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[tem 8.01 Other Events.

This Current Report on Form 8-K is being filed principally to reflect certain retrospective revisions that have been made to
the consolidated financial statements of Caterpillar Inc. (the “Company”, “we”, “our”) that were previously filed with the
Securities and Exchange Commission by the Company on February 22, 2011 as Exhibit 13 to its Annual Report on Form
10-K for the year ended December 31, 2010 (the “2010 Form 10-K”) to reflect the change in reportable segments. The
Company began reporting comparative results using the revised segment presentation effective with the filing of its

Quarterly Report on Form 10-Q for the period ended March 31, 2011.
Additional detail follows for the business segment realignments:

In the first quarter of 2011, we implemented revised internal financial measurements in line with changes to our
organizational structure that were announced during 2010. Our previous structure used a matrix organization comprised of
multiple profit and cost center divisions. Previously, there were twenty-five operating segments of the Company, twelve of
which were reportable segments. These segments were led by vice-presidents that were managed by the Company’s
Executive Office (comprised of our CEO and Group Presidents), which served as our Chief Operating Decision Maker. As
part of the strategy revision, Group Presidents were given accountability for a related set of end-to-end businesses that
they manage, a significant change for the Company. The CEO allocates resources and manages performance at the
Group President level. As such, the CEO now serves as our Chief Operating Decision Maker and operating segments are
primarily based on the Group President reporting structure.

Following this reorganization, three of our operating segments, Construction Industries, Resource Industries and Power
Systems, are led by Group Presidents. One operating segment, Financial Products, is led by a Group President who has
responsibility for Corporate Services. Corporate Services is a cost center primarily responsible for the performance of
certain support functions globally and to provide centralized services; it does not meet the definition of an operating
segment. One Group President leads three smaller operating segments that are included in All Other operating segments.

As a result, we revised our reportable segments beginning in the first quarter of 2011. The 2010, 2009, 2008, fourth-
quarter 2010 and fourth-quarter 2009 financial information has been retrospectively revised to reflect the change in
reportable segments.

Item 9.01 of this Current Report on Form 8-K revises certain information contained in the Company’s 2010 Form 10-K to
reflect these changes in reportable segments. In particular, Exhibit 99.1 contains a revised description of the Company’s
business segments, and Exhibit 99.2 contains a revised version of certain portions of Exhibit 13 to the 2010 Form 10-K,
which includes revised financial statements and Management's Discussion and Analysis of Financial Condition and Results
of Operations.

[tem 9.01 Financial Statements and Exhibits.

(d)  Exhibits:
23 Consent of Independent Registered Public Accounting Firm
99.1 Revised Description of Business Segments
99.2 General and Financial Information
101.INS XBRL Instance Document
101.SCH XBRL Taxonomy Extension Schema Document
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document



101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

All other information in the 2010 10-K has not been updated for events or developments that occurred with respect to our
business subsequent to the filing of the 2010 10-K with the U.S. Securities and Exchange Commission. For information
regarding developments in our business since the filing of the 2010 10-K, please refer to the Company’s Quarterly Report
on Form 10-Q for the period ended March 31, 2011 and the Company’s Forms 8-K filed since the filing of the 2010 10-K.
The information in this Form 8-K, including the exhibits, should be read in conjunction with the 2010 10-K and subsequent
SEC filings.

Forward-Looking Statements

Certain statements in this filing relate to future events and expectations and are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995. These statements are subject to known and unknown
factors that may cause Caterpillar's actual results to be different from those expressed or implied in the forward-looking
statements. Words such as “believe,” “estimate,” “will be,” “will,” “would,” “expect,” “anticipate,” “plan,” “project,” “intend,”
“could,” “should” or other similar words or expressions often identify forward-looking statements. All statements other than
statements of historical fact are forward-looking statements, including, without limitation, statements regarding our outlook,
projections, forecasts or trend descriptions. These statements do not guarantee future performance, and Caterpillar does
not undertake to update its forward-looking statements.

It is important to note that Caterpillar's actual results may differ materially from those described or implied in its forward-
looking statements based on a number of factors, including, but not limited to: (i) global economic conditions and economic
conditions in the industries and markets Caterpillar serves; (i) government monetary or fiscal policies and government
spending on infrastructure; (iii) commodity or component price increases and/or limited availability of raw materials and
component products, including steel; (iv) Caterpillar's and its customers’, dealers’ and suppliers’ ability to access and
manage liquidity; (v) political and economic risks associated with our global operations, including changes in laws,
regulations or government policies, currency restrictions, restrictions on repatriation of earnings, burdensome tariffs or
quotas, national and international conflict, including terrorist acts and political and economic instability or civil unrest in the
countries in which Caterpillar operates; (vi) Caterpillar's and Cat Financial's ability to maintain their respective credit ratings,
material increases in either company’s cost of borrowing or an inability of either company to access capital markets;
(vii) financial condition and credit worthiness of Cat Financial's customers; (viii) inability to realize expected benefits from
acquisitions and divestitures, including the acquisition of Bucyrus International, Inc.; (ix) the possibility that the acquisition
by Caterpillar of Bucyrus International, Inc. does not close for any reason, including, but not limited to, a failure to obtain
required regulatory approvals; (x) international trade and investment policies, such as import quotas, capital controls or
tariffs; (xi) the possibility that Caterpillar's introduction of Tier 4 emissions compliant machines and engines is not
successful; (xii) market acceptance of Caterpillar's products and services; (xiii) effects of changes in the competitive
environment, which may include decreased market share, lack of acceptance of price increases, and/or negative changes
to our geographic and product mix of sales; (xiv) union disputes or other employee relations issues; (xv) Caterpillar's ability
to successfully implement the Caterpillar Production System or other productivity initiatives; (xvi) adverse changes in
sourcing practices of our dealers or original equipment manufacturers; (xvii) compliance costs associated with
environmental laws and regulations; (xviii) alleged or actual violations of trade or anti-corruption laws and regulations;
(xix) additional tax expense or exposure; (xx) currency fluctuations, particularly increases and decreases in the U.S. dollar
against other currencies; (xxi) failure of Caterpillar or Cat Financial to comply with financial covenants in their respective
credit facilities; (xxii) increased funding obligations under our pension plans; (xxiii) significant legal proceedings, claims,
lawsuits or investigations; (xxiv) imposition of operational restrictions or compliance requirements if carbon emissions
legislation and/or regulations are adopted; (xxv) changes in accounting standards or adoption of new accounting standards;
(xxvi) adverse effects of natural disasters; and (xxvii) other factors described in more detail under “ltem 1A. Risk Factors”
in Part | of our Form 10-K filed with the SEC on February 22, 2011 for the year ended December 31, 2010. This filing is
available on our website at www.caterpillar.com/secfilings.



SIGNATURES

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

CATERPILLAR INC.

May 23, 2011 By: /s/ James B. Buda

James B. Buda
Senior Vice President and Chief Legal Officer
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EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3
(Nos. 333-43133, 33-46194, 333-22041, 333-43983, 333-57512, 333-136265, 333-71468, 333-
135465, 33-40393, 33-39120, 333-159262, 333-162837, 333-135123), Form S-8 (Nos. 2-97450,
333-37353, 33-8003, 333-03609, 333-41464, 333-98197, 333-115837, 333-32853, 333-32851,
333-111355, 333-128342, 333-135467, 333-133275, 333-133266, 333-133265, 333-141548,
333-170405, 333-170403, 333-170399, 333-168894, 333-168868, 333-168867) and Form S-4
(No. 333-121003) of Caterpillar Inc. of our report dated February 22, 2011, except with respect to
our opinion on the consolidated financial statements insofar as it relates to the change in
reportable segments discussed in Note 22, as to which the date is May 23, 2011, relating to the
financial statements and the effectiveness of internal control over financial reporting, which
appears in this Current Report on Form 8-K.

/sl PricewaterhouseCoopers LLP
Peoria, lllinois
May 23, 2011



EXHIBIT 99.1
Business

During the first quarter of 2011, we revised our reportable segments in line with the changes to our organizational
structure that were announced during 2010.

Information in our financial statements and related commentary are now presented in the following categories:

Machinery and Power Systems — Represents the aggregate total of Construction Industries, Resource
Industries, Power Systems, and All Other segments and related corporate items and eliminations.

Financial Products — Primarily includes the company’s Financial Products Segment. This category
includes Caterpillar Financial Services Corporation (Cat Financial), Caterpillar Insurance Holdings Inc. (Cat
Insurance) and their respective subsidiaries.

Description of segments

We have seven operating segments, of which four are reportable segments as described below.

Construction Industries: A segment primarily responsible for supporting customers using machinery in
infrastructure and building construction applications. Responsibilities include business strategy, product design,
product management and development, manufacturing, marketing, sales and product support. The product
portfolio includes backhoe loaders, small wheel loaders, small track-type tractors, skid steer loaders, multi-terrain
loaders, mini excavators, compact wheel loaders, select work tools, small, medium and large track excavators,
wheel excavators, medium wheel loaders, medium track-type tractors, track-type loaders, motor graders,
pipelayers and related parts. In addition, Construction Industries has responsibility for Power Systems and
components in Japan and an integrated manufacturing cost center that supports Machinery and Power Systems
businesses. Inter-segment sales are a source of revenue for this segment.

Resource Industries: A segment primarily responsible for supporting customers using machinery in mining and
quarrying applications. Responsibilities include business strategy, product design, product management and
development, manufacturing, marketing, sales and product support. The product portfolio includes large track-
type tractors, large mining trucks, underground mining equipment, tunnel boring equipment, large wheel loaders,
quarry and construction trucks, articulated trucks, wheel tractor scrapers, wheel dozers, compactors, select work
tools, forestry products, paving products, machinery components, electronics and control systems and related
parts. In addition, Resource Industries manages areas that provide services to other parts of the company,
including integrated manufacturing, research and development and coordination of the Caterpillar Production
System. Inter-segment sales are a source of revenue for this segment.

Power Systems: A segment primarily responsible for supporting customers using reciprocating engines,
turbines and related parts across industries serving electric power, industrial, petroleum and marine applications
as well as rail-related businesses. Responsibilities include business strategy, product design, product
management and development, manufacturing, marketing, sales and product support of reciprocating engine
powered generator sets, integrated systems used in the electric power generation industry, reciprocating engines
and integrated systems and solutions for the marine and petroleum industries; reciprocating engines supplied to
the industrial industry as well as Caterpillar machinery; the business strategy, product design, product
management and development, manufacturing, marketing, sales and product support of turbines and turbine
related services; the business strategy, product design, product management and development, manufacturing,
remanufacturing, maintenance, marketing, sales, leasing and service of diesel-electric locomotives and



components and other rail-related products and services. Inter-segment sales are a source of revenue for this
segment.

Financial Products Segment: Provides financing to customers and dealers for the purchase and lease of
Caterpillar and other equipment, as well as some financing for Caterpillar sales to dealers. Financing plans
include operating and finance leases, installment sale contracts, working capital loans and wholesale financing
plans. The division also provides various forms of insurance to customers and dealers to help support the
purchase and lease of our equipment.

All Other: Primarily includes activities such as: the remanufacturing of Cat engines and components and
remanufacturing services for other companies as well as the business strategy, product design, product
management and development, manufacturing, marketing, sales and product support of undercarriage, specialty
products, hardened bar stock components and ground engaging tools primarily for Caterpillar products; logistics
services for Caterpillar and other companies; the business strategy, product management, product development,
marketing, sales and product support of on-highway vocational trucks for North America (U.S. & Canada only);
the 50/50 joint venture with Navistar (NC2) which develops, manufactures and distributes on-highway trucks
outside North America and India; and distribution services responsible for dealer development and
administration, dealer portfolio management and ensuring the most efficient and effective distribution of
machines, engines and parts. Inter-segment sales are a source of revenue for this segment. Results for All
Other operating segments are included as reconciling items between reportable segments and consolidated
external reporting.



Exhibit 99.2

CATERPILLAR INC.
Consolidated Financial Statements
2010

A-1



TABLE OF CONTENTS

Report of Independent Registered Public Accounting Firm
Consolidated Financial Statements and Notes
Five-year Financial Summary
Management's Discussion and Analysis of Financial Condition and Results of Operations (MD&A)
Overview
2010 Compared with 2009
Fourth Quarter 2010 Compared with Fourth Quarter 2009
2009 Compared with 2008
Glossary of Terms
Liquidity and Capital Resources
Critical Accounting Policies
Global Workforce
Other Matters

Non-GAAP Financial Measures

A-2



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Caterpillar Inc.:

In our opinion, the accompanying consolidated statement of financial position and the related consolidated statements of
results of operations, changes in stockholders' equity, and of cash flow, including pages A-4 through A-76, present fairly, in
all material respects, the financial position of Caterpillar Inc. and its subsidiaries at December 31, 2010, 2009 and 2008, and
the results of their operations and their cash flows for each of the three years in the period ended December 31, 2010 in
conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2010, based on
criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). The Company's management is responsible for these financial statements, for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting, included in Management's Report on Internal Control Over Financial Reporting (not presented herein) appearing
on page A-3 of the Company's Annual Report on Form 10-K for the year ended December 31, 2010. Our responsibility is to
express opinions on these financial statements and on the Company's internal control over financial reporting based on our
integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over financial
reporting was maintained in all material respects. Our audits of the financial statements included examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. Our audit of internal
control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

As described in Management's Report on Internal Control Over Financial Reporting (not presented herein), management has
excluded Electro-Motive Diesel, Inc. (EMD) from its assessment of internal control over financial reporting as of December
31, 2010 because EMD was acquired by the Company in August 2010. We have also excluded EMD from our audit of
internal control over financial reporting. EMD is a wholly-owned subsidiary of the Company whose total assets and total
revenues represent approximately 2% and 1%, respectively, of the related consolidated financial statement amounts as of and
for the year ended December 31, 2010.

/sl PricewaterhouseCoopers LLP

Peoria, Illinois

February 22, 2011, except with respect to

our opinion on the consolidated financial
statements insofar as it relates to the

change in reportable segments discussed

in Note 22, as to which the date is May 23, 2011
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STATEMENT 1
Consolidated Results of Operations for the Years Ended December 31
(Dollars in millions except per share data)

Caterpillar Inc.

Sales and revenues:
Sales of Machinery and POWEr SYSTEMS.........ccooereieiiiieiesie e
Revenues of Financial ProduCtS ...........cccocvieiriiiiiic e
Total SAIES ANA FEVENUES.......ccvviiiveiireecre ettt ettt sre e e srresbeesreeens

Operating costs:
C0St OF GOOAS SOI.......uieieieiciiiieie e e
Selling, general and administrative EXPENSES ........coveveeeeiereniereei e
Research and development EXPENSES. ........cvierveieieiiiiese e
Interest expense of Financial Products............ccccovevieiiiiiie s
Other operating (INCOME) BXPENSES .....ccueruerreieieireierteriesie et eese e e

TOtal OPErating COSES .....viuiieiriiiieieeieieeie ettt

OPErating Profit.......ccco it

Interest expense excluding Financial Products............c.ccooeveieininienineneicee
Other INCOME (EXPEINSE) ....uevieereeeeiereaieeiestesteseeeeseeieseesbesee e esessestesteseeseeneesesneaeas

Consolidated profit DEfOre taXes........cocoveiiiiieiiieee s

Provision (benefit) for income taxes
Profit of consolidated COMPANIES ........coviiriririeiieece e

Equity in profit (loss) of unconsolidated affiliated companies...........cc.ccoceeennene
Profit of consolidated and affiliated COMPANIES .........c.ccvevvviiiiiicicic e

Less: Profit (loss) attributable to noncontrolling INterests ...........c.cooeeeveeinennieseiennens

Profit Per COMMION SNAKE........ciiiiiiieee bbb

Profit per common share — diluted 2.............coo.ovvieveveerieeeeeeee e

1 Profit attributable to common stockholders.

2010 2009 2008
$39,867 $29,540 $48,044
2,721 2,856 3,280
42,588 32,39 51,324
30,367 23,886 38,415
4,248 3,645 4,399
1,905 1,421 1,728
914 1,045 1,153
1,191 1,822 1,181
38,625 31,819 46,876
3,963 577 4,448
343 389 274
130 381 327
3,750 569 4,501
968 (270) 953
2,782 839 3,548
(24) (12) 37
2,758 827 3,585
58 (68) 28
$2,700 $895 $3,557
$4.28 $1.45 $5.83
$4.15 $1.43 $5.66
6315 615.2 610.5
650.4 626.0 627.9
$1.74 $1.68 $1.62

2 Diluted by assumed exercise of stock-based compensation awards, using the treasury stock method.

See accompanying notes to Consolidated Financial Statements.
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STATEMENT 2

Consolidated Financial Position at December 31

(Dollars in millions)

Caterpillar Inc.

2010 2009 2008
Assets
Current assets:
Cash and ShOrt-term INVESIMENTS .......coveeereeeieeeeeeeee e e eee et e e eeere e s e sereeeesenes $3,592 $4,867 $2,736
Receivables - trade and other 8,494 5,611 9,397
RECEIVADIES = FINANCE ..ottt 8,298 8,301 8,731
Deferred and refundable iNCOME taxeS........ccovvevireinierncese e 931 1,216 1,223
Prepaid expenses and other current assets 908 862 1,017
INVENTOTIES ..ottt ettt ettt ene s 9,587 6,360 8,781
TOtAl CUIMENT ASSEES ...veiiieeieeiiiie e ettt s ettt e ettt e st e e st e e e st e eessbeeesabbeesssbeeessabesesbaeesareeeeas 31,810 27,217 31,885
Property, plant and eqUIPMENt = NEL.........ccccviiiireieice e 12,539 12,386 12,524
Long-term receivables - trade and Other ............ccccocevieieieiiieseeee e 793 971 1,479
Long-term receivables - finance 11,264 12,279 14,264
Investments in unconsolidated affiliated COMPANIEs .........ccovvireriiiiciiiceee, 164 105 94
Noncurrent deferred and refundable INCOME tAXES .......ccvveeiveeeeiiiiieeeee e, 2,493 2,714 3,311
Intangible assets 805 465 511
GOOUW L.ttt et b ettt be e snene e 2,614 2,269 2,261
(@1 3T 1) SRS 1,538 1,632 1,453
TOAI ASSELS ...t $64,020 $60,038 $67,782
Liabilities
Current liabilities:
Short-term borrowings:
Machinery and POWET SYStEMS..........ccovieirieireierieenieeesee e $204 $433 $1,632
FINANCIal PrOTUCES ......coeiveieieeii ettt 3,852 3,650 5,577
ACCOUNTS PAYADIE ... e 5,856 2,993 4,827
ACCTUB EXPENSES. ...eviveterieneeteeiestestesteseeseetestesbeseesteseaaestesbesae e eseetesaeseenbeeeneeseens 2,880 2,641 3,254
Accrued wages, salaries and employee benefits..........cccoverriiieiniiiicneen 1,670 797 1,242
CUSEOMET AAVANCES .....ooeviiieie ettt ettt et es et e e s e st sre s s be e e baeeees 1,831 1,217 1,898
Dividends PayabIe..........coov i 281 262 253
Other current HabIITIES .....c.veviiviii i 1,521 1,281 1,450
Long-term debt due within one year:
Machinery and POWEEr SYSEEMS ..........coeiriirieeiceesie e 495 302 456
FINaNCIal PrOUCES .....ovcuvieiiceiei e 3,430 5,399 5,036
Total current lADITLIES .......ccveeivie i 22,020 18,975 25,625
Long-term debt due after one year:
Machinery and Power Systems 4,505 5,652 5,736
Financial Products ..........cccccooevvieiiiieeens 15,932 16,195 17,098
Liability for postemployment benefits.................. 7,584 7,420 9,975
Other TabITTIES .. .cuvveveiciei et re e 2,654 2,496 2,634
TOtal lADIIILIES ©...vevevivieiiicceece e 52,695 50,738 61,068
Commitments and contingencies (Notes 20 and 21)
Redeemable noncontrolling interest (NOte 24) ..........ccooviiiiiieneiiienese e 461 477 524
Stockholders' equity
Common stock of $1.00 par:
Authorized shares: 2,000,000,000
Issued shares: (2010, 2009 and 2008 - 814,894,624) at paid-in amount .............. 3,888 3,439 3,057
Treasury stock: (2010 — 176,071,910 shares; 2009 - 190,171,905 shares
and 2008 - 213,367,983 Shares) @t COSt........ceruriririrenierieieeeeee e (10,397) (10,646) (11,217)
Profit employed in the DUSINESS.........coo i e 21,384 19,711 19,826
Accumulated other comprehensive income (loss) ... (4,051) (3,764) (5,579)
NONCONLIOIING INTEIESES ....vevieviiieeieie et 40 83 103
Total StoCKNOIAErS" BQUILY ......ceiiiieeetiicceees et 10,864 8,823 6,190
Total liabilities, redeemable noncontrolling interest and stockholders' equity ........ $64,020 $60,038 $67,782

See accompanying notes to Consolidated Financial Statements.

A-5



STATEMENT 3
Changes in Consolidated Stockholders' Equity for the Years Ended December 31
(Dollars in millions)

Caterpillar Inc.

Profit Accumulated
employed other
Common  Treasury in the comprehensive  Noncontrolling Comprehensive
stock stock business income (loss) interests Total income (loss)
Balance at January 1, 2008.........ccccccvriieremeieninniereeeeeeines $2,744  $(9,451)  $17,365 $(1,791) $113  $8,980
Profit of consolidated and affiliated companies.. . — — 3,557 — 28 3,585 $3,585
Foreign currency translation, net of tax of $133...........cccccovvnnee, — — — (488) 23 (465) (465)
Pension and other postretirement benefits
Current year actuarial gain (loss), net of tax of $1,854....... — — — (3,415) (30) (3,445) (3,445)
Amortization of actuarial (gain) loss, net of tax of $84 — — — 150 1 151 151
Current year prior service cost, net of tax of $5................. — — — 9) — 9) 9)
Amortization of transition (asset) obligation, net of
TAX OF SLeiiiee s — — — 2 — 2 2
Derivative financial instruments
Gains (losses) deferred, net of tax of $67.........ccccveuvrieene. — — — 100 — 100 100
(Gains) losses reclassified to earnings, net of tax of $14 .... — — — (22) 2 (20) (20)
Retained interests
Gains (losses) deferred, net of tax of $13........ccccceuveevrrcnn. — — — (22) — (22) (22)
(Gains) losses reclassified to earnings, net of tax of $8....... — — — 13 — 13 13
Available-for-sale securities
Gains (losses) deferred, net of tax of $67.........cccccveeurrenne. — — — (125) — (125) (125)
(Gains) losses reclassified to earnings, net of tax of $15..... — — — 28 — 28 28
Dividends declared............cceoeriiiieeiininrsceeee s — — (981) — — (981) —
Distributions to noncontrolling interests..........cccccoveeveierrninien: — — — — (10) (10) —
Change in ownership for noncontrolling interests...................... — — — — (26) (26) —
Common shares issued from treasury stock for stock-based
compensation: 4,807,533 ... 7 128 — — — 135 —
Stock-based compensation expense . 194 — — — — 194 —
Net excess tax benefits from stock-based compensation............ 56 — — — — 56 —
Shares repurchased: 27,267,026 ...........ccocoerrrnreienenenneeenenns — (1,894) — — —  (1,894) —
Stock repurchase derivative contracts . 56 — — — — 56 —
Cat Japan share redemption “............ccccceeererenriereecreere e, — — (115) — 2 (113) —
Balance at December 31, 2008.............ccoovvemrreveeeerrrerereennnienns $3,057 $(11,217)  $19,826 $(5,579) $103 _ $6,190 $(207)
Profit of consolidated and affiliated companies.................... — — 895 — (68) 827 $827
Foreign currency translation, net of tax of $37...........ccco.o.... — — — 342 21 363 363
Pension and other postretirement benefits
Current year actuarial gain (loss), net of tax of $401.... — — — 924 1 925 925
Amortization of actuarial (gain) loss, net of
1AX OF LI oo — — — 187 — 187 187
Current year prior service cost, net of tax of $249......... — — — 300 — 300 300
Amortization of prior service cost, net of tax of $8 ...... — — — ) — ) )
Amortization of transition (asset) obligation, net of
1AX OF $Luieiiiicee e — — — 1 — 1 1
Derivative financial instruments
Gains (losses) deferred, net of tax of $16............ccc....... — — — 19 — 19 19
(Gains) losses reclassified to earnings, net of
X OF $36 ..o — — — (54) 2 (56) (56)
Retained interests
Gains (losses) deferred, net of tax of $9°.........ccccceueeve — — — (16) — (16) (16)
(Gains) losses reclassified to earnings, net of
X OF BLL oo — — — 20 — 20 20
Available-for-sale securities
Gains (losses) deferred, net of tax of $47.........cccccvne.. — — — 86 — 86 86
(Gains) losses reclassified to earnings, net of
— — — 8 — 8 8
— — (1,038) — —  (1,038) —
— — — — (10) (10) —
Change in ownership for noncontrolling interests................ 3) — — — (15) (18) —
Common shares issued from treasury stock for stock-based
compensation: 3,571,268 ..o (14) 103 — — — 89 —
Common shares issued from treasury stock for benefit
plans: 19,624,810 .......ccovvveeriereereereee e 250 468 — — — 718 —
Stock-based compensation expense 132 — — — — 132 —
Net excess tax benefits from stock-based compensation...... 17 — — — — 17 —
Cat Japan share redemption “............cccocoeeurreninneniieneineeenas — — 28 — 53 81 —
Balance at December 31, 2009...........cccooeiieiiciiciieiiciis $3,439 $(10,646)  $19,711 $(3,764) $83  $8,823 $2,662

A-6

(Continued)



STATEMENT 3 Caterpillar Inc.
Changes in Consolidated Stockholders' Equity for the Years Ended December 31
(Dollars in millions)

Profit Accumulated
employed other
Common Treasury in the comprehensive  Noncontrolling Comprehensive
stock stock business income (loss) interests Total income (loss)
Balance at December 31, 2009...........coovrrerreerrrernesnnenns $3,439 $(10,646)  $19,711 $(3,764) $83  $8,823 $2,662
Adjustment to adopt consolidation of variable interest
ENLIties? ......ovverrrerrrrerrean. . — — (6) 3 — (3)
Balance at January 1, 2010.........ccccevunne. .. $3,439 $(10,646) $19,705 $(3,761) $83  $8,820
Profit of consolidated and affiliated companies.. — — 2,700 — 58 2,758 $2,758
Foreign currency translation, net of tax of $73.............c....... — — — (52) 18 (34) (34)
Pension and other postretirement benefits
Current year actuarial gain (loss), net of tax of $214.... — — — (539) @) (540) (540)
Amortization of actuarial (gain) loss, net of
1AX OF BL73 e — — — 307 3 310 310
Current year prior service cost, net of tax of $3 — — — 8) — (8) (8)
Amortization of prior service cost, net of tax of $12 .... — — — 17) — @1 a7
Amortization of transition (asset) obligation, net of
X OF BLuiein e — — — 1 — 1 1
Derivative financial instruments
Gains (losses) deferred, net of tax of $29..........c.cccevuee — — — (50) — (50) (50)
(Gains) losses reclassified to earnings, net of
1AX OF $L8 .. — — — 35 — 35 35
Auvailable-for-sale securities
Gains (losses) deferred, net of tax of $25..........cccccueeuve — — — 37 — 37 37
(Gains) losses reclassified to earnings, net of
18X OF B2, — — — 4) — (@) (@)
Dividends declared...........cccouovvrieiiininniccneeee — — (1,103) — —  (1,103) —
Change in ownership for noncontrolling interests................ (69) — — — (66) (135) —
Common shares issued from treasury stock for stock-based
compensation: 12,612,514 ..........cccccevvvennniceieninreeienes 74 222 — — — 296 —
Common shares issued from treasury stock for benefit
Plans: 1,487,481 % ....ocvcveeeiieseeeeere e 67 27 — — — 94 —
Stock-based compensation EXPeNSe...........cocoevreeeerieinieeeienes 226 — — — — 226 —
Net excess tax benefits from stock-based compensation...... 151 — — — — 151 —
Cat Japan share redemption “............ccoeeeeeninnnienicenenns — — 82 — (55) 27 —
Balance at December 31, 2010........oreeeeeeereeeeeeeeeeeeene $3,888 $(10,397) $21,384 $(4,051) $40 $10,864 $2,488
1 See Note 12 regarding shares issued for benefit plans.
2 See Note 6 for additional information.
3 Amount consists of $1,800 million of cash-settled purchases and $94 million of derivative contracts.
4 See Notes 23 and 24 regarding the Cat Japan share redemption.
5

Includes noncredit component of other-than-temporary impairment losses on retained interests of $(8) million, net of tax of $4 million, for the twelve months ended December
31,2009. See Note 6 and 17 for additional information.

