflect actual forfeitures. As a resglianges in forfeiture activity can influence timecaint of stock compensation cost recognized
from period to period.
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The Company determines the number of share-basadiawgranted by first determining the total codhefaward, which is a function of
employee salary, level and performance. On the ofagrant, the number of awards granted is thempeed by dividing the total cost of the
award by the grant-date fair value of the individaaard.

The Company estimates the fair value of individyation awards as of the grant date using a lati&csed option valuation model which
utilizes ranges of assumptions over the expectaad o the options, including stock price volatiligfividend yield and risk free interest rate.
The valuation model uses historical data to estmation exercise behavior and employee termingtidrhe expected term of options
granted is derived from the output of the optioluadion model and represents the average peritichefthat options granted are expected to
be outstanding. Expected volatilities were bagethe historical volatility of the Company’s stockhe Company determined that historical
volatility provided a reasonable estimate for fetuolatility. Dividend yield was based on the Ca@myp's expected dividend policy and the
risk-free rate was based on the U.S. Treasury yigfde in effect at the time of grant.

Changes in the valuation assumptions could resutdignificant change to the individual cost ofaavard. However, the total cost of an
award is also affected by the number of awardstgdarand as result, may not reflect changes tadbeof individual awards. The
Company’s grants of share-based awards are basedamsideration of the total cost of the grant.

Income Taxes— The Company accounts for income taxes in accamlarith SFAS No. 109, “Accounting for Income TaXeBeferred tax
assets and liabilities are recognized for the fitax consequences attributable to differencesdmiviinancial statement carrying amounts of
existing assets and liabilities and their respectax bases and operating loss and other lossSfaeavgrds. Deferred tax assets and liabilities
are measured using enacted tax rates expectegliotagaxable income in the years in which thasaporary differences are expected to be
recovered or settled

In calculating the provision for income taxes onirBrim basis, the Company uses an estimate adriheal effective tax rate based upon the
facts and circumstances known at each interim geridn a quarterly basis, the actual effectivertag is adjusted as appropriate based upon
the actual results as compared to those forecastideé beginning of the fiscal year.

The Company is subject to income taxes in the dritates and numerous foreign jurisdictions. Sicamt judgment is required in
determining the Company’s worldwide provision focéme taxes and recording the related deferreddsats and liabilities. In the ordinary
course of the Compang/business, there are many transactions and cidnidavhere the ultimate tax determination is utager Accruals fo
tax contingencies are provided for in accordandh thie requirements of SFAS No. 5 “Accounting fan@ingencies.” A tax contingency
reserve represents the difference between the mamogof benefits related to exposure items faoime tax reporting purposes and financial
reporting purposes. The tax contingency reseretassified as a component of the current incomestpayable account, which is included
within Accrued liabilities in the Consolidated Bate Sheets. The Company adds interest and pené#igplicable, each period to the
reserve which is recorded as component of the dwecame tax provision. The Company is regularhder audit by tax authorities.
Although the outcome of tax audits is always uraiartmanagement believes that it has approprigipastifor the positions taken on its tax
returns and that its annual tax provision inclugie®unts sufficient to pay any assessments. Nolesthedhe amounts ultimately paid, if any,
upon resolution of the issues raised by the taaurtorities may differ materially from the amouatrued for each year.
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Contractual Obligations
A summary of the Company’s expected payments fprificant contractual obligations as of DecemberZI06 is as follows (in thousands):

2007 2008- 2009 2010- 2011 Thereafter Total
Principal payments on finance debt $ 832491 $ 671,231 $ 198,76¢ — $ 1,702,49:
Interest payments on finance d 65,52¢ 65,55¢ 10,25¢ — 141,34:
Operating lease payments 8,38t 10,68 9,36€ $ 18,19¢ 46,63

$ 906,40« $ 74747¢ $ 218,39 $ 18,19t $ 1,890,46t

» As described in Note 3 to the Consolidated Findr&tatements, as of December 31, 2006, long taeranfie debt issued by HDFS
included outstanding commercial paper and advamedsr the Global Credit Facility totaling $283.6lmn. The amount classified as
long term is supported by the Global Credit Fagilitue September 2009; accordingly, the Companybsismed that this amount will be
repaid in 2009.

* Interest obligations include the impact of intemagé hedges outstanding as of December 31, 20@érest for floating rate instruments,
as calculated above, assumes December 31, 2086eatain constant.

»  As of December 31, 2006, the Company had no mamriahase obligations other than those creatdlderdinary course of business
related to inventory and property, plant and eq@ptwhich generally have terms of less than 90.days

e« The Company has long-term obligations relatedstpénsion and postretirement plans at Decemb&0®B. Due to the current funded
status of the pension plans, the Company has nionmim funding requirements for 2007. The Compamyxgected future contributions
to these plans are provided in Note 6 to the Cadfsi@ld Financial Statements.
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Off-Balance Sheet Arrangements
As part of its securitization program, HDFS tramnsfeetail motorcycle loans to a special purpose&hgicy-remote whollyawned subsidiary
The subsidiary sells the retail loans to a se@atitbn trust in exchange for the proceeds fromtasaeked securities issued by the
securitization trust. The asdmcked securities, usually notes with various nigégrand interest rates, are secured by futudeaans of the
purchased retail installment loans. Activitieghu securitization trust are limited to acquiriegail loans, issuing asset-backed securities and
making payments on securities to investors. Dubdmature of the assets held by the securitizaticst and the limited nature of its
activities, the securitization trusts are considépSPEs as defined by SFAS No. 140. In accordaitbeSFAS No. 140, assets and liabilities
of the QSPESs are not consolidated in the finarst&tbments of the Company.

HDFS does not guarantee payments on the secusisiesd by the securitization trusts or the proptctesh flows from the related loans
purchased from HDFS. The Company’s retained sézation interests, excluding servicing rights, aubordinate to the interests of
securitization trust investors. Such investorsehaniority interests in the cash collections onritail loans sold to the securitization trust
(after payment of servicing fees) and in the caslenve account deposits. These priority interdstaately could impact the value of the
Company’s investment in retained securitizatioeriests. Investors also do not have recourse &isasBHDFS for failure of the obligors on
the retail loans to pay when due. Total investnirenétained securitization interests at Decemtig2806 was $384.1 million. The
securitization trusts have a limited life and gafigrterminate upon final distribution of amountsexl to the investors in the asset-backed
securities. See Note 3 to the Consolidated FimhStatements for further discussion of HDFS’ sitization program.

Commitments and Contingencies
The Company is subject to lawsuits and other cla@teted to environmental, product and other matierdetermining required reserves
related to these items, the Company carefully aeslyases and considers the likelihood of advadggnents or outcomes, as well as the
potential range of possible loss. The requiredmess are monitored on an ongoing basis and arateghtbased on new developments or new
information in each matter.

Shareholder Lawsuits:

A number of shareholder class action lawsuits Viilxd between May 18, 2005 and July 1, 2005 inWinited States District Court for the
Eastern District of Wisconsin. On February 14,&a8e court consolidated all of the actions insirgyle case, captionéd re Harley-
Davidson, Inc. Securities Litigatic, and appointed Lead Plaintiffs and Co-Lead PI&gitCounsel. Pursuant to the schedule set bythet,
on October 2, 2006, the Lead Plaintiffs filed a €aidated Class Action Complaint, which names tben@Gany and Jeffrey L. Bleustein,
James L. Ziemer, and James M. Brostowitz, who amany officers, as defendants. The Consolidatedlaint alleges securities law
violations and seeks unspecified damages relagngmlly to the Company’s April 13, 2005 announcetntieat it was reducing short-term
production growth and planned increases of motdecsiaipments from 317,000 units in 2004 to a ne@s2@rget of 329,000 units (compa
to its original target of 339,000 units). On Det®mn18, 2006, the defendants filed a motion to disrthe Consolidated Complaint in its
entirety. Briefing of the motion to dismiss is igigated to be completed in April 2007.

Three shareholder derivative lawsuits were filethim United States District Court for the Easterstiirt of Wisconsin on June 3, 2005,
October 25, 2005 (this lawsuit was later volunjadismissed) and December 2, 2005 and two sharehd&tivative lawsuits were filed in
Milwaukee County Circuit Court on July 22, 2005 atavember 16, 2005 against some or all of the ¥althg current or former directors and
officers of the Company: Jeffrey L. Bleustein, JarheZiemer, James M. Brostowitz, Barry K. AllericRard |. Beattie, George H. Conrades,
Judson C. Green, Donald A. James, Sara L. LevirBenrge L. Miles, Jr., James A. Norling, James &Qdslin, Donna F. Zarcone, Jon R.
Flickinger, Gail A. Lione, Ronald M. Hutchinson, \Wenneth Sutton, Jr. and John A. Hevey. The laissalso name the Company as a
nominal defendant. In general, the shareholdevatare complaints include factual allegations $anto those in the class action complaints
and allegations that officers and directors bredcheir fiduciary duties to the Company. On Febyual, 2006, the state court consolidated
the two state court derivative actions and appdihtad Plaintiffs and Lead Plaintiffs’ counsel, anwdApril 24, 2006, the state court ordered
that the consolidated state court derivative adviestayed until after motions to dismiss the fabgecurities class action are decided. On
February 15, 2006, the federal court
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consolidated the federal derivative lawsuits wite securities and ERISA (see below) actions foriaidtnative purposes.

On July 11, 2005, the staff of the Enforcement 8limi of the United States Securities and Exchargrarfiission (SEC) advised the Comp
that it is inquiring into matters relating geneyath the Company’s April 13, 2005 announcement@arthin allegations contained in the
shareholder complaints. The Company is cooperatittygthe SEC.

On August 25, 2005, a class action lawsuit allegin¢ations of the Employee Retirement Income Siggudsct (ERISA) was filed in the
United States District Court for the Eastern Dgdtaf Wisconsin. As noted above, on February D862 the court ordered the ERISA action
consolidated with the federal derivative and se¢@sriactions for administrative purposes. Purstaitiie schedule set by the court, on
October 2, 2006, the ERISA plaintiff filed an AmeadClass Action Complaint, which named the Comp#re/Harley-Davidson Motor
Company Retirement Plans Committee, the Comparngéglership and Strategy Council, Harold A. Scothelal. Ziemer, James M.
Brostowitz, Gail A. Lione, Joanne M. Bischmann, Kdr Eberle, Jon R. Flickinger, Ronald M. Hutchinsdames A. McCaslin, W. Kenneth
Sutton, Jr., and Donna F. Zarcone, who are cumefttrmer Company officers or employees, as defatsd@he “Company Defendants”). In
general, the ERISA complaint includes factual atéans similar to those in the shareholder claismtawsuits and alleges on behalf of
participants in certain Harley-Davidson retiremsanings plans that the plan fiduciaries breacheit ERISA fiduciary duties. On December
18, 2006, the defendants filed a motion to disrtlissSERISA complaint in its entirety. Briefing dfe motion to dismiss is anticipated to be
completed in April 2007.

The Company believes the allegations against ah@flefendants in the lawsuits against the Compagayvithout merit and it intends to
vigorously defend against them. Since all of thesdters are in the preliminary stages, the Comjmmuapable to predict the scope or outct
or quantify their eventual impact, if any, on thendpany. At this time, the Company is also unablestimate associated expenses or pos
losses. The Company maintains insurance that imatyis financial exposure for defense costs aadility for an unfavorable outcome,
should it not prevail, for claims covered by theurance coverage.

Security Breach Lawsuit:

On January 22, 2007, a purported class action iawss filed in the Supreme Court of the State efWNyork against Harley-Davidson, Inc.
and the Harley Owners Group. The complaint allegasthe Company was negligent in failing to pmhpsafeguard, protect and keep
confidential the personal “Customer Identifiabléohmation” that was stored on a Company laptop aaterpthat was lost on or about August
14, 2006. The complaint also alleges that Harleyiflson breached fiduciary duties and made faldefrmudulent representations and
warranties to its customers that it would keep arftial and safeguard and protect the personabewes information in its possession. The
complaint seeks unspecified damages. The Compaligybs the allegations in the lawsuit are withmetit and it intends to vigorously
defend against them.

Cam Bearing Lawsuit

In January 2001, the Company, on its own initigtivetified each owner of 1999 and early-2000 mgeealr Harley-Davidson motorcycles
equipped with Twin Cam 88 and Twin Cam 88B engitiat the Company was extending the warranty feaacam bearing to 5 years
or 50,000 miles. Subsequently, on June 28, 20plifative nationwide class action was filed agaihstCompany in state court in Milwaul
County, Wisconsin, which was amended by a compfdet September 28, 2001. The complaint alledied this cam bearing is defective
and asserted various legal theories. The comainght unspecified compensatory and punitive das&y affected owners, an order
compelling the Company to repair the engines ahdraklief. On February 27, 2002, the Company’sioncto dismiss the amended
complaint was granted by the Court and the amendatblaint was dismissed in its entirety. An appeas filed with the Wisconsin Court
Appeals. On April 12, 2002, the same attorneysifi second putative nationwide class action agdiasCompany in state court in
Milwaukee County, Wisconsin relating to this canatieg issue and asserting different legal thedhias in the first action. The complaint
sought unspecified compensatory damages, an codgpalling the Company to repair the engines andrattlief. On September 23, 2002,
the Company’s motion to dismiss was granted byGbert, the complaint was dismissed in its entiratyd no appeal was taken. On January
14, 2003, the Wisconsin Court of Appeals reverkedtial court's February 27, 2002 dismissal of ¢cbenplaint in the first
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action, and the Company petitioned the Wisconsjppr&uae Court for review. On March 26, 2004, the &issin Supreme Court reversed the
Court of Appeals and dismissed the remaining claimtke action. On April 12, 2004, the same aggsifiled a third action in the state court
in Milwaukee County, on behalf of the same plafatffom the action dismissed by the Wisconsin Soqgr€ourt. This third action was
dismissed by the court on July 26, 2004. In addjtthe plaintiffs in the original case moved topen that matter and amend the complaint to
add new causes of action. On September 9, 200d/aMlkee County Circuit Court refused to allow teepening or amendment. Plaintiffs
again appealed to the Wisconsin Court of Appeald,an December 13, 2005, the Court of Appeals agaiarsed the trial court. On January
12, 2006, the Company filed a petition for reviewhwhe Wisconsin Supreme Court. Oral argumenteweard on September 7, 2006 and
the Company is awaiting a decision from the colitte Company believes that the 5-year/50,000 mileranty extension it announced in
January 2001 adequately addressed the conditicaffirted owners, and the Company intends to coatia vigorously defend this matter.

Environmental Matters

The Company is involved with government agenciesgmoups of potentially responsible parties in @asi environmental matters, includin
matter involving the cleanup of soil and groundwatntamination at its York, Pennsylvania facilityhe York facility was formerly used by
the U.S. Navy and AMF prior to the purchase ofYleek facility by the Company from AMF in 1981. Albugh the Company is not certain
as to the full extent of the environmental contaation at the York facility, it has been working wthe Pennsylvania Department of
Environmental Protection (PADEP) since 1986 in utaléng environmental investigation and remediatetivities, including an ongoing
site-wide remedial investigation/feasibility stu@®i/FS).

In January 1995, the Company entered into a settieagreement (the Agreement) with the Navy. TheeAment calls for the Navy and the
Company to contribute amounts into a trust equaB& and 47%, respectively, of future costs assettiaith environmental investigation
and remediation activities at the York facility G@@nse Costs). The trust administers the paynféghedresponse Costs incurred at the York
facility as covered by the Agreement.

In February 2002, the Company was advised by t&e Bnvironmental Protection Agency (EPA) that insiders some of the Company’s
remediation activities at the York facility to belgect to the EPA’s corrective action program urttierResource Conservation and Recovery
Act (RCRA) and offered the Company the option adr@dsing corrective action under a RCRA facilizdeagreement. In July 2005, the
York facility was designated as the first site EnRsylvania to be addressed under the “One CleBmgram.” The program provides a more
streamlined and efficient oversight of voluntargnesdiation by both PADEP and EPA and will be caroet consistent with the Agreement
with the Navy. As a result, the RCRA facility leagreement has been superseded.

Although the RI/FS is still under way and substanincertainty exists concerning the nature angead the additional environmental
investigation and remediation that will ultimatdlg required at the York facility, the Company esties that its share of the future Response
Costs at the York facility will be approximately $7nillion. The Company has established resereethfs amount, which are included in
Accrued Expenses and Other Liabilities in the Coiséd Consolidated Balance Sheets.

The estimate of the Company'’s future Response Glstsvill be incurred at the York facility is baken reports of independent
environmental consultants retained by the Comptirgyactual costs incurred to date and the estinwtsid to complete the necessary
investigation and remediation activities. Respdbests related to the remediation of soil are etqubto be incurred over a period of several
years ending in 2012. Response Costs relatedbtmdrwater remediation may continue for some tieyohd 2012. However, the
Response Costs are expected to be much lowertibaa telated to the remediation of soil.

Under the terms of the sale of the Commercial MekiDivision in 1996, the Company has agreed tenmuify Utilimaster Corporation, until

2008, for certain claims related to environmentaltamination present at the date of sale, up todb2@lion. Based on the environmental
studies performed, the Company does not expeatto any material expenditures under this inderoaiion.
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Product Liability Matters

Additionally, the Company is involved in producthbility suits related to the operation of its besis. The Company accrues for claim
exposures that are probable of occurrence andeagdsonably estimated. The Company also mainitesnsance coverage for product
liability exposures. The Company believes thaadsruals and insurance coverage are adequatdamutoduct liability will not have a
material adverse effect on the Company’s consaiifihancial statements.
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Liquidity and Capital Resources as of December 32006

The Company expects that its business model wiltinoe to generate cash that will allow it to inviesthe business, fund future growth
opportunities and return value to shareholders. ¢ Company also has a commercial paper progradit facilities and debt instruments
place to support the ongoing cash requirements ¢financial Services business.

Cash and Marketable Securities
Cash and marketable securities totaled $896.5amillis of December 31, 2006 compared to $1.05 hiflitd $1.61 billion as of December
2005 and December 31, 2004, respectively. Thargeid primarily attributable to common stock reghases and higher dividend payments,
which are discussed in more detail below. The Camgis cash and cash equivalents are invested -1 securities to provide for
immediate operating cash needs. The Companymalests in marketable securities consisting primanflinvestment-grade debt instruments
such as corporate bonds and government backedtsscwith contractual maturities of approximatelye year. Marketable securities also
include auction rate securities which have contraanaturities of up to 30 years, but have intereset dates that occur every 90 days or
and can be actively marketed at ongoing auctioasabcur every 90 days or less.

Operating Activities
The Company’s primary source of ongoing liquidgycash flow from operations. The Company genei®f&d .8 million of cash from
operating activities during 2006 compared to $968&ilion and $835.8 million in 2005 and 2004, respeely. The decrease in operating ¢
flow from 2005 to 2006 is primarily attributable HDFS completing only three securitization trangat in 2006 compared to four in 2005.
Offsetting the reduction in operating cash flow avarcreased financing cash flows related to finadet® to support the increase in finance
receivables held for sale at the end of 2006 apeoed to 2005.

During 2006, 2005 and 2004, HDFS originated $2iflibh, $2.45 billion and $2.07 billion, respectiyeof finance receivables that were
classified as held for sale. Collections on firaneceivables held for sale and proceeds fromateeds finance receivables resulted in cash
inflows of $2.42 billion, $2.58 billion and $1.93Ilwn during 2006, 2005 and 2004, respectively.

Investing Activities
The Company'’s investing activities consist primadf capital expenditures, net changes in finaeceivables and net changes in marketable
securities. Net cash used by investing activittas $35.3 million in 2006, compared to a cash gtewf $193.8 million in 2005 and a cash
use of $578.0 million during 2004.

Sales and redemptions of marketable securitiesfrmirchases provided $253.5 million and $431.liomilduring 2006 and 2005,
respectively. During 2004, the net result was assstd of $349.0 million. Marketable securitiesapakes were reduced during 2006 and 2005
primarily for the purpose of funding a portion bEtCompany’s repurchase of common stock duringélae. During 2004, the Company
increased its investment in marketable securities.

Capital expenditures were $219.6 million, $198.4liam and $213.6 million during 2006, 2005 and 20fekpectively. The Company
estimates that total capital expenditures requiite2D07 will be in the range of $300.0 to $325.0ion. @ The anticipated increase
compared to 2006 is primarily a result of expemndisurelated to the Company’s powertrain facilitp&mnsion plans and the construction of the
Harley-Davidson museum. The Company anticipatedllihave the ability to fund all capital expendlies in 2007 with internally generated
funds. (1)
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Financing Activities
The Company'’s financing activities consist primaof share repurchases, stock issuances, divideyh@nts and finance debt activity. Net
cash used in financing activities during 2006, 2808 2004 was $637.0 million, $1.27 billion and &31million, respectively.

During 2006, the Company repurchased 19.3 millimaras of its common stock at a total cost of $bididn. The Company repurchased
17.2 million shares under a general authorizatemeived from the Company’s Board of Directors i020 The remaining 2.1 million shares
were repurchased under an authorization from thepgamy’s Board of Directors that is designed to mtexhe Company with continuing
authority to repurchase shares to offset dilutiansed by the exercise of stock options. In Oct@b86, the Company’s Board of Directors
separately authorized the Company to buy back @01 million shares of its common stock with ndlaldimit or expiration date. No
repurchases had been made under this authorizdiohthe end of 2006. Please see Part Il, Itelfabket for Harley-Davidson, Inc.
Common Stock and Related Shareholder Matters fiitiadal detail regarding the Company’s share repase activity and authorizations.
During 2005 and 2004, the Company repurchasedrillién and 10.6 million shares, respectively, tsf common stock at a total cost of
$1.05 billion and $564.1 million, respectively.

The Company paid total dividends of $0.81, $0.62% $0.405 per share during 2006, 2005 and 200gectisely, at a total cost of $212.9
million, $173.8 million and $119.2 million, respeely.

In addition to operating cash flow and asset-bademiritizations, HDFS is financed by the issuasfammercial paper, borrowings under
the revolving credit facility, medium-term noteengor subordinated debt and borrowings from the gaimy. HDFS’ outstanding debt
consisted of the following as of December 31 (iousands):

2006 2005 2004
Commercial paper $ 89425( $ 416,797 $ 702,147
Credit facilities 191,86¢ 172,96¢ 168,30¢
$ 1,086,11¢ $ 589,76: $ 870,45¢
Mediumr-term notes 586,37¢ 585,211 394,98¢
Senior subordinated notes 30,00( 30,00( 30,00(

$ 1,702,49. $ 1,204,970 $ 1,295,44:

Credit Facilities— In December 2006, HDFS increased its revolvingitfadility (Global Credit Facility) to $1.40 billin from $1.10 billion.
Subject to certain limitations, HDFS has the optmiborrow in various currencies. Interest is base London interbank offered rates
(LIBOR), European interbank offered rates or otesrt-term indices, depending on the type of adearithe Global Credit Facility is a
committed facility due in 2009 and HDFS pays aftadts availability.

Commercial Paper- Subject to limitations, HDFS may issue commerpigber of up to $1.40 billion. Maturities may rangp to 365 days
from the issuance date. Outstanding commerciagipagay not exceed the unused portion of the Gl@bedlit Facility. As a result, the
combined total of commercial paper and borrowingdeun the Global Credit Facility was limited to $Q Hillion as of December 31, 2006.
of December 31, 2005 and December 31, 2004, thdiomu total of commercial paper and borrowings utke Global Credit Facility was
limited to $1.10 billion.

MediumTerm Notes— HDFS has $400.0 million of 3.63% medium-term satatstanding which are due in December 2008, andgl
December 2005 issued $200.0 million of 5% mediurmteotes due in December 2010 (collectively reféteeas “Notes”). The Notes
provide for semi-annual interest payments and graldue at maturity. At December 31, 2006, Decendi, 2005 and December 31, 2004,
the Notes included a fair value adjustment redutiegbalance by $13.6 million, $14.7 million andGillion, respectively, due to interest
rate swap agreements designated as fair value fieddee effect of the interest rate swap agreememdsconvert the interest rate on the
Notes from a fixed to a floating rate, which is &@®n :-month LIBOR.
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Senior Subordinated Debt HDFS has $30.0 million of 10 year senior suboatid notes outstanding which are due in Decemh&#.20

Intercompany Borrowing— HDFS has a revolving credit line with the Compavhereby HDFS may borrow up to $210.0 million frtime
Company at a market interest rate. As of DecerBlbe2006, December 31, 2005 and December 31, HIDBS had no outstanding
borrowings owed to the Company under this agreement

The Company has a support agreement with HDFS Wheiferequired, the Company agrees to provide HRRS financial support in order
to maintain certain financial covenants. Suppay e provided at the Company’s option as capaatrioutions or loans. Accordingly,
certain debt covenants may restrict the Comparhjlgyato withdraw funds from HDFS outside the nahtourse of business. No amount
has ever been provided to HDFS under the suppogtatent.

Operating and Financial CovenartsHDFS is subject to various operating and finalnoiwenants related to the Global Credit Facilities
Medium-Term Notes and Senior Subordinated Debeiddry HDFS. The more significant covenants areritesd below.

The covenants limit HDFS’ ability to (i) incur cai additional indebtedness; (ii) assume or ineuitain liens; (iii) participate in a merger,
consolidation, liquidation or dissolution; and (jrchase or hold margin stock.

Under the Global Credit Facility financial covergrthe debt to equity ratio of HDFS and its corttifed subsidiaries cannot exceed 9.0 t
and HDFS must maintain a minimum consolidated taegiet worth of $300.0 million. The financial @nants under the Senior
Subordinated Debt require that HDFS maintain aitdeget worth of $40.0 million and a minimum fixetarge coverage ratio of 125%. No
financial covenants are required under the MedilemirNotes.

At December 31, 2006, December 31, 2005 and Decegih@004, HDFS remained in compliance with alttafse covenants.
The Company expects that future activities of HR#Bbe financed from funds internally generatedHpFS, the sale of loans through
securitization programs, issuance of commerciaépapd medium-term notes, borrowings under revgleiredit facilities and advances or

loans from the Company. (1)

Cautionary Statements

The Company'’s ability to meet the targets and etgiiens noted in this Form 10-K depends upon, anathgr factors, the Company’s ability
to (i) continue to realize production efficiencesits production facilities and effectively managperating costs including materials, labor
overhead; (ii) manage production capacity and prtidn changes; (iii) manage supply chain issue$;piovide products, services and
experiences that are successful in the marketp{aredgevelop and implement sales and marketingsolhat retain existing customers and
attract new customers in an increasingly competitharketplace; (vi) sell all of its motorcycles aethted products and services to its
independent dealers and distributors; (vii) corgitmdevelop the capacity of its distributor andldenetwork; (viii) manage changes and
prepare for requirements in legislative and regmaenvironments for its products, services andaiens; (ix) adjust to fluctuations in
foreign currency exchange rates, interest ratescamimodity prices; (x) manage regional and worlanigémographic trends and economic
and political conditions, including healthcare atibn, pension reform and tax changes; (xi) manhgeredit quality and recovery rates of
HDFS'’ loan portfolio; (xii) retain and attract taked employees; and (xiii) detect any defects inmatorcycles to minimize delays in new
model launches, recall campaigns, increased warcasts or litigation. In addition, the Companyltbexperience delays or disruptions in
its operations as a result of work stoppages,estrikatural causes, terrorism or other factorese&hisks, potential delays and uncertainties
regarding the costs could also adversely impac€Cthapany’s capital expenditure estimates (see ‘idiguand Capital Resources” section).

In addition, see “Risk Factors” under Item 1A. whincludes a discussion of additional risk factmsgl a more complete discussion of some
of the cautionary statements noted above.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company is exposed to market risk from changéseign exchange rates and interest rates.e@lage such risks, the Company
selectively uses derivative financial instrumemdl. hedging transactions are authorized and exsgtptirsuant to regularly reviewed policies
and procedures, which prohibit the use of finanicisiruments for trading purposes. Sensitivitylgsia is used to manage and monitor
foreign exchange and interest rate risk.

A discussion of the Company’s accounting policasderivative financial instruments is includedliie Summary of Significant Accounting
Policies in Note 1 to the Consolidated Financialt&nents and further disclosure relating to theviaue of derivative financial instrument
included in Note 10 to the Consolidated Financtat&nents.

The Company sells its products internationally anchost markets those sales are made in the forgigntry’s local currency. As a result,
the Company’s earnings can be affected by fluatnatin the value of the U.S. dollar relative toeign currency. The Company utilizes
foreign currency contracts to mitigate the effddthese fluctuations on earnings. The foreigneuey contracts are entered into with banks
and allow the Company to exchange a specified atafufioreign currency for U.S. dollars at a futulate, based on a fixed exchange rate. At
December 31, 2006, these contracts representeail@birned U.S. dollar equivalent of $360.3 millionheTCompany estimates that a uniform
10% weakening in the value of the dollar relatiwétte currency underlying these contracts wouldltés a decrease in the fair value of the
contracts of approximately $37.2 million as of Deter 31, 2006.

The Company’s exposure to the Japanese yen isasuiladly offset by the existence of a natural hedgaich is sustained through offsetting
yen cash inflows from sales with yen cash outfléevamotorcycle component purchases and other dpgrakpenses

HDFS'’ earnings are affected by changes in interest rai@&FS utilizes interest rate swaps to reduceripgact of fluctuations in interest ra

on its securitization transactions and debt. ABefember 31, 2006, HDFS had interest rate swassamaling with a notional value of $1.25
billion. HDFS estimates that a 10% increase iariggt rates would result in a $1.6 million decreagbe fair value of the agreements.
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Item 8. Consolidated Financial Statements and Supplementaripata

Managemer's Report on Internal Control Over Financial Repaoy
Management Certificatior

Report of the Audit Committe

Reports of Independent Registered Public Accourfing
Consolidated statements of inco

Consolidated balance she

Consolidated statements of cash flc

Consolidated statements of sharehol’ equity

Notes to consolidated financial stateme

Supplementary dai
Quarterly financial data (unaudite
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MANAGEMENT’'S REPORT ON INTERNAL CONTROL OVER FINANC IAL REPORTING

The Company’s management is responsible for estabfi and maintaining adequate internal controt émancial reporting, as such term is
defined in Exchange Act Rules 13a-15(f). Underdghgervision and with the participation of managemiecliuding the principal executive
officer and principal financial officer, managemennducted an evaluation of the effectiveness ofrternal control over financial reporting
based on the criteria establishedriternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatifribe
Treadway Commission. Based on management’s evatuatider the framework iimternal Control — Integrated Framewonianagement
has concluded that the Company'’s internal contvel dinancial reporting was effective as of Decentiie 2006. Management’s assessment
of the effectiveness of our internal control oveahcial reporting as of December 31, 2006 has bedited by Ernst & Young LLP, an
independent registered public accounting firm,tased in their report which is included herein.

February 6, 2007

James L. Zieme Thomas E. Bergmar
President and Chief Executive Offic Vice President and Chief Financial Offic

MANAGEMENT CERTIFICATIONS

The Company has filed as exhibits to its Annualdepn Form 10-K for the fiscal year ended Decen83er2006, filed with the Securities
and Exchange Commission, the certifications ofcthief executive officer and the chief financialiofir of the Company required by Section
302 of the Sarbanes-Oxley Act.

The Company has submitted to the New York StockhBRrge the Annual Chief Executive Officer Certifioatrequired by Section 303A.12
(a) of the New York Stock Exchange Listed Comparanial.

REPORT OF THE AUDIT COMMITTEE

The Audit Committee of the Board of Directors raviethe Company’s financial reporting process, tiditgprocess and the process for
monitoring compliance with laws and regulationdl & the Audit Committee members are independeradcordance with the Audit
Committee requirements of the New York Stock Exgearinc.

The Audit Committee of the Board of Directors hagiewed and discussed with management its assessfrtae effectiveness of the
Company’s internal control system over financiglaing as of December 31, 2006. Management hadwbed that the internal control
system was effective. This assessment was alstedury Ernst & Young LLP, the Company’s independegistered public accounting firm
for the 2006 fiscal year. The audited financiateinents of the Company for the 2006 fiscal yeaewaéso reviewed and discussed with
management as well as with representatives of Bri&iung LLP. The Audit Committee has also disadswith Ernst & Young LLP, the
matters required to be discussed by Statement diting Standards No. 61, other professional stadgland regulatory requirements curre
in effect. The Audit Committee has received thétem disclosures and the letter from the indepahdegistered public accounting firm
required by Independence Standards Board Standard,Ms currently in effect, and has discussel mepresentatives of Ernst & Young
LLP the independence of Ernst & Young LLP. Basedte review and discussions referred to aboveAtitit Committee has recommenc
to the Board of Directors that the audited finahstatements for the 2006 fiscal year be includethé Company’s Annual Report.

February 14, 2007

Audit Committee of the Board of Directors

Richard |. Beattie ddon C. Green

George L. Miles, Jr. Jare Norling, Chairman
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON INTERNAL CONTROL OVER FINANCIAL
REPORTING

To the Board of Directors and Shareholders of Habavidson, Inc.:

We have audited management’s assessment, incloded accompanying Management's Report on InteCoakrols over Financial

Reporting, that Harley-Davidson, Inc. maintaineféetive internal control over financial reporting af December 31, 2006, based on criteria
established imnternal Control - Integrated Framewoi&sued by the Committee of Sponsoring Organizatidriee Treadway Commission
(the COSO criteria). Harley-Davidson, Inc.’s masagnt is responsible for maintaining effective iing control over financial reporting and
for its assessment of the effectiveness of intecoatrol over financial reporting. Our responsiiils to express an opinion on management’s
assessment and an opinion on the effectivene$e @admpany’s internal control over financial repagytbased on our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting Oversighti@d@/nited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe@sir audit included obtaining an understandingit#rinal control over financial reporting,
evaluating management’s assessment, testing ahdaéiag the design and operating effectivenessteirnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit provaesasonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablessesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over firtéal reporting includes those policies and proceslthat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financakestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jde reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companysats that could have a material effect on then@iizd statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, management’s assessment that H&réydson, Inc. maintained effective internal cohtver financial reporting as of
December 31, 2006, is fairly stated, in all mategapects, based on the COSO criteria. Also, mopinion, Harley-Davidson, Inc.
maintained, in all material respects, effectiveinal control over financial reporting as of DecemB1, 2006, based on the COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the consolidated
balance sheets of Harley-Davidson, Inc. as of Déegr1, 2006 and 2005, and the related consoliddagtedments of income, shareholders’
equity and cash flows for each of the three yaathé period ended December 31, 2006 of Harley-@¥mri, Inc. and our report dated
February 6, 2007 expressed an unqualified opiriieneon.

