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Note regarding forward-looking statements

Certain matters discussed by the Company are “fallaoking statements” intended to qualify for gede harbors from liability established
by the Private Securities Litigation Reform Actl&95. These forward-looking statements can gegdryalidentified as such by reference to
this note or because the context of the statem#inihelude words such as the Company “believesyiticipates,” “expects,” “plans,” or
“estimates” or words of similar meaning. Similarbfatements that describe future plans, objectmatbooks, targets, guidance or goals are
also forward-looking statements. Such forward-loglstatements are subject to certain risks andrtaiaties that could cause actual results
to differ materially from those anticipated asloé tlate of this report. Certain of such risks amceutainties are described in close proximity
to such statements or elsewhere in this repotjdiveg under the caption “Risk Factors” in Item @#this report and under “Cautionary
Statements” in Item 7 of this report. Shareholdeogential 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 aéthe filing of this report (February 22, 2008)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 198which time it purchased the Harley-Davidsdmotorcycle business from AMF
Incorporated in a management buyout. In 1986,dyabavidson, Inc. became publicly held. Unlessdbmetext 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 fundamentalediffes in their operations.

The Motorcycles & Related Products (Motorcyclegrsent includes the group of companies doing busiaedHarley-Davidson Motor
Company (Motor Company) and the group of compatigsg business as Buell Motorcycle Company (Bu€llhe Motorcycles segment
designs, manufactures and sells at wholesale phnteavyweight (engine displacement of 651+ccYitoy, custom and performance
motorcycles as well as a line of motorcycle patsessories, general merchandise and related sgrvihie Company, which is the only
major American motorcycle manufacturer, has hadatgest share of the United States heavyweight{6&) motorcycle market since 1986.
During 2007, the Company’s market share, base@tail registrations of new

Harley-Davidson motorcycles, was 48.7% in the Whi¢ates (see page 9, U.S. Heavyweight Motorcyeidation Data).

The Financial Services (Financial Services) segrnmetides the group of companies doing busines$aaley-Davidson Financial Services
(HDFS). HDFS provides wholesale and retail finagcind insurance and insurance-related programmeagty to
Harley-Davidson and Buell dealers and their retafitomers. HDFS conducts business in the Unitet§tCanada and Europe.

See Note 11 of Notes to the Consolidated Fina&taements for financial information related to @@mpany’s business segments.
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Motorcycles and Related Products

Motorcycles— The primary business of the Motorcycles segnmeetd design and manufacture premium motorcyclethiheavyweight
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 Buatidhname. The Company’s worldwide motorcycle sagdgserated approximately 80% of
the total net revenue in the Motorcycles segmerihdweach of the years 2007, 2006 and 2005, reispéct

The Motor Company’s Harley-Davidson branded motoleyroducts emphasize traditional styling, desigmplicity, durability and quality.
The Motor Company manufactures five families of amoycles: Touring, Dyna™, Softdll, Sportstef’, and VRSC™. The first four of the
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 1803cc’s.

The Motor Company’s 2008 model year includes 31 eltin models of Harley-Davidson heavyweight motoley, with domestic
manufacturer’'s suggested retail prices ranging 860695 to $23,270. The Motor Company also offienged-edition, factory-custom
motorcycles through its Custom Vehicle Operatiol @} 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 $35,490.

The average U.S. retail purchaser of a new Harlayiddon motorcycle is a married male in his mithate forties (nearly two-thirds of U.S.
retail purchasers of new Harley-Davidson motorcyeee between the ages of 35 and 54) with a médiasehold income of approximately
$84,300. Nearly three-quarters of the U.S. retdiés of new Harley-Davidson motorcycles are teebsiyith at least one year of education
beyond high school and 30% of the buyers have geltiegrees. Approximately 12% of U.S. retail mofole sales of new Harley-Davidson
motorcycles are to female buyers. (Source: 200ng2my studies)

The Company’s Buelf motorcycle products emphasize innovative desiggparsive handling and overall performance. Bugtitently
manufactures and sells ten models, including dighvyweight models in its XB family, one liquid-ded engine motorcycle known as the
1125R and the Bla&§t. The Buell XB motorcycles focus on superior hamgland are powered by either a 984cc (XB9) or@3t2 (XB12)
air-cooled, twin-cylinder engine with a 45-degr&& tonfiguration. The Buell XB motorcycle modelave domestic manufacturer’s
suggested retail prices ranging from $8,895 to %2, The 1125R, introduced in 2007, is a high-grenance sportbike featuring a liquid-
cooled engine while retaining Buell styling and eleder. The 1125R has a manufacturer’s suggestail price of $11,995. The Buell Blast
is smaller and less expensive than the Buell XBei®dnd is powered by a 492cc single-cylinder emngifihe Blast, which competes in the
standard market segment, has a domestic manuféstsuggested retail price of $4,695.

Buell attracts customers in the demographic aggean 25 to 55. The average U.S. retail purchaamew Buell XB motorcycle is a forty-
year old male. The majority of new Buell ownerséda median household income of approximately £80,Approximately 7% of all ner
Buell XB U.S. retail motorcycle sales are to femsal¢Source: 2007 Company studies)

The total motorcycle market, including the heavygiiportion 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 wasgered by the Company and includes the Harley-
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Davidson Touring family of motorcycles which areuggped with fairings, windshields, saddlebags and@itur Pak® luggage carriers. The
custom segment of the market includes motorcy@atifing the distinctive styling associated withssic Harley-Davidson motorcycles and
includes the Company’s Dyna, Softail and VRSC nmmtole families as well as a portion of the motoiegdn the Sportster family. The
Company'’s Sportster family also serves the stansagdnent of the market along with the Buell Blage Buell XB family and the 1125R
serve the performance segment of the market.

In the United States, suggested retail pricesfierGompany’s Harley-Davidson motorcycles range fbamimg comparable to moderately
higher than suggested retail prices for comparatgiorcycles available in the market. Although thare some differences in accessories
between the Company’s top-of-the-line touring moyotes and those of its competitors, suggested petees for these motorcycles are
generally comparable. The Company’s larger-disgtant custom motorcycles (Dyna, Softail and VRSpJesent its highest unit volumes.
The Company believes its larger-displacement cagtmducts continue to command a premium price Usecaf the features, styling and
strong resale value associated with Harley-Davidsmtom products. The Company’s smallest displacgrrustom motorcycle (the 883cc
Sportster) is price competitive with comparable onogcles available in the market.

The Company’s 2007 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 80&&se&ch completed by the Company in 2007 showspmbximately 52% of all retail
purchasers of new Harley-Davidson motorcycles enUinited States had previously owned a Harley-Dsondmotorcycle.

Parts & Accessories The major Parts and Accessories (P&A) produaseplacement parts (Genuine Motor Parts) and nmécdisand
cosmetic accessories (Genuine Motor Accessor&rldwide P&A net revenue comprised 15.2%, 14.9% £6.3% of net revenue in the
Motorcycles segment in 2007, 2006 and 2005, resmbet

General Merchandise Worldwide General Merchandise net revenue, whicludes MotorClothe$™ apparel and collectibles, comprised
5.3%, 4.8% and 4.6% of net revenue in the Motoeyskegment in 2007, 2006 and 2005, respectively.

Licensing— The Company creates an awareness of the Harleigd€xam brand among its customers and the non-rigirigic through a wide
range of products for enthusiasts by licensingidme “Harley-Davidson” and other trademarks owngethk Company. The Company’s
licensed products include t-shirts, vehicle andalelaccessories, jewelry, small leather goodss tnyd numerous other products. The
Company also licenses the use of its name in colomewith a cafe located in Las Vegas, Nevadahdudigh the majority of licensing activity
occurs in the U.S., the Company continues to explamsk activities in international markets. Royadtvenues from licensing, included in
Motorcycles segment net revenue, were $46.0 mjlldi%.5 million and $43.0 million in 2007, 2006 a2@D5, respectively.

Other Services The Company also provides a variety of serviodtstindependent dealers including service anéhless management
training programs, customized dealer software pgekand delivery of its motorcycles.

Motorcycle rental and tour programs and Riders EXigihe Company’s rider training program, are avaéabrough the Company’s
independent dealers.

Patents and TrademarksThe Company strategically manages its portfdlipadents, trade secrets, copyrights, trademartiotrer
intellectual property.




The Company and its subsidiaries own, and contiowbtain, patent rights that relate to its mototeg and related products and processe
their production. Certain technology-related iletetiual property is also protected, where approgyriay license agreements, confidentiality
agreements or other agreements with suppliers,@me$ and other third parties. The Company ditlggmotects its intellectual property,
including patents and trade secrets, and its righitsnovative and proprietary technology. Thistpotion, including enforcement, is import;
as the Company moves forward with investments im pducts, designs and technologies. While then@my believes patents are
important to its business operations and in theeggge constitute a valuable asset, the succehe biisiness is not dependent on any one
patent or group of patents. A patent review cor@aibf the Motor Company and Buell, which is corsgdi of a number of key executives,
manages the Company’s patent strategy and portfolio

Trademarks are important to the Company’s motogcicisiness and licensing activities. The Compasyahvigorous worldwide program of
trademark registration and enforcement to mairaauh strengthen the value of the trademarks andpteke unauthorized use of those
trademarks. The HARLEY-DAVIDSON trademark and Ber and Shield trademark are each highly recogiezaithe public and are very
valuable assets. The BUELL trademark is well-knamvperformance motorcycle circles, as is the assed Pegasus logo. Additionally, the
Company uses numerous other trademarks, trade rearddegos which are registered worldwide. Théofeing are among the Company’s
trademarks: HARLEY-DAVIDSON, H-D, HARLEY, the Bar &hield Logo, MOTORCLOTHES, the MotorClothes LogDER’S EDGE,
HARLEY OWNERS GROUP, H.O.G., the H.O.G. Logo, SORTASPORTSTER, V-ROD, BUELL and the Pegasus Logbe HARLEY-
DAVIDSON trademark has been used since 1903 anBan@nd Shield trademark since at least 1910. BIELL trademark has been used
since 1984. All of the Company’s trademarks areevby H-D Michigan, Inc, a subsidiary of the Compavhich also manages the
Company'’s trademark strategy and portfolio.

Marketing— The Company’s products are marketed to retatbousrs primarily through promotions, customer esamtd advertising through
national television, print, radio and direct mailén as well as internet advertising. Additionatigional marketing efforts are accomplished
through a cooperative program with its independieatiers. The Company also sponsors racing aeswtnd special promotional events and
participates in many major motorcycle consumer shamd rallies.

On an ongoing basis, the Company promotes its jptedind the related lifestyle through the Harleyn®w Group®, or H.O.G.® H.0.G.

has over one million members worldwide and is tlustry’s largest company-sponsored motorcycleusidist organization. The Company
formed the Harley Owners Group in 1983 in an efforéncourage Harley-Davidson owners to become matreely involved in the sport of
motorcycling. This group also sponsors many magttecevents, including rallies and rides for Haf[@gvidson motorcycle enthusiasts
throughout the world.

In 2000, Rider’'s Edg® — the Harley-Davidson Academy of Motorcycling wasnied. The Rider's EdggéNew Rider Course is the first in t
series of rider education experiences within thadeny. Developed to reach non-riders, it providesrary point into the sport of
motorcycling by teaching basic motorcycling skélsd knowledge in a way that is fun and involviridhe New Rider Course is conducted by
a network of select Harley-Davidson dealershipsonatide enabling students to experience the Hatlayidson lifestyle, environment,
people, and products as they learn.

In 2008, the Company will open the Harley-Daviddédmseum in Milwaukee, Wisconsin to deliver a unigxgerience that builds and
strengthens bonds between riders and the Compadyerances the brand among the public at large 188,000 square foot facility will
house the Harley-Davidson Museum and Archivesstaugant, café, retail store and special eventespdbe Museum gives the Company a
new way to create memories for customers — thratgjting, planning rides and hosting special evexithe Museum.

The Company website (www.harley-davidson.com)ss aitilized to market its products and servicebe Website features an online catalog
which allows retail customers to create and shewdyzt wish lists, utilize a dealer locator andcglaatalog orders. Internet orders are sold
and fulfilled by the participating authorized HarBavidson dealer selected by the retail custonbmalers also handle any aftale service
that retalil




customers may require.

International Sales The Company’s revenue from the sale of motoreyated related products to independent dealersiatribdtors located
outside of the United States was approximatelyZbibion, $1.18 billion and $1.04 billion, or appimately 27%, 20% and 19% of net
revenue of the Motorcycles segment, during 200062dhd 2005, respectively.

Distribution-United States- In the United States, the Company distributemit$orcycles and related products to a networkidépendently-
owned full-service Harley-Davidson dealerships th@lOverseas Military Sales Corporation, an etitigt retails the Company’s products to
members of the U.S. military. The Company distiéisuits motorcycles to its dealers in the U.S. dasedealer orders but subject to an
allocation system. During the second quarter &726he Company introduced a new U.S. motorcydteation system that was designed to
be more forward-looking and market-driven thanpghevious system. The Company believes the newatilin process will better align the
distribution of motorcycles with the demand in widual dealer markets.

In the U.S., there are approximately 684 indepetigienvned full-service Harleypavidson dealerships. The U.S. independent deatgrork
includes 307 combined Harley-Davidson and Buelletships. With respect to sales of new motorcydpgroximately 80% of the U.S.
dealerships sell the Company’s motorcycles excagivAll independent dealerships stock and sel@ompanys P&A, general merchandi
and licensed products, and perform service fobmmpany’s motorcycles. The Company’s independeateis also sell a smaller portion of
P&A, general merchandise and licensed productsigiirdnon-traditional” retail outlets. The “non-tlitional” outlets, which are extensions
of the main dealership, consist of Secondary Retaihtions (SRLs), Alternate Retail Outlets (ARCE)d Seasonal Retail Outlets (SROSs).
SRLs are satellites of the main dealership andleveloped to meet additional retail and servicalaed the Company’s riding customers.
SRLs also provide P&A, general merchandise arehed products and are authorized to sell andcgenew motorcycles. AROs are loc
primarily in high traffic locations such as maklisrports or popular vacation destinations and faouselling the Company’s general
merchandise and licensed products. SROs are tbaagmilar high traffic areas, but operate oreasonal basis out of temporary locations
such as vendor kiosks. AROs and SROs are not @zelddo sell new motorcycles. There are approtégal 04 SRLs, 68 AROs and 12
SROs located in the United States.

DistributionrEurope— In the European region (consisting of Europe Migkdle East and Africa), the Company’s sales, mting and
distribution of product is managed from its suleigilocated in Oxford, England and sales officethenUnited Kingdom, France, Germany,
Italy, Netherlands, Spain and Switzerland. InEoeopean region, the Company sells its productghalesale to a network of 7 independent
distributors and 370 independent Harley-Davidsamatehips serving 32 country markets. The Europeater network includes 323
combined Harley-Davidson and Buell dealershipselBa further represented by 4 independent deailessthat do not sell Harley-Davidson
motorcycles. In addition, the Company’s dealemogk includes 20 AROs across Europe. The openirsgnew sales office in South Africa
early in 2008 was announced shortly before theofr2®07.

Distribution-Asia/Pacific—In Japan, the Company’s sales, marketing, andliiion of product is managed from its subsidiaryl okyo,
which sells motorcycles and related products atledade to a network of 130 independent Harley-Demiddealers. This includes 57
combined Harley-Davidson and Buell dealershipselBa further represented by 3 dealerships thatatesell Harley-Davidson motorcycles.

The Company’s sales, marketing and distributiomoforcycles and related products in Australia aeavMealand is managed from its
subsidiary in Sydney, Australia. The subsidiafjsge a network of 49 independent Harley-Davidsiealers which includes 32 combined
Harley-Davidson and Buell dealerships.

The Company distributes its product directly framU.S. operations to the remaining 15 Asia/Pacifialers and distributors located
throughout East and Southeast Asia.

DistributionrLatin America— The Company distributes all products sold inlthBn America region to independent dealers eithesugh
Company-owned subsidiaries in Mexico and Brazifrom its U.S.




operations for the remaining Latin American market&hich its motorcycles are sold. Brazil is thempany’s largest market in Latin
America and is served by 10 dealerships. Mext®région’s second largest market, has 11 deatersimd three SRLs. The remaining
countries in the Latin America region are serve@byealerships.

Distribution-Canada- In Canada, the Company sells its motorcyclesraladed products at wholesale to a single indepardistributor,
Deeley Harley-Davidson Canada/Fred Deeley Impaids There are approximately 74 independent Halayidson dealerships, two
SRLs, eight AROs and one SRO. In addition, 45eft4 dealerships are combined Harley-DavidsorBaedl dealerships.

Seasonality- The timing of retail purchases from the Compamytiependent dealers tracks closely with regioidithg seasons, requiring the
Company and its independent dealers to balancecitreomies of level production with a more seasuetall sales pattern. In general, the
Motor Company has not experienced the same defsmmaesonal fluctuations in its wholesale salesithabdependent dealers have
experienced. The Company’s domestic independexiéedetypically build their inventory levels in thate fall and winter in anticipation of
the spring and summer selling seasons. The aildilatf floor plan financing and, in the U.S., Cgany-sponsored financing assistance
allows dealers to manage these seasonal increase&ntory.

Retail Customer and Dealer Financinghe 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 Cangldiaaugh December 2007, HDFS also
provided wholesale financing to many of the Compaindependent dealers in Europe. The Compangspendent distributors, dealers and
their retail customers in the Asia/Pacific and hakimerica regions are not serviced by HDFS, buetaacess to financing though other
established financial services companies.

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

Competition in the heavyweight motorcycle markdiased upon a number of factors, including pricality, reliability, styling, product
features, customer preference and warranties. Cbmepany emphasizes quality, reliability and stylimgts products and generally offers a
two-year warranty for its motorcycles. The Compaggards its support of the motorcycling lifestylehe form of events, rides, rallies and
H.O.G. and its financing through HDFS as competitidvantages. In recent years the Company haswexbthe availability of its
motorcycles at its independent dealers with theaibje of improving the customer experience anddbmpany’s competitive position. The
Company believes that the increased availabilitydesulted in independent dealers providing wigéctions of motorcycles at or near
manufacturer’s suggested retail prices which hdse ut pressure on the Company'sed motorcycle prices (measured as a perceofdge
manufacturer’s suggested retail price when new)addition, the Company introduced a new enginmany of its motorcycles beginning
with the 2007 model year which has impacted the amg’s used motorcycle prices. (Source: 2007 Compata)

Domestically, the Company competes most heavithéntouring and custom segments of the heavyweigiibrcycle market. According to
the Motorcycle Industry Council, these segment®anted for approximately 80%, 79% and 80% of tbedvyweight retail unit registrations
in the United States during 2007, 2006 and 20Gfpeetively. The largedisplacement custom and touring motorcycles arergdly the mos
expensive vehicles in the market and the mosttatué for the Company. During 2007, the heavywgiition of the market represented
approximately 54% of the total U.S. motorcycle nedirfon- and off-highway motorcycles and scootergerms of new units registered.
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For the last 20 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 48.7% and 49.3% 0v2dhd 2006, respectively. This
share is significantly greater than that of the @any’s largest competitor in the domestic markeictvinad a 14.2% market share in 2007.

The following chart includes U.S. retail registoatidata for the Company and its major competitorgtfe years 2003 through 2007:

Total market new registrations

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

Percentage Market Share:

Harley-Davidson motorcycles
Buell motorcycles
Total Company

Honda
Suzuki
Yamaha
Kawasaki
Other
Total

(@)

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

2007 2006 2005 2004 2003
516.1 543.( 517.€ 494.( 461.C
251.¢ 267.¢ 252.¢ 244~ 228.¢
3.7 3.8 3.€ 3.€ 3.5
255.] 271 256.5 248.] 231.¢
48.1% 49.2% 48.% 49.5% 49.5%
0.7 0.7 0.7 0.7 0.8
49.¢ 50.C 49.€ 50.2 50.5
14.Z 15.1 16.€ 18.7 18.4
12.t 12.€ 12.4 10.2 9.8
9.2 8.€ 8.9 8.7 8.5
7.2 6.8 6.5 6.4 6.7
7.5 6.€ 6.C 5.8 6.3
100.(% 100.(% 100.(% 100.(% 100.(%

United States industry data includes 651+cc madieived from submission of motorcycle retail sdlgeach major manufacturer to an
independent third party. The retail registratiatadfor Harley-Davidson motorcycles presented is tdible may differ slightly from the
Harley-Davidson retail sales data presented in feshthis report. The Company’s source for regales data in Iltem 7 of this report is
sales and warranty registrations provided by Hablayidson dealers as compiled by the Company. differences are not significant
and generally relate to the timing of data subnoissito 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 gnegfices of many individual countries. For examipéalitional U.S. touring motorcycles
represent less than 25% of the European heavyweigtdrcycle market. The Company continues to edpanproduct offerings to compete
in the standard and performance segments with myatlas like the Nightster and the Buell 1125R. Tmenpany’s traditional Harley-

Davidson products compete primarily in the custor guring segments.
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The following chart includes European retail regison data for the Company for the years 2005utnc2007:

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

2007 2006 2005

Total market new registrations 403.( 376.¢ 350.7
Harley-Davidson new registrations 38.7 34.: 29.7
Buell new registrations 4.6 4.1 4.€
Total Company new registrations 43.F 38.4 34.c
Percentage Market Share:
Harley-Davidson motorcycles 9.6% 9.1% 8.5%
Buell motorcycles 1.1 1.1 1.3

Total Company 10.7% 10.2% 9.8%

(&) Europe data includes retail sales in Austria, RetfgiDenmark, Finland, France, Germany, Greecg, Igtherlands, Norway, Portugal,
Spain, Sweden, Switzerland, and the United Kingdditme Company derives its market registration dathmarket share calculations
presented above from information provided by G&a\., an independent agency. The retail registnadiata for Harley-Davidson
motorcycles presented in this table may differhdligfrom the Harley-Davidson retail sales dataspraed in Iltem 7 of this report. The
Company’s source for retail sales data in Item thigfreport is sales and warranty registrationwioled by Harley-Davidson dealers as
compiled by the Company. The differences are igniificant and generally relate to the timing ofalaubmissions to the independent
sources.

The Company also competes in several other maaketsd the world. The most significant of thesekats, based on Company data, are
Canada, Japan and Australia. In Canada, the Corispararket share based on registrations was 3938%% and 32.7% during 2007, 2006
and 2005, respectively (Source: Moped and Motoecyflustry of Canada). Market share informatiantfie remaining international marki
has not been presented because the Company ddaasliegt that definitive and reliable registrattetta is available at this time.

Motorcycle Manufacturing The Motor Company’s ongoing manufacturing stratieglesigned to increase capacity, improve produatity,
increase productivity, reduce costs and increaseébility to respond to changes in the marketpldde Motor Company incorporates
manufacturing techniques focused on continuoustgyng process improvements and innovation. ThéoMBompany refers to these
techniques as operational excellence and theydeamployee and supplier involvement, just-in-timentory and lean manufacturing
principles, partnering agreements with the locabus, high performance work organizations and stia#l process control.

The Motor Company’s use of lean manufacturing ppies allows it to minimize its inventories of ramaterials and work in process, and
minimize scrap and rework costs. This system alleovs quicker reaction to engineering design cleangquality improvements and market
demands. The Motor Company continues to traimasufacturing employees in problem solving andstte&l methods.

Raw Material and Purchased Component$ie Company continues to establish and/or reteftong-term, mutually beneficial relationships
with its suppliers. Through these collaborativiatienships, the Company gains access to techaightommercial resources for application
directly to product design, development and marufag initiatives. This strategy has resultednimproved product quality, technical
integrity, application of new features and innowa$, reduced lead times for product developmert samother/faster manufacturing ramp-
up of new vehicle introductions. The Company’stoaring initiative to improve supplier productivignd
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component cost has been instrumental in delivénmmyovement in cost and in partially offsetting ravaterial commodity price pressures.
The Company anticipates that its focus on collatimmaand strong supplier relationships will be Herial to achieving cost improvement oy
the long-term.

The Company purchases all of its raw materialsigipally steel and aluminum castings, forgingselsséeets and bars, and certain motor«
components, including electronic fuel injectionteyss, batteries, tires, seats, electrical compaereamd instruments. Given current economic
conditions in certain raw material commodity maskeind pressure on certain suppliers due to difiésuin 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 DevelopmenThe Company believes research and developmestgnificant factors in its ability to lead the tom and
touring motorcycling market and to develop proddotshe performance segment. The Compamroduct Development Center (PDC) br|
employees from styling, purchasing and manufactutdigether with regulatory professionals and s@ppkpresentatives to create a
concurrent product and process development tedme. Cbmpany incurred research and development eepefi$185.5 million, $177.7
million and $178.5 million during 2007, 2006 and80respectively.

Regulation- Federal, state and local authorities have vamowsronmental control requirements relating to water and noise pollution that
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 Ak For compliance with applicable
emissions and noise standards and by the Statalidéi@ia Air Resources Board (CARB) with respexiQARB’s more stringent emissions
standards. Company motorcycles sold in Califoan@also subject to evaporative emissions standaatigare unique to California. The
Company’s motorcycle products have been certifbecbimply fully with all such applicable standariihe EPA has finalized new tail pipe
emission standards for 2006 and 2010, respectiwdlich are harmonized with the California emissistendards. Harley-Davidson
motorcycle products have been certified to the BE&# standards since 2006 and the Company beliewats comply with future
requirements when they go into effect. Additiopalhe Company’s motorcycle products must and dadéhcomply with the motorcycle
emissions, noise and safety standards of the Eanopgeion, Japan and certain other foreign markétsrathey are sold. Because the
Company expects that environmental standards edbine even more stringent over time, the Compatcantinue to incur some level of
research, development and production costs iratleia for the foreseeable future. The Company doeanticipate that any of these stand
will have a materially adverse impact on its cdptapenditures, earnings or competitive position.

The Company, as a manufacturer of motorcycle prizdigsubject 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 reguistid’he Company has from time to time
initiated certain voluntary recalls. During thetléhree years, the Company has initiated 15 vatlynecalls at a total cost of $10.8 million.
The Company reserves for all estimated costs atsalcivith recalls in the period that the recalisamnounced.

Employees- As of December 31, 2007, the Motorcycles segrhadtapproximately 9,000 employees. Unionized eygae at the
motorcycle manufacturing facilities in Wauwatosa &henomonee Falls, Wisconsin and Kansas City, Missre represented by the United
Steelworkers of America (USW), as well as the Imional 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 KariGiasUSW and IAM will expire on
July 30, 2012, and the collective bargaining age@nwith the Wisconsin-USW and IAM will expire onaveh 31, 2008.
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Internet Access The Company’s internet website address is wwiehatavidson.com. The Company makes availabledfedarge (other
than an investor’'s own internet access chargesigiir its internet website the Company’s Annual Repo Form

10-K, quarterly reports on Form 10-Q and currepbres on Form 8-K, and amendments to those repastspon as reasonably practicable
after it electronically files such material witl, fornishes such material to, the United Statesifies and Exchange Commission. In
addition, the Company makes available, througivébsite, the following corporate governance malr{a) the Harley-Davidson, Inc.
Corporate Governance Policy; (b) Committee Chadpmoved by the Harley-Davidson, Inc. Board ofebiors for the Audit Committee,
Human Resources Committee and Nominating and Catp@overnance Committee; (c) the Company’s Firdu@ode of Ethics; (d) the
Company’s Code of Business Conduct (the “Code afdDot”) in seven languages including English; f&) €onflict of Interest Process for
Directors, Executive Officers and other employefeldarley-Davidson, Inc. (the “Conflict Process™) & list of the Company’s Board of
Directors; (g) the Company’s By-laws; and (h) tharldy-Davidson Environmental Policy. This inforioeatis also available from the
Company upon request. The Company satisfies gwdodiure requirements under the Code of CondwueCtnflict Process and applicable
New York Stock Exchange listing requirements regydvaivers of the Code of Conduct or the ConfRebcess by disclosing tl
information in the Company’s proxy statement ferahnual meeting of shareholders or on the Compamgbsite. The Company is not
including the information contained on or availatiieough its website as a part of, or incorporatngh information by reference into, this
Annual 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 the Company’s motorcycles). AdditighadDFS is an agent for certain unaffiliated irmoce carriers providing
property/casualty insurance and also sells extesdredce contracts, gap coverage and debt proteptimducts to motorcycle owners. HDFS
conducts business in the United States, Canad&aruge.

Harley-Davidson and Buelt Operating under the trade name Harley-Davids@di€GrHDFS provides wholesale financial servicekléoley-
Davidson and Buell dealers and retail financingdosumers. Operating under the trade name HaréeyeBon Insurance, HDFS is an agent
for the sale of motorcycle insurance policies alsd aells extended service contracts, gap coveaadalebt protection products.

Wholesale financial services include floorplan apén account financing of motorcycles and motoeyealrts and accessories. HDFS offers
wholesale financial services to Harley-Davidsonleieain the U.S., Canada and Europe and during ap@voximately 96% of such dealers
utilized those services. The wholesale financeatmns of HDFS are located in Plano, Texas antl, demuary 1, 2008, Oxford, England.
Effective January 1, 2008, the finance receivablebrelated assets of the wholesale operationtelbda Oxford, England were transferred at
book value to Harley-Davidson Europe Ltd., a subsjdof the Motor Company. Beginning in 2008, Metor Company will assume
responsibility for the collection of all wholesateceivables in Europe.