See accompanying notes to Consolidated Financial Statements.
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STATEMENT 4
Consolidated Statement of Cash Flow for the Years Ended December 31
(Millions of dollars)

Caterpillar Inc.

Cash flow from operating activities:

Profit of consolidated and affiliated companies..........cccccoeoiiieniiciniencene

Adjustments for non-cash items:

Depreciation and amortization ...........cccocveivieieieneieeiee e
ONET e

Changes in assets and liabilities, net of acquisitions:

Receivables - trade and Other...........cccoeevi i
INVENEOTIES ..ttt ettt ebe e st ete e s beeebeesaaeesree s
ACCOUNTS PAYADIE ...t e

ACCIUET EXPENSES......oeeeeerercreirerererereseereeeeeaeenenes
Accrued wages, salaries and employee benefits....
Customer advances .....
Other assets - net.........
Other liabilities - net

Net cash provided by (used for) operating actiVities...........ccccooervrenencinicniencees

Cash flow from investing activities:

Capital expenditures - excluding equipment leased to others.............cccccceue.
Expenditures for equipment leased to Others...........ccccoeviininiicicincnce
Proceeds from disposals of leased assets and property, plant and equipment.
Additions to finance receivables...........cccooviiiiieiiiiie

Collections of finance receivables

Proceeds from sale of finance receivables...........ccocoveiiiiiiiiiiiciccc
Investments and acquisitions (net of cash acquired)........c.coccovvivreinicnnnene,

Proceeds from sale of available-for-sale securities

Investments in available-for-sale SECUrItieS.........ccccevverieieeiiiiseece e
(0] 13 1=T G o T USROS PRRURROPRO
Net cash provided by (used for) investing activities...........cccevriienencicicsence,

Cash flow from financing activities:

DivIidends Paid........ccccviiiiiiiiieicicisee e
Distribution to noncontrolling INErests...........coceveveieinieneneneeeeese e
Common stock issued, including treasury shares reissued ...........cccccecevennene

Payment for stock repurchase derivative contracts

Treasury Shares PUFChASEU...........cviirierieeiee e
Excess tax benefit from stock-based compensation.............ccococeereinicinnnn.
Acquisitions of noncontrolling iNterestS.........ccovevveereieieneienee e

Proceeds from debt issued (original maturities greater than three months):
- Machinery and Power Systems

= FINANCIAl ProQUCES.......coviiieicieccie et

Payments on debt (original maturities greater than three months):
- Machinery and Power Systems

- FINaNCial ProdUCTS..........cooiiiieceee e
Short-term borrowings (original maturities three months or less) - net..........
Net cash provided by (used for) financing activities...........cccoovvvvieveiciciriesenn,
Effect of exchange rate changes on Cash ..........ccoiiieiiiiiiiiene e
Increase (decrease) in cash and short-term investments ...........cccccovveninennnne
Cash and short-term investments at beginning of period..........c..ccocevevieiiiiciennnn.
Cash and short-term investments at end of period ............ccccooeoniiiiencicncne

2010 2009 2008
$2,758 $827 $3,585
2,296 2,336 1,980
469 137 355
(2,320) 4,014 (545)
(2,667) 2,501 (833)
2,570 (1,878) (129)
117 (505) 660
847 (534) 154
604 (646) 286
358 235 (470)
(23) 12 (371)
5,009 6,499 4,672
(1,575) (1,504) (2,320)
(1,011) (968) (1,566)
1,469 1,242 982
(8,498) (7,107) (14,031)
8,987 9,288 9,717
16 100 949
(1,126) (19) (117)
228 291 357
(217) (349) (339)
132 (128) 197
(1,595) 846 (6,171)
(1,084) (1,029) (953)
— (10) (10)
296 89 135
— — (38)
— — (1,800)
153 21 56
(132) (6) —
216 458 1,673
8,108 11,833 16,257
(1,298) (918) (296)
(11,163) (11,769) (14,143)
291 (3,884) 2,074
(4,613) (5,215) 2,955
(76) 1 158
(1,275) 2,131 1,614
4,867 2,736 1,122
$3,592 $4,867 $2,736

All short-term investments, which consist primarily of highly liquid investments with original maturities of three months or less, are

considered to be cash equivalents.
Non-cash activities:

During 2010 and 2009, we contributed 1.5 million and 19.6 million shares of company stock with a fair value of $94 million and $718

million, respectively, to our U.S. benefit plans. See Note 12 for further discussion.

See accompanying notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.

A

Operations and summary of significant accounting policies
Nature of operations
Information in our financial statements and related commentary are presented in the following categories:

Machinery and Power Systems — Represents the aggregate total of Construction Industries, Resource Industries,
Power Systems, and All Other segments and related corporate items and eliminations.

Financial Products — Primarily includes the company’s Financial Products Segment. This category includes
Caterpillar Financial Services Corporation (Cat Financial), Caterpillar Insurance Holdings Inc. (Cat Insurance) and
their respective subsidiaries.

As discussed in Note 22 — Segment Information, during the first quarter of 2011, we revised our reportable segments in
line with the changes to our organizational structure that were announced during 2010. The 2008, 2009 and 2010
financial information has been retrospectively revised to reflect the change in reportable segments.

Our products are sold primarily under the brands “Caterpillar,” “CAT,” design versions of “CAT” and “Caterpillar,”
“Electro-Motive,” “FG Wilson,” “MakK,” “Olympian,” “Perkins,” “Progress Rail” and “Solar Turbines”.

We conduct operations in our Machinery and Power Systems businesses under highly competitive conditions, including
intense price competition. We place great emphasis on the high quality and performance of our products and our dealers'
service support. Although no one competitor is believed to produce all of the same types of machines and engines that
we do, there are numerous companies, large and small, which compete with us in the sale of each of our products.

Machines are distributed principally through a worldwide organization of dealers (dealer network), 50 located in the
United States and 138 located outside the United States. Worldwide, these dealers serve 182 countries and operate 3,475
places of business, including 1,341 dealer rental outlets. Reciprocating engines are sold principally through the dealer
network and to other manufacturers for use in products manufactured by them. Some of the reciprocating engines
manufactured by Perkins are also sold through a worldwide network of 142 distributors located in 183 countries. The FG
Wilson branded electric power generation systems are sold through a worldwide network of 154 distributors located in
179 countries. Some of the large, medium speed reciprocating engines are also sold under the MaK brand through a
worldwide network of 19 distributors located in 130 countries. Our dealers do not deal exclusively with our products;
however, in most cases sales and servicing of our products are the dealers' principal business. Turbines are sold through
sales forces employed by the company. At times, these employees are assisted by independent sales representatives.

Manufacturing activities of Machinery and Power Systems are conducted in 94 plants in the United States; 16 in the
United Kingdom; nine each in Italy and Mexico; eight in China; six in Canada; five in France; four each in Australia,
Brazil and India; three in Poland; two each in Germany, Indonesia, Japan and the Netherlands; and one each in Belgium,
Hungary, Malaysia, Nigeria, Russia, South Korea, Switzerland and Tunisia. Twelve parts distribution centers are located
in the United States and 17 are located outside the United States.

Financial Products also conducts operations under highly competitive conditions. Financing for users of Caterpillar
products is available through a variety of competitive sources, principally commercial banks and finance and leasing
companies. We emphasize prompt and responsive service to meet customer requirements and offer various financing
plans designed to increase the opportunity for sales of our products and generate financing income for our company.
Financial Products activity is conducted primarily in the United States, with additional offices in Africa, Asia, Australia,
Canada, the Commonwealth of Independent States, Europe, Latin America and the Middle East.

Basis of consolidation

The financial statements include the accounts of Caterpillar Inc. and its subsidiaries. Investments in companies that are
owned 20% to 50% or are less than 20% owned and for which we have significant influence are accounted for by the
equity method. See Note 9 for further discussion.

We consolidate all variable interest entities (VIES) where Caterpillar Inc. is the primary beneficiary. For VIESs, we assess
whether we are the primary beneficiary as prescribed by the accounting guidance on the consolidation of VIEs. The
primary beneficiary of a VIE is the party that has both the power to direct the activities that most significantly impact the
entity's economic performance, and the obligation to absorb losses or the right to receive benefits that could potentially
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be significant to the VIE. We adopted the consolidation of variable interest entities guidance issued in June 2009
effective January 1, 2010. See Note 1K for additional information.

Certain amounts for prior years have been reclassified to conform with the current-year financial statement presentation.

Shipping and handling costs are included in Cost of goods sold in Statement 1. Other operating (income) expenses
primarily include Cat Financial's depreciation of equipment leased to others, Cat Insurance's underwriting expenses,
gains (losses) on disposal of long-lived assets, long-lived asset impairment charges, employee separation charges and
benefit plan curtailment, settlement and special termination benefits.

Prepaid expenses and other current assets in Statement 2 include core to be returned for remanufacturing, prepaid rent,
prepaid insurance and other prepaid items. In addition, at December 31, 2008, this line included a security deposit of
$232 million related to a deposit obligation due in 2009. See Note 14 for further discussion.

Sales and revenue recognition

Sales of Machinery and Power Systems are recognized and earned when all the following criteria are satisfied: (a)
persuasive evidence of a sales arrangement exists; (b) price is fixed and determinable; (c) collectability is reasonably
assured; and (d) delivery has occurred. Persuasive evidence of an arrangement and a fixed or determinable price exist
once we receive an order or contract from a customer or independently owned and operated dealer. We assess
collectability at the time of the sale and if collectability is not reasonably assured, the sale is deferred and not recognized
until collectability is probable or payment is received. Typically, where product is produced and sold in the same
country, title and risk of ownership transfer when the product is shipped. Products that are exported from a country for
sale typically pass title and risk of ownership at the border of the destination country.

Sales of certain turbine machinery units are recognized under accounting for construction-type contracts, primarily using
the percentage-of-completion method. Revenue is recognized based upon progress towards completion, which is
estimated and continually updated over the course of construction. We provide for any loss that we expect to incur on
these contracts when that loss is probable.

Our remanufacturing operations are primarily focused on the remanufacture of Cat engines and components and rail
related products. In this business, used engines and related components (core) are inspected, cleaned and
remanufactured. In connection with the sale of most of our remanufactured product, we collect a deposit from the dealer
that is repaid if the dealer returns an acceptable core within a specified time period. Caterpillar owns and has title to the
cores when they are returned from dealers. The rebuilt engine or component (the core plus any new content) is then sold
as a remanufactured product to dealers and customers. Revenue is recognized pursuant to the same criteria as machinery
and engine sales noted above (title to the entire remanufactured product passes to the dealer upon sale). At the time of
sale, the deposit is recognized in Other current liabilities in Statement 2. In addition, the core to be returned is
recognized as an asset in Prepaid expenses and other current assets in Statement 2 at the estimated replacement cost
(based on historical experience with useable cores). Upon receipt of an acceptable core, we repay the deposit and relieve
the liability. The returned core is then included in inventory. In the event that the deposit is forfeited (i.e. upon failure
by the dealer to return an acceptable core in the specified time period), we recognize the core deposit and the cost of the
core in revenue and expense, respectively.

No right of return exists on sales of equipment. Replacement part returns are estimable and accrued at the time a sale is
recognized.

We provide discounts to dealers through merchandising programs. We have numerous programs that are designed to
promote the sale of our products. The most common dealer programs provide a discount when the dealer sells a product
to a targeted end user. The cost of these discounts is estimated based on historical experience and known changes in
merchandising programs and is reported as a reduction to sales when the product sale is recognized.

Our standard invoice terms are established by marketing region. When a sale is made to a dealer, the dealer is
responsible for payment even if the product is not sold to an end customer and must make payment within the standard
terms to avoid interest costs. Interest at or above prevailing market rates is charged on any past due balance. Our policy
is to not forgive this interest. In 2010, terms were extended to not more than one year for $221 million of receivables,
which represents less than 1% of consolidated sales. In 2009 and 2008, terms were extended to not more than one year
for $312 million and $544 million of receivables, respectively, which represent approximately 1% of consolidated sales.

We establish a bad debt allowance for Machinery and Power Systems receivables when it becomes probable that the
receivable will not be collected. Our allowance for bad debts is not significant.
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Revenues of Financial Products primarily represent the following Cat Financial revenues:

e Retail (end-customer) finance revenue on finance leases and installment sale contracts is recognized over the
term of the contract at a constant rate of return on the scheduled outstanding principal balance. Revenue on
retail notes is recognized based on the daily balance of retail receivables outstanding and the applicable
effective interest rate.

e Operating lease revenue is recorded on a straight-line basis in the period earned over the life of the contract.

e Wholesale (dealer) finance revenue on installment contracts and finance leases is recognized over the term of
the contract at a constant rate of return on the scheduled outstanding principal balance. Revenue on wholesale
notes is recognized based on the daily balance of wholesale receivables outstanding and the applicable effective
interest rate.

e Loan origination and commitment fees are deferred and then amortized to revenue using the interest method
over the life of the finance receivables.

Recognition of income is suspended when collection of future income is not probable. Accrual is resumed, and
previously suspended income is recognized, when the receivable becomes contractually current and/or collection doubts
are removed. Cat Financial provides wholesale inventory financing to dealers. See Note 6 for more information.

Sales and revenues are presented net of sales and other related taxes.
Inventories

Inventories are stated at the lower of cost or market. Cost is principally determined using the last-in, first-out (LIFO)
method. The value of inventories on the LIFO basis represented about 70% of total inventories at December 31, 2010,
2009 and 2008.

If the FIFO (first-in, first-out) method had been in use, inventories would have been $2,575 million, $3,022 million and
$3,216 million higher than reported at December 31, 2010, 2009 and 2008, respectively.

Securitized receivables

Cat Financial periodically transfers certain finance receivables relating to retail installment sale contracts and finance
leases to special purpose entities (SPESs) as part of their asset-backed securitization program. When finance receivables
are securitized, Cat Financial retains interests in the receivables in the form of subordinated certificates, an interest in
future cash flows (excess), reserve accounts and servicing rights. In accordance with the new consolidation accounting
guidance adopted January 1, 2010, these SPEs were concluded to be VIEs. Cat Financial determined that it was the
primary beneficiary based on its power to direct activities through its role as servicer and its obligation to absorb losses
and right to receive benefits and therefore consolidated the entities using the carrying amounts of the SPEs’ assets and
liabilities. Prior to January 1, 2010, the retained interests were recorded in Other assets at fair value. Cat Financial
estimated fair value and cash flows using a valuation model and key assumptions for credit losses, prepayment rates and
discount rates. See Note 6 and Note 17 for more information.

Depreciation and amortization

Depreciation of plant and equipment is computed principally using accelerated methods. Depreciation on equipment
leased to others, primarily for Financial Products, is computed using the straight-line method over the term of the lease.
The depreciable basis is the original cost of the equipment less the estimated residual value of the equipment at the end
of the lease term. In 2010, 2009 and 2008, Cat Financial depreciation on equipment leased to others was $690 million,
$713 million and $724 million, respectively, and was included in Other operating (income) expenses in Statement 1. In
2010, 2009 and 2008, consolidated depreciation expense was $2,202 million, $2,254 million and $1,907 million,
respectively. Amortization of purchased finite-lived intangibles is computed principally using the straight-line method,
generally not to exceed a period of 20 years.

Foreign currency translation

The functional currency for most of our Machinery and Power Systems consolidated companies is the U.S. dollar. The
functional currency for most of our Financial Products and affiliates accounted for under the equity method is the
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respective local currency. Gains and losses resulting from the translation of foreign currency amounts to the functional
currency are included in Other income (expense) in Statement 1. Gains and losses resulting from translating assets and
liabilities from the functional currency to U.S. dollars are included in Accumulated other comprehensive income (loss) in
Statement 2.

Derivative financial instruments

Our earnings and cash flow are subject to fluctuations due to changes in foreign currency exchange rates, interest rates
and commaodity prices. Our Risk Management Policy (policy) allows for the use of derivative financial instruments to
prudently manage foreign currency exchange rate, interest rate, commodity price and Caterpillar stock price exposures
and not for the purpose of creating speculative positions. Derivatives that we use are primarily foreign currency forward
and option contracts, interest rate swaps, commaodity forward and option contracts and stock repurchase contracts. All
derivatives are recorded at fair value. See Note 3 for more information.

Income taxes

The provision for income taxes is determined using the asset and liability approach. Tax laws require items to be
included in tax filings at different times than the items are reflected in the financial statements. A current liability is
recognized for the estimated taxes payable for the current year. Deferred taxes represent the future tax consequences
expected to occur when the reported amounts of assets and liabilities are recovered or paid. Deferred taxes are adjusted
for enacted changes in tax rates and tax laws. Valuation allowances are recorded to reduce deferred tax assets when it is
more likely than not that a tax benefit will not be realized.

Estimates in financial statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
of America requires management to make estimates and assumptions that affect reported amounts. The more significant
estimates include: residual values for leased assets, fair values for goodwill impairment tests, impairment of available-
for-sale securities, warranty liability, stock-based compensation and reserves for product liability and insurance losses,
postretirement benefits, post-sale discounts, credit losses and income taxes.

New accounting guidance

Fair value measurements - In September 2006, the FASB issued accounting guidance on fair value measurements,
which provides a common definition of fair value and a framework for measuring assets and liabilities at fair values
when a particular standard prescribes it. In addition, this guidance expands disclosures about fair value measurements. In
February 2008, the FASB issued additional guidance that (1) deferred the effective date of the original guidance for one
year for certain nonfinancial assets and nonfinancial liabilities and (2) removed certain leasing transactions from the
scope of the original guidance. We applied this new guidance to financial assets and liabilities effective January 1, 2008
and nonfinancial assets and liabilities effective January 1, 2009. The adoption of this guidance did not have a material
impact on our financial statements. See Note 17 for additional information.

In January 2010, the FASB issued new accounting guidance that requires the gross presentation of activity within the
Level 3 fair value measurement roll forward and details of transfers in and out of Level 1 and 2 fair value
measurements. It also clarifies existing disclosure requirements regarding the level of disaggregation of fair value
measurements and disclosures on inputs. We adopted this new accounting guidance for the quarterly period ended
March 31, 2010. The adoption of this guidance did not have a material impact on our financial statements. See Note 17
for additional information.

Employers' accounting for defined benefit pension and other postretirement plans - In September 2006, the FASB
issued accounting guidance on employers' accounting for defined benefit pension and other postretirement plans. This
guidance requires recognition of the overfunded or underfunded status of pension and other postretirement benefit plans
on the balance sheet. Under this guidance, gains and losses, prior service costs and credits and any remaining transition
amounts under previous guidance that have not yet been recognized through net periodic benefit cost are recognized in
Accumulated other comprehensive income (loss), net of tax effects, until they are amortized as a component of net
periodic benefit cost. Also, the measurement date — the date at which the benefit obligation and plan assets are measured
— is required to be the company's fiscal year-end.

We adopted the balance sheet recognition provisions at December 31, 2006. We adopted the year-end measurement date
effective January 1, 2008 using the “one measurement” approach. Under the one measurement approach, net periodic
benefit cost for the period between any early measurement date and the end of the fiscal year that the measurement

A-12



provisions are applied is allocated proportionately between amounts to be recognized as an adjustment of Profit
employed in the business and net periodic benefit cost for the fiscal year. Previously, we used a November 30th
measurement date for our U.S. pension and other postretirement benefit plans and September 30th for our non-U.S.
plans. The following summarizes the effect of adopting the year-end measurement date provisions as of January 1,
2008. See Note 12 for additional information.

Adoption of postretirement benefit year-end measurement date

January 1, 2008 January 1, 2008
(Millions of dollars) Prior to adoption Adjustment Post adoption
Noncurrent deferred and refundable income taxes ........cccevvveveeeceeeceveeeee, $1,553 $8 $1,561
Liability for postemployment benefits ... 5,059 24 5,083
Accumulated other comprehensive income (10SS) ........coovvvverieincieniere, (1,808) 17 (1,791)
Profit employed in the BUSINESS ........ccocoiiiiiiiiiecee e 17,398 (33) 17,365

Business combinations and noncontrolling interests in consolidated financial statements - In December 2007, the
FASB issued accounting guidance on business combinations and noncontrolling interests in consolidated financial
statements. The guidance on business combinations requires the acquiring entity in a business combination to recognize
the assets acquired and liabilities assumed. Further, it changes the accounting for acquired in-process research and
development assets, contingent consideration, partial acquisitions and transaction costs. Under the guidance on
noncontrolling interests, all entities are required to report noncontrolling (minority) interests in subsidiaries as equity in
the consolidated financial statements. In addition, transactions between an entity and noncontrolling interests are treated
as equity transactions. We adopted this new guidance on January 1, 2009. As required, the guidance on noncontrolling
interests was adopted through retrospective application, and all prior period information has been adjusted accordingly.
The adoption of this guidance did not have a material impact on our financial statements. See Note 23 for further details.

Disclosures about derivative instruments and hedging activities - In March 2008, the FASB issued accounting
guidance on disclosures about derivative instruments and hedging activities. This guidance expands disclosures for
derivative instruments by requiring entities to disclose the fair value of derivative instruments and their gains or losses in
tabular format. It also requires disclosure of information about credit risk-related contingent features in derivative
agreements, counterparty credit risk, and strategies and objectives for using derivative instruments. We adopted this new
guidance on January 1, 2009. The adoption of this guidance did not have a material impact on our financial
statements. See Note 3 for additional information.

Employers' disclosures about postretirement benefit plan assets - In December 2008, the FASB issued accounting
guidance on employers' disclosures about postretirement benefit plan assets. This guidance expands the disclosure set
forth in previous guidance by adding required disclosures about (1) how investment allocation decisions are made by
management, (2) major categories of plan assets, and (3) significant concentration of risk. Additionally, this guidance
requires an employer to disclose information about the valuation of plan assets similar to that required under the
accounting guidance on fair value measurements. We adopted this guidance for our financial statements for the annual
period ended December 31, 2009. The adoption of this guidance did not have a material impact on our financial
statements. See Note 12 for additional information.

Recognition and presentation of other-than-temporary impairments - In April 2009, the FASB issued accounting
guidance on the recognition and presentation of other-than-temporary impairments. This new guidance amends the
existing impairment guidance relating to certain debt securities and requires a company to assess the likelihood of selling
the security prior to recovering its cost basis. When a security meets the criteria for impairment, the impairment charges
related to credit losses would be recognized in earnings, while noncredit losses would be reflected in other
comprehensive income. Additionally, it requires a more detailed, risk-oriented breakdown of major security types and
related information. We adopted this guidance on April 1, 2009. The adoption of this guidance did not have a material
impact on our financial statements. See Notes 6 and 11 for additional information.

Accounting for transfers of financial assets - In June 2009, the FASB issued accounting guidance on accounting for
transfers of financial assets. This guidance amends previous guidance by including: the elimination of the qualifying
special-purpose entity (QSPE) concept; a new participating interest definition that must be met for transfers of portions
of financial assets to be eligible for sale accounting; clarifications and changes to the derecognition criteria for a transfer
to be accounted for as a sale; and a change to the amount of recognized gain or loss on a transfer of financial assets
accounted for as a sale when beneficial interests are received by the transferor. Additionally, the guidance requires
extensive new disclosures regarding an entity's involvement in a transfer of financial assets. Finally, existing QSPEs
(prior to the effective date of this guidance) must be evaluated for consolidation by reporting entities in accordance with
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the applicable consolidation guidance upon the elimination of this concept. We adopted this new guidance on January 1,
2010. The adoption of this guidance did not have a material impact on our financial statements.

Consolidation of variable-interest entities - In June 2009, the FASB issued accounting guidance on the consolidation
of VIEs. This new guidance revises previous guidance by eliminating the exemption for qualifying special purpose
entities, by establishing a new approach for determining who should consolidate a VIE and by changing when it is
necessary to reassess who should consolidate a VIE. We adopted this new guidance on January 1, 2010. The adoption
of this guidance resulted in the consolidation of QSPEs related to Cat Financial’s asset-backed securitization program
that were previously not recorded on our consolidated financial statements. The restricted assets (Receivables-finance,
Long-term receivables-finance, Prepaid expenses and other current assets, and Other assets) of the consolidated QSPES
totaled $324 million at January 1, 2010. The liabilities (Accrued expenses, Long-term debt due within one year-
Financial Products and Long-term debt due after one year-Financial Products) of the consolidated QSPEs totaled $327
million at January 1, 2010. See Note 6 for additional information.

Disclosures about the credit quality of financing receivables and the allowance for credit losses — In July 2010, the
FASB issued accounting guidance on disclosures about the credit quality of financing receivables and the allowance for
credit losses. The guidance expands disclosures for the allowance for credit losses and financing receivables by
requiring entities to disclose information at disaggregated levels. It also requires disclosure of credit quality indicators,
past due information and modifications of financing receivables. For end of period balances, the new disclosures were
effective December 31, 2010 and did not have a material impact on our financial statements. For activity during a
reporting period, the disclosures will be effective January 1, 2011 and we do not expect the adoption to have a material
impact on our financial statements. See Note 6 for additional information.