Ernst & Young LLP

Milwaukee, Wisconsin
February 6, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Hablavidson, Inc.:

We have audited the accompanying consolidated balsimeets of Harley-Davidson, Inc. as of DecembeP306 and 2005, and the related
consolidated statements of income, shareholdetstyegnd cash flows for each of the three yeathénperiod ended December 31, 2006.
Our audits also included the financial statemehedale listed in the index at item 15(a). Thesartial statements and schedule are the
responsibility of the Company’s management. Ospoasibility is to express an opinion on theserfaial statements and schedule based on
our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amadbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on glasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe dhatudits provide a reasonable basis for our opini

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of Harley-
Davidson, Inc. at December 31, 2006 and 2005, lsadansolidated results of its operations andashdlows for each of the three years in
the period ended December 31, 2006, in conformitly W.S. generally accepted accounting principlao in our opinion, the related
financial statement schedule, when considerediatioa to the basic financial statements takenabale, presents fairly in all material
respects the information set forth therein.

As discussed in Note 1 to the consolidated findrst&ements, on January 1, 2005, the Company eldaitgymethod of accounting for share-
based awards and on December 31, 2006, the Congpanged its method of accounting for defined bepefiision and postretirement
healthcare plans.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the effectiveness
of Harley-Davidson, Inc.’s internal control ovendincial reporting as of December 31, 2006, basetiteria established ilmternal Control -
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission and our report datduzey 6,
2007 expressed an unqualified opinion thereon.

Ernst & Young LLP

Milwaukee, Wisconsin
February 6, 2007
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HARLEY-DAVIDSON, INC.
CONSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2006, 2005 and 2004

(In thousands, except per share amounts)

2006 2005 2004

Net revenue $ 5,800,68¢ $ 5,342,21: $ 5,015,19(
Cost of goods sold 3,567,83¢ 3,301,71! 3,115,65!
Gross profit 2,232,84 2,040,49¢ 1,899,53!
Financial services incon 384,89 331,61¢ 305,262
Financial services expense 174,16 139,99¢ 116,66
Operating income from financial services 210,72« 191,62( 188,60(
Selling, administrative and engineering expense 841,05! 762,10¢ 726,64¢
Income from operations 1,602,52( 1,470,01: 1,361,49:
Investment income, ni 27,08 22,791 23,101
Other, net (5,367) (5,04¢9) (5,106)
Income before provision for income taxes 1,624,24( 1,487,75¢ 1,379,48t
Provision for income taxes 581,08’ 528,15t 489,72(
Net income $ 1,043,15! $ 959,60/ $ 889,76¢
Earnings per common sha

Basic $ 394 $ 3.42 $ 3.02

Diluted $ 392 % 341 $ 3.00
Cash dividends per common sh $ 081 $ 0.62t $ 0.40%

The accompanying notes are an integral part of¢imsolidated financial statements.

58




HARLEY-DAVIDSON, INC.
CONSOLIDATED BALANCE SHEETS
December 31, 2006 and 2005
(In thousands, except share amounts)

2006 2005
ASSETS
Current asset:
Cash and cash equivalel $ 238,397 $ 140,97t
Marketable securitie 658,13¢ 905,197
Accounts receivable, n 143,04¢ 122,08
Finance receivables held for s 547,10¢ 299,37¢
Finance receivables held for investment, 1,554,26( 1,342,39:
Inventories 287,79¢ 221,41¢
Deferred income taxe 73,38¢ 61,28¢
Prepaid expenses and other current assets 48,501 52,50¢
Total current assets 3,550,63: 3,145,23°
Finance receivables held for investment, 725,957 600,831
Property, plant and equipment, | 1,024,46¢ 1,011,61:
Prepaid pension cos 55,351 368,16¢
Goodwill 58,80( 56,562
Deferred income taxe 42,98¢ —
Other assets 73,957 72,801

$ 5,532,15( $ 5,255,20¢

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Accounts payabl $ 283477 $ 270,61«
Accrued liabilities 479,70¢ 397,52¢
Current portion of finance debt 832,49] 204,97
Total current liabilities 1,595,67 873,11:
Finance deb 870,00( 1,000,00(
Deferred income taxe — 155,23¢
Pension liability 47,91¢ 28,67¢
Postretirement healthcare bene 201,12¢ 60,97¢
Other lon¢-term liabilities 60,694 53,60z

Commitments and contingencies (Note

Shareholder equity:
Series A Junior participating preferred stock, nizseec — —
Common stock, 334,328,193 and 330,961,869 shaeedsn 2006 and 2005, respectiv 3,343 3,31C

Additional paicin-capital 766,38 596,23¢
Retained earning 5,460,62¢ 4,630,39(
Accumulated other comprehensive (loss) income (206,667) 58,65
6,023,69: 5,288,59:

Less:
Treasury stock (76,275,837 and 56,960,213 shar280f and 2005, respectively), at cost (3,266,95) (2,204,98)
Total shareholders’ equity 2,756,73 3,083,60!

$ 5,532,15( $ 5,255,20¢

The accompanying notes are an integral part of¢insolidated financial statements.
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HARLEY-DAVIDSON, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2006, 2005 and 2004

(In thousands)

Net cash provided by operating activities (Not:

Cash flows from investing activitie

Capital expenditure

Origination of finance receivables held for investit
Collections on finance receivables held for investi
Collection of retained securitization intere
Purchase of marketable securit

Sales and redemptions of marketable secui
Other, net

Net cash (used) provided by investing activi

Cash flows from financing activitie

Proceeds from issuance of medium term n

Net increase (decrease) in fina-credit facilities and commercial pag
Dividends

Purchase of common stock for treas

Excess tax benefits from sh-based paymen

Issuance of common stock under employee stock optens

Net cash used by financing activiti
Effect of exchange rate changes on cash and casvaénts
Net increase (decrease) in cash and cash equis

Cash and cash equivaler

At beginning of period
At end of period

2006 2005 2004
$ 761,78 $ 962,61 $ 835,83]
(219,607 (198,389 (213,550
(411,75) (336,417  (324,93))
260,13: 179,97 190,36(
101,64 115,34¢ 125,73:
(970,935 (1,352,42) (1,091,32f)
1,224,44°  1,783,50: 742,28¢
(19,186) 2,24¢ (6,561)
(3525¢) ~ 193,84( (577,99
— 199,97 —
493,12¢ (280,699 305,04
(212,914 (173,789  (119,23))
(1,061,969 (1,054,61) (564,137
18,93: 6,06¢ —
125,80 31,26¢ 62,171
(637,029 (1,271,79) ~ (316,146
7,924 (18,847 4,137
97,42:  (134,18) (54,170)
140,97 275,15¢ 329,32¢
$ 23839, $ 14097 $ 275,15¢

The accompanying notes are an integral part of¢insolidated financial statements.
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HARLEY-DAVIDSON, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
Years ended December 31, 2006, 2005 and 2004
(In thousands, except share amounts)

Common Stock Additional Other comp-
Issued paid-in Retained rehensive Treasury
Shares Balance capital Earnings  income (loss] Balance Total
Balance December 31, 2003 326,489,29: $ 3,26€ $ 419,45t $ 3,074,03° $ 47,17 ($586,240 ¢  2,957,69:
Comprehensive incom:
Net income — — — 889,76¢ — — 889,76¢
Other comprehensive income (los
Foreign currency translation adjustm: — — — — 9,39¢ — 9,39¢
Minimum pension liability adjustment, net of taxrtedit of
$38,23C — — — — (62,110) — (62,110
Change in net unrealized gains (loss
Investment in retained securitization interests$ afiéax
benefit of $367 — — — — (691) — (691)
Derivative financial instruments, net of tax benefi$1,766 — — — — (2,479) — (2,479
Marketable securities, net of tax benefit of $2, — — — — (3,38¢) — (3,389
Comprehensive incorr 830,49¢
Dividends — — — (119,237 — — (119,239
Repurchase of common sta — — — — — (564,137) (564,137)
Exercise of stock optior 3,418,87: 34 62,137 — — — 62,171
Tax benefit of stock optior — — 51,47¢ — — — 51,47¢
Balance December 31, 2004 329,908,16! $ 3,30C $ 533,06¢ $ 3,844,57: ($12,09¢) ($1,150,37) $  3,218,47:
Comprehensive incom:
Net income — — — 959,60+ — — 959,60¢
Other comprehensive income (los
Foreign currency translation adjustm: — — — — (18,005) — (18,005)
Minimum pension liability adjustment, net of taxafs
($37,025) 60,15t 60,15E
Change in net unrealized gains (loss
Investment in retained securitization interests$,ai¢axes o
($2,179) — — — — 4,001 — 4,001
Derivative financial instruments, net of taxes $1%,353) — — — — 24,992 — 24,992
Marketable securities, net of tax benefit of $: — — — — (394) — (394)
Comprehensive inconr 1,030,35:
Dividends — — — (173,785 — — (173,785
Repurchase of common sta — — — — — (1,054,619 (1,054,61%)
Shar-based compensatic — — 24,117 — — — 24,117
Issuance of nonvested stc 115,801 1 2) — — — —
Exercise of stock optior 937,90: 9 31,25¢ — — — 31,264
Tax benefit of stock optior — — 7,80C — — — 7,80C
Balance December 31, 2005 330,961,86! $ 3,31C $ 596,23¢ $ 4,630,39( $ 58,658 ($2,204,98)$  3,083,60:
Comprehensive incom:
Net income — — — 1,043,15¢ — — 1,043,15¢
Other comprehensive income (los
Foreign currency translation adjustm: — — — — 12,89¢ — 12,89¢
Minimum pension liability adjustment, net of taxas
($165) — — — — 267 — 267
Change in net unrealized gains (loss
Investment in retained securitization interests$ afiéax
benefit of $7,36( — — — — (13,5272) — (13,522)
Derivative financial instruments, net of tax benefi$9,111 — — — — (15,04¢) — (15,04¢)
Marketable securities, net of taxes of ($2,4 — — — — 3,991 — 3,991
Comprehensive incon 1,031,73¢
Adjustment to initially apply SFAS No. 158, nettakes of
($156,278; — — — — (253,90)) — (253,907)
Dividends — — — (212,919 — — (212,919
Repurchase of common sta — — — — — (1,061,96%) (1,061,96¢)
Shar-based compensatic — — 21,44¢ — — — 21,44¢
Issuance of nonvested stc 253,31¢ 3 3) — — — —
Exercise of stock optior 3,113,00¢ 30 125,771 — — — 125,801
Tax benefit of stock optior — — 22,92¢ — — — 22,92¢
Balance December 31, 20C 334,328,19: $ 3,342 $ 766,38. $ 5,460,62¢ ($206,667) ($3,266,95)$  2,756,73°

The accompanying notes are an integral part ofdmsolidated financial statements.

61




HARLEY-DAVIDSON, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Principles of Consolidation and Basis of Presenati- The consolidated financial statements includeaitmunts of Harley-Davidson,
Inc. and its subsidiaries (the Company), includimgaccounts of the groups of companies doing basias Harley-Davidson Motor
Company (HDMC), Buell Motorcycle Company (BMC) addrley-Davidson Financial Services (HDFS).

All of the Company’s subsidiaries are wholly owrgedl are included in the consolidated financiakstents. All of the Company’s
international subsidiaries use the respective logakncy as their functional currency. Assets laatfdllities of international subsidiaries
have been translated at period-end exchange eatdshcome and expenses have been translatedax@nage exchange rates for the
period.

In connection with securitization transactions, HDIRilizes Qualifying Special Purpose Entities (@SPas defined by Statement of
Financial Accounting Standards (SFAS) No. 140 “Aatting for Transfers and Servicing of Financial étssand Extinguishments of
Liabilities.” Assets and liabilities of the QSPE® aot consolidated in the financial statementhiefCompany. For further discussion of
QSPEs and securitization transactions see “FinReceivable Securitizations,” which follows.

The Company operates in two principal business seggn Motorcycles and Related Products (Motorg)cd Financial Services
(Financial Services). All intercompany accountd araterial transactions are eliminated, excepafoounts related primarily to: (1)
interest paid by HDMC to HDFS on behalf of HDMCrelependent dealers as a way to manage seasorelsgasrin inventory; and (2)
amounts paid by HDMC to reimburse HDFS for certaimopean wholesale finance receivable credit losSeg Note 3 for additional
detail related to these items.

Use of Estimates— The preparation of financial statements in comiity with U.S. generally accepted accounting pipies requires
management to make estimates and assumptiondfénzttthe amounts reported in the financial stateimi@nd accompanying notes.
Actual results could differ from those estimates.

Cash and Cash Equivalerts The Company considers all highly liquid investiisawith a maturity of three months or less when
purchased to be cash equivalents.

Marketable Securities- The Company has investments in marketable sesuigonsisting primarily of investment-grade debt
instruments such as corporate bonds and governmaeked securities of $337.4 million and $535.9imillat December 31, 2006 and
2005, respectively, with contractual maturitieapproximately 1 year. Marketable securities atstuide auction rate securities of
$320.7 million and $369.3 million at December 320& and 2005, respectively, with contractual méasiof up to 30 years. The
auction rate securities have interest re-set daggoccur every 90 days or less and can be agtmatketed at ongoing auctions that
occur every 90 days or less. The Company classitBénvestments in marketable securities as alviailfor sale, thus requiring the
Company to carry them at their fair value with amyealized gains or losses reported in other cohgms&ve income. Net unrealized
losses, net of taxes, included in other comprekeriscome as of December 31, 2006 and 2005 weBerfiillion and $5.3 million,
respectively. Gains and losses realized on sélesmiketable securities are included in investniecime and were not material.
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1.
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Finance Receivables Credit LossesThe provision for credit losses on finance receleslis charged to earnings in amounts sufficie
maintain the allowance for uncollectible accourta kevel HDFS believes is adequate to cover theds of principal and accrued inte
in the existing portfolio. HDFS’ periodic evaluati of the adequacy of the allowance is generalbetban HDFS’ past loan loss
experience, known and inherent risks in the padfahe value of the underlying collateral and eatreconomic conditions. HDFS’
wholesale and other large loan charge-off polidyaised on a loan-by-loan review which considersgeeific borrower’s ability to
repay and the estimated value of any collateral.

Retail loans are generally charged-off at 120 daydractually past due. All finance receivablesrae interest until either collected or
charged-off. Accordingly, as of December 31, 2666 2005, all finance receivables are accountedganterest-earning receivables.

Finance Receivables Held for SaleU.S. retail motorcycle loans intended for sedation at origination are classified as finance
receivables held for sale. These finance recedglhvéld for sale in the aggregate are carriededbthier of cost or estimated fair value.
Finance receivables held for sale are held foroatgieriod of time prior to being securitized, drale a cost basis that approximates fair
value. Cash flows related to finance receivabtdd for sale are included in cash flows from opatpactivities.

Finance Receivables SecuritizatiersHDFS sells retail motorcycle loans through se@aiion transactions. Under the terms of
securitization transactions, HDFS sells retail foama securitization trust utilizing the two-sm@pcess described below. The
securitization trust issues notes to investordy) wé@rious maturities and interest rates, securedtoye collections of purchased retail
loans. The proceeds from the issuance of the-basked securities are utilized by the securitiratrust to purchase retail loans from
HDFS.

Upon sale of the retail loans to the securitizatioist, HDFS receives cash and also retains aresttén excess cash flows, servicing
rights, and the right to receive cash reserve atodeposits in the future, collectively referreda®“investment in retained securitization
interests.” The investment in retained securitimainterests is included with finance receivaliie&l for investment in the consolidated
balance sheets.

The interest in excess cash flows equals the dasis Birising from retail loans sold to the secaation trust less servicing fees, credit
losses and contracted payment obligations duectarisigation trust investors. Key assumptions @edmining the present value of
projected excess cash flows are prepayments, ¢osgdits and discount rate. HDFS retains serviogids under retail loans that it has
sold to the securitization trust and receives wisiag fee. The servicing fee paid to HDFS is édased adequate compensation for the
services provided and is included in financial &gy income as earned.

Reserve account deposits represent interest-eacasigdeposits collateralizing trust securitiehe Tunds are not available for use by
HDFS until the reserve account balances exceedtbl@s specified in the securitization agreements.

Gains on current year securitizations on the salkeoretail loans are recognized in the periodidrich the sale occurs. The amount of
the gain depends on the proceeds received anditjiead carrying amount of the transferred retadns, allocated between the assets
sold and the retained interests based on thetivelair values at the date of transfer.

Investments in retained securitization interestsracorded at fair value and are periodically nee@ for impairment. Market quotes of
fair value are generally not available for retain@erests; therefore, HDFS estimates fair valisedan the present value of future
expected cash flows using HDFS’ best estimategpfdssumptions for credit losses, prepayments ieduht rate commensurate with
the risks involved. Unrealized gains and lossegweestments in retained securitization interestsracorded in other comprehensive
income and as of December 31, 2006 and 2005 werennealized gains of $43.4 million and $64.3 roillibefore income taxes, or $2
million and $41.6 million net of taxes, respectel
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Finance Receivables Securitizations (continued):

HDFS does not guarantee payments on the secusisiesd by the securitization trusts or the propceesh flows from the retail loans
purchased from HDFS. The Company’s retained sézation interests, excluding servicing rights, andordinate to the interests of
securitization trust investors. Such investorsehaniority interests in the cash collections onritail loans sold to the securitization tr
(after payment of servicing fees) and in the casienve account deposits. These priority intergdstaately could impact the value of t
Company’s investment in retained securitizatioeriests. Investors also do not have recourse tagbets of HDFS for failure of the
obligors on the retail loans to pay when due.

HDFS utilizes a two-step process to transfer rétaihs to a securitization trust. Loans are ithtimansferred to a special purpose,
bankruptcy remote, wholly owned subsidiary whichum sells the retail loans to the securitizatimrst. HDFS has surrendered control
of retall loans sold to the securitization trusc@ritization transactions have been structuretl shat: (1) transferred assets have been
isolated from HDFS by being put presumptively beytime reach of HDFS and its creditors, even in baptky or other receivership, (2)
each holder of a beneficial interest in the seiaation trust has the right to pledge or exchamgér tinterest; and (3) HDFS does not
maintain effective control over the transferredetsshrough either (a) an agreement that bothlentind obligates HDFS to repurchase
or redeem the transferred assets before their ityatther than for breaches of certain represematiwarranties and covenants relating
to the transferred assets, or (b) the ability tidaterally cause the holder to return specific essather than through a customary cleanup
call.

Activities of the securitization trust are limitéal acquiring retail loans, issuing asbetcked securities and making payments on sect
to investors. Securitization trusts have a limitealand generally terminate upon final distributiof amounts owed to the investors in
asset-backed securities. Historically, the lifse€uritization trusts purchasing retail loans fidBDFS has approximated four years.

Due to the overall structure of the securitizati@nsaction, the nature of the assets held byaberiization trust and the limited nature
of its activities, the securitization trusts aresidered QSPEs. Accordingly, gain on sale is reizegl upon transfer of retail loans to a
QSPE and assets and liabilities of the QSPEs areomsolidated in the financial statements of HDIS®e Note 3 for further discussion
of HDFS'’ securitization program.

Inventories— Inventories are valued at the lower of cost orkea Substantially all inventories located in theited States are valued
using the last-in, first-out (LIFO) method. Ottieventories totaling $103.5 million at December 3@06, and $77.4 million at
December 31, 2005 are valued at the lower of costarket using the first-in, first-out (FIFO) metho

Property, Plant and Equipment Property, plant and equipment is recorded at cDsfpreciation is determined on the straight-basis
over the estimated useful lives of the assets. foll@ving useful lives are used to depreciatevthgous classes of property, plant and
equipment: buildings - 30 to 40 years; buildingipmqent and land improvements - 7 to 10 years; aadhinery and equipment - 3 to 10
years. Accelerated methods of depreciation aré feseéncome tax purposes.

Internatuse Software— The Company’s policy is to capitalize costs imedrin connection with developing or obtaining saite for
internal use. The Company’s policy explicitly exaés certain types of costs from capitalizatiochsas costs incurred for
enhancements, maintenance, project definition, cataersion, research and development, businesggsae-engineering and training.
Costs capitalized by the Company include amouritsfpeoutside consulting firms for materials onsees used in developing or
obtaining computer software for internal use, waaas benefits paid to employees who are direcgpeiated with and who devote time
to developing or obtaining computer software fdeinal use, and interest costs incurred duringo#red of development of software -
internal use. During 2006, 2005 and 2004 the Camwpapitalized $38.1 million, $17.0 million and $@5nillion, respectively, of costs
incurred in connection with
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Internatuse Software (continued):

developing or obtaining software for internal ugde Company depreciates costs capitalized in aimmewith developing or obtaining
software for internal use on a straight-line basisr the estimated useful life. Generally, intéurse software has a three to seven year
useful life.

Goodwill — Goodwill represents the excess of acquisition ower the fair value of the net assets purchaszabdwill is tested for
impairment at least annually based on financish defated to the reporting unit to which it hasrbassigned. The Company has
assigned goodwill to reporting units based on dpeaview of each purchase transaction. Durin@&8nd 2005, the Company testes
goodwill balances for impairment and no adjustmeveese recorded to goodwill as a result of thoséeres.

Longlived Assets— The Company periodically evaluates the carryialye of long-lived assets to be held and used amgtlived
assets held for sale, when events and circumstavereant such review. If the carrying value obad-lived asset is considered
impaired, a loss is recognized based on the antuwhich the carrying value exceeds the fair maviedtie of the long-lived asset for
assets to be held and used, or the amount by wiécbarrying value exceeds the fair market valas tmst to sell for assets held for
sale. Fair market value is determined primarilyngshe anticipated cash flows discounted at acatemensurate with the risk involve

Product Warranty and Recall CampaigrsThe Company provides a standard two-year limitadranty on all new motorcycles sold.
The warranty coverage for the retail customer ideiparts and labor and begins when the motorcysleld to a retail customer. The
Company maintains reserves for future warrantyndailsing an estimated cost per unit sold, whidiaged on historical Company claim
information. Additionally, the Company has frommé to time initiated certain voluntary recall cangps. The Company reserves for
estimated costs associated with recalls in thegddhat the recalls are announced. Changes i@dhgpany’s warranty and product
recall liability were as follows (in thousands):

2006 2005 2004
Balance, beginning of period $43,07: $44,86¢ $33,32
Warranties issued during the per 56,00¢ 37,04 41,43¢
Settlements made during the per (57,267 (38,761 (37,247)
Recalls and changes to pre-existing warranty liésl 24,571 ) 7,35¢€
Balance, end of period $66,38t $43,07% $44,86¢

The increase in warranty expense during 2006 wagdumarily to higher costs associated with the @any’s second year warranty
program and higher product program costs. Beggmiith shipments of 2004 model year motorcycles,Glompany extended its
warranty coverage from one to two years. During&@&dditional claims data became available whiclicated that the cost of the
second year warranty was higher than originallimested. Based on the higher actual claims, the 2oy adjusted warranty reserves
for the motorcycles affected, which were prima804, 2005 and 2006 models. In addition, the Campanounced a number of
product programs during 2006 to address custonmereras and promote customer satisfaction. Ungeoduct program, the Company
contacts retail customers directly to promote nafety related improvements that are covered byCtmapany’s standard warranty. The
liability for product recall campaigns was $6.5Iioit, $8.8 million and $4.9 million as December 2006, 2005 and 2004, respectively.

Derivative Financial Instruments- The Company uses derivative financial instrumémtsanage foreign currency exchange rate and
interest rate risk. The Company’s policy speclficarohibits the use of derivatives for speculatpurposes. The fair values of the
Company’s derivative financial instruments are désed in Note 10.
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Derivative Financial Instruments (continued):

All derivative instruments are recognized on thiabee sheet at fair value. Changes in the fainevaf derivatives that are designated as
fair value hedges, along with the gain or losstenhedged item, are recorded in current periodmgsn For derivative instruments that
are designated as cash flow hedges, the effeatit®p of gains and losses that result from chamgése fair value of derivative
instruments is initially recorded in other compnesige income and subsequently reclassified intniegs when the hedged transaction
affects income. Any ineffective portion is immegilg recognized in earnings. No component of ggiregderivative instrument’s gain

or loss is excluded from the assessment of hedgetimeness.

The Company sells its products internationally amchost markets those sales are made in the forsigntry’s local currency. As a
result, the Company’s earnings can be affectedumjufations in the value of the U.S. dollar relatte foreign currency. The Company
utilizes foreign currency contracts to mitigate #ffect of these fluctuations on earnings. Theifpr currency contracts are entered into
with banks and allow the Company to exchange aifspg@mount of foreign currency for U.S. dollatsaafuture date, based on a fixed
exchange rate. The Company’s foreign currencyraots, which generally have maturities of less thia® year, are designated as cash
flow hedges. The effectiveness of these hedgee&sured based on changes in the fair value afdahigact attributable to changes in
the forward exchange rate and are highly effectiee fair value of foreign currency contractsaéfiected in current assets or liabilities,
realized gains and losses are recorded in cosiadgysold and the related cash flows are include@sh flows from operations.

HDFS enters into interest rate swap agreementgiace the impact of fluctuations in interest ratests securitization transactions.
HDFS originates fixed-rate retail loans on an ongdasis. Eligible loans are pooled and sold thinogecuritization transactions on a
periodic basis. HDFS utilizes interest rate swgqgements to hedge anticipated cash flows fronsélaritization of retail motorcycle
loans.

In addition, HDFS enters into interest rate swageaments to reduce the impact of fluctuations tergst rates on its fixed and floating
rate debt. Atinception, HDFS designates eachidsteate swap as a hedge of the fair value of@grézed asset or liability (fair value
hedge) or a hedge of the variability of cash flaavbe received or paid related to a recognized asdmbility (cash flow hedge).

Revenue Recognition- Sales are recorded when products are shippetidatesale customers (independent dealers and diirg) and

ownership is transferred. The Company offers salentive programs to both wholesale and retatamers designed to promote the
sale of motorcycles and related products. Thé toists of these programs are recognized as reveduetions and are accrued at the
later of the date the related sales are recordéteatate the incentive program is both approvebicammunicated.

Financial Services Income RecognitienInterest income on finance receivables is rembaeearned and is based on the average
outstanding daily balance for wholesale and regmikivables. Accrued interest is classified witlafice receivables. Loan origination
payments made to dealers for certain retail loaaslaferred and amortized over the estimated fiteecontract.

Research and Development Expenseg&xpenditures for research activities relatingrtoduct development and improvement are
charged against income as incurred and includddmitperating expenses in the consolidated stateafémcome. Research and
development expenses were $177.7 million, $178lkomiand $170.7 million for 2006, 2005 and 200dspectively.

Advertising Costs— The Company expenses the production cost of &idivey the first time the advertising takes plaéalvertising
costs relate to the Company'’s efforts to proma@@ibducts and brands through the use of mediain@2006, 2005 and 2004 the
Company incurred $69.7 million, $66.5 million ardB38 million in advertising costs, respectively.
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Shipping and Handling Costs The Company classifies shipping and handlingscasta component of cost of goods sold.

Reclassifications— Certain prior year amounts have been reclasdifiednform to the current year presentation.

Stock Compensation Costs On January 1, 2005 the Company early adopted S¥&3.23 (revised 2004), “Share-Based Payment,”
which requires the Company to recognize the cogs@mployee stock option awards in its incoméestent. According to SFAS No.
123 (revised 2004), the total cost of the Compasliare-based awards is equal to their grant datteaflme and is recognized as expense
on a straight-line basis over the service periddb@awards. The Company adopted the fair vadgegnition provisions of SFAS No.
123 (revised 2004) using the modified-prospectrag4ition method. Under that transition methodnpensation cost includes: (a)
compensation cost for all share-based paymentsegtgmior to, but not yet vested as of January0052 based on the grant date fair
value estimated in accordance with the original/fgions of SFAS No. 123, “Accounting for Stock-Bdseompensation,” and (b)
compensation cost for all share-based paymentsegtanbsequent to January 1, 2005, based on thedgate fair value estimated in
accordance with the provisions of SFAS No. 123igel 2004). Results for prior periods have nonbestated. Total stock
compensation expense recognized by the Companygd€i06 and 2005, including stock option and notegestock awards, was $21.4
million and $23.0 million, respectively, or $13.3llion and $14.5 million net of taxes, respectively

Prior to the adoption of SFAS No. 123 (revised 20€# Company presented all tax benefits of dedustresulting from the exercise of
stock options as operating cash flows in the Statérof Cash Flows. Beginning on January 1, 20@5dbmpany changed its cash flow
presentation in accordance with SFAS No. 123 (ezl/B004) which requires the cash flows of the redlitax benefits resulting from tax
deductions in excess of the compensation cost nioed) for those options (excess tax benefits) toléssified as financing cash flows.

Prior to January 1, 2005, the Company accountedsatock option plans under the recognition amdsurement provisions of APB
Opinion No. 25 and related Interpretations, as jteethby SFAS No. 123, “Accounting for Stock-Baggdmpensation.” No stock
option-based employee compensation cost was rexedjiti the income statement prior to 2005, ast@tlksoptions granted under those
plans had an exercise price equal to the markeewafl the underlying common stock on the date ahgr The Company estimated the
fair value of its option awards granted prior todary 1, 2005 using the Black-Scholes option-pgdormula. The Blackscholes optio
pricing model was used with the following weighteerage assumptions for grants made in the follpwears:

2004 2003 2002
Fair value of options granted during the period $17 $14 $19
Expected term (in year 4.9 4.7 4.4
Expected volatility 34% 36% 38%
Expected dividend yiel 0.6% 0.3% 0.3%
Risk free rate 3.2% 2.7% 4.3%
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Stock Compensation Costs (continued):

The following table illustrates the effect on netome and earnings per share if the Company hdabdype fair value recognition
provisions of SFAS No. 123 to its stock optionsidgithe year ended December 31, 2004. For purpdgbss pro forma disclosure, the
value of the options is amortized to expense anadght-line basis over a four-year vesting perdod forfeitures are recognized as they
occur. The Company'’s pro forma information follogirs thousands, except per share amounts):

2004

Net income, as reported $889,76¢
Total stock-based employee compensation expensamaed under fair value based method for all optiwards, net of

related tax effect (13,939
Pro forma net income $875,83¢
Basic earnings per share as repo $ 3.02
Basic earnings per share pro for $ 297
Diluted earnings per share as repol $ 3.00
Diluted earnings per share pro for| $ 296

New Accounting Standards

In June 2006, the Financial Accounting Standardsr8@FASB) issued Financial Interpretation No. (F#8, “Accounting for
Uncertainty in Income Taxes,” which clarifies trezaunting for uncertainty in income taxes recogaiean enterprise’s financial
statements in accordance with SFAS No. 109, “Actingrfor Income Taxes.” The interpretation prelses a recognition threshold and
measurement attribute for the financial statemecgnition and measurement of a tax position takexxpected to be taken in a tax
return. The Company is required to adopt FIN 4@ir@Eng in fiscal year 2007 and the impact thatdbeption of FIN 48 will have on |
consolidated financial statements and notes théeatrpected to be immaterial.

In September 2006, the FASB issued SFAS No. 158plByers’ Accounting for Defined Benefit Pensiordadther Postretirement
Plans, an amendment of FASB Statements No. 87,Band 132(R).” SFAS No. 158 requires employeas $ponsor defined benefit
pension and postretirement benefit plans to re@egpieviously unrecognized actuarial losses arat parvice costs in the statement of
financial position and to recognize future chanigebese amounts in the year in which changes abcaugh comprehensive income.
a result, the statement of financial position weéflect the funded status of those plans as an asfiability. Additionally, employers are
required to measure the funded status of a planf the date of its yeagnd statement of financial position. The Compaag vequired t
adopt SFAS No. 158, as it relates to recogniziegftinded status of its defined benefit pension@osiretirement benefit plans, and the
related disclosure requirements, as of Decembe2@16. The requirement to measure the fundedsséstof the date of the year-end
statement of financial position is required by Daber 31, 2008. The Company is currently evaluatiegimpact the change in the
measurement date will have on its consolidatechfiie statements and notes thereto. See Notef@rtbier discussion of the effect of
adopting SFAS No. 158 on the Company’s consolidéiteshcial statements and notes thereto.
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2. Additional Balance Sheet and Cash Flow Information

The following information represents additionalaletor selected line items included in the condaled balance sheets at December 31
and the statements of cash flows for the yearsceBeéeember 31.

Balance Sheet Information:

Accounts receivable, net (in thousands’

2006 2005
Domestic $ 22,23¢ $ 21,15¢
Foreign 120,81 100,93:

$ 143,04¢ $ 122,08

The Companys sales of motorcycles and related products itthieed States, Canada and a portion of its sal&mpe are financed |
the purchasing dealers or distributors through HR#f8l the related receivables are included in fiearceivables held for investment in
the consolidated balance sheets. The Company'ainamng foreign sales are sold on open accoungrleftcredit, draft, and payment in
advance or financed by the purchasing dealers. allbeance for doubtful accounts deducted fromltataounts receivable was $9.5
million and $8.5 million as of December 31, 2008 2005, respectively.