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

Motorcycle insurance, extended service contraeg,apverage and debt protection products that Hoffe8s are available through most
Harley-Davidson and Buell dealers in the Unitedéitand Canada. Motorcycle insurance that HDFSof6 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, assekéd securitizations, the issuance of commercipépaevolving credit facilities,
medium-term notes, and the availability of advarares loans from the Company. In asset-backed isizations, HDFS sells retail
motorcycle loans and records a gain or loss osdheof those loans. HDFS also retains an intarebe excess cash flows from the
receivable and recognizes income on this retaindlast. After the sale, HDFS performs billingsttumer service and portfolio management
services for these loans and receives a servieiadadr providing these services.

Competition- The Company regards its ability to offer a paekafjwholesale 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 2007, HDFS financed 55% of the new Harleyidaon motorcycles retailed by independent deatetise United States, as compared
to 48% in 2006. Competitors for retail motorcyfifeance business are primarily banks, credit unemmd 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 ss extended service contracts, HDFS faces ddiopdrom certain regional and
national industry participants as well as dealdnénse programs.

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

Trademarks- HDFS uses various trademarks and trade naméts forancial services and products which are lggghfrom H-D
Michigan, Inc., including HARLEY-DAVIDSON, H-D anthe Bar & Shield logo.
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Seasonality- In the northern United States and Canada, mattesyare 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 foreéga subject, in certain instances, to superviaiwhregulation by state and
federal administrative agencies and various forggvernmental authorities. Many of the statutarg eegulatory requirements imposed by
such entities are in place to provide consumerggtimin as it pertains to the selling of financiedgiucts and services. Therefore, operations
may be subject to various regulations, laws anttjaldand/or administrative decisions imposing fiegqments and restrictions, which among
other things: (1) regulate credit granting actaatiincluding 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 secuaadactions; (6) set collection, foreclosure, repssion and claims handling procedures and
other trade practices; (7) prohibit discriminatinrthe extension of credit and administration @fris; (8) regulate the use and reporting of
information related to a borrower; (9) require a@rtperiodic reporting; and/or (10) govern the asd protection of non-public personal
information.

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

Such regulatory requirements and associated sigi@maould limit the discretion of HDFS in operafiits business. Noncompliance with
applicable statutes or regulations could resuthésuspension or revocation of any charter, lieemgegistration at issue, as well as the
imposition of civil fines, criminal penalties andrainistrative sanctions. The Company cannot aghatethe applicable laws or regulations
will not be amended or construed differently, thetv laws and regulations will not be adopted ot ithizrest rates charged by HDFS will not
rise to maximum levels permitted by law, the efigicany 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 Induigtoian 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. Thimpss 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, 2007, the Financial Servieggrent had approximately 755 employees. No emplogéHDFS 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 sells its products at wholesale and miugely on a network of independent dealers and disibutors to manage
the retail distribution of its products. The Company depends on the capability of itspeteent dealers and distributors to
develop and implement effective retail sales ptansreate demand for the motorcycles and relatedymts and services they
purchase from the Company. If the Company’s inddpahdealers and distributors are not successtheise endeavors, then the
Company will be unable to maintain or grow its newes and to meet its financial expectations.

«  The Company and its independent dealers must balardhe economies of level production with a more seanal 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 thaglatively level. Also, in more recent yearg @ompany increased the
availability of its motorcycles at dealerships &himprove the customer experience. The increasatlability of motorcycles has
resulted in the timing of retail purchases trackimgre closely with regional motorcycle riding se@so This requires the Company
adapt its methods for allocating its products $aditaler network so that allocation methods agmedi with retail demand. In
addition, the Company’s independent dealers artdhdisors must manage seasonal increases in inienfs a result, the Company
and its independent dealers and distributors malsiibe the economies of level production with thentory costs associated with a
more seasonal retail sales pattern. Failure tanoal the two, or the inability of the Company tequhtely adjust its allocation
methods, may have a material adverse effect o€timepany’s business and results of operations.

 The Company’s dealers may experience a decline ietail sales resulting from slowing economic growttpolitical events or
other factors . The motorcycle industry can be affected by generahomic and political conditions, among otherdestover
which motorcycle manufacturers have little contiidiese factors may cause a weak retail environfoenliscretionary purchases
and the decision to purchase a motorcycle mayfeetafl by these factors. Should industry demantirde®ur results of operations
and financial condition may be substantially adebraffected.

*  The Company has a number of competitors of varyingizes that are based both inside and outside the Ited 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. Ateke Company’s
manufacturer’s suggested retail price for its motoles is generally higher than its competitorsl dprice becomes a more
important competitive factor for consumers in tleavyweight motorcycle market, the Company may lsawempetitive
disadvantage. In addition, the Company’s finans&l/ices operations face significant competitramy various banks, insurance
companies and other financial institutions, some/loich are larger and offer more financial produben the Company. Failure to
adequately address and respond to these compgtitgsures worldwide may have a material advefsetefn the Company’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 typicalgsociated with a retail customer base comprifeuividuals 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.

15




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 maintaeni enhancing the brand is
critical to expanding its customer base. Failorprotect the brand from infringers or to grow tadue of the Harleypavidson bran:
may have a material adverse effect on the Compadugmess and results of operations.

The Company’s prospects for future growth are largéy dependent upon its ability to develop and succsfilly introduce new,
innovative and compliant products. The motorcycle market continues to advance imsesf 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 productsstmeomply with applicable regulations worldwideheTCompany must make
product advancements while maintaining the cladssik, sound and feel associated with Harley-Davidsmducts. The Company
must also be able to design and manufacture theseigts and deliver them to the marketplace im&ly manner. There can be no
assurances that the Company will be successfhkisetendeavors or that existing and prospectiviermass will like or want 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 unisth€avered by collective bargaining agreementstleyiddavidson Motor
Company is currently a party to five collective ¢gining agreements with local affiliates of theehmiational Association of
Machinists and Aerospace Workers and the UnitedlBtekers of America that expire during March 20B8bruary 2010 and

July 2012. These collective bargaining agreemgaiterally cover wages, healthcare benefits andkne¢int plans, seniority, job
classes and work rules. There is no certaintyttteCompany will be successful in negotiating ragreements with these unions
that extend beyond the current expiration datdébairthese new agreements will be on terms asdhl®to the Company as past
labor agreements. Failure to renew these agresmdran they expire or to establish new collecti@eghining agreements on terms
acceptable to the Company and the unions couldtieswork stoppages or other labor disruptionsahhinay have a material
adverse effect on customer relationships and thepaoy’s business and results of operations.

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 arrangemaerttsh include benefits and cash bonuses, may esubcessful in attracting new
employees and retaining and motivating the Comaeyisting employees. If the Company does noteatin attracting personnel
or retaining and motivating existing personnel, @@npany 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 expensegésions 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 theddn8tates may put the Company under significarttpressure 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 may be subject to claimsldonages that are not covered by insurance. The associated with defending
product liability claims, including frivolous lawis, and payment of damages could be substarfts. Company’s reputation may
also be adversely affected by such claims, whethaot successful.
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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 ngyenxence supply problems such as unfavorable grioin
untimely delivery of raw materials and componeritscertain circumstances, the Company relies single supplier to provide the
entire requirement of a specific part and a changlis 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.

The Company must maintain its reputation of being ayood corporate citizen and treating customers, entpyees, suppliers

and other stakeholders fairly. The Company has a history of good corporate gowemaPrior to the enactment of the Sarbanes-
Oxley Act of 2002 (the “Act”), the Company had ilape many of the corporate governance procedumdprtesses how mandated
by the Act and related rules and regulations, siscBoard Committee Charters and a Corporate Goweer@olicy. In 1992, the
Company established a Code of Business Conductidffises how employees interact with various Corgpsiakeholders and
addresses issues such as confidentiality, cowflictterest and fair dealing. Failure to mainttiis reputation may 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 technotodgcrease productivity and efficiency. When iempkented, the systems and
technology may not provide the benefits anticipated could add costs and complications to ongopegations, which may have a
material adverse effect on the Company’s businedsesults of operations.

The Company is and may in the future become subjecto legal proceedings and commercial or contractualisputes. These
are typically claims that arise in the normal ceun$ business. The uncertainty associated withtaobal unresolved claims and
lawsuits may harm the Company’s business, finamdadition, reputation and brand. The defens@éefawsuits may result in the
expenditures of significant financial resources treddiversion of management’s time and attentisayafrom business operations.
In addition, although we are unable to determiveeamount, if any, that we may be required to pagonnection with the resolution
of the lawsuits by settlement or otherwise, anynqueryment may have a material adverse effect o@timepany’s business and
results of operations. See Item 3. Legal Procesdior additional detail regarding lawsuits andeottlaims against the Company.

The Company must comply with governmental laws andegulations that are subject to change and involvsignificant costs.
The Company'’s sales and operations in areas outsde.S. may be subject to foreign laws, regutetiand the legal systems of
foreign courts or tribunals. These laws and pesiggoverning operations of foreign-based companasresult in increased costs or
restrictions on the ability of the Company to #sllproducts in certain countries. The Companytemational sales operations may
also be adversely affected by United States lafestafig foreign trade and taxation.

The Company is subject to income and non-incomedtexes in the United States and in various farpigsdictions. Significant
judgment is required in determining our worldwideome tax liabilities and other tax liabilitiesh& Company believes that it
complies with applicable tax law. If the governiiag authorities have a different interpretationtbaf applicable law or if there is a
change in tax law, our financial condition andfsults of operations may be adversely affected.

The Company’s domestic sales and operations ajeciub governmental policies and regulatory actiohagencies of the United
States Government, including the Environmentaldatidn Agency, SEC, National Highway Traffic Safétgministration,
Department of Labor and Federal Trade Commissinraddition, the Company’s sales and operationgks@subject to laws and
actions of
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state legislatures  and other local regulatoduding dealer statutes and licensing laws. @Bann regulations or the imposition
of additional regulations may have a material as@&ffect on the Company’s business and resutiperfations.

Our motorcycle products use internal combustiorireagy These motorcycle products are subject tatsty and regulatory
requirements governing emissions and noise, inctudiandards imposed by the EPA, state regulageyaes, such as CARB, and
other regulatory agencies around the world. Wel@ subject to statutory and regulatory requirgsigoverning emissions and
noise in the conduct of our manufacturing operatioAny significant change to the regulatory reguients governing emissions and
noise may substantially increase the cost of manurfi]ag our products. Further, in response to eome about global climate
changes, we may face greater regulatory or custpnessure to develop products that generate lessiems. This may require us
spend additional funds on research, product dewadop, implementation costs and subject us to 8iethiat our competitors may
respond to these pressures in a manner that digeesa competitive advantage.

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 Bankar@es in regulations or the imposition of additimegulations may 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 may suthije Company to liability and adversely affea thompany’s reputation.

In addition, the Company is also subject to poti@ad actions of the New York Stock Exchange (“NY)SBany major
competitors of the Company are not subject to ¢lagirements of the SEC or the NYSE rules. As dltethe Company may be
required to disclose certain information that maythe Company at a competitive disadvantage toriteipal competitors.

Breaches of security involving consumers’ personaata may adversely affect the Company’s reputatiorrevenue and
earnings. The Company receives and stores personal infemat connection with its financial services opeamas, the Harley
Owners Group and other aspects of its businessadBrof the systems on which sensitive consumerrrgtion is stored or other
unauthorized release of consumer information mageely affect the Company’s reputation and leadlaons 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 short term and longite
credit ratings. The Company currently has straeglit ratings; however, in November 2007 Standarféa®r’'s Ratings Services
lowered the Company’s long term corporate credihgs. If the Company’s credit ratings are dowidga further, its cost of
borrowing may be adversely affected resulting oueed earnings and interest margins.

The Company'’s financial services operations rely oexternal sources to finance a significant portiornf its operations.
Liquidity is essential to the Company'’s financiahsces business. The financial services businesslra negatively affected by an
inability to raise funding in the long-term or stterm debt capital markets or the equity capitatkets. Factors that it cannot
control, such as disruption of the financial maskat negative views about the financial servicésigtry in general, may impair our
ability to raise funding.

The Company'’s financial services operations are exjged to credit risk on its retail and wholesale ragivables. Credit risk is
the risk of loss arising from a failure by a cusésrto meet the terms of any contract with the CamgpaCredit losses are influenced
by general business and economic conditions, dsaswe&lontract terms, customer credit profiles dredrtew and used motorcycle
market. Negative changes in general
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business, economic or market factors may advensgdgct the Company’s credit losses and future agmi Credit exposure is
significantly sensitive to any decline in new arsgd motorcycle prices. In addition, the frequesichpsses may be negatively
influenced by adverse changes in macro-economtoriacsuch as unemployment rates and bankrupiongsil

« The Company is exposed to market risk from changeas 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 ratgénderest rate risks. There can be no assuthatén the future the Company
will successfully manage these risks.

The Company disclaims any obligation to updateghrisk Factors or any other forward-looking statets.e The Company assumes no
obligation (and specifically disclaims any suchightion) to update these Risk Factors or any ditrevard-looking statements to reflect
actual results, changes in assumptions or othésriaffecting such forward-looking statements.

Iltem 1B. Unresolved Staff Comments

None.
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Item 2. Properties

The following is a summary of the principal opemgtproperties of the Company as of December 317:200

Motorcycles and Related Products Segment

Approximate

Type of Facility Location Square Feet Status
Corporate Office Milwaukee, WI 515,00 Owned

Warehoust Milwaukee, WI 24,00 Lease expiring 200
Airplane hanga Milwaukee, WI 14,60 Owned
Manufacturing Wauwatosa, W 430,00 Owned

Product Development Cent Wauwatosa, W 409,00 Owned

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

Product Development and Offi East Troy, WI 58,99( Lease expiring 201
Manufacturing East Troy, WI 40,00( Lease expiring 201
Manufacturing Tomahawk, WI 211,00 Owned

Office Ann Arbor, Ml 3,40C Lease expiring 200
Office Cleveland, OF 23,00 Lease expiring 201
Manufacturing and Materials Velocity Cen Kansas City, MC 450,00 Owned

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

Motorcycle Testing Talladega, AL 35,000 Lease expiring 200
Motorcycle Testing Naples, FL 82,00 Owned

Motorcycle Testing Mesa, AZ 29,00( Lease expiring 200
Office and Training Facilit Monterrey, Mexicc 1,10C Lease expiring 200
Office Morfelder-Waldorf, German) 22,000 Lease expiring 200
Office and Warehous Oxford, Englanc 21,00 Lease expiring 201
Office Liederdorp, The Netherlan: 9,00C Lease expiring 201
Office Creteil, France 8,45( Lease expiring 201
Office and Warehous Arese, Italy 17,00 Lease expiring 200
Office Zurich, Switzerlanc 2,00C Lease expiring 200
Office Sant Cugat, Spai 3,40C Lease expiring 201
Warehoust Yokohama, Japa 15,00( Lease expiring 200
Office Tokyo, Japal 14,00( Lease expiring 200
Manufacturing Adelaide, Australie 485,00( Lease expiring 201
Office Sydney, Australi 1,10C Lease expiring 201
Office Shanghai, Chin 1,70C Lease expiring 200
Manufacturing and Offic: Manaus, Brazi 30,00( Lease expiring 200

The Company has eight facilities that perform mantufring operations: Wauwatosa and Menomonee Rals;onsin (motorcycle
powertrain production); Tomahawk, Wisconsin (fidasg/plastic parts production and painting); Y@&knnsylvania (motorcycle parts

fabrication, painting and Softéfland touring model assembly); Kansas City, Miss@mntorcycle parts fabrication, painting and Dynadé)

Sportste® and VRSC™ assembly); East Troy, Wisconsin (Bfietiotorcycle assembly); Manaus, Brazil (assemblyetéct models for
Brazilian market); and Adelaide, Australia (motarieywheel production).
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Financial Services Segment

Approximate

Type of Facility Location Square Feel Status
Office Chicago, IL 26,000 Lease expiring 202
Office Plano, TX 61,50 Lease expiring 201
Office Carson City, NV 100,00( 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 headquarte®gno, Texas (wholesale, insurance and
retail operations); Carson City, Nevada (retail arslirance operations); and Oxford, England (Ewsapeholesale operations). Effective
January 1, 2008, the European wholesale operatiens transferred to Harley-Davidson Europe Ltdubsidiary of the Motor Company.
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Item 3. Legal Proceedings

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 amealyases and considers the likelihood of advadggjents 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 PIfigitCounsel. Pursuant to the schedule set bythst,

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 areent or former Company officers, as defendaiitse Consolidated Complaint alleges
securities law violations and seeks unspecifiedatgas relating generally to the Company’s April 2@)5 announcement that it was reducing
short-term production growth and planned increa$@sotorcycle shipments from 317,000 units in 20604 new 2005 target of 329,000 units
(compared to its original target of 339,000 unit®n December 18, 2006, the defendants filed aanat dismiss the Consolidated Compl:

in its entirety. Briefing of the motion to dismigss 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 ¥alhg 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 bredc¢heir fiduciary duties to the Company. On Febyuis4, 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 adbestayed until after motions to dismiss the fabeecurities class action are decided. On
February 15, 2006, the federal court consolidatedaderal derivative lawsuits with the securifiesl ERISA (see below) actions for
administrative purposes. On February 1, 2007fatieral court appointed Lead Plaintiff and Co-L&3alntiffs’ Counsel in the consolidated
federal derivative action.

On August 25, 2005, a class action lawsuit allegintations of the Employee Retirement Income Siggutct (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 sdimgriactions for administrative purposes. Purst@ttie schedule set by the court, on
October 2, 2006, the ERISA plaintiff filed an AmeadClass Action Complaint, which named the Comp#myHarley-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 cuaefutrmer Company officers or employees, as defetsdaln general, the ERISA complaint
includes factual allegations similar to those ia #hareholder class action lawsuits and allegdsbalf of participants in certain Harley-
Davidson retirement savings plans that the plancities breached their ERISA fiduciary duties. @atember 18, 2006, the defendants
a motion to dismiss the ERISA complaint in its estii. Briefing of the motion to dismiss was contetein April 2007.

The Company believes the allegations against ah@flefendants in the lawsuits against the Compasyvithout merit and it intends to
vigorously defend against them. Since all of thesdters are in the preliminary stages, the Comjmuapable to predict the scope or outct
or quantify their eventual impact, if any, on the
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Company. At this time, the Company is also unéblestimate associated expenses or possible lo$besCompany maintains insurance
may limit its financial exposure for defense castd liability for an unfavorable outcome, shoulddt prevail, for claims covered by the
insurance 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 thratdy-Davidson breached fiduciary duties and mattefand fraudulent representations
and warranties to its customers that it would kempfidential and safeguard and protect the persmrstbmer information in its possession.
The complaint seeks unspecified damages. On Fghb23a2007, this matter was removed to the Un8tates District Court Southern
District of New York. On April 5, 2007, the Compafiled a motion to dismiss the complaint. Brigfiis completed on the motion to dismiss
and the parties are awaiting a ruling. The Compaieves the allegations in the lawsuit are withoerit and it intends to vigorously defend
against them.

Cam Bearing Lawsuit:

In January 2001, on its own initiative, the Compantified owners that it was extending the warramyrear cam bearings to 5 years or
50,000 miles on certain 1999 and early-2000 HaBlayidson motorcycles equipped with Twin Cam®#&nd Twin Cam 88BM engines.
Subsequently, on June 28, 2001, a putative natimwelass action was filed against the Companyaite stourt in Milwaukee County,
Wisconsin, which was amended by a complaint filegt€mber 28, 2001, alleging that this cam beariag defective, asserting various legal
theories, and seeking unspecified damages fortaffemnvners. After the Wisconsin court granted@oeenpany’s motion to dismiss those
claims, the same attorneys filed a second puta@ti@nwide class action against the Company ire statirt in Milwaukee County, Wisconsin
related to the same issues. Again, the Wiscormirnt granted the Company’s motion and dismissediailins in their entirety. On April 12,
2004, the same attorneys filed a third action endtate court in Milwaukee County, Wisconsin ondiedf the same plaintiffs. This third
action was likewise dismissed by the court on 26ly2004. After subsequent appeals to the Wisnddeurt of Appeals and the Wisconsin
Supreme Court, on July 12, 2007, the Wisconsin &uaprCourt issued a final decision in the Compafayvsr upholding the dismissal of all
claims against the Company. Then, on SeptembetQl7, the Company received a claim letter from afithe same attorneys involved in
the Wisconsin actions. This letter relates todduime issues as the previously dismissed Wisconsiona, but alleges claims under California
law on behalf of California owners exclusively. ef@ompany believes that these California claimk faerit as they are premised on the
same legal theories that were presented in prelyidismissed Wisconsin actions.

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 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 enteredargettlement agreement (the Agreement)
with the Navy. The Agreement calls for the Navy éme Company to contribute amounts into a trusaktp 53% and 47%, respectively, of
future costs associated with environmental invesitigp and remediation activities at the York fagilResponse Costs). The trust administers
the payment of the Response Costs incurred at dhle fécility 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
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designated as the first site in Pennsylvania tadsressed under the “One Cleanup Program.” Thgrgmoprovides a more streamlined and
efficient oversight of voluntary remediation by hdRADEP and EPA and will be carried out consistetti the Agreement with the Navy. |
a result, the RCRA facility lead agreement has lsegrerseded.

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.®7million. The Company has established resereethfs amount, which are included in
Accrued Liabilities in the Consolidated Balance &ke

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 Comptagyactual costs incurred to date and the estinwtsid to complete the necessary
investigation and remediation activities. Respdbests related to the remediation of soil are etqueto 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
December 2008, for certain claims related to emwitental contamination present at the date of sal¢p $20.0 million. Based on the
environmental studies performed, the Company doesxpect to incur any material expenditures utlklisrindemnification.

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 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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Item 4. Submission of Matters to a Vote of Security Holders

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

Pursuant to General Instruction G(3) of Form 1GH¢€, following list of executive officers of the Cpamny as of December 31, 2007 is
included as an unnumbered Item in Part | of thi®rein lieu of being included in the Company’s Br&tatement for the annual meeting of
its shareholders to be held on April 26, 2008.

Executive Officers of the Registrant

The following sets forth, as of December 31, 208&,name, age and business experience for thiagtears for each of the executive
officers of Harley-Davidson, Inc. Executive offiseare defined by the Company as executives teanambers of the Compasyeadershi
and Strategy Council (LSC). The LSC, which is coisgdl of selected members of senior managementJesiaus areas within the
Company, makes high-level resource decisions, dpsglolicies, and acts as an advisory group t€tiief Executive Officer. Effective
January 1, 2008, the LSC is comprised of the Peasidnd Chief Executive Officer, Executive Vice $tdents, Senior Vice Presidents, the
President and Chief Operating Officer of Harley-@laen Motor Company, the President and Chief Opegadfficer of Buell Motorcycle
Company and the President of Harley-Davidson Fiiduservices.

Executive Officers

Name Age
Thomas E. Bergmar 41
Executive Vice President and Chief Financial Offi

Rodney J. Cope 41
Vice President, Asia Pacif- Harley-Davidson Motor Compan

William B. Danneh! 49
Executive Vice President and Chief OrganizatiorralnEformation Office

Karl M. Eberle 59
Senior Vice President, Manufacturi— Harley-Davidson Motor Compan

Jon R. Flickinge 50
President and Chief Operating Offi— Buell Motorcycle Compan

Ronald M. Hutchinsol 60
Senior Vice President, Product Developnm— Harley-Davidson Motor Compan

Matthew S. Levaticl 42
Vice President, Parts & Accessor— Harley-Davidson Motor Compan

Gail A. Lione 58
Executive Vice President, General Counsel and &agrand Chief Compliance Offic

James A. McCasli 59
President and Chief Operating Offi— Harley-Davidson Motor Compan

Saiyid T. Naqvi 58
Presiden— Harley-Davidson Financial Servict

Mark-Hans Riche 41
Senior Vice President and Chief Marketing Offi— Harley-Davidson Motor Compan
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Harold A. Scot! 59
Vice President, Human Resour— Harley-Davidson Motor Compan

W. Kenneth Sutton, J 59
Vice President, Engineerir— Harley-Davidson Motor Compan

James L. Zieme 57
President and Chief Executive Officer and Direl

Except for the following persons, all such exearitdificers have been employed by the Company iexacutive officer capacity, as defined
above, for more than five years: Thomas E. BergmRodney J. Copes, William B. Dannehl, Karl M. HegMatthew S. Levatich, Saiyid T.
Nagqgvi, Marl-Hans Richer, Harold A. Scott and Kenneth Suttdhe following is additional biographical informatidor at least the last five
years relating to these nine executive offic

Mr. Bergmann has served as the Executive Vice @asiand Chief Financial Officer since November2@6d joined the Company in

March 2006 as Vice President and Chief Financiéic®f. Prior to joining the Company, Mr. Bergmamiost recently served as Interim Ct
Executive Officer of USF Corporation (“USF"), a $aillion transportation and logistics company asifion he held from November 2004 to
June 2005. USF was publicly traded until it wasuaregl by YRC Worldwide Inc. in May 2005. Priorttzat, Mr. Bergmann served as
Executive Vice President of USF from August 200Nttvember 2004 and Senior Vice President and Ghiefncial Officer of USF from
February 2004 to August 2004. Prior to joining USH. Bergmann served as Vice President Financervi&s of Sears, Roebuck and Co., a
retailer, from February 2003 to November 2003 asfiae President and Controller of Sears, RoebuckCo. from January 2002 to
February 2003.

Mr. Copes has served as Vice President, Asia Ratifce November 2007. From September 2004 th@agbber 2007, Mr. Copes served as
the Vice President and General Manager, Power@agrations. Previously, Mr. Copes was the Gendealager of the Motor Company’s
Tomahawk Operations from 2002 to 2004.

Mr. Dannehl has served as the Executive Vice PeasicChief Organizational Transformation Officarcg December 2007. From
August 2004 through November 2007, Mr. Dannehlegas Vice President — North American Sales andeD&arvices. From August 2002
through July 2004, Mr. Dannehl served as Vice Bt of Strategic Planning and New Business Devadoyt.

Mr. Eberle has served as the Senior Vice Presifdidamufacturing of the Motor Company since Noveni2@®7. From 1997 through
October 2007, Mr. Eberle served as Vice PresideditGeneral Manager of the Motor Company’s Kans&g \Gehicle and Powertrain
Operations.

Mr. Levatich has served as Vice President and GéiManager of Parts & Accessories and Custom Vel@igerations of the Motor
Company since November 2007. From October 20@81gir October 2007, Mr. Levatich served as Vice iBeed of Materials Management
of the Motor Company. From April 2003 through Sapber 2003, he served as Director of Developmerttasing. Mr. Levatich has
worked in a series of other management roles $aicing the Motor Company in 1994,

Mr. Nagvi has served as the President of HDFS dimtuary 2007. From January 2005 to December,2@96erved as President and Chief
Executive Officer of DeepGreen Financial, Inc.,catine home equity lender. From November 2002l datiuary 2005 he served as
Chairman and Chief Executive Officer of Setara @oafion, a consulting firm specializing in busingsscess outsourcing for financial
services companies.

Mr. Richer has served as the Company’s Senior Fresident and Chief Marketing Officer since Noverm@07. Prior thereto, Mr. Richer
served as the Company'’s Vice President and Chiekdimg Officer since July 2007. Prior to joinitige Company, Mr. Richer served as the
Director of Marketing at General Motors Corp., aiaanobile manufacturer, from March 1998 though R097.

Mr. Scott has served as the Vice President, Hunemo&ces of the Motor Company since 2000.
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Mr. Sutton became the Vice President, Engineeringhe Motor Company in 2002. From 2000 to 2002, $utton served as Vice President,
Continuous Improvement for the Motor Company.
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securities

Harley-Davidson, Inc. common stock is traded onNlegv York Stock Exchange, Inc. The high and lowkeaprices for the common stock,
reported as New York Stock Exchange, Inc. Compdsi#msactions, were as follows:

2007 Low High 2006 Low High

First quartel $ 57.91 $ 74.0% First quartel $ 478t $ 54.9:
Second quarte 58.72 66.0( Second quarte 47.8¢ 53.9¢
Third quartel 45.92 63.3¢ Third quartel 50.7¢ 62.3:
Fourth quarte 44.3i 51.7¢ Fourth quarte 61.52 75.81

The Company paid the following dividends per share:

2007 2006 2005
First quarter $ 021 % 0.1¢ $ 0.12¢
Second quarte 0.2t 0.21 0.16(
Third quartel 0.3C 0.21 0.16(
Fourth quarter 0.3C 0.21 0.18(
$ 1.0€ $ 0.81 $ 0.62°¢

As of February 18, 2008 there were 90,748 shareslof 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
2007:

Total Number of Shares Maximum Number of
Purchased as Part of Shares that May Be
2007 Total Number of Average Price Publicly Announced Purchased Under the
Fiscal Month Shares Purchaset Paid per Share Plans or Programs Plans or Programs
October 1 tc
November ¢ 74 % 45 0 10,547,93
November 5 tc
December : 3,150,000 $ 49 3,150,001 7,398,13
December 3 ti
December 3: 0 0 0 27,400,09
Total 3,150,07. $ 49 3,150,001

The Company has an authorization (originally adojmeDecember 1997) by its Board of Directors fourehase shares of its outstanding
common stock under which the cumulative numbemhafes repurchased, at the time of any repurchhal rot exceed the sum of (1) the
number of shares issued in connection with theatseof stock options occurring on or after Jandar®004 plus (2) one percent of the
issued and outstanding common stock of the Companjanuary 1 of the current year, adjusted forsaogk split. The Company did not
repurchase shares under this authorization duhiedaurth quarter ended December 31, 2007.
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In April 2005, the Company’s Board of Directors aggiely authorized the Company to buy back up t6 gdllion shares of its common
stock with no dollar limit or expiration date. Dg 2007, 2.8 million shares were repurchased uttdeauthorization. No shares remain
under this authorization as of December 31, 2007.