Goodwill

Goodwill represents the excess of the cost of a business combination over the fair value of the net assets acquired. We
are required to test goodwill for impairment, at the reporting unit level, annually and when events or circumstances
indicate the fair value of a reporting unit may be below its carrying value. A reporting unit is an operating segment or
sub-segment to which goodwill is assigned when initially recorded. We assign goodwill to reporting units based on our
integration plans and the expected synergies resulting from the business combination. Because Caterpillar is a highly
integrated company, the businesses we acquire are sometimes combined with or integrated into existing reporting units.
When changes occur in the composition of our operating segments or reporting units, goodwill is reassigned to the
affected reporting units based on their relative fair values.

We test goodwill for impairment annually and whenever events or circumstances make it more likely than not that an
impairment may have occurred. We perform our annual goodwill impairment test as of October 1 and monitor for
interim triggering events on an ongoing basis. Goodwill is reviewed for impairment utilizing a two-step process. The
first step requires us to compare the fair value of each reporting unit, which we primarily determine using an income
approach based on the present value of discounted cash flows, to the respective carrying value, which includes goodwiill.
If the fair value of the reporting unit exceeds its carrying value, the goodwill is not considered impaired. If the carrying
value is higher than the fair value, there is an indication that an impairment may exist and the second step is required. In
step two, the implied fair value of goodwill is calculated as the excess of the fair value of a reporting unit over the fair
values assigned to its assets and liabilities. If the implied fair value of goodwill is less than the carrying value of the
reporting unit's goodwill, the difference is recognized as an impairment loss. See Note 10 for further details.

. Accumulated other comprehensive income (1oss)

Comprehensive income (loss) and its components are presented in Statement 3. Accumulated other comprehensive
income (loss), net of tax, consisted of the following at December 31:

December 31,

(Millions of dollars) 2010 2009 2008
Foreign currency translation ...........cccoceovveiererenineiense e $551 $603 $261
Pension and other postretirement benefits..........ccccooceiiiieiiieae, (4,695) (4,439) (5,849)
Derivative financial iNStruments ..........ccccoovieiiieneicice e 45 60 95
REtaiNed INTErESTS ....veviieieeciice s — 3) @)
AVailable-fOr-sale SECUMEIES........viiriereeeiee et e et eee s 48 15 (79)

Total accumulated other comprehensive income (10SS)...........cc..vuen.... $(4,051) $(3,764) $(5,579)
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N. Cash flow revision

The Company has revised previously reported cash flows from operating and investing activities for the years ended
December 31, 2009 and 2008 in this Form 10-K to adjust for the impact of accrued but unpaid capital expenditures for
each period.

Cash provided by operating activities increased from amounts previously reported by $156 million in 2009 and
decreased by $125 million in 2008; while cash provided by investing activities decreased by $156 million in 2009, and
cash used for investing activities was reduced by $125 million in 2008.

Unaudited cash flows from operating activities were increased by $165 million, $168 million and $115 million for the
three, six and nine month periods ended March 31, June 30 and September 30, 2010 respectively, and cash flows from
investing activities were decreased by the same amounts for the respective periods. These amounts will be revised in
future quarterly filings.

Management has concluded that the impact was not material to any annual or quarterly period.

2. Stock-based compensation

Our stock-based compensation plans primarily provide for the granting of stock options, stock-settled stock appreciation
rights (SARs) and restricted stock units (RSUs) to Officers and other key employees, as well as non-employee Directors.
Stock options permit a holder to buy Caterpillar stock at the stock's price when the option was granted. SARs permit a
holder the right to receive the value in shares of the appreciation in Caterpillar stock that occurred from the date the right
was granted up to the date of exercise. A restricted stock unit (RSU) is an agreement to issue shares of Caterpillar stock
at the time of vesting.

Our long-standing practices and policies specify all stock-based compensation awards are approved by the Compensation
Committee (the Committee) of the Board of Directors on the date of grant. The stock-based award approval process
specifies the number of awards granted, the terms of the award and the grant date. The same terms and conditions are
consistently applied to all employee grants, including Officers. The Committee approves all individual Officer
grants. The number of stock-based compensation awards included in an individual's award is determined based on the
methodology approved by the Committee. In 2007, under the terms of the Caterpillar Inc. 2006 Long-Term Incentive
Plan (approved by stockholders in June of 2006), the Compensation Committee approved the exercise price methodology
to be the closing price of the Company stock on the date of the grant.

Common stock issued from Treasury stock under the plans totaled 12,612,514 for 2010, 3,571,268 for 2009 and
4,807,533 for 2008.

The 2010, 2009 and 2008 awards generally vest three years after the date of grant. At grant, SARs and option awards
have a term life of ten years. Upon separation from service, if the participant is 55 years of age or older with more than
ten years of service, the participant meets the criteria for a “Long Service Separation.” If the “Long Service Separation”
criteria are met, the vested options/SARs will have a life that is the lesser of 10 years from the original grant date or five
years from the separation date.

Our stock-based compensation plans allow for the immediate vesting upon separation for employees who meet the
criteria for a “Long Service Separation” and who have fulfilled the requisite service period of six months. Compensation
expense is recognized over the period from the grant date to the end date of the requisite service period for employees
who meet the immediate vesting upon retirement requirements. For those employees who become eligible for immediate
vesting upon retirement subsequent to the requisite service period and prior to the completion of the vesting period,
compensation expense is recognized over the period from grant date to the date eligibility is achieved.

Accounting guidance on share-based payments requires companies to estimate the fair value of options/SARs on the date
of grant using an option-pricing model. The fair value of the option/SAR grant was estimated using a lattice-based
option-pricing model. The lattice-based option-pricing model considers a range of assumptions related to volatility, risk-
free interest rate and historical employee behavior. Expected volatility was based on historical and current implied
volatilities from traded options on our stock. The risk-free rate was based on U.S. Treasury security yields at the time of
grant. The weighted-average dividend yield was based on historical information. The expected life was determined
from the lattice-based model. The lattice-based model incorporated exercise and post vesting forfeiture assumptions
based on analysis of historical data. The following table provides the assumptions used in determining the fair value of
the stock-based awards for the years ended December 31, 2010, 2009 and 2008, respectively.
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Grant Year

2010 2009 2008
Weighted-average dividend yield . 2.3% 3.1% 1.9%
Weighted-average volatility ...... 36.4% 36.0% 27.1%
Range of volatilities .................. . 35.2-51.8% 35.8-61.0% 27.1-29.0%
Range of risk-free INterest rates ........coovcvevrrrcieiensreeeseeee s 0.32-3.61% 0.17-2.99% 1.60-3.64%
Weighted-average eXpected [IVES ..o 7 years 8 years 8 years

The fair value of the RSU grant was determined by reducing the stock price on the day of grant by the present value of
the estimated dividends to be paid during the vesting period. The estimated dividends are based on Caterpillar's

weighted-average dividend yield.

The amount of stock-based compensation expense capitalized for the years ended December 31, 2010, 2009 and 2008

did not have a significant impact on our financial statements.

At December 31, 2010, there was $134 million of total unrecognized compensation cost from stock-based compensation
arrangements granted under the plans, which is related to non-vested stock-based awards. The compensation expense is
expected to be recognized over a weighted-average period of approximately 1.9 years.

Please refer to Tables | and Il below for additional information on our stock-based awards.

TABLE I—Financial Information Related to Stock-based Compensation

2010 2009 2008
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Stock options/SARs activity:
Outstanding at beginning of year................... 63,082,787 $44.24 60,398,074 $45.68 60,855,854 $42.18
Granted to officers and key employees: . 7,556,481 $57.85 6,823,227 $22.17 4,886,601 $73.20
EXEICISEd ....o.vvvvreciicircesee s (12,568,232) $32.83 (3,906,785) $28.13 (5,006,435) $30.04
Forfeited / eXpired.........oocovvreevieenreeiienan, (188,038) $43.64 (231,729) $38.05 (337,946) $46.45
Outstanding at end of year ............ccc.coe.u.c.... 57,882,998 $48.50 63,082,787 $44.24 60,398,074 $45.68
Exercisable at year-end ...........c.cccovvrinicenns 41,658,033 $48.23 48,256,847 $43.14 43,083,319 $35.81
RSUs activity:
Outstanding at beginning of year................... 4,531,545 2,673,474 1,253,326
Granted to officers and key employees. . 1,711,771 2,185,674 1,490,645
Granted to outside directors.............. . — — 20,878
Vested.....ooovvieninieienn, . (1,538,047) (286,413) (61,158)
Forfeited ........ccccovrirennen. . (55,028) (41,190) (30,217)
Outstanding at end of year .............cco..coo....... 4,650,241 4,531,545 2,673,474
Stock options/SARs outstanding and exercisable:
Qutstanding Exercisable
Weighted- Weighted-
Average Weighted- Average Weighted-
# Remaining Average Aggregate # Remaining Average Aggregate
Exercise Outstanding  Contractual Exercise Intrinsic Outstanding Contractual Exercise Intrinsic
Prices at 12/31/10 Life (Years) Price Value? at 12/31/10 Life (Years) Price Value?
$22.17 - 25.36 8,716,831 6.49 $22.96 $616 3,189,844 3.58 $24.32 $221
$26.03 - 29.43 5,614,162 2.23 $27.11 373 5,614,162 2.23 $27.11 373
$38.63 - 40.64 9,355,978 3.44 $38.65 514 9,355,978 3.44 $38.65 514
$44.90 - 57.85 16,257,410 6.47 $51.28 688 9,244,580 4.42 $46.30 437
$63.04 - 73.20 17,938,617 5.92 $70.22 420 14,253,469 5.60 $69.45 344
57,882,998 $48.50 $2,611 41,658,033 $48.23 $1,889

Of the 7,556,481 awards granted during the year ended December 31, 2010, 7,125,210 were SARs. Of the 6,823,227 awards granted during the

year ended December 31, 2009, 6,260,647 were SARs. Of the 4,886,601 awards granted during the year ended December 31, 2008, 4,476,095

were SARs.

greater than the exercise price. Amounts are in millions of dollars.

The difference between a stock award's exercise price and the underlying stock's market price at December 31, 2010, for awards with market price
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The computations of weighted-average exercise prices and aggregate intrinsic values are not applicable to RSUs since an
RSU represents an agreement to issue shares of stock at the time of vesting. At December 31, 2010, there were
4,650,241 outstanding RSUs with a weighted average remaining contractual life of 1.2 years.

TABLE II— Additional Stock-based Award Information

(Dollars in millions except per share data) 2010 2009 2008
Stock Options/SARs activity:

Weighted-average fair value per share of stock awards granted............cc.ccceeeeee $22.31 $7.10 $22.32
Intrinsic value of stock awards exercised $518 $77 $232
Fair value of Stock aWards VESLED ..........ccvvieiiiieiicrierie e $119 $213 $18
Cash received from stock awards eXErCiSEd .........covvvevreiievisieeneieese e $325 $89 $130
RSUs activity:

Weighted-average fair value per share of stock awards granted.............c.ccceeeeeene $53.35 $20.22 $69.17
Fair value of StoCK awards VESLEA ..........cccvcveviieeieiirecie ettt $99 $10 $4

Before tax, stock-based compensation expense for 2010, 2009 and 2008 was $226 million, $132 million and $194
million, respectively, with a corresponding income tax benefit of $73 million, $42 million and $62 million, respectively.
Included in the 2010 pre-tax stock-based compensation expense was $19 million relating to the modification of awards
resulting from separations due to the streamlining of our corporate structure as announced in the second quarter.

In accordance with guidance on share-based payments, we classify stock-based compensation within cost of goods sold,
selling, general and administrative expenses and research and development expenses corresponding to the same line item
as the cash compensation paid to respective employees, officers and non-employee directors.

We currently use shares in treasury stock to satisfy share award exercises.

The cash tax benefits realized from stock awards exercised for December 31, 2010, 2009 and 2008 were $188 million,
$26 million and $60 million, respectively. We use the direct only method and tax law ordering approach to calculate the
tax effects of stock-based compensation. In certain jurisdictions, tax deductions for exercises of stock-based awards did
not generate a cash benefit. A tax benefit of approximately $30 million will be recorded in APIC when these deductions
reduce our future income taxes payable.

Derivative financial instruments and risk management

Our earnings and cash flow are subject to fluctuations due to changes in foreign currency exchange rates, interest rates
and commodity prices. In addition, the amount of Caterpillar stock that can be repurchased under our stock repurchase
program is impacted by movements in the price of the stock. Our Risk Management Policy (policy) allows for the use of
derivative financial instruments to prudently manage foreign currency exchange rate, interest rate, commodity price and
Caterpillar stock price exposures. Our policy specifies that derivatives are not to be used for speculative
purposes. Derivatives that we use are primarily foreign currency forward and option contracts, interest rate swaps,
commodity forward and option contracts, and stock repurchase contracts. Our derivative activities are subject to the
management, direction and control of our senior financial officers. Risk management practices, including the use of
financial derivative instruments, are presented to the Audit Committee of the Board of Directors at least annually.

All derivatives are recognized in Statement 2 at their fair value. On the date the derivative contract is entered, we
designate the derivative as (1) a hedge of the fair value of a recognized asset or liability (fair value hedge), (2) a hedge of
a forecasted transaction or the variability of cash flow to be paid (cash flow hedge), or (3) an undesignated instrument.
Changes in the fair value of a derivative that is qualified, designated and highly effective as a fair value hedge, along
with the gain or loss on the hedged asset or liability that is attributable to the hedged risk, are recorded in current
earnings. Changes in the fair value of a derivative that is qualified, designated and highly effective as a cash flow hedge
are recorded in Accumulated other comprehensive income (loss) (AOCI) in Statement 2 until they are reclassified to
earnings in the same period or periods during which the hedged transaction affects earnings. Changes in the fair value of
undesignated derivative instruments and the ineffective portion of designated derivative instruments are reported in
current earnings. Cash flow from designated derivative financial instruments are classified within the same category as
the item being hedged on Statement 4. Cash flow from undesignated derivative financial instruments are included in the
investing category on Statement 4.
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We formally document all relationships between hedging instruments and hedged items, as well as the risk-management
objective and strategy for undertaking various hedge transactions. This process includes linking all derivatives that are
designated as fair value hedges to specific assets and liabilities in Statement 2 and linking cash flow hedges to specific
forecasted transactions or variability of cash flow.

We also formally assess, both at the hedge's inception and on an ongoing basis, whether the designated derivatives that
are used in hedging transactions are highly effective in offsetting changes in fair values or cash flow of hedged
items. When a derivative is determined not to be highly effective as a hedge or the underlying hedged transaction is no
longer probable, we discontinue hedge accounting prospectively, in accordance with the derecognition criteria for hedge
accounting.

A. Foreign currency exchange rate risk

Foreign currency exchange rate movements create a degree of risk by affecting the U.S. dollar value of sales made and
costs incurred in foreign currencies. Movements in foreign currency rates also affect our competitive position as these
changes may affect business practices and/or pricing strategies of non-U.S.-based competitors. Additionally, we have
balance sheet positions denominated in foreign currencies, thereby creating exposure to movements in exchange rates.

Our Machinery and Power Systems operations purchase, manufacture and sell products in many locations around the
world. As we have a diversified revenue and cost base, we manage our future foreign currency cash flow exposure on a
net basis. We use foreign currency forward and option contracts to manage unmatched foreign currency cash inflow and
outflow. Our objective is to minimize the risk of exchange rate movements that would reduce the U.S. dollar value of our
foreign currency cash flow. Our policy allows for managing anticipated foreign currency cash flow for up to five years.

We generally designate as cash flow hedges at inception of the contract any Australian dollar, Brazilian real, British
pound, Canadian dollar, Chinese yuan, euro, Indian rupee, Japanese yen, Mexican peso, Singapore dollar, or Swiss franc
forward or option contracts that meet the requirements for hedge accounting and the maturity extends beyond the current
quarter-end. Designation is performed on a specific exposure basis to support hedge accounting. The remainder of
Machinery and Power Systems foreign currency contracts are undesignated, including any designed to protect our
competitive exposure.

As of December 31, 2010, $40 million of deferred net gains, net of tax, included in equity (Accumulated other
comprehensive income (loss) in Statement 2), are expected to be reclassified to current earnings (Other income (expense)
in Statement 1) over the next twelve months when earnings are affected by the hedged transactions. The actual amount
recorded in Other income (expense) will vary based on exchange rates at the time the hedged transactions impact
earnings.

In managing foreign currency risk for our Financial Products operations, our objective is to minimize earnings volatility
resulting from conversion and the remeasurement of net foreign currency balance sheet positions. Our policy allows the
use of foreign currency forward and option contracts to offset the risk of currency mismatch between our receivables and
debt. All such foreign currency forward and option contracts are undesignated.

B. Interest rate risk

Interest rate movements create a degree of risk by affecting the amount of our interest payments and the value of our
fixed-rate debt. Our practice is to use interest rate derivatives to manage our exposure to interest rate changes and, in
some cases, lower the cost of borrowed funds.

Machinery and Power Systems operations generally use fixed rate debt as a source of funding. Our objective is to
minimize the cost of borrowed funds. Our policy allows us to enter into fixed-to-floating interest rate swaps and forward
rate agreements to meet that objective with the intent to designate as fair value hedges at inception of the contract all
fixed-to-floating interest rate swaps. Designation as a hedge of the fair value of our fixed rate debt is performed to
support hedge accounting.

Financial Products operations have a match-funding policy that addresses interest rate risk by aligning the interest rate
profile (fixed or floating rate) of Cat Financial's debt portfolio with the interest rate profile of their receivables portfolio
within predetermined ranges on an ongoing basis. In connection with that policy, we use interest rate derivative
instruments to modify the debt structure to match assets within the receivables portfolio. This match-funding reduces the
volatility of margins between interest-bearing assets and interest-bearing liabilities, regardless of which direction interest
rates move.
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Our policy allows us to use fixed-to-floating, floating-to-fixed, and floating-to-floating interest rate swaps to meet the
match-funding objective. We designate fixed-to-floating interest rate swaps as fair value hedges to protect debt against
changes in fair value due to changes in the benchmark interest rate. We designate most floating-to-fixed interest rate
swaps as cash flow hedges to protect against the variability of cash flows due to changes in the benchmark interest rate.

As of December 31, 2010, $12 million of deferred net losses, net of tax, included in equity (Accumulated other
comprehensive income (loss) in Statement 2), related to Financial Products floating-to-fixed interest rate swaps, are
expected to be reclassified to current earnings (Interest expense of Financial Products in Statement 1) over the next
twelve months. The actual amount recorded in Interest expense of Financial Products will vary based on interest rates at
the time the hedged transactions impact earnings.

We have, at certain times, liquidated fixed-to-floating and floating-to-fixed swaps at both Machinery and Power Systems
and Financial Products. The gains or losses associated with these swaps at the time of liquidation are amortized into
earnings over the original term of the underlying hedged item.

C. Commodity price risk

Commodity price movements create a degree of risk by affecting the price we must pay for certain raw material. Our
policy is to use commodity forward and option contracts to manage the commaodity risk and reduce the cost of purchased
materials.

Our Machinery and Power Systems operations purchase aluminum, copper, lead, nickel and rolled coil steel embedded in
the components we purchase from suppliers. Our suppliers pass on to us price changes in the commodity portion of the
component cost. In addition, we are also subject to price changes on natural gas and diesel fuel purchased for operational
use.

Our objective is to minimize volatility in the price of these commodities. Our policy allows us to enter into commodity
forward and option contracts to lock in the purchase price of a portion of these commaodities within a five-year horizon.
All such commaodity forward and option contracts are undesignated.

The location and fair value of derivative instruments reported in Statement 2 are as follows:

A-19



Consolidated Statement of Financial

Position Location Asset (Liability) Fair Value
Designated derivatives December 31,2010  December 31, 2009
Foreign exchange contracts
Machinery and Power Systems...... Receivables — trade and other..............ccccceenee, $65 $27
Machinery and Power Systems...... Long-term receivables — trade and other-......... 52 125
Machinery and Power Systems...... ACCIUEd EXPENSES.....c.veiivieinieesiere e, (66) (22)
Machinery and Power Systems...... Other liabilities........cccovvvviivieiciceceseenn, (1) 3)
Interest rate contracts
Machinery and Power Systems...... Receivables — trade and other...............cccoveeene, 1 1
Machinery and Power Systems...... ACCIUE EXPENSES. ..ottt — 1)
Financial Products..........c..cccccoeeuns Receivables — trade and other..............cccccoueuee, 14 18
Financial Products..........c..cccceoenuenns Long-term receivables — trade and other ......... 197 127
Financial Products...........c.ccccvuveas ACCIUEH EXPENSES..........oveeeeeeeeeeeeeeesereneeien, (18) (100)
$244 $172
Undesignated derivatives
Foreign exchange contracts
Machinery and Power Systems...... Receivables — trade and other..............cccceeveninn, $120 $—
Machinery and Power Systems...... Long-term receivables — trade and other-......... — 66
Machinery and Power Systems...... ACCIUE EXPENSES. ......eveeiieiieiesiisie e, (46) —
Machinery and Power Systems...... Other 1iabilities........ccoovieiiiieecen, (58) 3)
Financial Products..........c.cccceeenuenns Receivables — trade and other..............ccocceeuee, 6 20
Financial Products..........c..ccccevnnens ACCIUE EXPENSES. ....veveveieriereeeieiesieseeieeanenns 9) (18)
Interest rate contracts
Machinery and Power Systems...... ACCIUE EXPENSES. ....viivereierierierieiesiesiereeaneans (6) 7
Financial Products.............ccccceenene, Receivables — trade and other............c.cccovveuen, — 1
Financial Products.... Long-term receivables — trade and other ......... — 1
Financial Products...........c.ccceoennens ACCIUE EXPENSES. ..ot 1) (6)
Commodity contracts
Machinery and Power Systems...... Receivables — trade and other...........c.c.cocvvene 17 10
$23 $64
The effect of derivatives designated as hedging instruments on Statement 1 is as follows:
Fair Value Hedges
(Millions of dollars)
Year ended December 31, 2010
Gains (Losses) Gains (Losses)
Classification on Derivatives on Borrowings
Interest rate contracts
Financial Products.................. Other iNCOME (EXPENSE)..........vveeeuurrveermareriseraernessoans $107 $(98)
$107 $(98)
Year ended December 31, 2009
Gains (Losses) Gains (Losses)
Classification on Derivatives on Borrowings
Interest rate contracts
Machinery and Power Systems ~ Other iNCOmMe (EXPENSE).........cvvrreereerinieisreereeieineenes $1 $(1)
Financial Products................... Other iNCOME (EXPENSE).........c.vveeeereeereereesseeeeeseenseneens (205) 220
$(204) $219
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Cash Flow Hedges
(Millions of dollars) Year ended December 31, 2010
Recognized in Earnings

Recognized in

Recognized in Reclassified from Earnings -
AOCI - Effective Classification of AOCI - Effective Ineffective
Portion Gains (Losses) Portion Portion
Foreign exchange contracts
Machinery and Power Systems.... $(72) Other income (EXPENSE) ............... $(1) $2
Interest rate contracts
Machinery and Power Systems.... — Other income (expense) ............... (3) —
Interest expense of Financial
Financial Products.............cc......... (7). ProdUCES eovveeeeeeeeeeeveeeeeeeeee (49) @Q*
$(79) $(53) $1

Year ended December 31, 2009
Recognized in Earnings

Recognized in Reclassified from Recognized in
AOCI - Effective Classification of AOCI - Effective Earnings -
Portion Gains (Losses) Portion Ineffective Portion
Foreign exchange contracts
Machinery and Power Systems.... $102 Other income (EXPENSe) ............... $176 $2
Interest rate contracts
Machinery and Power Systems.... (30) Other income (expense)............... (3) —
Interest expense of Financial
Financial Products....................... (37) Products .......oveeeveeereeeeererereeesenes (83) 9"
$35 $90 $11

! The ineffective portion recognized in earnings is included in Other income (expense).

The effect of derivatives not designated as hedging instruments on Statement 1 is as follows:

Year ended Year ended

(Millions of dollars) Classification of Gains or (Losses) December 31, 2010 December 31, 2009
Foreign exchange contracts

Machinery and Power Systems.. Other incOme (EXPENSE) .....cccevveververrresrerveneans $(45) $35

Financial Products..................... Other income (EXPENSE) .......coeveererrenierieienen, 16 (134)
Interest rate contracts

Machinery and Power Systems.. Other inCOme (EXPENSE) ......ccerveeeererreerierennenns (8) 3)

Financial Products..................... Other income (EXPENSE) ......coverveerurrienereeeannn, 2 3
Commodity contracts

Machinery and Power Systems.. Other inCOMe (EXPENSE) ............ccvvveurvvverrirernas 15 10

$(20) $(89)

D. Stock repurchase risk

Payments for stock repurchase derivatives are accounted for as a reduction in stockholders' equity. In February 2007, the
Board of Directors authorized a $7.5 billion stock repurchase program, expiring on December 31, 2011. The amount of
Caterpillar stock that can be repurchased under the authorization is impacted by movements in the price of the stock. In
August 2007, the Board of Directors authorized the use of derivative contracts to reduce stock repurchase price volatility.

In connection with our stock repurchase program, we entered into capped call transactions (“call””) with a major bank for
an aggregate of 6.0 million shares. A call permits us to reduce share repurchase price volatility by providing a floor and
cap on the price at which the shares can be repurchased. The floor, cap and strike prices for the calls were based upon
the average purchase price paid by the bank to purchase our common stock to hedge these transactions. Each call
matured and was exercised within one year after the call was established. If we exercised a call, we could elect to settle
the transaction with the bank by physical settlement (paying cash and receiving shares), cash settlement (receiving a net
amount of cash) or net share settlement (receiving a net amount of shares). Premiums paid were accounted for as a
reduction of stockholders’ equity.
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We paid total bank premiums under this program of $94 million for the establishment of calls for 6.0 million shares, of
which $38 million (representing 2.5 million shares) was paid in 2008. For the year ended December 31, 2008, $268
million of cash was used to repurchase 5.0 million shares pursuant to calls exercised under this program. Premiums
previously paid associated with these exercised calls were $78 million. In December 2008, a call for 1.0 million shares
matured, but was not exercised. Premiums previously paid associated with this unexercised call were $16 million. All
outstanding calls under this program expired in 2008.