Inventories, net (in thousands):

2006 2005
Components at the lower of FIFO cost or ma
Raw materials and work in proce $123,37¢ $ 90,95¢
Motorcycle finished good 94,39¢ 73,73¢
Part and accessories and general merchandise 98,74¢ 80,017
Inventory at lower of FIFO cost or market 316,52¢ 244,70¢
Excess of FIFO over LIFO cost 28,72¢ 23,29(

$ 287,79t $ 221,41¢

Inventory obsolescence reserves deducted from EtSDwere $15.3 million and $16.7 million as of Bexber 31, 2006 and 2005,

respectively.
Property, plant and equipment, at cost (in thousans):
2006 2005

Land and related improvements $ 49,12¢ $  44,66¢
Buildings and related improvemet 378,15( 378,61
Machinery and equipme! 1,956,93! 1,797,32.
Construction in progress 148,29: 113,49:

2,532,50: 2,334,09¢
Less: accumulated depreciation 1,508,03: 1,322,48t

$ 1,024,46¢ $ 1,011,61.
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Accrued liabilities (in thousands

2006 2005
Payroll, performance incentives and related expense $ 145,578 $ 125,88¢
Warranty and recall 66,38t 43,07:
Sales incentive progran 83,52 65,612
Income taxe: 49,66¢ 58,07t
Fair value of derivative financial instrumel 28,07¢ 15,11¢
Other 106,48 89,76(

$479,70¢ $397,52¢
Components of accumulated other comprehensive) ([logsme, net of tax (in thousands):

2006 2005
Cumulative foreign currency translation adjustment $ 28,43( $ 15,53¢
Unrealized gain on investment in retained secuatitin interes 28,11z 41,63¢
Unrealized net (loss) gain on derivative finanaatruments (6,287) 8,761
Unrealized net (loss) on marketable secur (1,32¢) (5,319
Minimum pension liability — (1,95%)
Unrecognized pension and postretirement benefit fddilities (255,589 —

($206,66) $ 58,658
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Cash Flow Information:

The reconciliation of net income to net cash predithy operating activities is as follows (in thouds):

2006 2005 2004
Cash flows from operating activitie
Net income $1,043,15! $ 959,60/ $ 889,76¢
Adjustments to reconcile net income to net caskigea by
operating activities
Depreciatior 213,76¢ 205,70t 214,11
Provision for employee lol-term benefits 80,17¢ 71,461 62,77¢
Stock compensation exper 21,44¢ 22,97¢ —
Gain on current year securitizatic (32,316 (46,58]) (58,302)
Net change in wholesale finance receival (159,88¢) (161,347) (154,124
Origination of retail finance receivables held $ate (2,772,73) (2,447,320) (2,069,71)
Collections on retail finance receivables heldSale 112,131 124,46: 84,31(
Proceeds from securitization of retail finance realgles 2,303,56. 2,450,92( 1,847,89!
Contributions to pension and postretirement p (13,519 (296,859) —
Tax benefit from the exercise of stock optic — — 51,47¢
Deferred income taxe (39,76¢) 48,16% (41,319
Foreign currency adjustmer (7,975) 18,68¢ (5,28%)
Other, ne 32,53t 31,99¢ 31,482
Changes in current assets and liabilit
Accounts receivable, n (16,367) (11,556) (4,069
Finance receivable- accrued interest and ot (23,442) (16,252) (27,447)
Inventories (54,352 (6,36€) (12,81))
Accounts payable and accrued liabilit 76,05¢ 24,81(C 35,69¢
Other (708) (9,895) (8,620
Total adjustments (281,379 3,01C (53,935
Net cash provided by operating activities $ 761,78( $ 962,61« $ 835,83!
Cash paid during the period for interest and inctemes (in thousands
2006 2005 2004
Interest $ 57,99C $ 34,417 $ 21,34¢
Income taxe: $602,347 $471,617 $469,65¢
Interest paid represents interest payments of HRRiEh are included in financial services expense.
Non-cash investing activity during the period (ot@sands):
2006 2005 2004
Investment in retained securitization interest&nesd
in connection with securitizations during the y $156,95¢ $176,64( $154,56¢
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Financial Services

HDFS is engaged in the business of financing andcieg wholesale inventory receivables and rdtahs, primarily for the purchase
motorcycles, and providing insurance programs jpally to Harley-Davidson and Buell dealers andrthetail customers. HDFS
conducts business in the United States, Canad&amgbe and is responsible for all credit and ctilbecactivities for the Company’s
U.S. dealer receivables, its Canadian distribidoeivables and the majority of its European dealegivables.

The condensed statements of operations relatitiget&inancial Services segment, for the years ebéegmber 31, were as follows (in
thousands):

2006 2005 2004
Interest income $167,50¢ $129,86¢ $102,17:
Income from securitizatior 111,177 123,13¢ 115,10¢
Other income 106,21( 78,61% 87,981
Financial services income 384,891 331,61¢ 305,26:
Interest expens 59,761 36,154 22,728
Operating expenses 114,40¢ 103,84« 93,93¢
Financial services expenses 174,167 139,99¢ 116,66
Operating income from financial services $210,72¢ $191,62( $188,60(

Interest income includes approximately $23.6 milli$§16.0 million and $11.8 million of interest omalesale finance receivables paid
by HDMC to HDFS in 2006, 2005 and 2004, respedjivdihis interest is paid on behalf of HDMC's in@eplent dealers as a way to
manage seasonal increases in inventory. Thegestteansactions between the Motorcycles and Eiab8ervices segments are not
eliminated.

Income from securitizations includes gains on quryear securitization transactions of $32.3 milji$46.6 million and $58.3 million

during 2006, 2005 and 2004, respectively, and ircominvestment in retained securitization intere$t$78.9 million, $76.6 million
and $56.8 million during 2006, 2005 and 2004, retipely.
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Financial Services (continued)

Finance Receivables

Finance receivables held for investment at Decer@bdor the past five years were as follows (inuends):

2006 2005 2004 2003 2002
Wholesale
United State: $ 1,206,75: $ 1,040,22( $§ 870,64( $ 690,66 $ 574,48¢
Europe 66,421 59,96( 73,231 91,987 91,137
Canada 65,53¢ 50,097 51,94¢ 59,171 42,23¢
Total wholesale 1,338,71: 1,150,27 995,81¢ 841,82( 707,86:
Retail
United State: 409,78¢ 319,85¢ 287,84 233,07¢ 202,19:
Canada 174,89: 149,597 120,217 92,74(C 60,921
Total retail 584,68: 469,45 408,05¢ 325,81¢ 263,11«
1,923,39: 1,619,73( 1,403,87- 1,167,63¢ 970,97¢
Allowance for credit losses 27,28¢ 26,16¢ 30,277 31,311 31,04¢
1,896,11: 1,593,56! 1,373,59° 1,136,32¢ 939,93!

Investment in retaine
securitization interests 384,10¢ 349,65¢ 282,187 254,40¢ 198,74¢
$ 2,280,21° $ 1,943,222 $ 1,655,78 $ 1,390,73° $ 1,138,67¢

Finance receivables held for sale at December Bthéopast five years were as follows (in thousgnds

2006 2005 2004 2003 2002

Retail
United State: $ 547,10¢ $ 299,37: $ 456,51¢ $ 347,11: $ 306,901

HDFS has cross-border outstandings to Canada@eagfmber 31, 2006, 2005 and 2004 of $61.1 milad,.7 million and $30.9
million, respectively.

HDFS provides wholesale financing to the Compainydependent dealers. Wholesale loans to dealergearerally secured by financed
inventory or property and are originated in the.UGanada and Europe.

HDFS provides retail financial services to custemarthe Company’s independent dealers in the dr8tates and Canada. The
origination of retail loans is a separate and d@tiransaction between HDFS and the retail custoumeelated to the Company’s sale of
product to its dealers. Retail loans consist otised promissory notes and installment loans. HBiEgr holds titles or liens on titles to
vehicles financed by promissory notes and instaiine@ans. As of December 31, 2006 and 2005, ajmpiately 10% of gross
outstanding finance receivables were originate@atifornia and 10% were originated in Canada, retpaly.

At December 31, 2006 and 2005, unused lines ofitcegtended to HDFS’ wholesale finance custometaéd $782.8 million and

$713.9 million, respectively. Approved but unfuddetail finance loans totaled $593.5 million adidb$.1 million at December 31, 20
and 2005, respectively.
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3.  Financial Services (continued)

Finance Receivables (continued)

Wholesale finance receivables are related prim&wilpotorcycles and related parts and accessailes ® independent dealers and are
generally contractually due within one year. Rdiaance receivables are primarily related to salemotorcycles to the dealers’
customers, the end consumers. On December 31, 260Bactual maturities of finance receivables Hetdnvestment (excluding
retained securitization interests) were as follgwghousands):

United States Europe Canada Total
2007 $ 1,23893t $ 66,421 $ 86,57¢ $ 1,391,93:
2008 25,947 — 22,59¢ 48,54~
2009 28,641 — 25,24¢ 53,89t
2010 31,63¢ — 28,20¢ 59,84¢
2011 34,95¢ — 31,51¢ 66,46¢
Thereafter 256,42¢ — 46,28: 302,70¢
Total $ 161654 $ 66,421 $ 240,42¢ $ 1,923,39:

As of December 31, 2006, all finance receivables after one year were at fixed interest rates.

The allowance for credit losses is comprised oivididial components relating to wholesale and rdiadnce receivables. Changes in
allowance for credit losses for the years endecebber 31 were as follows (in thousands):

2006 2005 2004
Balance at beginning of year $26,165 $30,277 $31,311
Provision for finance credit loss 5,962 3,263 3,07C
Charge-offs, net of recoveries (4,844) (7,375 (4,109
Balance at end of year $27,28: $26,165 $30,277

Included in charge-offs, net of recoveries are $0il6on, $1.8 million and $3.7 million of recoves in 2006, 2005 and 2004,
respectively, received by HDFS from HDMC. Theseoxeries relate to certain guarantees provided BMB on wholesale loans to
European Harley-Davidson dealers. At DecembefBQ6, 2005 and 2004, HDMC had $0.5 million, $0.8iam and $3.3 million,
respectively, included in its allowance for doubHacounts related to outstanding guarantees.

The carrying value of retail and wholesale finareeeivables contractually past due 90 days or mbBecember 31 for the past five
years were as follows (in thousands):

2006 2005 2004 2003 2002
United States $4,47€¢ $2,574 $1,90€ $2,01z $1,724
Canade 1,561 1,44z 994 639 523
Europe 452 283 3,68¢€ 4,12€ 5,307
Total $6,48¢ $4,29¢ $6,58¢ $6,777 $7,554
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Financial Services (continued)

Securitization Transactions

During 2006, 2005 and 2004, the Company sold $Rilidn, $2.48 billion and $1.88 billion, respeatly, of retail motorcycle loans
through securitization transactions utilizing QSR&ee Note 1). These sales resulted in cash precdeéi®.30 billion, $2.45 billion and
$1.85 hillion during 2006, 2005 and 2004, respetyiv The Company retains an interest in exceds ftaws, servicing rights and cash
reserve account deposits, collectively referredstinvestment in retained securitization intere$tse total securitization interests
retained during the year for the last three yesrsiasclosed under non-cash investing activitieate 2. In conjunction with current
and prior year sales, HDFS had investments inmmetbsecuritization interests of $384.1 million &3d9.7 million at December 31, 20
and 2005, respectively. The Company receives drsenaicing fees approximating 1% of the outstagdiecuritized retail loans. HDI
serviced $4.28 billion and $3.90 billion of secaed retail loans as of December 31, 2006 and 2@&pectively.

The Companys retained securitization interests, excludingisery rights, are subordinate to the interestseglsitization trust investol
Such investors have priority interests in the aadlections on the retail loans sold to the sewation trust (after payment of servicing
fees) and in the cash reserve account depositaseljriority interests ultimately could impact ttadue of the Company’s investment in
retained securitization interests. Investors dohawe recourse to the assets of HDFS for failfitbeobligors on the retail loans to pay
when due. Key assumptions in the valuation ofinfrestment in retained securitization interests ianchlculating the gain on current
year securitizations are credit losses, prepaynamtgiscount rate.

At the date of the transaction, the following weeghaverage key assumptions were used to caldhkaigain on securitizations
completed in 2006, 2005 and 2004:

2006 2005 2004

Prepayment speed (Single Monthly Mortality) 2.47% 2.5C% 2.50%
Weightec-average life (in year: 19€ 193 1.9

Expected cumulative net credit los: 2.84% 2.6C% 2.60%
Residual cash flows discount r: 12.00(% 12.0C% 12.0(%

As of December 31, 2006 and 2005, respectivelyfalhewing weighted-average key assumptions wesslus value the investment in
retained securitization interests:

2006 2005
Prepayment speed (Single Monthly Mortality) 2.4C% 2.50%
Weightec-average life (in year: 2.06 2.02
Expected cumulative net credit los: 2.99% 2.57%
Residual cash flows discount r: 12.00% 12.0C%

75




3.  Financial Services (continued)

Securitization Transactions (continued):

Expected cumulative net credit losses are a keyngsison in the valuation of retained securitizatioterests. As of December 31, 2006,
2005 and 2004, respectively, weighted-average ¢xgea®t credit losses for all active securitizatiorere 2.99%, 2.57% and 2.55%.
The table below summarizes, as of December 31,,Z00% and 2004, respectively, expected weightedame cumulative net credit
losses by year of securitization, expressed asaepege of the original balance of loans secwudtifor all securitizations completed

during the years noted.

Expected weighter-average cumulative Loans securitized in
net credit losses (%) as of 2006 2005 2004 2003 2002
December 31, 200 3.00% 3.15% 2.93% 2.53% 2.60%
December 31, 200 — 2.60% 2.6C% 2.52% 2.44%
December 31, 200 — — 2.60% 2.60% 2.3%

Detailed below at December 31, 2006 and 2005 eisémsitivity of the fair value to immediate 10% 0% adverse changes in the
weighted-average key assumptions for all retaimedistization interests (dollars in thousands):

2006 2005
Carrying amount/fair value of retained interests $384,10¢ $ 349,65¢
Weightec-average life (in year: 2.06 2.02
Prepayment speed assumption (monthly rate 2.40% 2.50%
Impact on fair value of 10% adverse cha ($9,000) ($9,400)
Impact on fair value of 20% adverse cha ($17,500) ($18,300)
Expected cumulative net credit losse 2.99% 2.57%
Impact on fair value of 10% adverse cha ($24,400 ($18,800)
Impact on fair value of 20% adverse cha ($48,800) ($37,600)
Residual cash flows discount rate (annua 12.0C% 12.0C%
Impact on fair value of 10% adverse cha ($7,000) ($6,400)
Impact on fair value of 20% adverse cha ($13,900 ($12,600

These sensitivities are hypothetical and shouldeatonsidered to be predictive of future perforogaiChanges in fair value generally
cannot be extrapolated because the relationshiharfge in assumption to change in fair value mayadinear. Also, in this table, the
effect of a variation in a particular assumptiortioa fair value of the retained interest is caltadandependently from any change in
another assumption. In reality, changes in onefanay contribute to changes in another, which magnify or counteract the
sensitivities. Furthermore, the estimated faiuealas disclosed should not be considered indecafifuture earnings on these assets.
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Financial Services (continued)

Securitization Transactions (continued):
The table below provides information regarding @iercash flows received from and paid to all mogoke loan securitization trusts
during the years ended December 31, 2006 and 200Baousands):

2006 2005
Proceeds from new securitizations $ 2,303,56: $ 2,450,92(
Servicing fees receive 43,80¢ 36,662
Other cash flows received on retained inter 166,76( 182,27¢
10% clea-up call repurchase optic (104,027) (61,85¢9)

Managed retail motorcycle loans consist of allitetetorcycle installment loans serviced by HDFS8linling those held by securitizati
trusts and those held by HDFS. As of DecembeRB@6 and 2005, managed retail motorcycle loansew®5.11 billion and $4.41
billion, respectively, of which $4.28 billion an@$0 billion, respectively, were securitized. Thacipal amount of managed retail
motorcycle loans 30 days or more past due was $24lion and $189.5 million at December 31, 2006 2005, respectively.
Managed loans 30 days or more past due excluds lezlassified as repossessed inventory.

Credit losses, net of recoveries, of the manageidl reotorcycle loans were $68.1 million, $53.0 it and $33.0 million during 2006,
2005 and 2004, respectively.

Finance Debt:
HDFS’ debt as of December 31 consisted of the ¥alig (in thousands):

2006 2005
Commercial paper $ 89425( $ 416,79
Credit facilities 191,86¢ 172,96

1,086,11t¢ 589,76
Mediurmr-term notes 586,37¢ 585,211
Senior subordinated notes 30,00( 30,00C

$ 1,702,49. $ 1,204,97¢

Credit Facilities— In December 2006, HDFS increased its revolvirgglitrfacility (Global Credit Facility) to $1.40Ibon from $1.10
billion. The primary use of the Global Credit Ragiis to provide liquidity to the unsecured conmtial paper program and to fund
domestic and foreign operations. Subject to celttaiitations, HDFS has the option to borrow inigas currencies. Interest is based on
London interbank offered rates (LIBOR), Europeariibank offered rates or other short-term indidepending on the type of advance.
The Global Credit Facility is a committed facildiyie in September 2009 and HDFS pays a fee fovitisadility.

Commercial Pape+r Subject to limitations, HDFS may issue commercadgr of up to $1.40 billion. Maturities may rangeta 365
days from the issuance date. Outstanding comnmigaper may not exceed the unused portion of tleb&ICredit Facility. As a result,
the combined total of commercial paper and borrgwinnder the Global Credit Facility was limitedbth40 billion and $1.10 billion as
of December 31, 2006 and 2005, respectively. Téighted-average interest rate of outstanding comiaigraper balances was 5.20%
and 4.18% at December 31, 2006 and 2005, respbrctiVee December 31, 2006 and 2005 weighted-aecirggrest rates include the
impact of interest rate swap agreements.

MediumTerm Notes— HDFS has $400.0 million of 3.63% medium-term satatstanding which are due in December 2008 ang.$2
million of 5% medium-term notes which are due ircBaber 2010 (collectively referred to as “NotesThe Notes provide for semi-
annual interest payments and principal due at ritatufiDFS entered into swap agreements, the effbathich is to convert the interest
rates on
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Financial Services (continued)

Finance Debt (continued)

$550.0 million of the Notes from fixed rates todtmg rates, which are based on 3-month LIBOR. Waightedaverage interest rates
the Notes for the years ended December 31, 200@@0i were 5.28% and 3.51%, respectively, whichuglee the impact of interest rate
swap agreements. At December 31, 2006 and 200%dtes reflect $13.6 million and $14.7 million desses, respectively, due to fair
value adjustments related to the impact of the@sterate swap agreements.

Senior Subordinated Debt At December 31, 2006 and 2005, HDFS had $30.0amiltif 6.79% senior subordinated notes outstanding
due in December 2007. The senior subordinated mpotesde for semi-annual interest payments andcipal at maturity.

Intercompany Borrowings—- HDFS has a revolving credit line with the Compavhereby HDFS may borrow up to $210.0 million at
market rates of interest. As of December 31, 20062005, HDFS had no borrowings owed to the Compader the revolving credit
agreement.

The Company has classified the $586.4 million oflmm-term notes as long-term finance debt at Deegrh, 2006. Additionally, the
Company has classified $283.6 million related $ddbmmercial Paper and its Global Credit Faciliiedong-term finance debt as of
December 31, 2006. This amount has been excludeddurrent liabilities because it is supportedhmy Global Credit Facility and is
expected to remain outstanding for an uninterruptaibd extending beyond one year from the balaheet date.

The Company and HDFS have entered into a suppmeawent wherein, if required, the Company agreg@sdeide HDFS certain
financial support to maintain certain financial eoants. Support may be provided either as cagotatibutions or loans at the
Company’s option. No amount has ever been providétDFS under the support agreement.

Operating and Financial CovenartsHDFS is subject to various operating and financislenants related to the Global Credit Facili
Medium-Term Notes and Senior Subordinated Debeiddry HDFS. The more significant covenants arth&rdescribed below.

The covenants limit HDFS’ ability to (1) incur cairt additional indebtedness; (2) assume or incdaiceliens; (3) participate in a
merger, consolidation, liquidation or dissolutiamd (4) purchase or hold margin stock.

Under the Global Credit Facility financial covermrthe debt to equity ratio of HDFS and its corgaikd subsidiaries cannot exceed 9.0
to 1.0 and HDFS must maintain a minimum consolidigmgible net worth of $300.0 million. The fingaovenants under the Senior
Subordinated Notes require that HDFS maintain gikée net worth of $40.0 million and a minimum ftkeharge coverage ratio of
125%. No financial covenants are required undemMiedium-Term Notes.

At December 31, 2006, HDFS remained in complianitke all of these covenants.
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4. Income Taxes

Provision for income taxes for the years ended Boeg 31 consists of the following (in thousands):

2006 2005 2004
Current:
Federal $531,65¢ $421,76( $466,47¢
State 74,942 47,60¢ 61,982
Foreign 15,10¢ 10,501 2,775
621,70¢ 479,86¢ 531,23:
Deferred:
Federal ($22,457) 47,71¢ (38,3372)
State (20,599 4,577 (5,261)
Foreign 2,42¢€ (4,006 2,08C
(40,619) 48,28¢ (41,519
Total $581,087 $528,15¢ $489,72(

The provision for income taxes differs from the amtthat would be provided by applying the statytdrS. corporate income tax rate
due to the following items for the years ended Dawer 31:

2006 2005 2004
Provision at statutory rate 35.0% 35.0% 35.0%
Foreign income taxe (0.2) 0.1 0.1
Foreign tax credit 0.1 (0.2) (0.2)
State taxes, net of federal ben 2.4 2.3 2.5
Extraterritorial income exclusic (0.49) (0.6) (0.7)
Manufacturing deductio (0.7) (0.4) —
Research and development cre (0.49) (0.6) (0.5)
Other (0.1) (0.2) (0.8)
Provision for income taxes 35.8% 35.5% 35.5%

The principal components of the Company’s defetagdassets and liabilities as of December 31 irethé following (in thousands):

2006 2005
Deferred tax asset

Accruals not yet tax deductib $ 71,74¢ $ 58,43¢
Postretirement healthcare benefit obligal 30,907 25,862
Supplemental employee retirement plan agreemetitgatibn 12,84: 11,83¢
Minimum pension liability — 1,205
Pension and postretirement benefit plan fundeds 33,88¢ —
Other, net 81,16 49,65¢

230,55( 146,99¢
Deferred tax liabilities

Depreciation, tax in excess of ba (85,67%) (66,279
Prepaid pension cos — (138,706
Unrealized gain on investment in retained secuatitin interest: (15,27  (22,63))
Other, net (13,23))  (13,337)

(114,175 (240,949
Total $116,37¢  ($93,95)
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5.

Commitments and Contingencies

The Company is subject to lawsuits and other clagteted to environmental, product and other msitiardetermining required resen
related to these items, the Company carefully asalyases and considers the likelihood of advadggijents or outcomes, as well as
potential range of possible loss. The requiredmass are monitored on an ongoing basis and araegdbased on new developments or
new information in each matter.

Shareholder Lawsuits:

A number of shareholder class action lawsuits fitgd between May 18, 2005 and July 1, 2005 inUimted States District Court for
the Eastern District of Wisconsin. On February2006, the court consolidated all of the actiorie asingle case, captiontdre
Harley-Davidson, Inc. Securities Litigatiorand appointed Lead Plaintiffs and Co-Lead PI#gitCounsel. Pursuant to the schedule set
by the court, on October 2, 2006, the Lead Pld#fifed a Consolidated Class Action Complaint, ethhames the Company and Jeffrey
L. Bleustein, James L. Ziemer, and James M. Brastowho are Company officers, as defendants. twesolidated Complaint alleges
securities law violations and seeks unspecifiedatga relating generally to the Company’s April 2805 announcement that it was
reducing shorterm production growth and planned increases obragtle shipments from 317,000 units in 2004 tea 2005 target ¢
329,000 units (compared to its original target 8,800 units). On December 18, 2006, the defesddatl a motion to dismiss the
Consolidated Complaint in its entirety. Briefinfjtbe motion to dismiss is anticipated to be cortgadén April 2007.

Three shareholder derivative lawsuits were filethim United States District Court for the Easterstiirt of Wisconsin on June 3, 2005,
October 25, 2005 (this lawsuit was later volunyadiismissed) and December 2, 2005 and two sharehd&tivative lawsuits were filed
in Milwaukee County Circuit Court on July 22, 20&8d November 16, 2005 against some or all of thewang current or former
directors and officers of the Company: Jeffrey leutein, James L. Ziemer, James M. Brostowitzn\Br Allen, Richard |. Beattie,
George H. Conrades, Judson C. Green, Donald A.s]lé®aga L. Levinson, George L. Miles, Jr., JameNdtling, James A. McCaslin,
Donna F. Zarcone, Jon R. Flickinger, Gail A. LioRenald M. Hutchinson, W. Kenneth Sutton, Jr. asithJA. Hevey. The lawsuits
also name the Company as a nominal defendanterargl, the shareholder derivative complaints ohelfactual allegations similar to
those in the class action complaints and allegatibat officers and directors breached their fidgctuties to the Company. On
February 14, 2006, the state court consolidatedwbestate court derivative actions and appointedd_Plaintiffs and Lead Plaintiffs’
counsel, and on April 24, 2006, the state couremd that the consolidated state court derivatitioa be stayed until after motions to
dismiss the federal securities class action are&lddc On February 15, 2006, the federal court clidested the federal derivative lawst
with the securities and ERISA (see below) actiamsafiministrative purposes.

On July 11, 2005, the staff of the Enforcement &iami of the United States Securities and Exchargrariission (SEC) advised the
Company that it is inquiring into matters relatgenerally to the Company’s April 13, 2005 announeetand certain allegations
contained in the shareholder complaints. The Coyacooperating with the SEC.

On August 25, 2005, a class action lawsuit allegiio¢ptions of the Employee Retirement Income Sigguyct (ERISA) was filed in the
United States District Court for the Eastern Dgdtaf Wisconsin. As noted above, on February 0862 the court ordered the ERISA
action consolidated with the federal derivative aadurities actions for administrative purposesgts@ant to the schedule set by the
court, on October 2, 2006, the ERISA plaintiff filan Amended Class Action Complaint, which namedGbmpany, the Harley-
Davidson Motor Company Retirement Plans Committee Company’s Leadership and Strategy Council, ldako Scott, James L.
Ziemer, James M. Brostowitz, Gail A. Lione, JoahheBischmann, Karl M. Eberle, Jon R. Flickinger,riaid M. Hutchinson, James A.
McCaslin, W. Kenneth Sutton, Jr., and Donna F. @iae¢c who are current or former Company officersraployees, as defendants (the
“Company Defendants”). In general, the ERISA caalincludes factual allegations similar to thas¢éhe shareholder class action
lawsuits and alleges on behalf of participantsariain Harley-Davidson retirement savings plans
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Commitments and Contingencies (continued)

Shareholder Lawsuits (continued):
that the plan fiduciaries breached their ERISA diduy duties. On December 18, 2006, the defenddetsa motion to dismiss the
ERISA complaint in its entirety. Briefing of theation to dismiss is anticipated to be completedpnil 2007.

The Company believes the allegations against ah@flefendants in the lawsuits against the Compamyvithout merit and it intends to
vigorously defend against them. Since all of thesdters are in the preliminary stages, the Comjmmnpable to predict the scope or
outcome or quantify their eventual impact, if aag,the Company. At this time, the Company is alsable to estimate associated
expenses or possible losses. The Company mairtsimsance that may limit its financial exposuredefense costs and liability for an
unfavorable outcome, should it not prevail, forimla covered by the insurance coverage.

SecurityBreach Lawsuit:

On January 22, 2007, a purported class action iawss filed in the Supreme Court of the State efiNYork against Harley-Davidson,
Inc. and the Harley Owners Group. The complailegals that the Company was negligent in failingraperly safeguard, protect and
keep confidential the personal “Customer IdentlBdbformation” that was stored on a Company lagtomputer that was lost on or
about August 14, 2006. The complaint also allegasHarley-Davidson breached fiduciary duties avadle false and fraudulent
representations and warranties to its custometsttivauld keep confidential and safeguard andegubthe personal customer
information in its possession. The complaint seeispecified damages. The Company believes thgadibns in the lawsuit are withc
merit and it intends to vigorously defend agaihsit.

Cam Bearing Lawsuit

In January 2001, the Company, on its own initigtivatified each owner of 1999 and early-2000 mgéelr Harley-Davidson
motorcycles equipped with Twin Cam 88 and Twin G&8B ™ engines that the Company was extending thieamy for a rear cam
bearing to 5 years or 50,000 miles. SubsequemtlyJune 28, 2001, a putative nationwide class met@s filed against the Company in
state court in Milwaukee County, Wisconsin, whicasrsamended by a complaint filed September 28, 200&. complaint alleged that
this cam bearing is defective and asserted vatemad theories. The complaint sought unspecifi@ugensatory and punitive damages
for affected owners, an order compelling the Compparrepair the engines and other relief. On Falyr@27, 2002, the Company’s
motion to dismiss the amended complaint was graoyetie Court and the amended complaint was disaissits entirety. An appeal
was filed with the Wisconsin Court of Appeals. ®pril 12, 2002, the same attorneys filed a secamdtpre nationwide class action
against the Company in state court in Milwaukee r@puwisconsin relating to this cam bearing issné asserting different legal
theories than in the first action. The complaought unspecified compensatory damages, an ordepaltng the Company to repair t
engines and other relief. On September 23, 20@2Ctimpany’s motion to dismiss was granted by therCthe complaint was
dismissed in its entirety, and no appeal was takem.January 14, 2003, the Wisconsin Court of Afypezversed the trial court’s
February 27, 2002 dismissal of the complaint infitst action, and the Company petitioned the Wisin Supreme Court for review.
On March 26, 2004, the Wisconsin Supreme Courtreexekthe Court of Appeals and dismissed the remgiclaims in the action. On
April 12, 2004, the same attorneys filed a thirtiacin the state court in Milwaukee County, on &iélf the same plaintiffs from the
action dismissed by the Wisconsin Supreme Couhnis third action was dismissed by the court on 28ly2004. In addition, the
plaintiffs in the original case moved to reopert thatter and amend the complaint to add new caafssstion. On September 9, 2004,
Milwaukee County Circuit Court refused to allow tle®pening or amendment. Plaintiffs again appel¢de Wisconsin Court of
Appeals, and on December 13, 2005, the Court okAfsgpagain reversed the trial court. On Januar20@6, the Company filed a
petition for review with the Wisconsin Supreme QGouDral arguments were heard on September 7, @00@he Company is awaiting a
decision from the court. The Company believes tthats-year/50,000 mile warranty extension it amuad in January 2001 adequately
addressed the condition for affected owners, aadCibmpany intends to continue to vigorously defenisl matter.
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Commitments and Contingencies (continued)

Environmental Matters

The Company is involved with government agenciebsgmoups of potentially responsible parties in @asi environmental matters,
including a matter involving the cleanup of soitlagroundwater contamination at its York, Pennsyiadacility. The York facility was
formerly used by the U.S. Navy and AMF prior to fhechase of the York facility by the Company fréiF in 1981. Although the
Company is not certain as to the full extent oféhgironmental contamination at the York facilityhas been working with the
Pennsylvania Department of Environmental ProtecifoRhDEP) since 1986 in undertaking environmentaégiigation and remediation
activities, including an ongoing site-wide remedialestigation/feasibility study (RI/FS).

In January 1995, the Company entered into a sedtieagreement (the Agreement) with the Navy. Thee@ment calls for the Navy
and the Company to contribute amounts into a #qetl to 53% and 47%, respectively, of future castociated with environmental
investigation and remediation activities at the Kfacility (Response Costs). The trust administeespayment of the Response Costs
incurred at the York facility as covered by the égment.

In February 2002, the Company was advised by t8e Environmental Protection Agency (EPA) that ihsiders some of the
Company’s remediation activities at the York fdgilio be subject to the EPA’s corrective actionguean under the Resource
Conservation and Recovery Act (RCRA) and offered@ompany the option of addressing corrective aatitder a RCRA facility lead
agreement. In July 2005, the York facility wasigeated as the first site in Pennsylvania to baesked under the “One Cleanup
Program.” The program provides a more streamlaratiefficient oversight of voluntary remediationligth PADEP and EPA and will
be carried out consistent with the Agreement withiflavy. As a result, the RCRA facility lead agneat has been superseded.

Although the RI/FS is still under way and subst@nincertainty exists concerning the nature angesaod the additional environmental
investigation and remediation that will ultimatdlg required at the York facility, the Company esties that its share of the future
Response Costs at the York facility will be appnoately $7.7 million. The Company has establiskesgrves for this amount, which are
included in Accrued Expenses and Other Liabilitrethe Condensed Consolidated Balance Sheets.

The estimate of the Company’s future Response @oatwill be incurred at the York facility is basen reports of independent
environmental consultants retained by the Comptngyactual costs incurred to date and the estinttsid to complete the necessary
investigation and remediation activities. RespaBests related to the remediation of soil are etqukto be incurred over a period of
several years ending in 2012. Response Costgddiafground water remediation may continue forestime beyond 2012. However,
these Response Costs are expected to be muchtlavethose related to the remediation of soil.

Under the terms of the sale of the Commercial MekiDivision in 1996, the Company has agreed tenmuify Utilimaster Corporation,
until 2008, for certain claims related to enviromta contamination present at the date of saldéo$20.0 million. Based on the
environmental studies performed, the Company doesxpect to incur any material expenditures urlisrindemnification.

Product Liability Matters

Additionally, the Company is involved in produdability suits related to the operation of its besis. The Company accrues for claim
exposures that are probable of occurrence andeagdsonably estimated. The Company also maintsnsance coverage for product
liability exposures. The Company believes thaadsruals and insurance coverage are adequatdanaroduct liability will not have a
material adverse effect on the Company’s cons@itiihancial statements.
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Employee Benefit Plans and Other Postretiremenefiisn

The Company has several defined benefit pensiorsjzlad several postretirement healthcare benefisplwhich cover substantially all
employees of the Motorcycles segment. The Complwyheas unfunded supplemental employee retiremantggreements (SERPA)
with certain employees which were instituted tdaep benefits lost under the Tax Revenue Recotioitighct of 1993.

Pension benefits are based primarily on yearsmfcgeand, for certain plans, levels of compensatitmployees are eligible to receive
postretirement healthcare benefits upon attaingegb after rendering at least 10 years of seteitke Company. Some of the plans
require employee contributions to offset benefitso

Adoption of SFAS No. 158

As discussed in Note 1, the Company adopted SFASBR) as it relates to recognizing the fundedustaf its defined benefit pension
and postretirement benefit plans in its stateméfihancial position and related disclosure promis, on December 31, 2006. Funded
status is defined as the difference between thieger benefit obligation and the fair value ofrplssets. Upon adoption, the Company
recorded an adjustment to accumulated other coraps@e income representing the recognition of resly unrecorded pension and
postretirement healthcare liabilities related toum@ecognized actuarial losses, unrecognized paorice costs and unrecognized prior
service credits. These amounts will be subsequestbgnized as a component of net periodic pernsishpursuant to the Company’s
historical accounting policy for recognizing suchaunts.

The incremental effects of adopting the provisiohSFAS No. 158 on the Company’s statement of firerposition at December 31,
2006 are presented in the following table. Theptida of SFAS No. 158 had no effect on the Compamepnsolidated statement of
income for the year ended December 31, 2006, aarfgrprior period presented, and it will not afféet Company’s operating results in
future periods. Had the Company not been requoediopt SFAS No. 158 at December 31, 2006, it dibalve recognized an
additional minimum pension liability pursuant t@tprovisions of SFAS No. 87. The effect of recagrg the additional minimum
pension liability is included in the table belowtire column labeled “Prior to Adopting of SFAS N&8.”