In October 2006, the Company’s Board of Direct@gasately authorized the Company to buy back #9160 million shares of its common
stock with no dollar limit or expiration date. Dug 2007, 16.9 million shares were repurchased wtide authorization, of which 3.2 million
were repurchased during the fourth quarter of 2088 of December 31, 2007, 3.1 million shares re@@iunder this authorization.

In December 2007, the Company’s Board of Direcsegarately authorized the Company to buy back @010 million shares of its common
stock with no dollar limit or expiration date. Sbares had been repurchased under this authonizstiof December 31, 2007.

The Harleybavidson, Inc. 2004 Incentive Stock Plan (exhiit17) permits participants to satisfy all or a jmrtof the statutory federal, st
and local withholding tax obligations arising inncection with plan awards by electing to (a) hdhe@@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 aldhhDuring the fourth quarter of 2007, the Compacquired 74 shares of common stock
that employees presented to the Company to satififfnolding taxes in connection with the vestingeétricted stock awards.

Item 12 of this Annual Report on Form 10-K contadestain information relating to the Company’s égeiompensation plans.
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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 Securities Act of 1933 or the SemgiExchange Act of 1934, except to the
extent the Company specifically incorporates itéfgrence 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 tmapany. The Company has chosen to use the $tb&door’s 500 Index as the broad-
based index and the Standard & Poor’s MidCap 48@xras a more specific comparison. The StanddPdér’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. The graph assumesiartieg investment of $100 on December 31, 2002thatall dividends are reinvested.

$25D —l— Harley- Dawldron, e
—— TEF MG ap 400

$150 W

$100
$50
$|:| T T T T
2002 2003 2004 2005 2006 2007
2002 2003 2004 2005 2006 2007
6) ($) ($) ($) $) $)
Harley-Davidson, Inc 100 103 133 114 158 107
Standard & Pocs MidCap 400 Inde 100 136 158 178 196 213
Standard & Pocs 500 Inde» 100 129 143 150 173 183
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Item 6. Selected Financial Data

(In thousands, except per share amounts)

Income statement data:

Net revenue¢
Cost of goods sold
Gross profit

Financial services income
Financial services expense

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

Weighted-average common shares:
Basic
Diluted
Earnings per common share:
Basic
Diluted

Dividends paid per common share

Balance sheet data:
Working capital
Finance receivables held for sale
Finance receivables held for investment, net
Total assets
Current finance debt
Long-term finance debt
Total finance debt
Shareholders’ equity

20071 @) 20061 (@) 20051 2004 2003
$ 5726,84i $ 5,800,680 $ 5,342,21- $ 5,015,190 $ 4,624,27.
3,612,74i 3,567,83! 3,301,71! 3,115,65! 2,958,70i
2,114,101 2,232,84 2,040,49! 1,899,53! 1,665,56!
416,19¢ 384,89: 331,61¢ 305,26: 279,45¢
204,02 174,16° 139,99¢ 116,66: 111,58¢
212,16¢ 210,72 191,62( 188,60( 167,87
900,70¢ 846,41¢ 767,15 731,75( 690,49:
1,425,56. 1,597,15. 1,464,96. 1,356,38! 1,142,94
22,25¢ 27,08 22,79 23,10: 23,08¢
1,447,81 1,624,241 1,487,75! 1,379,48! 1,166,03!
513,97¢ 581,08 528,15! 489,72( 405,10°
$ 933,84: $ 1,043,15. $ 959,60: $ 889,76t $ 760,92¢
249,20: 264,45; 280,30 295,00¢ 302,27:
249,88: 265,27 281,03! 296,85: 304,47(
$ 378 $ 394 $ 34z $ 3.0z $ 2.52
$ 3.74 $ 39 $ 341 $ 3.0C $ 2.5C
$ 1.06C $ 0.81C $ 0.62t $ 0.40t $ 0.19¢
$ 1562231 $ 1,954,950 $ 2,272,12' $ 2,510,490 $ 2,087,05
781,28( 547,10¢ 299,37 456,51¢ 347,11.
2,420,322 2,280,21 1,943,22. 1,655,78. 1,390,73
5,656,601 5,532,15I 5,255,20! 5,483,29: 4,923,08!
1,119,95! 832,49: 204,97 495,44 324,30!
980,00( 870,00( 1,000,00:t 800,00( 670,00(
2,099,95! 1,702,49 1,204,97. 1,295,44. 994,30!
2,375,49 2,756,73 3,083,60! 3,218,47. 2,957,69:

(1) 2007, 2006 and 2005 results include the adopifdStatement of Financial Accounting StandardsAS) No. 123(R), “Share-Based

Payment” effective January 1, 2005. See Note 8atédlto the Consolidated Financial Statementsufithér discussion.

(2) 2007 and 2006 results include the adoptionFAS No. 158, “Employers’ Accounting for Defined B#it Pension and Other
Postretirement Plans” as of December 31, 2006 N®&ée 6 of Notes to the Consolidated Financial $tatats for further discussion.
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Item 7. Managements Discussion and Analysis of Financial Condition ahResults of Operations

Harley-Davidson, Inc. is the parent company forghaup of companies doing business as Harley-Damidi4otor Company (HDMC), Buell
Motorcycle Company (Buell) and Harley-Davidson Fiaial Services (HDFS). Harley-Davidson Motor Companoduces heavyweight
motorcycles and offers a line of motorcycle paats;essories, general merchandise and related eseritDMC manufactures five families of
motorcycles: Touring, Dyna™, Softéil, Sportste® and VRSC™. Buell produces premium sport perforreanotorcycles and offers a line
of motorcycle parts, accessories, and apparel. $Hp®vides wholesale and retail financing and iasce programs primarily to Harley-
Davidson/Buell dealers and customers.

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

Overview and Outlook ()

The Company’s net revenue for 2007 was $5.73 hillaodecrease of 1.3% compared to 2006 driven58% decrease in wholesale
shipments of Harley-Davidsdhmotorcycles from last year. Net income and dilitachings per share for 2007 were down 10.5% &8t 4.
respectively, compared to 2006. The decreasdutedi earnings per share resulting from lower nevime during 2007 was partially offset
the positive impact of fewer weighted-average shargstanding when compared to last year. Diluteidhted-average shares outstanding
were 15.4 million lower in 2007 compared to 200@narily due to the Compang’repurchases of common stock occurring over 2@iting
2007, the Company repurchased 20.4 million sharés common stock at a cost of $1.15 billion.

The Company’s 2007 financial results were negatiirapacted by a decrease in Harley-Davidson motdecghipments from 2006. During
the first quarter of 2007, the Company lost fouekseof production as a result of a strike at itsky ®ennsylvania assembly facility and
related interruptions at its other manufacturingakions. Additionally, in early September 200 €@ompany announced that it planned to
reduce Harley-Davidson motorcycle shipments forithkance of 2007 due to a sharp decrease in U&H. sales of Harley-Davidson
motorcycles during August and unfavorable econaroiditions in the U.S. The Company believes thatdonsumer confidence and
persistent housing and credit issues have resultadveak retail sales environment in the U.Snfi@jor discretionary purchases, including
Harley-Davidson motorcycles.

During the fourth quarter, worldwide retail salédHarley-Davidson motorcycles finished down 6.1%nfrthe fourth quarter of 2006. During
the fourth quarter, U.S. retail sales of Harley-ldawn motorcycles continued to decrease, finiskfegquarter down 14.2% compared to the
fourth quarter of 2006. The decrease in U.S.Iretdés was partially offset by increases in then@any’s international markets where retail
sales of Harley-Davidson motorcycles increased%7ddring the fourth quarter of 2007 compared toftheth quarter of 2006.

On an annual basis, 2007 worldwide retail salddarfey-Davidson motorcycles decreased 1.8% compar2d06. The worldwide decrease
in retail sales was driven primarily by a 6.2% @ece in Harley-Davidson dealer retail sales intl& International retail sales of Harley-
Davidson motorcycles finished 2007 up 13.7% ové&20

(1) Note Regarding Forward-Looking Statements
The Company intends that certain matters discuisstis report are “forward-looking statements’entled to qualify for the safe harbor
from liability established by the Private Secustlgtigation Reform Act of 1995. These forwardirg statements can generally be
identified as such by reference to this footnotbegause the context of the statement will inclwdeds such as the Company “believes,”
“anticipates,” “expects,” “plans,” or “estimatest words of similar meaning. Similarly, statemethtat describe future plans, objectives,
outlooks, targets, guidance or goals are also fiahh@oking statements. Such forward-looking staata are subject to certain risks and
uncertainties that could cause actual resultsfterdnaterially from those anticipated as of théedaf this report. Certain of such risks
and uncertainties are described in close proxitoitguch statements or elsewhere in this repoidimeg under the caption “Risk Factors”
in Item 1A and under “Cautionary Statements” inmté of this report . Shareholders, potential inmess and other readers are urged to
consider these factors in evaluating the forwankilog statements and cautioned not to place unglisce on such forward-looking
statements. The forwartboking statements included in this report are mag as of the date of the filing of this repdfepruary 22,
2008), and the Company disclaims any obligatioputblicly update such forward-looking statementeeftect subsequent events or
circumstances.
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For 2008, the Company plans to ship fewer Harleyifsn motorcycles to its dealers than it expdstsvbridwide dealer network to sell.
The Company also expects moderate revenue groovtier loperating margin, and diluted earnings peresbeowth rate of 4% to 7%
compared to 2007. For the first quarter of 2088,Eompany expects wholesale shipments of Harlageldan motorcycles to be between
68,000 and 72,000 units, which compares to 67, % in the first quarter of 2007.

Going forward, the Company will continue to man#gebusiness to generate long-term sustainablelsblaier value while protecting the
brand. The Company expects the U.S. economy tontento be very challenging in 2008. The Compaiil/alosely monitor the worldwide
retail environment and regularly assess its whtdestaipment plans throughout the year.

As the Company executes its plans, the Compang\asiits business model will continue to generash cpermitting it to invest in the
business, fund future growth opportunities andrret@lue to shareholders. The Compamgxpected annual capital expenditures are pro
under “Liquidity and Capital Resources.”
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Results of Operations 2007 Compared to 2006

Overall

Net revenue for 2007 totaled $5.73 billion, a $78iBion or 1.3% decrease from the prior year. Mebme was $933.8 million, a decreas
$109.3 million, or 10.5%. Diluted earnings perrghaere $3.74, a decrease of $0.19, or 4.8%. @&llearnings per share during 2007 were
positively impacted by a decrease in the weighteztage shares outstanding, which were 249.9 miltid2007 compared to 265.3 million in
2006. The decrease in weighted-average sharesditsg was driven by the Compasyepurchases of 20.4 million shares of commorks
during 2007. The Company’s share repurchasesiscassed in further detail under “Liquidity and @apResources.”

The Company paid dividends in 2007 of $.21 peresiaMarch, $.25 per share in June and $.30 inedeper and December. The aggregate
annual dividend paid in 2007 was $1.06 per shaB®,8% increase over the aggregate annual divide$a.81 per share in 2006.

Motorcycle Unit Shipments and Net Revenue

The following table includes wholesale motorcyctét shipments and net revenue for the Motorcyctegreent (dollars in millions):

(Decrease) %

2007 2006 Increase Change
Motorcycle Unit Shipments
United State: 241,53¢ 273,21. (31,679 (11.6%
International 89,08( 75,98¢ 13,09¢ 17.2
Harley-Davidson motorcycle units 330,61¢ 349,19t (18,577 (5.3
Touring motorcycle unit 114,07¢ 123,44 (9,36¢) (7.€)
Custom motorcycle units 144,50° 161,19! (16,689 (10.9
Sportster motorcycle units 72,03¢ 64,55’ 7,47¢ 11.€
Harley-Davidson motorcycle units 330,61¢ 349,19¢ (18,577 (5.3
Buell motorcycle units 11,51¢ 12,46( (949 (7.€)%
Net Revenue
Harley-Davidson motorcycle $ 4,446.¢ $ 4553.¢ $ (107.0 (2.9%
Buell motorcycles 100.t 102.2 1.7 @.7)
Total motorcycles 4,547 4,655.¢ (108.7) (2.9
Parts & Accessorie 868.% 862.: 6.C 0.7
General Merchandis 305.4 277.5 27.¢ 10.1
Other 6.C 5.1 0.6 N/M
Net revenue $ 5,726.8 $ 5,800.0 $ (73.9) (1.39%

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

During 2007, the financial results of the Motor@/skegment were negatively impacted by a declinehinlesale shipments of Harley-
Davidson motorcycle units. This decrease was drivea 31,673 unit reduction in shipments to U&alers that were partially offset by a
13,096 unit increase in shipments outside the Uh&rnational shipments represented 26.9% of tétaley-Davidson wholesale shipments
for 2007, compared to 21.8% for 2006. The incréaseternational shipments is consistent with @@mpany’s expectation that the
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international shipment growth rate will outpace thenestic shipment growth raf®.

Motorcycles segment net revenue declined $73.9amjlbr 1.3%. Net revenue was approximately $28liom lower due to an overall
decrease in sales volumes from the prior year. IGluer volumes were primarily driven by the 5.3%dmse in Harley-Davidson motorcycle
unit shipments partially offset by higher saleswnoés for General Merchandise. Net revenue wasnagatively impacted during 2007 by
higher sales incentive costs.

These decreases were partially offset by highezmee from wholesale price increases on Harley-Bawidnotorcycles of approximately $60
million, favorability resulting from changes in fagn currency exchange rates of approximately $8m(driven primarily by the
strengthening of the Euro against the U.S. dollaind) 2007) and changes to product mix which resiilh higher revenue of approximately
$16 million.

During 2007, the higher revenue resulting from denin product mix was due primarily to mix chanties occurred within the motorcycle
families and by the sale of higher priced #0&nniversary models beginning in the second ha#@37. The positive revenue impact that
resulted from mix changes within motorcycle fansligas partially offset by lower revenue resultirgr changes in mix between motorcycle
families.

During 2007, shipments of Touring models made up%dof total shipments compared to 35.4% for 20Q6éditionally, 2007 shipments of
Custom motorcycles made up 43.7% of total shipmemrspared to 46.2% for 2006, while Sportster metigments increased to 21.8% of
total shipments from 18.5% in 2006.

Harley-Davidson Motorcycle Retail Sales
The Company sells its motorcycles at wholesalemtmdependent network of distributors and dealdrs im turn sell the Company’s products
at retail. Worldwide retail sales of Harl®avidson motorcycles decreased 1.8% during 20@fivelto the same period last year. Retail
of Harley-Davidson motorcycles decreased 6.2% éndhited States while growing 13.7% internationalisiuding a 15.0% increase in
Europe. On an industry-wide basis in 2007, the/ywaight (651+cc) portion of the market was dow@%.in the United States while
growing 5.4% in Europe when compared to 2006.

The following table includes retail unit sales aiféy-Davidson motorcycles (units in thousands):

Harley-Davidson Motorcycle Retail Sale$?®)

Heavyweight (651+cc)
%
2007 2006 Change
United State! 251.¢ 268.4 (6.2%
Europe® 38.¢ 33.¢ 15.C
Japar 13.¢ 13.2 3.€
Canade 14.¢ 13.t 9.4
All other markets 18.t 15.C 23.7
Total Retail Sales 337.¢ 344.( (1.9%

(a) Data source for retail sales figures shown alissales warranty and registration informaticovjzted by Harley-Davidson dealers and
compiled by the Company. The Company must relinfarmation that its dealers supply concerningits@es and this information is
subject to revision. Only Harley-Davidson motoregcare included in the Harley-Davidson MotorcyRkgtail Sales data.

(b) Europe data includes Austria, Belgium, Denmé&ikland, France, Germany, Greece, Italy, NethedaNorway, Portugal, Spain, Swed
Switzerland and the United Kingdom.
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The following table includes industry retail motgete registration data (units in thousands):

%
2007 2006 Change

United State$) 516.1 543.C (5.0%
Europe®) 403.( 376.¢ 7.0%

(@) U.S. industry data includes 651+cc models éerfvom submission of motorcycle retail sales byhemajor manufacturer to an
independent third party.

(b) Europe data includes Austria, Belgium, Denmé&ikland, France, Germany, Greece, Italy, Nethedahorway, Portugal, Spain, Swed
Switzerland and the United Kingdom. Industry fletadtorcycle registration data includes 651+cc ni®derived from information
provided by Giral S.A., an independent agency.

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

Cost of Goods Sold

Cost of goods sold was $3.61 billion for the Motmles segment during 2007, an increase of $44 l@milor 1.3% versus 2006. During
2007, cost of goods sold was higher due to an @&s&@ manufacturing cost per unit, foreign currdasges and changes in product mix.
These increases in cost were partially offset dg@ease in cost resulting from the lower shipmehimes in 2007.

Cost of goods sold increased by approximately $ai8on due to a higher average manufacturing pestunit driven by increases in both
material and conversion costs. The higher avemsagferial cost per unit was driven by higher rawenrat surcharges of approximately $31
million and increased product content. The incedasconversion cost per unit was driven by highexd costs per unit resulting from the
allocation of these costs to fewer units in 200d atiher manufacturing inefficiencies experiencedrdpu2007 including those associated with
the 2008 new model year launch and the York, Pdwaisia assembly plant strike during February 20D1ring 2007, cost of goods sold w
also higher by approximately $44 million resultiingm changes in foreign currency exchange ratesappdoximately $4 million related to
changes in product mix.

The decrease in cost of goods sold during 2007tiegdrom lower shipments, partially offsettingetincreased costs described above, was
approximately $126 million.

Gross Profit

Gross profit was $2.11 billion for the Motorcyclesgment during 2007, a decrease of $118.7 millidh3% compared to 2006. Gross profit
margin for 2007 was 36.9% compared to 38.5% dw2b@E. The Company’s gross margin was negativepacted during 2007 by a higher
manufacturing cost per unit and higher sales ineemsts partially offset by the favorable impathigher wholesale prices, changes
resulting from foreign currency exchange rates@rahges to product mix. The factors impactingctenge in gross margin are detailed
under “Motorcycle Unit Shipments and Net Revenuad &Cost of Goods Sold” above.
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Financial Services

The following table includes the condensed statesneioperations for the Financial Services segriamnillions):

Increase

2007 2006 (Decrease) % Change
Interest incom $ 196.¢ $ 167t $ 29.: 17.5%
Income from securitizatior 97.€ 111.2 (13.6) (12.2)
Other income 121.¢ 106.2 15.¢ 14.7
Financial services income 416.2 384.¢ 31.: 8.1
Interest expens 81.t 59.¢ 21.7 36.2
Operating expenses 122.5 114. 8.1 7.1
Financial services expense 204.( 174.2 29.¢ 17.1
Operating income from financial services $ 212.; $ 2107 $ A5 0.7%

Interest income increased due to higher averagé agtd wholesale outstanding receivables. Theease in other income was primarily due
to higher credit card licensing income, securit@aservicing income and insurance commission ragerinterest expense was higher due to
increased borrowings to support growth in outstagdeceivables and higher borrowing rates.

Income from securitizations decreased as highengization gains were offset by a reduction iname from retained securitization intere:
During 2007, HDFS sold $2.53 billion in retail matgcle loans through securitization transactiorssiiteng in gains of $36.0 million. This
compares with gains of $32.3 million on $2.33 bitliof loans securitized during 2006. The 2007 gaia percentage of loans sold was 1.
as compared to 1.39% for 2006. Income on the tnverst in retained securitization interests decré&s&61.6 million from $78.9 million.
The reduction in income was due to higher thangmted credit losses used in the valuation of rethsecuritization interests as well as $9.9
million in write downs of certain retained secwdfion interests. The write downs, which occuirearch and December of 2007 and are
considered permanent impairments, result from &rden the fair value of certain retained secaation interest due to higher actual and
anticipated credit losses on those securitizatamtf@ios, partially offset by a slowing in actumhd expected prepayment speeds.

The capital markets, which HDFS relies on to fuiscobrtfolio growth, experienced significant voligyi over the later half of 2007. Currently
HDFS plans to securitize its retail motorcycle fadiv in 2008, but will continue to evaluate var®iunding alternatives, and will adjust as
necessary, based on market conditions. Until tineent capital market conditions normalize, gainsecuritization transactions in 2008, if
any, are expected to be lower than historical tes#l During February 2008, HDFS completed the saf5d0.0 million in retail motorcyc
loans through a securitization transaction resgliinan estimated loss of $4.1 million to $5.4 iill @ As part of the transaction, HDFS
retained $54.0 million of subordinated securities.

Annualized losses on HDFS’ managed retail motoej@ans totaled 1.91% in 2007 compared to 1.4192006. Managed retail loans
include loans held by HDFS as well as those safolifjh securitization transactions. The 30-day delémcy rate for managed retail
motorcycle loans at December 31, 2007 increasédl& from 5.18% at December 31, 2006. This irswéa losses is primarily due to an
increase in delinquent accounts resulting in adnighcidence of loss as well as continued pressnnealues for repossessed motorcycles. As
aresult, it is expected that HDFS will experiehigher credit losses as a percentage of managatmettorcycle loans in 2008 as compared

to 2007.V)
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Changes in the allowance for credit losses wefellsvs (in millions):

2007 2006

Balance, beginning of period $ 27.: % 26.2
Provision for finance credit losses 11.2 5.8
Charge-offs, net of recoveries (8.2 (4.9
Balance, end of period $ 30.2 $ 27.%

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 allowancediscauate to cover the losses of principal
and accrued interest in the existing portfolio.

Operating Expenses

The following table includes operating expensestierMotorcycles segment and Corporate (in milljons

Increase %
2007 2006 (Decrease) Change
Motorcycles and Related Produ
Selling & Administrative $ 692.6 $ 637.5 $ 55.2 8.7%
Engineering 190.€ 186.2 4.4 2.4
Corporate 17.2 22.7 (5.9 (23.5)
Total operating expenses $ 900.7 $ 846.. $ 54.: 6.4%

Total operating expenses were 15.7% and 14.6%tatrmenue for 2007 and 2006, respectively.

Selling and administrative expenses were highemdinearily to increased marketing costs and hightarnational operating costs in
connection with the Company’s growth in those merkembined with unfavorable changes in foreigmeney exchange rates. These cost
increases were partially offset by a decrease fieiese associated with the Company’s short-ternmth@ecompensation programs.

Investment Income, Net

Investment income, net in 2007 was $22.3 millimmpared to $27.1 million in 2006. Net investmemome decreased due primarily to
lower average short-term investment balances if7 2dten compared to 2006.

Provision for Income Taxes

The Company'’s effective income tax rate was 35.5%tngd 2007 compared to 35.8% in 2006. The decrsadee primarily to a higher
benefit from the domestic manufacturing deductiod slightly lower state income taxes in 2007.
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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 eome for 2006 was $1.04 billion,
increase of $83.5 million, or 8.7%. Diluted eagsmer share were $3.93, representing an incré&®52, or 15.2%. Diluted earnings per
share were positively impacted during 2006 by aekse in the weighted-average shares outstandiighwere 265.3 million in 2006
compared to 281.0 million in 2005. The decreaseeighted-average shares outstanding was due jiyrtathe Company’s share
repurchases. The Company repurchased 19.3 milliares of common stock during 2006.

The Company paid dividends in 2006 of $.18 peresiaMarch and $.21 per share in June, SeptemldeDanember. The aggregate annual
dividend paid in 2006 was $.81 per share, repreggnat29.6% increase over the aggregate annualetidi of $.625 per share in 2005.

Motorcycle Unit Shipments and Net Revenue

The following table includes wholesale motorcycteét shipments and net revenue for the Motorcyctegreent (dollars in millions):

Increase %

2006 2005 (Decrease) Change
Motorcycle Unit Shipments
United State: 273,21 266,50 6,70t 2.5%
International 75,98¢ 62,51( 13,47 21.€
Harley-Davidson motorcycle units 349,19t 329,01 20,17¢ 6.1
Touring motorcycle unit 123,44« 110,19¢ 13,25 12.C
Custom motorcycle units 161,19! 148,60 12,58¢ 8.5
Sportster motorcycle units 64,55’ 70,21* (5,65¢) (8.1
Harley-Davidson motorcycle units 349,19¢ 329,01 20,17¢ 6.1
Buell motorcycle units 12,46( 11,16¢ 1,29/ 11.€%
Net Revenue
Harley-Davidson motorcycle $ 4553.¢ $ 4,183' $ 370.1 8.8%
Buell motorcycles 102.2 93.1 9.1 9.8
Total motorcycles 4,655.¢ 4,276.¢ 379.2 8.¢
Parts & Accessorie 862.: 815.7 46.€ 5.7
General Merchandis 277.5 247.¢ 29.€ 12.C
Other 5.1 2.C 3.1 N/M
Net revenue $ 5,800.0 $ 5342.. $ 458k 8.6%

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

During 2006, the Company shipped 349,196 Harleyixmn motorcycles, an increase of 20,179 or 6.:é; 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@@npared to 19.0% in 2005.

During 2006, net revenue for the Motorcycles segrgesw 8.6% or $458.5 million over 2005. Approxielg $350 million of the increase in
net revenue resulted from the higher shipment vekinf motorcycles and related
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products. Net revenue also benefited from a fabdlerahange in product mix and wholesale price iases. The changes to product mix
resulted in approximately $70 million of higher eeme and related primarily to an increase in thegrgage of shipments consisting of
higher-priced touring motorcycles. Touring motarieg made up 35.4% of shipments in 2006 compar&8.&%6 in 2005. Wholesale price
increases on Harley-Davidson motorcycles resutieapproximately $45 million of higher revenue. @es in foreign currency exchange
rates resulted in approximately $10 million of lowet revenue.

Harley-Davidson Motorcycle Retail Sales
Worldwide retail sales of Harley-Davidson motor@screw 8.5% during 2006 over the prior year. iRetdes of Harley-Davidson
motorcycles increased 5.9% in the United Statesl&m@Ps internationally. On an industry-wide battig heavyweight (651+cc) portion of

the market was up 4.9% in the United States andlafb in Europe. The following table includes retmiit sales of Harley-Davidson
motorcycles (units in thousands):

Harley-Davidson Motorcycle Retail Sale$?®)

Heavyweight (651+cc)
2006 2005 Change
United States 268.4 253.¢ 5.9%
Europe® 33.¢ 29.F 14.€
Japan 13.2 114 16.2
Canada 13.t 11.7 15.¢
All other markets 15.C 11.2 34.:
Total Retail Sales 344.( 317.2 8.5%

(a) Data source for retail sales figures shown abswsales warranty and registration informatioovjated by Harley-Davidson dealers and
compiled by the Company. The Company must relinfermation that its dealers supply concerningits@es and this information is
subject to revision. Only Harley-Davidson motoregcare included in the Harley-Davidson MotorcyRktail Sales data.

(b) Europe data includes Austria, Belgium, Denmé&ikland, France, Germany, Greece, Italy, Nethedahorway, Portugal, Spain, Swed
Switzerland and the United Kingdom.

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

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

(@) U.S. industry data includes 651+cc models éerfivom submission of motorcycle retail sales byhemajor manufacturer to an
independent third party.

(b) Europe data includes Austria, Belgium, Denmé&ikland, France, Germany, Greece, Italy, Nethedahorway, Portugal, Spain, Swed
Switzerland and the United Kingdom. Industry rataotorcycle registration data includes 651+cc nt®derived from information
provided by Giral S.A., an independent agency.

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

Cost of Goods Sold
Cost of goods sold for the Motorcycles segmentsased $266.1 million over 2005, due primarily @ ithcrease in shipment volumes for
motorcycles and related products. Higher volunessilted in an increase in cost of goods sold ofamately $225 million. Cost of goods
sold was also higher due to changes in productamdk
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increases in material costs, partially offset bydoforeign currency losses. Changes in Harleyifson motorcycle product mix resulted in
approximately $35 million of higher costs and irages in raw material costs, primarily for metaleravapproximately $15 million. Finally,
net foreign currency transaction and hedging gageslted in approximately $35 million of lower caktring 2006.

Gross Profit
Gross profit was $2.23 billion for the Motorcycksgment during 2006, an increase of $192.3 mithio8.4% over gross profit in 2005.
Gross profit margin for 2006 was 38.5% compare888% during 2005. The increase in gross margmduee primarily to wholesale price
increases on Harley-Davidson motorcycles, favorblaldey-Davidson motorcycle product mix and favdeathanges in foreign currency
exchange rates, as detailed under “Revenue” andt‘@dso00ds Sold” above.

Financial Services

The following table includes the condensed statesneioperations for the Financial Services segrfiamnillions):

Increase %
2006 2005 (Decrease) Change
Interest incom $ 167t $ 129.¢ $ 37.€ 29.(%
Income from securitizatior 111.2 123.] (11.9 (9.7
Other income 106.z 78.€ 27.€ 35.1
Financial services incorr 384.¢ 331.€ 53.: 16.1
Interest expens 59.¢ 36.2 23.€ 65.2
Operating expenss 114. 103.¢ 10.€ 10.z
Financial services expen 174.2 140.( 34.2 24.£
Operating income from financial servic $ 210.7 $ 191.¢ $ 19.1 10.(%

During 2006, interest income benefited from incezhetail and wholesale average outstanding relsieisand higher retail and wholesale
lending rates as compared to 2005. The increasthar income was primarily due to higher reverfo@s insurance commissions and rel:
products and an increase in securitization seryitee income. Interest expense was higher duscteased borrowings, in support of higher
average outstanding receivables, and higher bongaosts.

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

During 2006, HDFS sold $2.33 billion in retail matgcle 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 & eeptage of the amount of loans securitized wasrhan the prior year due to rising
market interest rates and the competitive envirorirfier 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.