Other income (expense)

Years ended December 31,
(Millions of dollars) 2010 2009 2008
Investment and INtErESt INCOME ......viivieciiiie ettt s e b ens $86 $98 $101

Foreign exchange gains (losses)® (55) 184 100
LiCENSE B INCOME ...t 54 49 73
Gains (losses) on sale of securities and affiliated companies.............ccocvvevevieiiiiniiennnns 9 (2) 55
Impairment of available-for-sale SECUFILIES...........coviriiiiineice e ?3) (12) (37)
Miscellaneous INCOME (10SS).....cveveeririiriirie e 39 64 35

$130 $381 $327

1 Includes gains (losses) from foreign exchange derivative contracts. See Note 3 for further details.

Income taxes

The components of profit (loss) before taxes were:
Years ended December 31,

(Millions of dollars) 2010 2009 2008

U S e $778 $(648) $2,146

NONM=U.S. oooovoveeeeeeeeeeeee e eeeeeesseeeeeee e eesssesseee e eeeeessseseee s 2,972 1,217 2,355
$3,750 $569 $4,501

Profit (loss) before taxes, as shown above, is based on the location of the entity to which such earnings are attributable.
Where an entity's earnings are subject to taxation, however, may not correlate solely to where an entity is located. Thus,
the income tax provision shown below as U.S. or non-U.S. may not correspond to the earnings shown above.

The components of the provision (benefit) for income taxes were:
Years ended December 31,

(Millions of dollars) 2010 2009 2008
Current tax provision (benefit):
U S b $247 $(443) $673
NON-ULS. e bbb e e st e et e e s e e be e tr e e sae e nareenres 645 350 446
SEALE (U.S.). oottt 44 (13) 41
936 (106) 1,160
Deferred tax provision (benefit):
U S bbb 103 1 (335)
T O SRS (75) (149) 99
STALE (U.S.). ottt bbb 4 (16) 29
32 (164) (207)
Total Provision (benefit) fOr iNCOME taXES.......ccvovrvrieeeiiiiinineee e $968 $(270) $953

We paid net income tax and related interest of $264 million and $1,318 million in 2010 and 2008, respectively,
compared to net income tax and related interest refunds of $136 million in 2009.
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Reconciliation of the U.S. federal statutory rate to effective rate:

Years ended December 31,

2010 2009 2008
Taxes at U.S. Statutory rate ........ccooceevreiererercreereneenrennnns $1,313 35.0% $199 35.0% $1,575 35.0%
(Decreases) increases in taxes resulting from:
Non-U.S. subsidiaries taxed at other than 35%.......... (339) (9.0)% (261) (46.0)% (124) (2.8)%
State and local taxes, net of federal...........c.cccooveenne 27 0.7% (19) (3.3)% 46 1.0%
Interest and penalties, net of tax..........cccevveriniennen, 16 0.4% 20 3.5% 11 0.2%
U.S. taX CreditS.....cooiviiiiniieeeeee e (57) (1.5)% (47) (8.2)% (40) (0.8)%
OthEI—NEL ...t (22) (0.6)% (29) (5.1)% (59) (1.3)%
938 25.0% (137) (24.1)% 1,409 31.3%
Tax law change related to Medicare subsidies........... 90 2.4% — — — —
Prior year tax and interest adjustments ...................... (34) (0.99% (133) (23.4)% — —
Release of valuation allowances ..............ccoccevvveneenne. (26) (0.7)% — — — —
Non-U.S. earnings reinvestment changes .................. — — — — (456) (10.1)%
Provision (benefit) for income taxes ......ccccevvvererieiennnn $968 25.8% $(270) (47.5)% $953 21.2%

The provision for income taxes for 2010 included a deferred tax charge of $90 million due to the enactment of U.S.
healthcare legislation effectively making government subsidies received for Medicare equivalent prescription drug
coverage taxable. Guidance on accounting for income taxes requires that the deferred tax effects of changes in laws be
reflected in the financial statements in the period in which the legislation is enacted regardless of the effective date.
Deferred tax assets had previously been recorded based on the liability for other postretirement benefits without regard to
the tax-free subsidy. As a result of the law change, deferred tax assets were reduced to reflect the expected future income
tax on the subsidy. Beginning in 2013, a cash tax cost will be incurred when the subsidies received increase taxable
income.

This deferred tax charge was offset by a $34 million benefit related to the recognition of refund claims for prior tax years
and a $26 million benefit for the release of a valuation allowance against the deferred tax assets of certain non-U.S.
entities due to tax planning actions implemented in 2010.

The prior year tax benefits recorded in 2009 of $133 million primarily resulted from the U.S. settlement of tax years
1995 to 1999 and the true-up of estimated amounts used in the 2008 tax provision to the U.S. tax return as filed. The
settlement with the U.S. Internal Revenue Service (IRS) for tax years 1995 through 1999 resulted in a $46 million tax
benefit related primarily to the true-up of estimated credits, a $14 million tax benefit to remeasure previously
unrecognized tax benefits related to foreign sales corporation (FSC) commissions, and a $25 million benefit to adjust
related interest, net of tax.

The provision for income taxes for 2008 includes tax benefits of $456 million related to changes in the reinvestment
status of earnings of certain non-U.S. subsidiaries. Repatriation of non-U.S. earnings resulted in a tax benefit of $409
million due to available foreign tax credits in excess of the U.S. tax liability on the dividend. A benefit of $47 million
was also recorded due to a change in tax status of a non-U.S. subsidiary allowing indefinite reinvestment of undistributed
profits and reversal of U.S. tax previously recorded.

We have recorded income tax expense at U.S. tax rates on all profits, except for undistributed profits of non-U.S.
subsidiaries of approximately $11 billion which are considered indefinitely reinvested. Determination of the amount of
unrecognized deferred tax liability related to indefinitely reinvested profits is not feasible. If management intentions or
U.S. tax law changes in the future, there may be a significant negative impact on the provision for income taxes to record
an incremental tax liability in the period the change occurs. A deferred tax asset is recognized only if we have definite
plans to generate a U.S. tax benefit by repatriating earnings in the foreseeable future. While uncertain, it is possible that
we will change our assertion related to undistributed profits of certain non-U.S. subsidiaries in the next year resulting in
the recognition of a tax benefit.

Accounting for income taxes under U.S. GAAP guidance requires that individual tax-paying entities of the company
offset all current deferred tax liabilities and assets within each particular tax jurisdiction and present them as a single
amount in the Consolidated Financial Position. A similar procedure is followed for all noncurrent deferred tax liabilities
and assets. Amounts in different tax jurisdictions cannot be offset against each other. The amount of deferred income
taxes at December 31, included on the following lines in Statement 2, are as follows:
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December 31,

(Millions of dollars) 2010 2009 2008
Assets:
Deferred and refundable INCOME tAXES.......ccviieiiiieiie e $824 $802 $785
Noncurrent deferred and refundable iNCOME taxes..........coovvvevviciiivie i 2,493 2,704 3,298
3,317 3,506 4,083
Liabilities:
Other current HabilItIES ......oovviivii e 7 11 9
(0] 13 T= @ T o 11 1] (1= 141 138 130
Deferred INCOME tAXES—NEL......c..eie ittt et e e st e e s ea e e e sre e e sereeeeaaes $3,169 $3,357 $3,944

Deferred income tax assets and liabilities:

December 31,
(Millions of dollars) 2010 2009 2008
Deferred income tax assets:
LY A1 [0 TR $1,065 $1,207 $1,888
Postemployment benefits other than pensions ... 1,501 1,362 1,530
TaX CANTYTOIWAITS. ..ottt sttt 1,117 1,185 712
WVAITANTY TESEIVES ...ttt sttt ettt sttt ettt e bt e b bt e b be e b e 253 243 312
Unrealized profit excluded from inVeNtories ...........ccocovereeiniene i 269 229 275
Stock based COMPENSALION .......c.cvviieiiiciieie e e 215 182 148
POSt SAIE HISCOUNTS ... s 142 112 140
Allowance fOr Credit I0SSES.........cvviiiiiiciiisceee e 111 102 134
Deferred COMPENSALION .....c..eiviiiieiiiiieree e e 106 95 78
OBNEI—NEL ... bbb bbbt 394 396 427
5,173 5,113 5,644
Deferred income tax liabilities:
Capital and intangible aSSELS........eiiiiieiiiie e s (1,423) (1,185) (1,233)
TEANSIATION ...ttt b ettt nae (169) (96) (133)
(1,592) (1,281) (1,366)
Valuation allowance for deferred tax aSSetS.......coereiiirerie i (412) (475) (334)
Deferred iNCOME tAXES—NEL.........cocuiiiii ittt e e ste e sae e $3,169 $3,357 $3,944

At December 31, 2010, approximately $718 million of U.S. state tax net operating losses (NOLs) and $100 million of
U.S. state tax credit carryforwards were available. The state NOLs primarily expire between 2014 and 2030. The state
tax credit carryforwards expire over the next ten years. We established a valuation allowance of $118 million for those
state NOLs and credit carryforwards likely to expire prior to utilization.

At December 31, 2010, amounts and expiration dates of net operating loss carryforwards in various non-U.S. taxing
jurisdictions were:

(Millions of dollars)
2011 2012 2013 2014 2015-2030 Unlimited Total

$1 $4 $10 $34 $430 $905 $1,384

A valuation allowance of $294 million has been recorded at certain non-U.S. entities that have not yet demonstrated
consistent and/or sustainable profitability to support the recognition of net deferred tax assets.

At December 31, 2010, amounts and expiration dates of U.S. tax credits available to carry forward were:

(Millions of dollars)
2016 2017 2018 2019 2020 Unlimited Total

$26 — — $354 $130 $9 $519

A reconciliation of the beginning and ending amount of gross unrecognized tax benefits for uncertain tax positions,
including positions impacting only the timing of tax benefits, follows.
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Reconciliation of unrecognized tax benefits:
Years ended December 31,

(Millions of dollars) 2010 2009 2008
BalanCe at JANUANY L,.....cooeerieeiieeeieiecsiees ettt nees $761 $803 $703
Additions for tax positions related to CUITENt YEar ..........cocovieireinieiiceeecee 21 37 126
Additions for tax positions related t0 Prior Years..........ccocevvveveveeieieseseseseeenens 59 43 38
Reductions for tax positions related t0 Prior Years.........cccovvvveveriereeiisiesesiesieianeas (49) (45) (48)
RedUCtions fOr SETtIEMENTS %...........cv.vveereieeecieeeeeseeee e - (61) (4)
Reductions for expiration of statute of iIMitations............ccococeieieiiiniiciciee (3) (16) (12)
Balance at DECEMDET 3L,.....uveiiiiiie ettt s et e e st e e s st e e e s b e e e s sbeeesebaeessrnees $789 $761 $303
Amount that, if recognized, would impact the effective tax rate..........c.ccooevvieieinnnn. $667 $593 $646

1 Foreign currency translation amounts are included within each line as applicable.
2 Includes cash payment or other reduction of assets to settle liability.

We classify interest and penalties on income taxes as a component of the provision for income taxes. We recognized
interest and penalties of $27 million, $(13) million and $18 million during the years ended December 31, 2010, 2009 and
2008, respectively. The 2009 amount includes a benefit from adjustments for the 1995 through 1999 settlement as
discussed above. The total amount of interest and penalties accrued was $201 million, $170 million and $116 million as
of December 31, 2010, 2009 and 2008, respectively.

It is reasonably possible that the amount of unrecognized tax benefits will change in the next 12 months. However, we
do not expect the change to have a significant impact on our results of operations or financial position.

The Internal Revenue Service (IRS) is currently examining U.S. tax returns for 2007 to 2009 and has completed its field
examination of our tax returns for 1992 to 2006. For tax years 1992 to 1994, we expect to litigate the unagreed
adjustments related to transfer pricing. In 2009, we reached a settlement with the IRS for tax years 1995 to 1999. For tax
years 2000 to 2006, we are in the appeals process for unagreed adjustments primarily related to export tax benefits. In
the opinion of management, the ultimate disposition of these matters will not have a material adverse effect on our
consolidated financial position, liquidity or results of operations.

In our major non-U.S. jurisdictions, tax years are typically subject to examination for three to six years.

Cat Financial Financing Activities

Wholesale inventory receivables

Wholesale inventory receivables are receivables of Cat Financial that arise when Cat Financial provides financing for a
dealer's purchase of inventory. These receivables are included in Receivables—trade and other and Long-term

receivables—trade and other in Statement 2 and were $1,361 million, $937 million, and $1,555 million at December 31,
2010, 2009 and 2008, respectively.
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Contractual maturities of outstanding wholesale inventory receivables:

(Millions of dollars)

December 31, 2010

Wholesale Wholesale
Installment Finance Wholesale
Amounts Due In Contracts Leases Notes Total
2011 oo s $103 $115 $824 $1,042
16 48 77 141
11 27 40 78
1 15 4 20
2005 oo s — 5 — 5
Thereafter.......covvvviceiieece e — 4 — 4
131 214 945 1,290
Guaranteed residual value............ccccevveeveeneenee. — 111 — 111
Unguaranteed residual value ............ccccccovennne — 1 — 1
Less: Unearned inCOMe............ccccceeevirirnieicininnn. (6) 27 (8) (41)
TOtAl v $125 $299 $937 $1,361

Please refer to Note 17 and Table 11 for fair value information.

Finance receivables

Finance receivables are receivables of Cat Financial, which generally can be repaid or refinanced without penalty prior to
contractual maturity. Total finance receivables reported in Statement 2 are net of an allowance for credit losses.

Cat Financial provides financing only when acceptable criteria are met. Credit decisions are based on, among other
things, the customer's credit history, financial strength and intended use of equipment. Cat Financial typically maintains
a security interest in retail financed equipment and requires physical damage insurance coverage on financed equipment.

Contractual maturities of outstanding finance receivables:
December 31, 2010

(Millions of dollars)

Retail
Installment Retail Finance Retail

Amounts Due In Contracts Leases Notes Total
$2,126 $3,053 $3,549 $8,728
1,384 1,968 1,454 4,806
841 1,061 1,222 3,124
445 462 911 1,818
146 173 571 890
30 149 734 913
4,972 6,866 8,441 20,279
Guaranteed Residual value ............ccccovveennenee. — 497 — 497
Unguaranteed Residual value ..............ccccoevennne — 503 — 503
Less: Unearned inCOMe............cccccevvininirinicnnen (430) (756) (170) (1,356)
TOtal i $4,542 $7,110 $8,271 $19,923

Please refer to Note 17 and Table 111 for fair value information.
Credit quality of financing receivables and allowance for credit losses

We adopted the accounting guidance on disclosures about the credit quality of financing receivables and the allowance
for credit losses as of December 31, 2010. See Note 1K for additional information. This guidance requires information
to be disclosed at disaggregated levels, defined as portfolio segments and classes.

We apply a systematic methodology to determine the allowance for credit losses for finance receivables. Based upon our
analysis of credit losses and risk factors, our two portfolio segments are as follows:

e  Customer - Finance receivables with the customer.

e Dealer - Finance receivables with Caterpillar dealers.

We further evaluate our portfolio segments by the class of finance receivables, which is defined as a level of information
(below a portfolio segment) in which the finance receivables have the same initial measurement attribute and a similar
method for assessing and monitoring credit risk. Typically, our finance receivables within a geographic area have
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similar credit risk profiles and methods for assessing and monitoring credit risk. Our five classes, which align with
management reporting, are as follows:
e North America - Finance receivables originated in the United States or Canada.
e Europe - Finance receivables originated in Europe, Africa, Middle East and the Commonwealth of Independent
States.
e Asia Pacific - Finance receivables originated in Australia, New Zealand, China, Japan, South Korea and
Southeast Asia, as well as large mining customers worldwide.
e Latin America - Finance receivables originated in Central and South American countries and Mexico.
e Global Power Finance - Finance receivables related to marine vessels with Caterpillar engines, for all countries
and Caterpillar electrical power generation, gas compression and co-generation systems and non-Caterpillar
equipment that is powered by these systems, for all countries.

Impaired loans and finance leases

For all classes, a loan or finance lease is considered impaired, based on current information and events, if it is probable
that we will be unable to collect all amounts due according to the contractual terms of the loan or finance lease. Loans
and finance leases reviewed for impairment include loans and finance leases that are past due, non-performing or in
bankruptcy. Recognition of income is suspended and the loan or finance lease is placed on non-accrual status when
management determines that collection of future income is not probable (generally after 120 days past due). Accrual is
resumed, and previously suspended income is recognized, when the loan or finance lease becomes contractually current
and/or collection doubts are removed. Cash receipts on impaired loans or finance leases are recorded against the
receivable and then to any unrecognized income.

At December 31, 2010, there were no impaired loans or finance leases for the Dealer portfolio segment. The average
recorded investment for impaired loans and finance leases for the Europe finance receivables class within the dealer
portfolio segment was $19 million during 2010. As of December 31, 2010, the impaired loans and finance leases for
customers were as follows:

As of December 31, 2010 2010
Unpaid Average
Recorded Principal Related Recorded Interest Income
(Millions of dollars) Investment Balance Allowance Investment Recognized
Impaired Loans and Finance
Leases With No Allowance
Recorded?
Customer
North America.........cccoevevveiveennens $87 $87 $— $39 $2
6 4 — 7 —
13 13 — 9 —
3 3 — 5 —
174 174 — 92 —
$283 $281 $— $152 $2
Impaired Loans and Finance
Leases With An Allowance
Recorded
Customer
North America.........ccceeveeveenen. $191 $185 $44 $271 $11
EUIOPE....coviiiieiieci e 62 57 15 85 4
Asia PacCifiC........ccoceevvevciecrennnen, 27 27 7 40 3
Latin AMEerica.......cccoeevevvvevvvrenen. 44 43 9 39 3
Global Power Finance................. 34 33 4 17 —
Total ..o, $358 $345 $79 $452 $21
Total Impaired Loans and
Finance Leases
Customer
North America.........cceevevveennn. $278 $272 $44 $310 $13
Europe 68 61 15 92 4
Asia PaCifiC........cccevvevciecreenen, 40 40 7 49 3
Latin AMEerica.......cccoeveeveeevvrenen. a7 46 9 44 3
Global Power Finance................. 208 207 4 109 —
Total ..o, $641 $626 $79 $604 $23

! No related allowance for credit losses due to sufficient collateral value.
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As of December 31, 2009 and 2008, the impaired loans and finance leases were as follows:

(Millions of dollars) 2009 2008
Impaired loans/finance leases for which there is a related allowance for credit losses

(related allowance of $117 million and $59 million, respectively) ........ccccocovrvviiiennninnnns $448 $258
Impaired loans/finance leases for which there is no related allowance for credit losses (due to
SUFFICIEN CONALEIAL VAIUE) .........cvovieveceeveeees et ettt ettt 65 221
Total investment in impaired loans/finance leases as of December 31, .......c.ccoceviiiienieninniinens $513 $479
Average investment in impaired 10ans/finance 1€aSES..........c.eveeriiirineieeee e $425 $306

Non-accrual and past due loans and finance leases

For all classes, we consider a loan or finance lease past due if any portion of a contractual payment is due and unpaid for
more than 30 days. Recognition of income is suspended and the loan or finance lease is placed on non-accrual status
when management determines that collection of future income is not probable (generally after 120 days past due).
Accrual is resumed, and previously suspended income is recognized, when the loan or finance lease becomes
contractually current and/or collection doubts are removed.

As of December 31, 2010, there were no loans or finance leases on non-accrual status for the Dealer portfolio segment.
The investment in customer loans and finance leases on non-accrual status as of December 31, 2010 was as follows:

(Millions of dollars) 2010
Customer
N[0 g AN 1= o USROS PRSP $217
Europe 89
Asia Pacific 31
Latin America 139
Global Power Finance 163
Total * $639

1 As of December 31, 2009 and 2008, the investments in loans and finance leases on non-accrual status were $678 million and $422
million, respectively.

As of December 31, 2010, past due loans and finance leases were as follows:

(Millions of dollars)

Total Past Total Finance 91+ Still
31-60 61-90 91+ Due Current Receivables  Accruing *
Customer
North AMErica........ocoeevvvvveeerninnene. $139 $44 $228 $411 $6,037 $6,448 $27
U0 oL 27 12 106 145 2,365 2,510 26
Asia Pacific........ocoeevvvveiiiiin, 63 17 37 117 3,412 3,529 12
Latin America 44 16 144 204 2,222 2,426 1
Global Power Finance.............c....... 18 17 54 89 2,978 3,067 25
Dealer
North America........cocevvvevieineennen, — — — — 1,291 1,291 —
EUMOPE. ... — — — — 41 41 —
Asia PacCifiC........cccoovveeeeiciicceees — — — — 151 151 —
Latin America............... — — — — 457 457 —
Global Power Finance — — — — 3 3 —
Total oo $291 $106 $569 $966 $18,957 $19,923 $91

! As of December 31, 2009 and 2008, the investments in loans and finance leases past due over 90 days and still accruing were $134
million and $119 million, respectively.

Allowance for credit loss activity
In estimating the allowance for credit losses, we review loans and finance leases that are past due, non-performing or in
bankruptcy.

The allowance for credit losses as of December 31, were as follows:
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(Millions of dollars)

Allowance for Credit Loss Activity: 2010 2009 2008

Balance at beginning Of YEar..........cccvivieireiiieierce e $376 $391 $351
Adjustment to adopt consolidation of variable-interest entities ...........ccccoeu.... 18 — —
Provision for Credit I0SSES.........ccciiiririiiiii e 205 225 192
Receivables WItten Off ..o (288) (281) (144)
Recoveries on receivables previously written off ..o, 51 28 23
OFNEE — NMEL ...ttt e — 13 (31)

Balance at eNd OF VBT .......ccoiiiiiecce e $362 $376 $391

The Allowance for credit losses and recorded investment in finance receivables as of December 31, 2010 was as follows:

(Millions of dollars)

Customer Dealer Total
Allowance for Credit Losses:
Individually evaluated for impairment............ccoveiieininncie e $79 $— $79
Collectively evaluated for impairment............ccoverieineiensenee e 278 5 283
ENdING BalanCe.........ccoviviiiiiiiiiic s $357 $5 $362
Recorded Investment in Finance Receivables:
Individually evaluated for impairment $641 $— $641
Collectively evaluated for impairment 17,339 1,943 19,282
ENAiNG BAIANCE ... .oiiieiieiieece et $17,980 $1,943 $19,923

Credit quality of finance receivables

The credit quality of finance receivables is reviewed on a monthly basis. Credit quality indicators include performing
and non-performing. Non-performing is defined as finance receivables currently over 120 days past due and/or on non-
accrual status or in bankruptcy. Finance receivables not meeting the criteria listed above are considered performing.
Non-performing receivables have the highest probability for credit loss. The allowance for credit losses attributable to
non-performing receivables is based on the most probable source of repayment, which is normally the liquidation of
collateral. In determining collateral value, we estimate the current fair market value of the collateral and factor in credit
enhancements such as additional collateral and third-party guarantees.

As of December 31, 2010, the recorded investment of performing and non-performing finance receivables were as
follows:

(Millions of dollars)
Customer Dealer Total
Performing
N[0 AN T o7 LSOO $6,231 $1,291 $7,522
Europe 2,421 41 2,462
ASIA PACITIC ...ttt bbb e r e reenae 3,498 151 3,649
(I L] AN 1T o TSSOSO RPN 2,287 457 2,744
Global Power Finance 2,904 3 2,907
Total PErfOrMiING ..c..ceoieiee e 17,341 1,943 19,284
Non-Performing
o] g (g I AN 1T [ USSR 217 — 217
EUFOPE. ..ot 89 — 89
Asia Pacific 31 — 31
Latin America 139 — 139
Global Power Finance 163 — 163
Total Non-Performing 639 — 639
Performing & Non-Performing
N[0 1 AN 1= o USROS TTOTPOPRRPRR 6,448 1,291 7,739
2,510 41 2,551
3,529 151 3,680
2,426 457 2,883
3,067 3 3,070
B 0] = I $17,980 $1,943 $19,923




D. Securitized Retail Installment Sale Contracts and Finance Leases

Cat Financial periodically transfers certain finance receivables relating to retail installment sale contracts and finance
leases to SPEs as part of their asset-backed securitization program. The SPEs have limited purposes and generally are
only permitted to purchase the finance receivables, issue asset-backed securities and make payments on the
securities. The SPEs only issue a single series of securities and generally are dissolved when those securities have been
paid in full. The SPEs issue debt to pay for the finance receivables they acquire from Cat Financial. The primary source
for repayment of the debt is the cash flows generated from the finance receivables owned by the SPEs. The assets of the
SPEs are legally isolated and are not available to pay the creditors of Cat Financial. Cat Financial retains interests in the
securitization transactions, including subordinated certificates issued by the SPEs, rights to cash reserves and residual
interests. For bankruptcy analysis purposes, Cat Financial has sold the finance receivables to the SPEs in a true sale and
the SPEs are separate legal entities. The investors and the SPEs have no recourse to any of Cat Financial’s other assets
for failure of debtors to pay when due.

In accordance with the new consolidation accounting guidance adopted January 1, 2010, these SPEs were concluded to
be VIEs. Cat Financial determined that it was the primary beneficiary based on its power to direct activities through its
role as servicer and its obligation to absorb losses and right to receive benefits and therefore consolidated the entities
using the carrying amounts of the SPEs’ assets and liabilities.

The restricted assets (Receivables-finance, Long-term receivables-finance, Prepaid expenses and other current assets,
and Other assets) of these consolidated SPEs totaled $136 million at December 31, 2010. The liabilities (Accrued
expenses and Long-term debt due within one year-Financial Products) of these consolidated SPEs totaled $73 million at
December 31, 2010.

Prior to January 1, 2010, the SPEs were considered to be QSPEs and thus not consolidated. Cat Financial’s retained
interests in the securitized assets were classified as available-for-sale securities and were included in Other assets in
Statement 2 at fair value. Cat Financial estimated fair value and cash flows using a valuation model and key
assumptions for credit losses, prepayment rates and discount rates. These assumptions were based on Cat Financial’s
historical experience, market trends and anticipated performance relative to the particular assets securitized. Cat
Financial periodically evaluated for impairment and recognized the credit component of an other-than-temporary
impairment in Profit and the noncredit component in Accumulated other comprehensive income (loss) for those retained
interests in which Cat Financial did not intend to sell and it was not likely that they would be required to sell prior to
recovery.

During 2008, Cat Financial sold certain finance receivables relating to retail installment sale contracts and finance leases
to SPEs as part of their asset-backed securitization program. Net gains of $12 million were recorded in Revenues of
Financial Products in Statement 1 and were based on the estimated fair value of the assets sold and retained and
liabilities incurred, net of transaction costs. Subordinated retained interests included certificates with an initial fair value
of $27 million, an interest in certain future cash flows (excess) with an initial fair value of $8 million and a reserve
account with an initial fair value of $9 million.