At December 31, 200t

Prior to Effect of
Adopting Adopting
SFAS No. 15¢ SFAS No. 15¢ As Reported

Prepaid pension costs $ 322,677 $ (267,320 $ 55,351
Deferred income taxes, r (113,297 156,27¢ 42,98¢
Accrued liabilities (477,170) (2,539 (479,709
Long-term pension liability (34,687) (13,237) (47,916
Postretirement healthcare bene (74,039 (127,087 (201,126
Accumulated other comprehensive (income) (47,239 253,901 206,66
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6.

Employee Benefit Plans and Other Postretiremenefisncontinued)

Adoption of SFAS No. 158 (continued):

Amounts included in accumulated other comprehensiseme, net of tax, at December 31, 2006 whickeh#ot yet been recognized in
net periodic benefit cost are as follows (in thouts:

Pension and Postretirement
SERPA Healthcare Benefits
Prior service cost (credit) $ 25,33: % (5,819
Net actuarial loss 151,28: 84,79:
$ 176,61¢ $ 78,97:

Included in accumulated other comprehensive incahigecember 31, 2006 are prior service costs af Bfilion ($4.1 million net of
tax) and unrecognized net actuarial losses of $lllion ($7.2 million net of tax) expected to becognized in pension and SERPA net
periodic benefit cost during the fiscal year endderember 31, 2007.

Included in accumulated other comprehensive incathigecember 31, 2006 are prior service creditsldf $illion ($0.7 million net of
tax) and unrecognized net actuarial losses of $fil®n ($4.3 million net of tax) expected to becognized in postretirement healthcare
benefits net periodic benefit cost during the figear ending December 31, 2007.
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Employee Benefit Plans and Other Postretiremeneftsi{continued)

Obligations and Funded Status:
The information following provides detail of chaisge the benefit obligations, changes in the falue of plan assets and funded status
as of the Company’s September 30 measurementidate(sands):

Pension and Postretirement
SERPA Healthcare Benefits
2006 2005 2006 2005

Change in benefit obligatic

Benefit obligation, October $ 963,82 $ 816,99¢ $ 298,34( $ 241,34t

Service cos 48,82¢ 40,371 12,944 10,53€

Interest cos 52,62¢ 49,944 16,074 14,73€

Actuarial (gains) losse (67,05€) 100,72¢ 9,230 42,25€

Plan participant contributior 7,156 6,627 306 107

Benefits paid (28,664) (50,842) (11,909) (10,642)

Benefit obligation, September 30 976,712 963,82 324,98t 298,34(
Change in plan asse

Fair value of plan assets, Octobe 922,23¢ 712,18: 109,261 —

Actual return on plan asse 80,35¢ 70,88¢€ 10,56¢ 7,011

Company contribution 1,014 183,384 12,10¢€ 112,78t

Plan participant contributior 7,156 6,627 306 107

Benefits paid (28,664) (50,842) (12,419 (10,642)

Fair value of plan assets, September 30 982,10z 922,23¢ 119,82¢ 109,261
Funded status of the plar

Benefit obligation under (over) plan ass 5,390 (41,58€) (205,156) (189,079

Unrecognized prior service cost (cret — 47,924 — (10,524)

Unrecognized net los — 336,07C — 135,72:

Minimum pension liability:

Accumulated other comprehensive loss — (3,162) — —

Prepaid (accrued) benefit cost, September 30 5,390 339,24¢ (205,15€) (63,880)

Fourth quarter contributions — 241 3,536 2,905
Prepaid (accrued) benefit cost, December 31 $ 539C $ 339,487 ($201,620 ($60,97%)
Amounts recognized in the Consolidated Balance tShee

December 31
Accrued benefit liability (current liabilities ($2,04E) — ($494) —
Accrued benefit liability (lon-term liabilities) (47,91€) ($28,67¢) (201,12¢) ($60,97%)
Prepaid benefit cost (long-term assets) 55,351 368,16t — —
Net amount recognized $ 539C $ 339,487 ($201,620 ($60,97%)

No plan assets are expected to be returned todhg@ény during the fiscal year-ended December 30720
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Employee Benefit Plans and Other Postretiremeneftsi{continued)

Benefit Costs
Components of net periodic benefit costs for theryended December 31 (in thousands):

Pension and Postretirement
SERPA Healthcare Benefits
2006 2005 2004 2006 2005 2004

Service cost $48,82¢ $40,371 $36,86° $12,94¢ $10,53¢ $ 11,367
Interest cos 52,62¢ 49,94 45,852 16,07 14,73¢ 14,99
Expected return on plan ass (76,41%) (62,56€) (59,197 (9,112 (4,430 —
Amortization of unrecognizel

Prior service cost (credi 6,997 7,03€ 7,081 (1,123) (1,317) (1,02%)

Net loss 17,64( 13,06( 10,14¢ 6,51¢ 4,994 5,691
Net periodic benefit cost $49,67¢ $47,84E $40,74¢ $25,29¢ $24,521 $31,027

Assumptions:
Weighted-average assumptions used to determindibebkgations as of September 30 and weightedaye assumptions used to

determine net periodic benefit cost for the yeaded September 30 are as follows:

Pension and Postretirement
SERPA Healthcare Benefits
2006 2005 2004 2006 2005 2004

Assumptions for benefit obligation

Discount rate 59C% 550% 6.25% 5.90% 550% 6.25%

Rate of compensatic 3.33% 3.20% 3.50% n/a n/a n/a
Assumptions for net periodic benefit cc

Discount rate 55(% 6.25% 6.50% 55C% 6.25%  6.5C%

Expected return on plan ass 85C% 850% 850% 8.5C%  8.5C% n/a

Rate of compensation incree 3.20% 3.50% 4.00% n/a n/a n/a

Pension and SERPA Accumulated Benefit Obligation

Each of the Company’s pension and SERPA plans kaparately determined accumulated benefit obtiggthBO) and plan asset
value. The ABO is the actuarial present valueesfdjits based on service rendered and currentastdcpmpensation levels. This
differs from the projected benefit obligation (PBi@Yhat it includes no assumption about future pensation levels. The total ABO for
all the Company’s pension and SERPA plans combiveezi$925.8 million and $886.0 million as of Septem®0, 2006 and 2005,
respectively.
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6.

Employee Benefit Plans and Other Postretiremenefisncontinued)

Pension and SERPA Accumulated Benefit Obligatiam{iqued):

The following table summarizes information relatedCompany pension plans with an ABO or PBO in esa# the fair value of plan
assets as of September 30 (in millions):

2006 2005
Pension plans with PBOs in excess of fair valuplah assets
PBO $284.C $591.t
Fair value of plan asse $270.2 $568.C
Number of plan: 1 2

There were no pension plans with ABOs in excedaioialue of plan assets as of September 30, 20062005.

The Company’s SERPA plans, which can only be furetedlaims are paid, had projected and accumuterfit obligations of $36.2
million and $33.1 million, respectively, as of Sepber 30, 2006 and $31.1 million and $27.7 milli@spectively, as of September 30,
2005.

Plan Assets
The Company’s asset allocations at September 3§ 20d 2005, by asset category are as followh¢ingands):

Postretirement

Pension Healthcare Benefits
2006 2005 2006 2005
Equity securities (excluding Company stock) 66% 65% 76% 78%
Debt securitie: 15 11 17 11
Company common stoc 11 7 — —
Other 6 2 7 7
Cash 2 15 — 4

100% 100%  100% 100%

The Company employs a total return investment aggravhereby a mix of equities and fixed-income gtreents is used to maximize
the long-term return of plan assets for a prudevellof risk. The investment portfolio containsigedsified blend of equity and fixed-
income investments. Furthermore, equity investsiarg diversified across U.S and non-U.S. stockestisas growth, value, and small
and large capitalizations. The Company’s targessetzallocation ranges at September 30, 2006 ascargage of total market value
were as follows: equity securities, 60% to 80%;tdsurities, 10% to 20%; other, 10% to 15%; anth@any stock, not to exceed 25%.
Additionally, cash balances are maintained at Eaelequate to meet near term plan expenses anfit Ipayenents. Investment risk is
measured and monitored on an ongoing basis thrquagtterly investment portfolio reviews.
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Employee Benefit Plans and Other Postretiremeneftsi{continued)

Plan Assets (continued):

The fair value of pension plan assets was $1,0821®n and $932.0 million as of December 31, 2@0® 2005, respectively. Included
in the pension plan assets are 1,273,592 shaths @fompany’s common stock at December 31, 200@26608. The market value of
these shares at December 31, 2006 and 2005 w&& 1$8Bon and $65.6 million, respectively.

The fair value of postretirement healthcare plasetswas $125.5 million as of December 31, 2006.

The Company’s overall expected long-term rate nfrreon assets is 8.5%. The expected long-terenafateturn is based on the
portfolio as a whole and not on the sum of therrstwn individual asset categories. The returraged on historical returns adjusted to
reflect the current view of the long-term investmerarket.

Postretirement Healthcare Cost
The weighted-average health care cost trend rat insdetermining the accumulated postretiremenefiieobligation of the health care
plans was as follows:

2006 2005
Healthcare cost trend rate for next year 10.C% 10.0%
Rate to which the cost trend rate is assumed tlingeche ultimate rate 5.0% 5.0%
Year that the rate reaches the ultimate trend 2011 201cC

This healthcare cost trend rate assumption can &aaignificant effect on the amounts reported. n&-percentage-point change in the
assumed healthcare cost trend rate would haveltioaving effects (in thousands):

One One
Percent Percent
Increase Decrease
Total of service and interest cost components 1620 $ 625 ($644)
Accumulated benefit obligation as of September2B0D6 $ 13,532 ($10,84))

Future Contributions and Benefit Payments

The Company does not expect to make additionakibonibns to further pre-fund its pension and petitement healthcare plans during
2007. During 2007, the Company expects to contitsugractice of funding the SERPA and postretiretiealthcare plans in amounts
equal to benefits paid during the year. The exgukbenefit payments and Medicare subsidy recepptthé next five years and thereafter
are as follows (in thousands):

Postretirement Medicare

Pension SERPA Healthcare Subsidy

Benefits Benefits Benefits Receipts
2007 $ 30,53¢ $ 2,04t $ 13,782 % 767
2008 36,13z 2,80¢& 17,261 878
2009 41,341 3,042 20,76( 1,012
2010 44, 23¢ 4,69¢ 22,26¢ 1,14¢€
2011 47,472 4,287 23,767 1,30t
2012-2016 302,47 22,04¢ 135,58¢ 9,697
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Employee Benefit Plans and Other Postretiremeneftsicontinued)

Defined Contribution Plans

The Company has various defined contribution bépédins that in total cover substantially all ftihe employees. Employees can
make voluntary contributions in accordance withphavisions of their respective plan, which inclade401(k) tax deferral option. The
Company expensed $8.8 million, $7.5 million and2$8illion for matching contributions during 2006)@5 and 2004, respectively.

Capital Stock

Common Stock
The Company is authorized to issue 800,000,00@starcommon stock of $.01 par value. There wBB22million and 274.0 million
common shares outstanding as of December 31, 2G08Q05, respectively.

During 2006, 2005 and 2004, the Company repurcha8eimillion, 21.4 million and 10.6 million sharekits common stock at
weighted-average prices of $55, $49 and $53, réispc These repurchases were made pursuanetfoowing authorizations (in
millions of shares):

Authorization
Shares Repurchaset Remaining at
Board of Directors’ Authorization 2006 2005 2004 December 31, 200!
1990 Authorization — — 7.8 —
1997 Authorizatior 2.1 1.4 2.8 4.3
2004 Authorizatior — 20.C — —
2005 Authorizatior 17.2 — — 2.8
2006 Authorization — — — 20.0
Total 19.3 21.4 10.6 27.1

1990 Authorization— The Company had a separate authorization fronCtrepany’s Board of Directors originally approveddctober
1990. The original authorization provided for tepurchase of 16.0 million shares of common staska@djusted for four 2-for-1 stock
splits) and contained no dollar limit or expiratidate. This authorization was exhausted duringt200

1997 Authorization— The Company has an authorization from its Bodrdicectors (originally adopted December 1997)dpurchase
shares of its outstanding common stock under wiielcumulative number of shares repurchased, dintieeof any repurchase, shall |
exceed the sum of (1) the number of shares issuednnection with the exercise of stock optionsuodng on or after January 1, 2004,
plus (2) 1% of the issued and outstanding commackstf the Company on January 1 of the current,yadjusted for any stock split.

2004 Authorization— In April 2004, the Company received a separathaization from its Board of Directors which prded for the
repurchase of up to 20.0 million shares of its canrstock and contained no dollar limit or expiratitate. This authorization was
exhausted during 2005.

2005 Autharizatiorn— In April 2005, the Company’s Board of Directoeparately authorized the Company to buy back [g9t0
million shares of its common stock with no dollanit or expiration date. There are 2.8 million gdsaremaining under this authorization
at December 31, 2006.

2006 Autharization— In October 2006, the Company’s Board of Direcgaparately authorized the Company to buy baclo @910
million shares of its common stock with no dollianit or expiration date. No repurchases have eade under this authorization as of
the end of 2006.
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Capital Stock (continued)

Preferred Stock

The Company is authorized to issue 2,000,000 sidineeferred stock of $1.00 par value. The Comydaas designated 500,000 of the
2,000,000 authorized shares of preferred stocleeaesSA Junior Participating preferred stock (Pnefé Stock). The Preferred Stock has
a par value of $1 per share. Each share of Peef&tock, none of which is outstanding, is entitted0,000 votes per share (subject to
adjustment) and other rights such that the value arie terthousandth interest in a share of Preferred Stbolld approximate the val

of one share of common stock.

The Preferred Stock is reserved for issuance imection with the Company’s outstanding Preferrextispurchase rights (Rights). On
February 17, 2000, the Board of Directors of thenany declared a dividend of one Right for eaclstanding share of common stock
payable upon the close of business on August 2W) &dthe shareholders of record on that date.eUaértain conditions, each Right
entitles the holder to purchase one ten-thousavfditshare of Preferred Stock at an exercise pfi§d 75, subject to adjustment. The
Rights are only exercisable if a person or groug (i) acquired 15% or more of the outstanding comstock or (2) has announced an
intention to acquire 25% or more of the outstandiommmon stock (either (1) or (2) are a “Triggerkxent”). If there is a 15% acquirir
party, then each holder of a Right, other tharaeitguiring party, will be entitled to purchase,lat exercise price, Preferred Stock having
a market value of two times the exercise price.

In addition, prior to the acquisition of 50% or ra@f the outstanding common stock by an acquiramypthe Board of Directors of the
Company may exchange the Rights (other than thetRiaf an acquiring party which have become vaidyyhole or in part, at an
exchange ratio of one share of common stock ot@m¢housandth of a share of Preferred Stock ébraae of the Company’s preferred
stock having equivalent rights, privileges, andgmences) per Right, subject to adjustment. ThyhRiexpire upon the close of business
on August 20, 2010, subject to extension.

Stock Compensation

The Company has a stock compensation plan whicrappoved by its Shareholders in April 2004 (Plamjler which the Board of
Directors may grant to employees equity awardsitfiolg nonqualified stock options and shares of ested stock. The options granted
under the Plan have an exercise price equal ttathearket value of the underlying stock at théedaf grant and vest ratably over a
four-year period with the first 25% becoming exsatile one year after the date of grant. The optixpire 10 years from the date of
grant. Shares of nonvested stock that have beaadsunder the Plan generally vest over periodsimgrirom 3 to 5 years with certain
the shares subject to accelerated vesting shoel@dmpany meet certain performance conditions.idends are paid on shares of
nonvested stock. At December 31, 2006, there Were million shares of common stock available fdufe awards under the Plan.
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8  Stock Compensation (continued)

Stock Options
As discussed in Note 1, the Company adopted SFAS B (revised 2004) on January 1, 2005, whichireguhe Company to

recognize the cost of its employee stock optionrdwan its income statement based on the fair vafube award. The Company
estimates the fair value of its option awards grdratfter January 1, 2005, using a lattice-baseidroptluation model. The Company
believes that the lattice-based option valuationleh@rovides a more precise estimate of fair vithad the Black-Scholes option pricing
model used in prior years. Lattice-based optidnatéon models utilize ranges of assumptions olverexpected term of the options.
Expected volatilities are based on the historicddtility of the Company’s stock. The Company ukisorical data to estimate option
exercise and employee termination within the vadwmamodel. The expected term of options grantetkisved from the output of the
option valuation model and represents the averagegof time that options granted are expectdittoutstanding. The risk-free rate
for periods within the contractual life of the aptiis based on the U.S. Treasury yield curve iactfit the time of grant. Assumptions
used in calculating the lattice-based fair valuemtfons granted during 2006 and 2005 were asvislio

2006 2005
Expected average term (in years) 5.7 4.5
Expected volatility 23%-34% 16%- 36%
Weighted average volatilit 30% 30%

0.8%
2.4%- 4.1%

1.2%
4.4%- 4.7%

Expected dividend yiel
Risk-free interest rat

The following table summarizes the stock optiomseections for the years ended December 31 (in #malssexcept for per share

amounts):
2006 2005 2004
Weighted- Weighted- Weighted-
2006 Average 2005 Average 2004 Average
Options Price Options Price Options Price
Options outstanding at January 1 6,785 $ 45 6,895 $ 41 9,02¢ $ 31

Options grante: 689 $ 52 905 % 60 1,41¢ $ 52
Options exercise (3,11%) $ 40 (939) $ 33 (3,41¢) $ 18
Options forfeited (241) $ 52 (77) $ 51 (135 $ 47
Options outstanding at December 31 4,12C $ 49 6,785 $ 45 6,895 $ 41
Exercisable at December 31 2,046 $ 44 4,15¢ $ 40 3,482 § 35
Weighted-average fair value of options grantedrduthe

15 $ 16 $ 17

year
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8.  Stock Compensation (continued)

Stock Options (continued)
The following table summarizes the aggregate isitinalue related to options outstanding, exerbisabd exercised as of and for the
years ended December 31 (in thousands):

2006 2005 2004
Exercised $ 77,415 $ 23,35t $135,75:
Outstanding $ 90,35¢ $ 46,56/ $135,65:
Exercisable $ 53,292 $ 47594/ $ 94,97¢

The Company’s policy is to issue new shares of comstock upon the exercise of employee stock ogtidrhe Company has a
continuing authorization from its Board of Direcdp repurchase shares to offset dilution causetidogxercise of stock options, see
Note 7.

Stock options outstanding at December 31, 2006djopin thousands):

Weighted-Average Weighted-Average
Price Range Contractual Life Options Exercise Price
$10.01 to $2( 0.9 74 3 14
$20.01 to $3( 2.1 116 $ 26
$30.01 to $4( 3.3 274 % 35
$40.01 to $5( 5.7 1,058 $ 42
$50.01 to $6( 7.4 1,89 $ 52
$60.01 to $70 8.1 708 $ 61
Options outstanding 6.6 412C $ 49
Options exercisable 5.2 2,04€ ¢ 44

Nonvested Stock
The fair value of nonvested shares is determinsddan the market price of the Company’s shardeegrant date. The following
table summarizes the nonvested share transacbotisef years ended December 31 (in thousands efargpér share amounts):

2006 2006 2005 2005
Nonvested Fair Value Nonvested Fair Value
Shares Per Share Shares Per Share
Nonvested at January 1 112 $ 60 — —
Granted 253 $ 52 115 % 60
Vested — — — —
Forfeited (18) $ 52 3) $ 60
Nonvested at December 31 347 g 54 112 ¢ 60

As of December 31, 2006, there was $10.8 millionrmmecognized compensation cost related to nonyesoek that is expected to be
recognized over a weighted-average period of 2asye
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9. Earnings Per Share

The following table sets forth the computation a§ic and diluted earnings per share for the yeatedDecember 31 (in thousands,
except per share amounts):

2006 2005 2004

Numerator:
Net income used in computing basic and dilutediegenper shar $1,043,15. $ 959,60« $ 889,76¢
Denominator
Denominator for basic earnings per share - weightetage common

shares 264,45: 280,30: 295,00¢
Effect of dilutive securities - employee stock cangation plan 820 732 1,844
Denominator for diluted earnings per share - adplisteighted-

average shares outstand 265,27 281,03¢ 296,85

Options to purchase 1.9 million and 2.6 millionrg@saof common stock outstanding during 2006 and 2@spectively, were not
included in the Company’s computation of dilutivsrities because the exercise price was greaterttie market price and therefore
the effect would have been anti-dilutive. Thereeaugo anti-dilutive securities for the year endest&nber 31, 2004.

10. Fair Value of Financial Instruments

The Company’s financial instruments consist pritgaof cash and cash equivalents, marketable s@zsiritade receivables, finance
receivables, finance receivables held for saldgetzayables, finance debt, foreign currency cotstraied interest rate swaps.

Cash and Cash Equivalents, Trade Receivables @ttt Rayables- The book values for these amounts are estimataggroximate
their respective fair values due to the short niigtof these instruments.

Marketable Securities- The carrying value of marketable securities apipnates fair value. The fair value of marketatdegities is
based primarily on quoted market prices. Changéaii value are recorded, net of tax, as othergreimensive income and included as a
component of shareholder’s equity.

Finance Receivables, Net The carrying value of retail finance receivald@proximates fair value. The carrying value of lgkale
finance receivables approximates fair value bectheseare either short-term or have interest riitasadjust with changes in market
interest rates.

The fair value of investment in retained securit@ainterests is estimated based on the preséunt wd future expected cash flows using
management’s best estimates of the key assumpti©hanges in fair value are recorded, net of taxather comprehensive income and
included as a component of shareholder’s equity.

Finance Receivables Held for SaleThe carrying value of finance receivables heldstae approximates fair value as finance
receivables held for sale are held for only a shertod of time prior to being securitized.
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10. Fair Value of Financial Instruments (continued)

Finance Debt— The carrying value of debt provided under thealitracilities approximates fair value since theenest rates charged
under this facility are tied directly to marketeatand fluctuate as market rates change. Theimgwglue of commercial paper
approximates fair value due to their short maturity

Medium-term notes are carried at fair value antlishe a fair value adjustment due to the interest swap agreement which effectively
converts the majority of the notes from a fixedhtfhoating interest rate.

The carrying value of senior subordinated notes@pmates fair value and is estimated based upi@s urrently available for debt w
similar terms and remaining maturities.

Foreign Currency Contracts- During 2006 and 2005, the Company utilized foneigrrency contracts to hedge its sales transaction
denominated in the Euro. The foreign currency iamis were designated as cash flow hedges andadigrtead lives less than one year.
The Company bases the fair value of its foreigmesway contracts on quoted market prices. Inforomatelated to the Comparsyforeigr
currency contracts as of December 31 is as follgvmillions):

2006 2005
Euro value € 280.C € 150.C
Notional U.S. dollar valu $ 360.2 $ 186.C
Fair value of contracts recorded as current (litds) asset ($12.9 $ 7.7
Unrealized (loss) gain recorded in accumulatedratbmprehensive income (los
net of tax $75 $ 41

During 2006 and 2005, the hedges were highly éffeetnd, as a result, the amount of hedge ineffextiss recognized during the year
was not material. The total net unrealized los$ of taxes, related to foreign currency contraettassified to earnings during 2006 was
$2.2 million. The Company expects that the uneedlilosses, net of taxes, as of December 31, 2005,.5 million will be reclassified

to earnings within one year.

Interest Rate SwapsSecuritization Transactions- During 2006 and 2005, HDFS utilized interest t&ps to reduce the impact of
fluctuations in interest rates on its securitizaticansactions. These interest rate derivativeslasignated as cash flow hedges and
generally have a life of less than six months.oidmfation related to these swap agreements as @&frilger 31 is as follows (in millions):

2006 2005
Notional value $501.5 $226.2
Fair value of swaps recorded as current assehslitiies) $ 03 ($0.4)
Unrealized gain (loss) recorded in accumulatedratbmprehensive income (loss
net of tax $ 02 ($0.2)

During 2006 and 2005, the hedges were highly effeetnd, as a result, the amount of hedge ineffeatiss recognized during the year
was not material. Unrealized losses of $0.2 nrillieet of taxes, as of December 31, 2005, werassifled to earnings during 2006 u|
the sale of the respective retail motorcycle loddBFS expects to reclassify $0.2 million of theealized gains, net of taxes, as of
December 31, 2006, to earnings within one year VHiBRS completes a securitization of retail mototeyoans.
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10. Fair Value of Financial Instruments (continued)

Interest Rate SwapsCommercial Paper— HDFS has entered into interest rate swap agregsntigat effectively convert a portion of its
floating-rate debt to a fixethte basis for periods of four years, ending in7280d 2008. The differential paid or received lmest swap
is recognized on an accrual basis as an adjustménerest expense. As of December 31, 2006 808,2he agreements were
designated as cash flow hedges. Information rbli@mi¢he swap agreements as of December 31 idlag$dq(in millions):

2006 2005
Notional value $200.C $200.C
Fair value of swaps recorded as current a: $ 37 $ 76
Unrealized gain recorded in accumulated other cehmsive income (loss), net
tax $ 23 $ 438

During 2006 and 2005, the hedges were highly effecand as a result, the amount of hedge ineffextiss recognized during the year
was not material. Unrealized gains of $3.5 millinat of taxes, as of December 31, 2005, weressifled to earnings during 2006 upon
payment of the related interest. HDFS expectettassify $2.2 million of the unrealized gains, oktaxes, as of December 31, 2006, to
earnings within one year. The unrealized gainkhvloffset by the payment of variable interesbaiged with the floating rate debt.

Interest Rate SwapaMediumTerm Notes— During 2005 and 2003, HDFS entered into interatst swap agreements that effectively
convert a portion of its fixed-rate debt to a flogtrate basis for a period of five years. The diffetia paid or received on these swap
recognized on an accrual basis as an adjustmémtetest expense. As of December 31, 2006 and,268%greements were designated
as fair value hedges. During 2006 and 2005, thgdwwere highly effective and, as a result, tive no ineffectiveness recognized on
these hedges during the year. Information relai¢dese swap agreements as of December 31 ii@g<din millions):

2006 2005
Notional value $550.C $550.C
Fair value of swaps recorded as current liabili ($13.€) ($14.9)

No ready market exists for swaps utilized by HDFF&ir value is determined by an independent thendypusing established valuation
methods.
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11.

Business Segments and Foreign Operations

Business Segmenis

The Company operates in two business segments:rtjates and Financial Services. The Company’sntapte segments are strategic

business units that offer different products andises. They are managed separately based omtldarfental differences in their

operations.

The Motorcycles segment consists primarily of theug of companies doing business as Harley-Davitidotor Company and Buell
Motorcycle Company. The Motorcycles segment dessigranufactures and sells primarily heavyweighgjife displacement of 651+c
touring, custom and sport motorcycles and a braade of related products which include motorcyelgpand accessories and riding

apparel.

The Financial Services segment consists of Harlayidbon Financial Services. HDFS provides whokesald retail financing and

insurance programs primarily to Harley-Davidson 8uell dealers and customers. HDFS conducts busingbe United States, Canada

and Europe.

Information by industry segment is set forth befowthe years ended December 31 (in thousands):

Motorcycles net revenue and Financial Servicesrme:
Motorcycles net revent
Financial Services income

Income from operation:
Motorcycles
Financial Service

General corporate expenses

Information by industry segment is set forth beksvof December 31 (in thousands):

2006

Identifiable asset
Depreciatior

Net capital expenditure

2005

Identifiable asset
Depreciatior

Net capital expenditure

2004

Identifiable asset
Depreciatior

Net capital expenditure
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Motorcycles

2006 2005 2004

$ 5,800,68t $ 5,342,21: $ 5,015,19(
384,89 331,61¢ 305,26:
$ 6,18557 $ 5,673,83: $ 5,320,45:

$ 1,414,35 $ 1,299,86! $ 1,189,51¢
210,72 191,62 188,60(
(22,561) (21,474 (16,62
$ 1,602,52( $ 1,470,01 $ 1,361,49

Financial
Services Corporate Consolidated

$ 1,683,72
205,95¢
209,05¢

$ 1,845,80:
198,83:
188,07¢

$ 1,646,25:
206,42(
188,12:

$ 2,951,89t $ 896,53( $ 5,532,15(
7,81¢ — 213,76¢
10,541 — 219,60z

$ 2,363,233 $ 1,046,17: $ 5,255,20!
6,872 — 205,70¢
10,311 — 198,38¢

$ 2,223,79t $ 1,613,24¢ $ 5,483,29
7,53¢€ 156 214,11:
25,171 257 213,55(




11. Business Segments and Foreign Operations (confinued

Geographic Information

Included in the consolidated financial statemengstlae following amounts relating to geographiclkians for the years ended Decen
31 (in thousands):

2006 2005 2004
Motorcycles net revent®:
United State: $4,618,99° $4,304,86! $4,097,88.
Europe 621,06¢ 530,12« 477,96
Japar 207,88¢ 192,26¢ 192,72(
Canade 188,99 143,20 136,72
Other foreign countries 163,74 171,75: 109,90¢

$5,800,68f $5,342,21+ $5,015,19(

Financial Services incon®:

United State: $ 356,53¢ $ 308,34: $ 283,83
Europe 11,03 9,13t 9,53¢
Canada 17,31¢ 14,14: 11,887

$ 384,89 $ 331,61¢ $ 305,26:

Long-lived asset®):
United State: $1,139,84t $1,450,27¢ $1,246,80¢
Other foreign countries 56,214 38,00z 44,30(
$1,196,06( $1,488,28( $1,291,10¢

(@) Netrevenue and income is attributed to geogramggions based on location of customer.

(b) Long-lived assets include all long-term assets pixt®se specifically excluded under SFAS No. Eiith as deferred income taxes and finance
receivables.

12. Related Party Transactions

The Company has the following material relatedypttetnsactions. A director of the Company is Qimain and Chief Executive Officer
and an equity owner of Fred Deeley Imports Ltd.€Bg Imports), the exclusive distributor of the Guany’s motorcycles in Canada.
During 2006, 2005 and 2004, the Company recordeehrge and financial services income from Deeleydrtgpof $187.7 million,
$145.1 million and $137.6 million, respectivelydamad accounts receivables balances due from Daafayrts of $21.0 million and
$14.8 million at December 31, 2006 and 2005, respy. All such products were provided in the imaty course of business at prices
and on terms and conditions that the Company bediave the same as those that would result froris-demgth negotiations between
unrelated parties.
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SUPPLEMENTARY DATA

Quarterly financial data (unaudited)
(In millions, except per share data)

1st Quarter 2nd Quarter 3 Quarter 4% Quarter
Mar 26, Mar 27, June 25, June 26, Sep 24, Sep 25, Dec 31, Dec 31,
2006 2005 2006 2005 2006 2005 2006 2005

Net revenue¢ $ 1,285.1% 1,235t% 1,377.($% 1,333.5% 1,635.¢% 1,431.2$ 1,502.7$ 1,342.
Gross profit 493.2 464.Z 516.2 500.4 652.2 561.3 571.C 514.F
Income before taxe 366.5 352.¢ 380.4 368.C 488.€ 410.€ 388.7 356.7
Net income 234.€ 227.2 2434 2374 312.7 265.C 252.F 230.C
Earnings per commmon sha

Basic $ 0.8€ % 0.78 $ 091% 0.85 % 1.20% 097 % 0.98% 0.84

Diluted $ 0.86 % 0.77 % 091% 0.84% 1.209% 096 % 097% 0.84
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Item 9. Changes in and Disagreements With Accountants on Aounting and Financial Disclosure

None

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

In accordance with Rule 13a-15(b) of the Securlieshange Act of 1934 (the “Exchange Act”), ashaf €nd of the period covered by this
Annual Report on Form 10-K, the Company’s managereealuated, with the participation of the Companiytesident and Chief Executive
Officer and Chief Financial Officer, the effectivess of the design and operation of the Compang&alure controls and procedures (as
defined in Rule 13a-15(e) under the Exchange ABBsed upon their evaluation of these disclosurgrots and procedures, the President and
Chief Executive Officer and Chief Financial Offideave concluded that the disclosure controls andguiures were effective as of the end of
the period covered by this Annual Report on ForaKitd ensure that information required to be diselb by the Company in the reports it
files or submits under the Exchange Act is recorgedcessed, summarized and reported, within the geriod specified in the Securities
Exchange Commission rules and forms, and to ertkaténformation required to be disclosed by thenpany in the reports it files or

submits under the Exchange Act is accumulated amihwinicated to the Company’s management, incluiingresident and Chief

Executive Officer and Chief Financial Officer, ggpeopriate, to allow timely decisions regardingotiisure.

Management’s Report on Internal Control over Finandal Reporting

The report of management required under this ItAns3ontained in Item 8 of Part Il of this AnniRéport on Form 10-K under the heading
“Management’s Report on Internal Control over FitiahReporting.”

Attestation Report of Independent Registered Publidccounting Firm

The attestation report required under this Itemi®gontained in Item 8 of Part Il of this Annualg®et on Form 10-K under the heading
“Report of Independent Registered Public Accountirgn on Internal Control over Financial Reporting.

Changes in Internal Controls
There were no changes in the Company’s internatabover financial reporting that occurred durihg quarter ended December 31, 2006

that have materially affected, or are reasonakBlyito materially affect, the Company’s internahtrol over financial reporting.
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PART IlI

Item 10. Directors and Executive Officers of the Registrant

The information included or to be included in then@pany’s definitive proxy statement for the 200vw@ad meeting of shareholders, which
will be filed on or about March 23, 2007 (the Pr&atement) under the captions “Election of Diresto'Section 16(a) Beneficial
Ownership Reporting Compliance,” “Audit Committeeport” and “Independence of Directors” is incorgedhby reference herein.

The Company has adopted the Harley-Davidson, limari€ial Code of Ethics applicable to the Compaiyiief executive officer, the chief
financial officer, the principal accounting officand the controller and other persons performinglai functions. The Company has posted a
copy of the Harley-Davidson, Inc. Financial Codéetiiics on the Company’s website at www.harley-dswin.com. The Company intends to
satisfy the disclosure requirements under Iltemflleoom 8-K regarding amendments to, or waivers fridme Harley-Davidson, Inc. Financial
Code of Ethics by posting such information on ithaite at www.harley-davidson.com. The Compamptsncluding the information
contained on or available through its website paraof, or incorporating such information by refece into, this Annual Report on Form 10-
K.

ltem 11. Executive Compensation

The information included or to be included in theXy Statement under the captions “Executive Coraggon” and “Human Resources
Committee Report on Executive Compensation” isiipomated by reference herein.

Item 12. Security Ownership of Certain Beneficial Owners andVlanagement

Information included or to be included in the Pré@tatement under the caption “Common Stock OwnprshCertain Beneficial Owners and
Management” is incorporated by reference herein.