Annualized losses on HDFS’ managed retail motoeel@hns totaled 1.41% in 2006 compared to 1.29%hsame period in 2005. This
increase in losses reflected continued pressuxaloies for repossessed motorcycles. Managed tegai$ include loans held by HDFS wh
are retained on the balance sheet as well as sob$¢hrough securitization. The 30-day delinqgyerate for managed retail motorcycle loans
at December 31, 2006
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increased to 5.18% from 4.83% at December 31, 2005.

Changes in the allowance for credit losses wefellsvs (in millions):

2006 2005
Balance, beginning of peric $ 262 $ 30.2
Provision for finance credit loss 5.6 3.3
Charge-offs, net of recoveries (4.8) (7.9
Balance, end of period $ 27.5 $ 26.2

Operating Expenses

The following table includes operating expensestierMotorcycles segment and Corporate (in milljons

%

2006 2005 Increase Change
Motorcycles and Related Produ
Selling & Administrative $ 637. $ 559.f §$ 78.C 14.(%
Engineering 186.2 186.2 0.C 0.C
Corporate 22.7 21.t 1.2 5.€
Total operating expens $ 846.¢ $ 7672 $ 79.2 10.2%

Total operating expenses were 14.6% and 14.4%tokrenue for 2006 and 2005, respectively.

During 2006, selling expenses were higher tharmptler 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 206driven primarily by a higher provision fordie¢ warranty costs which was
approximately $44 million higher. The increaseviarranty costs was due primarily to higher costoeisited with the Company’s second
year warranty program and higher product prograstscoBeginning with shipments of 2004 model yeatarcycles, the Company extenc

its warranty coverage from one to two years. Dy@006, additional claims data became availablekwirdicated that the cost of the second
year warranty was higher than originally estimatBased on the higher actual claims, the Compajusset warranty reserves for t
motorcycles affected, which were primarily 200402@&nd 2006 models. In addition, the Company anoed a number of product programs
during 2006 to address customer concerns and peocastomer satisfaction. Under a product progthmCompany contacts retail
customers directly and pays for non-safety relatg@tovements that are covered by the Company’dlstahwarranty.

Investment Income, Net

Investment income, net in 2006 was $27.1 milliammpared to $22.8 million in 2005. Net investmertioime was higher primarily due to a
higher average return.

Provision for Income Taxes

The Company'’s effective income tax rate was 35.8%nd 2006 compared to 35.5% in 2005. This inczeaas due primarily to a relatively
smaller benefit from the federal research and agwraént tax credit and slightly higher state incdmees.
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Other Matters
Accounting Changes

In June 2006, the Financial Accounting Standardsr89FASB) issued Financial Interpretation No. (JF#8, “Accounting for Uncertainty in
Income Taxes,” which clarifies the accounting facertainty in income taxes recognized in an enisg{® financial statements in accordance
with SFAS No. 109, “Accounting for Income Taxedslhe interpretation prescribes a recognition threkbad measurement attribute for the
financial statement recognition and measuremeattak position taken or expected to be taken axadturn. The Company adopted the
provisions of FIN 48 on January 1, 2007. See Madé Notes to the Consolidated Financial Statemfemt&urther discussion of the effect of
adopting FIN 48 on the Company'’s consolidated faoiarstatements and notes thereto.

In September 2006, the FASB issued SFAS No. 158plByers’ Accounting for Defined Benefit Pensiordadther Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106 aB(R)3 SFAS No. 158 requires employers that spodséined benefit pension and
postretirement benefit plans to recognize previpusrecognized actuarial losses and prior senastsdan 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 stat(the difference between the projected benefigabibn and the fair value of plan assets) of
those plans as an asset or liability. Additionadinployers are required to measure the fundedsstdita plan as of the date of its year-end
statement of financial position. The Company add@FAS No. 158, as it relates to recognizing timeléd status of its defined benefit
pension and postretirement benefit plans, anddla¢ed disclosure requirements, as of Decembe2(®16. See Note 6 of Notes to the
Consolidated Financial Statements for further dismn of the effect of adopting SFAS No. 158 on@wenpany’s consolidated financial
statements and notes thereto. The requiremené&sune the funded status as of the date of theeymhstatement of financial position is
required by December 31, 2008. The Company isatly evaluating the impact the change in the nregsent date will have on its
consolidated financial statements and notes thereto

In September 2006, the FASB issued SFAS No. 1540r Value Measurements.SFAS 157 establishes a framework for measuringvtdire

in generally accepted accounting principles, diesithe definition of fair value within that framevk, and expands disclosures about the use
of fair value measurements. SFAS 157 appliesitovédue measurements required by existing accogrgronouncements and does not
require any new fair value measurements. The Capnjgarequired to adopt SFAS 157 beginning in figear 2008 and the impact that the
adoption of SFAS 157 will have on its consolidafiedncial statements is expected to be immaterial.

In February 2007, the FASB issued SFAS No. 159¢"FFhir Value Option for Financial Assets and Finandabilities — Including an
amendment of FASB Statement No. 115.” SFAS No.[d&®nits entities to choose to measure many fimdntstruments and certain other
items at fair value. Unrealized gains and lossettems for which the fair value option has beerctdd will be recognized in earnings at each
subsequent reporting date. The Company is reqtoradopt SFAS 159 beginning in fiscal year 20082 Company does not expect to elect
the fair value option permitted under SFAS 159dapdion will have no impact on its consolidatedaficial statements.

Critical Accounting Estimates

The Companys financial statements are based on the seleatidmplication of significant accounting policiadjich require management
make significant estimates and assumptions. Managebelieves that the following are some of theenwitical judgment areas in the
application of accounting policies that currentifeat the Company’s financial condition and reswolt®perations.

Finance Receivable Securitizationghe Company sells retail motorcycle loans throsggturitization transactions utilizing qualifyingesial
purpose entities (QSPES) as defined by SFAS No:'Ad€ounting for Transfers and Servicing of Finald\ssets and Extinguishments of
Liabilities.” Upon sale of retail loans in a seitization transaction, HDFS receives cash andmstan interest in excess cash flows, servicing
rights and cash reserve account deposits, all afhwdre collectively referred to as retained indésén the securitized
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receivables. Retained interests are carried avédire and are periodically reviewed for impairmektarket value quotes are generally not
available for retained interests; therefore, HDBtheates fair value based on the present valuetofd expected cash flows using
management’s best estimates of the key assumgtionsedit losses, prepayment speeds and discateg.r The impact of changes to key
assumptions is shown in Note 3 of Notes to the Gladeted Financial Statements.

Gains or losses on current year securitizations fitee sale of retail loans are recorded as a coergaf financial services income and are
based in part on certain assumptions including egecredit losses, prepayment speed, and discat@st Gains or losses on sales of retail
loans also depend on the original carrying amofitheretail loans, which is allocated betweenahsets sold and the retained interests base
on their relative fair value at the date of transfe

Finance Receivable Credit LosseFhe allowance for uncollectible accounts is mamgdiat a level management believes is adequatevén
the losses of principal in the existing financeeieables portfolio. Management’s periodic evalomatf the adequacy of the allowance is
generally based on HDFS’ past loan loss experidaumyn and inherent risks in the portfolio, currenbnomic conditions, specific
borrower’s ability to repay and the estimated valtiany underlying collateral.

Product Warranty- Estimated warranty costs are reserved for eachryale at the time of sale. The warranty reséswen estimated cost
per unit sold based upon historical Company claata dised in combination with other known factoet 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 frestimated which could lead to material changehénQompany’s warranty provision and
related reserves. The Company’s warranty liabifitgliscussed further in Note 1 of Notes to the $&tidated Financial Statements.

Pensions and Other Postretirement BenefiRetirement Plan (Pension, SERPA and Postretireheaithcare) 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@bgethe 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 5.90% as de8dger 30, 2006 to 6.30% as of
September 30, 2007. The Company determines itthbaee trend assumption by considering factors siscestimated healthcare inflation,
the utilization of healthcare benefits and chanigake health of plan participants. Based on tbenfany’s assessment of this data as of
September 30, 2007, the Company lowered its heatthzost trend rate to 9% from 10% as of Septe@b®e2006. The Company expects the
healthcare cost trend rate to reach its ultimaee g85% beginning in 2011. These assumption chsamgere reflected immediately in the
benefit obligation and will be amortized into neripdic benefit costs over future periods.
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The following information is provided to illustratlke sensitivity of pension and postretirementtheake obligations and costs to changes in
these major assumptions (in thousands):

Impact
Amounts based Impact of a 1% of a 1% increase
on current decrease in the in the healthcare
assumptions discount rate cost trend rate
2007 Net periodic benefit cost
Pension and SERP $ 4894( $ 20,617 n/a
Postretirement healthca $ 28,29( $ 2,72 % 1,48¢
2007 Benefit obligations
Pension and SERP $ 1,033,633 $ 151,90 n/s
Postretirement healthca $ 332,13¢ $ 34,79: $ 12,37¢

This information should not be viewed as predictiféuture amounts. The calculation of Retiremelain 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 of Notes to the Consolidated Financial Statements

Stock Compensation CostsThe total cost of the Company’s share-based anarequal to the grant date fair value per awauttiptied by

the number of awards granted (adjusted for forfegy This cost is recognized as expense on igtsttline basis over the service periods of
the awards. Forfeitures are initially estimateddahon historical Company information and subsetlypiapdated over the life of the award:
ultimately reflect actual forfeitures. As a resahanges in forfeiture activity can influence #meount of stock compensation cost recognized
from period to period.

The Company generally determines the number ofsbased awards granted by first determining thad taist of the award, which is a
function of employee salary, level and performan®a the date of grant, the number of awards gdaistthen computed by dividing the total
cost of the award by the grant-date fair valuehefaward unit.

The Company estimates the fair value of option dwais of the grant date using a lattice-basedmptituation model which utilizes ranges
of assumptions over the expected term of the optimtluding stock price volatility, dividend yielthd risk free interest rate.

*  The valuation model uses historical data to esgnogtion exercise behavior and employee termingtibhe expected term of
options granted is derived from the output of theam valuation model and represents the averagedpef time that options grant:
are expected to be outstanding.

e The Company used implied volatility to determine #xpected volatility of its stock in 2007. In B0&nd 2005, expected volatiliti
were based on the historical volatility of the Ca@mp's stock. The Company believes that impliedtitiies provide a better
estimate of expected volatilities because it takEsaccount both historical and future expectatiofivolatility. The implied
volatility is derived from options that are actiyétaded and the market prices of both the trageiios and underlying shares are
measured at a similar point in time to each otiner@n a date reasonably close to the grant dateeafmployee share options. In
addition, the traded options have exercise prigasare both (a) near-the-money and (b) closeg@xiercise price of the employee
share options. Finally, the remaining maturitieshaf traded options on which the estimate is basedt least one year.

» Dividend yield was based on the Company’s expediedend policy and the risk-free rate was basethenJ.S. Treasury yield
curve in effect at the time of grant.

Changes in the valuation assumptions could resualtsignificant change to the cost of an individyation.
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However, the total cost of an award is also a fonobdf the number of awards granted, and as reb@tCompany has the ability to manage
the cost and value of its equity awards by adjgstire number of awards granted.

Income Taxes- The Company accounts for income taxes in accemlaith SFAS No. 109, “Accounting for Income TaXeBeferred tax
assets and liabilities are recognized for the Ritax consequences attributable to differencesd®iviinancial 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 expecteglotagaxable income in the years in which thasegorary differences are expected to be
recovered or settled

In calculating the provision for income taxes onirerim 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 forecastibdeé 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 focome taxes and recording the related deferredgssets and liabilities. In the ordinary
course of the Compang/business, there are many transactions and cidridavhere the ultimate tax determination is utager Accruals fo
unrecognized tax benefits are provided for in adance with the requirements of FIN 48, “AccountiogUncertainty in Income Taxes.” An
unrecognized tax benefit represents the differétaeen the recognition of benefits related to exp® items for income tax reporting
purposes and financial reporting purposes. Theaagnized tax benefit is classified as a compoaktite income taxes payable account,
which is included within Other long-term liabilisén the Consolidated Balance Sheets. The Comipasiya reserve for interest and penalties
on exposure items, if applicable, which is recordedomponent of the overall income tax provisidhe Company is regularly under audit
by tax authorities. Although the outcome of taditiis always uncertain, management believesithats appropriate support for the
positions taken on its tax returns and that itsuahtax provision includes amounts sufficient tg pay assessments. Nonetheless, the
amounts ultimately paid, if any, upon resolutiorthad issues raised by the taxing authorities mégrdinaterially from the amounts accrued
for each year.

46




Contractual Obligations

A summary of the Company’s expected payments fprificant contractual obligations as of DecemberZI07 is as follows (in thousands):

2008 2009 - 2010 2011 - 2012 Thereafter Total
Principal payments on finance debt $ 1,119,95 $ 580,44¢ $ 399,55 — $ 2,099,95
Interest payments on finance d 73,84« 74,78 41,92:¢ — 190,54¢
Operating lease payments 10,02¢ 12,72¢ 9,22¢ $ 14,57 46,55¢

$ 1,203,82' $ 667,95 $ 450,70: $ 1457: $ 2,337,05

As described in Note 3 of Notes to the Consolid&iedncial Statements, as of December 31, 2004, term finance debt issued by
HDFS included outstanding commercial paper and meksunder the Global Credit Facility totaling $37@illion. The amount
classified as long term is supported by the Gl@yaldit Facility, due September 2009; accordindtg, Company has assumed that this
amount will be repaid in 2009.

Interest obligations include the impact of intemade hedges outstanding as of December 31, 2B0&rest for floating rate instruments,
as calculated above, assumes December 31, 20@7#eatain constant.

As of December 31, 2007, the Company had no mafariahase obligations other than those creaté¢ldrordinary course of business
related to inventory and property, plant and eq@pnwhich generally have terms of less than 90.days

The Company has long-term obligations relateds@énsion and postretirement plans at Decemb&0®¥,. Due to the current funded
status of the pension plans, the Company has nionmm funding requirements for 2008. The Compamyxgected future contributions
to these plans are provided in Note 6 of Noteti¢oGonsolidated Financial Statements.

As described in Note 4 of Notes to the Consolid&iedincial Statements, the Company has unrecogtazeenefits of $72.5 million
and accrued interest and penalties of $17.1 mii®of December 31, 2007. However, the Compangatanake a reasonably reliable
estimate for the period of cash settlement foregithe $72.5 million of liability of unrecognizeax benefits or accrued interest and
penalties of $17.1 million.
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Off-Balance Sheet Arrangements

As part of its securitization program, HDFS tramsfeetail motorcycle loans to a special purposehagicy-remote whollyswned 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 asdedcked securities, usually notes with various nitésrand interest rates, are secured by futudedans of the
purchased retail installment loans. Activitiedlt# securitization trust are limited to acquiriedgil loans, issuing asset-backed securities and
making payments on securities to investors. Dubémature of the assets held by the securitizaticst and the limited nature of its
activities, the securitization trusts are considépSPESs as defined by SFAS No. 140. In accordaitbeSFAS No. 140, assets and liabilities
of the QSPEs are not consolidated in the finarsta@tements of the Company.

HDFS does not guarantee payments on the secusisiesd by the securitization trusts or the propcesh flows from the related loans
purchased from HDFS. The Company’s retained sezatibn interests, excluding servicing rights, asdordinate to the interests of
securitization trust investors. Such investorsehaniority interests in the cash collections onrttail loans sold to the securitization trust
(after payment of servicing fees) and in the casienve account deposits. These priority interdtaately 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 Decemie2807 was $407.7 million. The
securitization trusts have a limited life and gatigrterminate upon final distribution of amountsex to the investors in the asset-backed
securities. See Note 3 of Notes to the Consolitleteancial Statements for further discussion off$Dsecuritization 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 amealyases and considers the likelihood of advadggjents or outcomes, as well as the
potential range of possible loss. The requiredmess are monitored on an ongoing basis and ar&egdtbased on new developments or new
information in each matter.

Shareholder Lawsuits:

A number of shareholder class action lawsuits Viitlxd 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 bythset,

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 areent or former Company officers, as defendaiitse Consolidated Complaint alleges
securities law violations and seeks unspecifiedatgen relating generally to the Company’s April 2805 announcement that it was reducing
short-term production growth and planned increa$@sotorcycle shipments from 317,000 units in 2894 new 2005 target of 329,000 units
(compared to its original target of 339,000 unit®n December 18, 2006, the defendants filed aanat dismiss the Consolidated Compl:

in its entirety. Briefing of the motion to dismigss completed in April 2007.

Three shareholder derivative lawsuits were filethiUnited 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 with securities and ERISA (see below) actions foriadtnative purposes. On February 1,
2007, the federal court appointed Lead Plaintiff &o-Lead Plaintiffs’ Counsel in the consolidateddral derivative action.

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. Purstatiie 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 cumeftrmer Company officers or employees, as defatsdaln general, the ERISA complaint
includes factual allegations similar to those ia sihareholder class action lawsuits and allegésebalf of participants in certain Harley-
Davidson retirement savings plans that the plancities breached their ERISA fiduciary duties. @atember 18, 2006, the defendants

a motion to dismiss the ERISA complaint in its extif. Briefing of the motion to dismiss was contptein April 2007.

The Company believes the allegations against ah@flefendants in the lawsuits against the Compagmyvithout 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 imtyis financial exposure for defense costs aadility for an unfavorable outcome,
should it not prevalil, for claims covered by theurmance 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 tratdy-Davidson breached fiduciary duties and matkefand fraudulent representations
and warranties to its customers that it would kempfidential and safeguard and protect the persombmer information in its possession.
The complaint seeks unspecified damages. On Fghb23a2007, this matter was removed to the Un8tates District Court Southern
District of New York. On April 5, 2007, the Compafiled a motion to dismiss the complaint. Brigfiis completed on the motion to dismiss
and the parties are awaiting a ruling. The Compmiieves the allegations in the lawsuit are withoerit and it intends to vigorously defend
against them.

Cam Bearing Lawsuit:

In January 2001, on its own initiative, the Compantified owners that it was extending the warramyrear cam bearings to 5 years or
50,000 miles on certain 1999 and early-2000 HaBlayidson motorcycles equipped with Twin Cam®&nd Twin Cam 88BM engines.
Subsequently, on June 28, 2001, a putative nat@malass action was filed against the Companyaite stourt in Milwaukee County,
Wisconsin, which was amended by a complaint filegt8mber 28, 2001, alleging that this cam beariag gefective, asserting various legal
theories, and seeking unspecified damages fortaffemnvners. After the Wisconsin court granted@oeenpany’s motion to dismiss those
claims, the same attorneys filed a second puta@ti@nwide class action against the Company ire statirt in Milwaukee County, Wisconsin
related to the same issues. Again, the Wiscormint granted the Company’s motion and dismissedlailins in their entirety. On April 12,
2004, the same attorneys filed a third action engtate court in Milwaukee County, Wisconsin onadiebf the same plaintiffs. This third
action was likewise dismissed by the court on 26ly2004. After subsequent appeals to the Wisnddeurt of Appeals and the Wisconsin
Supreme Court, on July 12, 2007, the Wisconsin &uaprCourt issued a final decision in the Compafaysr upholding the dismissal of all
claims against the Company. Then, on SeptembetQl7, the Company received a claim letter from a@iithe same attorneys involved in
the Wisconsin actions. This letter relates to e issues as the previously dismissed Wisconsionagbut alleges claims under California
law on behalf of California owners exclusively. eEfl@ompany believes that these California claims
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lack merit as they are premised on the same lbgalties that were presented in previously dismi¥getonsin actions.

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 utadéng environmental investigation and remediafetivities, including an ongoing
site-wide remedial investigation/feasibility stu@®i/FS). In January 1995, the Company enteredargettlement agreement (the Agreement)
with the Navy. The Agreement calls for the Navy éime Company to contribute amounts into a trusaktp 53% and 47%, respectively, of
future costs associated with environmental invasitig and remediation activities at the York fagilResponse Costs). The trust administers
the payment of the Response Costs incurred at dhle fécility as covered by the Agreement.

In February 2002, the Company was advised by t&e Environmental Protection Agency (EPA) that ihsiders some of the Company’s
remediation activities at the York facility to bebgect 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 voluntarynesliation by both PADEP and EPA and will be caroeitl 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 7million. The Company has established reservethfs amount, which are included in
Accrued Liabilities in the Consolidated Balance &ke

The estimate of the Company’s future Response @oatwvill be incurred at the York facility is basen reports of independent
environmental consultants retained by the Comptir@yactual costs incurred to date and the estintsis 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 lowerhbaa telated to the remediation of sail.

Under the terms of the sale of the Commercial MekiDivision in 1996, the Company has agreed tenmuify Utilimaster Corporation, until
December 2008, for certain claims related to emvirental contamination present at the date of salép $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 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 adequatdainoroduct liability will not have a

material adverse effect on the Company’s consaitifihancial statements.
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Liquidity and Capital Resources as of December 32007

The Company expects that its business model wiltinae to generate cash that will allow it to inviesthe business, fund future growth
opportunities and return value to shareholdéts The Company also has a securitization progracopamercial paper program, credit
facilities and debt instruments in place to suppwetongoing cash requirements of its FinanciaviSes business. The Company regularly
assesses its long-term capital market strategychwihcludes diversifying funding sources in theitapnarkets to provide the Company with
the appropriate level of flexibility to fund the $iness and to adjust to market conditions as nagess

Cash and marketable securities totaled $405.3amilis of December 31, 2007 compared to $896.5omills of December 31, 2006 and

$1.05 billion as of December 31, 2005. The dedbrgrimarily attributable to common stock repursisand higher dividend payments,
which are discussed in more detail below.

Cash Flow Activity

The following table summarizes the operating, itwmgsand financing cash flow activity for the thrgears ended December 31, 2007, 2006
and 2005 (in thousands):

2007 2006 2005
Net cash provided by operating activit $ 798,14t $ 761,78( $ 962,61
Net cash provided by (used by) investing activi 391,20! (35,259 193,84(
Net cash used by financing activiti (1,037,80) (637,02)) (1,271,79)
Total $ 151,54{ $ 89,49¢ $ (115,33)

Operating Activities

The increase in operating cash flow from 2006 07218 primarily attributable to favorable changesvholesale receivable balances in 2007
as compared to 2006. This favorability was paytiaffset by lower net income in 2007. Cash flawm operating activities is also impacted
by the Company’s retail lending and securitizatativity. The Company completed four securitizatitansactions during 2005 compared to
three securitization transactions in both 2006 20@7, and as a result, cash from operating a&#viti 2005 was higher than in 2006 and
2007.

Investing Activities

The Company’s investing activities consist primadf capital expenditures, net changes in finaeceivables held for investment and short-
term investment activity. Sales and redemptionmarketable securities net of purchases providéd $6million, $253.5 million and $431.1
million of cash to investing activities during 2Q@006 and 2005, respectively. Marketable seesritialances were reduced during each of
these three years primarily for the purpose of fngdhe Company'’s repurchase of common stock duhieg/ear.

Capital expenditures were $242.1 million, $219.8iom and $198.4 million during 2007, 2006 and 20@spectively. In 2008, capital
expenditures are expected to be between $240.826@0 million. The increase will be primarily @n by higher investments in
manufacturing capabilities and product programvitis. () The Company anticipates it will have the abitiyfund all capital expenditures
in 2008 with internally generated fund®.

Financing Activities

The Company'’s financing activities consist primadf share repurchases, stock issuances, dividayents and finance debt activity.
During 2007, the Company repurchased 20.4 millimars of its common stock at a total cost of $1illbbh. The Company repurchased 2.8
million shares under a general authorization resstivom the Company’s Board of Directors in 200%] 46.9 million shares under a general
authorization received from the Company’s Boar®wéctors in 2006. The remaining 0.7 million stsaveere repurchased under an
authorization from the Company’s Board of Directtirat is designed to provide the Company with cuaritig authority to repurchase shares
to offset dilution caused by the exercise of stopkons. In December 2007, the Company’s Boardigéctors separately authorized the
Company to buy back up to 20.0 million additionadses of its common stock with no dollar limit ep@ation date. No repurchases had
been made under this
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authorization as of the end of 2007. Please sedIPdem 5. Market for Registrant’s Common EguliRelated Stockholder Matters and
Issuer Purchases of Equity Securities for additidetail regarding the Company’s share repurchaseity and authorizations. During 2006
and 2005, the Company repurchased 19.3 millionZdndl million shares, respectively, of its commarcktat a total cost of $1.06 billion and
$1.05 billion, respectively.

The Company paid total dividends of $1.06, $0.84 $M.625 per share during 2007, 2006 and 2005ecgsply, at a total cost of $260.8
million, $212.9 million and $173.8 million, respaely.

In addition to operating cash flow and asset-bademliritizations, HDFS is financed by the issuasfammercial paper, borrowings under
the revolving credit facility, medium-term notesdamorrowings from the Company. HDFS’ outstandiepttconsisted of the following as of
December 31 (in thousands):

2007 2006 2005
Commercial paper $ 842,61¢ $ 894,25( $ 416,79
Credit facilities 256,53; 191,86t 172,96!
1,099,14 1,086,111 589,76
Medium-term notes 1,000,80! 586,37! 585,21
Senior subordinated notes — 30,00( 30,00(
Total finance debt $ 2,099,95 $ 1,702,49. $ 1,204,97.

Credit Facilities- The Company has a $1.40 billion revolving créafiility (Global Credit Facility), which increasdbm $1.10 billion in

2006. Subject to certain limitations, HDFS hasdpgon to borrow in various currencies. Inteliedtased on 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.

On February 20, 2008, HDFS entered into an addit30.0 million credit facility. The primary usé the new facility is to provide
additional liquidity to HDFS’ unsecured commerigalper program and to fund operations. Interdsased on LIBOR or other short-term
indices, depending on the type of advance. Thétfais a committed facility due on the earlier ©Ecember 15, 2008 or the date HDFS
refinances its existing $1.40 billion Global Crefd#cility, and the Company pays a fee for its amlity. The operating covenants under the
new facility are similar to those that apply untFS’ existing $1.40 billion Global Credit FacilityAs a result of the new facilty, HDFS
may issue commerical paper of up to $1.70 billimthe aggregate. Maturities may range up to 3§S &tam the issuance date.

Commercial Paper Subject to limitations, HDFS could issue commarpaper of up to $1.40 billion as of DecemberZ1]7 and $1.70
billion beginning on February 20, 2008. Maturitireay range up to 365 days from the issuance datgstanding commercial paper may not
exceed the unused portion of the Global CreditleaciAs a result, the combined total of commekpiaper and borrowings under the Global
Credit Facility was limited to $1.70 billion subsemt to the issuance of the new $300.0 million itifedility in February 2008, and $1.40
billion as of December 31, 2007 and December 3062As of December 31, 2005, the combined totaoofimercial paper and borrowings
under the Global Credit Facility was limited to 32 billion.

MediumTerm Notes- In December 2007, HDFS issued $400.0 million.86% medium-term notes due in December 2012. Hal§&has
$400.0 million of 3.63% medium-term notes outstagdivhich are due in December 2008 and $200.0 mibio5.00% medium-term notes
due in December 2010 (all three issuances arectioltdy referred to as “Notes”). The Notes provide semi-annual interest payments and
principal due at maturity. At December 31, 20000& and 2005, the Notes included a fair value adljest increasing the balance by $1.3
million, and reducing the balance by $13.6 milleomd $14.7 million, respectively, due to interes¢ wap agreements designated as fair
hedges. The effect of the interest rate swap aggats is to convert the interest rate on the Niotes a fixed to a floating rate, which is ba
on 3-month LIBOR.

Senior Subordinated DebtAt December 31, 2006 and 2005, HDFS had $30.omibf 6.79% senior subordinated notes outstandihigh
were due in December 2007. In December 2007, dtesmmatured and the principal and accrued interastpaid in full.

Intercompany Borrowing HDFS has a revolving credit line with the Comparhereby HDFS may borrow up to $210.0 million fréme
Company at a market interest rate. As of DecerBlbeP007, 2006 and 2005, HDFS had no outstandingwings 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. Suppatbe provided at the
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Company’s option as capital contributions or loaAscordingly, certain debt covenants may resttietCompany’s ability to withdraw funds
from HDFS outside the normal course of business.aMount has ever been provided to HDFS undenibgost agreement.

Operating and Financial Covenanrt$iDFS is subject to various operating and findrmdaenants related to the Global Credit Facilides!
Notes. The more significant covenants are destiiistow.

The operating covenants limit HDFS’ ability to
* incur certain additional indebtedness;
e assume or incur certain liens
»  participate in a merger, consolidation, liquidat@rdissolution; and
*  purchase or hold margin stock.

Under the Global Credit Facility financial covergrthe debt to equity ratio of HDFS and its cortatifed subsidiaries cannot exceed 9.0 t
and HDFS must maintain a minimum consolidated taegiet worth of $300.0 million. No financial coants are required under the Notes.

At December 31, 2007, 2006 and 2005, HDFS remamedmpliance with all of these 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 Compan{®) The Company will continue to evaluate variousding alternatives, and will adjust as necessargetan
market conditions?)

Cautionary Statements

The Company’s ability to meet the targets and etgtiens 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{aredevelop and implement sales and marketingsplhat retain existing retail customers in
an increasingly competitive marketplace; (vi) sdlliof its motorcycles and related products andises to its independent dealers;

(vii) continue to develop the capabilities of iistdbutor and dealer network; (viii) manage chaged prepare for requirements in legislative
and regulatory environments for its products, sEwiand operations; (ix) adjust to fluctuationfoirign currency exchange rates, interest
rates and commaodity prices; (x) manage accesdiablesources of capital and adjust to fluctuagionthe cost of capital; (xi) manage
regional and worldwide demographic trends and eeonand political conditions, including healthcamélation, pension reform and tax
changes; (xii) anticipate consumer confidence égbonomy; (xiii) manage the credit quality, thariservicing and collection activities and
the recovery rates of HDFS' loan portfolio; (xi¥tain and attract talented employees; (xv) detegissues with our motorcycles or
manufacturing processes to avoid delays in new idadeches, recall campaigns, increased warrargisanr litigation; and (xvi) implement
and manage enterprise-wide information technolaiyti®ns and secure data contained in those systémaddition, the Company could
experience delays or disruptions in its operatmma result of work stoppages, strikes, naturadesuerrorism or other factors. These risks,
potential delays and uncertainties regarding tisscoould also adversely impact the Company’s abpxpenditure estimates (see “Liquidity
and Capital Resources” section).