Significant assumptions used to estimate the fair value of the retained interests at the time of the transaction were:

2008
DISCOUNT TALE ....c.veieie bbbt n s 7.2%
Weighted-average prepaymMeNt FALE ... ..o eeeieireieieereeeeie et sieste e et see e see e e e e seebesbesaeseeeeseeneas 14.5%
EXPECLEU CrETIt I0SSES .....vetieiiiieeeie ettt et e e et e st b e bt besbe e e e e e e neene e 1.6%

To maintain competitiveness in the capital markets and to have effective and efficient use of alternative funding sources,
Cat Financial may from time to time provide additional reserve support to previously issued asset-backed securitizations.
During the second quarter of 2009 and third quarter of 2008, Cat Financial deposited $80 million and $19 million,
respectively, into supplemental reserve accounts for the securitization transactions to maintain the credit ratings assigned
to the transactions, as loss experiences were higher than anticipated primarily due to the adverse economic conditions in
the U.S. Due to the significant value of the deposit in second quarter of 2009, written consent was obtained from the
third-party beneficial interest holders of the securitization transactions. At the time, the QSPE conditions were reviewed
and the trusts continued to maintain QSPE status. These deposits resulted in an increase in Cat Financial’s retained
interests.

As of December 31, 2009 and 2008, the fair value of the retained interests in all securitizations of retail finance
receivables outstanding totaled $102 million (cost basis of $107 million) and $52 million (cost basis of $62 million),

A-30



respectively. The fair value of the retained interests as of December 31, 2009 that have been in a continuous unrealized
loss position for twelve months or longer totaled $102 million (cost basis of $107 million). As of December 31, 2008,
there were no retained interests in a continuous unrealized loss position for twelve months or longer. Key assumptions
used to determine the fair value of the retained interests as of such dates were:

December 31, December 31,
2009 2008
Cash flow weighted average discount rates on retained interests................ 7.7% 10 12.4% 16.7% to 23.3%
Weighted-average maturity in months ............ccocvveneviieieiinse e 22 28
ExXpected prepayment Fae .........ccoooereeeireneieseeeee e 18.0% 19.0%
EXPected Credit I0SSES .....c.viviiriiirieie e 4.7% to 4.8% 1.7%t0 3.1%

During 2009 and 2008, the assumptions used to determine the expected cash flows for Cat Financial's securitization
transactions were revised, which resulted in other-than-temporary impairments to earnings of $34 million and $27
million, respectively. The impairments recognized in earnings were primarily driven by an increase in the credit loss
assumption due to the continuing adverse economic conditions in the U.S. The noncredit related losses of $12 million
for the year ended December 31, 2009, recorded in Accumulated other comprehensive income (loss), were primarily
driven by changes in discount rates.

To maintain competitiveness in the capital markets and to have effective and efficient use of alternative funding sources,
Cat Financial may from time to time provide additional reserve support to previously issued asset-backed
securitizations.

Cat Financial also retained servicing responsibilities and received a servicing fee of approximately one percent of the
remaining value of the finance receivables.

Cash flows from retail securitizations:

(Millions of dollars) Years ended December 31,
2009 2008
Cash proceeds from initial sales of receivables............ccooiviiiiniieiiici e $— $600
Purchases of contracts through clean-up callS............ooooviiiiiiiiiice 95 81
SErViCing fEES FECEIVEA ......oviieiieieci ettt eae 6 12
Other cash flows received on retained iNtErests ...........coccvvrvirnniicieiinnsceee s 10 25

Characteristics of securitized retail receivables:
Years ended December 31,

2009 2008
Total securitized principal balance at December 31, ........ccccovvveveiieieiiieseeeee e $346 $909
Average securitized principal balance for the year ended December 31, ..........cccceneee. 583 1,147
Loans > 30 days past due at year ended December 31, ........ccccooerieiineneneeeneseens 62 98
Net credit 105SeS dUING the YEAE .........cviiiiiiiieiieeee e 36 23

E. Salesand Servicing of Trade Receivables

Our Machinery and Power Systems operations generate trade receivables from the sale of inventory to dealers and
customers. Certain of these receivables are sold to Cat Financial.

During 2009 and 2008, Cat Financial sold interests in a certain pool of trade receivables through a revolving structure to
third-party commercial paper conduits, which are asset-backed commercial paper issuers that are special purpose entities
(SPEs) of the sponsor bank and are not consolidated by Cat Financial. Cat Financial services the sold trade receivables
and receives an annual servicing fee of approximately 0.5 percent of the average outstanding principal balance.
Consolidated expenses of $4 million and $10 million related to the sale of trade receivables were recognized during 2009
and 2008, respectively, and are included in Other income (expense) in Statement 1.

As of December 31, 2010 and 2009, there were no outstanding trade receivables sold to the third-party commercial paper
conduits. As of December 31, 2008, the outstanding principal balance of the sold trade receivables was $240 million.
Cat Financial's remaining interest in the pool of trade receivables as of December 31, 2008 of $1,432 million is included
in Receivables-trade and other in Statement 2.
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The cash collections from this pool of trade receivables are first applied to satisfy any obligations of Cat Financial to the
third-party commercial paper conduits. The third-party commercial paper conduits have no recourse to Cat Financial's

assets, other than the remaining interest, for failure of debtors to pay when due.

Cash flows from sale of trade receivables:

Years ended December 31,

(Millions of dollars) 2009 2008

Cash proceeds from sales of receivables to the conduits ..........c.ccoceeeiiinininincicnne $887 $1,510

SErVICING fEES FECEIVE ..ottt $1 $1

Cash flows received on the interests that continue to be held..........cccccooevviieieiennen. $7,548 $11,270
Inventories
Inventories (principally using the LIFO method) are comprised of the following:

December 31,

(Millions of dollars) 2010 2009 2008

RAW MALETIAIS. ......c.vvevevereteie ettt ettt s sttt re s st besenes $2,766 $1,979 $2,678
WWOTK=IN=PIOCESS ... vvevieteresteteie ettt ettt et st ese st et es e saese e ene e nsens 1,483 656 1,508
FiNISNEd gOOUS ...o.vuvveveecieieiseee e 5,098 3,465 4,316
SUPPIIES ..ttt ne s 240 260 279
TOAl INVENTOTIES ...ttt ettt et ettt ettt e et e et s e eaene s $9,587 $6,360 $8,781

We had long-term material purchase obligations of approximately $927 million at December 31, 2010.

During 2009 inventory quantities were reduced. This reduction resulted in a liquidation of LIFO inventory layers carried
at lower costs prevailing in prior years as compared with current costs. In 2009, the effect of this reduction of inventory
decreased Cost of goods sold in Statement 1 by approximately $300 million and increased Profit by approximately $240

million or $0.39 per share. There were no significant LIFO liquidations during 2010 or 2008.

8. Property, plant and equipment

December 31,

Useful

(Millions of dollars) Lives (Years) 2010 2009 2008

LN ..ot — $682 $639 $575
Buildings and land improvements..........cccceovvvvriienenns 20-45 5174 4914 4,647
Machinery, equipment and other...........c.ccccocervverrnnnen. 3-10 13,414 12,917 12,173
Equipment leased t0 Others............ccocevvvverneienccrennn, 1-10 4,444 4,717 4,561
CoNStruCtioN-iN-ProCeSS .......ccoervereeeeeeiieesiereesieeeneanes — 1,192 1,034 1,531
Total property, plant and equipment, at cost ................ 24,906 24,221 23,487
Less: Accumulated depreciation...............cccocevveerennns (12,367) (11,835) (10,963)
Property, plant and equipment—net...........cc.ccocereinnene $12,539 $12,386 $12,524

We had commitments for the purchase or construction of capital assets of approximately $593 million at December 31,

2010.
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Assets recorded under capital leases :
December 31,

(Millions of dollars) 2010 2009 2008

GrOSS CAPIAl IEASES Z.......ooeoveeeeeeee e $251 $493 $565
Less: Accumulated depreciation (134) (258) (221)
NEt CAPITAL IBASES....v.vvveiiicecictctc st $117 $235 $344

! Included in Property, plant and equipment table above.
2 Consists primarily of machinery and equipment.

At December 31, 2010, scheduled minimum rental payments on assets recorded under capital leases were:

(Millions of dollars)
2011 2012 2013 2014 2015 Thereafter

$54 $26 $14 $8 $5 $28

Equipment leased to others (primarily by Cat Financial):
December 31,

(Millions of dollars) 2010 2009 2008

Equipment leased to others—at original CoSt.........cc.ccovririrereiireenee e $4,444 $4,717 $4,561
Less: Accumulated depreCiation.............cccveveeiiieieiiesieee e (1,533) (1,616) (1,416)
Equipment 1eased t0 ONEIS—NEL..........c.cccvieeeeeics e $2,911 $3,101 $3,145

At December 31, 2010, scheduled minimum rental payments to be received for equipment leased to others were:

(Millions of dollars)
2011 2012 2013 2014 2015 Thereafter

$735 $477 $298 $146 $55 $32

9. Investments in unconsolidated affiliated companies

Our investments in affiliated companies accounted for by the equity method have historically consisted primarily of a 50
percent interest in Shin Caterpillar Mitsubishi Ltd. (SCM) located in Japan. On August 1, 2008, SCM redeemed half of
Mitsubishi Heavy Industries Ltd.'s (MHI's) shares in SCM. As a result, Caterpillar now owns 67 percent of the renamed
entity, Caterpillar Japan Ltd. (Cat Japan) and consolidates its financial statements. See Note 23 for additional
information. In February 2008, we sold our 23 percent equity investment in A.S.V. Inc. (ASV) resulting in a $60 million
pretax gain, recognized in Other income (expense) in Statement 1. Accordingly, the financial position and equity
investment amounts noted below do not include ASV or Cat Japan.

Combined financial information of the unconsolidated affiliated companies accounted for by the equity method
(generally on a lag of 3 months or less) was as follows:

Results of Operations of unconsolidated affiliated companies:
Years ended December 31,

(Millions of dollars) 2010 2009 2008
Results of Operations:
SBIES ...t $812 $569 $3,727
COSE OF SAIES ...ttt 627 434 3,082
GOSS PIOTIL c..iviceeeetceteeeeteceese ettt et st ens st enae s enees s enens $185 $135 $645
PIOTIL (I0SS) .vvvvcveeesceeeeesceeeeeeseetesee et es e et enee st es st et enass st s et aes et eneenens $(36) $(39) $55

Sales from SCM, while an unconsolidated affiliate, to Caterpillar of approximately $1.67 billion in 2008 are included in
the affiliated company sales. In addition, SCM purchases of Caterpillar product, while an unconsolidated affiliate, were
$353 million in 2008.
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Financial Position of unconsolidated affiliated companies:

December 31,
(Millions of dollars) 2010 2009 2008
Financial Position:
Assets:
CUITENE @SSELS ....vevvereieeeiereeetereseesesie e seseeneste e sesse e sse e sseneseesenesseseneeneneas $414 $223 $209
Property, plant and equipment—net ...........ccccverereieiecinse e 196 219 227
(@] [T g =) TS RPSRSPR 39 5 26
649 447 462
Liabilities:
CUrrent labiHTIES ..o 274 250 173
Long-term debt due after one year...........ccocooeriieieiniiiee e 72 41 110
Other HabIlTIES ...c.oveveieeiiee e 40 17 35
386 308 318
EQUILY. cvvevorve ettt ettt sttt ettt $263 $139 $144
Caterpillar's investments in unconsolidated affiliated companies:
December 31,
(Millions of dollars) 2010 2009 2008
Investments in equity Method COMPANIES..........cocoeiiriririiiiietine e $135 $70 $66
Plus: Investments in cost method COMPANIES .........c.ccvciiirieieieise e 29 35 28
Total investments in unconsolidated affiliated companies..........ccccooeveveveeveeennne. $164 $105 $94

At December 31, 2010, consolidated Profit employed in the business in Statement 2 included no net undistributed profits

of the unconsolidated affiliated companies.

10. Intangible assets and goodwill
A. Intangible assets

Intangible assets are comprised of the following:
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December 31, 2010

Weighted Gross
Amortizable Carrying Accumulated
(Millions of dollars) Life (Years) Amount Amortization Net
Customer relationships..........cococvvirieiieinieinee 17 $630 $(108) $522
Intellectual Property ......ccocevvevveieieiee e 9 306 (166) 140
OLNEE e 13 197 (72) 125
Total finite-lived intangible assets............ccccverrerriennnn. 14 1,133 (346) 787
Indefinite-lived intangible assets - In-process research &
AEVEIOPMENL ... 18 - 18
Total intangible assetS...........ccceeveveiivivsecceee s $1,151 $(346) $805
December 31, 2009
Welghted Gross
Amortizable Carrying Accumulated
(Millions of dollars) Life (Years) Amount Amortization Net
Customer relationships..........cccoovvvenneineienseieneeae 18 $396 $(75) $321
Intellectual Property ......ccocevvevveieieiee e 10 211 (143) 68
O 11 130 (54) 76
Total iNtangible aSSetS...........oovvevrveevererieseeseeseeseeenenn, 15 $737 $(272) $465
December 31, 2008
Welghted Gross
Amortizable Carrying Accumulated
(Millions of dollars) Life (Years) Amount Amortization Net
Customer relationships..........cocoovveerreiereienseieseens 18 $388 $(50) $338
Intellectual Property .......coeveveieiiieece e 10 210 (122) 88
OLhET e 11 122 (37) 85
Total intangible assetS..........c.ccovveeeeereieiiiceeceierenann, 15 $720 $(209) $511

During 2010, we acquired finite-lived intangible assets aggregating $409 million primarily due to purchases of Electro-
Motive Diesel, Inc. (EMD) ($329 million), GE Transportation’s Inspection Products business ($28 million), JCS
Company, Ltd. (JCS) ($12 million) and FCM Rail Ltd. (FCM) ($10 million). Also, associated with the purchase of
EMD, we acquired $18 million of indefinite-lived intangible assets. See Note 23 for details on these business
combinations.

During 2008, the Cat Japan share redemption resulted in additional finite-lived intangible assets of $54 million. In 2008,
we acquired finite-lived intangible assets of $17 million due to the purchase of Lovat Inc. See Note 23 for details on
these business combinations. Also in 2008, we acquired finite-lived intangible assets of $32 million from other
acquisitions.

Finite-lived intangible assets are amortized over their estimated useful lives and tested for impairment if events or
changes in circumstances indicate that the asset may be impaired. Indefinite-lived intangible assets are tested for
impairment at least annually.

Amortization expense related to intangible assets was $76 million, $61 million and $61 million for 2010, 2009 and 2008,
respectively.

Amortization expense related to intangible assets is expected to be:

(Millions of dollars)

2011 2012 2013 2014 2015 Thereafter

$86 $80 $73 $69 $63 $434
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B. Goodwill

During 2010, we acquired net assets with related goodwill of $286 million as part of the purchase of EMD. In 2010, we
also acquired net assets with related goodwill as part of the purchases of FCM ($17 million), GE Transportation’s
Inspection Products business ($15 million), JCS ($8 million) and other acquisitions ($8 million). See Note 23 for details
on the acquisition of these assets.

During 2008, the Cat Japan share redemption resulted in $206 million of goodwill. In 2008, we also acquired net assets
with related goodwill as part of the purchase of Gremada Industries, Inc. ($41 million) and Lovat Inc. ($22 million). See
Note 23 for details on these business combinations. Also during 2008, we acquired net assets with related goodwill of
$8 million from other acquisitions.

See Note 1L regarding the accounting policy for goodwill and impairment testing. No goodwill was impaired or
disposed of during 2010 or 2008.

The 2009 annual impairment test, completed in the fourth quarter, indicated the fair value of each of our reporting units
was well above its respective carrying value with the exception of our Forest Products reporting unit, included in the
Resource Industries segment. Because the carrying value of Forest Products exceeded its fair value, step two in the
impairment test process was required. We allocated the fair value to the unit's assets and liabilities and determined the
implied fair value of the goodwill was insignificant. Accordingly, a goodwill impairment charge of $22 million for
Forest Products was recognized in Other operating (income) expense in Statement 1. The primary factor contributing to
the impairment was the historic decline in demand for purpose built forest product machines caused by the significant
reduction in U.S. housing construction, lower prices for pulp, paper, and wood product commodities, and reduced capital
availability in the forest products industry.

As discussed in Note 22 — Segment Information, during the first quarter of 2011, we revised our reportable segments in
line with the changes to our organizational structure that were announced during 2010. Our reporting units did not
change as a result of the changes to our reportable segments.

The changes in carrying amount of goodwill by reportable segment for the years ended December 31, 2010, 2009 and
2008 were as follows:

(Millions of dollars)

Construction Resource Power Consolidated
Industries Industries Systems Other! Total
Balance at January 1, 2008 ............cccceeeveriviririeriienenns $86 $47 $1,742 $88 $1,963
Business combinations..........cceevvveeeeeieiieeesvie s, 206 22 8 41 277
Other adjUStMENtS?...........cveveeeeeeeeeeeeseee e 27 (3) (3) — 21
Balance at December 31, 2008 ...........ccccevevivvrevnnnnn. 319 66 1,747 129 2,261
IMPAIIMENES ... — (22) — — (22)
Other adjUStMENtS?...........o.ovvreeeeeeeeeseee e 23 3 4 — 30
Balance at December 31, 2009 .........cccocovviiirnne. 342 47 1,751 129 2,269
Business combinations.........c.ccccevevveieieeceieeineennn 5 3 326 — 334
Other adjustments?..........cc.coo.veveveerenreenssnessienneons 10 1 — — 11
Balance at December 31, 2010 ......c.ccccevvevievvenennene $357 $51 $2,077 $129 $2,614

1 Includes all other operating segments (See Note 22).

2 Other adjustments are comprised primarily of foreign currency translation.
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11. Available-for-sale securities

We have investments in certain debt and equity securities, primarily at Cat Insurance, that have been classified as
available-for-sale and recorded at fair value based upon quoted market prices. These fair values are primarily included
in Other assets in Statement 2. Unrealized gains and losses arising from the revaluation of available-for-sale securities
are included, net of applicable deferred income taxes, in equity (Accumulated other comprehensive income (loss) in
Statement 2). Realized gains and losses on sales of investments are generally determined using the FIFO (first-in, first-
out) method for debt instruments and the specific identification method for equity securities. Realized gains and losses
are included in Other income (expense) in Statement 1.

Effective April 1, 2009, we adopted the new accounting and disclosure requirements regarding recognition and
presentation of other-than-temporary impairments. See Note 1K for additional information.

December 31, 2010 December 31, 2009 December 31, 2008
Unrealized Unrealized Unrealized
Pretax Net Pretax Net Pretax Net
Cost Gains Fair Cost Gains Fair Cost Gains Fair
(Millions of dollars) Basis  (Losses) Value Basis (Losses) Value Basis (Losses) Value
Government debt
U.S. treasury bonds.............ccccouuee. $12 $— $12 $14 $— $14 $14 $1 $15
Other U.S. and non-U.S.
government bonds............c.cco... 76 1 77 65 — 65 15 1) 14
Corporate bonds
Corporate bonds..........oeeerinnne. 481 30 511 455 20 475 343 (22) 321
Asset-backed securities.................. 136 — 136 141 (@) 134 165 27) 138
Mortgage-backed debt securities
U.S. governmental agency mortgage-
backed securities ...........cccceeuene 258 15 273 295 13 308 319 5 324
Residential mortgage-backed
SECUNTIES .o 43 3) 40 61 (120) 51 79 (19) 60
Commercial mortgage-backed
SECUNTIES ...veiveecieireeicee 164 4 168 175 (13) 162 176 47) 129
Equity securities
Large capitalization value ............... 100 22 122 76 13 89 126 (13) 113
Smaller company growth ................ 23 8 31 19 5 24 20 (2) 18
TOtal .o $1,293 $77 $1,370  $1,301 $21 $1,322  $1,257 $(125)  $1,132

During 2010, 2009 and 2008, charges for other-than-temporary declines in the market values of securities were $3
million, $12 million and $37 million, respectively. These charges were accounted for as a realized loss and were
included in Other income (expense) in Statement 1. The cost basis of the impacted securities was adjusted to reflect
these charges.
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Investments in an unrealized loss position that are not other-than-temporarily impaired:

December 31, 2010

Less than 12 months * 12 months or more * Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Millions of dollars) Value Losses Value Losses Value Losses
Government debt
Other U.S. and non-U.S.
government bonds.........cccceeverieiinieiennne $13 $— $3 $— $16 s
Corporate bonds
Corporate bonds..........ccocverereininiieneens 29 — 1 — 30 —
Asset-backed Securities..........coccecvveinennns 19 — 19 4 38 4
Mortgage-backed debt securities
U.S. governmental agency mortgage-backed
SECUIMEIES vt 16 — — — 16 —
Residential mortgage-backed securities..... 2 — 25 4 27 4
Commercial mortgage-backed securities ... 3 — 14 1 17 1
Equity securities
Large capitalization value .............cccooenne 14 1 12 2 26 3
Smaller company growth ... 3 — 1 — 4 —
TOAL vttt $99 $1 $75 $11 $174 $12
! Indicates length of time that individual securities have been in a continuous unrealized loss position.
Investments in an unrealized loss position that are not other-than-temporarily impaired:
December 31, 2009
Less than 12 months * 12 months or more * Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Millions of dollars) Value Losses Value Losses Value Losses
Government debt
U.S. treasury bonds..........ccocevevvieinvneniscienennnns $4 $— $— $— $4 $—
Other U.S. and non-U.S. government bonds....... 14 — 2 — 16 —
Corporate bonds
Corporate boNnds..........ccoceveeieiinieneieerece 25 — 10 1 35 1
Asset-backed SECUMTIES ........ccoervrereiiiiiiee 4 1 44 10 48 11
Mortgage-backed debt securities
U.S. governmental agency mortgage-backed
SECUNEIES 1.t — — 3 — 3 —
Residential mortgage-backed securities.............. — — 49 10 49 10
Commercial mortgage-backed securities ........... 24 — 73 14 97 14
Equity securities
Large capitalization value ..............cccceoveirencee 2 — 23 3 25 3
Smaller company growth 1 — 2 — 3 —
TOtAL v $74 $1 $206 $38 $280 $39

! Indicates length of time that individual securities have been in a continuous unrealized loss position.
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Investments in an unrealized loss position that are not other-than-temporarily impaired:

December 31, 2008

Less than 12 months * 12 months or more * Total
Fair Unrealized Fair Unrealized Fair Unrealized

(Millions of dollars) Value Losses Value Losses Value Losses
Government debt

Other U.S. and non-U.S. government bonds........ $— $— $8 $1 $8 $1
Corporate bonds

Corporate BONdS .........ccoeveieieriiere e 176 18 33 5 209 23

Asset-backed SECUNTIES .......cceveviireieeieeee 101 16 30 11 131 27
Mortgage-backed debt securities

U.S. governmental agency mortgage-backed

SECUNITIES .. 7 — 19 1 26 1

Residential mortgage-backed securities............... 32 6 27 14 59 20

Commercial mortgage-backed securities ............. 71 15 59 32 130 47
Equity securities

Large capitalization value ...........cc.cccccoeenennnnnne 60 13 5 2 65 15

Smaller company growth ............cccevveveerieieneennns 7 2 — — 7 2
B I(0] 7| [T $454 $70 $181 $66 $635 $136

! Indicates length of time that individual securities have been in a continuous unrealized loss position.

Government Debt. The unrealized losses on our investments in other U.S. and non-U.S. government bonds are the
result of changes in interest rates since time of purchase. We do not intend to sell the investments and it is not likely that
we will be required to sell these investments before recovery of their amortized cost basis. We do not consider these
investments to be other-than-temporarily impaired as of December 31, 2010.

Corporate Bonds. The unrealized losses on our investments in corporate bonds and asset-backed securities relate
primarily to changes in interest rates and credit-related yield spreads since time of purchase. We do not intend to sell the
investments and it is not likely that we will be required to sell the investments before recovery of their amortized cost
basis. We do not consider these investments to be other-than-temporarily impaired as of December 31, 2010.

Mortgage-Backed Debt Securities. The unrealized losses on our investments in mortgage-backed securities and
mortgage-related asset-backed securities relate primarily to the continuation of elevated housing delinquencies and
default rates, credit-related yield spreads and risk aversion. We do not intend to sell the investments and it is not likely
that we will be required to sell these investments before recovery of their amortized cost basis. We do not consider these
investments to be other-than-temporarily impaired as of December 31, 2010.

Equity Securities. Cat Insurance maintains a well-diversified equity portfolio consisting of two specific
mandates: large capitalization value stocks and smaller company growth stocks. U.S. equity valuations were generally
higher in 2010 due to improved corporate earnings and the improving U.S. and global economies. In each case where
unrealized losses exist, the respective company's management is taking corrective action in order to increase shareholder
value. We do not consider these investments to be other-than-temporarily impaired as of December 31, 2010.

The fair value of the available-for-sale debt securities at December 31, 2010, by contractual maturity, is shown below.
Expected maturities will differ from contractual maturities because borrowers may have the right to prepay and creditors
may have the right to call obligations.

(Millions of dollars) Fair Value

DUE N ONB YEAI OF I8SS ...ttt ettt sttt b et b et st e e st e st et e ebeste et et e nseseebeebenbeebententeneaneanis $75
Due after one year through FIVE YBAIS.........c.oii ittt sb bbb ens $428
Due after five years throUgh T8N YEAIS .........ci ittt sttt te b sbestesbesae e eneeneenas $230
DIUB AFEEI TN YIS ......veu ettt ittt ettt ettt sttt ettt e b e st e s e ek e e ke n b e st st e b e b et st b e s e b e s e et en et er et et et ebe e ntne $484

Proceeds from sale of available-for-sale securities during 2010, 2009 and 2008 were $228 million, $291 million and
$357 million, respectively. Gross gains of $10 million, $9 million and $17 million and gross losses of $1 million, $10
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million and $23 million have been included in current earnings as a result of these sales for 2010, 2009 and 2008,
respectively.

Postemployment benefit plans

We have both U.S. and non-U.S. pension plans covering substantially all of our U.S. employees and a portion of our
non-U.S. employees, primarily in our European and Japanese facilities. Our defined benefit plans provide a benefit based
on years of service and/or the employee's average earnings near retirement. Our defined contribution plans allow
employees to contribute a portion of their salary to help save for retirement, and in certain cases, we provide a matching
contribution. We also have defined-benefit retirement health care and life insurance plans covering substantially all of
our U.S. employees.

As discussed in Note 1K, we adopted the balance sheet recognition provisions of the guidance on employers' accounting
for defined benefit pension and other postretirement plans at December 31, 2006, and adopted the year-end measurement
date effective January 1, 2008 using the “one measurement” approach. Under the one measurement approach, net
periodic benefit cost for the period between any early measurement date and the end of the fiscal year that the
measurement provisions are applied is allocated proportionately between amounts to be recognized as an adjustment of
Profit employed in the business and net periodic benefit cost for the fiscal year. Previously, we used a November 30th
measurement date for our U.S. pension and other postretirement benefit plans and September 30th for our non-U.S.
plans. Year-end asset and obligation amounts are disclosed as of the plan measurement dates.