The following table provides information about thempany’s equity compensation plans (includingvitilial compensation arrangements)
as of December 31, 2006:

Number of securities
remaining available for
future issuance under

Number of securities equity compensation
to be issued upon the Weighted-average plans (excluding
exercise of exercise price of securities reflected in
Plan Category outstanding options outstanding options the first column)
Equity compensation plans
approved by shareholders;
Management employe: 4,033,98! $ 48.77 11,494,26.
Equity compensation plans
not submitted to shareholders:
Union employees
Kansas City, MC 3,08C $ 21.1¢ 24,46¢
York, PA 53,39t $ 38.8¢ 52,07%
Non employees
Board of Directors 29,30C $ 38.27 114,91
85,77t $ 38.04 191,45¢
Total all plans 4,119,75¢ ¢ 48.5E 11,685,71
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Plan documents for each of the Company’s equitypsrsation plans have been filed with the SecurdiesExchange Commission on a
timely basis and are included in the list of extsilto this annual report on Form 10-K. Equity cemgation plans not submitted to
shareholders for approval were adopted prior toetuiregulations requiring such approval and hatédeen materially altered since
adoption.

The material features of the union employees’ styation awards are the same as those of the mamrsgemployees’ stock option awards.
Under the Company’s management and union plansk st@ions have an exercise price equal to thenfaiket value of the underlying stock
at the date of grant, expire ten years from the dagrant and vest ratably over a four-year penth the first 25 percent becoming
exercisable one year after the date of grant.

Effective December 31, 2002, non-employee direatbthe Company’s Board of Directors were no longlagible to receive stock options.
Prior to December 31, 2002, under the Board ofdines’ plan, each non-employee director who seasd member of the Board
immediately following the annual meeting of shaldbos was automatically granted an immediately @seable stock option for the purchase
of such number of shares of Common Stock equdlrtettimes the annual retainer fee for directorgldd by the fair market value of a share
of Common Stock on the day of grant (rounded ujn¢éonearest multiple of 100). Board of Direct@®ck options have an exercise price
equal to the fair market value of the underlyingcktat the date of grant and expire ten years firdate of grant.

In 2002, the Director Compensation Policy was cledng provide that a non-employee Director maytdtececeive 50% or 100% of the
annual fee to be paid in each calendar year ifiotime of Common Stock based upon the fair marketeaf the Common Stock at the time of
the annual meeting of shareholders. Directors macgtive a minimum of one-half of their annual ie¢ain Company Common Stock until
the Director reaches the Director stock ownershipajines, defined below.

In 2006, the Director Compensation Policy was amdntiased upon an independent market study oftdireompensation, to provide
Directors with compensation that included an anne@iner as well as a grant of shares. In 20@Dihectors received a grant of 1,000 share
units, each representing the value of one sha@oofpany stock. The payment of share units is dedarntil a director ceases to serve as a
director and are payable at that time in actual @amy stock.

In August 2002, the Board approved “Director andi®eExecutive Stock Ownership Guideline®wnership Guidelines) which were revi:
in August 2004 and more recently in February 2006e Ownership Guidelines stipulate that all disesthold 5,000 shares of the Company’
Common Stock and senior executives hold from 5t0(D,000 shares of the Company’s Common Stockrabpg on their level. The
directors and senior executives have five years flanuary 2003 or the date they are elected atdirecpromoted to a senior executive to
accumulate the appropriate number of shares dtmpany’s Common Stock.

Item 13. Certain Relationships and Related Transactions

The information included or to be included in thexXy Statement under the caption “Certain Traneastiis incorporated by reference
herein.

Item 14. Principal Accounting Fees and Services

The information included or to be included in thhex® Statement under the caption “Fees Paid tot®n&ung LLP” is incorporated by
reference herein.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

(a) The following documents are filed as part @ fhorm 1(-K :

(1) Financial Statemen

Consolidated statements of income for each oftiteetyears in the period ended December 31, 58

Consolidated balance sheets at December 31, 2@DBbegember 31, 20C 59

Consolidated statements of cash flows for eachethiree years in the period ended December 31, 60
2006

Consolidated statements of shareholders’ equitgdah of the three years in the period ended 61

December 31, 200
Notes to consolidated financial stateme 62
(2) Financial Statement Schedi
Schedule I— Valuation and qualifying accoun 103
(3) Exhibits
Reference is made to the separate Index to Exlubrtained on pages 105 through 108 filed herewith
All other schedules are omitted since the requinéatmation is not present or is not present in ants sufficient to require

submission of the schedules.
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Schedule Il

HARLEY-DAVIDSON, INC.
CONSOLIDATED VALUATION AND QUALIFYING ACCOUNTS
Years ended December 31, 2006, 2005 and 2004
(In thousands)

Balance at Additions Balance
beginning charged to at end
Classification of year expense Deductions® of year
Accounts receivable-
Allowance for doubtful account
2006 $ 8,492 $ 1,58¢ ($64¢6) $ 9,43E
2005 $ 10,29¢ ($1,330 (%473 $ 8,492
2004 $ 9,36¢& $ 2,462 ($1,535) $ 10,29¢
Finance receivables-
Allowance for doubtful account
2006 $ 26,16~ $ 5,962 ($4,844) $ 27,28¢
2005 $ 30,277 $ 3,263 ($7,375) $ 26,16¢
2004 $ 31,311 $ 3,07C ($4,109 $ 30,277
Inventories-
Allowance for obsolescen®
2006 $ 16,66¢ $ 5,611 ($6,99¢) $ 15,282
2005 $ 14,451 $ 7,597 ($5,379) $ 16,66¢
2004 $ 16,95¢ $ 8,41C ($10,915 $ 14,451

Q) Deductions represent amounts written off to themes net of recoveries. Included in the Finamoeivables recoveries are $0.6
million, $1.8 million and $3.7 million of recoveden 2006, 2005 and 2004, respectively, receiveHiB#S from HDMC. These
recoveries relate to certain guarantees provideddyIC on wholesale loans to European Harley-Daviddealers. At December 31,
2006, 2005 and 2004, HDMC has $0.5 million, $0.8iom and $3.3 million, respectively, included imetaccounts receivable
allowance for doubtful accounts related to outsitagguarantees.

(2 Inventory obsolescence reserves deducted fromdedstmined on first-in first-out (FIFO) basis, befaleductions for last-in, first-out
(LIFO) valuation reserves.
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SIGNATURES

Pursuant to the requirements of Section 13, or)1di(the Securities Exchange Act of 1934, the tegig has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, on February 27, 2007.

HARLEY-DAVIDSON, INC.
By: [/S/James L. Ziemg

James L. Zieme
President and Chief Executive Offic

Pursuant to the requirements of the Securities &xgl Act of 1934, this report has been signed bbélpthe following persons on behalf
of the registrant and in the capacities indicatedebruary 27, 2007.

Name Title
/S/ James L. Zieme President and Chief Executive Officer and Director
James L. Zieme (Principal executive officer)
/S/ Thomas E. Bergmar Vice President and Chief Financial Officer
Thomas E. Bergmar (Principal financial officer)
/S/ James M. Brostowil Vice President and Treasurer and Chief Accountiffgc€r
James M. Brostowit (Principal accounting officer)
/S/ Barry K. Allen Director
Barry K. Allen
/S/ Richard |. Beatti Director
Richard |. Beatti¢
/S/ Jeffrey L. Bleustei Chairman and Director

Jeffrey L. Bleusteir

/S/ George H. Conrad: Director
George H. Conrade

/S/ Judson C. Gree Director
Judson C. Gree

/S/ Donald A. Jame Director
Donald A. Jame

/S/ Sara L. Levinso Director
Sara L. Levinsol

/S/ George L. Miles, J Director
George L. Miles, Jt

/S/ James A. Norlin Director
James A. Norling
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Exhibit No

INDEX TO EXHIBITS
[ltems 15(a)(3) and 15(c)]

Description

3.1

3.2

4.1

4.2

4.3

4.4

4.5

10.1*

10.2*

10.3*

Restated Articles of Incorporation (incorporatedeire by reference to Exhibit 3.1 to the Registrarthnual Report on
Form 1(-K for the year ended December 31, 1999 (File M9183))

By-Laws, as amended February 14, 2007 (incorpotiaéeein by reference to Exhibit 3.1 to the RegigteaCurrent Report
on Form &K filed February 21, 2007 (File No-9183))

Form of Rights Agreement between the Registrantrarsdar Bank, N.A. dated February 17, 2000 (incoaped by
reference to Exhibit 4.1 to the Regist’'s Current Report on Forn-A dated February 18, 2000 (File N¢-9183))

Form of Rights Agent Agreement between the Regis@iad Computershare Investor Services, LLC (ino@ied herein
by reference to Exhibit 4.2 to the Registrant’s AahReport on Form 18-for the year ended December 31, 2000 (File
1-9183))

Harley-Davidson Financial Services Five-Year Reir@\Credit Facility (the Registrant has instrumehtt define the
rights of holders of long-term debt that are nahgdiled with this Annual Report in reliance uptiam 601 (b)(4)(iii) of
Regulation S-K. The Registrant agrees to furnistm¢éoSecurities and Exchange Commission, upon stgempies of these
instruments) (incorporated herein by referencexiiliit 4.3 to the Registrant’s Annual Report onfdt0-K for the year
ended December 31, 2004 (File N-9183))

Amendment No. 1 to Harl-Davidson Financial Services F-Year Revolving Credit Facilit

Indenture to provide for the issuance of indebtedriated as of November 21, 2003 between HarleydBaw Funding
Corp., Issuer, Harley-Davidson Financial Servid¢es, and Harley-Davidson Credit Corp., GuarantarBNY Midwest
Trust Company, Trustee (incorporated herein byregfee to Exhibit 4.4 to the Registrant’s Annual &#pf Form 10-K
for the year ended December 31, 2005 (File 1-9183))

Harley-Davidson, Inc. 1995 Stock Option Plan as amendexdith February 14, 20(

Harley-Davidson, Inc. Director Stock Plan as amended Feelgri4, 2007

Form of Transition Agreement between the Registaaidt Ms. Lione and each of Messrs. Brostowitz, Ebétutchinson,

McCaslin, Sutton and Ziemer (incorporated hereimdfgrence to Exhibit 10.7 to the Registrant’s AalrReport on Form
1C-K for the year ended December 31, 1996 (File M-9183))

*Represents a management contract or compensdtrygontract or arrangement in which a directonamed executive
officer of the Company patrticipated
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Exhibit No.

10.4*

10.5*

10.6*

10.7*

10.8*

10.9*

10.10*

10.11*

10.12*

10.13

INDEX TO EXHIBITS
[ltems 15(a)(3) and 15(c)]

Description

Form of Transition Agreement dated March 6, 2008vben the Registrant and Mr. Bergmann (incorporhtzéin by
reference to Exhibit 10.1 to the Registrant’s QaerytReport on Form 10-Q for the quarter ended Ma&®, 2006 (File
No. 1-9183))

Deferred Compensation Plan (incorporated hereirefgrence to Exhibit 10.7 to the Registrant’'s ArriReport on Form
1C-K for the year ended December 31, 2000 (File -9183))

Form of Life Insurance Agreement between the Regjisiand Ms. Lione and each of Messrs. Brostowdt#chinson,
McCaslin and Ziemer (incorporated herein by refeesitom Exhibit 10.10 to the Registrant’s AnnuapB& on Form 10-
K for the year ended December 31, 1993 (File 1-9183))

Harley-Davidson, Inc. Corporate Short Term Incemfflan as amended April 24, 2004 (incorporatediménereference
from Exhibit 10.2 to the Registrant’s Quarterly Repon Form 10-Q for the period ended March 28 2Fle No. 1-
9183))

Form of Severance Benefits Agreement between tigéisRent and Ms. Bischmann and Ms. Lione and eddhessrs.
Brostowitz, Eberle, Flickinger, Hutchinson, McCaslsutton and Ziemer (incorporated herein by refeggo Exhibit
10.12 to the Registre’s Annual Report on Form -K for the year ended December 31, 1996 (File M9183))

Form of Severance Benefits Agreement dated Mar@0®6 between the Registrant and Mr. Bergmann (porated
herein by reference to Exhibit 10.2 to the RegdtsaQuarterly Report on Form 10-Q for the quaereded March 26,
2006 (File No. -9183))

Form of Supplemental Executive Retirement Plan Agrent between the Registrant and each of MessiGaslim and
Ziemer (incorporated herein by reference from EiHiB.2 to the Registrant’s Quarterly Report onrirdr0-Q for the
period ended March 31, 1996 (File N-9183))

Harley-Davidson Pension Benefit Restoration Plandiporated herein by reference from Exhibit 10.1he Registrant’s
Quarterly Report on Form -Q for the period ended March 31, 1996 (File N-9183))

Description of Post-Retirement Life Insurance Eqigwt (incorporated herein by reference to ExHibitl5 to the
Registrar’'s Annual Report on Form -K for the year ended December 31, 1996 (File M-9183))

Harley-Davidson, Inc. 1998 Non-Exempt Employee BtOption Plan (incorporated by reference to Exhdbit to the
Registrar’'s Registration Statement on For-8 (File No. 33-75347))

*Represents a management contract or compensdtrygontract or arrangement in which a directonamed executive
officer of the Company participated
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Exhibit No

10.14

10.15*

10.16*

10.17*

10.18*

10.19*

10.20*

10.21*

INDEX TO EXHIBITS
[ltems 15(a)(3) and 15(c)]

Description

2001 York Hourly-Paid Employees Stock Option Plaxcgrporated herein by reference to Exhibit 10d e
Registrar's Annual Report on Form -K for the year ended December 31, 2000 (File M-9183))

Director Compensation Policy effective April 29,a8)(incorporated herein by reference from Exhibif2ito the
Registrar’'s Current Report on Forn-K filed May 4, 2006 (File No.-9183))

Deferred Compensation Plan for Nonemployee Diraditdtially effective May 1, 1995 amended and restéMay 1,
2001 and amended May 3, 2003 (incorporated hesereference from Exhibit 10.2 to the Registrantisa@erly Report
on Form 1-Q for the period ended June 29, 2003 (File M-9183))

Harley-Davidson, Inc. 2004 Incentive Stock Plan as amemisi@digh February 14, 20(

Form of Notice of Grant of Stock Options and Optigreement of Harley-Davidson, Inc. under the Haiflmvidson Inc
1995 Stock Option Plan and the Harley-Davidson, 2004 Incentive Stock Plan (incorporated hereimdfgrence to
Exhibit 10.21 to the Registre’s Annual Report of Form -K for the year ended December 31, 2005 (File M-9183))

Form of Notice of Special Grant of Stock Optionsl @ption Agreement of Harley-Davidson, Inc under itharley-
Davidson Inc. 1995 Stock Option Plan and the Habayidson, Inc. 2004 Incentive Stock Plan (incogted herein by
reference to Exhibit 10.22 to the Registrant’s Aadrireport of Form 10-K for the year ended Decen3ier2005 (File
No. 1-9183))

Form of Notice of Award of Restricted Stock and fReted Stock Agreement of Harley-Davidson, Incdenthe Harley-
Davidson, Inc. 2004 Incentive Stock Plan (incorpedzherein by reference to Exhibit 10.23 to theiReant's Annual
Report of Form 1-K for the year ended December 31, 2005 (File 1-9183))

Form of Notice of Special Award of Restricted Starid Restricted Stock Agreement of Harley-Davids$oa, under the
Harley-Davidson, Inc. 2004 Incentive Stock Plarcdiporated herein by reference to Exhibit 10.2thoRegistrant’s
Annual Report of Form -K for the year ended December 31, 2005 (File M9183))

* Represents a management contract or compensagoryqaintract or arrangement in which a directaramed executive
officer of the Company participated.
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Exhibit No.

10.22*

10.23*

10.24*

21
23
311
31.2

32

INDEX TO EXHIBITS
[ltems 15(a)(3) and 15(c)]

Description

Form of Notice of Grant of Stock Appreciation Riglind Stock Appreciation Rights Agreement of Habewidson, Inc.
under the Harle-Davidson, Inc. 2004 Incentive Stock P

Form of Notice of Award of Restricted Stock UnitdaRestricted Stock Unit Agreement of Harley-Davigsimc. under
the Harle-Davidson, Inc. 2004 Incentive Stock P

Harley-Davidson, Inc. Employee Short-Term Incenfilan (incorporated herein by reference to ExHiBitl of the
Registrar's Form 1-Q filed May 2, 2005 (File N0.-9183))

List of Subsidiarie:

Consent of Independent Registered Public Accouriing
Chief Executive Officer Certification pursuant tolR 13«14(a)
Chief Financial Officer Certification pursuant talR 13-14(a)

Written Statement of the Chief Executive Officeddahe Chief Financial Officer pursuant to 18 U.S81350

* Represents a management contract or compensagoryqaintract or arrangement in which a directaramed executive
officer of the Company participated.
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Exhibit 4.4
AMENDMENT NO. 1
Dated as of December 1, 2006
to
CREDIT AGREEMENT
Dated as of September 16, 2004

THIS AMENDMENT NO. 1 (“ Amendment) is made as of December 1, 2006 (the “ Effecidage”) by and among
Harley-Davidson Funding Corp., a Nevada corporatiterley-Davidson Financial Services Europe Limjt@d@dompany incorporated and
organized under the laws of England and Wales aarteif Davidson Financial Services Canada, Incorparation organized under the laws
of Canada (collectively, the_ * Borroweis the financial institutions listed on the signed pages hereof and JPMorgan Chase Bank, National
Association, as Global Administrative Agent (thAdministrative Agent), under that certain Credit Agreement dated aSeyftember 16,

2004 by and among the Borrowers, the Lenders amédministrative Agent (as amended, supplementedt@mrwise modified from time to
time, the “ Credit Agreemeri}. Capitalized terms used herein and not othexwlisfined herein shall have the respective meargivgs to
them in the Credit Agreement.

WHEREAS, the Borrowers have requested that centaidifications be made to the Credit Agreement;

WHEREAS, the Borrowers, the Lenders party heretbthe Administrative Agent have agreed to amendCiteslit
Agreement on the terms and conditions set forteihgr

NOW, THEREFORE, in consideration of the premisddath above, the terms and conditions containein, and other
good and valuable consideration, the receipt afficency of which are hereby acknowledged, theuwiers, the Lenders party hereto and
the Administrative Agent hereby agree to the folligvamendment to the Credit Agreement.

1. Amendments to Credit Agreemertiffective as of the Effective Date but subjecttte satisfaction of the
conditions precedent set forth_in Sectiobe?ow, the Credit Agreement is hereby amended lasivfe:

(@) The Commitments of certain of the @gated Global Lenders are amended as set fortinoex | hereto. The
Borrowers hereby agree to compensate each SyndiGatdal Lender for any and all losses, costs apeieses incurred by such Lender in
connection with the sale and assignment of any &urency Rate Loans and the reallocation desciilb&gction 2(a) below, in each case on
the terms and in the manner set forth in Sectidro8the Credit Agreement.




2. Conditions of Effectiveness he effectiveness of this Amendment is subjec¢hé conditions precedent that (a)
the Administrative Agent and the Lenders shall hadmninistered the reallocation of the Aggregates@uiding Credit Exposure among the
Lenders such that after giving effect to the amesaisto the Commitments pursuant hereto, each ksndm Rata Share of the Aggregate
Outstanding Credit Exposure is equal to such Léad&o Rata Share of the Aggregate Commitment Bjpthé Administrative Agent shall
have received (i) counterparts of this Amendmety dxecuted by each Borrower, each Lender incrgasnCommitment pursuant to Sect
1(a) above, the Required Lenders and the Adminigerdgent and counterparts of the Consent andfiResation attached hereto duly
executed by the Guarantors and Harley, (ii) aniopinf counsel in form and substance reasonablggiable to the Administrative Agent €
such other instruments and documents as are rddgongquested by the Administrative Agent and @i@yment and/or reimbursement of the
Administrative Agent’s reasonable fees and expe(irekiding, to the extent invoiced, fees and exgesof counsel for the Administrative
Agent) in connection with this Amendment.

3. Representations and Warranties cii @orrower. Each Borrower hereby represents and warrarftdlasss:

@ This Amendment and the Credit Agreeinas amended hereby constitute the legal, validosaimding obligations
of such Borrower enforceable against such Borraweaccordance with their terms, except as enfoitigaimay be limited by bankruptcy,
insolvency or similar laws affecting the enforcernefcreditors’ rights generally and general prpies of equity, regardless of whether the
application of such principles is considered irr@cpeding in equity or at law.

(b) As of the date hereof and giving effi® the terms of this Amendment, (i) no Defaultimmatured Default shall
have occurred and be continuing and (ii) the repriegions and warranties of such Borrower containgitticle V of the Credit Agreement,
as amended hereby, are true and correct as offfibetize Date, except for representations and wdiiea made with reference solely to an
earlier date, which representations and warrastiei be true and correct as of such earlier date.

4, Reference to and Effect on the Gr&dreement

€)) Upon the effectiveness hereof, eatérence to the Credit Agreement in the Credit Agrent or any other Loan
Document shall mean and be a reference to the tGkgdtement as amended hereby.

(b) Except as specifically amended abtwe Credit Agreement and all other documentsrunsénts and agreements
executed and/or delivered in connection therewitdlsemain in full force and effect and are heredyfied and confirmed.

(c) Except as specifically provided abahe execution, delivery and effectiveness of Ariseendment shall not
operate as a waiver of any right, power or remeddh@ Administrative Agent or the Lenders, nor didoge a waiver of any provision of the
Credit Agreement or any other documents, instrusantl agreements executed and/or delivered in ctangherewith.




5. Governing Law This Amendment shall be construed in accordaviteand governed by the internal laws of the
State of lllinois, but giving effect to federal lawapplicable to banks.

6. Headings Section headings in this Amendment are inclutee@in for convenience of reference only and shall
not constitute a part of this Amendment for anyeotburpose.

7. CounterpartsThis Amendment may be executed by one or motkeoparties hereto on any number of separate
counterparts, and all of said counterparts takgattwer shall be deemed to constitute one and the ssstrument.
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IN WITNESS WHEREOF, this Amendment has been dulgcexed as of the day and year first above written.

HARLEY-DAVIDSON FUNDING CORP.,
as a Borrowe

By:
Name:
Title:

HARLEY-DAVIDSON FINANCIAL SERVICES
EUROPE LIMITED,
as a Borrowe

By:
Name:
Title:

HARLEY-DAVIDSON FINANCIAL SERVICES CANADA,
INC.,
as a Borrowe

By:
Name:
Title:
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JPMORGAN CHASE BANK, NATIONAL ASSOCIATION,
individually as a Lender, as Global Swingline Lended as
Global Administrative Ager

By:
Name:
Title:
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CITIBANK, N.A.,
individually as a Lender and as Syndication A¢

By:
Name:
Title:
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BNP PARIBAS,
individually as a Lender and as Documentation Aq

By:
Name:
Title:

By:
Name:
Title:
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ABN AMRO BANK N.V.,
individually as a Lende

By:

Name:
Title:

By:

Name:
Title:
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WACHOVIA BANK, N.A.,
individually as a Lende

By:

Name:
Title:
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FORTIS CAPITAL CORP.,
individually as a Lende

By:

Name:
Title:

By:

Name:
Title:
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LLOYDS TSB BANK pilc,
individually as a Lende

By:

Name:
Title:

By:

Name:
Title:
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MIZUHO CORPORATE BANK, LTD.,
individually as a Lende

By:

Name:
Title:
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U.S. BANK NATIONAL ASSOCIATION,
individually as a Lende

By:

Name:
Title:
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WELLS FARGO BANK, N.A.,
individually as a Lende

By:

Name:
Title:

By:

Name:
Title:

Signature Page to Amendment No. 1
Credit Agreement dated as of September 16, 2004
Harley-Davidson Funding Corpt al




THE BANK OF NEW YORK,
individually as a Lende

By:

Name:
Title:
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BARCLAYS BANK plc,
individually as a Lende

By:

Name:
Title:
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M&I MARSHALL & IISLEY BANK,
individually as a Lende

By:

Name:
Title:

By:

Name:
Title:
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THE NORTHERN TRUST COMPANY,
individually as a Lende

By:

Name:
Title:
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SCOTIABANK, INC.,
individually as a Lende

By:

Name:
Title:
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BANCA NAZIONALE DEL LAVORO SpA,
individually as a Lende

By:

Name:
Title:

By:

Name:
Title:
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CONSENT AND REAFFIRMATION

Each of the undersigned hereby acknowledges resk#ptopy of the foregoing Amendment No. 1 to@edit Agreement
dated as of June 30, 2006 (as amended, restafmlemented or otherwise modified from time to tines “ Credit Agreemeri)) by and
among Harley-Davidson Funding Corp., Harley-DavidEiancial Services Europe Limited and Harggvidson Financial Services Cana
Inc. (collectively, the “ Borrower9, the Lenders and JPMorgan Chase Bank, Natiosabaiation, as Global Administrative Agent (the “
Administrative Agent), which Amendment No. 1 is dated as of November, 2006 and is by and among the Borrowers, ittential
institutions listed on the signature pages theagaf the Administrative Agent (the “* Amendmént Capitalized terms used in this Consent
and Reaffirmation and not defined herein shall hligemeanings given to them in the Credit Agreem#&Vithout in any way establishing a
course of dealing by the Administrative Agent oy &ender, each of the undersigned consents to therdment and reaffirms the terms and
conditions of the Support Agreement (in the casdarey), the Subsidiary Guaranty (in the casehefGuarantors) and any other Loan
Document executed by it and acknowledges and atjraesach and every Loan Document executed byrilersigned in connection with
the Credit Agreement remains in full force and etfend is hereby reaffirmed, ratified and confirmedl references to the Credit Agreement
contained in the above-referenced documents sballieference to the Credit Agreement as so mddifjethe Amendment and as the same
may from time to time hereafter be amended, matlifierestated.

Dated December 1, 2006

[Signature Pages Follow]




IN WITNESS WHEREOF, this Consent and Reaffirmatias been duly executed as of the day and year atritten.
HARLEY-DAVIDSON, INC.
By:

Name:
Title:

HARLEY-DAVIDSON FINANCIAL SERVICES, INC.

By:
Name:
Title:

HARLEY-DAVIDSON FINANCIAL SERVICES INTERNATIONAL, INC.

By:
Name:
Title:

HARLEY-DAVIDSON CREDIT CORP.

By:
Name:
Title:




Lender

JPMorgan Chase Bank, National Associa

Citibank, N.A.

ABN AMRO Bank N.V.
Wachovia Bank, N.A

BNP Pariba

Fortis Capital Corp

Lloyds TSB Bank plc

Mizuho Corporate Bank, Ltc
U.S. Bank National Associatic
Wells Fargo Bank, N.A

The Bank of New Yorl
Barclays Bank pli

M&I Marshall & lisley Bank
The Northern Trust Compat
Scotiabanc, Inc

Banca Nazionale del Lavoro Sy

Aggregate Commitment

COMMITMENTS

Commitment

$215,000,00(
$215,000,00(
$160,000,00(
$160,000,00(
$145,000,00(
$60,000,00(
$60,000,00(
$60,000,00(
$60,000,00(
$60,000,00(
$35,000,00(
$35,000,00(
$35,000,00(
$35,000,00(
$35,000,00(
$30,000,00(

$1,400,000,00(




Exhibit 10.1
HARLEY-DAVIDSON, INC.
1995 STOCK OPTION PLAN
(as amended through February 14, 2007)
ARTICLE |
PURPOSE
The purpose of the Harley-Davidson, Inc. 1995 Stopkion Plan is to provide favorable opportunifiescertain selected employees of
Harley-Davidson, Inc. and its subsidiaries to pasghor receive shares of Common Stock of Harleyid3am, Inc., or to benefit from the
appreciation thereof. Such opportunities shouldrigean increased incentive for these employeesitribute to the future success and
prosperity of Harley-Davidson, Inc., thus enhandimg value of the stock for the benefit of the shaiders, and increase the ability of Harley-

Davidson, Inc. to attract and retain individuale&€eptional skill upon whom, in large measuresitstained progress, growth and
profitability depend.

ARTICLE Il
DEFINITIONS
The following capitalized terms used in the Plaallshave the respective meanings set forth inAhiile:
2.1. BOARD: The Board of Directors of Harley-Ddson, Inc.
2.2. CODE: The Internal Revenue Code of 198&nasnded.

2.3. COMMITTEE: The Human Resources CommittethefBoard; provided that if any member of the HurR&sources Committee
is not both a Disinterested Person and Outsideciirethe Committee shall be comprised of only ¢hwembers of the Human
Resources Committee who are both DisinteresteRei@nd Outside Directors.

2.4. COMMON STOCK: The common stock of Harley-idson, Inc.

2.5. COMPANY: Harley-Davidson, Inc. and any af 8ubsidiaries.

2.6. DISABILITY: Disability within the meaning dbection 22(e)(3) of the Code, as determined byCibramittee.

2.7. DISINTERESTED PERSONS: Non-employee directathin the meaning of Rule 16b-3 as promulgatedeuride Securities
Exchange Act 0f1934, as amended.

2.8. EMPLOYER: The entity that employs the empkoge Optionee.




2.9. FAIR MARKET VALUE: (From and after Februatyl, 2007) Per share of Common Stock on the daté which Fair Market
Value is being determined, if the Common Stocksiged for trading on the New York Stock Exchange, ¢losing sales price on the
date in question as reported in The Wall Streetnidyor if no sales of Common Stock occur on tagdn question, on the last
preceding date on which there was a sale on suttiaege.

2.10. ISO: An incentive stock option within theaming of Section 422 of the Code and which isgihegied as an incentive option by
the Committee.

2.11. NON-ISO: A stock option which is not an 1SO

2.12. OPTION: A stock option granted under thenPDptions include both ISOs and Non-1SOs.
2.13. OPTION PRICE: The purchase price of a sh&fecommon Stock under an Option.

2.14. OPTIONEE: A person who has been grantecbongore Options.

2.15. OUTSIDE DIRECTORS: Outside Directors witkiie meaning of Section 162(m) of the Code andebalations promulgated
thereunder.

2.16. PARENT CORPORATION: The parent corporatiandafined in Section 424(e) of the Code.

2.17. PLAN: The Harley-Davidson, Inc. 1990 Stogktion Plan.

2.18. RETIREMENT: Retirement on or after ageysixto or, with the consent of the Committee, aearlier age.

2.19. SUBSIDIARY: A corporation, limited partnaip, general partnership, limited liability compatmwisiness trust or other entity of
which more than fifty percent (50%) of the votingwer or ownership interest is directly and/or iedity held by the Harley-Davidson,

Inc.

2.20. TERMINATION DATE: A date fixed by the Comtige but not later than the day preceding the tenttiversary of the date on
which the Option is granted.

ARTICLE Il
ADMINISTRATION
3.1. The Committee shall administer the Plan dradl $iave full power to grant Options, construe amdrpret the Plan, establish and

amend rules and regulations for its administratéord perform all other acts relating to the Planluding the delegation of
administrative responsibilities, which it believesisonable and proper.




3.2. Subject to the provisions of the Plan, then@uttee shall, in its discretion, determine whollsba granted Options, the
number of shares subject to option under any sytlo@s, the dates after which Options, the dates afhich Options may be
exercise, in whole or in part, whether Options lsballSOs, and the terms and conditions of thedDgti

3.3. Any decision made, or action taken, byGleenmittee arising out of or in connection with theerpretation and
administration of the Plan shall be final and cosile.

3.4 To the extent permitted by applicable lave, Bommittee may, in its discretion, delegate toGhef Executive Officer of th
Company any or all of the authority and responisybif the Committee under the Plan to grant Otitmemployees of the Company
or its affiliates and/or persons who have been gagdo become employees of the Company or itSaé8, in each case other than
employees who are, or persons engaged to beconleyerap who upon employment will be, subject toghavisions of Section 16 of
the Securities and Exchange Act of 1934, as amerdede time any such delegated authority or nesipdity is exercised. To the
extent that the committee has delegated to thef Eliecutive Officer the authority and responsikilitf the Committee, all references
to the Committee in the Plan other than in thistiBa.4 shall include the Chief Executive Offisith respect to the matters
delegated. No such delegation shall preclude thrarflittee from exercising the authority and respaitigitdelegated.

ARTICLE IV
SHARES SUBJECT TO THE PLAN

4.1. The total number of shares of Common Stoell@vle for grants of Options under the Plan sbhallL5,200,000; provided
that Options for not more than 800,000 shares ohi@on Stock shall be granted to an Optionee in afgncar year under the Plan,
which amount shall be reduced by the amount of Com8tock subject to options granted to such Opé&dnesuch calendar year un
any other stock option plan of the Company. Thedoing amounts shall be subject to adjustmentéoraance with Article VIII of th
Plan. If an Option or portion thereof shall explve,canceled or terminate for any reason withouinigabeen exercised in full, the
unpurchased shares covered by such Option shaildikable for future grants of Options. An Optionportion thereof, exercised
through the exercise of a stock appreciation ngitsuant to Section 6.7 of the Plan shall be tcgditr the purposes of this Article, as
though the Option, or portion thereof, had beenased through the purchase, that was so exersisatinot be available for future
grants of Options.




ARTICLE V
ELIGIBILITY

5.1. Options may be granted to key employeesefdbmpany or to persons who have been engageddmieekey employees of
the Company. Key employees will comprise, in gelh¢nase who contribute to the management, diractiod overall success of the
Company, including those who are members of theddddembers of the Board who are not employeeh®f@ompany shall not be
eligible for Option grants.

ARTICLE VI
TERM OF OPTIONS

6.1. OPTION AGREEMENTS: All Options shall be evided by written agreements executed by the Com&ugh Options shall
be subject to the applicable provisions of the Pdandl shall contain such provisions as are requoyetthe Plan and any other provisions
the Committee may prescribe. All agreements eviagn©ptions shall specify the total number of skaebject to each grant, the
Option Price and the Termination Date. Those Optitvat comply with the requirements for an 1ISOfsgh in Section 422 of the Co
and are designated 1SOs by the Committee shalb®s bnd all other Options shall be Non-1SOs.

6.2. OPTION PRICE: The Option Price shall be sethie Committee; provided, however, that the ppeeshare shall not be less
than the Fair Market Value of a share of CommoreiStm the date the Option is granted.

6.3. PERIOD OF EXERCISE: The Committee shall deiee the dates after which Options may be exeddisevhole or in part. |
Options are exercisable in installments, installte@n portions thereof that are exercisable andreicised shall accumulate and
remain exercisable. The Committee may also amer@pion to accelerate the dates after which Optinag be exercised in whole or
in part. However, no Option or portion there oflsba exercisable after the Termination Date.