In addition, see “Risk Factors” under Iltem 1A. whiocludes a discussion of additional risk factmsl 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 chanmgéseign exchange rates and interest rates.etdlaae 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 of Notes to the ConsolidatedaRirial Statements and further disclosure relatirtpé fair value of derivative financial
instruments is included in Note 10 of Notes to@umsolidated Financial Statements.

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 foreigneuney 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, 2007, these contracts representeaiBirned U.S. dollar equivalent of $227.8 millionheTCompany estimates that a uniform
10% weakening in the value of the dollar relativehte currency underlying these contracts wouldltés a decrease in the fair value of the
contracts of approximately $24.8 million as of Daber 31, 2007.

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 outfléeramotorcycle 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. HRISS entered into derivative contracts to faciitis third quarter securitization transaction.
These derivatives, which hedge assets by an offdlbal sheet QSPE, do not qualify for hedge accagi@atment. Changes in the fair value
of these derivatives are recognized in currenioplegiarnings within other operating expenses. A3emfember 31, 2007, HDFS had interest
rate swaps outstanding with a notional value o®@aillion. HDFS estimates that a 10% decreaseterest rates would result in a $1.2
million decrease in the fair value of the agreerment
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Item 8. Consolidated Financial Statements and Supplementaripata
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MANAGEMENT’'S REPORT ON INTERNAL CONTROL OVER FINANC IAL REPORTING

The Company’s management is responsible for estabfj and maintaining adequate internal controf fimancial reporting, as such term is
defined in Exchange Act Rules 13a-15(f). Underghgervision and with the participation of managemiacluding the principal executive
officer and principal financial officer, managemennducted an evaluation of the effectiveness ofrdernal control over financial reporting
based on the criteria establishedriternal Control — Integrated Frameworksued by the Committee of Sponsoring Organizatifribe
Treadway Commission. Based on management’s ei@huader the framework imternal Control — Integrated Frameworiganagement
has concluded that the Company’s internal contvel dinancial reporting was effective as of Decenie 2007. Ernst & Young LLP, an
independent registered public accounting firm, duadited the Consolidated Financial Statements deaun this Annual Report on Form 10-
K and, as part of its audit, has issued an atteatagport, included herein, on the effectivendsthe Companys internal control over financi
reporting.

February 11, 200

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

MANAGEMENT CERTIFICATIONS

The Company has filed as exhibits to its Annualdepn Form 10-K for the fiscal year ended Decen83er2007, 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 ravisthe Company’s financial reporting process, tiitgprocess and the process for
monitoring compliance with laws and regulationdl o the Audit Committee members are independeradcordance with the Audit
Committee requirements of the New York Stock Exgarinc.

The Audit Committee of the Board of Directors hagiewed and discussed with management its assesefrtbe effectiveness of the
Company’s internal control system over financiglaging as of December 31, 2007. Management hadwded that the internal control
system was effective. This assessment was alstedury Ernst & Young LLP, the Company’s indeperidegistered public accounting firm
for the 2007 fiscal year. The audited financiatestents of the Company for the 2007 fiscal yeaewatso reviewed and discussed with
management as well as with representatives of Brivsiung LLP. The Audit Committee has also disatwith Ernst & Young LLP, the
matters required to be discussed by Statement ditidg Standards No. 61, other professional stadgland regulatory requirements curre
in effect. The Audit Committee has received thdtem disclosures and the letter from the indepahdegistered public accounting firm
required by Independence Standards Board Standard,s currently in effect, and has discussel mpresentatives of Ernst & Young
LLP the independence of Ernst & Young LLP. Basedhe review and discussions referred to aboveAtttit Committee has recommenc
to the Board of Directors that the audited finahsiatements for the 2007 fiscal year be includethe Company’s Annual Report.

February 13, 200
Audit Committee of the Board of Directc

Richard I. Beatti¢ Judson C. Gree
George L. Miles, Jt James A. Norling, Chairme
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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 Harley-Davidson, Inc.’s internaitcol over financial reporting as of December 3102, based on criteria established in
Internal Control—Integrated Framework issued by@oenmittee of Sponsoring Organizations of the TweadCommission (the COSO
criteria). Harley-Davidson, Inc.’s management spansible for maintaining effective internal cohtwaer financial reporting, and for its
assessment of the effectiveness of internal cootret financial reporting included in the accompagyManagement’s Report on Internal
Control Over Financial Reporting. Our responsipiig to express an opinion on the Company’s infezaatrol over financial reporting based
on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting OversightriBq@nited States). Those stande
require that we plan and perform the audit to ebtagsonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditideld obtaining an understanding of internal cordvar financial reporting, assessing the
that a material weakness exists, testing and etnaduthe design and operating effectiveness ofiraiecontrol based on the assessed risk, anc
performing such other procedures as we considezeéssary in the circumstances. We believe thaawdit provides a reasonable 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 fircgal reporting includes those policies and proceduhat (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 financatkstents 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 companygsats that could have a material effect on then@iizd statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or d¢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, HarleyPavidson, Inc. maintained, in all material respgeettective internal control over financial repagdias of December 3
2007, based on the COSO criteria.

We also have audited, in accordance with the stasdi the Public Company Accounting Oversight Bo@/nited States), the consolidated
balance sheets of Harley-Davidson, Inc. as of Déegr@l, 2007 and 2006, and the related consolidageements of income, shareholders’
equity and cash flows for each of the three yaathé period ended December 31, 2007 of Harley-@mri, Inc. and our report dated
February 11, 2008 expressed an unqualified opitfiereon.

Ernst & Young LLP
Milwaukee, Wisconsin
February 11, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Habavidson, Inc.:

We have audited the accompanying consolidated balsineets of Harley-Davidson, Inc. as of DecemthefB07 and 2006, and the related
consolidated statements of income, shareholdetstyegnd cash flows for each of the three yeathénperiod ended December 31, 2007.
Our audits also included the financial statemehedale listed in the index at item 15(a). Theraricial 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 OversighamBigUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tildasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by maregeas well as evaluating the overall
financial statement presentation. We believe dbhataudits 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, 2007 and 2006, lamdansolidated results of its operations andash dlows for each of the three years in
the period ended December 31, 2007, in conformitly W.S. generally accepted accounting principlato 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, 2007 the Company cHatgmethod of accounting for
uncertain tax positions and on December 31, 20@Company changed its method of accounting fanddfbenefit pension 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, 2007, basetiteria established ilmternal Control -
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission and our report datdafeey 11,
2008 expressed an unqualified opinion thereon.

Ernst & Young LLP
Milwaukee, Wisconsin
February 11, 2008
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HARLEY-DAVIDSON, INC.
CONSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2007, 2006 and 2005
(In thousands, except per share amounts)

2007 2006 2005

Net revenue $ 5,726,84i $ 5,800,68! 5,342,21.
Cost of goods sold 3,612,74i 3,567,83! 3,301,71!
Gross profit 2,114,10! 2,232,84 2,040,49'
Financial services income 416,19¢ 384,89: 331,61¢
Financial services expense 204,02° 174,16 139,99¢
Operating income from financial services 212,16¢ 210,72: 191,62(
Selling, administrative and engineering expense 900,70t 846,41¢ 767,15
Income from operations 1,425,56 1,597,15. 1,464,96,
Investment income, net 22,25¢ 27,08’ 22,79,
Income before provision for income taxes 1,447,81 1,624,24 1,487,75!
Provision for income taxes 513,97t 581,08 528,15!
Net income $ 933,84: $ 1,043,15. 959,60
Earnings per common share:

Basic $ 37t $ 3.94 3.4z

Diluted $ 3.7 $ 3.9¢ 3.41
Cash dividends per common share $ 106 $ 0.81 0.62¢

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

CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Marketable securities
Accounts receivable, net
Finance receivables held for sale
Finance receivables held for investment, net
Inventories
Deferred income taxes
Prepaid expenses and other current assets
Total current assets

Finance receivables held for investment, net
Property, plant and equipment, net

Prepaid pension costs

Goodwill

Deferred income taxes

Other long-term assets

LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities:

Accounts payable

Accrued liabilities

Current portion of finance debt
Total current liabilities

Finance debt

Pension liability

Postretirement healthcare benefits
Other long-term liabilities

Commitments and contingencies (Note 5)

Shareholders’ equity:

December 31, 2007 and 2006
(In thousands, except share amounts)

Series A Junior participating preferred stock, nsseed
Common stock, 335,211,201 and 334,328,193 shaeedsn 2007 and 2006, respectively

Additional paid-in-capital
Retained earnings
Accumulated other comprehensive loss

Less:

Treasury stock (96,725,399 and 76,275,837 shar28(i and 2006, respectively), at cost

Total shareholders’ equity

2007 2006
$ 402,85: % 238,39°
2,47¢ 658,13

181,21° 143,04¢
781,28( 547,10t
1,575,28. 1,554,26!
349,69’ 287,79¢
103,27¢ 73,38¢

71,23( 48,50!
3,467,31: 3,550,63:
845,04« 725,95
1,060,59! 1,024,46!
89,88! 55,35!

61,40: 58,80(

54,37¢ 42,98¢

78,00( 73,95¢

$ 5,656,600 $ 5,532,15!
$ 300,18t $ 283,47
484,93t 479,70¢
1,119,95! 832,49:
1,905,07 1,595,67
980,00( 870,00(

51,55! 47,91¢

192,53: 201,12¢
151,95 60,69

3,352 3,342

812,22 766,38:
6,117,56 5,460,62!
(137,25%) (206,66
6,795,88! 6,023,69:
(4,420,39) (3,266,95))
2,375,49 2,756,73

$ 5,656,600 $ 5,532,15!

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, 2007, 2006 and 2005

(In thousands)

Net cash provided by operating activities (Not:

Cash flows from investing activitie
Capital expenditures
Origination of finance receivables held for investih
Collections on finance receivables held for invesih
Collection of retained securitization intere
Purchase of marketable securities
Sales and redemptions of marketable secul
Other, net

Net cash provided by (used by) investing activi

Cash flows from financing activitie
Proceeds from issuance of medium term n
Net (decrease) increase in fina-credit facilities and commercial pag
Repayment of senior subordinated debt
Dividends
Purchase of common stock for treasury
Excess tax benefits from sh-based paymen
Issuance of common stock under employee stock optans
Net cash used by financing activiti

Effect of exchange rate changes on cash and casyaénts
Net increase (decrease) in cash and cash equis
Cash and cash equivaler

At beginning of period
At end of period

2007 2006 2005
$ 798,14 $ 761,780 $ 962,61
(242,11 (219,60:) (198,38)
(514,359 (411,75) (336,41)
368,97t 260,13 179,97
118,17 101,64 115,34¢
(467,60%) (970,93) (1,352,42)
1,125,34. 1,224,44 1,783,50:
2,78¢ (19,186 2,24¢
391,20: (35,25¢) 193,84(
398,14 — 199,97:
(16,24 493,12 (280,69
(30,000) — —
(260,80} (212,919 (173,78
(1,153,43) (1,061,96) (1,054,61)
3,06¢ 18,93: 6,06¢
21,47¢ 125,80: 31,26¢
(1,037,80) (637,02) (1,271,79)
12,90¢ 7,92¢ (18,847
164,45 97,42: (134,18
238,39 140,97! 275,15¢
$ 402,85 $ 238,39 $ 140,97

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, 2007, 2006 and 2005

(In thousands, except share amounts)

Common Stock Additional Other comp-
Issued paid-in Retained rehensive
Shares Balance capital Earnings income (loss) Total
Balance December 31, 2004 329,908,16 $ 3,30C $ 533,06¢ $ 3,84457 $ (12,090 $ (1,150,37)$ 3,218,47.
Comprehensive incom
Net income — — — 959,60:- — — 959,60«
Other comprehensive income
(loss):
Foreign currency translation
adjustmen — — — — (18,00%) — (18,00%)
Minimum pension liability
adjustment, net of taxes of
($37,025) — — — — 60,15 — 60,15¢
Change in net unrealized gair
(losses)
Investment in retained
securitization interests, net
of taxes of ($2,17¢ — — — — 4,001 — 4,001
Derivative financial
instruments, net of taxes
($15,353) — — — — 24,99 — 24,99:;
Marketable securities, net of
tax benefit of $24. — — — — (399 — (399
Comprehensive income 1,030,35.
Dividends — — — (173,78Y) — — (173,78Y)
Repurchase of common stock — — — — — (1,054,61) (1,054,61)
Shar+-based compensatic — — 24,117 — — — 24,11,
Issuance of nonvested stock 115,80: 1 @ — — — —
Exercise of stock optior 937,90¢ 9 31,25¢ — — — 31,26+
Tax benefit of stock options — — 7,80( — — — 7,80(C
Balance December 31, 2005 330,961,86 $ 3,31C $ 596,23¢ $ 4,630,391 $ 58,65! $ (2,204,98)$ 3,083,60!
Comprehensive incom
Net income — — — 1,043,15. — — 1,043,15.
Other comprehensive income
(loss):
Foreign currency translation
adjustmen — — — — 12,89¢ — 12,89¢
Minimum pension liability
adjustment, net of taxes of
($165) — — — — 267 — 267
Change in net unrealized gains
(losses)
Investment in retained
securitization interests, n
of tax benefit of $7,36 — — — — (13,529 — (13,529
Derivative financial
instruments, net of tax
benefit of $9,11: — — — — (15,04 — (15,04
Marketable securities, net ¢
taxes of ($2,456 — — — — 3,991 — 3,991
Comprehensive income 1,031,73
Adjustment to initially apply SFAS
No. 158, net of taxes of
($156,278 — — — — (253,907 — (253,90)
Dividends — — — (212,919 — — (212,919
Repurchase of common stock — — — — — (1,061,96) (1,061,96)
Shar-based compensatic — — 21,44¢ — — — 21,44¢
Issuance of nonvested stock 253,31¢ 3 ©) — — — —
Exercise of stock optior 3,113,00! 30 125,77: — — — 125,80:
Tax benefit of stock options — — 22,92¢ — — — 22,92¢
Balance December 31, 2006 334,328,19 $ 3,34 $ 766,38. $ 5460,62' $ (206,669 % (3,266,95)% 2,756,73

Comprehensive incom



Net income — — — 933,84 — — 933,84
Other comprehensive income
(loss):
Foreign currency translation
adjustmen — — — — 30,75 — 30,75:
Amortization of net prior
service cost, net of taxes of
($2,121) — — — — 3,44 — 3,44
Amortization of actuarial loss,
net of taxes of ($7,09: — — — — 11,52: — 11,52:
Pension and post-retirement
plan funded status
adjustment, net of taxes of
($29,142) — — — — 47,34¢ — 47,34¢
Change in net unrealized gains
(losses)
Investment in retained
securitization interests, n
of tax benefit of $6,48 — — — — (11,949 — (11,949
Derivative financial
instruments, net of tax
benefit of $7,22¢ — — — — (12,970 — (12,970
Marketable securities, net ¢
taxes of ($825 — — — — 1,252 — 1,252
Comprehensive income 1,003,24
Adjustment to initially apply FIN 4¢ — — — (16,100 — — (16,100
Dividends — — — (260,809 — — (260,809
Repurchase of common stock — — — — — (1,153,43) (1,153,43)
Shar-based compensatic — — 20,97« — — — 20,97«
Issuance of nonvested stock 385,07¢ 4 4 — — — —
Exercise of stock optior 497,93( 5 21,47: — — — 21,47¢
Tax benefit of stock options — — 3,39¢ — — — 3,39¢
Balance December 31, 2007 335,211,20 $ 3,352 $ 812,22: $ 6,11756 $ (137,259 $ (4,420,39)$ 2,375,49.

The accompanying notes are an integral part of¢insolidated financial statements.
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HARLEY-DAVIDSON, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Principles of Consolidation and Basis of Preseniteti The consolidated financial statements includeatteounts of Harleypavidson, Inc
and its subsidiaries (the Company), including tbeoants of the groups of companies doing busingstaaley-Davidson Motor Company
(HDMC), Buell Motorcycle Company (BMC) and Harleyaldidson Financial Services (HDFS).

All of the Company’s subsidiaries are wholly owreadl are included in the consolidated financiakstegnts. Substantially all of the
Company’s international subsidiaries use the respelocal currency as their functional currencygsats and liabilities of international
subsidiaries have been translated at period-erftbexye rates, and income and expenses have beslatedrusing average 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 QSP&® not consolidated in the financial statementh®fCompany. 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.

Use of Estimates The preparation of financial statements in camfor with U.S. generally accepted accounting pphes requires
management to make estimates and assumptiondfinztttae amounts reported in the financial statetmand accompanying notes.
Actual results could differ from those estimates.

Cash and Cash Equivalert§he Company considers all highly liquid investisenith a maturity of three months or less wherchased
to be cash equivalents.

Marketable Securities The Company has investments in marketable sesidbnsisting primarily of investment-grade deistiuments
such as corporate bonds and government backedtgecof $2.5 million and $337.4 million at Deceml!34, 2007 and 2006, respective
with contractual maturities of approximately 1 yedtarketable securities also include auction sagurities of $320.7 million at
December 31, 2006 with contractual maturities ofaif0 years. The Company did not hold auctioa saturities as of December 31,
2007. The Company classifies its investments irkatable securities as available for sale, thusiregmy the Company to carry them at
their fair value with any unrealized gains or Iassgported in other comprehensive income. Netalizetl losses, net of taxes, included in
other comprehensive income as of December 31, 20672006 were $0.1 million and $1.3 million, regpedy. Gains and losses realiz
on sales of marketable securities are includedvastment income and were not material.

Accounts Receivable The Company foreign sales of motorcycles and related prodaissold on open account, letter of credit, caat
payment in advance or financed by the purchasiaéedeand are included in Accounts Receivableén@bmpany’s consolidated balance
sheets. The allowance for doubtful accounts dediitom total accounts receivable was $9.0 milaod $9.5 million as of December 31,
2007 and 2006, respectively. The Comparsales of motorcycles and related products itJthieed States and Canada and a portion «
sales in Europe are financed by the purchasingdeal distributors through HDFS, and the relategtivables are included in finance
receivables held for investment in the consolidé@idnce sheets.
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1. Summary of Significant Accounting Policies (toaed)

Finance Receivables Credit LosseEhe provision for credit losses on finance reablgs is charged to earnings in amounts suffid@nt
maintain the allowance for uncollectible accourtta level HDFS believes is adequate to cover theds of principal in the existing
portfolio. HDFS’ periodic evaluation of the adequaf the allowance is generally based on HDFSt fms loss experience, known and
inherent risks in the portfolio, the value of thederlying collateral and current economic cond#iotlDFS’ wholesale and other large
loan charge-off policy is based on a loan-by-loariew which considers the specific borrower’s aito repay and the estimated value of
any collateral.

Retail loans are generally charged-off at 120 aaydractually past due. All finance receivablesrae interest until either collected or
charged-off. Accordingly, as of December 31, 2@6d 2006, all finance receivables are accounteddanterest-earning receivables.

Finance Receivables Held for Salé).S. retail motorcycle loans intended for se@atton at origination are classified as finance
receivables held for sale. These finance recedglhéld for sale in the aggregate are carriededbthier of cost or estimated fair value.
Finance receivables held for sale are held foroat gieriod 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 SecuritizationslDFS sells retail motorcycle loans through sdimation 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, securefdtoye collections of purchased retail
loans. The proceeds from the issuance of the-bssked securities are utilized by the securitizatrust to purchase retail loans from
HDFS.

Upon sale of the retail loans to the securitizatioist, HDFS receives cash and also retains arestten excess cash flows, servicing rig
and the right to receive cash reserve account depnghe future, collectively referred to as “@stment in retained securitization
interests.” The investment in retained securitimainterests is included with finance receivaliie& for investment in the consolidated
balance sheets.

The interest in excess cash flows equals the dasls frising from retail loans sold to the secmation trust less servicing fees, credit
losses and contracted payment obligations oweddorgization trust investors. Key assumptiondétermining the present value of
projected excess cash flows are prepayments, d¢osdies 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 é¢dased adequate compensation for the
services provided and is included in financial &gy income as earned.

Reserve account deposits represent interasting cash deposits which collateralize the sastrities. The funds are not available for
by HDFS until the reserve account balances exdeegdholds specified in the securitization agreement

Gains or losses on current year securitization® fitee sale of the retail loans are recognizedérptériod in which the sale occurs. The
amount of the gain or loss depends on the proaeeg$ved and the original carrying amount of tlaasferred retail loans, allocated
between the assets sold and the retained intdrasésl on their relative fair values at the dateaofsfer.

Investments in retained securitization interestsracorded at fair value and are periodically nevei@ for impairment. As discussed in

Note 3, during 2007, the Company recorded a perntamgairment charge of $9.9 million on its investmin retained securitization
interests. Market quotes of fair value are geheradt available for retained interests; therefét®FS estimates fair value based on the
present value of future expected cash flows usibg &l best estimates of key assumptions for credigés, prepayments and discount rate
commensurate with the risks involved.
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1. Summary of Significant Accounting Policies (toaed)

Finance Receivables Securitizations (continued):

Unrealized gains and losses on investments innedasecuritization interests are recorded in atbarprehensive income. As of
December 31, 2007 and 2006, net unrealized gains $25.0 million and $43.4 million before incomaea, or $16.2 million and $28.1
million net of taxes, respectively.

HDFS does not guarantee payments on the secusisiesd by the securitization trusts or the propcesh flows from the retail loans
purchased from HDFS. The Company’s retained sézxation 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 trust
(after payment of servicing fees) and in the casienve account deposits. These priority interdtaately could impact the value of the
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 securitizatist. HDFS has surrendered contro
retail loans sold to the securitization trust. Seization transactions have been structured shah {1) transferred assets have been
isolated from HDFS by being put presumptively beytime reach of HDFS and its creditors, even in bapiky or other receivership;

(2) each holder of a beneficial interest in theusization trust has the right to pledge or exatheir interest; and (3) HDFS does not
maintain effective control over the transferrede¢sshrough either (a) an agreement that bothiestind obligates HDFS to repurchase or
redeem the transferred assets before their matuttigr than for breaches of certain representatisaganties and covenants relating to
the transferred assets, or (b) the ability to teiklly cause the holder to return specific assgbgr than through a customary cleanup call.

Activities of the securitization trust are limitéal acquiring retail loans, issuing asset-backedriées, making payments on securities to
investors and other activities permissible undeASHE40. Securitization trusts have a limited &fed generally terminate upon final
distribution of amounts owed to the investors ia #isset-backed securities. Historically, thedifeecuritization trusts purchasing retail
loans from HDFS has approximated four years.

Due to the overall structure of the securitizati@msaction, the nature of the assets held byaberiization trust and the limited nature of
its activities, the securitization trusts are cdeséd QSPEs. Accordingly, gain or loss on satedegnized upon transfer of retail loans
QSPE and the assets and liabilities of the QSRERairconsolidated in the financial statements BFB. See Note 3 for further
discussion of HDFS’ securitization program.

Inventories- Inventories are valued at the lower of cost orketa Substantially all inventories located in theited States are valued
using the last-in, first-out (LIFO) method. Otlieventories totaling $112.7 million at December 2207 and $103.5 million at
December 31, 2006 are valued at the lower of costarket using the first-in, first-out (FIFO) metho

Property, Plant and EquipmenProperty, plant and equipment is recorded at ddspreciation 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; buildingipqent and land improvements - 7 to 10 years; aadhinery and equipment - 3 to 10
years. Accelerated methods of depreciation aré fesencome tax purposes.
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1. Summary of Significant Accounting Policies (toaed)

Internatuse Software- The Company’s policy is to capitalize costs imedrin connection with developing or obtaining aaite for

internal use. The Company’s policy explicitly exaés certain types of costs from capitalizatioshsas costs incurred for enhancements,
maintenance, project definition, data conversiesearch and development, business processgieeering and training. Costs capitali
by the Company include amounts paid to outsidewdting firms for materials or services used in depéng or obtaining computer
software for internal use, wages and benefits fa&mployees who are directly associated with ahd devote time to developing or
obtaining computer software for internal use, antdriest costs incurred during the period of develemt of software for internal use.
During 2007, 2006 and 2005, the Company capitalieil million, $38.1 million and $17.0 million,sectively, of costs incurred in
connection with developing or obtaining softwareifdernal use. The Company depreciates costsatiagid in connection with
developing or obtaining software for internal useaostraight-line basis over the estimated usétul IGenerally, internal-use software has
a three to seven year useful life.

Goodwill - Goodwill represents the excess of acquisitiort cesr the fair value of the net assets purchassabdwill is tested for
impairment at least annually based on financia defated to the reporting unit to which it hasrbassigned. The Company has assigned
goodwill to reporting units based on specific rewigf each purchase transaction. During 2007 afié 2the Company tested its goodwill
balances for impairment and no adjustments wem@ded to goodwill as a result of those reviews.

Longlived Assets- The Company periodically evaluates the carryialye of long-lived assets to be held and used @mgtlived assets
held for sale, when events and circumstances wastenh review. If the carrying value of a longeldzasset is considered impaired, a loss
is recognized based on the amount by which theicarvalue exceeds the fair market value of thegitived asset for assets to be held
used, or the amount by which the carrying valuesegs the fair market value less cost to sell feesheld for sale. Fair market value is
determined primarily using the anticipated caslwéflaiscounted at a rate commensurate with thamaklved.

Product Warranty and Safety Recall Campaigiifie Company currently provides a standard twa-ldted warranty on all new
motorcycles sold worldwide, except for Japan, whkeeCompany provides a standard three-year limitadlanty on all new motorcycles
sold. The warranty coverage for the retail custoimegudes parts and labor and begins when the moytte is sold to a retail customer.
The Company maintains reserves for future warralaiyns using an estimated cost per unit sold, wiidiased primarily on historical
Company claim information. Additionally, the Conmyahas from time to time initiated certain volugtaafety recall campaigns. The
Company reserves for all estimated costs assoanmdthdsafety recalls in the period that the safefyalls are announced. Changes in the
Company’s warranty and safety recall liability waefollows (in thousands):

2007 2006 2005
Balance, beginning of period $ 66,38¢ $ 43,07 $ 44,86¢
Warranties issued during the per 54,96 56,00¢ 37,04
Settlements made during the period (66,427) (57,267 (38,762)
Safety recalls and changes to pre-existing warrkaibylities 15,591 24,57 (77)
Balance, end of period $ 70,52 $ 66,38 $ 43,07

The liability for safety recall campaigns was $@iflion, $6.5 million and $8.8 million as Decemigk, 2007, 2006 and 2005,
respectively.
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1. Summary of Significant Accounting Policies (toaed)

Derivative Financial InstrumentsThe Company uses derivative financial instrumémtaanage foreign currency exchange rate and
interest rate risk. The Company’s policy speclficarohibits the use of derivatives for speculatppurposes. Refer to Note 10 for a
detailed description of the Company’s derivativetinments.

All derivative instruments are recognized on thiabee sheet at fair value. Changes in the fawevaf derivatives that are designated as
fair value hedges, along with the gain or losshenhedged 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 immetig recognized in earnings. No component of eghegderivative instrument’s gain or
loss is excluded from the assessment of hedgetietfaess. Derivative instruments which do not dydbr hedge accounting are recort
at fair value and any changes in fair value arendsd in current period earnings.

Revenue Recognition Sales are recorded when products are shippetdtesale customers (independent dealers and distr) and
ownership is transferred. The Company offers salentive programs to both wholesale and retatamers designed to promote the

of motorcycles and related products. The totalscobthese programs are recognized as revenuetiaasiand are accrued at the later of
the date the related sales are recorded or thetdatacentive program is both approved and comoaied.

Financial Services Income Recognitiefnterest income on finance receivables is reabedeearned and is based on the average
outstanding daily balance for wholesale and regmiéivables. Accrued interest is classified witlafice receivables. Loan origination
payments made to dealers for certain retail loa@slaferred and amortized over the estimated fite@contract.

Research and Development Expensé&xpenditures for research activities relatingroduct development and improvement are charged
against income as incurred and included within afieg expenses in the consolidated statement ofiec Research and development
expenses were $185.5 million, $177.7 million an@&?% million for 2007, 2006 and 2005, respectively.

Advertising Costs- The Company expenses the production cost of tsivey the first time the advertising takes plaéalvertising costs
relate to the Company’s efforts to promote its picid and brands through the use of media. Dur@@y 22006 and 2005, the Company
incurred $76.9 million, $69.7 million and $66.5 hoih in advertising costs, respectively.

Shipping and Handling CostsThe 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 CostsThe Company recognizes the cost of its employ@k ©ption awards in its income statement. Tl&l wost
of the Company’s share-based awards is equal togtent date fair value and is recognized as egpem a straight-line basis over the
service periods of the awards. Total stock comgiams expense recognized by the Company during,Z8006 and 2005, including stock
option and nonvested stock awards, was $21.0 mjl$21.4 million and $23.0 million, respectively,$13.0 million, $13.3 million and
$14.5 million net of taxes, respectively.
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1. Summary of Significant Accounting Policies (toaed)

Income Tax Expense The Company recognizes interest and penaltiateceto unrecognized tax benefits in the provisosrincome
taxes.