As discussed in Note 25, during 2009 voluntary and involuntary separation programs impacted employees participating
in certain U.S. and non-U.S. pension and other postretirement benefit plans. Due to the significance of these events,
certain plans were re-measured as follows:

U.S. Separation Programs — Plan re-measurements as of January 31, 2009, March 31, 2009 and December
31, 2009 resulted in net curtailment losses of $127 million to pension and $55 million to other
postretirement benefit plans. Early retirement pension benefit costs of $6 million were also recognized.

Non-U.S. Separation Programs — Certain plans were re-measured as of March 31, 2009 and December 31,
2009, resulting in pension settlement losses of $34 million, special termination benefits of $2 million to
pension and curtailment losses of $1 million to other postretirement benefit plans.

In March 2009, we amended our U.S. support and management other postretirement benefit plan. Beginning in 2010,
certain retirees age 65 and older enrolled in individual health plans that work with Medicare and will no longer
participate in a Caterpillar-sponsored group health plan. In addition, Caterpillar began funding a tax-advantaged Health
Reimbursement Arrangement (HRA) to assist the retirees with medical expenses. The plan amendment required a plan
re-measurement as of March 31, 2009, which resulted in a decrease in our Liability for postretirement benefits of $432
million and an increase in Accumulated other comprehensive income (loss) of $272 million, net of tax. The plan was
further amended in December 2009 to define the HRA benefit that active employees will receive once they are retired
and reach age 65. The plan was re-measured at year-end 2009 and the December amendment resulted in a decrease in
our Liability for postretirement benefits of $101 million and an increase in Accumulated other comprehensive income
(loss) of $64 million, net of tax. These decreases will be amortized into earnings on a straight-line basis over
approximately 7 years, the average remaining service period of active employees in the plan. The amendments reduced
other postretirement benefits expense by approximately $110 million and $60 million in 2010 and 2009, respectively.

In August 2010, we announced changes in our U.S. support and management pension plans. Beginning January 1, 2011,
retirement benefits for U.S. support and management employees will transition from defined benefit pension plans to
defined contribution plans. The transition date is determined for each employee based upon age and years of service or
proximity to retirement. Pension benefit accruals will freeze on either December 31, 2010 or December 31, 2019 at
which time the employees will move to the new retirement benefit. This benefit will provide employees with a frozen
pension benefit and a 401(k) plan that will include a matching contribution and a new annual employer contribution. The
plan change required a re-measurement as of August 31, 2010, which resulted in an increase in our Liability for
postretirement benefits of $1.32 billion and a decrease in Accumulated other comprehensive income (loss) of $831
million, net of tax. The increase in the liability was due to a decline in the discount rate and lower than expected asset
returns at the re-measurement date. Curtailment expense of $28 million was also recognized in 2010 as a result of the
plan change.
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In March 2010, the Patient Protection and Affordable Care Act (the PPACA) and the Health Care and Education
Reconciliation Act of 2010 (H.R. 4872) which amends certain provisions of the PPACA were signed into law. As
discussed in Note 5, the Medicare Part D retiree drug subsidies effectively become taxable beginning in 2013.

A. Benefit Obligations

Non-U.S. Pension Other Postretirement
U.S. Pension Benefits Benefits Benefits
(Millions of dollars) 2010 2009 2008 2010 2009 2008 2010 2009 2008
Change in benefit obligation:
Benefit obligation, beginning of year........ $12,064 $11,493 $11,132 $3,542 $3,219 $3,012 $4,537 $5,017 $5,455
Effect of eliminating early measurement
Aated oo, N/A N/A 11 N/A N/A 26 N/A N/A —
SEIVICE COSL ..ot 210 176 199 92 86 92 68 70 87
INEreSt COSE.....c.vvviriireieeeciee e 652 688 629 162 146 156 245 280 307
Plan amendments ..........ccoeevveneneneeeene, 4 — 13 35 — — —  (549) —
Actuarial 10SSes (aiNns) ......c.ccooerererieienncns 1,140 380 222 153 45 (18) 602 (58) (522)
Foreign currency exchange rates............... — — — 34 322 (534) 14 29 (29)
Participant contributions ............cccccceeeee. — — — 9 10 14 45 51 41
Benefits paid - gross.......covvrreeerininenn (820) (796) (713)  (168) (212) (155)  (379)  (390)  (351)
Less: federal subsidy on benefits paid....... — — — — — — 15 21 19
Curtailments, settlements and special
termination benefits ..........ccccoeverierinn. (235) 123 — (52) (74) — — 66 —
Acquisitions / other?...........cccooevvervneennns 9 — — 60 — 626 37 — —
Benefit obligation, end of year.................. $13,024 $12,064 $11,493 $3,867 $3,542 $3,219 $5,184 $4,537 $5,017
Accumulated benefit obligation, end of
YT O $12,558 $11,357 $10,681 $3,504 $3,082 $2,938
Weighted-average assumptions used to
determine benefit obligation:
DiSCOUNt Fate®..........ooveveerervereeee e 5.1% 5.7% 6.1% 4.6% 48% 45% 50% 56% 6.0%
Rate of compensation increase®................ 4.5% 4.5% 45% 42% 42% 38% 4.4% 4.4% 4.4%

1 Change in benefit obligation during the period from the early measurement date to December 31, 2007.
2 See Note 23 regarding the 2008 Cat Japan share redemption and the 2010 Electro-Motive Diesel acquisition.
® End of year rates are used to determine net periodic cost for the subsequent year. See Note 12E.

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-
percentage-point change in assumed health care cost trend rates would have the following effects:

(Millions of dollars)

Effect on 2010 service and interest cost components of other postretirement benefit cost....

Effect on accumulated postretirement benefit obligation...............cccccccviviiiciiiiiccien,

One-percentage- One-percentage-

point increase point decrease
$19 $(15)
$311 $(266)

A-41



Plan Assets

Other Postretirement

U.S. Pension Benefits Non-U.S. Pension Benefits Benefits
(Millions of dollars) 2010 2009 2008 2010 2009 2008 2010 2009 2008
Change in plan assets:
Fair value of plan assets, beginning of
VAN ittt e $9,029 $6,745 $10,441 $2,797 $2,175  $2,773 $1,063 $1,042 $1,584
Effect of eliminating early measurement
date’ ... N/A N/A 17 N/A N/A 23 N/A N/A 15
Actual return on plan assets ..........c.coceenee. 1,628 2,194 (3,288) 193 390 (751) 129 266  (587)
Foreign currency exchange rates................ — — — 17 243 (407) — — —
Company contributions?..........c..cco.coeeevene. 919 886 288 58 263 134 138 94 340
Participant contributions ...........ccccceceeeene — — — 9 10 14 45 51 41
Benefits paid .........cccceeeeieiiiniiiece (820) (796) (713)  (168) (212) (155) (379) (390) (351)
Settlements and special termination
DENEFILS. ..o — — — (51) (72) — — — —
Acquisitions / other®...........c.ccocoeevvecverennnnn. 4 — — 25 — 544 — — —
Fair value of plan assets, end of year ......... $10,760 $9,029 $6,745 $2,880 $2,797  $2,175 $996 $1,063 $1,042

[N

Change in plan assets during the period from the early measurement date to December 31, 2007.
Includes $650 million of Caterpillar stock contributed to U.S. pension plans in 2009.
See Note 23 regarding the 2008 Cat Japan share redemption and the 2010 Electro-Motive Diesel acquisition.

w N

As discussed in Note 1K, we adopted the accounting guidance on employers' disclosures about postretirement benefit
plan assets for the annual period ending December 31, 2009. The guidance expands the disclosure set forth in the
previous guidance by adding required disclosures about (1) how investment allocation decisions are made by
management, (2) major categories of plan assets, and (3) significant concentrations of risk. Additionally, this guidance
requires an employer to disclose information about the valuation of plan assets similar to that required under the
accounting guidance on fair value measurements.

Our U.S. pension target asset allocations reflect our investment strategy of maximizing the long-term rate of return on
plan assets and the resulting funded status, within an appropriate level of risk. Our target allocations for the U.S. pension
plans are 70% equities and 30% debt securities. Within equity securities, approximately 60% includes investments in
U.S. large and small-cap companies. The remaining portion is invested in international companies, including emerging
markets, and private equity. Fixed income securities primarily include corporate bonds, mortgage backed securities and
U.S. Treasuries.

In general, our non-U.S. pension target asset allocations reflect our investment strategy of maximizing the long-term rate
of return on plan assets and the resulting funded status, within an appropriate level of risk. The weighted-average target
allocations for the non-U.S. pension plans are 62% equities, 31% debt securities, 6% real estate and 1% other. The target
allocations for each plan vary based upon local statutory requirements, demographics of plan participants and funded
status. Plan assets are primarily invested in non-U.S. securities.

Our target allocations for the other postretirement benefit plans are 80% equities and 20% debt securities. Within equity
securities, approximately two-thirds include investments in U.S. large and small-cap companies. The remaining portion
is invested in international companies, including emerging markets. Fixed income securities primarily include corporate
bonds, mortgage backed securities and U.S. Treasuries.

The U.S. plans are rebalanced to plus or minus five percentage points of the target asset allocation ranges on a monthly
basis. The frequency of rebalancing for the non-U.S. plans varies depending on the plan. As a result of our
diversification strategies, there are no significant concentrations of risk within the portfolio of investments except for the
holdings in Caterpillar stock as discussed below.

The use of certain derivative instruments is permitted where appropriate and necessary for achieving overall investment
policy objectives. The U.S. plans utilize futures contracts to offset current equity positions in order to rebalance the total
portfolio to the target asset allocation. During 2008, approximately 5% of the U.S. pension plans' assets were rebalanced
from equity to fixed income positions through the use of futures contracts. The plans do not engage in futures contracts
for speculative purposes.

The accounting guidance on fair value measurements specifies a fair value hierarchy based upon the observability of

inputs used in valuation techniques (Level 1, 2 and 3). See Note 17 for a discussion of the fair value hierarchy.
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Fair values are determined as follows:

e  Equity securities are primarily based on valuations for identical instruments in active markets.

e Fixed income securities are primarily based upon models that take into consideration such market-based factors
as recent sales, risk-free yield curves and prices of similarly rated bonds.

e Real estate is stated at the fund's net asset value or at appraised value.

e  Cash, short-term instruments and other are based on the carrying amount, which approximated fair value, or at

the fund's net asset value.

The fair value of the pension and other postretirement benefit plan assets by category is summarized below:

(Millions of dollars)

U.S. Pension
Equity securities:
U.S. BOUILIES ..ot
NON-U.S. €QUILIES.....ocviviiiriiieieecc e

Fixed income securities:
U.S. corporate bonds..........cccoeeeeninencnieneieneee,
Non-U.S. corporate bonds..........ccccccvveereiencincne.
U.S. government bonds..........cccoeeverirenciiencienenne.
U.S. governmental agency mortgage-backed

SECUIMEIES 1ottt
Non-U.S. government bonds

REAI BSLALE ......vveiveecvecciee et

Cash, short-term instruments and other.....................
Total U.S. Pension assets..........cocvevereeieiesesesieseeeennns

U.S. Pension
Equity securities:
U.S. BOUILIES...cuverieiieiesiceiesiee e
NON-U.S. €QUILIES.....ocveviiirieicieecc e

Fixed income securities:
U.S. corporate bonds..........cccceeveerinenennnn
Non-U.S. corporate bonds
U.S. government bonds..........cccoeeverirenciienicienene.
U.S. governmental agency mortgage-backed
SECUIMEIES 1ottt
Non-U.S. government bonds..........c.ccevvverieinennann.

REAI BSLALE ......vveiveicvecciee et

Cash, short-term instruments and other.....................
Total U.S. pension assets..........cocveveveeieiesesesiereenennns

December 31, 2010

Total Assets,

Level 1 Level 2 Level 3 at Fair Value
$4,975 $1 $46 $5,022
2,884 — 4 2,888
— 1,412 38 1,450
— 92 1 93
— 299 5 304
_ 634 4 638
— 22 — 22
— — 10 10
70 263 — 333
$7,929 $2,723 $108 $10,760

December 31, 2009

Total Assets,

Level 1 Level 2 Level 3 at Fair Value
$4,634 $2 $17 $4,653
1,803 — 34 1,837
— 1,179 56 1,235
— 70 1 71
— 323 — 323
— 562 — 562
— 9 — 9
— — 10 10
113 216 — 329
$6,550 $2,361 $118 $9,029
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(Millions of dollars)

Non-U.S. Pension

Equity securities:
U.S. BOUILIES ..ot
Non-U.S. equities....
Global eQUItIEST ..........oveeeeveee e,

Fixed income securities:
U.S. corporate bonds..........ccccevevveeiineneieiee e
Non-U.S. corporate bonds...........ccoceeveercnene.
U.S. government bonds.........cccceeeveeieencnnnn
Non-U.S. government bonds
Global fixed income! ..........ccocovvvvvervcnreinnn,

REAI BSLALE .....eecvveiiii ettt

Other:

Non-U.S. Pension

Equity securities:
U.S. BOUILIES ..ot
Non-U.S. equities....
Global @QUItIEST ........e.oveeeeeeeeeeree e

Fixed income securities:
U.S. corporate bonds...........coceoeireiinennieiscnenens
Non-U.S. corporate bonds..........cccoeeeevereieiencneneens
U.S. government bonds
Non-U.S. government bonds...........ccooeevrvinncinnnnn.
Global fixed inCOME™ ...........coocoerveerreerrecree e,

REAI BSLALE .....veivveieciecre e

Other:

December 31, 2010

Total Assets,

Level 1 Level 2 Level 3 at Fair Value
$359 $— $— $359
916 90 1 1,007
153 37 — 190
— 18 2 20
— 374 5 379
— 5 — 5
— 163 1 164
— 374 — 374
— 89 90 179
59 3 — 62
2 104 35 141
$1,489 $1,257 $134 $2,880

December 31, 2009

Total Assets,

Level 1 Level 2 Level 3 at Fair Value
$330 $— $— $330
863 84 5 952
144 14 — 158
— 22 1 23
— 355 11 366
— 1 — 1
— 156 2 158
— 361 — 361
— 80 71 151
104 4 — 108
3 135 51 189
$1,444 $1,212 $141 $2,797

! Includes funds that invest in both U.S. and non-U.S. securities.
2 Includes funds that invest in multiple asset classes, hedge funds and other.
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(Millions of dollars)

Other Postretirement Benefits
Equity securities:
U.S. BQUILIES. ..t
NON-U.S. @QUITIES....c.eiurieiriiiiicieeec e

Fixed income securities:
U.S. corporate bonds.........ccccevevvereiisienevienieieennn,
Non-U.S. corporate bonds
U.S. government bonds..........ccccvvvvvinenciienniennne,
U.S. governmental agency mortgage-backed

SECUIEIES .ttt
Non-U.S. government bonds

Cash, short-term instruments and other.....................
Total other postretirement benefit assets............cc........

Other Postretirement Benefits
Equity securities:
U.S. BQUILIES. ..t
NON-U.S. €QUITIES.....eiveeiriiieeieeeccese e

Fixed income securities:
U.S. corporate bonds.........ccccevvevvereeisiesenenieiesnnn
Non-U.S. corporate bonds...........cccecvverireneiencne.
U.S. government bonds.........cccccevverirencrieneiennne.
U.S. governmental agency mortgage-backed

SECUIMEIES 1ottt
Non-U.S. government bonds

Cash, short-term instruments and other.....................
Total other postretirement benefit assets............c.........

December 31, 2010

Total Assets,

Level 1 Level 2 Level 3 at Fair Value
$512 $— $— $512
289 — — 289
— 79 — 79
— 6 — 6
— 14 — 14
— 43 — 43
— 1 1
19 33 — 52
$820 $176 $— $996

December 31, 2009

Total Assets,

Level 1 Level 2 Level 3 at Fair Value
$531 $— $— $531
273 6 — 279
— 95 — 95
— 8 — 8
— 24 — 24
— 54 — 54
— 1 1
19 52 — 71
$823 $240 $— $1,063

Below are roll-forwards of assets measured at fair value using Level 3 inputs for the years ended December 31, 2010 and
2009. These instruments were valued using pricing models that, in management's judgment, reflect the assumptions a

marketplace participant would use.
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(Millions of dollars) Equities Fixed Income Real Estate Other
U.S. Pension

Balance at December 31, 2008 $16 $73 $9 $—
Unrealized gains (10SS€S) .....coevvevreiiieneriaieenins 3 34 1 —
Realized gains (I0SSES) .......ccveviireieriirieieiaeieniens — ) —

Purchases, issuances and settlements...............c...... 31 (12) —
Transfers in and/or out of Level 3 1 (36) — —

Balance at December 31, 2009.........cccceevene.. $51 $57 $10 $—
Unrealized gains (10SSeS).........ccceee.. 11 1 — —
Realized gains (10SS€S)........ccocererverereruene. 1) 3 —

Purchases, issuances and settlements................... 32 9) —
Transfers in and/or out of Level 3..........c.ccoouee.... (43) (4) — —

Balance at December 31, 2010........cccocovevereeerrnnn. $50 $48 $10 $—

Non-U.S. Pension

Balance at December 31, 2008..........ccocoeevevveevcereenen. $— $5 $61 $67
Unrealized gains (10SS€S) .....ccoceververieerncnne. 2 1 10 63
Realized gains (10SS€S).......covvvrvevrierennan — — — (41)
Purchases, issuances and settlements 3 6 — (38)
Transfers in and/or out of Level 3........... — 2 — —

Balance at December 31, 2009..........ccocevevveeieiiereinnene $5 $14 $71 $51
Unrealized gains (10SSeS)........cocevvrerireneiininennens 1) — 7 1
Realized gains (losses) 1 — — 5
Purchases, issuances and settlements 2 ?3) 12 (22)
Transfers in and/or out of Level 3.............c..c........ (2) 3) — —

Balance at December 31, 2010.........c.cccooeererrrrennn. $1 $8 $90 $35

Equity securities within plan assets include Caterpillar Inc. common stock in the amounts of:

Other Postretirement

U.S. Pension Benefits® Non-U.S. Pension Benefits Benefits
(Millions of dollars) 2010 2009° 2008 2010 2009 2008 2010 2009 2008
Caterpillar Inc. common stock .................. $779 $1,016 $11 $2 $1 $1 $3 $1 $2

1 Amounts represent 7% of total plan assets for 2010, 11% for 2009 and less than 1% of total plan assets for 2008.
% Includes $650 million of Caterpillar stock contributed to U.S. pension plans in 2009.
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C. Funded status

The funded status of the plans, reconciled to the amount reported on Statement 2, is as follows:

U.S. Pension Benefits Non-U.S. Pension Benefits ~ Other Postretirement Benefits
(Millions of dollars) 2010 2009 2008 2010 2009 2008 2010 2009 2008
End of Year
Fair value of plan assets.................... $10,760 $9,029  $6,745 $2,880 $2,797  $2,175 $996  $1,063  $1,042
Benefit obligations .........ccccovevvveveveee. 13,024 12,064 11,493 3,867 3,542 3,219 5,184 4,537 5,017
Over (under) funded status
recognized in financial position ........ $(2,264) $(3,035) $(4,748) _ $(987) _ $(745) $(1.044) $(4,188) $(3,474) $(3,975)
Components of net amount
recognized in financial position:
Other assets (non-current asset) ........ $— $— $— $4 $22 $— $— $— $—
Accrued wages, salaries and
employee benefits (current liability) . (18) (17) (14) (18) (18) (2) (172) (113) (29)
Liability for postemployment benefits
(non-current liability) .........c.cccooevnee. (2,246) (3,018) (4,734 (973) (749) (1,042) (4,017) (3,361) (3,946)
Net liability recognized..................... $(2,264) $(3,035) $(4,748) _ $(987) _ $(745) $(1,044) $(4,188) $(3.474) $(3,975)
Amounts recognized in
Accumulated other comprehensive
income (pre-tax) consist of:
Net actuarial loss (gain)..........c.c...... $4,795  $5,132  $6,419 $1,273 $1,200 $1,319  $1,195 $659 $881
Prior service cost (credit) ..........cce.... 83 132 170 43 8 13 (122) a77) 320
Transition obligation (asset).............. — — — — — — 7 9 10
TOAL oo, $4,878 $5,264 $6,589 $1316 $1,208 $1,332  $1,080 $491  $1,211

The estimated amounts that will be amortized from Accumulated other comprehensive income (loss) at December 31,
2010 into net periodic benefit cost (pre-tax) in 2011 are as follows:

Other
U.S. Pension Non-U.S. Postretirement

(Millions of dollars) Benefits Pension Benefits Benefits
ACtUArial 10SS (JAIN) ...veiveieiieieieiiee et $451 $71 $108
Prior Service COSt (Credit) .......oviriiriieiireree s 20 3 (55)
Transition obligation (ASSEL).........ccvevriririere e — — 2
TOTAL .. $471 $74 $55
The following amounts relate to our pension plans with projected benefit obligations in excess of plan assets:

U.S. Pension Benefits at Year-end Non-U.S. Pension Benefits at Year-end
(Millions of dollars) 2010 2009 2008 2010 2009 2008
Projected benefit obligation.............cccccoovneee. $(13,024)  $(12,064) $(11,493) $(3,846) $(3,350) $(3,194)
Accumulated benefit obligation ..................... $(12,558)  $(11,357) $(10,681) $(3,485) $(2,933) $(2,917)
Fair value of plan assets............c..c.cccocernnnen. $10,760 $9,029 $6,745 $2,855 $2,584 $2,151

The following amounts relate to our pension plans with accumulated benefit obligations in excess of plan assets:

U.S. Pension Benefits at Year-end Non-U.S. Pension Benefits at Year-end
(Millions of dollars) 2010 2009 2008 2010 2009 2008
Projected benefit obligation..........c.ccovvvccieenes $(13,024)  $(12,064) $(11,493) $(3,452) $(1,594) $(3,040)
Accumulated benefit obligation .............ccoc.... $(12,558)  $(11,357) $(10,681) $(3,179) $(1,503) $(2,796)
Fair value of plan assets ............cc.ccccevveeviieiiennnn, $10,760 $9,029 $6,745 $2,514 $1,145 $2,022

The accumulated postretirement benefit obligation exceeds plan assets for all of our other postretirement benefit plans.
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D. Expected cash flow

Information about the expected cash flow for the pension and other postretirement benefit plans is as follows:

Non-U.S. Other
U.S. Pension Pension Postretirement

(Millions of dollars) Benefits Benefits Benefits
Employer contributions:

2011 (EXPECLEA) ... $790 $210 $180
Expected benefit payments:

2011 e $820 $180 $380

2002 e 830 230 390

2013 e 840 230 400

20014 o 860 240 410

2015 e 870 250 410

2016-2020......c0eueeiieieieieie et 4,480 1,210 2,110

TOLAL et $8,700 $2,340 $4,100

The above table reflects the total employer contributions and benefits expected to be paid from the plan or from company
assets and does not include the participants' share of the cost. The expected benefit payments for our other postretirement
benefits include payments for prescription drug benefits. Medicare Part D subsidy amounts expected to be received by
the company which will offset other postretirement benefit payments are as follows:

(Millions of dollars) 2011 2012 2013 2014 2015 2016-2020 Total

Other postretirement benefits..................... $15 $20 $20 $20 $25 $130 $230
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E. Net periodic cost

Other Postretirement

U.S. Pension Benefits Non-U.S. Pension Benefits Benefits
(Millions of dollars) 2010 2009 2008 2010 2009 2008 2010 2009 2008
Components of net periodic benefit
cost:

Service cost $210 $176 $199 $92 $86 $92 $68 $70 $87

Interest cost 652 688 629 162 146 156 245 280 307
Expected return on plan assets......... (773) 777) (882) (192) (181) (201) (93) (111) (138)
Curtailments, settlements and special
termination benefits’................... 28 133 — 22 36 1 — 56 —
Amortization of:
Transition obligation (asset)............ — — — — — 1 2 2 2
Prior service cost (credit)?............... 25 29 32 1 1 3 (55) (40)  (35)
Net actuarial loss (gain) .................. 385 248 134 65 35 36 33 20 64
Total cost included in operating profit $527 $497 $112 $150 $123 $88 $200 $277  $287
Other changes in plan assets and benefit
obligations recognized in other
comprehensive income (pre-tax):
Effect of eliminating early measurement
date® .oooeece e N/A N/A  $(14) N/A N/A $(9) N/A N/A  $(3)
Current year actuarial loss (gain) .... $47  $(1,037) 4,401 $136  $(88) 696 $570  $(200) 172
Amortization of actuarial (loss) gain.... (385) (248) (134) (62) (32) (36) (33) (20) (64)
Current year prior service cost
(Credit)...ccccccc (24) (10) 16 35 (2) 1 — (537) (3)
Amortization of prior service (cost)
Credit ..o (25) (29) (32) (1) (1) (3) 55 40 35
Amortization of transition (obligation)
ASSEL v — — — — — (1) (2) (2) (2)
Total recognized in other comprehensive
INCOME .. (387)  (1,324) 4,237 108 (123) 648 590 (719) 135
Total recognized in net periodic cost and
other comprehensive income ....... $140 $(827) $4,349 $258 $— $736 $790  $(442) $422
Weighted-average assumptions used to
determine net cost:
Discount rate ...........coeveerrrinenisienenes 5.4% 6.3% 58%  4.8% 4.7% 53% 5.6% 6.3% 5.8%
Expected return on plan assets*....... 8.5% 8.5% 9.0% 7.0% 6.6% 76% 85% 8.5% 9.0%
Rate of compensation increase........ 4.5% 4.5% 45% 4.2% 3.8% 4.0% 4.4% 44% 4.4%

12010 and 2009 curtailments, settlements and special termination benefits were recognized in Other operating (income) expenses in
Statement 1.

2 Prior service costs for both pension and other postretirement benefits are generally amortized using the straight-line method over the
average remaining service period to the full retirement eligibility date of employees expected to receive benefits from the plan
amendment. For other postretirement benefit plans in which all or almost all of the plan's participants are fully eligible for benefits under
the plan, prior service costs are amortized using the straight-line method over the remaining life expectancy of those participants.