6.4. SPECIAL RULES REGARDING ISOS GRANTED TO CERTMAEMPLOYEES:
Notwithstanding any contrary provisions of Sectiér& and 6.3 of the Plan, no ISO shall be grardezhy employee who, at the time
the Option is granted, owns (directly or indirecthithin the meaning of Section 424(d) of the Coa®ye than ten percent of the total
combined voting power of all classes of stock &f Employer or of any Subsidiary or Parent Corporathereof, unless (a) the Option
Price under such Option is at least 110 percetitofair Market Value of a share of Common Stockhendate the Option is granted
and (b) the Termination Date of such Option is & det later than the day preceding the fifth aarsary of the date on which the
Option is granted.




6.5. MANNER OF EXERCISE AND PAYMENT: An Option, @ortion thereof, shall be exercised by delivergafritten notice o
exercise to the Company and provision (in a maaneeptable to the Committee) for payment of thiepitite of the shares being
purchased pursuant to the Option and any withhglthmes due thereon.

6.6. TAXES:

a. WITHHOLDING TAXES. The Company is entitled to Witold the amount of any tax attributable to any anto
payable or Common Stock delivered or deliverablgennhis Plan, and the Company may defer makingneay or
delivery if any such tax may be pending unlessuwamtd indemnified to its satisfaction. An Optionskall satisfy th
federal, state and local withholding tax obligafi@rising in connection with an Option in a manmereptable to
the Committee.

b. NO GUARANTEE OF TAX TREATMENT. The Company does mptarantee to any Optionee or any other pe

with an interest in an Option that any Option ited to be exempt from Code Section 409A shall bexsonpt, or
that any Option intended to comply with Code Sett69A shall so comply, and nothing in this Plaligates the
Company or any affiliate to indemnify, defend otchbarmless any individual with respect to thetarsequences
of any such failure

6.7. STOCK APPRECIATION RIGHTS: At or after the gtaf an Option, the Committee, in its discretiorgy provide an
Optionee with an alternate means of exercising jpiio®, or a designated portion thereof, by grantirgOptionee a stock appreciation
right. A “stock appreciation right”: is a right teceive, upon exercise of an Option or any portieneof, in the Committee’s sole
discretion, an amount of cash equal to, and/oreshai Common Stock having a Fair Market Value @ndhte of exercise equal to, the
excess of the Fair Market Value of a share of Com®imck on the date of exercise over the OptiooePrmultiplied by the number of
shares of Common Stock that the Optionee would hesgived had the Option or portion thereof bear@sed through the purchase
of shares of Common Stock at the Option Price, idex/that (a) such Option or portion thereof hamnbgesignated as exercisable in
this alternative manner, (s) such Option or portlwreof is otherwise exercisable, and (c) the Mairket Value of a share of Common
Stock on the date of exercise exceeds the Optiae.Pr

6.8. NONTRANSFERABILITY OF OPTIONS: Except as matherwise be provided by the Committee, each Optiaail, during
the Optionee’s lifetime, be exercisable only by @mionee, and neither it nor any right hereuntiatl e transferable otherwise than
by will or the laws of descent and distributionber subject to attachment, execution or other similacess. In the event of any attempt
by the Optionee to alienate, assign, pledge, hyuatte or other wise dispose of an Option or ofragiyt hereunder, except as provided
for herein, or in the event of any levy or any eltiaent, execution or similar process upon the sightinterest hereby conferred, the
Company may terminate the Option by notice to tpéddee and the Option shall thereupon becomeamdllvoid.




Transfers of Options under the Plan pursuant tojashgyment, decree, or order (including approva pfoperty settlement agreement)
which relates to the provision of child supporimalny payments, or marital property rights to ausg former spouse, child, or other
dependent of a participant, and is made pursuamtState domestic relations law (including a comityysroperty law) and satisfies,
the extent applicable, the provisions of Internal&ue Code Section 414(p) are allowed.

6.9. CESSATION OF EMPLOYMENT OF OPTIONEE:

a. CESSATION OF EMPLOYMENT OTHER THAN BY REASON OF REREMENT, DISABILITY OR DEATH.
Except as may be otherwise provided by the Comejittean Optionee shall cease to be employed b tirapany
otherwise than by reason of Retirement, Disabititydeath, (i) each  Option held by the Optigriegether with all
rights thereunder, that is not vested shall terteioa the date of cessation of employment, teiient not previously
exercised and (ii) the Optionee shall have a pesfd®D days from the date of cessation of employtrtexercise each
Option held by the Optionee that is vested on tite df cessation of employment. At the end of G@day period,
each such Option that has not been exercised hegeith all rights thereunder, shall terminatethte extent not
previously exercised.

b. CESSATION OF EMPLOYMENT BY REASON OF RETIREMENT CGRSABILITY. If an Optionee shall cease to

be employed by the Company by reason of RetiremeBbisability, each Option held by the Optioneellsteanain
exercisable, to the extent it was exercisableatithe of cessation of employment, until the eatlad:

i the Termination Date,

i. the death of the Optionee, or such later datenuoe than one year after the death of the Optiasebe
Committee, in its discretion, may provide pursuarection 6.9(c) of the Plan,

ii. the third anniversary of the date of the cessatfdhe Optionee’s employment, if employment cedsed
reason of Retirement, or

iv. the first anniversary of the date of the cessatiotme Optionee’s employment by reason of Disahilit

v. and thereafter all such Options shall terminatetiogr with all  rights hereunder, to the extauitpreviously
exercised.

c. CESSATION OF EMPLOYMENT BY REASON OF DEATH. In tlevent of the death of the Optionee, while
employed by the Company, an Option may be exat@sany time or from time to time prior to thelaarof the




Termination Date or the first anniversary of théedaf the Optionee’s death, by the person or parsmwhom the
Optionee’s rights under each Option shall pass ilyowby the applicable laws of descent and dehtlihe event of the
death of the Optionee while entitled to exercis®©ation pursuant to Section 6.9(b), the Committedts discretion,
may permit such Option to be exercised at any timfeom time to time prior to the Termination Datgring a period ¢
up to one year from the death of the Optioneehall pass by will of by the applicable laws of desicand distribution,
to the extent that the Option was exercisableatithe of cessation of the Optionee’s employmenty person or
person to whom an Optionee’s rights under an Ogtare passed by will or by the applicable lawsesatnt and
distribution shall be subject to all terms and dtad of the plan and the Option applicable to @wtionee.

6.10. NOTIFICATION OF SALES OF COMMON STOCK: Any @pnee who disposes of shares of Common Stock eemjui
upon the exercise of an ISO either (a) within tveang after the date of the grant of the ISO undecimthe stock was acquired or (b)
within one year after the transfer of such shamthe Optionee, shall notify the Company of suigpdsition and of the amount
realized upon such disposition.

ARTICLE VII
LIMITATIONS AND ACCELERATIONS ON EXERCISABILITY

7.1. Notwithstanding any other provision of thisflin the case of an 1SO, the aggregate Fair Maf&keie (determined at the
time the 1SO is granted) of the shares of CommaelStvith respect to which all “incentive stock apts” (within the meaning of
Section 422 of the Code) are first exercisablehgy@ptionee during any calendar year (under ttia Bhd under all other incentive
stock option plans of the Employer, any Subsidarg any Parent Corporation) shall not exceed $000,0

7.2. Each Option granted under the Plan shall becgasted and immediately exercisable upon a Chaih@entrol Event,
whether or not the Option was theretofore exerdisabor purposes of this Section 7.2;

(a) “Change of Control Event” means any one offthiewing:

(i) Continuing Directors no longer constitute east two-thirds ofthe
Directors constituting the Board;

(i) any person or groups (as defined in Rule B3dider the Securities Exchange Act of 1934, asdet
(“Exchange Act")), together with its affiliates, tames the beneficial owner, directly or indirect§20% or
more of Harley-Davidson, Inc.’s then outstandingr®@eon Stock or 20% or more of the voting power ofleja
Davidson, Inc.’s Directors;

(iii) the approval by Harley-Davidson, Inc.’s sttxkders of the merger or consolidation of Harleyidaon, Inc.
with any other corporation, the sale of substalytill of Harley-Davidson, Inc.’s assets or theuiidption or
dissolution of Harley-Davidson, inc., unless, ie ttase of a merger or consolidation, the Continiimgctors in
office immediately prior to such merger or consatidn constitute at least two-thirds of the direstoonstituting
the board of directors of the surviving corporatidrsuch merger or consolidation and any paremtéfised in
Rule 12b-2 under the Exchange Act) of such corpmmabr

(iv) at least two-thirds of the Continuing Directorho are Disinterested Persons in office immeljigtaor to
any other action proposed to be taken by Harleyid3awn, Inc.5 stockholders or by the Board determine that
proposed action, if taken, would constitute a cleamigcontrol of Harley-Davidson, Inc. and such awtis taken.

Notwithstanding the foregoing, with respect to argrof an Option that is deferred compensationeatltp Code
Section 409A, the term “Change of Control Eventtafined above shall be deemed amended to confothet
definition provided in guidance, rules or regulagromulgated by the Internal Revenue Servicemsituing Code
Section 409A; and

(b) “Continuing Director” means any individual wiseither:




(i) a member of the Board on the date hereof or

(i) a member of the Board whose election or nominatidhe Board was approved by a Vote of at least two
thirds (2/3) of the Continuing Directors (othernhaperson whose election was as a result of aalamt
threatened proxy or other control contest).

ARTICLE VI
ADJUSTMENTS

8.1. If (a) the Company shall at any time be imedlin a merger or other transaction in which tleen@on Stock is changed or
exchanged; or (b) the Company shall subdivide arliine its Common Stock or the Company shall dedat&vidend payable in its
Common Stock, other securities (other than anycstsa preferred stock purchase rights issued puatgo that certain Rights
Agreement, dated February 17, 2000, between thep@oynand ComputerShare Investor Services, LLCuasessor rights agent, or
similar stock purchase rights that the Company tragithorize and issue in the future) or other prigper (c) the Company shall effe
a cash dividend the amount of which exceeds 15#teofrading price of the Common Stock at the tiheedividend is declared or any
other dividend or other distribution on the Comn8iack in the form of cash, or a repurchase of Com®tock, that the Board
determines by resolution is special or extraordinamature or that is in connection with a trangacthat the Company characterizes
publicly as a recapitalization or reorganizationdilving the Common Stock; or (d) any other evertisbccur which, in the case of this
clause (d), in the judgment of the Committee ndtaes an adjustment to prevent dilution or enlarget of the benefits or potential
benefits intended to be made available under the & an Award, then the Committee shall, in sualmmer as it may deem equitable,
adjust any or all of (i) the number and type ofis@es subject to the Plan and which thereaftey bmthe subject of Options; (ii) the
number and type of securities subject to outstan@iptions; (iii) the Option Price with respect twyaDption; and (iv) the number of
shares of Common Stock that may be issued pursoi@itions granted to an Optionee in any calendar;yprovided, however, that
each such adjustment, in the case of ISOs, shafidzk in such manner as not to constitute a “muzatitin” within the meaning of
Section 424(h)(3) of the Code. Unless the Committermines otherwise, any such adjustment to dio®fhat is exempt from Code
Section 409A shall be made in manner that peri@<ption to continue to be so exempt, and anysadgnt to an Option that is
subject to Code Section 409A shall be made in aneratat complies with the provisions thereof. Judgment of the Committee w
respect to any matter referred to in this Artidialsbe conclusive and binding upon each Optionee.

ARTICLE IX

AMENDMENT AND TERMINATION OF PLAN




9.1. The Board may at any time, or from time todjirsuspend or terminate the Plan in whole or ihgraamend it in such
respects as the Board may deem appropriate, pchvidevever, that no such amendment shall be matehwould, without approval
of the shareholders:

a. materially modify the eligibility requiremenfior receiving Options;

b. increase the aggregate number of Shares of Comtock ®hich may be issued pursuant to Options gaanohder the
Plan, except as is provided for in accordance witicle VIl of the Plan;

c. increase the number of shares of Common Stock whathbe issued pursuant to Options granted topioGee in
any calendar year, except as is provided for aomtance with Article VIII of the plan;

d. reduce the minimum Option Price, except as is pieifor in accordance with Article VIII of the Plan

e. extend the period of granting Options; or

-

materially increase in any other way the benefitszing to Optionees.

9.2. No amendment, suspension or termination sfRfan shall, without the Optionee’s consent, atempair any of the rights
or obligations under any Option theretofore graritedn Optionee under the Plan, but the Commitéselmot obtain Optionee (or otl
interested party) consent for the cancellationroAavard pursuant to the provisions of Section &h#, modification of an Option to the
extent deemed necessary to comply with any appédaly or the listing requirements of any principaturities exchange or market
which the Common Stock is then traded, to prestwverable accounting treatment of any Option fa& @ompany, or the adoption,
amendment or rescission of rules and regulatidasimg to this Plan that do not materially and adeéy affect the Optionee in respect
of any Option then outstanding

9.3. The Board may amend this Plan, subject tdiriitations cited above, in such manner as it derat®ssary to permit the
granting of Options meeting the requirements afifeiamendments or issued regulations, if any,adCthde.

9.4. The provisions of Code Section 409A are ipoaated herein by reference to the extent nece$saany Option that is
subject to Code Section 409A to comply therewith.

ARTICLE X
GOVERNMENT AND OTHER REGULATIONS

10.1. The obligation of the Company to issue andfar and deliver shares for Options exercised thdeplan shall be subject to
all applicable laws, regulations, rules,




orders and approvals which shall then be in efiedt required by governmental entities and the stackanges on which Common
Stock is traded.

ARTICLE Xl
MISCELLANEOUS PROVISIONS

11.1. PLAN DOES NOT CONFER EMPLOYMENT OR SHAREHOLRERIGHTS: The right of the Employer to terminate
(whether by dismissal, discharge, retirement oewtise) the Optionee’s employment with it at amgeiat will, or as otherwise
provided by any agreement between the Companyten@ptionee, is specifically reserved. Neither@mptionee nor any person
entitled to exercise the Optionee’s rights in thierg of the Optionee’s death shall have any rights shareholder with respect to the
shares subject to each Option, except to the ettahtand until, such shares shall have beendsspen the exercise of each Option.

11.2. PLAN EXPENSES: Any expenses of administetinig Plan shall be borne by the Company.

11.3. USE OF EXERCISE PROCEEDS: Payments receigad Optionees upon the exercise of Options shalides for the
general corporate purposes of the Company, exkhaptahy stock received in payment may be retiredgtained in the Company’s
treasury and reissued.

11.4. INDEMNIFICATION: In addition to such othewghts of indemnification as they may have as memabkittse Board, or the
Committee, the members of the Committee and thedBslzall be indemnified by the Company againstadits and expenses
reasonably incurred by them in connection with aatjon, suit or proceeding to which they or anyhafm may be party by reason of
any action taken or failure to act under or in @gtion with the Plan or any Option granted thereundnd against all amounts paid by
them in settlement thereof (provided such settldriseapproved by independent legal counsel seldnteatie Company) or paid by
them in satisfaction of a judgment in any suchaagtsuit or proceeding, except a judgment based adnding of bad faith; provided
that upon the institution of any such action, suiproceeding a Committee or Board member shalriting, give the Company notice
thereof and an Opportunity, at its own expenséatwdle and defend the same before such CommittBeasd member undertakes to
handle and defend it on such member’s own behalf.

ARTICLE Xl
SHAREHOLDER APPROVAL AND EFFECTIVE DATES
12.1. The Plan shall become effective when it graped by the shareholders of Harley-Davidson, dt@ shareholders meeting by

the requisite vote under New York Stock Exchangke&unternal Revenue Code Section 162(m) and Ratee3 under the Securities
Exchange Act of 1934. Options may not be grantaetbuthe Plan after April 26, 2005.
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Exhibit 10.2
HARLEY-DAVIDSON, INC.

DIRECTOR STOCK PLAN
As amended

ARTICLE |
Purpose
The purpose of the Harley-Davidson, Inc. Directwc® Plan is to facilitate payment of compensatmnonemployee directors in the form of
Common Stock of Harley-Davidson, Inc. or in a fdime value of which is based upon the value of Com®twck of Harley-Davidson, Inc.
Such payment should provide a method for nonemplayectors to meet the requirements of the Diregal Senior Executive Stock
Ownership Guidelines for Harley-Davidson, Inc. amdincreased incentive for nonemployee directorotdribute to the future success and
prosperity of Harley-Davidson, Inc. We believesthiill, in turn, enhance the value of the stocktf@ benefit of the shareholders, and

increase the ability of Harley-Davidson, Inc. toratt and retain directors of exceptional skill apghom, in large measure, its sustained
growth and profitability depend.

ARTICLE Il
Definitions
The following capitalized terms used in the Plaallshave the respective meanings set forth inAiile:

2.1. Annual Retainer Fee The annual retainer fee then in effect for sm\by an Outside Director as a director, board
committee chair and/or committee member, excludirgats of “Share Units” pursuant to Article I1X hefe

2.2. Board: The Board of Directors of the Company.
2.3. Code: The Internal Revenue Code of 1986, as amended.
2.4. Committee The Nominating and Corporate Governance Comanitfehe Board; provided that if any member of the

Nominating and Corporate Governance Committee iswiisinterested Person, the Committee shall bgpcised of only those members
the Nominating and Corporate Governance Committe® ave Disinterested Persons.

2.5. Common Stock The common stock of the Company.

2.6. Company. Harley-Davidson, Inc.




2.7. Deferral Election: An election by an Outside Director to defer rgoeg all or any portion of the shares of Commoncgto
that would otherwise be transferred to such OutBidector pursuant to a Share Election.

2.8. Disinterested Persons Nonemployee directors within the meaning of RL8&-3 as promulgated under the Securities
Exchange Act of 1934, as amended.

2.9. Fair Market Value: (From and after February 14, 2007) On the datefavhich Fair Market Value is being determindd, i
the Common Stock is listed for trading on the NearkrStock Exchange, the closing sales price orl#te in question as reported in The
Wall Street Journal, or if no sales of Common Stocur on the date in question, on the last precedate on which there was a sale on such
exchange.

2.10. Option: A stock option granted under the Plan.

2.11. Option Price: The purchase price of a share of Common Stodkuan Option.

2.12. Optionee: A person who has been granted one or more Gption

2.13. Outside Director. Each member of the Board who is not also an eyeg of the Company or any Subsidiary (including
members of the Committee).

2.14. Plan: The Harley-Davidson, Inc. Director Stock Plan.
2.15. Share Accounts An Outside Director’'s Deferral Share Account/andsrant Share Account.

2.16. Share Election An election by an Outside Director to receiviel 50% or 100% of his or her Annual Retainer iregtbe
form of Common Stock (subject to any Deferral Blattby an Outside Director), with the receipt oflsishares of Common Stock to be in
lieu of any cash payment for that portion of hisver Annual Retainer Fee; provided, however, thaittithe time an Annual Retainer Fee is
payable, an Outside Director satisfies, throughothieership of Common Stock and/or Share Units teddb his or her Share Accounts, the
stock ownership guidelines for directors then iieefthat the Board or any committee of the Boaxs éstablished, then the Outside Director
may make a Share Election to receive 0% of sucluaAhRetainer Fee in the form of Common Stock.

2.17. Subsidiary: A corporation, limited partnership, general parship, limited liability company, business trasbther entity
of which more than fifty percent (50%) of the vatipower or ownership interest is directly and/atiiactly held by the Company.

2.18. Termination Date The day preceding the tenth anniversary of #ite dn which the Option is granted.




ARTICLE Il
Administration

3.1 The Committee The Committee shall administer the Plan andl $taade full power to construe and interpret thenPla
establish and amend rules and regulations foditsiristration, and perform all other acts relatinghe Plan, including the delegation of
administrative responsibilities, which it believesisonable and proper.

3.2. Actions Final: Any decision made, or action taken, by the Commi#tesing out of or in connection with the intett®n
and administration of the Plan shall be final aodatusive.

ARTICLE IV
Shares Subject to the Plan

4.1. The total number of shares of Comi@tutk available for delivery under the Plan shal260,000 as of May 2, 1998 (ai
giving effect to a 2-for-1 stock split effected2000). The foregoing amount shall be subject tagtdjent in accordance with Article X of the
Plan. If an Option or portion thereof shall expive,canceled or terminate for any reason withouiniggbeen exercised in full, the
unpurchased shares covered by such Options shalldikable for future grants of Options. Share€ofmmon Stock to be delivered under the
Plan shall be made available solely from authorimed issued shares of Common Stock reacquiredelddhk treasury shares. In no event
shall the Company be required to deliver fractiaferes of Common Stock under the Plan. Whenedgrihe terms of the Plan a fractional
share of Common Stock would otherwise be requindesketdelivered, there shall be delivered in lieeréof one full share of Common Stock.
Payments in respect of an Outside Director’'s SAamunts that are made in cash shall not reducauheer of shares of Common Stock
available for delivery under the Plan.

ARTICLE V
Eligibility
5.1. Only Outside Directors shall be éaditto participate in the Plan.
ARTICLE VI
Options
6.1. Option Grants Prior to December 31, 2002, each Outside Dirastm served as a member of the Board immediately
following an annual meeting of shareholders ofGlmenpany was automatically granted on the firstiess day after such meeting (the
“Annual Grant Date”) an Option for the purchasesoth number of shares of Common Stock (rounded tipetnearest multiple of 100)

whose Fair Market Value on the Annual Grant Dateaéef three (3) times the Optionee’s Annual Retdi@® other than committee chair
retainer fees. No such Option shall be grantecutite Plan after December 31, 2002.




6.2. Option AgreementsAll Options shall be evidenced by written agreermentecuted by the Company. Such options shall be
subject to the applicable provisions of the Plam shall contain such provisions as are requirethéyPlan and any other provisions the
Committee may prescribe. All agreements eviden€@ptons shall specify the total number of shardgexi to each grant, the Option Price
and the Termination Date.

6.3. Option Price: The Option Price shall be the Fair Market Valua share of Common Stock on the Annual Grant Date.

6.4. Period of Exercise Options shall be exercisable from and after theauwal Grant Date and shall terminate one year #fta
Optionee ceases to serve as a member of the Boraady reason, except that as to any Optionee sshemioved from the Board for cause in
accordance with the Company’s Restated Articlds@drporation, the Options held by the Optionedlgbeminate immediately on such
removal. In any event, no Option or portion thergwdll be exercisable after the Termination Date.

6.5. Manner of Exercise and Paymen#n Option, or portion thereof, shall be exercibgddelivery of a written notice of
exercise to the Company and provision (in a maaneeptable to the Committee) for payment of thepitite of the shares being purchased
pursuant to the Option and any withholding taxes thereon.

6.6. Nontransferability of Options Except as may be otherwise provided by the Cdtamieach Option shall, during the
Optionee’s lifetime, be exercisable only by thei®pte and neither it nor any right hereunder dhalransferable otherwise than by will or
the laws of descent and distribution or be sulijeetttachment, execution or other similar procksthe event of any attempt by the Optionee
to alienate, assign, pledge, hypothecate or otlserdispose of an Option or of any right hereunebezept as provided for herein, or in the
event of any levy or any attachment, executionrailar process upon the rights or interest heredyferred, the Company may terminate the
Option by naotice to the Optionee and the Optiorlshareupon become null and void.

ARTICLE VII
Share Election

7.1. Election: At any time and from time to time, each Outdileector may make a Share Election. An Outside&or's
Share Election (i) must be in writing and delivetedhe Treasurer of the Company, (ii) shall beetize commencing on the date the
Treasurer receives the Share Election or suchdatteras may be specified in the Share Electiah(idhshall remain in effect unless
modified or revoked by a subsequent Share Eleati@ecordance with the provisions hereof. If arisitle Director elects (or is deemed to
have elected) to receive only 50% of his or her yaiiRetainer Fee in the form of shares of CommagiSthen the remaining 50% shall be
paid in cash (subject to any deferral by the Oet&iitector under the Company’s Deferred Compensd&ian for Nonemployee Directors
(the “Cash Deferral Plan™))f an Outside Director who is entitled to do soctdeto receive 0% of his or her Annual Retainer ifgbe form o
shares of Common Stock, then all of his or her AshiRetainer Fee shall be paid in cash (subjectyodaferral by the Outside Director under
the Cash Deferral




Plan). If an Outside Director has not made a Sk#etion, the Director will be deemed to have madghare Election to receive 50% of his
or her Annual Retainer Fee in the form of Commarckt

7.2. Transfer of Shares Subject to any Deferral Election by an OutsideeEtor, shares of Common Stock issuable to an
Outside Director pursuant to a Share Election diatransferred to such Outside Director as ofiteebusiness day following each annual
meeting of the shareholders of the Company, exbeptfor an Outside Director elected to the Baatrd time other than at an annual meeting
of the shareholders of the Company, shares of ConwBtack issuable to the Outside Director pursuaat $hare Election shall be transferred
to such Outside Director as of the first businesgfdllowing the first meeting of the Board or antwittee of the Board that the Outside
Director attends. The total number of shares ah@on Stock to be so transferred shall be deterntiyedividing (x) the dollar amount of
the Annual Retainer Fee payable to which the SElgetion applies, by (y) the Fair Market Value dfteare of Common Stock on day on
which the Annual Retainer Fee is payable to thesidatDirector.

ARTICLE VI
Deferral Elections

8.1. Deferral Election: Each Outside Director may make a Deferral Etecto defer receiving all or 50% of the shares of
Common Stock that would otherwise be transferreglitth Outside Director pursuant to a Share Eledatitim respect to any Annual Retainer
Fees otherwise payable after the effective datheDeferral Election. A Deferral Election, or adiification or revocation of a Deferral
Election by a subsequent Deferral Election, mushhveriting and delivered to the Treasurer of thmany. Each Outside Director serving
as a member of the Board as of the Company’s 20081A Meeting of Shareholders may make a Defelgdtien at any time on or before
May 3, 2003. Thereafter, a newly eligible Outdiieector may make his or her initial Deferral Eleatwithin 30 days of becoming an
Outside Director. Such initial Deferral Electiostzall be effective as of the date on which theydalesered to the Treasurer of the Company.
Deferral Elections are irrevocable until changéahy Deferral Elections other than in connectionhithte Company’s 2003 Annual Meeting
of Shareholders and other than when an Outsidecirés initially eligible to make a Deferral Elem, and any changes to existing Deferral
Elections, may be made only during the 30 day plenjpto and including an annual meeting of shad#rslof the Company, and shall be
effective as of such annual meeting of shareholdatsDeferral Elections under the Plan shall anétically terminate upon the occurrence
a Change of Control Event. The definition of “Charof Control Event” is as set forth in ScheduleoAhe Plan, which may be revised from
time to time by the Committee to maintain consisyenwith the definition of this term used by the Quamy for other corporate compensation-
related purposes. The term “Change of Control Evantlefined above shall be deemed amended to wonfothe definition provided in
guidance, rules or regulations promulgated by tiberhal Revenue Service in construing Code Sed@A.

8.2. Deferral Share Accounts:An Outside Director who makes a Deferral Elecgball have the number of deferred shares of
Common Stock (including fractions of a share) that




would otherwise be transferred pursuant to Sedti@rcredited as whole and fractional “Share Unitgth fractional units calculated to four
decimal places, to a “Deferral Share Account” foe Outside Director, for recordkeeping purposesg.onl

8.3. Cash Dividends and Deferral Share Accountd/henever cash dividends are paid by the Compargutstanding
Common Stock, on the payment date therefor theak Isé credited to the Outside Director’'s Defe@ahre Account a number of additional
Share Units, with fractional units calculated tarfdecimal places, equal to (i) the aggregate divitithat would be payable on outstanding
shares of Common Stock equal to the number of Sbaits credited to such Deferral Share Accounttnrecord date for the dividend,
divided by (ii) the Fair Market Value of a shareGdmmon Stock on the last trading business day ity preceding the date of payment
of the dividend.

8.4. Payments:Upon cessation of an Outside Director’s servica dsector of the Company for any reason, or upen
occurrence of a Change of Control Event, the Compath make payments to the Outside Director (arcase of the death of the Outside
Director, to his or her beneficiary designateddnadance with Section 13.5 or, if no such benafficis designated, to his or her estate), as
compensation for prior service as a director, gpeet of the Outside Director’s Deferral Share Arto All payments in respect of a Deferral
Share Account shall be made in shares of Commark®ip converting Share Units into Common Stock @me-for-one basis. However, to
the extent shares of Common Stock are not avaifabléelivery under the Plan, the Committee magdithat all or any part of the payments
in respect of a Deferral Share Account be madadh cather than by delivery of Common Stock, inaktdase the cash payment shall be
determined by multiplying the number of Share Uiitthe Deferral Share Account that are the sulgjétiie cash payment by the Fair Mai
Value of a share of Common Stock on the last tgbimsiness day preceding the date on which payimemntde.

a. Form of Payments:An Outside Director may elect to have paymentesgpect of a Deferral Share Account made
either in (i) a single payment, or (ii) annual albhents; provided, however, that if an Outsideebior making a Deferral Election under the
Plan has elected to defer cash compensation unel€ash Deferral Plan, then that Outside Directastrelect a payment option under the
Plan that provides the same timing of deferred paytsas the payment option elected under the Cafdrial Plan. Under the installment
payment option, at the time an Outside Director @sdkis or her initial Deferral Election, or thetteain accordance with Plan rules, the
Outside Director may select (subject to the provisthe immediately preceding sentence) the nurabgears over which benefits are to be
paid to the Outside Director, up to a maximum @€ars, except that the number of installments ssdemay not result in any one installment
payment with respect to less than 100 Share Uiiit® payment option elected shall apply to the idatBirector’s entire Deferral Share
Account. The installment payment option does ppiyaupon the occurrence of a Change of ControhEvén Outside Director who fails to
make any payment election under the Plan and Hamabe a payment election under the Cash Defelaal $hall be deemed to have elected
the single payment option. An Outside Director Vidits to make any payment election under the Blarhas made a payment election under
the Cash Deferral Plan will be deemed to have eteahder the Plan the same payment option that sleechas made under the Cash Def
Plan. If at the time of the cessation of an Owdirector’s service there exists a conflict in gagment




options that the Outside Director elected undePiam and under the Cash Deferral Plan, then th&gid@e Director will be deemed to have
made a payment election under the Plan that prevltesame timing of deferred payments as the patyopdion that the Outside Director
elected under the Cash Deferral Plan.

b. If the Outside Director has elected the Isipgyment option, then the Company will make paytne the Outside
Director in respect of the number of Share Unitlited to the Outside Director’'s Deferral Share ot within 30 days after the end of the
quarter in which the Outside Director ceases seraia director of the Company. In addition, tbenBany will make payment to the Outs
Director in respect of the number of Share Unieglited to the Outside Director’s Deferral Share @t promptly upon the occurrence of a
Change of Control Event.

c. If the Outside Director has elected thedlhstent payment option, then the first installmesit be made within 30 days
after the end of the quarter in which the Outside&or ceases service as a director of the Compartd/each subsequent installment shall be
paid in July of each year following the year in athe first installment is paid to the Outsidedabor during the installment period. The
annual installment payment amount for any year &gainitially determined by dividing the number$iare Units credited to the Outside
Director’s Deferral Share Account as of January the year for which the payment is being madefanavhich such an election is in effect
by the number of installment payments remaininigeganade, and then rounding the quotient obtainedlfbdut the final installment to the
next lowest whole number.

d. Changes by an Outside Director in the payroption elected and/or in the number of yeardiminstallment payment
period (not to exceed 5 years) shall be in writangl filed with the Treasurer of the Company nos kssn 12 months before the date the
Outside Director ceases service as a directoreoCimpany for any reason. If a change is requésssdhan 12 months in advance of the
date the Outside Director ceases service as adlireicthe Company for any reason, then the OutBidector’s previous valid election of a
form of payment shall be given effect. If thera@sprevious valid election of the payment optioeifect, then payment will be made under
the single payment option.

8.5. Hardship PaymentsThe Committee may, in its sole discretion, upanfthding that an Outside Director has suffered a
severe financial hardship, pay to the Outside Daregart or all of his or her Deferral Share Acchas needed to meet the Outside Director’s
need.

ARTICLE IX
Share Unit Grants

9.1. Share Unit Grants Each Outside Director shall automatically benggd Share Units under the Plan in the manneiosii
in this Article I1X. All grants of Share Units pwant to this Article 1X shall immediately vest ilifon the date of grant.

9.2. Annual Share Unit Grants to Outside Director8eginning with the first annual meeting of shmaielers held after April
28, 2006, each Outside Director shall, as of tis# fi




business day following such annual meeting, receigeant of such number of Share Units as the Bslaatl determine at the meeting of the
Board coinciding with such annual meeting.

9.3. Grant of Share Units to Newly-Elected Outside Dioeg. Any person who is first elected as an Outside®or after
April 29, 2006 at a time other than at an annuadting of the shareholders of the Company shallraatiwally be granted, as of the first
business day following the first meeting of the Bbar a committee of the Board that the Outsidee@or attends, a number of Share Units
equal to the number of Share Units last granteshtdh of the Outside Directors pursuant to Secti@n 9

9.4. Grant Share Accounts:An Outside Director who receives a grant of Shamés pursuant to Section 9.2 or Section 9.3
shall have the number of Share Units granted tb udside Director credited to a “Grant Share Actbestablished for the Outside
Director, for recordkeeping purposes only.

9.5. Cash Dividends and Grant Share Accountd/henever cash dividends are paid by the Compamutstanding Common
Stock, on the payment date therefor there shattedited to the Outside Director’'s Grant Share Art@ number of additional Share Units,
with fractional units calculated to four decimahpés, equal to (i) the aggregate dividend that évbelpayable on outstanding shares of
Common Stock equal to the number of Share Uniwitere to such Grant Share Account on the recore fitaitthe dividend, divided by (ii) tl
Fair Market Value of a share of Common Stock onlaéisetrading business day immediately precediegdtite of payment of the dividend.

9.6. Payments:Within 30 days after the end of the quarter inalhéin Outside Director ceases service as a direttoe
Company for any reason, or upon the occurrenceGifamge of Control Event, the Company will makeagnpent to the Outside Director (or,
in case of the death of the Outside Director, odniher beneficiary designated in accordance 8&tttion 13.5 or, if no such beneficiary is
designated, to his or her estate), as compendatiqumior service as a director, in respect of theside Director’'s Grant Share Account. All
payments in respect of a Grant Share Account bleathade in shares of Common Stock by convertingeStaits into Common Stock on a
one-for-one basis. However, to the extent shar&€momon Stock are not available for delivery unither Plan, the Committee may direct
that all or any part of the payments in respe@ Grant Share Account be made in cash rather thaelivery of Common Stock, in which
case the cash payment shall be determined by ryirtipthe number of Share Units in the Grant Shegeount that are the subject of the ¢
payment by the Fair Market Value of a share of Cami8tock on the last trading business day precatimgate on which payment is made.