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 the accounting diocertainty in income taxes recognized in anrgnige’s financial statements in
accordance with SFAS No. 109, “Accounting for Ineoraxes.” The interpretation prescribes a recagnthreshold and measurement
attribute for the financial statement recognitiowl aneasurement of a tax position taken or expdotée taken in a tax return. The
Company adopted the provisions of FIN 48 on Jantia®007. See Note 4 for further discussion ofeffiect of adopting FIN 48 on the
Company’s consolidated financial statements andstereto.

In September 2006, the FASB issued SFAS No. 158plByers’ Accounting for Defined Benefit Pensiordadther Postretirement Plans,
an amendment of FASB Statements No. 87, 88, 108.3a2(R).” SFAS No. 158 requires employers thanspo defined benefit pension
and postretirement benefit plans to recognize presty unrecognized actuarial losses and prior serdsts in the statement of financial
position and to recognize future changes in theseuats in the year in which changes occur throwathprehensive income. As a result,
the statement of financial position will reflecetfunded status (the difference between the prgeoenefit obligation and the fair value
plan assets) of those plans as an asset or §ab#itditionally, employers are required to meagheefunded status of a plan as of the date
of its year-end statement of financial positiorheTTCompany adopted SFAS No. 158, as it relatesctmgnizing the funded status of its
defined benefit pension and postretirement bepédits, and the related disclosure requirementsf Becember 31, 2006. See Note 6 for
further discussion of the effect of adopting SFA& W58 on the Company’s consolidated financiakest&nts and notes thereto. The
requirement to measure the funded status as afateeof the year-end statement of financial pasitsorequired by December 31, 2008.
The Company is currently evaluating the impactdhange in the measurement date will have on itsa@ated financial statements and
notes thereto.

In September 2006, the FASB issued SFAS No. 1570 WValue Measurements.” SFAS 157 establishearadwork for measuring fair
value in generally accepted accounting principtéejfies the definition of fair value within thélamework, and expands disclosures al
the use of fair value measurements. SFAS 157 epfiifair value measurements required by existompunting pronouncements and
does not require any new fair value measuremertie. Company is required to adopt SFAS 157 beginimrfigcal year 2008 and the
impact that the adoption of SFAS 157 will have nconsolidated financial statements is expectdxttommaterial.

In February 2007, the FASB issued SFAS No. 159¢"FFhir Value Option for Financial Assets and Finandabilities — Including an
amendment of FASB Statement No. 115.” SFAS No.{ddrnits entities to choose to measure many fidintstruments and certain
other items at fair value. Unrealized gains arsgés on items for which the fair value option hesnbelected will be recognized in
earnings at each subsequent reporting date. Thg&uy is required to adopt SFAS 159 beginningsodi year 2008. The Company d
not expect to elect the fair value option permitteéder SFAS 159 so adoption will have no impacit®consolidated financial statements.
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2. Additional Balance Sheet and Cash Flow Inforomat

The following information represents additionalalktor 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:

Inventories, net (in thousands):

2007 2006
Components at the lower of FIFO cost or ma
Raw materials and work in proce $ 149,95 $ 123,37t
Motorcycle finished good 107,76¢ 94,39¢
Part and accessories and general merchandise 124,10¢ 98,74¢
Inventory at lower of FIFO cost or market 381,83: 316,52
Excess of FIFO over LIFO cost 32,13¢ 28,72¢

$ 34969 $ 287,79

Inventory obsolescence reserves deducted from EtSDwere $16.3 million and $15.3 million as of Bexber 31, 2007 and 20086,
respectively.

Property, plant and equipment, at cost (in thouspand

2007 2006
Land and related improvements $ 49,92 $ 49,12¢
Buildings and related improvemet 392,307 378,15(
Machinery and equipme 2,040,471 1,956,93!
Construction in progress 275,23t 148,29.

2,757,94 2,532,50:
Less: accumulated depreciation 1,697,35. 1,508,03.

$ 1,060,591 $ 1,024,46

Accrued liabilities (in thousands):

2007 2006
Payroll, performance incentives and related expense $ 15152: $ 14557
Warranty and recall 70,52 66,38:
Sales incentive progran 78,30z 83,52«
Income taxe: 19,49¢ 49,66¢
Fair value of derivative financial instrumel 34,414 28,07¢
Other 130,67! 106,48:

$ 48493t $  479,70¢
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2. Additional Balance Sheet and Cash Flow Inforamafcontinued)

Components of accumulated other comprehensive hesgf tax (in thousands):

2007 2006
Cumulative foreign currency translation adjustment $ 59,18:! $ 28,43(
Unrealized gain on investment in retained secatitin interes 16,16 28,11:
Unrealized net loss on derivative financial insteunts (29,257 (6,287%)
Unrealized net loss on marketable secur (76) (1,32
Unrecognized pension and postretirement benefit iddilities (193,279 (255,589
$ (137,259 $ (206,667)
Cash Flow Information:
The reconciliation of net income to net cash predithy operating activities is as follows (in thouds):
2007 2006 2005
Cash flows from operating activitie
Net income $ 933,84. $ 1,043,150 $ 959,60«
Adjustments to reconcile net income to net caskigenl by operating activitie:
Depreciatior 204,17 213,76¢ 205,70!
Provision for employee loi-term benefits 75,68 80,17¢ 71,46
Stock compensation exper 20,97« 21,44¢ 22,97«
Gain on current year securitizatic (36,037 (32,31¢) (46,587
Net change in wholesale finance receival 22,81¢ (159,88¢) (161,349
Origination of retail finance receivables held $ate (2,919,93) (2,772,73) (2,447,32))
Collections on retail finance receivables helddale 110,75¢ 112,13: 124 ,46.
Proceeds from securitization of retall finance realales 2,486,78! 2,303,56: 2,450,92
Contributions to pension and postretirement p (15,307 (13,517 (296,859
Deferred income taxe (60,529 (39,769 48,16¢
Foreign currency adjustmer (14,587 (7,975 18,68¢
Other, ne 38,01« 32,53¢ 31,99¢
Changes in current assets and liabilit
Accounts receivable, n (26,449 (16,367 (11,556
Finance receivable- accrued interest and ott (19,680) (23,447 (16,257)
Inventories (48,019 (54,357 (6,36¢€)
Accounts payable and accrued liabilit 48,157 76,05¢ 24,81(
Other (2,519 (708 (9,89%)
Total adjustments (135,69) (281,37)) 3,01(
Net cash provided by operating activit $ 798,14t $ 761,78( $ 962,61
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2. Additional Balance Sheet and Cash Flow Inforamafcontinued)

Cash paid during the period for interest and inctames (in thousands):

2007 2006 2005
Interest $ 81,47: $ 57,99C $ 34,417
Income taxe: $ 568,81' $ 602,34 % 471,61

Interest paid represents interest payments of HRRiEh are included in financial services expense.

Non-cash investing activity during the period (ot@sands):

2007 2006 2005

Investment in retained securitization interestenez in connection with
securitizations during the ye $ 170,17 $ 156,95! $ 176,64(

3. Financial Services

HDFS is engaged in the business of financing andcieg wholesale inventory receivables and rdtahs, primarily for the purchase of
motorcycles, and providing insurance and insuraatzded programs principally to Harley-Davidson &Il dealers and their retail
customers. HDFS conducts business in the Uniteté§tCanada and Europe and is responsible forealit and collection activities for
the Company’s U.S. dealer receivables, its Canadignbutor receivables and the majority of its@pean dealer receivables.

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

2007 2006 2005
Interest income $ 196,80: $ 167,50: $ 129,86
Incomefrom securitization: 97,57¢ 111,17° 123,13¢
Other income 121,81 106,21( 78,611
Financial services income 416,19¢ 384,89: 331,61¢
Interesiexpense 81,47t 59,76 36,15«
Operating expenses 122,55: 114,40¢ 103,84«
Financial services expenses 204,02 174,16 139,99¢
Operating income from financial services $ 212,16¢ $ 210,72: $ 191,62(

Financial Services interest income includes appnately $27.7 million, $23.6 million and $16.0 noiti of interest on wholesale finance
receivables paid by HDMC to HDFS in 2007, 2006 3665, respectively. This interest was paid on betidiDMC'’s independent
dealers as a way to manage seasonal increase®imtany. The offsetting cost of these intereseitoves was recorded as a reduction to
net revenue.

Income from securitizations includes gains on quryear securitization transactions of $36.0 milji$32.3 million and $46.6 million
during 2007, 2006 and 2005, respectively, and ircominvestment in retained securitization inter@$t$61.6 million, $78.9 million and
$76.6 million during 2007, 2006 and 2005, resp&tyiv
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3. Financial Services (continued)

Finance Receivables

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

2007 2006 2005 2004 2003
Wholesale
United State: $ 1,132,740 $ 1,206,75. $ 1,040,221 $ 870,64( % 690,66:
Europe 86,947 66,42 59,96( 73,23: 91,981
Canada 108,75¢ 65,53¢ 50,097 51,94¢ 59,17:
Total wholesale 1,328,45: 1,338,71; 1,150,27 995,81¢ 841,82(
Retail
United State: 485,57¢ 409,78t 319,85t 287,84 233,07¢
Canada 228,85( 174,89: 149,59 120,21° 92,74(
Total retail 714,42¢ 584,68 469,45: 408,05¢ 325,81¢
2,042,88I 1,923,39. 1,619,73! 1,403,87- 1,167,63!
Allowance for credit losses 30,29¢ 27,28 26,16¢ 30,27 31,31
2,012,58! 1,896,11. 1,593,56! 1,373,59 1,136,32i
Investment in retained securitization interests 407,74 384,10t 349,65¢ 282,18° 254,40¢

$ 242032 $ 228021 $ 1943220 $ 165578 $ 1,390,73

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

2007 2006 2005 2004 2003

Retail
United State: $ 781,28 $ 547,10t $ 299,37. % 456,51¢ $ 347,11.

HDFS has cross-border outstandings to CanadaBsagmber 31, 2007, 2006 and 2005 of $92.2 milf&1,.1 million and $51.7 million,
respectively.

HDFS provides wholesale financing to the Compamydependent 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 custosrarthe Company’s independent dealers in the dr8tates and Canada. The
origination of retail loans is a separate and détiransaction 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 installni@ans. As of December 31, 2007 approximateBt I gross outstanding finance
receivables were originated in Canada and as oféfber 31, 2006 approximately 10% were originate@atifornia.

At December 31, 2007 and 2006, unused lines ofitceztended to HDFS’ wholesale finance customei@déd $994.3 million and $782.8
million, respectively. Approved but unfunded réfaiance loans totaled $458.4 million and $593i8iom at December 31, 2007 and
2006, respectively.
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3. Financial Services (continued)

Finance Receivables (continued)

Wholesale finance receivables are related priméwilpotorcycles and related parts and accessaies ® independent dealers and are
generally contractually due within one year. Rdiaance receivables are primarily related to saemotorcycles to the dealers’
customers. On December 31, 2007, contractual itietiof finance receivables held for investmenc{eding retained securitization
interests) were as follows (in thousands):

United States Europe Canada Total
2008 $ 1,172,390 $ 86,947 $ 136,44¢ $ 1,395,79.
2009 29,81¢ — 29,69( 59,50¢
2010 32,92: — 33,19¢ 66,12:
2011 36,36( — 37,12 73,48:
2012 40,17« — 41,51 81,68¢
Thereafter 306,63 — 59,65 366,29(
Total $ 161831 $ 86,947 $ 337,620 $ 2,042,88

As of December 31, 2007, all finance receivables alfter one year were at fixed interest rates.

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

2007 2006 2005
Balance at beginning of year $ 27,28: $ 26,16 $ 30,27
Provision for finance credit loss 11,25 5,962 3,26:
Charge-offs, net of recoveries (8,240) (4,844 (7,375
Balance at end of year $ 30,29t $ 27,28° $ 26,16¢

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

2007 2006 2005 2004 2003
United States $ 6,208 $ 4,47¢ $ 257¢ % 1,90¢ $ 2,01z
Canade 1,75¢ 1,561 1,44z 994 63¢
Europe 38¢€ 452 288 3,68¢ 4,12¢
Total $ 8,35( $ 6,48¢ $ 4,29¢ $ 6,58t $ 6,77

Securitization Transactions

During 2007, 2006 and 2005, the Company sold $8iltidn, $2.33 billion and $2.48 billion, respeatly, of retail motorcycle loans
through securitization transactions utilizing QSR&ee Note 1). These sales resulted in cash pea#es2.49 billion, $2.30 billion and
$2.45 billion during 2007, 2006 and 2005, respetyiv The Company retains an interest in exceds taws, servicing rights and cash
reserve account deposits, collectively referredstinvestment in retained securitization intere3tse total securitization interests retained
during the year for the last three years are disdainder non-cash investing activities in Notér2conjunction with current and prior
year sales, HDFS had investments in retained semiion interests of $407.7 million and $384.1lmil at December 31, 2007 and 2006,
respectively. The Company receives annual seryifdes approximating 1% of the outstanding seeedtiretail loans. HDFS serviced
$4.67
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3. Financial Services (continued)

Securitization Transactions (continued)

billion and $4.28 billion of securitized retail los.as of December 31, 2007 and 2006, respectively.

The Company'’s retained securitization interests|ugiing servicing rights, are subordinate to theriasts of securitization trust investors.
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 depositsselpriority interests ultimately could impact ttadue of the Company’s investment in
retained securitization interests. Investors dohawe recourse to the assets of HDFS for failfitteobligors on the retail loans to pay
when due. Retained securitization interests arerded at fair value. Key assumptions in the vadueof the investment in retained
securitization interests and in calculating thengailoss on current year securitizations are ttedses, prepayments and discount rate.

At the date of the transaction, the following weghaverage key assumptions were used to caldblkatgain on securitizations completed
in 2007, 2006 and 2005:

2007 2006 2005
Prepayment speed (Single Monthly Mortality) 2.21% 2.47% 2.5(%
Weightec-average life (in year: 1.97 1.9¢ 1.9z
Expected cumulative net credit los: 3.7%% 2.84% 2.6(%
Residual cash flows discount r: 12.0(% 12.0(% 12.0(%

As of December 31, 2007 and 2006, respectivelyfat@wing weighted-average key assumptions weeglue value the investment in
retained securitization interests:

2007 2006
Prepayment speed (Single Monthly Mortality) 2.17% 2.4(%
Weightec-average life (in year: 2.07 2.0¢
Expected cumulative net credit los: 3.85% 2.9%%
Residual cash flows discount r: 12.0(% 12.0(%
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3. Financial Services (continued)

Securitization Transactions (continued):

Expected cumulative net credit losses are a kayngsison in the valuation of retained securitizatioterests. As of December 31, 2007,
2006 and 2005, respectively, weighted-average eéegeatet credit losses for all active securitizagiorere 3.89%, 2.99% and 2.57%. The
table below summarizes, as of December 31, 20006 a6d 2005, respectively, expected weighted-aeetagulative net credit losses by
year of securitization, expressed as a percentaipe @riginal balance of loans securitized fors@turitizations completed during the
years noted.

Expected weighted-average cumulative Loans securitized in

net credit losses (%) as of : 2007 2006 2005 2004 2003
December 31, 200 3.8&% 4.0% 4.1%% 3.4&% 2.6€%
December 31, 200 — 3.0(% 3.15% 2.92% 2.52%
December 31, 200 — — 2.6(% 2.6(% 2.52%

During 2007, the Company recorded an impairmentgehaf $9.9 million on its investment in retainestgritization interests. During
2007, the fair value of certain retained securitirainterests was lower than the amortized cobtclvindicated impairment. This
impairment was considered permanent and as a tasutlivestment in retained securitization intexdsts been appropriately written dc
to fair value. The decline in fair value was dadigher actual and anticipated credit losses omicesecuritization portfolios, partially
offset by a slowing in actual and expected prepayrapeeds. This charge was recorded as a redwftforancial services income.

Detailed below at December 31, 2007 and 2006 eisénsitivity of the fair value to immediate 10% &0% adverse changes in the
weighted-average key assumptions for all retaimedistization interests (dollars in thousands):

2007 2006
Carrying amount/fair value of retained interests $ 407,74. $ 384,10t
Weightec-average life (in year: 2.07 2.0¢
Prepayment speed assumption (monthly rate 2.17% 2.4(%
Impact on fair value of 10% adverse cha $ (7,900 $ (9,000
Impact on fair value of 20% adverse cha $ (15,400 $ (17,500
Expected cumulative net credit losse 3.8% 2.9%%
Impact on fair value of 10% adverse cha $ (36,400 $ (24,400
Impact on fair value of 20% adverse cha $ (72,700 $ (48,800
Residual cash flows discount rate (annual) 12.0(% 12.0(%
Impact on fair value of 10% adverse cha $ (7,500 $ (7,000
Impact on fair value of 20% adverse cha $ (14,700 $ (13,900

These sensitivities are hypothetical and shouldeatonsidered to be predictive of future perforcgaiChanges 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.
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3. Financial Services (continued)

Securitization Transactions (continued):

In reality, changes in one factor may contributettanges in another, which may magnify or countahecsensitivities. Furthermore, the
estimated fair values as disclosed should not beidered indicative of future earnings on thesetass

The table below provides information regarding @i@rcash flows received from and paid to all mogoke loan securitization trusts duri
the years ended December 31, 2007 and 2006 (irsdinols):

2007 2006
Proceeds from new securitizations $ 2,486,781 $ 2,303,56:
Servicing fees receive 45,47¢ 43,80¢
Other cash flows received on retained inter 162,55¢ 166,76(
10% clea-up call repurchase optic (90,50¢) (104,02)

Managed retail motorcycle loans consist of allitetetorcycle installment loans serviced by HDFEluding those held by securitization
trusts and those held by HDFS. As of DecembeB8Q7 and 2006, managed retail motorcycle loanse®$5.80 billion and $5.11
billion, respectively, of which $4.67 billion and 28 billion, respectively, were securitized. Tracipal amount of managed retail
motorcycle loans 30 days or more past due was $384lion and $246.1 million at December 31, 200id 2006, respectively. Managed
loans 30 days or more past due exclude loans eifitaisas repossessed inventory. Credit lossésfmecoveries, of the managed retail
motorcycle loans were $106.5 million, $68.1 milliand $53.0 million during 2007, 2006 and 2005, eetipely.

Finance Debt:

HDFS’ debt as of December 31 consisted of the ¥atig (in thousands):

2007 2006
Commercial paper $ 842,61¢ $ 894,25(
Credit facilities 256,53: 191,86¢

1,099,14! 1,086,111
Mediun-term notes 1,000,80I 586,37}
Senior subordinated notes — 30,00(

$ 2,099,95! $ 1,702,49.

Credit Facilities- HDFS has a $1.40 billion revolving credit facili§@lobal Credit Facility) that is primarily used poovide liquidity to tht
unsecured commercial paper program and to fund siicreend foreign operations. Subject to certaiititions, HDFS has the option to
borrow in various currencies. Interest is baseti@mdon interbank offered rates (LIBOR), Europeaetbank offered rates or other short-
term indices, depending on the type of advances Global Credit Facility is a committed facility @lin September 2009 and HDFS pa
fee for its availability.

Commercial Paper Subject to limitations, HDFS may issue commercagqr of up to $1.40 billion. Maturities may rangeta 365 days
from the issuance date. Outstanding commerciapagay not exceed the unused portion of the Gl@bedlit Facility. As a result, the
combined total of commercial paper and borrowingdean the Global Credit Facility was limited to $2 Hillion as of December 31, 2007
and 2006. The weighted-average interest rate tstanding commercial paper balances was 4.61% 2@d{bat December 31, 2007 and
2006, respectively. The December 31, 2007 and 2@0ghted-average interest rates include the impkiciterest rate swap agreements.
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3. Financial Services (continued)

Finance Debt (continued)

MediumTerm Notes- In December 2007, HDFS issued $400.0 million.86% medium-term notes due December 2012. HDFShals
$400.0 million of 3.63% medium-term notes outstagdivhich are due in December 2008 and $200.0 mitho5.00% mediumerm note:
which are due in December 2010 (all three issuaacesollectively referred to as “Notes”). The Boprovide for semi-annual interest
payments and principal due at maturity. HDFS ematénto swap agreements, the effect of which otovert the interest rates on $550.0
million of the Notes from fixed rates to floatingtes, which are based on 3-month LIBOR. The weiifatverage interest rates on the
Notes for the years ended December 31, 2007 angl\@86: 5.60% and 5.28%, respectively, which inclimeimpact of interest rate sw
agreements. At December 31, 2007 and 2006, thesNeflect a $1.3 million increase and a $13.6ionilHecrease, respectively, due to
fair value adjustments related to the impact ofitiherest rate swap agreements.

Senior Subordinated DebtAt December 31, 2006, HDFS had $30.0 million G®86 senior subordinated notes outstanding whiate we
due in December 2007. In December 2007, the moédsred and the principal and accrued interestpaasin full.

Intercompany Borrowings HDFS has a revolving credit line with the Comparhereby HDFS may borrow up to $210.0 million at
market rates of interest. As of December 31, 2082006, HDFS had no borrowings owed to the Compader the revolving credit
agreement.

The Company has classified the $603.3 million oflmm-term notes as long-term finance debt at Deegr@h, 2007. Additionally, the
Company has classified $376.7 million related $addbmmercial Paper and its Global Credit Faciliiedong-term finance debt as of
December 31, 2007. This amount has been excludeddurrent liabilities because it is supportedhy 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 suppmeawgnt wherein, if required, the Company agreg@sdeide HDFS certain
financial support to maintain certain financial eaants. Support may be provided either as cagutatibutions or loans at the Compasy’
option. No amount has ever been provided to HDi&uthe support agreement.

Operating and Financial Covenant$lDFS is subject to various operating and findnm&enants related to the Global Credit Facilities
and Notes. The more significant covenants arbéurtdescribed below.

The operating covenants limit HDFS’ ability to:

» incur certain additional indebtedness;

e assume or incur certain liens;

»  participate in a merger, consolidation, liquidat@rdissolution; and
*  purchase or hold margin stock.

Under the Global Credit Facility financial covengrthe debt to equity ratio of HDFS and its corgaikd subsidiaries cannot exceed 9.
1.0 and HDFS must maintain a minimum consolidadéedjible net worth of $300.0 million. No financ@venants are required under the
Notes.

At December 31, 2007, HDFS remained in complianitke all of these covenants.
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4.

Income Taxes

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

Current:
Federal
State
Foreign

Deferred:
Federal
State
Foreign

Total

2007 2006 2005
$ 510,29¢ $ 531,65 $  421,76(
27,07¢ 74,94: 47,60¢
35,22¢ 15,10¢ 10,50
572,60 621,70 479,86(
(51,909 (22,45)) 47,71¢
(5,089 (20,592 4,577
(1,636) 2,42¢ (4,000)
(58,629 (40,619 48,28¢
$ 513,97 $§ 581,08 $ 528,15

The provision for income taxes differs from the amtthat would be provided by applying the statytdrS. corporate income tax rate

to the following items for the years ended Decendder

Provision at statutory rate

State taxes, net of federal ben
Domestic manufacturing deducti
Research and development cr¢
Other

Provision for income taxes

2007 2006 2005
35.0% 35.0% 35.0%
1.E 2.4 2.2
1.9 0.7) (0.9)
(0.9) (0.4) (0.€)
0.7 0.5) (0.9)
35.5% 35.£% 35.5%

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

Deferred tax asset

Accruals not yet tax deductib

Pension and postretirement benefit plan obligat
Stock compensatic

Other, net

Deferred tax liabilities

Depreciation, tax in excess of ba

Unrealized gain on investment in retained secuatitin interest:
Other, net

Total
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2007 2006

$ 71,05¢ $ 71,74¢
64,57 77,63¢

16,25t 10,26¢

91,73 70,89

243,61t 230,55

(71,23) (85,67

(8,782) (15,27)

(5,949) (13,23)

(85,064 (114,17Y

$ 157,65 $ 116,37




4.

Income Taxes (continued)

As discussed in Note 1, the Company adopted thagioms of FIN 48 on January 1, 2007. As a restithe implementation of FIN 48,
the Company recognized a $16.1 million increagbénliability for unrecognized tax benefits, whisfas accounted for as a reduction to
January 1, 2007 retained earnings. The Compamgnézes interest and penalties related to unrezedrtax benefits in the provision for
income taxes. Changes in the Company’s grosdifiafiir unrecognized tax benefits, excluding irgstrand penalties, were as follows:

2007
Unrecognized tax benefits, beginning of period $ 70,95¢
Increase in unrecognized tax benefits for tax pssttaken in a prior peric 1,74
Decrease in unrecognized tax benefits for tax jposttaken in a prior peric (4,820
Increase in unrecognized tax benefits for tax pwssttaken in the current peris 6,52¢
Settlements with taxing authorities (1,899
Unrecognized tax benefits, end of period $ 72,51¢

The amount of unrecognized tax benefits as of Déeerdl, 2007 that, if recognized, would affectéifffective tax rate was $51.6 million.
The total amount of interest and penalties recaghduring 2007 in the Company’s Consolidated Statgmof Income was $4.3 million.

The total amount of interest and penalties recagha December 31, 2007 in the Company’s ConselitiBalance Sheets was $17.1
million.

The Company does not expect a significant increaskecrease to the total amounts of unrecognizetdaefits during the fiscal year
ended December 31, 2008. However, the Companyderuregular audit by tax authorities. The Complaslieves that it has appropriate
support for the positions taken on its tax retamnd that its annual tax provision includes amousufficient to pay any assessments.
Nonetheless, the amounts ultimately paid, if apgruresolution of the issues raised by the taxingaities may differ materially from
the amounts accrued for each year.

The Company or one of its subsidiaries files incdaxereturns in the United States federal and Wisttostate jurisdictions and various
other state and foreign jurisdictions. The Compianyo longer subject to income tax examinatiomsafty significant tax jurisdiction for
years before 1998.

Commitments and Contingencies

The Company is subject to lawsuits and other clagtated to environmental, product and other matierdetermining required reserves
related to these items, the Company carefully aealyases and considers the likelihood of advadsggijents or outcomes, as well as the
potential range of possible loss. The requiredmas are monitored on an ongoing basis and ar@egdtbased on new developments or
new information in each matter.

Shareholder Lawsuits:

A number of shareholder class action lawsuits fited between May 18, 2005 and July 1, 2005 inUimited States District Court for the
Eastern District of Wisconsin. On February 14,&08e court consolidated all of the actions insrayle case, captiondd re Harley-
Davidson, Inc. Securities Litigatigrand appointed Lead Plaintiffs and Co-Lead PI&gitCounsel.
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5. Commitments and Contingencies (continued)

Shareholder Lawsuits (continued):

Pursuant to the schedule set by the court, on @ct»2006, the Lead Plaintiffs filed a Consolida@ass Action Complaint, which nan
the Company and Jeffrey L. Bleustein, James L. Ziermnd James M. Brostowitz, who are current anfarCompany officers, as
defendants. The Consolidated Complaint allegegriiss law violations and seeks unspecified darmagkating generally to the
Company’s April 13, 2005 announcement that it veaBicing shorterm production growth and planned increases obragtle shipment
from 317,000 units in 2004 to a new 2005 targed2¥,000 units (compared to its original target 8,800 units). On December 18, 2(
the defendants filed a motion to dismiss the Cadat#d Complaint in its entirety. Briefing of th@otion to dismiss was 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 volunyadilsmissed) and December 2, 2005 and two sharehd&tivative lawsuits were filed in
Milwaukee County Circuit Court on July 22, 2005 ashalvember 16, 2005 against some or all of the falhg current or former directors
and officers of the Company: Jeffrey L. Bleustdiames L. Ziemer, James M. Brostowitz, Barry K. AllRichard |. Beattie, George H.
Conrades, Judson C. Green, Donald A. James, Saevinson, George L. Miles, Jr., James A. Norlidgmes A. McCaslin, Donna F.
Zarcone, Jon R. Flickinger, Gail A. Lione, Ronald Mutchinson, W. Kenneth Sutton, Jr. and John Avdye The lawsuits also name the
Company as a nominal defendant. In general, taeebblder derivative complaints include factuatgédltions similar to those in the class
action complaints and allegations that officers dinectors breached their fiduciary duties to tfemany. On February 14, 2006, the
state court consolidated the two state court dévieactions and appointed Lead Plaintiffs and LB&intiffs’ counsel, and on April 24,
2006, the state court ordered that the consolidstiteé court derivative action be stayed untilrafietions to dismiss the federal securities
class action are decided. On February 15, 20@6&etteral court consolidated the federal derivatwvesuits with the securities and ERI!
(see below) actions for administrative purposen.F@bruary 1, 2007, the federal court appointedil®aintiff and Co-Lead Plaintiffs’
Counsel in the consolidated federal derivativeoecti

On August 25, 2005, a class action lawsuit allegiio¢ptions of the Employee Retirement Income Siggutct (ERISA) was filed in the
United States District Court for the Eastern Dgdtdf Wisconsin. As noted above, on February 0862 the court ordered the ERISA
action consolidated with the federal derivative aadurities actions for administrative purposestsant to the schedule set by the court,
on October 2, 2006, the ERISA plaintiff filed an Anded Class Action Complaint, which named the Cawptne Harley-Davidson
Motor Company Retirement Plans Committee, the Cawyigd_eadership and Strategy Council, Harold A.t§ctames L. Ziemer, James
M. Brostowitz, Gail A. Lione, Joanne M. Bischmamtarl M. Eberle, Jon R. Flickinger, Ronald M. Hutekon, James A. McCaslin, W.
Kenneth Sutton, Jr., and Donna F. Zarcone, whaament or former Company officers or employeesjefendants. In general, the
ERISA complaint includes factual allegations simi@those in the shareholder class action lawsuitsalleges on behalf of participants
in certain Harley-Davidson retirement savings pltnag the plan fiduciaries breached their ERISAifidry duties. On December 18,
2006, the defendants filed a motion to dismissBRESA complaint in its entirety. Briefing of theation to dismiss was 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 thesgters are in the preliminary stages, the Comjmnaypable 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 mairteimsance that may limit its financial exposuredefense costs and liability for an
unfavorable outcome, should it not prevail, folims covered by the insurance coverage.
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5. Commitments and Contingencies (continued)

Security Breach Lawsuit:

On January 22, 2007, a purported class action iawss filed in the Supreme Court of the State ef\Nyork against Harley-

Davidson, Inc. and the Harley Owners Group. Themaint alleges that the Company was negligenailmf to properly safeguard,
protect and keep confidential the personal “Custdihentifiable Information” that was stored on anGmany laptop computer that was lost
on or about August 14, 2006. The complaint alegak that Harley-Davidson breached fiduciary dutied made false and fraudulent
representations and warranties to its custometsttvauld keep confidential and safeguard andgubthe personal customer information
in its possession. The complaint seeks unspedif@dages. On February 23, 2007, this matter wasved to the United States District
Court Southern District of New York. On April 50@7, the Company filed a motion to dismiss the damp Briefing is completed on

the motion to dismiss and the parties are awadingling. The Company believes the allegationthélawsuit are without merit and it
intends to vigorously defend against them.