3 Amortization during the period from the early measurement date to December 31, 2007.

* The weighted-average rates for 2011 are 8.5% and 7.1% for U.S. and non-U.S. plans, respectively.
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The assumed discount rate is used to discount future benefit obligations back to today's dollars. The U.S. discount rate is
based on a benefit cash flow-matching approach and represents the rate at which our benefit obligations could effectively
be settled as of our measurement date, December 31. The benefit cash flow-matching approach involves analyzing
Caterpillar's projected cash flows against a high quality bond yield curve, calculated using a wide population of
corporate Aa bonds available on the measurement date. The very highest and lowest yielding bonds (top and bottom
10%) are excluded from the analysis. A similar process is used to determine the assumed discount rate for our most
significant non-U.S. plans. This rate is sensitive to changes in interest rates. A decrease in the discount rate would
increase our obligation and future expense.

Our U.S. expected long-term rate of return on plan assets is based on our estimate of long-term passive returns for
equities and fixed income securities weighted by the allocation of our pension assets. Based on historical performance,
we increase the passive returns due to our active management of the plan assets. To arrive at our expected long-term
return, the amount added for active management was 1% for 2010, 2009 and 2008. A similar process is used to
determine this rate for our non-U.S. plans.

The assumed health care trend rate represents the rate at which health care costs are assumed to increase. To calculate the
2010 benefit expense, we assumed a weighted-average increase of 7.0% for 2010. We expect a weighted-average
increase of 7.9% during 2011. The 2011 rates are assumed to decrease gradually to the ultimate health care trend rate of
5.0% in 2019. This rate represents 3.0% general inflation plus 2.0% additional health care inflation.

Other postemployment benefit plans

We offer long-term disability benefits, continued health care for disabled employees, survivor income benefit insurance
and supplemental unemployment benefits to substantially all eligible U.S. employees.

Defined contribution plans

We have both U.S. and non-U.S. employee defined contribution plans to help employees save for retirement. Our U.S.
401(k) plan allows eligible employees to contribute a portion of their salary to the plan on a tax-deferred basis, and we
provide a matching contribution equal to 100% of employee contributions to the plan up to 6% of their compensation.
Various other U.S. and non-U.S. defined contribution plans allow eligible employees to contribute a portion of their
salary to the plans, and in some cases, we provide a matching contribution to the funds.

Beginning January 1, 2011, matching contributions to our U.S. 401(k) plan will change for certain employees that are
still accruing benefits under a defined benefit pension plan. Matching contributions will be equal to 50% of employee
contributions to the plan up to 6% of their compensation. For employees whose defined benefit pension accruals were
frozen as of December 31, 2010, we will begin providing a new annual employer contribution in 2011.

From June 2009 to October 2010, we funded our employer matching contribution for certain U.S. defined contribution
plans in Caterpillar stock, held as treasury stock. In 2010 and 2009, we made $94 million (1.5 million shares) and $68
million (1.4 million shares) of matching contributions in Caterpillar stock, respectively.

Total company costs related to U.S. and non-U.S. defined contribution plans were as follows:

(Millions of dollars) 2010 2009 2008

ULS. PIANS ..ttt e ene $231 $206 $107

NON=U.S. PIANS ...ttt 39 29 34
$270 $235 $141
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H. Summary of long-term liability:

December 31,

(Millions of dollars) 2010 2009 2008
Pensions:
ULS. PENSIONS ...ttt sttt ettt sttt s be b et et a et s besbe st b e e eneeraare s $2,246 $3,018 $4,734
NON-U.S. PENSIONS ...evteeeiieieeieresee e seete st siesesestee e sesseseese e sseseseesesessesessenes 973 749 1,042
LI L o T=T 4T o] o OO UR USRS 3,219 3,767 5,776
Postretirement benefits other than PenSioNS ... 4,017 3,361 3,946
Other postemployment BENETItS.........coviviiiiiiiiiec e 69 63 73
Defined CONEIDULION .....c.coiiiieiiiecccece e 279 229 180
$7,584 $7,420 $9,975
13. Short-term borrowings
December 31,
(Millions of dollars) 2010 2009 2008
Machinery and Power Systems:
Notes payable t0 DANKS ........ccooiiiiiiie e $204 $260 $668
Commercial paper — 173 964
204 433 1,632
Financial Products:
Notes payable t0 DANKS ........ccveieiiiiiiccc e 479 793 817
COMMEICIAL PAPET ......eeieete ettt ettt sne e 2,710 2,162 4,217
DEMANG NOLES ...ttt bbbttt bbb es 663 695 543
3,852 3,650 5,577
Total ShOMt-tErM BOMTOWINGS. ......veeeeeeeeeeee ettt $4,056 $4,083 $7,209
The weighted-average interest rates on short-term borrowings outstanding were:
December 31,
2010 2009 2008
Notes payable t0 DANKS..........cooiiiiiee e 4.1% 4.6% 5.5%
COMMETCIAL PAPET ...ttt ettt st b e naereabeneas 1.5% 1.2% 2.0%
[T g oo 0] (=TSSR 1.1% 2.0% 3.6%

Please refer to Note 17 and Table I11 for fair value information on short-term borrowings.
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14. Long-term debt

December 31,

(Millions of dollars) 2010 2009 2008

Machinery and Power Systems:

NOtES—6.550%0 QUE 2011 ....ocviieiiiiceiecei ettt ettt sre e s beeeesresressbesreesee e $— $251 $250
NOtES—5.700% AUE 2016 .....cviiviiriirieire ittt sre et sre e b sbe e sbeernesbesneesre e 512 515 517
Debentures—9.375% dUE 2011 .......ccooocriiiieeceie ettt — 123 123
Debentures—7.000% dUE 2013 .......cvoiviiiiiieieeeeire et re e sbe e et sbe e e e 350 350 350
Debentures—7.900% dUE 2018 ..........oocviiiiieieie ettt et 899 899 898
Debentures—9.375% dUE 2021 .......ccveiveireiieireeeeire e sre et re e ra b e ns 120 120 120
Debentures—8.000% dUE 2023 ..........cooiiiieeieieere ettt ettt re e 82 82 82
Debentures——6.625% dUE 2028 ..........cceiveeieiriiieiire ettt se e 299 299 299
Debentures—7.300% dUE 2031 .......ccoeocriiiieeieie ettt et re e 349 349 349
Debentures—5.300% due 2035 L..........ooiveieeseeeniesieesee s 205 204 203
Debentures—=6.050%0 AUE 2036 ..........cocveieeeeirieiieectee et ere et e et re e sre e ereeere e 748 748 748
Debentures—=8.250% dUE 2038 ..........coveiveiieiriiiiireiieite et sre e sre e nbe e ns 248 248 248
Debentures—=06.950%0 AUE 2042 ..........coouvieieeceie ettt 249 249 249
Debentures—7.375% dUE 2097 .......ccveiiireiiieireeeecre et 297 297 297
Capital 16ase ODIGALIONS ........ceiiiiiiiee e 81 211 293
(@1 1 =1 SR 66 707 710
Total Machinery and POWET SYSIEMS .........cviiiiiirieiiieisese s 4,505 5,652 5,736
Financial Products:
(070] 0] 00 TeT (o T L =T o =] PSSRSO — 71 1,500
IMEATUMTEITN NOTES ...ttt ettt ettt ettt es et ea et et eae et e et e s et ee et et ete st etetereseeeann 14,993 15,363 15,073
OO oo et e e e e e et e e e e et e e et ea e e e i e e e e e e aaaeaaan 939 761 525
Total FINANCIAI PrOUUCES.......cvceeicviiie ittt sttt st esbe e saesbeesbesnaesre e 15,932 16,195 17,098
Total long-term debt dUe after ONE VAN ...........cvieeeeeeieeeeesee e seeen $20,437 $21,847 $22,834

! Debentures due in 2035 have a face value of $307 million and an effective yield to maturity of 8.55%.

All outstanding notes and debentures are unsecured.

On December 3, 2008, Caterpillar issued $350 million of 7.00% debentures due in 2013, $900 million of 7.90%
debentures due in 2018 and $250 million of 8.25% debentures due in 2038.

We may redeem the 6.55% and 5.70% notes and the 6.625%, 7.30%, 5.30%, 6.05%, 6.95% and 7.375% debentures in
whole or in part at our option at any time at a redemption price equal to the greater of 100% of the principal amount of
the debentures to be redeemed or the sum of the present value of the remaining scheduled payments. The terms of other
notes and debentures do not specify a redemption option prior to maturity.

Based on Cat Financial's medium-term note issuances subsequent to year-end, $71 million and $1,500 million of
Financial Products' commercial paper outstanding at December 31, 2009 and 2008, respectively, was classified as long-
term debt due after one year. Medium-term notes are offered by prospectus and are issued through agents at fixed and
floating rates. These notes have a weighted average interest rate of 4.6% with remaining maturities up to 18 years at
December 31, 2010.

The aggregate amounts of maturities of long-term debt during each of the years 2011 through 2015, including amounts
due within one year and classified as current, are:

December 31,

(Millions of dollars) 2011 2012 2013 2014 2015

Machinery and Power Systems .............c.ccc....... $495 $81 $366 $8 $5

Financial Products.........c.coceoverineieinenncinenen 3,430 4,825 4,243 2,015 887
$3,925 $4,906 $4,609 $2,023 $892

The above table includes $684 million of medium-term notes that can be called at par.
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15.

Interest paid on short-term and long-term borrowings for 2010, 2009 and 2008 was $1,247 million, $1,411 million and

$1,451 million, respectively.

Please refer to Note 17 and Table 111 for fair value information on long-term debt.

Credit commitments

December 31, 2010

Machinery and Financial
(Millions of dollars) Consolidated Power Systems Products
Credit lines available:
Global credit faCilitieS.........cvvvivviiiiiiiece e $7,230 $1,500 $5,730
Other eXEINA ..o e 4,658 853 3,805
Total credit lines available ............ocovviiiiiiiic e 11,888 2,353 9,535
Less: Global credit facilities supporting commercial paper............cc.ccccvnee. (2,710) — (2,710)
Less: Utilized Credit .........ocoeiiiviiiccecceeese e (2,217) (135) (2,082)
AVAIADIE CrETit........voveeeeee et $6,961 $2,218 $4,743

We have three global credit facilities with a syndicate of banks totaling $7.23 billion (Credit Facility) available in the
aggregate to both Caterpillar and Cat Financial to support their commercial paper programs in the event those programs
become unavailable and for general liquidity purposes. Based on management's allocation decision, which can be
revised from time to time, the portion of the Credit Facility available to Cat Financial as of December 31, 2010 was
$5.73 billion.

= The 364-day facility of $3.52 billion expires in September 2011.
= The five-year facility of $1.62 billion expires in September 2012.
= The four-year facility of $2.09 billion expires in September 2014.

Other consolidated credit lines with banks as of December 31, 2010 totaled $4.66 billion. These committed and
uncommitted credit lines, which may be eligible for renewal at various future dates or have no specified expiration date,
are used primarily by our subsidiaries for local funding requirements. Caterpillar or Cat Financial may guarantee
subsidiary borrowings under these lines.

At December 31, 2010, Caterpillar's consolidated net worth was $15.56 billion, which was above the $9.00 billion
required under the Credit Facility. The consolidated net worth is defined as the consolidated stockholder's equity
including preferred stock but excluding the pension and other postretirement benefits balance within Accumulated other
comprehensive income (loss).

At December 31, 2010, Cat Financial's covenant interest coverage ratio was 1.34 to 1. This is above the 1.15 to 1
minimum ratio of (1) profit excluding income taxes, interest expense and net gain/(loss) from interest rate derivatives to
(2) interest expense calculated at the end of each calendar quarter for the rolling four quarter period then most recently
ended.

In addition, at December 31, 2010, Cat Financial's covenant leverage ratio was 7.02 to 1. This is below the maximum
ratio of debt to net worth of 10 to 1, calculated (1) on a monthly basis as the average of the leverage ratios determined on
the last day of each of the six preceding calendar months and (2) at each December 31 required by the Credit Facility.

In the event Caterpillar or Cat Financial does not meet one or more of their respective financial covenants under the
Credit Facility in the future (and are unable to obtain a consent or waiver), the bank group may terminate the
commitments allocated to the party that does not meet its covenants. Additionally, in such event, certain of Cat
Financial's other lenders under other loan agreements where similar financial covenants or cross default provisions are
applicable, may, at their election, choose to pursue remedies under those loan agreements, including accelerating the
repayment of outstanding borrowings. At December 31, 2010, there were no borrowings under the Credit Facility.

On November 14, 2010, Caterpillar entered into a bridge facility commitment letter related to the planned acquisition of
Bucyrus International, Inc. The commitment letter provided for an aggregate principal amount of $8.6 billion under a
one-year unsecured term loan credit facility (Bridge Facility). On December 3, 2010, Caterpillar entered into a Bridge
Loan Agreement that contains the negotiated terms and conditions originally contemplated in the commitment letter.
The principal amount available to Caterpillar under the Bridge Loan Agreement is not included in the credit
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17.

commitments table shown above. Caterpillar paid certain customary fees and expenses in connection with the Bridge
Facility, and pays certain customary fees and expenses in connection with the Bridge Loan Agreement. In 2010,
Caterpillar paid $46 million in fees related to the Bridge Facility and the Bridge Loan Agreement. We estimate
payments of approximately $20 million in additional fees related to the Bridge Loan Agreement in 2011. These fees will
be amortized over the term of the Bridge Loan Agreement. At December 31, 2010, there were no borrowings under the

Bridge Loan Agreement.

Profit per share

Computations of profit per share:

(Dollars in millions except per share data) 2010 2009 2008
Profit fOr the PEFiO (A) L....mvieeceeeeeeece st ns st eneaes $2,700 $895 $3,557
Determination of shares (in millions):

Weighted average number of common shares outstanding (B).........cccccvvevenerniniencnns 631.5 615.2 610.5

Shares issuable on exercise of stock awards, net of shares assumed

to be purchased out of proceeds at average market price.........ccooeoevvenenenciciencnienn 18.9 10.8 174

Average common shares outstanding for fully diluted computation (C).........c.cccvevenne 650.4 626.0 627.9
Profit per share of common stock:

ASSUMING NO AHULION (A/B) ...ttt $4.28 $1.45 $5.83

Assuming full dilUtION (AVC) ...t $4.15 $1.43 $5.66
Shares outstanding as of December 31 (in MIllIONS) ........ccociiriiiiiiice e 638.8 624.7 601.5

1 Profit attributable to common stockholders.

SARs and stock options to purchase 5,228,763, 18,577,553 and 5,468,512 common shares were outstanding in 2010,
2009 and 2008, respectively, but were not included in the computation of diluted earnings per share because the effect
would have been antidilutive.

Fair value disclosures
Fair value measurements

The guidance on fair value measurements defines fair value as the exchange price that would be received for an asset or
paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants. This guidance also specifies a fair value hierarchy based upon the
observability of inputs used in valuation techniques. Observable inputs (highest level) reflect market data obtained from
independent sources, while unobservable inputs (lowest level) reflect internally developed market assumptions. In
accordance with this guidance, fair value measurements are classified under the following hierarchy:

= Level 1 - Quoted prices for identical instruments in active markets.

= Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments
in markets that are not active; and model-derived valuations in which all significant inputs or significant value-
drivers are observable in active markets.

= Level 3 — Model-derived valuations in which one or more significant inputs or significant value-drivers are
unobservable.

When available, we use quoted market prices to determine fair value, and we classify such measurements within Level
1. In some cases where market prices are not available, we make use of observable market based inputs to calculate fair
value, in which case the measurements are classified within Level 2. If quoted or observable market prices are not
available, fair value is based upon internally developed models that use, where possible, current market-based parameters
such as interest rates, yield curves and currency rates. These measurements are classified within Level 3.

Fair value measurements are classified according to the lowest level input or value-driver that is significant to the

valuation. A measurement may therefore be classified within Level 3 even though there may be significant inputs that
are readily observable.
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The guidance on fair value measurements expanded the definition of fair value to include the consideration of
nonperformance risk. Nonperformance risk refers to the risk that an obligation (either by a counterparty or Caterpillar)
will not be fulfilled. For our financial assets traded in an active market (Level 1 and certain Level 2), the
nonperformance risk is included in the market price. For certain other financial assets and liabilities (Level 2 and 3), our
fair value calculations have been adjusted accordingly.

Available-for-sale securities

Our available-for-sale securities, primarily at Cat Insurance, include a mix of equity and debt instruments (see Note 11
for additional information). Fair values for our U.S. treasury bonds and equity securities are based upon valuations for
identical instruments in active markets. Fair values for other government bonds, corporate bonds and mortgage-backed
debt securities are based upon models that take into consideration such market-based factors as recent sales, risk-free
yield curves and prices of similarly rated bonds.

Derivative financial instruments

The fair value of interest rate swap derivatives is primarily based on models that utilize the appropriate market-based
forward swap curves and zero-coupon interest rates to determine discounted cash flows. The fair value of foreign
currency and commodity forward and option contracts is based on a valuation model that discounts cash flows resulting
from the differential between the contract price and the market-based forward rate.

Securitized retained interests

The fair value of securitized retained interests is based upon a valuation model that calculates the present value of future
expected cash flows using key assumptions for credit losses, prepayment rates and discount rates. These assumptions are
based on our historical experience, market trends and anticipated performance relative to the particular assets securitized.

Guarantees

The fair value of guarantees is based upon the premium we would require to issue the same guarantee in a stand-alone
arms-length transaction with an unrelated party. If quoted or observable market prices are not available, fair value is
based upon internally developed models that utilize current market-based assumptions.

Assets and liabilities measured at fair value, primarily related to Financial Products, included in Statement 2 as of
December 31, 2010, 2009 and 2008 are summarized below:

(Millions of dollars) December 31, 2010
Total
Assets / Liabilities,
Level 1 Level 2 Level 3 at Fair Value
Assets
Auvailable-for-sale securities
Government debt
U.S. treasury BoNnds........c.cooeoeirieninineineescseseene $12 $— $— $12
Other U.S. and non-U.S. government bonds................ — 77 — 77
Corporate bonds
Corporate DONGS........ccevviiririieieee e — 511 — 511
Asset-backed SECUNTIES. ........ccoereeriiiriceee — 136 — 136
Mortgage-backed debt securities
U.S. governmental agency mortgage-backed securities — 273 — 273
Residential mortgage-backed securities................cc..... — 40 — 40
Commercial mortgage-backed securities..........c.ccco.... — 168 — 168
Equity securities
Large capitalization value..............ccocooevineiniinennne 122 — — 122
Smaller company growth ........c.ccoceeeiiiieneicinciene 31 — — 31
Total available-for-sale SECUNItIES ........cccceveveveeviiiiiieiieas 165 1,205 — 1,370
Derivative financial instruments, Net..........ccoovveieinienns — 267 — 267
TOLAl ASSELS.....oovorveieeresieeseeseeseeeeeseeeeesaes st eseenen $165 $1,472 $— $1,637
Liabilities
GUATANEEES w..vvveeeceeeseiei et $— $— $10 $10
Total LIabilities .......c.vvrvierereiereceeseeeeeeeeeeeesieseessessessenienen $— $— $10 $10
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(Millions of dollars) December 31, 2009

Total
Assets / Liabilities,
Level 1 Level 2 Level 3 at Fair Value
Assets
Available-for-sale securities
Government debt
U.S. treasury bonds..........cccevveriieniieneieiee s $14 $— $— $14
Other U.S. and non-U.S. government bonds................ — 65 — 65
Corporate bonds
Corporate BONS........cccoviiveieieriei e — 475 — 475
Asset-backed SECUMLIES........cceevveeiieiieccreecee e — 134 — 134
Mortgage-backed debt securities
U.S. governmental agency mortgage-backed securities — 308 — 308
Residential mortgage-backed securities................cc..... — 51 — 51
Commercial mortgage-backed securities..................... — 162 — 162
Equity securities
Large capitalization value............c.ccocooeninnininiiennne 89 — — 89
Smaller company growth ..........ccoceceeereereseinreenenenens 24 — — 24
Total available-for-sale SECUNItIES ........couvevvvevieicieeiieiieens 127 1,195 — 1,322
Derivative financial instruments, Net.........ccocevviieevcieeenns — 236 — 236
Securitized retained INtErestsS.........ccooeveeveeeiieeve s — — 102 102
TOAl ASSELS. ...t ee et e e st et e e s $127 $1,431 $102 $1,660
Liabilities
(U T T 11 ==L T $— $— $17 $17
Total Liabilities........co.ovveveeeseeeeeeeesssese s $— $— $17 $17
(Millions of dollars) December 31, 2008
Total
Assets / Liabilities,
Level 1 Level 2 Level 3 at Fair Value
Assets
Available-for-sale SECUrIties.........occveveeveeeieeeeeeeee e $140 $992 $— $1,132
Derivative financial instruments, Net.........c.ccoeeevviveernennenn — 625 — 625
Securitized retained INTEreStS.........ovvvvvvveveeee i — — 52 52
TOAl ASSELS. ...ttt eeee et e ettt er e e enens $140 $1,617 $52 $1,809
Liabilities
GUAIANTEES ...ttt ettt s s st ee s s e $— $— $14 $14
Total Liabilities........co.ovveeverereeeeseeesseeeeeseees s $— $— $14 $14

Below are roll-forwards of assets and liabilities measured at fair value using Level 3 inputs for the years ended
December 31, 2010, 2009 and 2008. These instruments, primarily related to Cat Financial, were valued using pricing
models that, in management's judgment, reflect the assumptions a marketplace participant would use.
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Securitized

Retained
(Millions of dollars) Interests Guarantees
Balance at DeceMBEr 31, 2007 .......ccouviiieieieeie ettt eee ettt srae et see e sreesre e $49 $12
Gains or losses included in earnings (realized and unrealized) ...........ccccovveiniienne. (21)
Changes in Accumulated other comprehensive income (10SS) ........ccocorvereieiercrienn (13) —
Purchases, issuances and SEttIEMENTS ........c.ccvviieieieece e 37 (5)
Balance at DecembEr 31, 2008.........c.ccoiiiiieeie et cee ettt sae et ans $52 $14
Gains or losses included in earnings (realized and unrealized) ...........ccccovveiriienne. (31)
Changes in Accumulated other comprehensive income (10SS) ........ccooorererieiercreenn 6
Purchases, issuances and SEtIEMENTS ........vvieveeeee et e et seees 75
Balance at DecembEr 31, 2009..........ui i ee st eee ettt ae e e e e e e $102 $17
Adjustment to adopt accounting for variable-interest entities...........ccccoevevveiriienienn. (102) —
Valuation adjuStMENT ..o s — (6)
ISSUBNCE OF GUATANTEES .......cvviiiriiciciiee e —
EXPiration Of QUAIANTEES .........c.eviveererieieeesiee et et seene s — (8)
Balance at DeCemMBEr 31, 2010 ......oeeeeieeeeeeeeeeeeee et et e et et e eeteee e et et e ettt eeane $— $10

The amount of unrealized losses on securitized retained interests recognized in earnings for the years ended December
31, 2009 and 2008 related to assets still held at December 31, 2009 and 2008 were $28 million and $23 million,
respectively. These losses were reported in Revenues of Financial Products in Statement 1. There were no unrealized
losses on guarantees recognized in earnings for the years ended December 31, 2010 or 2009 related to liabilities still held
at December 31, 2010 or 2009, respectively. The amount of unrealized losses on guarantees recognized in earnings for
the year ended December 31, 2008 related to liabilities still held at December 31, 2008 were $8 million. These losses
were reported in Selling, general and administrative expenses in Statement 1.

In addition to the amounts above, we had impaired loans of $171 million, $208 million and $108 million for the years
ended December 31, 2010, 2009 and 2008, respectively. A loan is considered impaired when management determines
that collection of contractual amounts due is not probable. In these cases, an allowance for loan losses is established
based primarily on the fair value of associated collateral. As the collateral's fair value is based on observable market
prices and/or current appraised values, the impaired loans are classified as Level 2 measurements.

Fair values of financial instruments
In addition to the methods and assumptions we use to record the fair value of financial instruments as discussed in the
Fair value measurements section above, we used the following methods and assumptions to estimate the fair value of our

financial instruments.

Cash and short-term investments
Carrying amount approximated fair value.

Restricted cash and short-term investments
Carrying amount approximated fair value. Restricted cash and short-term investments are included in Prepaid expenses
and other current assets in Statement 2.

Finance receivables
Fair value was estimated by discounting the future cash flows using current rates, representative of receivables with
similar remaining maturities.

Wholesale inventory receivables
Fair value was estimated by discounting the future cash flows using current rates, representative of receivables with
similar remaining maturities.

Short-term borrowings
Carrying amount approximated fair value.
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Long-term debt
Fair value for Machinery and Power Systems and Financial Products fixed rate debt was estimated based on quoted

market prices. For Financial Products, floating rate notes and commercial paper carrying amounts approximated fair
value. For deposit obligations, carrying value approximated fair value.

Please refer to the table below for the fair values of our financial instruments.

TABLE lll—Fair Values of Financial Instruments
2010 2009 2008
Carrying Fair Carrying Fair Carrying Fair
(Millions of dollars) Amount Value Amount Value Amount Value  Reference
Assets at December 31,
Cash and short-term investments ..... $3,592 $3,592 $4,867 $4,867 $2,736 $2,736 Statement 2
Restricted cash and short-term
INVESIMENTS ... 91 91 37 37 12 12 Statement 2
Available-for-sale securities............. 1,370 1,370 1,322 1,322 1,132 1,132 Notes 11 & 18
Finance receivables—net
(excluding finance leases’)............ 12,568 12,480 13,077 13,234 14,367 13,483 Note 6
Wholesale inventory receivables—net
(excluding finance leasesY)............ 1,062 1,017 660 646 1,232 1,154 Note 6
Foreign currency contracts—net...... 63 63 192 192 254 254 Notes 3 & 18
Interest rate swaps—net.................. 187 187 34 34 371 371 Note 3
Commodity contracts—net .............. 17 17 10 10 — — Note 3
Securitized retained interests............ — — 102 102 52 52 Notes 6

Liabilities at December 31,
Short-term borrowings...........c..c....... 4,056 4,056 4,083 4,083 7,209 7,209 Note 13
Long-term debt (including amounts
due within one year):

Machinery and Power Systems....... 5,000 5,968 5,954 6,674 6,192 6,290 Note 14
Financial Products.............ccccuenu.ne. 19,362 20,364 21,594 22,367 22,134 21,259 Note 14
GUAraNtees .......cevevvereeriveneeseeesenens 10 10 17 17 14 14 Notes 20

! Total excluded items have a net carrying value at December 31, 2010, 2009 and 2008 of $7,292 million, $7,780 million and $8,951
million, respectively.

18. Concentration of credit risk

Financial instruments with potential credit risk consist primarily of trade and finance receivables and short-term and
long-term investments. Additionally, to a lesser extent, we have a potential credit risk associated with counterparties to
derivative contracts.

Trade receivables are primarily short-term receivables from independently owned and operated dealers and customers
which arise in the normal course of business. We perform regular credit evaluations of our dealers and customers.
Collateral generally is not required, and the majority of our trade receivables are unsecured. We do, however, when
deemed necessary, make use of various devices such as security agreements and letters of credit to protect our interests.
No single dealer or customer represents a significant concentration of credit risk.