ARTICLE X
Adjustments
10.1. If (a) the Company shall at any tinedrvolved in a merger or other transaction in White Common Stock is changed or

exchanged; or (b) the Company shall subdivide athine its Common Stock or the Company shall dedadtvidend payable in its Comm
Stock, other securities (other than any associatef#rred stock purchase rights issued pursuant




to that certain Rights Agreement, dated Februarn20@0, between the Company and ComputerSharetbm&srvices, LLC, as successor
rights agent, or similar stock purchase rights thatCompany might authorize and issue in the &tar other property; or (c) the Company
shall effect a cash dividend the amount of whicteexis 15% of the trading price of the Common Stddhke time the dividend is declared or
any other dividend or other distribution on the @aom Stock in the form of cash, or a repurchaseash@on Stock, that the Board
determines by resolution is special or extraordimamature or that is in connection with a trangacthat the Company characterizes publ
as a recapitalization or reorganization involvihg Common Stock; or (d) any other event shall oadich, in the case of this clause (d), in
the judgment of the Committee necessitates an tmofund to prevent dilution or enlargement of thedfis or potential benefits intended to be
made available under the Plan, then the Committalt, n such manner as it may deem equitable saajny or all of (i) the number and type
of securities subject to the Plan; (ii) the numéned type of securities subject to outstanding @ystidiii) the Option Price with respect to any
Option; and (iv) the number of Share Units creditedach Outside Director's Share Accounts; prayjdewever, that Options subject to
grant or previously granted to Optionees and thebrar of Share Units credited to each Outside DirésShare Accounts under the Plan at
the time of any such event shall be subject to enth adjustment as shall be necessary to maithiproportionate interest of the Optionee
or Outside Director and preserve, without exceedimg value of such Options and Outside Direct8Hare Accounts. Unless the Committee
determines otherwise, any such adjustment to aio@fitat is exempt from Code Section 409A shalitaele in manner that permits the
Option to continue to be so exempt, and any adjeistriio an Option that is subject to Code Sectid®ghall be made in a manner that
complies with the provisions thereof. The judgmafinthe Committee with respect to any matter refémo in this Article shall be conclusive
and binding upon each Optionee and Outside Director

ARTICLE XI
Amendment and Termination of Plan

11.1. General Powers: The Board of Directors may at any time termir@tsuspend the Plan. Subject to applicable linoitst
set forth in New York Stock Exchange rules, the €odRule 16b-3 under the Securities Exchange At884, the Board of Directors may
amend the Plan as it shall deem advisable inclu@iittpout limiting the generality of the foregoinghy amendments deemed by the Board of
Directors to be necessary or advisable to assur@uity of the Plan with any requirements of statel federal laws or regulations now or
hereafter in effect; provided, however, that theuioof Directors may not amend either the provisiohSection 6.1 or the amount of the
Annual Retainer Fee more often than once in anyngirth period.

11.2. No Impairment No amendment, suspension or termination ofRhas shall, without the Outside Director’s consaiter
or impair any of the rights or obligations undey @ption theretofore granted to an Outside Direatadler the Plan or other entitlement of an
Outside Director under the Plan. But, the Committeed not obtain Outside Director (or other intez@party) consent for the adoption,
amendment or rescission of rules and regulatidasimg to this Plan that do not materially and adedy affect the Outside Director in respect
of any Option or other entitlement of an Outsideebior under the Plan then outstanding.




11.3. Section 409A: The provisions of Code Section 409A are incorfeatderein by reference to the extent necessargrfpr
Option or other entitlement of an Outside Direatoder the Plan that is subject to Code Section 40%omply therewith.

ARTICLE Xl
Government and Other Regulations

12.1. The obligation of the Company to issu&ransfer and deliver shares of Common Stocleutite Plan shall be subject tc
applicable laws, regulations, rules, orders and@gms which shall then be in effect and requirgdjbvernmental entities and the stock
exchanges on which Common Stock is traded.

ARTICLE XIlI
Miscellaneous Provisions

13.1. Plan Does Not Confer Shareholder Rightsleither an Outside Director nor any person kxtito exercise the Outside
Director’s rights in the event of the Outside Diats death shall have any rights of a sharehaldtr respect to the shares subject to an
Option, Share Election or any Share Units heldhéx®@utside Director’'s Share Accounts, except teetttent that, and until, such shares shall
have been issued upon the exercise of each Optaorsfer of shares pursuant to a Share Electidheodelivery of shares in respect of the
Outside Director’s Deferral Share Account.

13.2. No Assets: No stock, cash or other property shall be dedilikr to an Outside Director in respect of the Q@et®irector’s
Share Accounts until the date or dates identifiebpant to Article VIII or Article IX, and an Outs Director’'s Share Units shall be reflected
in an unfunded account established for such OufSidkector by the Company. Payment of the Companblgation with respect to an
Outside Director’s Share Accounts shall be fromegahfunds, and no special assets (stock, casthervaise) have been or shall be set aside
as security for this obligation.

13.3. No Transfers: An Outside Director’s rights to payments undetidde VIII and/or Article IX are not subject in amganner
to anticipation, alienation, sale, transfer, assignt, pledge, encumbrance, or garnishment by asideuDirectors creditors or the creditors
his or her beneficiaries, whether by operatioraof br otherwise, and any attempted sale, tranaésignment, pledge, or encumbrance with
respect to such payment shall be null and void,sadl be without legal effect and shall not beoggized by the Company.

13.4. Unsecured Creditor; No Trust FundThe right of an Outside Director to receive pagtsainder Article VIII and/or
Article IX is that of a general, unsecured credibthe Company, and the obligation of the Companyake payments constitutes a mere
promise by the Company to pay such benefits ifuhee. Further, the arrangements contemplatedirbigle VIII and Article IX are intende
to be unfunded for tax purposes and for purposéstief | of ERISA.
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13.5. Designation of Beneficiary:Each Outside Director or former Outside Dire@ntitled to any payments under Article VIII
and/or Article IX from time to time may designatéeneficiary or beneficiaries to whom any such pagts are to be paid in case of the
Outside Director’s death before receipt of anylbofasuch payments. Any designation shall revakerior designations by the Outside
Director or former Outside Director, shall be ifoam prescribed by the Company and shall be effeainly when filed by the Outside
Director or former Outside Director, during hishar lifetime, in writing with the Treasurer of tmpany. References in this Plan to an
Outside Director’s “beneficiary” at any date shatllude such persons designated as concurrentibiamiefs on the director’s beneficiary
designation form then in effect. In the absencamyfsuch designation, any balance remaining i@atside Director’s or former Outside
Director’s Share Accounts at the time of the divestdeath shall be paid to such Outside Directestate in a lump sum.

13.6. Plan Expenses Any expenses of administering this Plan shabbme by the Company.

13.7. Use of Exercise ProceedsPayment received from Optionees upon the exedfi©ptions shall be used for the general
corporate purposes of the Company, except thasttk received in payment may be retired, or rethin the Company’s treasury and
reissued.

13.8. Indemnification: In addition to such other rights of indemnificat as they may have as members of the Board or the
Committee, the members of the Committee and thedBstzall be indemnified by the Company againsteadits and expenses reasonably
incurred by them in connection with any actiont swiproceeding to which they or any of them mayhgy by reason of any action taken or
failure to act in connection with the adoption, adistration, amendment or termination of the Pkamgd against all amounts paid by them in
settlement thereof (provided such settlement is@amal by independent legal counsel selected b tmapany) or paid by them in satisfact
of a judgment in any such action, suit or procegdaxcept a judgment based upon a finding of bdild; farovided that upon the institution of
any such action, suit or proceeding a CommitteBa@rd member shall, in writing, give the Companticethereof and an opportunity, at its
own expense, to handle and defend the same befdneCGommittee or Board member undertakes to handledefend it on such member’s
own behalf.

13.9. Withholding Taxes The Company may, in its discretion, require antisidle Director to pay to the Company at the tirhe o
exercise of an Option or issuance of Common Stodeuthe Plan the amount that the Company deenessay to satisfy its obligation, if
any, to withhold Federal, state or local incomé&; Alor other taxes incurred by the reason of thea@se or issuance. An Outside Director
shall satisfy the federal, state and local withimgjdax obligations arising in connection with #seercise of an Option or issuance of Comi
Stock under the Plan in a manner acceptable t€dmemittee.

13.10. No Guarantee Of Tax Treatmefthe Company does not guarantee to any Outside tOirec any other person with an
interest in an Option or other entitlement of art<@e Director under the Plan that any such Optioother entitiement intended to be exel
from Code Section 409A shall be so exempt, oradhgtOption or other entitlement intended to comyiyh Code Section 409A shall so
comply, and nothing in this Plan obligates the
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Company or any affiliate to indemnify, defend otchbarmless any individual with respect to thed¢arsequences of any such failure.
ARTICLE XIV
Effective Date
14.1. The Plan became effective on May 881&8nd was amended on May 3, 2003. The Planstmfiamended, shall become
effective on April 29, 2006.
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SCHEDULE A TO THE
HARLEY-DAVIDSON, INC.
DIRECTOR STOCK PLAN, AS AMENDED

A Change of Control Event means any one of the fallving:

a. Continuing directors no longer constitutéeast two-thirds of the directors of Harley-DawdsInc. “Continuing
director” means any individual who is either (in@mber of the Board on May 3, 2003, or (ii) a menddehe Board whose election or
nomination to the Board was approved by a votd tdast two-thirds (2/3) of the Continuing Direddpther than a person whose election
was as a result of an actual or threatened proxyhar control contest);

b.  Any person or group of persons (as definedile 13d-5 under the Securities Exchange AcB8#1as amended (the
“Exchange Act")), together with its affiliates, lmoes the beneficial owner, directly or indirectly twenty percent (20%) or more of the then
outstanding common stock of Harley-Davidson, Indawenty percent (20%) or more of the voting powkthe then outstanding securities of
Harley-Davidson, Inc. entitled generally to vote floe election of the members of the Board;

c. The approval by the shareholders of Harleyiflson, Inc. of the merger or consolidation of leiDavidson, Inc. with
any other corporation, the sale of substantiallpflhe assets of Harley-Davidson, Inc., or tlygidation or dissolution, of Harley-Davidson,
Inc., unless, in the case of a merger or consadidathe then Continuing Directors in office immagily prior to such merger or consolidation
will constitute at least two-thirds (2/3) of theelitors of the surviving corporation of such mermgeconsolidation and any parent (as such
term is defined in Rule 12b-2 under the Exchandes)ioh corporation; or

d. At least two-thirds (2/3) of the then Coniimg Directors in office immediately prior to anther action proposed to be
taken by the shareholders of Harlegvidson, Inc. or by the Board determines that aroposed action, if taken, would constitute a ¢gjeaot
control of Harley-Davidson, Inc. and such actiotaisen.
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Exhibit 10.17

HARLEY-DAVIDSON, INC.
2004 INCENTIVE STOCK PLAN

(as amended through February 14, 2007)
1. Purposes, History and Effective Date.

(a) Purpose. The Harley-Davidson, Inc. 2004 Incentive Stoc&rPthas two complementary purposes: (i) to attnadt a
retain outstanding individuals to serve as officard other employees and (ii) to increase sharehelue. The Plan will provide
participants incentives to increase shareholderevay offering the opportunity to acquire sharethefCompany’s common stock
or receive monetary payments based on the valaeabf common stock on the potentially favorable setimat this Plan provides.

(b) History . Prior to the effective date of this Plan, the @amy had in effect the 1995 Plan, which was origyna
effective May 6, 1995. Upon shareholder approvahif Plan, the 1995 Plan will terminate and no mevards will be granted
under the 1995 Plan, although awards granted wddr plan and still outstanding will continue tododvject to all terms and
conditions of such plan.

(c) Effective Date This Plan will become effective, and Awards maygbanted under this Plan, on and after the
Effective Date. This Plan will terminate as prowdde Section 14.

2. Definitions. Capitalized terms used in this Plamave the following meanings:
(a) “1995 Plan” means the Harley-Davidson, Inc.8.8%ck Option Plan, as amended.

(b) “Affiliate” has the meaning ascribed to sucmtén Rule 12b2 promulgated under the Exchange Act or any suoc
rule or regulation thereto.

(c) “Award” means a grant of Options, Stock Appadicin Rights, Performance Shares, Performance | Rstricted
Stock, Restricted Stock Units, STIP Shares or @rialEquivalent Units.

(d) “Award Agreement” means any written agreemeantract, or other instrument or document evidemtire grant of
an Award in such form as the Committee determines.

(e) “Board” means the Board of Directors of the Qamy.
(f) “Change of Control” means the occurrence of ang of the following events:
(i) the Continuing Directors no longer constitutdemst two-thirds of the Directors constituting thoard;

(i) any person or group (as defined in Rule 13ah8er the Exchange Act), together with its affémt
becomes the beneficial owner, directly or indingatif 20% or more of the Company’s then outstand@tark or 20%
or more of the voting power of the Company’s thetstanding Stock;

(iii) the approval by the Company’s shareholderthefmerger or consolidation of the Company with an
other corporation, the sale of substantially alihef Company’s assets or the liquidation or digsmiuof the Company,
unless, in the case of a merger or consolidati@ontinuing Directors in office immediately pritorsuch merger or
consolidation constitute at least two-thirds of tlrectors constituting the board of directorstaf surviving
corporation of such merger or consolidation and gamgnt (as defined in Rule 12b-2 under the Exchakdd) of such
corporation; or

(iv) at least two-thirds of the then Continuing &itors in office immediately prior to any otheriant
proposed to be taken by the Company’s sharehotadrg the Board determine that such proposed adfiteiken,
would constitute a change of control of the Compamg such action is taken.

Notwithstanding the foregoing, with respect to ama#d that is deferred compensation subject to Code
Section 409A, the term “Change of Control” as defirabove shall be deemed amended to conform tefiiration
provided in guidance, rules or regulations promtéday the Internal Revenue Service in construingeCSection
409A.






(9) “Change of Control Price” means the highest Fairket Value price per Share during the sixty){@8y period
preceding the date of a Change of Control.

(h) “Code” means the Internal Revenue Code of 188@mended. Any reference to a specific provisfaghe Code
includes any successor provision and the regulsifioamulgated under such provision.

(i) “Committee”means the Human Resources Committee of the Boaalqaccessor committee with the same or sir
authority).

() “Company” means Harley-Davidson, Inc., a Wissioncorporation, or any successor thereto.

(k) “Continuing Director” means any individual wigeither (i) a member of the Board on the Effectdate or (ii) a
member of the Board whose election or nominatiotihéoBoard was approved by a vote of at least hirold (2/3) of the
Continuing Directors (other than a person whosetiele was as a result of an actual or threatenexypor other control contest).

() “Director” means a member of the Board, and fiNemployee Director” means a Director who is ngban
employee of the Company or its Subsidiaries.

(m) “Disability” has the meaning ascribed to thenién Code Section 22(e)(3), as determined by theBittee.

(n) “Disinterested Persons” means the non-employeetors of the Company within the meaning of RLé®-3 as
promulgated under the Exchange Act.

(o) “Dividend Equivalent Unit” means the right teceive a payment equal to the cash dividends pitiidrespect to a
Share.

(p) “Effective Date” means the date the Companii@reholders approve this Plan.

(q) “Exchange Act” means the Securities ExchangeoAd 934, as amended. Any reference to a spqmifigision of the
Exchange Act includes any successor provision hedegulations and rules promulgated under sucligion.

(r) “Fair Market Value” from and after February 14, 2007) means, per Shratbe date as of which Fair Market Valu
being determined, if the Stock is listed for tragdon the New York Stock Exchange, the closing satie® on the date in question
as reported in The Wall Street Journal, or if Nesaf Stock occur on the date in question, orabepreceding date on which th
was a sale on such exchange. If the Stock is stedlior admitted to trading on the New York StogkHlange on the date in
guestion, then “Fair Market Value” means, per Shar¢he date as of which Fair Market Value is balatermined, (i) the closing
sales price on the date in question on the prihcigéonal securities exchange on which the Stedlsted or admitted to trading,
if no sales of Stock occur on the date in questiorthe last preceding date on which there waseaosasuch exchange; or (ii) if t
Stock is not listed or admitted to trading on aagional securities exchange, the closing quotesl mate on the date in question, or
if no sales of Stock occur on the date in questiorthe last preceding date on which there wasea sa(iii) if not so quoted, the
mean of the closing bid and asked prices on the idajuestion in the over-the-counter market, pented by the National
Association of Securities Dealers, Inc. Automatesbf@tions System (“NASDAQ") or such other systemrtin use, or if no sales
of Stock occur on the date in question, on thedesteding date on which there was a sale; oiif(or) any such date the Stock is
not quoted by any such organization, the meanatibsing bid and asked prices on the date in gureas furnished by a
professional market maker making a market in tloelSselected by the Board for the date in questoif,no sales of Stock occur
on the date in question, on the last preceding @atghich there was a sale; or (v) if on any suate cho market maker is making a
market in the Stock, the price as determined irddadh by the Committee; provided that if Fair Mar Value is being determined
under clause (v) for purposes of determining thar@e of Control Price, the value will be determibgdhe Continuing Directors.

(s) “Option” means the right to purchase Sharessiecified price for a specified period of time.

(t) “Participant” means an individual selected bg Committee to receive an Award, and includesiagiyidual who
holds an Award after the death of the original pemit.




(u) “Performance Goals” means any goals the Coramitstablishes that relate to one or more of tf@xfimg for such
period as the Committee specifies (in all casefudkug the effects of (A) extraordinary, unusugdnisition, one-time and/or non-
recurring items of gain or loss, (B) gains or I@ssa the disposition of a business or arising ftoensale of assets outside the
ordinary course of business, or (C) changes imtaccounting regulations or laws):

(i) Any one or more of the following as determirfedthe Company on a consolidated basis, for aryarn
more Affiliates or divisions of the Company andfor any other business unit or units of the Compasydetermined
by the Committee at the time an Award is made:

(1) Net sales;

(2) Cost of goods sold;

(3) Gross profit;

(4) Selling, administrative and engineering expsnse

(5) Income from operations;

(6) Income before interest and the provision faoime taxes;
(7) Income before provision for income taxes;

(8) Net income;

(9) Average accounts receivable, calculated byntakie average of accounts receivable at the
end of each fiscal month during the period in goest

(10) Average inventories, calculated by takingdkerage of inventories at the end of each fiscal
month during the period in question;

(11) Return on average equity, with average eqatgulated by taking the average of equity at
the end of each fiscal month during the perioduasgion;

(12) Return on year-end equity;

(13) Return on average assets, with average assletdated by taking the average of assets at
the end of each fiscal month during the perioduasgion;

(14) Return on capital,
(15) Total shareholder return.

(16) Economic value added, or other measure oftphility that considers the cost of capital
employed.

(17) Net cash provided by operating activities;

(18) Net cash provided by operating activities lesscash used in investing activities;
(19) Net increase (decrease) in cash and cashaquts;

(20) Customer satisfaction;

(21) Market share; or

(22) Product quality.







(i) Basic earnings per Share for the Company ooresolidated basis.
(iii) Diluted earnings per Share for the Companyactonsolidated basis.

In the case of Awards that the Committee determivibsiot be considered “performance-based comp@msaunder Code Sectic
162(m), the Committee may establish other Perfooadboals not listed in this Plan.

(v) “Performance Shares” means the right to recBivares to the extent Performance Goals are achieve

(w) “Performance Units” means the right to receaveayment valued in relation to a unit the valuabich is equal to
the Fair Market Value of one or more Shares, toetitent Performance Goals are achieved.

(x) “Person” has the meaning given in Section 3(a)f the Exchange Act, as modified and used irti&es 14(d) and 15
(d) thereof.

(y) “Plan” means this Harley-Davidson, Inc. 2004éntive Stock Plan, as may be amended from tintieni.

(z) “Restricted Stock” means Shares that are stibjex risk of forfeiture and/or restrictions oartsfer, which may lapse
upon the achievement or partial achievement ofdPedince Goals and/or upon the completion of a gdesfeservice.

(aa) “Restricted Stock Unit” means the right toaige a payment valued in relation to a unit that haalue equal to the
Fair Market Value of a Share, which right may wgson the achievement or partial achievement ofdPerdnce Goals and/or upon
the completion of a period of service.

(bb) “Retirement” means termination of employmenti the Company and its Affiliates on or after agey-two (62)
or, with the consent of the Committee, at an eadge.

(cc) “Rule 16b-3" means Rule 16b-3 as promulgatethle United States Securities and Exchange Cononissider the
Exchange Act.

(dd) “Section 16 Participants” means Participant®are subject to the provisions of Section 1heffExchange Act.
(ee) “Share” means a share of Stock.

(ff) “STIP Shares” means Shares that the Compatiyadte in payment or partial payment of an awardernthe Harley-
Davidson, Inc. Corporate Short Term Incentive Rarany successor thereto) or other incentive ptditke Company or its
affiliates that the Committee designates from ttméme.

(gg) “Stock” means the common stock of the Company.

(hh) “Stock Appreciation Right” or “SAR” means thght of a Participant to receive a payment eqadhe appreciation
of the Fair Market Value of a Share during a spediperiod of time.

(i) “Subsidiary” means any corporation (other tithea Company) in an unbroken chain of corporatleginning with
the Company if each such corporation owns stockggsing fifty percent (50%) or more of the totahbined voting power in one
of the other corporations in the chain.

3. Administration.

(a) Committee Administrationin addition to the authority specifically grantiedthe Committee in this Plan, the
Committee has full discretionary authority to adistier this Plan, including but not limited to thettaority to (i) interpret the
provisions of this Plan, (ii) prescribe, amend aggtind rules and regulations relating to this P(aii correct any defect, supply
any omission, or reconcile any inconsistency in Amard or Award Agreement in the manner and toetkient it deems desirable
to carry this Plan into effect and (iv) make ahat determinations necessary or advisable fordh@rdstration of this Plan.

(b) Delegation to Other Committees or CE®@o the extent applicable law permits, the Boarthe Committee may
delegate to another committee of the Board, oCibimittee may delegate to the Chief Executive @ffirf the Company, any or
all of the authority and responsibility of the Coittee. However, no such delegation is permittedhwit

4







respect to Awards made to Section 16 Participaritseatime any such delegated authority or resfditgiis exercised. To the
extent applicable law permits, the Board or the @ittee also may delegate to another committeeeoBibard consisting entirely
of Non-Employee Directors any or all of the authpand responsibility of the Committee with respecindividuals who are
Section 16 Participants. If the Board or Commitias made such a delegation, then all referendbg tGommittee in this Plan
include such other committee or the Chief Execu®¥ficer to the extent of such delegation.

(c) Indemnification In addition to such other rights of indemnificatias they may have as members of the Board or the
Committee, the members of the Committee and thedBsizall be indemnified by the Company againstadits and expenses
reasonably incurred by them in connection with aatjon, suit or proceeding to which they or anyh@m may be party by reason
of any action taken or failure to act under orammection with this Plan or any Award, and agaatisamounts paid by them in
settlement thereof (provided such settlement is@amu by independent legal counsel selected b tmpany) or paid by them in
satisfaction of a judgment in any such action, sujiroceeding, except a judgment based upon @firaf bad faith; provided that
upon the institution of any such action, suit aqaeding a Committee or Board member shall, inivgijtgive the Company notice
thereof and an opportunity, at its own expenséatadle and defend the same before such CommittBeard member undertakes
to handle and defend it on such member’s own behalf

4. Eligibility. The Committee may designate any of the following &articipant from time to time: any officer ohet employee
of the Company or any of its Affiliates, or an imdiual that the Company or an Affiliate has engatpeblecome an officer or other
employee. The Committee’s designation of a Paditipn any year will not require the Committee &signate such person to
receive an Award in any other year.

5. Types of Awards.Subject to the terms of this Plan, the Committeg grant any type of Award to any Participant itess$, but
only employees of the Company or a Subsidiary reagive grants of incentive stock options. Awardy tmagranted alone or in
addition to, in tandem with, or in substitution fory other Award (or any other award granted uadether plan of the Company
or any Affiliate of the Company). Awards grantedianthis Plan shall be evidenced by an Award Agexgrexcept to the extent
the Committee provides otherwise.

6. Shares Reserved under this Plan.

(a) Plan Reserve Subject to adjustment as provided in Sectiorah6aggregate of 12,000,000 Shares, plus the nuof
Shares described in Section 6(c), are reserveidfoance under this Plan. The number of Sharess/esséor issuance under this
Plan shall be reduced only by the number of Shdetgered in payment or settlement of Awards. Nitatianding the foregoing,
subject to adjustment as provided in Section 16 Qbmpany may issue only 12,000,000 Shares upoexgreise of incentive sto
options. In addition, any Shares issued in conaratiith Restricted Stock, Restricted Stock Unitxférmance Shares and
Performance Units shall count against the limitcdégd in this Section 6(a) as two Shares for every Share issued. Shares is¢
in connection with any other type of Award shalldmeinted against this limit as one Share for ewewy Share issued.

(b) Replenishment of Shares Under this Pl#nan Award lapses, expires, terminates or isceded without the issuance
of Shares under the Award, or if Shares are fadeitnder an Award, then the Shares subject to Awelnd may again be used for
new Awards under this Plan under Section 6(a)utfiolg issuance as incentive stock options. If Share issued under any Award
and the Company subsequently reacquires them purgueghts reserved upon the issuance of theeShar if previously owned
Shares are delivered to the Company in paymeriteogxercise price of an Award, then such Sharesagain be used for new
Awards under this Plan under Section 6(a), but Sldres may not be issued pursuant to incentivi sfations.

(c) Addition of Shares from Predecessor Pldan addition to the Shares reserved for issuandeuSection 6(a), the
number of Shares which were reserved for issuanderthe 1995 Plan but which are not subject toautgtanding awards under
such plan as of the Effective Date shall be avhdl&dr issuance under Awards granted under this.FHarther, after the Effective
Date, if any Shares subject to awards granted uhdet995 Plan would again become available for geamts under the terms of
such plan if such plan were still in effect, thBnge Shares will be available for the purpose afiging Awards under this Plan,
thereby increasing the number of Shares availables$uance under this Plan as determined unddir¢heentence of Section 6(i
Any such Shares will not be available for futureaasts under the terms of the 1995 Plan, which @darminated on the Effective
Date.




(d) Participant Limitations. Subject to adjustment as provided in Sectiomb@articipant may be granted Awards that
could result in such Participant:

(i) receiving in any calendar year Options for, fan&tock Appreciation Rights with respect to, mtiran
800,000 Shares (reduced, in the initial calendar jrewhich this Plan is effective, by the numbg&options granted to
a Participant under the 1995 Plan in such yeany;

(ii) receiving in any calendar year Awards of Res¢rd Stock and/or Restricted Stock Units relatmgnore
than 400,000 Shares; or

(iii) receiving in any calendar year Awards of RPeniance Shares, and/or Awards of Performance Units,
more than 400,000 Shares.

In all cases, determinations under this Sectiof €fduld be made in a manner that is consisteht tivé exemption for
performance-based compensation that Code Sect@m)®rovides.

7. Options. Subject to the terms of this Plan, the Committdedeitermine all terms and conditions of each QOptiacluding but
not limited to:

(a) Whether the Option is an “incentive stock optiarhich meets the requirements of Code Section 422
“nonqualified stock option” which does not meet thquirements of Code Section 422; provided théténcase of an incentive
stock option, if the aggregate Fair Market Valuetédmined on the date of grant) of the Shares rggpect to which all “incentive
stock options” (within the meaning of Code Secti@2) are first exercisable by the Participant dyany calendar year (under this
Plan and under all other incentive stock optiomglaf the Company or any Affiliate that is requitede included under Code
Section 422) exceeds $100,000, such Option autoatigtshall be treated as a nonqualified stockaspto the extent this limit is
exceeded.

(b) The number of Shares subject to the Option.

(c) The exercise price, which may not be less tharFair Market Value of the Shares subject toQp#&on as
determined on the date of grant; provided that@ijncentive stock option shall be granted to ampleyee who, at the time the
Option is granted, owns (directly or indirectly tih the meaning of Code Section 424(d)) more tearpercent of the total
combined voting power of all classes of stock & @ompany or of any Subsidiary unless the exeqrise is at least 110 percent
of the Fair Market Value of a Share on the datgraht; and (ii) the exercise price may vary duting term of the Option if the
Committee determines that there should be adjugsnerthe exercise price relating to achievemeresformance Goals and/or to
changes in an index or indices that the Commit&gerchines is appropriate (but in no event may Kezaise price be less than the
Fair Market Value of the Shares subject to the @pés determined on the date of grant).

(d) The terms and conditions of exercise, which majude a requirement that exercise of the Opsaronditioned upc
achievement of one or more Performance Goals; geavihat, unless the Committee provides otherwismiAward Agreement or
in rules and regulations relating to this PlanQgation, or portion thereof, shall be exercised bipéry of a written notice of
exercise to the Company (or its designee) and giavi(in a manner acceptable to the Committeepdgment of the full exercise
price of the Shares being purchased pursuant t@ptien and any withholding taxes due thereon.

(e) The termination date, except that each Optiastrrerminate no later than ten (10) years aftedtte of grant, and
each incentive stock option granted to any emplaylee, at the time the Option is granted, owns (diyeor indirectly, within the
meaning of Code Section 424(d)) more than ten péafethe total combined voting power of all classé stock of the Company
of any Subsidiary must terminate no later than {Bjeyears after the date of grant.

(f) The exercise period following a Participangsrhination of employment, provided that:

(i) Unless the Committee provides otherwise, ifaatieipant shall cease to be employed by the Compan
any of its Affiliates other than by reason of Retirent, Disability, or death, (A) the portion of Betion that is not
vested shall terminate on the date of such cessatiemployment and (B) the Participant shall hayeriod ending on
the earlier of the Option’s termination date ord2's from the date of cessation of employment ey@se the vested
portion of the Option to the extent not previouskercised. At the end of such period, the Optiall serminate.
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(i) Unless the Committee provides otherwise, Raticipant shall cease to be employed by the Cagnpa
any of its Affiliates by reason of Retirement oisBiility, the Option shall remain exercisable lie éxtent it was
exercisable at the time of cessation of employmanti| the earliest of: the Option’s terminatiortelathe death of the
Participant, or such later date not more than @ze gfter the death of the Participant as the Cdteejiin its discretio
may provide; the third anniversary of the datehef tessation of the Participam&mployment, if employment ceasec
reason of Retirement; or the first anniversaryhefdate of the cessation of the Participant’s eympént by reason of
Disability. At the end of such period, the Optidralt terminate.

(i) In the event of the death of the Participartile employed by the Company or any of its Affiéa, the
Option may be exercised at any time prior to thiexeof the Option’s termination date or the fiestniversary of the
date of the Participant’s death to the extent tthatParticipant was entitled to exercise such @pio the Participant’s
date of death. In the event of the death of théiddaant while entitled to exercise an Option pansuto Section 7(f)(ii),
the Committee, in its discretion, may permit sugti@n to be exercised prior to the Option’s terntiima date during a
period of up to one year from the death of thei€ipent, as determined by the Committee to thergxteat the Option
was exercisable at the time of cessation of thédjzant’s employment.

Any Participant who disposes of Shares acquirechuipe exercise of an incentive stock option eiti¢mithin two years after the
date of the grant of such Option or (2) within grear after the transfer of such Shares to thediaatit, shall notify the Company
of such disposition and of the amount realized uparh disposition.

In all other respects, the terms of any incentteelsoption should comply with the provisions ofdedSection 422 except to the
extent the Committee determines otherwise.

8. Stock Appreciation Rights.Subject to the terms of this Plan, the Committdédetermine all terms and conditions of each
SAR, including but not limited to:

(a) Whether the SAR is granted independently abption or relates to an Option; provided that ifS4R is granted in
relation to an Option, then unless otherwise detezthby the Committee, the SAR shall be exercisabkhall mature at the same
time or times, on the same conditions and to thiergyand in the proportion, that the related Opiexercisable and may be
exercised or mature for all or part of the Shatdgext to the related Option. Upon exercise of mmyber of SARs, the number of
Shares subject to the related Option shall be etiaccordingly and such Option may not be exercigtdrespect to that number
of Shares. The exercise of any number of Optioasrilate to an SAR shall likewise result in aniegjent reduction in the numhb
of Shares covered by the related SAR.

(b) The number of Shares to which the SAR relates.

(c) The grant price, provided that (i) the grant@rshall not be less than the Fair Market ValuthefShares subject to
the SAR as determined on the date of grant anth@igrant price may vary during the term of theRSAthe Committee determin
that there should be adjustments to the grant peileging to achievement of Performance Goals artd/ohanges in an index or
indices that the Committee determines is appra(iait in no event may the grant price be less tharfrair Market Value of the
Shares subject to the SAR as determined on theoflgt@ant).

(d) The terms and conditions of exercise or maturit

(e) The termination date, provided that an SAR nrshinate no later than 10 years after the datganit.
(f) The exercise period following a Participangsrhination of employment.

(g9) Whether the SAR will be settled in cash, Shares combination thereof.

9. Performance Awards.Subject to the terms of this Plan, the Committdedetermine all terms and conditions of each Awaid
Performance Shares or Performance Units, incluldinigot limited to:

(a) The number of Shares and/or units to which fuehrd relates.

(b) One or more Performance Goals that must besagetliduring such period as the Committee spedifiesder for the
Participant to realize the benefit of such Award.




(c) Whether all or a portion of the Performance IGsabject to an Award are deemed achieved upanrt&ipant’s
death, Disability or Retirement.

(d) With respect to Performance Units, whetheretitles such Award in cash, Shares, or a combinatiaash and Share

10. Restricted Stock and Restricted Stock Unit Awats. Subject to the terms of this Plan, the Committdeédeitermine all terms
and conditions of each Award of Restricted StocRestricted Stock Units, including but not limited

(a) The number of Shares and/or units to which fuehrd relates.

(b) The period of time, if any, over which the riskforfeiture or restrictions imposed on the Awarill lapse, or the
Award will vest, and whether, as a condition fog tharticipant to realize all or a portion of thebiit provided under the Award,
one or more Performance Goals must be achievedglauch period, if any, as the Committee specifiesyided that, subject to
the provisions of Section 10(c), if an Award reggithe achievement of Performance Goals, thendtiedito which such
Performance Goals relate must be at least ondiyéamgth, and if an Award is not subject to Perfance Goals, then the Award
must have a restriction period of at least one.year

(c) Whether all or any portion of the period offéature or restrictions imposed on the Award walpse, or the vesting of
the Award will be accelerated, upon a Participadéath, Disability or Retirement.