Cam Bearing Lawsuit:

In January 2001, on its own initiative, the Compantified owners that it was extending the warramtyrear cam bearings to 5 years or
50,000 miles on certain 1999 and early-2000 HaBlayidson motorcycles equipped with Twin Cam®a&nd Twin Cam 88BM engines.
Subsequently, on June 28, 2001, a putative nat@ealass action was filed against the Companyaite stourt in Milwaukee County,
Wisconsin, which was amended by a complaint filegt€mber 28, 2001, alleging that this cam beariag defective, asserting various
legal theories, and seeking unspecified damagesffiected owners. After the Wisconsin court grdritee Company’s motion to dismiss
those claims, the same attorneys filed a secoratipetnationwide class action against the Comparsgate court in Milwaukee County,
Wisconsin related to the same issues. Again, tisedisin court granted the Company’s motion anthidised all claims in their entirety.
On April 12, 2004, the same attorneys filed a tlaiction in the state court in Milwaukee County, ¥dissin on behalf of the same
plaintiffs. This third action was likewise dismégsby the court on July 26, 2004. After subseqappeals to the Wisconsin Court of
Appeals and the Wisconsin Supreme Court, on Jul®Q@7, the Wisconsin Supreme Court issued a fieaision in the Company’s favor
upholding the dismissal of all claims against tleerpany. Then, on September 11, 2007, the Compangyved a claim letter from one of
the same attorneys involved in the Wisconsin astiobhis letter relates to the same issues asréviopisly dismissed Wisconsin actions,
but alleges claims under California law on beh&l€alifornia owners exclusively. The Company bedis that these California claims I
merit as they are premised on the same legal #etrat were presented in previously dismissed &g actions.

Environmental Matters:

The Company is involved with government agenciebgmoups of potentially responsible parties in @asi environmental matters,
including a matter involving the cleanup of soitlagroundwater contamination at its York, Pennsyiedacility. 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 ProtecfohDEP) since 1986 in undertaking environmentaégiigation and remediation
activities, including an ongoing site-wide remedialestigation/feasibility study (RI/FS). In Jampd 995, the Company entered into a
settlement agreement (the Agreement) with the Nahe Agreement calls for the Navy and the Compargontribute amounts into a
trust equal to 53% and 47%, respectively, of futosts associated with environmental investigatiot remediation activities at the York
facility (Response Costs). The trust administhesgayment of the Response Costs incurred at thie f#cility as covered by the
Agreement.

In February 2002, the Company was advised by tle BEnvironmental 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  Companydhpgon of addressing corrective action under a RE@&ility lead agreement.
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5. Commitments and Contingencies (continued)

Environmental Matters (continued):

In July 2005, the York facility was designated laes first site in Pennsylvania to be addressed uth@efOne Cleanup Program.” The
program provides a more streamlined and efficieetsight of voluntary remediation by both PADEP &RIA and will be carried out
consistent with the Agreement with the Navy. Aegsult, the RCRA facility lead agreement has begreseded.

Although the RI/FS is still under way and subst@nincertainty exists concerning the nature angesod 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 appnoeately $7.2 million. The Company has establiskerves for this amount, which are
included in Accrued Liabilities in the ConsolidatBdlance Sheets.

The estimate of the Company’s future Response @oatsvill be incurred at the York facility is basen reports of independent
environmental consultants retained by the Comptingyactual 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 December 2008, for certain claims relateén@ironmental contamination present at the datalef, up to $20.0 million. Based on
the environmental studies performed, the Compamg tot expect to incur any material expendituretenthis indemnification.

Product Liability Matters

Additionally, the Company is involved in producibility suits related to the operation of its besie. The Company accrues for claim
exposures that are probable of occurrence andeagasonably estimated. The Company also mainitasnsance coverage for product
liability exposures. The Company believes thaadsruals and insurance coverage are adequatdangroduct liability will not have a
material adverse effect on the Company’s consa@itlfihancial statements.

6. Employee Benefit Plans and Other PostretirerBentefits

The Company has several defined benefit pensiorszlad several postretirement healthcare benefisplwhich cover substantially all
employees of the Motorcycles segment. The Compkytes unfunded supplemental employee retiremantggreements (SERPA) w
certain employees which were instituted to replameefits lost under the Tax Revenue Reconciliationof 1993.

Pension benefits are based primarily on yearsrmfcgeand, 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 partially offeenefit costs.

As discussed in Note 1, the Company adopted SFASBR) as it relates to recognizing the fundedustaf its defined benefit pension ¢
postretirement benefit plans in its statementmdificial position and related disclosure provisiamsPecember 31, 2006. Upon adoption,
the Company recorded an adjustment to accumuldkbest comprehensive income representing the redogrof previously unrecorded
pension and postretirement healthcare liabilitedated to net unrecognized actuarial losses, ugrezed prior service costs and
unrecognized prior service credits. These amouilithbe subsequently recognized as a componeat net periodic pension cost pursuant
to the Company’s historical accounting policy fecognizing such amounts.
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6. Employee Benefit Plans and Other PostretirerBenefits (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 measurement dathdirsands):

Pension and Postretirement
SERPA Healthcare Benefits
2007 2006 2007 2006

Change in benefit obligatic

Benefit obligation, October $ 976,71: $ 963,82 $ 324,98! $ 298,34(

Service cos 51,64 48,82¢ 12,88( 12,94

Interest cos 59,76: 52,62t 19,57¢ 16,07+

Plan amendmen 3,60¢ — —

Actuarial (gains) losse (32,179 (67,05¢) (11,819 9,23(

Plan participant contributior 7,01¢ 7,15¢ 464 30¢€

Benefits paid, net of Medicare Part D subsidy (32,93() (28,662 (13,95 (11,909

Benefit obligation, September 30 1,033,63! 976,71. 332,13¢ 324,98!
Change in plan asse

Fair value of plan assets, Octobe 982,10: 922,23t 119,82¢ 109,26:

Actual return on plan asse 110,67( 80,35¢ 16,25 10,56¢

Company contribution 1,00¢ 1,01« 13,46 12,10¢

Plan participant contributior 7,01¢ 7,15¢ 464 30¢€

Benefits paid (32,93() (28,664 (13,93) (12,419

Fair value of plan assets, September 30 1,067,86! 982,10: 136,08( 119,82¢
Funded status of the plar

Benefit obligation under (over) plan assets 34,23( 5,39( (196,059 (205,15¢)
Prepaid (accrued) benefit cost, September 30 34,23( 5,39( (196,059 (205,15¢)

Fourth quarter contributions 1,207 — 3,094 3,53¢
Prepaid (accrued) benefit cost, December 31 $ 35437 $ 539 $ (192,969 $ (201,620)
Amounts recognized in the Consolidated Balance tShBecember 3!
Accrued benefit liability (other current liabilitg $ (2,897 % (2,045 % (4349 $ (494)
Accrued benefit liability (other lor-term liabilities) (51,55) (47,916 (192,53) (201,126
Prepaid benefit cost (other long-term assets) 89,88! 55,35! — —
Net amount recognize $ 35,431 $ 539C $ (192,96) $ (201,62()
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6. Employee Benefit Plans and Other PostretirerBenefits (continued)

Benefit Costs

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

Pension and Postretirement
SERPA Healthcare Benefits
2007 2006 2005 2007 2006 2005

Service cos $ 51,647 $ 48,82¢ $ 40,37. % 12,88( $ 12,94: $ 10,53¢
Interest cos 59,76: 52,62¢ 49,94 19,57¢ 16,07« 14,73¢
Expected return on plan ass (80,835 (76,41%) (62,56¢€) (9,989 (9,117) (4,430
Amortization of unrecognizet

Prior service cost (credi 6,691 6,991 7,03¢ (1,129 (1,129 (1,319

Net loss 11,67¢ 17,64( 13,06( 6,93¢ 6,51F 4,99/
Net periodic benefit co: $ 48.94( $ 49.67¢ $ 47,84 $ 28,29( $ 25,29¢ $ 24,521

Amounts included in accumulated other compreherisiseme, net of tax, at December 31, 2007 whickehat yet been recognized in
periodic benefit cost are as follows (in thousands)

Pension and Postretirement
SERPA Healthcare Benefits Total
Prior service cost (credit) $ 23,42 $ (5,124) $ 18,29¢
Net actuarial loss 105,67¢ 69,304 174,97;
$ 129,09¢ $ 64,18 $ 193,27¢

Amounts expected to be recognized in net periodiefit cost, net of tax, during the year the endedember 31, 2008 are as follows (in
thousands):

Pension and Postretirement
SERPA Healthcare Benefits Total
Prior service cost (credit) $ 3,81C $ (695) $ 3,11t
Net actuarial los 3,921 3,38( 7,30(
$ 7,731 $ 2,68t $ 10,41¢
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6. Employee Benefit Plans and Other PostretirerBenefits (continued)

Assumptions

Weighted-average assumptions used to determindibebkgations as of September 30 and weighted-aye assumptions used to
determine net periodic benefit cost for the yeaided September 30 are as follows:

Pension and Postretirement
SERPA Healthcare Benefits
2007 2006 2005 2007 2006 2005

Assumptions for benefit obligation

Discount rate 6.3(% 5.9(% 5.5(% 6.3(% 5.9(% 5.5(%

Rate of compensatic 4.0(% 3.3%% 3.2(% n/e n/e n/e
Assumptions for net periodic benefit cc

Discount rate 5.9(% 5.5(% 6.25% 5.9(% 5.5(% 6.25%

Expected return on plan ass 8.5(% 8.5(% 8.5(% 8.5(% 8.5(% 8.5(%

Rate of compensation incree 3.3% 3.2(% 3.5(% n/e n/e n/e

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 value of bendf@tsed on service rendered and current and pastermaton levels. This differs from
the projected benefit obligation (PBO) in thanitludes no assumption about future compensatiaidevi he total ABO for all the
Company’s pension and SERPA plans combined was.$9@iflion and $925.8 million as of September 3002 and 2006, respectively.

The following table summarizes information relatedCompany pension plans with a PBO in excessefalr value of plan assets as of
September 30 (in millions):

2007 2006
Pension plans with PBOs in excess of fair valuplah assets
PBO $ 299.5 $ 284.C
Fair value of plan asse $ 287.¢ $ 270.2
Number of plan: 1 1

There were no pension plans with ABOs in excedaiofvalue of plan assets as of September 30, 20072006.

The Company’s SERPA plans, which can only be furatedlaims are paid, had projected and accumutsgeefit obligations of $43.6
million and $37.5 million, respectively, as of Sepber 30, 2007 and $36.2 million and $33.1 milli@spectively, as of September 30,
2006.
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6. Employee Benefit Plans and Other PostretirerBenefits (continued)

Plan Assets

The Company’s asset allocations at September 3, 20d 2006, by asset category are as followh¢ingands):

Postretirement

Pension Healthcare Benefits
2007 2006 2007 2006

Equity securities (excluding Company stock) 75% 66% 80% 76%
Debt securitie: 13 15 10 17
Company common stoc 6 11 — —
Other 1 6 0 7
Cash 5 2 10 0

10(% 10C% 10C% 10C%

The Company employs a total return investment aagravhereby a mix of equities and fixed-income gtrreents is used to maximize the
long-term return of plan assets for a prudent lefeisk. The investment portfolio contains a daified blend of equity and fixed-income
investments. Furthermore, equity investments arersified across U.S and non-U.S. stocks as veefirawth, value, and small and large
capitalizations. The Company’s targeted assetation ranges at September 30, 2007 as a perceoftégial market value were as
follows: equity securities, 60% to 80%; debt setiesi 10% to 20%; other, 10% to 15%; and Compangkstnot to exceed 25%.
Additionally, cash balances are maintained at kaelequate to meet near term plan expenses aniit payenents. Investment risk is
measured and monitored on an ongoing basis thrqugtterly investment portfolio reviews.

The fair value of pension plan assets was $1.0®iand $1.03 billion as of December 31, 2007 2806, respectively. Included in the
pension plan assets are 1,273,592 shares of thp&ns common stock at December 31, 2007 and 200&. market value of these
shares at December 31, 2007 and 2006 was $59i6rmaihd $89.8 million, respectively.

The fair value of postretirement healthcare plaetswas $134.2 million and $125.5 million as oE&maber 31, 2007 and December 31,
2006, respectively.

No plan assets are expected to be returned todhg@ny during the fiscal year-ended December 30820
The Company’s overall expected long-term rate tfrreon assets is 8.5%. The expected long-terenafateturn is based on the portfolio
as a whole and not on the sum of the returns amithdéal asset categories. The return is based stofiical returns adjusted to reflect the

current view of the long-term investment market.

Postretirement Healthcare Cost

The weighted-average health care cost trend raie insdetermining the accumulated postretiremenéfieobligation of the health care
plans was as follows:

2007 2006
Healthcare cost trend rate for next year 9.0% 10.0%
Rate to which the cost trend rate is assumed tiingeche ultimate rate 5.0% 5.0%
Year that the rate reaches the ultimate trend 2011 2011
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6. Employee Benefit Plans and Other PostretirerBenefits (continued)

Postretirement Healthcare Cdsbontinued):

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

One One
Percent Percent
Increase Decrease
Total of service and interest cost components B720 $ 711 $ (722)
Accumulated benefit obligation as of September280,7 $ 12,37F $ (11,669

Future Contributions and Benefit Payments

The Company does not expect to make additionakiboriions to further fund its pension and postestient healthcare plans during 2008
beyond the amount of current benefit payments EREBA and postretirement healthcare plans. Dur@B2the Company expects to
continue its practice of funding the SERPA angostretirement healthcare plans in amounts equagnefits paid during the year. The
expected benefit payments and Medicare subsidyptsder the next five years and thereafter arfolisws (in thousands):

Postretirement Medicare

Pension SERPA Healthcare Subsidy

Benefits Benefits Benefits Receipts
2008 $ 37,907 $ 3,161 $ 18,29: $ 845
2009 40,262 3,422 22,31: 987
2010 42,74¢ 4,974 24,37¢ 1,14¢€
2011 45,22: 4,584 26,542 1,31C
2012 48,04¢ 5,962 28,091 1,51¢
201:-2017 282,80¢ 19,051 160,29¢ 11,05¢

Defined Contribution Plans

The Company has various defined contribution bépédns that in total cover substantially all ftithe employees. Employees can make
voluntary contributions in accordance with the ps@mns of their respective plan, which include4 &) tax deferral option. The
Company expensed $11.7 million, $8.8 million and$illion for matching contributions during 20@Q06 and 2005, respectively.
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7. Capital Stock

Common Stock

The Company is authorized to issue 800,000,00@starcommon stock of $.01 par value. There w8B3million and 258.1 million
common shares outstanding as of December 31, 2602Q06, respectively.

During 2007, 2006 and 2005, the Company repurch28etmillion, 19.3 million and 21.4 million sharekits common stock at weighted-
average prices of $56, $55 and $49, respectivEhese repurchases were made pursuant to the faljoavithorizations (in millions of
shares):

Shares Repurchased Authorization Remaining

Board of Directors’ Authorization 2007 2006 2005 at December 31, 200

1997 Authorizatior 0.7 2.1 1.4 4.3
2004 Authorizatior — — 20.0 —
2005 Authorizatior 2.8 17.2 — —
2006 Authorizatior 16.9 — — 3.1
2007 Authorization — — — 20.0
Total 20.4 19.3 21.4 27.4

1997 Authorization- The Company has an authorization from its Bodfdiectors (originally adopted December 1997)dpurchase
shares of its outstanding common stock under wiietcumulative number of shares repurchased, aintleeof any repurchase, shall not
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 Authorizatior- In April 2004, the Company received a separatkaization 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 Authaorization- In April 2005, the Company’s Board of Directoeparately authorized the Company to buy back ®9t0 million
shares of its common stock with no dollar limitespiration date. This authorization was exhaudtathg 2007.

2006 Authorization- In October 2006, the Company’s Board of Directmparately authorized the Company to buy baclo 2910
million shares of its common stock with no dollanit or expiration date. There are 3.1 million gdsaremaining under this authorization
at December 31, 2007.

2007 Authaorization- In December 2007, the Company’s Board of Directmparately authorized the Company to buy badk @0.0
million shares of its common stock with no dollianit or expiration date. No repurchases have eade under this authorization as of
the end of 2007.
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7. Capital Stock (continued)

Preferred Stock

The Company is authorized to issue 2,000,000 shdineeferred stock of $1.00 par value. The Comydaas designated 500,000 of the
2,000,000 authorized shares of preferred stocledesSA Junior Participating preferred stock (Pmefé Stock). Each share of Preferred
Stock, none of which is outstanding, is entitled @000 votes per share (subject to adjustmentp#ret rights such that the value of a
ten-thousandth interest in a share of PreferredkSthould approximate the value of one share ofrcomstock.

Preferred Stock is reserved for issuance in cororeuatith the Company’s outstanding Preferred Stagichase rights (Rights). On
February 17, 2000, the Board of Directors of thenPany declared a dividend of one Right for eaclstantling share of common stock
payable upon the close of business on August 200 Bdthe shareholders of record on that date.etaoertain conditions, each Right
entitles the holder to purchase one ten-thousaofditshare of Preferred Stock at an exercise pfi§d 75, subject to adjustment. The
Rights are only exercisable if a person or grougp () 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 “Triggerixent”). If there is a 15% acquiring
party, then each holder of a Right, other thareitguiring party, will be entitled to purchase,ra 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 thetRif an acquiring party which have become vaidjyhole or in part, at an
exchange ratio of one share of common stock otem¢housandth of a share of Preferred Stock &hvaae of the Company’s preferred
stock having equivalent rights, privileges, andigmences) per Right, subject to adjustment. ThyghRiexpire upon the close of business
on August 20, 2010, subject to extension.

8. Stock Compensation

The Company has a stock compensation plan whicrapoved 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 exercisalyle year after the date of grant. The optionsrex{D years from the date of grant.
Shares of nonvested stock that have been issuent thelPlan generally vest over periods rangingnfBoto 5 years with certain of the
shares subject to accelerated vesting should thep@oy meet certain performance conditions. Diuvitesre paid on shares of nonvested
stock. At December 31, 2007, there were 10.2 onilihares of common stock available for future d&ander the Plan.
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8. Stock Compensation (continued)

Stock Options

The Company estimates the fair value of its optisards granted using a lattice-based option valnatiodel. The Company believes
that the lattice-based option valuation model pfesia more precise estimate of fair value thamBthek-Scholes option pricing model.
Lattice-based option valuation models utilize rageassumptions over the expected term of th@wpti The Company used implied
volatility to determine the expected volatility it stock in 2007. In 2006 and 2005, expectedtiliti@s were based on the historical
volatility of the Company’s stock. The Companysibéstorical data to estimate option exercise anpleyee termination within the
valuation model. The expected term of options @gdhis derived from the output of the option vailloiatmodel and represents the average
period of time that options granted are expectdubtoutstanding. The risk-free rate for periodhimithe contractual life of the option is
based on the U.S. Treasury yield curve in effethatime of grant. Assumptions used in calcutpthre lattice-based fair value of options
granted during 2007, 2006 and 2005 were as follows:

2007 2006 2005
Expected average term (in years) 5.1 5.7 4.t
Expected volatility 21%-24%  23%- 34% 16%- 3€%
Weighted average volatilit 22% 30% 30%
Expected dividend yiel 1.4% 1.2% 0.8%
Risk-free interest rat 4.7%-5.1% 4.4%-4.7% 2.4%-4.1%

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

2007 2006 2005
Weighted- Weighted- Weighted-
2007 Average 2006 Average 2005 Average
Options Price Options Price Options Price
Options outstanding at
January ! 4,11¢ $ 49 6,785 $ 45 6,898 $ 41
Options grante 791 % 69 68 $ 52 90t $ 60
Options exercise (499 $ 43 (3,119 $ 40 (93¢ $ 33
Options forfeited (17¢) $ 58 (242) $ 52 (77 $ 51
Options outstanding at December 2 423 $ 53 4,11¢ % 49 6,78t $ 45
Exercisable at December 31 2444 $ 47 2,046 $ 44 415¢ $ 40
Weighted-average fair value of
options granted during the
year $ 15 $ 15 $ 16
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8. Stock Compensation (continued)

Stock Options (continued)

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

2007 2006 2005
Exercised $ 12,01( $ 77,41 $ 23,35t
Outstanding $ 9,61: $ 90,35¢ $§ 46,56/
Exercisable $ 9,612 $ 53,29 $ 47,59/

The Company'’s policy is to issue new shares of cometock upon the exercise of employee stock optidrhe Company has a
continuing authorization from its Board of Direcdp repurchase shares to offset dilution causetidgxercise of stock options which is
discussed in Note 7.

Stock options outstanding at December 31, 2007dqepin thousands):

Weighted-Average Weighted-Average

Price Range Contractual Life Options Exercise Price

$10.01 to $2( 0.2 37 9 16
$20.01 to $3( 1.1 92 % 26
$30.01 to $4( 2.3 221 % 35
$40.01 to $5( 4.8 88: $ 42
$50.01 to $6( 6.5 1,64: $ 52
$60.01 to $7( 8.2 1,36 $ 65
Options outstanding 6.3 4,23t $ 53
Options exercisable 5.0 244¢ g 47

Nonvested Stock

The fair value of nonvested shares is determinsddan the market price of the Company’s shargbegrant date. The following table
summarizes the nonvested share transactions fgetirs ended December 31 (in thousands excepefahare amounts):

2007 2007 2006 2006 2005 2005

Nonvested Fair Value Nonvested Fair Value Nonvested Fair Value

Shares Per Share Shares Per Share Shares Per Share
Nonvested at January 347 $ 54 11z % 60 — —
Grantec 38t $ 60 25 % 52 115 $ 60
Vested (16) $ 64 — — — —
Forfeited 29 $ 60 (19 $ 52 3) $ 60
Nonvested at December 687 $ 57 347 $ 54 112  $ 60

As of December 31, 2007, there was $23.8 millionmecognized compensation cost related to nonyesoek that is expected to be
recognized over a weighted-average period of 2aBsye
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9. Earnings Per Share

The following table sets forth the computation asiz and diluted earnings per share for the yeaatede December 31 (in thousands,
except per share amounts):

2007 2006 2005

Numerator:

Net income used in computing basic and dilutediegsnper shar $ 0933,84: $ 1,043,15 $ 959,60:
Denominator

Denominator for basic earnings per share- weightestage common

shares 249,20! 264,45: 280,30:
Effect of dilutive securities - employee stock cangation plan 677 82C 732
Denominator for diluted earnings per share- adglisteighted-

average shares outstand 249,88. 265,27 281,03!

Options to purchase 1.4 million, 1.9 million ané ;illion weighted-average shares of common stadktanding during 2007, 2006 and
2005, respectively, were not included in the Comyfmoomputation of dilutive securities becausedRercise price was greater than the
market price and therefore the effect would hawenkanti-dilutive.

10. Fair Value of Financial Instruments

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

Cash and Cash Equivalents, Trade Receivables attk Rayables The book values for these amounts are estimatagdroximate their
respective fair values due to the short maturittheke instruments.

Marketable Securities The carrying value of marketable securities appnates fair value. The fair value of marketal#ewgities is
based primarily on quoted market prices. Changésii value are recorded, net of tax, as othergeimensive income and included as a
component of shareholder’s equity.

Finance Receivables, NetThe carrying value of retail finance receivatdpproximates fair value. The carrying value of lekale
finance receivables approximates fair value bectheseare either short-term or have interest rdtasadjust with changes in market
interest rates.

The fair value of investment in retained securtiaainterests is estimated based on the presdunt wd future expected cash flows using
management’s best estimates of the key assumpt{@hanges in fair value are recorded, net of taxgther comprehensive income and
included as a component of shareholder’s equity.

Finance Receivables Held for Sal@he carrying value of finance receivables heldstde approximates fair value as finance receasbl
held for sale are held for only a short periodiwiet prior to being securitized.
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10. Fair Value of Financial Instruments (continued)

Finance Debt The carrying value of debt provided under thelitfacilities approximates fair value since theemest rates charged under
this facility are tied directly to market rates dghdttuate as market rates change. The carryihgevaf commercial paper approximates
value due to their short maturity.

The fair value of the Medium-Term Notes issued my2007 is estimated based upon rates currentijaiafor debt with similar terms
and remaining maturities. The remaining MediumrT@&totes are carried at fair value and include aviaiue adjustment due to the
interest rate swap agreement, designated as\eafag hedge, which effectively converts a portibthe note from a fixed to a floating
rate.

Foreign Currency ContractsDuring 2007 and 2006, the Company utilized faneggrrency contracts to hedge its sales transaction
denominated in the Euro. The foreign currency rsmt$ were designated as cash flow hedges andailgriead lives less than one year.
The Company bases the fair value of its foreigmenay contracts on quoted market prices. Inforomatelated to the Company’s foreign
currency contracts as of December 31 is as follgmvmillions):

2007 2006
Euro value € 170.C € 280.(
Notional U.S. dollar valu $ 227.¢ % 360.3
Fair value of contracts recorded as current liabd $ (20.2) $ (12.9)
Unrealized loss recorded in accumulated other cehnsive loss, net of t: $ (11.9) $ (7.5)

The effectiveness of these hedges is measured basgthnges in fair value of the contract attribl¢do changes in the forward exchau
rate. During 2007 and 2006, the hedges were higfifiictive and, as a result, the amount of hedgHdntiveness recognized during the
year was not material. During 2007, net lossefomgign currency contracts reclassified from ott@mprehensive income and recognized
in earnings totaled $21.5 million, or $13.3 millioet of tax. The Company expects that the unredliasses, net of taxes, as of
December 31, 2007, of $11.4 million will be recléisd to earnings within one year. Realized gaind losses on foreign currency
contracts are recorded in cost of goods sold amdetlated cash flows are included in cash flowsfaperations.

Interest Rate SwapsSecuritization TransactiorsDuring 2007 and 2006, HDFS utilized interest sateps 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.oimfation related to these swap agreements as @frileer 31 is as follows (in millions):

2007 2006
Notional value $ 535.¢ $ 501.t
Fair value of swaps recorded as current (liabd)tizsset $ 6.7 $ 0.2
Unrealized (loss) gain recorded in accumulatedratbmprehensive loss, net of
tax $ 39 % 0.2

During 2007 and 2006, the hedges were highly effeetnd, as a result, the amount of hedge ineffeatiss recognized during the year
was not material. During 2007, net losses on stiation related interest rate swaps reclassifieth other comprehensive income and
recognized in earnings totaled $4.5 million, orgB&iillion net of tax. HDFS expects to reclassi8/®million of the unrealized losses, net
of taxes, as of December 31, 2007, to earninggmvuithe year when HDFS completes a securitizatiomtafil motorcycle loans.
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10. Fair Value of Financial Instruments (continued)

Interest Rate SwapsSecuritization Transactions (continued):

During 2007, HDFS entered into derivative contractiacilitate its third quarter securitizationrisaction. These derivatives do not
qualify for hedge accounting treatment and havéaf one to five years. Changes in the fair eadd these derivatives are recognized in
current period earnings within other operating eges. Information related to these derivative reats as of December 31 is as follows
(in millions):

2007
Notional value $ 700.(
Fair value of swaps recorded as current liabili $ (0.7
Unrealized loss recorded in earnings, net of $ (0.7

Interest Rate SwapsCommercial Paper In June 2007, HDFS entered into an amortizingo¥1 illion interest rate swap agreement that
effectively converts a portion of its floating-ratebt to a fixed-rate basis for a period of fivange ending in 2012. This replaced a $150.0
million swap agreement, which expired in June 208DFS entered into a $50.0 million interest rates agreement in 2004 which
expires in March 2008 that also effectively conseriportion of its floating-rate debt to a fixederbasis. The differential paid or received
on these swaps is recognized on an accrual baais adjustment to interest expense. As of Dece®ibe2007 and 2006, the agreements
were designated as cash flow hedges. Informatilaned to the swap agreements as of Decembera®ifadlows (in millions):

2007 2006
Notional value $ 204.2 $ 200.(
Fair value of swaps recorded as current (liabd)ti@sset $ 6.2 $ 3.7
Unrealized (loss) gain recorded in accumulatedratbmprehensive loss, net of
tax $ 4.0 $ 2.2

During 2007 and 2006, the hedges were highly effecand as a result, the amount of hedge ineffextiss recognized during the year
was not material. During 2007, net gains on conasiaépaper related interest rate swaps reclasdifaad other comprehensive income
and recognized in earnings totaled $3.1 million$2:0 million net of tax. HDFS expects to reclfs$il.5 million of the unrealized loss,
net of taxes, as of December 31, 2007, to earmiiiifpgn one year. The unrealized gains will be effey the payment of variable interest
associated with the floating rate debt.

Interest Rate SwapdMediumTerm Notes- During 2005 and 2003, HDFS entered into interast swap agreements that effectively
convert a portion of its fixed-rate debt to a flogtrate basis for a period of five years. Thédeddéntial paid or received on these swaps is
recognized on an accrual basis as an adjustmémtetest expense. As of December 31, 2007 and,2B8@&greements were designate
fair value hedges. During 2007 and 2006, the hedgee highly effective and, as a result, there meameffectiveness recognized on
these hedges during the year. Information relade¢bdese swap agreements as of December 31 i#@sddin millions):

2007 2006
Notional value $ 550.C $ 550.(
Fair value of swaps recorded as current asselslitiies) $ 1.2 $ (13.¢)

No ready market exists for swaps utilized by HDFair value is determined by an independent théndypusing established valuation
methods.
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11. Business Segments and Foreign Operations

Business Segments

The Company operates in two business segments:ritjaotes and Financial Services. The Company’sitapte segments are strategic
business units that offer different products anglises. They are managed separately based omnldariental differences in their
operations.

The Motorcycles segment consists primarily of theug of companies doing business as Harley-Davitisotor Company and Buell
Motorcycle Company. The Motorcycles segment dessigranufactures and sells primarily heavyweightjifes displacement of 651+cc)
touring, custom, standard and sport motorcyclesaalnibad range of related products which includéonegcle parts and accessories and
general merchandise.

The Financial Services segment consists of Harlayid¥on Financial Services. HDFS provides whokesald retail financing and
insurance programs primarily to Harley-Davidson 8oell 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):

2007 2006 2005
Motorcycles net revenue and Financial Servicesnme:
Motorcycles net revent $ 5,726,84: $ 5,800,68 $ 5,342,21.
Financial Services income 416,19¢ 384,89: 331,61¢

$ 6,14304 $ 6,18557 $ 5,673,83

Income from operation:

Motorcycles $ 1,230,64: $ 1,408,991 $ 1,294,81
Financial Service 212,16¢ 210,72 191,62(
General corporate expenses (17,25 (22,56)) (21,479

$ 142556. $ 1,597,15 $ 1,464,96.

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

Financial
Motorcycles Services Corporate Consolidated

2007

Total asset $ 1,804,20. $ 3,447,07" $ 405,32¢ $ 5,656,60
Depreciatior 197,65! 6,517 — 204,17
Net capital expenditure 232,13¢ 9,97¢ — 242,11:
2006

Total asset $ 1,683,72. $ 2,951,890 $ 896,53( $ 5,532,15i
Depreciatior 205,95 7,81t — 213,76¢
Net capital expenditure 209,05! 10,541 — 219,60:
2005

Total asset $ 1,845,80; $ 2,363,23" $ 1,046,17. $ 5,255,20
Depreciatior 198,83: 6,872 — 205,70!
Net capital expenditure 188,07¢ 10,31: — 198,38
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11. Business Segments and Foreign Operations fcemt)

Geographic Information

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

2007 2006 2005
Motorcycles net revenu® :
United State: $ 4,208,011 $ 4,618,99 $ 4,338,70
Europe 790,15( 621,06¢ 536,99:
Japar 229,75¢ 207,88« 196,16’
Canade 230,23( 188,99: 143,20
Australia 162,68 82,79: 64,06
Other foreign countries 106,00:¢ 80,95 63,07¢

$ 5,726,84: $ 5,800,680 $ 5,342,221

Financial Services incom®:

United State: $ 381,000 $ 356,53¢ $ 308,34
Europe 13,63¢ 11,03¢ 9,13¢
Canada 21,55] 17,31¢ 14,14:

$ 416,19¢ $ 384,89 $ 331,61t

Long-lived asset®):

United State: $ 1,173,16' $ 1,139,841 $ 1,450,27
Other foreign countries 66,98¢ 56,21« 38,00:
$ 1,240,145 $ 1,196,060 $ 1,488,28!

(a) Netrevenue and income is attributed to gaaigic regions based on location of customer.
(b) Long-lived assets include all long-term és®xcept those specifically excluded under SFAS184, such as deferred income taxes
and finance receivables.

12. Related Party Transactions

The Company has the following material relatedypaeinsactions. A director of the Company is Qiain and Chief Executive Officer
and an equity owner of Fred Deeley Imports Ltd.€leg Imports), the exclusive distributor of the Guany’s motorcycles in Canada.
During 2007, 2006 and 2005, the Company recordeshtge and financial services income from Deeleydrigoof $231.9 million, $187.7
million and $145.1 million, respectively, and hataunts receivables balances due from Deeley Impdi$42.6 million and $21.0
million at December 31, 2007 and 2006, respectivélly such products were provided in the ordineoyrse of business at prices and on
terms and conditions that the Company believest@rsame as those that would result from arm’stlenggotiations between unrelated
parties.
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Net revenu
Gross profit
Income before taxe
Net income

Earnings per common sha
Basic
Diluted

SUPPLEMENTARY DATA

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

15t Quarter 2" Quarter 3™ Quarter 4™ Quarter
Apr 1, Mar 26, July 1, June 25, Sep 30, Sep 24, Dec 31, Dec 31,
2007 2006 2007 2006 2007 2006 2007 2006
$1,178.¢ $1,285.. $1,620.: $1,377.( $1541.. $1,635¢ $1,386.0 $1,502.%
423.( 493.2 605.2 516.% 591. 652.: 494k 571.C
298.2 366.5 450.4 380.4 410.¢ 488.¢ 288.¢ 388.7
192.c 234.¢ 290.t 243.¢ 265.( 312.% 186.( 252.F
$ 078 $ 08 $ 11t $ 091 $ 107 $ 12 $ 078 $ 0.9¢
$ 074 $ 08 $ 114 $ 091 $ 107 $ 12 $ 07¢e $ 0.9
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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 effectivass of the design and operation of the Compangalure controls and procedures (as
defined in Rule 13a-15(e) under the Exchange ABBsed upon their evaluation of these disclosurérots 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 ForaKiid ensure that information required to be diselbby 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 regardingetisure.

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 internarabover financial reporting that occurred durihg quarter ended December 31, 2007
that have materially affected, or are reasonakBlyito materially affect, the Company’s internahtrol over financial reporting.
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PART 1lI

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 2008w@ad meeting of shareholders, which
will be filed on or about March 20, 2008 (the Pré@atement), under the captions “Corporate Govem&minciples and Board Matters -
Audit Committee,” “Election of Directors,” “Sectiob6(a) Beneficial Ownership Reporting Complianc¢étidit Committee Report,” and
“Independence of Directors” is incorporated by refece herein.

The Company has adopted the Harley-Davidson, limarf€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 poste
copy of the Harley-Davidson, Inc. Financial Codéetiiics on the Company’s website at

www.harley-davidson.com. The Company intends tisfyathe disclosure requirements under Item 50he Securities and Exchange
Commission’s Current Report on Form 8-K regardingeadments to, or waivers from, the Harley-Daviddba, Financial Code of Ethics by
posting such information on its website at www.agidavidson.com. The Company is not including therimfation contained on or availal
through its website as a part of, or incorporatngh information by reference into, this Annual &&@n Form 10-K.

Item 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, 2007:

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 QOutstanding Options QOutstanding Options the first column)
Equity compensation plans
approved by shareholders:
Management employe: 4,159,051 $ 52.8( 10,067,54
Equity compensation plans not
submitted to shareholders:
Union employees
Kansas City, MC 2,74¢  $ 21.1¢ 24,46¢
York, PA 44,42( % 38.8¢ 53,47¢
Non employees
Board of Directors 29,30 % 38.21 99,51:
76,46¢ $ 38.01 177,45¢
Total all plans 4,235,511 $ 52.5¢ 10,245,00.
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Plan documents for each of the Company’s equitypesation plans have been filed with the SecurdesExchange Commission on a
timely basis and are included in the list of extsithd this annual report on Form 10-K. Equity cemgation plans not submitted to
shareholders for approval were adopted prior toetuiregulations requiring such approval and hatdeen materially altered since
adoption.

The material features of the union employees’ stytion awards are the same as those of the maragemployees’ stock option awards.
Under the Company’s management and union plansk sfgtions have an exercise price equal to thenfiairket value of the underlying stock
at the date of grant, expire ten years from the dagrant and vest ratably over a four-year penath 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 longjagible to receive stock options.
Prior to December 31, 2002, under the Board ofdines’ plan, each non-employee director who seaged member of the Board
immediately following the annual meeting of shaldbos was automatically granted an immediately @gable stock option for the purchase
of such number of shares of Common Stock equdirtettimes the annual retainer fee for directorgldd by the fair market value of a share
of Common Stock on the day of grant (rounded ujn¢onearest multiple of 100). Board of Direct@®ick options have an exercise price
equal to the fair market value of the underlyingcktat the date of grant and expire ten years frmrdate of grant.

In 2002, the Director Compensation Policy was clearng provide that a non-employee Director maytetececeive 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 i¢ain Company Common Stock until
the Director reaches the Director stock ownershipg/ines defined below.

In 2006, the Director Compensation Policy was amedntased upon an independent market study oftdireempensation, to provide
Directors with compensation that included an anne@iner as well as a grant of shares. The payofeshare units is deferred until a
director ceases to serve as a director and aréfgagathat time in actual Company 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 divesthold 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 dtimpany’s Common Stock.

Item 13. Certain Relationships and Related Transactions

The information included or to be included in theXy Statement under the caption “Certain Transasti and “Corporate Governance
Principles and Board Matters - Independence ofddars” is incorporated by reference herein.

Item 14. Principal Accountant Fees and Services

The information included or to be included in theXy Statement under the caption “ Ratificatiorbefection of Independent Registered
Public Accounting Firm - Fees Paid to Ernst & Yourd” is incorporated by reference herein.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

(&) The following documents are filed as part of thisri 1(-K:

(1) Financial Statemen

Consolidated statements of income for each oftiteetyears in the period ended December 31, 59
Consolidated balance sheets at December 31, 2@DDerember 31, 20C 60
Consolidated statements of cash flows for eachethree years in the period ended December 37, 61
Consolidated statements of sharehol’ equity for each of the three years in the periadieeihDecember 31, 20( 62
Notes to consolidated financial stateme 63

(2) Financial Statement Sched:

Schedule |- Valuation and qualifying accoun 10z
(3) Exhibits

Reference is made to the separate Index to Exhubitsained on pages 104 through 107 filed here

All other schedules are omitted since the requiméamation is not present or is not present in ans sufficient to require submission of the
schedules.
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Schedule |

HARLEY-DAVIDSON, INC.
CONSOLIDATED VALUATION AND QUALIFYING ACCOUNTS
Years ended December 31, 2007, 2006 and 2005
(In thousands)

2007 2006 2005
Accounts receivable -
Allowance for doubtful accounts
Balance at beginning of period $ 9,43t $ 8,49: $ 10,29¢
Provision charged to expense 36& 863 304
Reserve adjustments (1,02¢) 80 (1,639
Write-offs, net of recoveries 244 — (47%)
Balance at end of period $ 9,01¢ $ 943t $ 8,492
Finance receivables -
Allowance for credit losses
Balance at beginning of period $ 27,28: $ 26,16 $ 30,27:
Provision charged to expense 11,25: 5,96: 3,262
Write-offs, net of recoveries (8,240) (4,844) (7,375
Balance at end of period $ 30,29t $ 27,28: $ 26,16¢
Inventories -
Allowance for obsolescené®
Balance at beginning of period $ 15,28: $ 16,66¢ $ 14,45
Provision charged to expense 11,69¢ 6,51¢ 9,44(
Reserve adjustments 1,11€ (910 (1,859
Write-offs, net of recoveries (11,78¢) (6,999) (5,36¢)
Balance at end of period $ 16,307 $ 15,28: $ 16,66¢

(1) Inventory obsolescence reserves deducted frondetstmined 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)1&f{(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 22, 2008.

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

James L. Zieme
President and Chief Executive Offic

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bbélpthe following persons on behalf
of the registrant and in the capacities indicatedebruary 22, 2008.

Name Title

/Sl James L. Zieme President and Chief Executive Officer and Director
James L. Zieme (Principal executive officer)

/S/ Thomas E. Bergmar Executive Vice President and Chief Financial Office
Thomas E. Bergmar (Principal financial and accounting officer)

/S/ Barry K. Allen Director

Barry K. Allen

/S/ Richard |. Beatti Director

Richard |. Beattie

/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, Ji

IS/ James A. Norlin Director
James A. Norling

/S/ Jochen Zeit Director
Jochen Zeit:
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INDEX TO EXHIBITS
[ltems 15(a)(3) and 15(c)]

Exhibit No Description

3.1 Restated Articles of Incorporation (incorporateddie by reference to Exhibit 3.1 to the Registrarthnual Report on Form 10-
K for the year ended December 31, 1999 (File 1-9183))

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

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

4.2 Form of Rights Agent Agreement between the Registitad Computershare Investor Services, LLC (inc@ied herein by
reference to Exhibit 4.2 to the Regist’'s Annual Report on Form -K for the year ended December 31, 2000 (File M9183)

4.3 Harley-Davidson Financial Services Five-Year Reir@\Credit Facility (incorporated herein by refecerio Exhibit 4.3 to the
Registrar's Annual Report on Form -K for the year ended December 31, 2004 (File M-9183))

4.4 Amendment No. 1 to Harley-Davidson Financial SezsiEive-Year Revolving Credit Facility (incorpordteerein by reference
to Exhibit 4.4 to the Registre’s Annual Report on Form -K for the year ended December 31, 2006 (File M9183))

4.5 Indenture to provide for the issuance of indebtedriated as of November 21, 2003 between HarleydBaw Funding Corp.,
Issuer, Harley-Davidson Financial Services, Inal Biarley-Davidson Credit Corp., Guarantors, to BMMwest Trust
Company, Trustee (incorporated herein by referémé&exhibit 4.4 to the Registrant’s Annual Reporfairm 10-K for the year
ended December 31, 2005 (File N-9183))

10.1* Harley-Davidson, Inc. 1995 Stock Option Plan asraahed through April 28, 2007 (incorporated hereirrdfgrence to
Exhibit 10.3 to the Registre’s Quarterly Report on Form -Q for the quarter ended April 1, 2007 (File N-9183))

10.2* Harley-Davidson, Inc. Director Stock Plan as amen@éebruary 14, 2007 (incorporated herein by refegdn Exhibit 10.2 to the
Registrar's Annual Report on Form -K for the year ended December 31, 2006 (File M-9183))

10.3* Form of Transition Agreement between the Registaadt Ms. Lione and each of Messrs. Eberle, HutdninsicCaslin, Sutton

and Ziemer (incorporated herein by reference talkh0.7 to the Registrant’s Annual Report on FdaK for the year ended
December 31, 1996 (File Nc-9183))

*Represents a management contract or compensdtorygontract or arrangement in which a directanamed executive officer of the
Company participated
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INDEX TO EXHIBITS
[ltems 15(a)(3) and 15(c)]

Exhibit No. Description

10.4* Form of Transition Agreement dated March 6, 200fivben the Registrant and Mr. Bergmann (incorporbtréin by reference
to Exhibit 10.1 to the Registré's Quarterly Report on Form -Q for the quarter ended March 26, 2006 (File M-9183))

10.5* Deferred Compensation Plan (incorporated hereirefgrence to Exhibit 10.7 to the Registrant’s ArdrRieport on Form 10-K
for the year ended December 31, 2000 (File 1-9183))

10.6* Form of Life Insurance Agreement between the Regjisiand Ms. Lione and each of Messrs. HutchinstaCaslin and Ziemer
(incorporated herein by reference from Exhibit D&d the Registrant’s Annual Report on Form 10-Ktfe year ended
December 31, 1993 (File N0-9183))

10.7* Harley-Davidson, Inc. Corporate Short Term Incem®tan as amended April 24, 2004 (incorporatediménereference from
Exhibit 10.2 to the Registre’s Quarterly Report on Form -Q for the period ended March 28, 2004 (File N-9183))

10.8* Form of Severance Benefits Agreement between tigisRant and Ms. Bischmann and Ms. Lione and eadhessrs. Eberle,
Flickinger, Hutchinson, McCaslin, Sutton and Zier{iacorporated herein by reference to Exhibit 10d the Registrant’s
Annual Report on Form -K for the year ended December 31, 1996 (File M-9183))

10.9* Form of Severance Benefits Agreement dated Mar@0®6 between the Registrant and Mr. Bergmann (pwated herein by
reference to Exhibit 10.2 to the Registrant’s QerytReport on Form 10-Q for the quarter ended Ma&, 2006 (File No. 1-
9183))

10.10*  Form of Supplemental Executive Retirement Plan Agrent between the Registrant and each of MessiGaMin and Ziemer
(incorporated herein by reference from Exhibit 11@.2he Registrant’s Quarterly Report on Form 1@Qthe period ended
March 31, 1996 (File N0.-9183))

10.11* 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))

10.12*  Description of Po-Retirement Life Insurance Equivale

10.13 Harley-Davidson, Inc. 1998 Non-Exempt Employee Bt@ption Plan (incorporated by reference to Exbit to the

Registrar’s Registration Statement on For-8 (File No. 33-75347))

*Represents a management contract or compensdtorygontract or arrangement in which a directanamed executive officer of the
Company participated
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INDEX TO EXHIBITS
[ltems 15(a)(3) and 15(c)]

Exhibit No. Description

10.14 2001 York Hourly-Paid Employees Stock Option Plaxc@rporated herein by reference to Exhibit 10d the Registrant’s
Annual Report on Form -K for the year ended December 31, 2000 (File M-9183))

10.15* Director Compensation Policy effective April 29,08)(incorporated herein by reference from Exhibi2lto the Registrant’s
Current Report on Form-K filed May 4, 2006 (File No.-9183))

10.16* Deferred Compensation Plan for Nonemployee Diradtatially effective May 1, 1995 amended and restaMay 1, 2001 and
amended May 3, 2003 (incorporated herein by reterédrom Exhibit 10.2 to the Registrant’s QuartdRigport on Form 10-Q for
the period ended June 29, 2003 (File N-9183))

10.17* Harley-Davidson, Inc. 2004 Incentive Stock Plamaeended through April 28, ,2007 (incorporated hrebgi reference to
Exhibit 10.4 to the Registre’s Quarterly Report on Form -Q for the quarter ended April 1, 2007 (File N-9183))

10.18* 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, Inc.20entive Stock Plan (incorporated herein byrexiee to Exhibit 10.21 to
the Registrars Annual Report of Form -K for the year ended December 31, 2005 (File M-9183))

10.19* Form of Notice of Special Grant of Stock Optionsl @ption Agreement of Harley-Davidson, Inc under itharleybavidson Inc
1995 Stock Option Plan and the Harley-Davidson, 2004 Incentive Stock Plan (incorporated hereimefgrence to
Exhibit 10.22 to the Registres Annual Report of Form -K for the year ended December 31, 2005 (File -9183))

10.20* Form of Notice of Award of Restricted Stock and fReted Stock Agreement of Harley-Davidson, Incdenthe Harley-
Davidson, Inc. 2004 Incentive Stock Plan (incorpedaherein by reference to Exhibit 10.5 to the Reegit's Quarterly Report ¢
Form 1(-Q for the quarter ended April 1, 2007 (File N-9183))

10.21* Form of Notice of Special Award of Restricted Starid Restricted Stock Agreement of Harley-Davids$eco, under the Harley-

Davidson, Inc. 2004 Incentive Stock Plan (incorpedzherein by reference to Exhibit 10.6 to the Reghts Quarterly Report ¢
Form 1(-Q for the quarter ended April 1, 2007 (File N-9183))

* Represents a management contract or compengalgorycontract or arrangement in which a direotonamed executive officer of the
Company participated.
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INDEX TO EXHIBITS
[ltems 15(a)(3) and 15(c)]

Exhibit No. Description
10.22*  Form of Notice of Grant of Stock Appreciation Riglaind Stock Appreciation Rights Agreement of Haaywidson, Inc. under
the Harley-Davidson, Inc. 2004 Incentive Stock Rianorporated herein by reference to Exhibit 1G@fhe Registran$’ Annua
Report on Form 1-K for the year ended December 31, 2006 (File M-9183))
10.23*  Form of Notice of Award of Restricted Stock UnitdaRestricted Stock Unit Agreement of Harley-Daviusimc. under the
Harley-Davidson, Inc. 2004 Incentive Stock Plarcdiporated herein by reference to Exhibit 10./hoRegistrant’s Quarterly
Report on Form 1-Q for the quarter ended April 1, 2007 (File N-9183))
10.24*  Harley-Davidson, Inc. Employee Short-Term Incenflan (incorporated herein by reference to ExHibitl of the Registrant’s
Form 1(-Q filed May 2, 2005 (File N0.-9183))
10.25*  Form of Transition Agreement dated February 1, 208een the Registrant and Mr. Naqvi (incorpordtectin by reference to
Exhibit 10.1 to the Registre’s Quarterly Report on Form -Q for the quarter ended April 1, 2007 (File N-9183))
10.26*  Form of Severance Benefits Agreement dated Feblia2907 between the Registrant and Mr. Nagvi (ipomated herein by
reference to Exhibit 10.2 to the Regist’'s Quarterly Report on Form -Q for the quarter ended April 1, 2007 (File N-9183)’
10.27*  Form of Severance Benefits Agreement dated Jul2@Q7 between the Registrant and Mr. Richer (ino@ted herein by
reference to Exhibit 10.1 to the Registrant’s QerytReport on Form 10-Q for the quarter ended &aper 30, 2007 (File No. 1-
9183))
21 List of Subsidiarie:
23 Consent of Independent Registered Public Accouriing
31.1 Chief Executive Officer Certification pursuant tolR 13«14(a)
31.2 Chief Financial Officer Certification pursuant talR 13-14(a)
32 Written Statement of the Chief Executive Officeddahe Chief Financial Officer pursuant to 18 U.S8C350

* Represents a management contract or compengalgorycontract or arrangement in which a direotonamed executive officer of the
Company participated.
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Exhibit 10.12

Description of Post-Retirement Life Insurance Equialent

Certain senior executives of the Registrant, indgdall executive officers, are entitled to receavRimp sum payment equal to one year's
salary plus a gross up for applicable taxes uptirereent or at age 55. This benefit was adoptethbyRegistrant in 1996 in lieu of providi
post-retirement life insurance.




HARLEY-DAVIDSON, INC.

Exhibit 21

SUBSIDIARIES
State/Country
of
Name Incorporation
H-D Michigan, Inc. Michigan
Harley-Davidson Motor Company Group, Ir Wisconsin
Harley-Davidson Motor Company Operations, | Wisconsin
H-D Franklin, LLC Wisconsin
H-D Tomahawk Somo, LL( Wisconsin
H-D Tomahawk Industrial Park, LL Wisconsin
H-D Tomahawk Kaphaem Road, LL Wisconsin
H-D Capitol Drive, LLC Wisconsin
H-D Pilgrim Road, LLC Wisconsin
Harley-Davidson Motor Company, In Wisconsin
Harley-Davidson Museum, LL( Wisconsin
Buell Distribution Company, LL( Wisconsin
H-D F&R, LLC Wisconsin
HASC, LLC Wisconsin
H-D Group LLC lllinois
Revolution PowerTrain LL( Delaware
Buell Motorcycle Company, LL( Wisconsin
Harley-Davidson Transportation Co., Ir Delaware
HDWA, LLC Wisconsin
HDMC, LLC lllinois
Harley-Davidson Dealer Systems, Ir Ohio
Harley-Davidson International Holding Co., Ir Wisconsin
Harley-Davidson Holding Co., Inc Delaware
Harley-Davidson Benelux B.V Netherland:
Harley-Davidson France SA France
Harley-Davidson Gmbt Germany
Harley-Davidson Japan Kl Japar
Harley-Davidson Europe Limite England
Harley-Davidson do Brazil Ltde Brazil
Harley-Davidson Italia S.r.l Italy
Harley-Davidson Singapore In Delaware
Harley-Davidson Australia Pty. Limite Australia
Harley-Davidson Hong Kong Limite Hong Kong
Lockglade Limitec England
Harley-Davidson Espana S. Spain
Harley-Davidson Switzerland Gmb Switzerlanc
Harley-Davidson Asia, Inc Wisconsin
New Castalloy Pty. Limite: Australia
Harley-Davidson De Mexico, S. De R.L. De C. Mexico
Harley-Davidson De Mexico Management, S. De R.L. De ( Mexico
Renovation Realty Investment Services, Wisconsin
HR, LLC Indiana
HR Holding Corp. Wisconsin




Harley-Davidson Financial Services, Ir
Harley-Davidson Insurance Services, i
Harley-Davidson Credit Corf

Harley-Davidson Insurance Services of lllinais, i

Harley-Davidson Customer Funding Cc

Harley-Davidson Funding Corj

Eaglemark Savings Bar

Harley-Davidson Leasing, Inc

Eaglemark Customer Funding Corpora-IV
Harley-Davidson Financial Services International, |

ODBH Limited

Harley-Davidson Financial Services Europe Limi

Harley-Davidson Financial Services Canada,

Delaware
Nevada
Nevada
lllinois
Nevada
Nevada
Nevada
Nevada
Nevada

Delaware

United Kingdom
England
Canade




Exhibit 23
Consent of Independent Registered Public Accourking

We consent to the incorporation by reference inRbgistration Statements (Form S-8 No. 33-3353101,383-07551, No. 333-51741,

No. 33375347, Nos. 333-93879 and 333-123406, No. 333-6@8¢ No. 333-123405) pertaining (a) the Hal®ridson Retirement Savin
Plan for Salaried Employees, the Harley-Davidsotir&aent Savings Plan for Milwaukee and TomahawktioBargaining Unit
Employees, and the Holiday Rambler LLC Employeetir&aent Plan; (b) the Harley-Davidson, Inc. 1996cB Option Plan; (c) the Harley-
Davidson, Inc. Director Stock Plan; (d) the Hat[@gvidson, Inc. 1998 Non-Exempt Employee Stock @p#lan; (e) the Harley-Davidson
Retirement Savings Plan for Salaried EmployeesHtmey-Davidson Retirement Savings Plan for Milke& and Tomahawk Hourly
Bargaining Unit Employees, the Harley-Davidson Retient Savings plan for Kansas City Hourly Bargajrunit Employees, the Harley-
Davidson Retirement Savings Plan for York Hourlydganing Unit Employees and the Buell Motorcyclen@any Retirements Savings Pl
(f) the Harley-Davidson, Inc. 2001 York Hourly-Pa&tthployees Stock Option Plan and (g) the Harleyi@son, Inc. 2004 Incentive Stock
Plan of Harley-Davidson, Inc. of our reports dafetbruary 11, 2008 with respect to the consolidfitexhcial statements and schedule of
Harley-Davidson, Inc., and the effectiveness adrin&l control over financial reporting of Harleyaiddson, Inc. included in this Annual
Report (Form 10-K) for the year ended Decembe280y.

Ernst & Young LLP
Milwaukee, Wisconsii
February 22, 200




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 comtajnuntrue statement of a material fact or omsditéde a material fact necessary to

make the statements made, in light of the circuntsts.under which such statements were made, nleadisg 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, amgtfe 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 registrard 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 consolidhtubsidiaries, is made known to us by
others within those entities, particularly duriihg 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 geneealbepted accounting principles;

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeort our conclusions about the
effectiveness of the disclosure controls and proms] 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 ¢eiain case of an annual report) that has matgrédiected, or is reasonably likely to
materially affect, the registrant’s internal coheer financial reporting; and

. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatianiexhal 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 contraéiofinancial reporting which are
reasonably likely to adversely affect the registeaability 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 22, 2008 /sl James L. Zieme
James L. Ziemer, President ¢
Chief Executive Office




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 comtajnuntrue statement of a material fact or omsditéde a material fact necessary to

make the statements made, in light of the circuntsts.under which such statements were made, nleadisg 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, amgtfe 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 registrard 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 consolidhtubsidiaries, is made known to us by
others within those entities, particularly duriihg 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 geneealbepted accounting principles;

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeort our conclusions about the
effectiveness of the disclosure controls and proms] 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 ¢eiain case of an annual report) that has matgrédiected, or is reasonably likely to
materially affect, the registrant’s internal coheer financial reporting; and

. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatianiexhal 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@iofinancial reporting which are
reasonably likely to adversely affect the registeability 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 22, 2008 /s| Thomas E. Bergmar
Thomas E. Bergmar
Executive Vice President and Chief
Financial Officer




Exhibit 32

Written Statement of the Chief Executive Officedd@hief 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 tHeaBas-Oxley Act of 2002, we, the
undersigned President and Chief Executive Offioel the Executive Vice President and Chief Finar@idicer of Harley-Davidson, Inc. (the
“Company”), hereby certify, based on our knowledpat the Annual Report on Form 10-K of the Compfomythe year ended December 31,
2007 (the “Report”) fully complies with the requinents of Section 13(a) of the Securities ExchangteofR1934 and that information
contained in the Report fairly presents, in all en@t respects, the financial condition and resofitgperations of the Company.

Date: February 22, 2008

/s/ James L. Zieme
James L. Zieme
President and Chief Executive Offic

/s/ Thomas E. Bergmar

Thomas E. Bergmar

Executive Vice President and Chief
Financial Officer