(d) With respect to Restricted Stock Units, whetioesettle such Awards in cash, Shares, or a catibmof cash and
Shares.

(e) With respect to Restricted Stock, the manneegistration of certificates for such Shares, @whdther to hold such
Shares in escrow pending lapse of the period déifore or restrictions or to issue such Shareh wait appropriate legend referring
to such restrictions.

(f) Whether dividends paid with respect to an AwafdRestricted Stock will be immediately paid okchim escrow or
otherwise deferred and whether such dividends bleadiubject to the same terms and conditions aAwlaed to which they relate.

11. STIP SharesSubject to the terms and conditions of this Plae,Gommittee may elect to have the Company de§véP
Shares in payment or partial payment of awards uthdeHarley-Davidson, Inc. Corporate Short Tergelntive Plan (or any
successor thereto) or other incentive plans oxtbapany or its affiliates that the Committee deatga from time to time.

12. Dividend Equivalent Units.Subject to the terms and conditions of this Plae,Gommittee will determine all terms and
conditions of each Award of Dividend Equivalent tdnincluding but not limited to whether such Awavill be granted in tandem
with another Award, and the form, timing and coiadlis of payment; provided that any Dividend EquévalUnits granted in
connection with an Option, Stock Appreciation Righbther “stock right” within the meaning of Co8ection 409A shall be set
forth in a written arrangement that is separatenfsich Award, and to the extent such Dividend Egjeint Units are considered
deferred compensation, such written arrangemetitaraply with the provisions of Code Section 409A.

13. Transferability . Awards are not transferable other than by willrer kaws of descent and distribution, unless antlé@xtent

the Committee allows a Participant to: (a) desigmatwriting a beneficiary to exercise the Awarteathe Participant’s death; or

(b) transfer an Award, provided that STIP Sharesaher Shares that a Participant receives upea fimyment of an Award shall
be transferable unless the Committee designatesvaite at the time of the Award.

14. Termination and Amendment of Plan; Amendment, Mdification or Cancellation of Awards.

(a) Term of Plan Unless the Board or the Committee earlier tertefmthis Plan pursuant to Section 14(b),
this Plan will terminate on the tenth anniversdrthe Effective Date.

(b) Termination and Amendmenthe Board or the Committee may amend, alter,enspdiscontinue or
terminate this Plan at any time, subject to thifahg limitations:

(i) the Board must approve any amendment of thas R the extent the Company determines
such approval is required by: (A) action of the Bh&B) applicable corporate law or (C) any other
applicable law;




(i) shareholders must approve any amendment sfRtan to the extent the Company determ
such approval is required by: (A) Section 16 of Exehange Act, (B) the Code, (C) the listing requmient:
of any principal securities exchange or market dictvthe Shares are then traded or (D) any other
applicable law; and

(i) shareholders must approve any of the follogvlPlan amendments: (A) an amendment to
materially increase any number of Shares spedifi&ection 6(a) or 6(d) (except as permitted bytiSac
16); or (B) an amendment to the provisions of Secli4(e).

(c) Amendment, Modification or Cancellation of Awardsxcept as provided in Section 14(e) and subgetie
requirements of this Plan, the Committee may moaifgmend any Award or waive any restrictions ordiions applicable to any
Award or the exercise of the Award, and the terms@nditions applicable to any Awards may at amg tbe amended, modified
or canceled by mutual agreement between the Coeerattd the Participant or any other person(s) gsimes have an interest in
the Award, so long as any amendment or modificadio@s not increase the number of Shares issuabtl tinis Plan (except as
permitted by Section 16), but the Committee neddbtain Participant (or other interested party)sant for the cancellation of an
Award pursuant to the provisions of Section 16z, modification of an Award to the extent deemedassary to comply with any
applicable law or the listing requirements of amygipal securities exchange or market on whichShares are then traded, or to
preserve favorable accounting treatment of any Aviar the Company, or the adoption, amendmentswission of rules and
regulations relating to this Plan that do not matlgrand adversely affect the Participant in repé any Award then outstanding.

(d) Survival of Authority and AwardsNotwithstanding the foregoing, the authority loé Board and the Committee
under this Section 14 will extend beyond the datinis Plan’s termination. In addition, terminatiofthis Plan will not affect the
rights of Participants with respect to Awards poexgly granted to them, and all unexpired Award$ eghtinue in full force and
effect after termination of this Plan except agytimay lapse or be terminated by their own termscmdlitions.

(e) Repricing Prohibited Notwithstanding anything in this Plan to the cant, and except for the adjustments provided
in Section 16, neither the Committee nor any offegson may decrease the exercise price for anyaodisag Option after the date
of grant nor cancel or allow a Participant to snder an outstanding Option to the Company as cereion for the grant of a new
Option with a lower exercise price or the grananbther type of Award the effect of which is toued the exercise price of any
outstanding Option.

(f) Foreign Participation. To assure the viability of Awards granted to lRgrants employed in foreign countries, the
Committee may provide for such special terms asaiy consider necessary or appropriate to accommalifé¢rences in local law,
tax policy or custom. Moreover, the Committee mpgrave such supplements to, or amendments, restaterar alternative
versions of, this Plan as it determines is necgssaappropriate for such purposes. Any such amemimestatement or alternative
versions that the Committee approves for purposasing this Plan in a foreign country will not @t the terms of this Plan for
any other country. In addition, all such suppleragatmendments, restatements or alternative versioss comply with the
provisions of Section 14(b)(ii).

(g) Code Section 409A The provisions of Code Section 409A are incaapent herein by reference to the extent
necessary for any Award that is subject to Codei@ed09A to comply therewith.

15. Taxes.

(a) Withholding.The Company is entitled to withhold the amountmf tax attributable to any amount payable or Shares
delivered or deliverable under this Plan, and tben@any may defer making payment or delivery if angh tax may be pending
unless and until indemnified to its satisfactionParticipant shall satisfy the federal, state awall withholding tax obligations
arising in connection with an Award in a manneregtable to the Committee.

(b) No Guarantee of Tax TreatmeniThe Company does not guarantee to any Particgyzaany other Person with an
interest in an Award that any Award intended tekempt from Code Section 409A shall be so exenrphai any Award intended
to comply with Code Section 409A shall so comphyd aothing in this Plan obligates the Company or Affiliate to indemnify,
defend or hold harmless any individual with respgedhe tax consequences of any such failure.

16. Adjustment Provisions; Change of Control.

(a) Adjustment of Sharedf (i) the Company shall at any time be invohiaca merger or other transaction in which the
Shares are changed or exchanged,; or (ii) the Coynglaall subdivide or combine the Shares or the Gomp
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shall declare a dividend payable in Shares, otheurities (other than any associated preferredkgiarchase rights issued pursuant
to that certain Rights Agreement, dated Februarn20@0, between the Company and ComputerShareton@srvices, LLC, as
successor rights agent, or similar stock purchigégsrthat the Company might authorize and issuberfuture) or other property;
or (iii) the Company shall effect a cash dividehd amount of which exceeds 15% of the trading pfdbe Shares at the time the
dividend is declared or any other dividend or otttistribution on the Shares in the form of casha cepurchase of Shares, that the
Board determines by resolution is special or extt@ary in nature or that is in connection withratsaction that the Company
characterizes publicly as a recapitalization organization involving the Shares; or (iv) any otheent shall occur which, in the
case of this clause (iv), in the judgment of thenGuttee necessitates an adjustment to preveniatilotr enlargement of the
benefits or potential benefits intended to be medglable under the Plan, then, subject to Pagidig rights under Section 16(c),
the Committee shall, in such manner as it may deguitable, adjust any or all of: (A) the number &ymk of Shares subject to this
Plan (including the number and type of Shares desttin Sections 6(a) and 6(d)) and which may dfterevent be made the
subject of Awards under this Plan, (B) the numbet gpe of Shares subject to outstanding Awardd,(&) the grant, purchase, or
exercise price with respect to any Award. In anghstase, the Committee may also (or in lieu offtihegoing) make provision for
a cash payment to the holder of an outstanding Awaexchange for the cancellation of all or a jporiof the Award (without the
consent of the holder of an Award) in an amoun¢eined by the Committee effective at such timthasCommittee specifies
(which may be the time such transaction or eveaffective), but if such transaction or event citntts a Change of Control, then
(1) such payment shall be at least as favoratileettolder as the greatest amount the holder dwad received in respect of such
Award under Section 16(c) and (2) from and after@nange of Control, the Committee may make symowsion only if the
Committee determines that doing so is necessasylistitute, for each Share then subject to an Avweednumber and kind of
shares of stock, other securities, cash or ottmrepty to which holders of Stock are or will beiged in respect of each Share
pursuant to the transaction or event in accordavittethe last sentence of this subsection (a). élew, in each case, with respect
to Awards of incentive stock options, no such aajient may be authorized to the extent that sudhogitly would cause this Plan
to violate Code Section 422(b). Further, the nundf&hares subject to any Award payable or denamihim Shares must always
be a whole number. Unless the Committee deternutieswise, any such adjustment to an Award theké&npt from Code
Section 409A shall be made in manner that permé@sAward to continue to be so exempt, and any adpr#t to an Award that is
subject to Code Section 409A shall be made in anerathat complies with the provisions thereof. Wiit limitation, subject to
Participantstights under Section 16(c), in the event of anyhsuerger or similar transaction, subdivision or bamation of Share
dividend or other event described above, wheth@obronstituting a Change of Control (other thay such transaction in which
the Company is the continuing corporation and ifcWithe outstanding Stock is not being convertéd ar exchanged for differe
securities, cash or other property, or any comhinahereof), the Committee shall substitute, ore@uitable basis as the
Committee determines, for each Share then sulgemt Award, the number and kind of shares of stottier securities, cash or
other property to which holders of Stock are off ind entitled in respect of each Share pursuatitegdransaction.

(b) Issuance or AssumptiorNotwithstanding any other provision of this Pland without affecting the number of
Shares otherwise reserved or available under this i connection with any merger, consolidatiaequisition of property or
stock, or reorganization, the Committee may auttedttie issuance or assumption of Awards upon &rafstand conditions as it
may deem appropriate.

(c) Change of Control. Except to the extent the @ittee provides a result more favorable to holdérawards (either in a
Award Agreement or at the time of a Change of Gajtin the event of a Change of Control and wehpect to each Award the
holder of which is employed by the Company or afiliafe on the date of the Change of Control:

(i) each holder of an Option or SAR shall haveright at any time thereafter to exercise the OptioSAR in full
whether or not the Option or SAR was theretoforereisable;

(i) Restricted Stock and Restricted Stock Unitst thre not then vested shall vest, and any pefifatfeiture or
restrictions to which Restricted Stock and Restdchtock Units are subject shall lapse, upon the afethe Change of
Control;

(iii) each holder of a Performance Share and/ofdP@ance Unit for which the performance period hasexpired
shall become vested in an amount equal to the ptaduhe value of the Performance Share and/doReance Unit and a
fraction the numerator of which is the number oblehmonths that have elapsed from the beginningeperformance
period to which the Award is subject to the dat¢hef Change of Control and the denominator of wisdhe number of
whole months in the performance period;

(iv) all Dividend Equivalent Units that were awadda connection with another Award shall vest.
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For purposes of this Section 16(c), the “value&dterformance Share shall be equal to, and theéValf a Performance Unit shall
be based on, the Change of Control Price.

The rules of this Section 16(c) shall not prevéet Committee, in connection with a Change of Cdntemsaction, from exercising
the authority provided to the Committee under ttst $entence of Section 16(a) to substitute, fon gasted (taking into account the
vesting rules of this Section 16(c)) and previoustgxercised or undistributed Share then subjeat tmderlying an Award, the
number and kind of shares of stock, other secaritiash or other property to which holders of Strekor will be entitled in respect
to each Share pursuant to the transaction.

Unless any agreement between the Participant an@aimpany provides for a payment by the Compartiyedarticipant to cover
the excise taxes due by the Participant upon reoégn excess parachute payment within the meaofi@pde Section 280G, if the
receipt of any payment by a Participant under ttmimstances described above would result in tiyenpat by the Participant of a
excise tax provided for in Section 280G and Secli®®9 of the Code, then the amount of such paysteadt be reduced to the extt
required to prevent the imposition of such excise t

17. Miscellaneous.

(a) Other Terms and ConditionsAny Award may also be subject to other provisibmkether or not applicable to the
Award granted to any other Participant) as the Catamndetermines appropriate, including, withomtitation, provisions for:

(i) one or more means to enable Participants terdaE delivery of Shares or recognition of taxabt®mme
relating to Awards or cash payments derived froemAkvards on such terms and conditions as the Caenit
determines, including, by way of example, the f@amad manner of the deferral election, the treatroédtvidends paid
on the Shares during the deferral period or a mimarn®oviding a return to a Participant on amouwdgferred, and the
permitted distribution dates or events (provideat thShares would have otherwise been issued wardéward but for
the deferral described in this paragraph and utgigeShares will be or are issued in respect ofAtvard, then such
Shares shall be treated as if they were issuepuigroses of Section 6(a));

(i) conditioning the grant or benefit of an Awasd the Participant’'s agreement to comply with cavesa
not to compete, not to solicit employees and custsrand not to disclose confidential informatioattimay be effectiv
during or after the Participant’s employment, angimvisions requiring the Participant to disgoagsy profit, gain or
other benefit received in connection with an Awasda result of the breach of such covenant;

(iii) restrictions on resale or other dispositidiShares, including imposition of a retention pdriand
(iv) compliance with federal or state securitiegdaand stock exchange requirements.

(b) Employment The issuance of an Award shall not confer up®asdicipant any right with respect to continued
employment with the Company or any Affiliate. Urdedetermined otherwise by the Committee, for puepad this Plan and all
Awards, the following rules shall apply:

(i) a Participant who transfers employment betwienCorporation and any Affiliate of the Company, o
between the Company’s Affiliates, will not be catesied to have terminated employment;

(i) a Participant who ceases to be employed byCtbmpany or an Affiliate of the Company and imméelig
thereafter becomes a Non-Employee Director, a mopl@yee director of any of its Affiliates, or a suitant to the
Company or any of its Affiliates shall not be catesied to have terminated employment until suchiddaaint’s service
as a director of, or consultant to, the Companyitndffiliates has ceased; and

(i) a Participant employed by an Affiliate of tl@ompany will be considered to have terminated
employment when such entity ceases to be an A#ilid the Company.

Notwithstanding the foregoing, for purposes of ama#d that is subject to Code Section 409A, if d&iBigant’s termination of
employment or service triggers the payment of carepgon under such Award, then the Participant béldeemed to have
terminated employment or service upon a “separdtmmn service” within the meaning of Code Sectf)9A.
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(c) No Fractional SharesNo fractional Shares or other securities maysbaed or delivered pursuant to this Plan, and
the Committee may determine whether cash, otherisies or other property will be paid or transéstrin lieu of any fractional
Shares or other securities, or whether such fraatiShares or other securities or any rights tctifvaal Shares or other securities
will be canceled, terminated or otherwise elimidate

(d) Unfunded Plan This Plan is unfunded and does not create, andldmot be construed to create, a trust or separat
fund with respect to this Plan’s benefits. ThisrRi@es not establish any fiduciary relationshipeein the Company and any
Participant or other person. To the extent anygreh®lds any rights by virtue of an Award granteder this Plan, such rights are
no greater than the rights of the Company’s genersécured creditors.

(e) Requirements of Law and Securities Exchanfjee granting of Awards and the issuance of Shiaregnnection witt
an Award are subject to all applicable laws, raled regulations and to such approvals by any govental agencies or national
securities exchanges as may be required. Notwitstg any other provision of this Plan or any Awagteement, the Company
has no liability to deliver any Shares under tHanRr make any payment unless such delivery omeay would comply with all
applicable laws and the applicable requirementngfsecurities exchange or similar entity, and ss\end until the Participant has
taken all actions required by the Company in cotioetherewith. The Company may impose such rdgiris on any Shares
issued under this Plan as the Company determireessary or desirable to comply with all applicdbles, rules and regulations or
the requirements of any national securities excegng

() Governing Law This Plan, and all agreements under this Plalhp@iconstrued in accordance with and governed by
the laws of the State of Wisconsin, without refeeeto any conflict of law principles. The partieggee that the exclusive venue for
any legal action or proceeding with respect to Bian, any Award or any Award Agreement shall lsewrt sitting in the County «
Milwaukee, or the Federal District Court for thesEgan District of Wisconsin sitting in the CountiyMilwaukee, in the State of
Wisconsin, and further agree that any such actiay be heard only in a “bench” trial, and any pastguch action or proceeding
shall agree to waive its right to a jury trial.

(g) Limitations on Actions Any legal action or proceeding with respect tig fflan, any Award or any Award Agreem
must be brought within one year (365 days) afterdaly the complaining party first knew or shoulgdrinown of the events givil
rise to the complaint.

(h) Construction. Whenever any words are used herein in the mamguhey shall be construed as though they werd
in the feminine in all cases where they would splamnd wherever any words are used in the simgurlglural, they shall be
construed as though they were used in the plursingular, as the case may be, in all cases whegevwould so apply. Titles of
sections are for general information only, and Bian is not to be construed with reference to ditlels.

(i) Severability. If any provision of this Plan or any Award Agreemh or any Award (i) is or becomes or is deemelgketo
invalid, illegal or unenforceable in any jurisdanti, or as to any person or Award, or (ii) wouldgdialify this Plan, any Award
Agreement or any Award under any law the Committeems applicable, then such provision should bstoged or deemed
amended to conform to applicable laws, or if itmairbe so construed or deemed amended withodigidetermination of the
Committee, materially altering the intent of this®, such Award Agreement or such Award, then suwokision should be stricke
as to such jurisdiction, person or Award, and graainder of this Plan, such Award Agreement anti gweard will remain in full
force and effect.
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Exhibit 10.22

General Harley-Davidson, Inc.
. L . or Subsidiaries
Notice of Grant of Stock Appreciation Right

and Stock Appreciation Right Agreement

«FirstName» «LastName» Stock Appreciation Right/Award
«Addressl» Plan: 2004 Incentive Stock Plan
«City,» «State» «Zip» ID:

«Country »

Effective «Grant Date» (the “Grant Date”), you have been granted a StoggrAciation Right with respect ta# of shares»shares of
common stock of Harley-Davidson, Inc. (“HDI” andgether with its Subsidiaries, the “Company”).

As soon as practicable following the first, secahitd and fourth anniversary of the Grant Datefea “Settlement Date")he compensatic
(if any) payable with respect to the portion of 8teck Appreciation Right that became vested oh Settlement Date will be valued and
in cash in your local currency using the spot catéhe Settlement Date, less applicable withholdifige value of the portion of the Stock
Appreciation Right that became vested on the Setite Date will be equal to the product obtainedrutiplying (1) the number of shares
underlying the portion of the Stock AppreciatiomgRithat became vested on the Settlement Date(2aride amount by which the Fair
Market Value of a share of HDI's common stock oa 8ettlement Date exceedsrice» . If the Fair Market Value of a share of HDI's
common stock on the Settlement Date is less th@gual to<<price>>, no amount is payable with respect to that Se#tardate. Followin
each Settlement Date, the portion of the Stock Agiption Right that was valued as of that Settlandate (whether or not resulting in a
payment) will be cancelled.

The portion of your Stock Appreciation Right theiniot vested when you terminate employment wilidvteited.

The Stock Appreciation Right does ria¢lude the right to receive dividends or othetritisitions declared and paid on the shares of HDI's
common stock underlying the Stock Appreciation Righ

On each anniversary of the Grant Date, if you &illelsen employed, you will obtain a 25 percenstesl interest in the Stock Appreciation
Right. Accordingly, in each period the Stock Appagion Right will become vested on the date shown.

Shares Underlying Stock
Appreciation Right Vest Type Full Vest

«shares»
«shares»
«shares»
«sharew

The Stock Appreciation Right is granted under aoegned by the terms and conditions of HDI's 20fdehtive Stock Plan and this Stock
Appreciation Right Agreement. Additional provisgregarding your Stock Appreciation Right andmi&éins of capitalized terms used and
not defined in this Stock Appreciation Right Agresrhcan be found in the Plan.

You may return this Stock Appreciation Right Agreamnto the Company (in care of the Vice PresidadtBreasurer of HDI) within thirty

(30) days after the Grant Date, and by doing sowiliforfeit any rights under this Stock Appred@t Right Agreement. If you choose to
retain this Stock Appreciation Right Agreement beythat date, then you accept the terms of thiskspreciation Right and agree and
consent to all amendments to the Plan and the Cayfgp2995 Stock Option Plan through the Grant Ret¢hey apply to this Stock

a, Py
ST

/

Vice President and Treasul




Exhibit 10.23

General Harley-Davidson, Inc.
or Subsidiaries

Notice of Award of Restricted Stock Units
and Restricted Stock Unit Agreement

«Fname» «M»«Lname» Award Number: «Grant_»

«Addressl» Plan: 2004 Incentive Stock Plan
«Address2» ID: «ID»

«Address3»

«City», «St» «Zip»

«CO»

Effective_ / /200 (the “Grant Date”), you have been granted Resti&®ck Units with respect «Shares»shares of Common Stock of
Harley-Davidson, Inc. (“HDI” and, together with ®ubsidiaries, the “Company”). This grant is madder HDI's 2004 Incentive Stock Plan
(the “Plan™).

All of the Restricted Stock Units will become fullyrestricted (or “vest”) on thieurth anniversary of the Grant Date, subject to acceddrat
vesting and forfeiture as discussed below and itkitxA. You may not sell, transfer or otherwisengey an interest in or pledge any of your
Restricted Stock Units.

As soon as practicable following the date on whiehRestricted Stock Units vest, the Company wikma cash payment to you in your
local currency using the spot rate on the vestatg,dess applicable withholding, equal to the pobabtained by multiplying the Fair Market
Value of a share of Common Stock of HDI on the ingstlate by the number of Restricted Stock Unitd ttave become vested on such date.

The Restricted Stock Units are granted under andrged by the terms and conditions of the PlanthisdRestricted Stock Unit Agreement
including Exhibit A. Additional provisions regardj your Restricted Stock Units and definitions apitalized terms used and not defined in
this Restricted Stock Unit Agreement can be foumthe Plan. Without limitation, “Committee” meamgtHuman Resources Committee of
the Board or its delegate in accordance with tlag Pl

HARLEY -DAVIDSON, INC. and Subsidiaries

(%""’1@ e J."f:?‘if‘ -‘ﬁ fj'(

Vice President and Treasul

Date
Time:




Exhibit A to Restricted Stock Unit Agreement

Termination of Employment: If your employment with the Company and its A#fies is terminated for any reason other than death
Disability or Qualified Retirement (as defined hg)othen you will forfeit any Restricted Stock Unihat are not vested as of the date your
employment is terminated. If you cease to be eyguldy the Company and its Affiliates by reasoud@dth, Disability or Qualified
Retirement, then, effective immediately prior te thme of cessation of employment, a portion oftheested Restricted Stock Units will vest
such that the total number of Restricted Stock dfiat are vested after giving effect to such ngswill be equal to the original number of
Restricted Stock Units subject to this Restrictamtls Unit Agreement multiplied by a fraction thenmerator of which is the number of
Months (counting a partial Month as a full Month)rh the Grant Date until the date your employmsitéiminated by reason of death,
Disability or Qualified Retirement, and the denoator of which is 48 months, and you will forfeiethemaining Restricted Stock Units that
are not vested. For purposes of this Agreementj@nth” shall mean the period that begins on th&t fialendar day after the Grant Date, or
the anniversary of the Grant Date that occurs @h&alendar month, and ends on the anniversatyedBtant Date that occurs in the
following calendar month.

“Qualified Retirement” shall mean termination of gloyment from the Company and its Affiliates, feasons other than death, Disability,
Cause (determined as described below) or acceptivey full-time employment, (a) on or after agetyitwo (62), (b) on or after age fiftfive
(55) if you have completed five (5) years of seewdth the Company and its Affiliates at the tinfesoch termination or (c) with the consent
of the Committee, under other circumstances. “Casisall be determined by the Company in its disorethough you will have the right to
appeal the Company’s decision to the Committe@uf go so in writing within sixty (60) days aftecedving notice of termination for Cause
from the Company. If you fail to appeal such diecisvithin sixty (60) days, the Company’s deterntioia shall be final. If you timely file a
written appeal with the Committee, the Committadesisions shall be final and binding.

Accelerated Vesting:If the average of the percentage payouts underéfierence STIPs for the two full calendar yearsrpo the second
anniversary of the Grant Date (including the catengkar in which the Grant Date occurs) is equalrtgreater than 100%, then 50% of the
Restricted Stock Units (excluding any forfeited &3 will vest on the second anniversary of thenGBate. “Reference STIPs” means the
terms of the Short-Term Incentive Plan of the Comypar any of its Affiliates applicable to the clamsclasses of employees of which you
were a part during the two full calendar yearspiaathe second anniversary of the Grant Date taacverage of the percentage payouts will
be calculated by weighting each percentage payatitrélates to the period during which you weread of a class of employees based on the
time in each year that you were a part of thatsctdsemployees.

[over]




Voting Rights and Dividends: You are not entitled to exercise any voting régivith respect to the Common Stock of HDI undedyyour
Restricted Stock Units. You will receive a cashrpawyt equivalent to any dividends and other distiitms paid with respect to the Common
Stock of HDI underlying your Restricted Stock Ur(itsduced for any tax withholding due), so longtesapplicable record date occurs be
you forfeit such Restricted Stock Units, which vii# paid in your local currency using the spot catehe date the dividend or ott
distribution is paid to shareholders. If, howewy dividends or distributions with respect to @@mmon Stock of HDI underlying your
Restricted Stock Units are paid in Shares rathan ttash, you will be credited with additional Riestd Stock Units equal to the number of
shares that you would have received had your RéstriStock Units been actual Shares, and suchi&edtStock Units will be subject to the
same risk of forfeiture and other terms of thistReted Stock Unit Agreement as are the Restri@extk Units that are granted
contemporaneously with this Restricted Stock Umjte®ement. Any amounts due to you under this pimvishall be paid to you, in cash, no
later than the end of the calendar year in whiehdividend or other distribution is paid to shatdkes or, if later, the 1% day of the third
month following the date the dividends are paighareholders; provided that in the case of anyiligton with respect to which you are
credited with additional Restricted Stock Unitstthge subject to a risk of forfeiture, distributishall be made at the same time as payment is
made in respect of the Restricted Stock Unitsdinaigranted contemporaneously with this RestriStedk Unit Agreement.

Tax Withholding : To the extent that your receipt of Restrictedc&tUnits, the vesting of Restricted Stock Unityour receipt of payments
in respect of Restricted Stock Units results irome to you for federal or local taxes, the Complaay the right and authority to deduct or
withhold from any compensation it would pay to yncluding payments in respect of Restricted Stdoks) an amount, and/or to treat you
as having surrendered vested Restricted Stock Haitig a value, sufficient to satisfy its withhiolg obligations. In its discretion, the
Company may require you to deliver to the Companp @uch other person as the Company may desighéte time the Company is
obligated to withhold taxes that arise from sudeigt or vesting, as the case may be, such amsuheaCompany requires to meet its
withholding obligation under applicable tax lawsregulations.

Rejection/Acceptance You may return this Restricted Stock Unit Agresrnto the Company (in care of the Vice PresidedtEreasurer of
HDI) within thirty (30) days after the Grant Datmd by doing so you will forfeit any rights undbrist Restricted Stock Unit Agreement If
you choose to retain this Restricted Stock Unitelgnent beyond that date, then you accept the w@frthis Award, acknowledge these
implications and agree and consent to all amendterthe Plan and the Harley-Davidson, Inc. 199&iSOption Plan through the Grant
Date as they apply to this Award and any prior @sao you of any kind under such plans.




HARLEY-DAVIDSON, INC.

SUBSIDIARIES

Name

H-D Michigan, Inc.

Harley-Davidson Motor Company Group, Ir
Harley-Davidson Motor Company Operations, |
H-D Franklin, LLC
H-D Tomahawk Somo, LL(

H-D Tomahawk Industrial Park, LL
H-D Tomahawk Kaphaem Road, LL
H-D Capitol Drive, LLC
H-D Pilgrim Road, LLC

Harley-Davidson Motor Company, In
H-D Milwaukee, LLC
Buell Distribution Company, LL(

H-D F&R, LLC
HASC, LLC

H-D Group LLC

Revolution PowerTrain LL(

Buell Motorcycle Company, LL(

Harley-Davidson Transportation Co., Ir

HDWA, LLC

HDMC, LLC
Harley-Davidson Dealer Systems, Ir
Harley-Davidson International Holding Co., Ir
Harley-Davidson Holding Co., Inc
Harley-Davidson Benelux B.V
Harley-Davidson France SA
Harley-Davidson Gmbt
Harley-Davidson Japan KI
Harley-Davidson Europe Limite
Harley-Davidson do Brazil Ltde
Harley-Davidson lItalia S.r.|
Harley-Davidson Singapore In
Harley-Davidson Australia Pty. Limite
Harley-Davidson Hong Kong Limite:
Lockglade Limitec
Harley-Davidson Espana S.

Harley-Davidson Switzerland Gmb
Harley-Davidson Asia, Inc
New Castalloy Pty. Limite:

Renovation Realty Investment Services,

HR, LLC

HR Holding Corp.

Harley-Davidson Financial Services, Ir
Harley-Davidson Insurance Services, i
Harley-Davidson Credit Corf

Harley-Davidson Insurance Services of lllinois, I

Harley-Davidson Customer Funding Cc

Harley-Davidson Funding Coryj

Eaglemark Savings Bar

Harley-Davidson Leasing, In

Eaglemark Customer Funding Corpora-1V
Harley-Davidson Financial Services International, |

ODBH Limited

Harley-Davidson Financial Services Europe Limi

Harley-Davidson Financial Services Canada,

Exhibit 21

State/Countn
Of
Incorporation
Michigan
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin
Wisconsin

Illinois
Delaware
Wisconsin
Delaware
Wisconsin
Illinois
Ohio
Wisconsin
Delaware
Netherland:
France
Germany
Japar
England
Brazil
Italy
Delaware
Australia
Hong Kong
England
Spain
Switzerland
Wisconsin
Australia
Wisconsin
Indiana
Wisconsin
Delaware
Nevadas
Nevadas
Illinois
Nevada
Nevada
Nevada
Nevada
Nevadas
Delaware
United Kingdom
England
Canads






Exhibit 23

Consent of Ernst & Young LLP, Independent Registétablic Accounting Firm

We consent to the incorporation by reference inRbgistration Statements (Form S-8 No. 33-35311,388-07551, No. 333-51741, No.
333-75347, Nos. 333-93879 and 333-123406, No. 3&38 and No. 333-123405) pertaining (a) the Habayidson Retirement Savings
Plan for Salaried Employees, the Harley-Davidsotir&aent Savings Plan for Milwaukee and TomahawkoBargaining Unit
Employees, and the Holiday Rambler LLC Employeesr&aent Plan; (b) the Harley-Davidson, Inc. 1996c8 Option Plan; (c) the Harley-
Davidson, Inc. Director Stock Plan; (d) the Harl@gvidson, Inc. 1998 Non-Exempt Employee Stock OpEtan (e) the Harley-Davidson
Retirement Savings Plan for Salaried EmployeesHtrtey-Davidson Retirement Savings Plan for Milke& and Tomahawk Hourly
Bargaining Unit Employees, the Harley-Davidson Retient Savings Plan for Kansas City Hourly Bargajiinit Employees, the Harley-
Davidson Retirement Savings Plan for York Hourlydganing Unit Employees and the Buell Motorcyclen@any Retirement Savings Plan;
(f) the Harley-Davidson, Inc. 2001 York Hourly-Pa&tthployees Stock Option Plan and (g) the Harleyi@son, Inc. 2004 Incentive Stock
Plan, of our report dated February 6, 2007, wagpect to the consolidated financial statemerdssahedule of Harley-Davidson, Inc.,
Harley-Davidson, Inc.’s management’s assessmeithieoéffectiveness of internal control over finaheggorting, and the effectiveness of
internal control over financial reporting of Harl®avidson, Inc., included in this Annual Reporoff 10-K) for the year ended

December 31, 2006.

ERNST & YOUNG LLF

Milwaukee, Wisconsin
February 27, 2007




Exhibit 31.1

Chief Executive Officer Certification
Pursuant to Rule 1384(a) under the Securities Exchange Act of 1934

I, James L. Ziemer, certify that:

| have reviewed this annual report on Form 10-Klafley-Davidson, Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or omsitéde a material fact necessary to

make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this report;

. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13a-15(f) and 15d-15(f))for the registrant and have

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduties ttesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over financial réipgr;, or caused such internal control over finah@gorting to be designed under
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneeabepted accounting principles;

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

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

. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors:

a) All significant deficiencies and material weaknessethe design or operation of internal contraérofinancial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

Date: February 27, 2007 /slJames L. Zieme

James L. Zieme
President and Chief Executive Offic




Exhibit 31.2

Chief Financial Officer Certification
Pursuant to Rule 1384(a) under the Securities Exchange Act of 1934

I, Thomas E. Bergmann, certify that:

| have reviewed this annual report on Form 10-Klafley-Davidson, Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or omsitéde a material fact necessary to

make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this report;

. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13a-15(f) and 15d-15(f))for the registrant and have

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduties ttesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over financial réipgr;, or caused such internal control over finah@gorting to be designed under
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneeabepted accounting principles;

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

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

. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors:

a) All significant deficiencies and material weaknessethe design or operation of internal contra@ofinancial reporting which are
reasonably likely to adversely affect the regisfeability to record, process, summarize and refiwancial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant’interna
control over financial reporting.

Date: February 27, 2007 /sIThomas E. Bergmar

Thomas E. Bergmar
Vice President and Chief Financial Offic




Exhibit 32

Written Statement of the Chief Executive Officeddhief Financial Officer
Pursuant to 18 U.S.C. sec. 1350

Solely for the purpose of complying with 18 U.S81350, as adopted pursuant to Section 906 of tHea8as-Oxley Act of 2002, we, the
undersigned President and Chief Executive Officer the Vice President and Chief Financial OfficeHarley-Davidson, Inc. (the
“Company”), hereby certify, based on our knowledpef the Annual Report on Form 10-K of the Compfomthe year ended December 31,
2006 (the “Report”) fully complies with the requinents of Section 13(a) of the Securities ExchancfeoA1934 and that information
contained in the Report fairly presents, in all enial respects, the financial condition and resofitgperations of the Company.

Date: February 27, 2007

/s/lJames L. Zieme
James L. Zieme
President and Chief Executive Offic

/sIThomas E. Bergmar
Thomas E. Bergmar
Vice President and Chief Financial Offic