Finance receivables and wholesale inventory receivables primarily represent receivables under installment sales
contracts, receivables arising from leasing transactions and notes receivable. We generally maintain a secured interest in
the equipment financed. No single customer or dealer represents a significant concentration of credit risk.

Short-term and long-term investments are held with high quality institutions and, by policy, the amount of credit
exposure to any one institution is limited. Long-term investments, primarily included in Other assets in Statement 2, are
comprised primarily of available for sale securities at Cat Insurance.

For derivative contracts, collateral is generally not required of the counterparties or of our company. The company
generally enters into International Swaps and Derivatives Association (ISDA) master netting agreements which permit
the net settlement of amounts owed. Our exposure to credit loss in the event of nonperformance by the counterparties is
limited to only those gains that we have recorded, but for which we have not yet received cash payment. The master
netting agreements reduce the amount of loss the company would incur should the counterparties fail to meet their
obligations. At December 31, 2010, 2009 and 2008, the maximum exposure to credit loss was $576 million, $514

A-58



19.

20.

million and $1,051 million, respectively, before the application of any master netting agreements. Please refer to Note
17 and Table 111 above for fair value information.

Operating leases

We lease certain computer and communications equipment, transportation equipment and other property through
operating leases. Total rental expense for operating leases was $359 million, $381 million, and $402 million for 2010,

2009 and 2008, respectively.

Minimum payments for operating leases having initial or remaining non-cancelable terms in excess of one year are:

Years ended December 31,
(Millions of dollars)

2011 2012 2013 2014 2015 Thereafter Total

$284 $228 $177 $156 $124 $379 $1,348

Guarantees and product warranty

We have provided an indemnity to a third-party insurance company for potential losses related to performance bonds
issued on behalf of Caterpillar dealers. The bonds are issued to insure governmental agencies against nonperformance
by certain dealers. We also provided guarantees to a third party related to the performance of contractual obligations by
certain Caterpillar dealers. The guarantees cover potential financial losses incurred by the third party resulting from the
dealers' nonperformance.

We provide loan guarantees to third-party lenders for financing associated with machinery purchased by customers.
These guarantees have varying terms and are secured by the machinery. In addition, Cat Financial participates in standby
letters of credit issued to third parties on behalf of their customers. These standby letters of credit have varying terms and
beneficiaries and are secured by customer assets.

Cat Financial has provided a limited indemnity to a third-party bank resulting from the assignment of certain leases to
that bank. The indemnity is for the possibility that the insurers of these leases would become insolvent. The indemnity
expires December 15, 2012 and is unsecured.

No loss has been experienced or is anticipated under any of these guarantees. At December 31, 2010, 2009 and 2008, the
related liability was $10 million, $17 million and $14 million, respectively. The maximum potential amount of future
payments (undiscounted and without reduction for any amounts that may possibly be recovered under recourse or
collateralized provisions) we could be required to make under the guarantees at December 31 are as follows:

(Millions of dollars) 2010 2009 2008

Caterpillar dealer QUAraNEES .........ccvveerieererieere et $185 $313 $375
CUSEOMEN QUATANTEES ...tk 170 226 136
Limited indemnity 17 20 25
OthEr QUATANTEES. ... vevvieieiierieiiete sttt ettt st e bt seebe st st esr et reeneans 48 64 43
TOLAl QUATAINIEES .....covveveveierese ettt $420 $623 $579

We provide guarantees to repurchase certain loans of Caterpillar dealers from a special purpose corporation (SPC) that
qualifies as a VIE. The purpose of the SPC is to provide short-term working capital loans to Caterpillar dealers. This
SPC issues commercial paper and uses the proceeds to fund its loan program. We have a loan purchase agreement with
the SPC that obligates us to purchase certain loans that are not paid at maturity. We receive a fee for providing this
guarantee, which provides a source of liquidity for the SPC. We are the primary beneficiary of the SPC as our
guarantees result in us having both the power to direct the activities that most significantly impact the SPC's economic
performance and the obligation to absorb losses, and therefore we have consolidated the financial statements of the SPC.
As of December 31, 2010, 2009 and 2008, the SPC’s assets of $365 million, $231 million and $477 million, respectively,
are primarily comprised of loans to dealers, and the SPC's liabilities of $365 million, $231 million and $477 million,
respectively, are primarily comprised of commercial paper. No loss has been experienced or is anticipated under this
loan purchase agreement. Our assets are not available to pay creditors of the SPC, except to the extent we may be
obligated to perform under the guarantee, and assets of the SPC are not available to pay our creditors.
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Cat Financial is party to agreements in the normal course of business with selected customers and Caterpillar dealers in
which we commit to provide a set dollar amount of financing on a pre-approved basis. We also provide lines of credit to
selected customers and Caterpillar dealers, of which a portion remains unused as of the end of the period. Commitments
and lines of credit generally have fixed expiration dates or other termination clauses. It has been our experience that not
all commitments and lines of credit will be used. Management applies the same credit policies when making
commitments and granting lines of credit as it does for any other financing.

Cat Financial does not require collateral for these commitments/lines, but if credit is extended, collateral may be required
upon funding. The amount of the unused commitments and lines of credit for dealers as of December 31, 2010, 2009
and 2008 was $6,408 million, $7,312 million and $8,918 million, respectively. The amount of the unused commitments
and lines of credit for customers as of December 31, 2010, 2009 and 2008 was $2,613 million, $2,089 million and
$3,085 million, respectively.

Our product warranty liability is determined by applying historical claim rate experience to the current field population
and dealer inventory. Generally, historical claim rates are based on actual warranty experience for each product by
machine model/engine size. Specific rates are developed for each product build month and are updated monthly based
on actual warranty claim experience.

(Millions of dollars) 2010 2009 2008

Warranty liability, JANUAIY 1........ccccciiininiicei e $1,049 $1,201 $1,045
Reduction in liability (PRYMENLS) ........coeueiiriiriiiiie e (855) (1,032) (1,074)
Increase in liability (NEW WArranties) .........ccooerererieienieese e 841 880 1,230
Warranty liability, DECEMDEI 31 .........ccovucereeirieinssieseesese e, $1,035 $1,049 $1,201

The 2009 provision includes approximately $181 million for changes in estimates for pre-existing warranties due to
higher than expected actual warranty claim experience. These amounts for 2010 and 2008 were not significant.

Environmental and legal matters

The company is regulated by federal, state and international environmental laws governing our use, transport and
disposal of substances and control of emissions. In addition to governing our manufacturing and other operations, these
laws often impact the development of our products, including, but not limited to, required compliance with air emissions
standards applicable to internal combustion engines. Compliance with these existing laws has not had a material impact
on our capital expenditures, earnings or global competitive position.

We are engaged in remedial activities at a number of locations, often with other companies, pursuant to federal and state
laws. When it is reasonably probable we will pay remedial costs at a site, and those costs can be reasonably estimated,
the costs are charged against our earnings. In formulating that estimate, we do not consider amounts expected to be
recovered from insurance companies or others. The amount recorded for environmental remediation is not material and
is included in the line item Accrued expenses in Statement 2.

We cannot reasonably estimate costs at sites in the very early stages of remediation. Currently, we have a few sites in
the very early stages of remediation, and there is no more than a remote chance that a material amount for remedial
activities at any individual site, or at all sites in the aggregate, will be required.

We have disclosed certain individual legal proceedings in this filing. Additionally, we are involved in other unresolved
legal actions that arise in the normal course of business. The most prevalent of these unresolved actions involve disputes
related to product design, manufacture and performance liability (including claimed asbestos and welding fumes
exposure), contracts, employment issues, environmental matters or intellectual property rights. The aggregate range of
reasonably possible losses in excess of accrued liabilities, if any, associated with these unresolved legal actions is not
material. In some cases, we cannot reasonably estimate a range of loss because there is insufficient information
regarding the matter. However, there is no more than a remote chance that any liability arising from these matters would
be material. Although it is not possible to predict with certainty the outcome of these unresolved legal actions, we
believe that these actions will not individually or in the aggregate have a material adverse effect on our consolidated
results of operations, financial position or liquidity.

On May 14, 2007, the U.S. Environmental Protection Agency (EPA) issued a Notice of Violation to Caterpillar Inc.,
alleging various violations of Clean Air Act Sections 203, 206 and 207. EPA claims that Caterpillar violated such
sections by shipping engines and catalytic converter after-treatment devices separately, introducing into commerce a
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number of uncertified and/or misbuilt engines, and failing to timely report emissions-related defects. Caterpillar is
currently engaged in negotiations with EPA and the U.S. Department of Justice to resolve these issues. On July 9, 2010,
the Department of Justice issued a penalty demand to Caterpillar seeking a civil penalty of $3.2 million and
implementation of injunctive relief involving expanded use of certain technologies. Caterpillar continues to cooperate
with EPA and the Department of Justice and, while penalties will likely exceed $100,000, management does not believe
that this issue will have a material adverse impact on our consolidated results of operations, financial position or
liquidity.

On February 8, 2009, an incident at Caterpillar’s Joliet, Illinois facility resulted in the release of approximately 3,000
gallons of wastewater into the Des Plaines River. In coordination with state and federal authorities, appropriate
remediation measures have been taken. On February 23, 2009, the Illinois Attorney General filed a Complaint in Will
County Circuit Court containing seven counts of violations of state environmental laws and regulations. Caterpillar
recently settled this matter with the State of Illinois, resolving all allegations in the Complaint. This settlement does not
have a material adverse impact on our consolidated results of operations, financial position, or liquidity. In addition, on
March 5, 2009, the EPA served Caterpillar with a Notice of Intent to file a Civil Administrative Action (notice),
indicating the EPA’s intent to seek civil penalties for alleged violations of the Clean Water Act and Oil Pollution Act.
On January 25, 2010, the EPA issued a revised notice seeking civil penalties in the amount of $167,800, and Caterpillar
responded to the revised notice and is engaged in follow up discussions with the EPA. At this time, we do not believe
this remaining proceeding will have a material adverse impact on our consolidated results of operations, financial
position or liquidity.

In May 2010, an incident at Caterpillar’s Gosselies, Belgium facility resulted in the release of wastewater into the
Perupont River. In coordination with local authorities, appropriate remediation measures have been taken. In January
2011, Caterpillar learned that the public prosecutor for the Belgian administrative district of Charleroi had referred the
matter to an examining magistrate of the civil court of Charleroi for further investigation. Caterpillar is cooperating with
the Belgian authorities on this investigation. At this time, it is uncertain whether penalties will be assessed, and any
penalties could potentially exceed $100,000. Management does not believe this matter will have a material adverse
impact on our consolidated results of operations, financial position or liquidity.

Segment information
Basis for segment information

In the first quarter of 2011, we implemented revised internal financial measurements in line with changes to our
organizational structure that were announced during 2010. Our previous structure used a matrix organization comprised
of multiple profit and cost center divisions. There were twenty-five operating segments, twelve of which were reportable
segments. These segments were led by vice-presidents that were managed by Caterpillar’s Executive Office (comprised
of our CEO and Group Presidents), which served as our Chief Operating Decision Maker. As part of the strategy
revision, Group Presidents were given accountability for a related set of end-to-end businesses that they manage, a
significant change for the company. The CEO allocates resources and manages performance at the Group President
level. As such, the CEO now serves as our Chief Operating Decision Maker and operating segments are primarily based
on the Group President reporting structure.

Three of our operating segments, Construction Industries, Resource Industries and Power Systems, are led by Group
Presidents. One operating segment, Financial Products, is led by a Group President who has responsibility for Corporate
Services. Corporate Services is a cost center primarily responsible for the performance of certain support functions
globally and to provide centralized services; it does not meet the definition of an operating segment. One Group
President leads three smaller operating segments that are included in All Other operating segments.

We revised our reportable segments in line with the changes to our organizational structure that were announced during
2010. The 2008, 2009 and 2010 financial information has been retrospectively revised to reflect the change in reportable
segments.

Description of segments

We have seven operating segments, of which four are reportable segments. Following is a brief description of our
reportable segments and the business activities included in all other operating segments:

Construction Industries: A segment primarily responsible for supporting customers using machinery in infrastructure
and building construction applications. Responsibilities include business strategy, product design, product management
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and development, manufacturing, marketing, sales and product support. The product portfolio includes backhoe loaders,
small wheel loaders, small track-type tractors, skid steer loaders, multi-terrain loaders, mini excavators, compact wheel
loaders, select work tools, small, medium and large track excavators, wheel excavators, medium wheel loaders, medium
track-type tractors, track-type loaders, motor graders, pipelayers and related parts. In addition, Construction Industries
has responsibility for Power Systems and components in Japan and an integrated manufacturing cost center that supports
Machinery and Power Systems businesses. Inter-segment sales are a source of revenue for this segment.

Resource Industries: A segment primarily responsible for supporting customers using machinery in mining and
quarrying applications.  Responsibilities include business strategy, product design, product management and
development, manufacturing, marketing, sales and product support. The product portfolio includes large track-type
tractors, large mining trucks, underground mining equipment, tunnel boring equipment, large wheel loaders, quarry and
construction trucks, articulated trucks, wheel tractor scrapers, wheel dozers, compactors, select work tools, forestry
products, paving products, machinery components, electronics and control systems and related parts. In addition,
Resource Industries manages areas that provide services to other parts of the company, including integrated
manufacturing, research and development and coordination of the Caterpillar Production System. Inter-segment sales
are a source of revenue for this segment.

Power Systems: A segment primarily responsible for supporting customers using reciprocating engines, turbines and
related parts across industries serving electric power, industrial, petroleum and marine applications as well as rail-related
businesses.  Responsibilities include business strategy, product design, product management and development,
manufacturing, marketing, sales and product support of reciprocating engine powered generator sets, integrated systems
used in the electric power generation industry, reciprocating engines and integrated systems and solutions for the marine
and petroleum industries; reciprocating engines supplied to the industrial industry as well as Caterpillar machinery; the
business strategy, product design, product management and development, manufacturing, marketing, sales and product
support of turbines and turbine related services; the business strategy, product design, product management and
development, manufacturing, remanufacturing, maintenance, marketing, sales, leasing and service of diesel-electric
locomotives and components and other rail-related products and services. Inter-segment sales are a source of revenue for
this segment.

Financial Products Segment: Provides financing to customers and dealers for the purchase and lease of Caterpillar and
other equipment, as well as some financing for Caterpillar sales to dealers. Financing plans include operating and
finance leases, installment sale contracts, working capital loans and wholesale financing plans. The division also
provides various forms of insurance to customers and dealers to help support the purchase and lease of our equipment.

All Other: Primarily includes activities such as: the remanufacturing of Cat engines and components and
remanufacturing services for other companies as well as the business strategy, product design, product management and
development, manufacturing, marketing, sales and product support of undercarriage, specialty products, hardened bar
stock components and ground engaging tools primarily for Caterpillar products; logistics services for Caterpillar and
other companies; the business strategy, product management, product development, marketing, sales and product support
of on-highway vocational trucks for North America (U.S. & Canada only); the 50/50 joint venture with Navistar (NC2)
which develops, manufactures and distributes on-highway trucks outside North America and India; and distribution
services responsible for dealer development and administration, dealer portfolio management and ensuring the most
efficient and effective distribution of machines, engines and parts. Inter-segment sales are a source of revenue for this
segment. Results for All Other operating segments are included as reconciling items between reportable segments and
consolidated external reporting.

Segment measurement and reconciliations

There are several methodology differences between our segment reporting and our external reporting. The following is a
list of the more significant methodology differences:

. Machinery and Power Systems segment net assets generally include inventories, receivables, property,
plant and equipment, goodwill, intangibles and accounts payable. Liabilities other than accounts payable
are generally managed at the corporate level and are not included in segment operations. Financial
Products Segment assets generally include all categories of assets.

o Segment inventories and cost of sales are valued using a current cost methodology.

. Goodwill is amortized using a fixed amount based on a twenty year useful life. This methodology
difference only impacts segment assets; no goodwill amortization expense is included in segment results.
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. The present value of future lease payments for certain Machinery and Power Systems operating leases is
included in segment assets. The estimated financing component of the lease payments is excluded.

. Currency exposures for Machinery and Power Systems are generally managed at the corporate level and the
effects of changes in exchange rates on results of operations within the year are not included in segment
results. The net difference created in the translation of revenues and costs between exchange rates used for
U.S. GAAP reporting and exchange rates used for segment reporting are recorded as a methodology
difference.

. Postretirement benefit expenses are split; segments are generally responsible for service and prior service
costs, with the remaining elements of net periodic benefit cost included as a methodology difference.

o Machinery and Power Systems segment profit is determined on a pretax basis and excludes interest expense
and other income/expense items. Financial Products Segment profit is determined on a pretax basis and
includes other income/expense items.

Reconciling items are created based on accounting differences between segment reporting and our consolidated external
reporting. Please refer to pages A-65 to A-70 for financial information regarding significant reconciling items. Most of
our reconciling items are self-explanatory given the above explanations. For the reconciliation of profit (loss), we have
grouped the reconciling items as follows:

e Corporate costs: These costs are related to corporate requirements and strategies that are considered to be for the
benefit of the entire organization.

e Redundancy costs: Redundancy costs include pension and other postretirement benefit plan curtailments,
settlements and special termination benefits as well as employee separation charges. Most of these costs are
reconciling items between profit and consolidated profit before tax. A table, Reconciliation of Redundancy Costs on
page A-67, has been included to illustrate how segment profit would have been impacted by the redundancy
costs. See Notes 12 and 25 for more information.

e Methodology differences: See previous discussion of significant accounting differences between segment
reporting and consolidated external reporting.

e Timing: Timing differences in the recognition of costs between segment reporting and consolidated external
reporting.
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Table IV - Segment Information

(Millions of dollars)

Reportable Segments

Inter-
External segment Total sales Depreciation Segment
sales and sales & and and Segment assets at Capital
revenues revenues revenues amortization profit (loss)  December 31 _expenditures
2010
Construction Industries.......... $13,572 $674 $14,246 $515 $783 $6,927 $576
Resource Industries ............... 8,667 894 9,561 281 1,789 3,892 339
Power Systems...........cccoeune. 15,537 1,684 17,221 502 2,288 8,321 567
Machinery and Power
SYSEMS ..o $37,776 $3,252 $41,028 $1,298 $4,860 $19,140 $1,482
Financial Products Segment.. 2,946 — 2,946 715 429 30,346 960
TOtAl e $40,722 $3,252 $43,974 $2,013 $5,289 $49,486 $2,442
2009
Construction Industries.......... $8,507 $516 $9,023 $555 $(768) $6,600 $403
Resource Industries . 5,857 414 6,271 313 288 3,773 243
Power Systems.......c.cccoveeuee 13,389 855 14,244 439 1,660 6,665 531
Machinery and Power
SYSEMS ..o $27,753 $1,785 $29,538 $1,307 $1,180 $17,038 $1,177
Financial Products Segment.. 3,139 — 3,139 742 399 32,230 976
TOtal oo $30,892 $1,785 $32,677 $2,049 $1,579 $49,268 $2,153
2008
Construction Industries.......... $16,763 $838 $17,601 $305 $1,246 $6,979 $762
Resource Industries . 10,254 696 10,950 284 1,258 4,100 468
Power Systems...........c.ccevne. 18,628 1,553 20,181 409 2,522 7,045 839
Machinery and Power
SYSIEMS ... $45,645 $3,087 $48,732 $998 $5,026 $18,124 $2,069
Financial Products Segment.. 3,561 — 3,561 755 548 34,578 1,608
Total.ooeeeeeeeeceeceeee $49,206 $3,087 $52,293 $1,753 $5,574 $52,702 $3,677
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Reconciliation of Sales and Revenues:

(Millions of dollars)

2010

Total external sales and revenues from reportable

SEOMENES. ...ttt ettt ettt
All other operating segments
(@11 USSR

Total sales and FEVENUES.........cccveireeireieerreire et

2009

Total external sales and revenues from reportable
SEOMENTS ...t
All other operating segments
OB e

Total sales and reVENUES........c..ccvveeivieiieecrie e

2008

Total external sales and revenues from reportable

SEOMENES. ...ttt bbbttt
All other operating SEgMEeNtS.........covvveervrerereieise e
OLNET .

Total sales and reVENUES...........cccvvevveeecieeeteeeeee e

Machinery
and Power Financial Consolidating Consolidated
Systems Products Adjustments Total

$37,776 $2,946 $— $40,722
2,156 — — 2,156
(65) 40 (265)* (290)
$39,867 $2,986 $(265) $42,588
$27,753 $3,139 $— $30,892
1,791 — — 1,791
4 29 (312)! (287)
$29,540 $3,168 $(312) $32,396
$45,645 $3,561 $— $49,206
2,459 — — 2,459
(60) 27 (308)* (341)
$48,044 $3,588 $(308) $51,324

1 Elimination of Financial Products revenues from Machinery and Power Systems.
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Reconciliation of Profit Before Taxes:

Machinery
(Millions of dollars) and Power Financial Consolidated
Systems Products Total
2010
Total profit from reportable Segments..........ccccoveviiiniicieinicnens $4,860 $429 $5,289
All other operating SEgMENTS.........ccooviireriieiresere e 720 — 720
COSE CENEETS ... (11) — (11)
COrPOrAte COSES.......uvieiiiiiie e (954) — (954)
THMING et (64) — (64)
Redundancy Charges..........ccooveriiiniiincc s (33) — (33)
Methodology differences:
INVeNtory/Cost Of SAIES .........ccoviriiiiic e (134) — (134)
Postretirement benefit expense (640) — (640)
Financing costs (314) — (314)
Equity in profit of unconsolidated affiliated companies .......... 24 — 24
CUITENCY .. (4) — (4)
Other income/expense methodology differences..................... (131) (131)
Other methodology differences.........c.cccovvveevieevisciiieceicenns (16) 18 2
Total profit DEFOre taXES ........c.vveverreereereeeeeeeereeeeeeenieeses e $3,303 $447 $3,750
2009
Total profit from reportable SEgMENtS........c.ccoovvrerivriererireeene $1,180 $399 $1,579
All other operating SEgMENTS.........ccooviirereieieere e 625 — 625
COSE CENEEIS ...ttt sttt st et sne st e neene (50) — (50)
COIPOTALE COSES. .. .cuvveeereristeisteie ettt (654) — (654)
TAMING et en 203 — 203
RedundanCy Charges.........ccccuverieieieiiciese e (654) (10) (664)
Methodology differences:
Inventory/cost Of Sales ... 102 — 102
Postretirement benefit XPeNnse .........ccoeeeierireneieiec e (346) — (346)
FINANCING COSES ...ttt e (348) — (348)
Equity in profit of unconsolidated affiliated companies........... 12 — 12
CUITEINCY ettt be e 255 — 255
Other income/expense methodology differences..................... (157) — (157)
Other methodology differences...........ocevvvvvreienncineiensenne 6 6 12
Total Profit DEFOrE tAXES .........cveveereeeeeeeeeeeeese s $174 $395 $569
2008
Total profit from reportable SEgMENts.........cccovrviiieiiieicieniee $5,026 $548 $5,574
All other 0perating SEgMENTS.........covoviiriririeiee e 715 — 715
COSE CENEEIS ...ttt ettt ettt sttt be et sae s (45) — (45)
COIPOFALE COSES....uveuetirierterte ettt st (1,016) — (1,016)
THMING et (194) — (194)
RedundanCy Charges. ........ccouiereeeeieese e (30) — (30)
Methodology differences:
INventory/cost Of SAlES .......ccccoveieiiieic i (19) — (19)
Postretirement benefit EXPeNnSe .........covvveiiiiieneieescce e (35) — (35)
Financing costs (227) — (227)
Equity in profit of unconsolidated affiliated companies............ (38) 1 (37)
CUITENCY .ttt sttt (50) — (50)
Other income/expense methodology differences...................... (135) — (135)
Other methodology differences..........ccccvvvervviriiieeeieieneseseeenes (5) 5 —
Total Profit DEFOrE taXES ..........rrveerrrrriisiereeeseeserissnesees s $3.947 $554 $4,501
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Reconciliation of Redundancy costs:

As noted above, redundancy costs are a reconciling item between Segment profit (loss) and Consolidated profit (loss)
before tax. For the year ended December 31, 2009, redundancy costs of $42 million were charged to operating
segments. Had we included the remaining amounts in the segments’ results, the profit (loss) would have been as shown
below:

Segment
(Millions of dollars) Segment Redundancy profit (loss) with
profit (loss) costs redundancy costs
2009

Construction INAUSEIIES .......c.voveereeireeeireesee e $(768) $(256) $(1,024)
ReSOUrce INAUSEIIES ......oveueeieiiiiese e 288 (183) 105
POWET SYSTEMS ...t 1,660 (139) 1,521
Financial Products SEgment............ccocevevereieieneseseieenn, 399 (10) 389
All other operating SEgMENtS...........cccceeverervrverereeerereererenenas 625 (76) 549
Consolidated TOtal...........o..ovverveeeeeeeeereeeseeeee e $2,204 $(664) $1,540
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Reconciliation of Assets:

Machinery
and Power Financial Consolidating  Consolidated

(Millions of dollars) Systems Products Adjustments Total
2010
Total assets from reportable SegMeNts.........ccoeevvvrrvveereeierennnn, $19,140 $30,346 $— $49,486
All other operating SEgMEeNtS..........ccoeveierireneiereeeeee e 2,472 — — 2,472
Items not included in segment assets:

Cash and short-term investments...........ccccoceeveivevenienns 1,825 — — 1,825

Intercompany receivables 618 — (618) —

Investment in Financial Products...........ccccoevevveiveennnene 4,275 — (4,275) —

Deferred iNCOME taXES ......cvevvvveeriiiieeiie e 3,745 — (519) 3,226

Goodwill, intangible assets and other assets... 1,511 — — 1,511
Operating lease methodology difference.........c.cccceoevivninnnn (567) — — (567)
Liabilities included in segment assets .........c.cocerereiererenenens 8,758 — — 8,758
Inventory methodology differences (2,913) — — (2,913)
(@13 1T OO 627 (233) (172) 222
TOLAL ASSELS ....vvcvecveeecreieese et seeeen $39,491 $30,113 $(5,584) $64,020
2009
Total assets from reportable Segments.........ccovevvvrvveeeeieienenn $17,038 $32,230 $— $49,268
All other operating SEgMEeNtS..........ccoeiererineninereeeeeereiee 2,373 — — 2,373
Items not included in segment assets:

Cash and short-term investments...........cccceeeveeevveeeenns 2,239 — — 2,239

Intercompany receivables ..........cccooviereneneieiesciee 106 — (106) —

Investment in Financial Products...........ccccoevevveiirennnene 4514 — (4,514) —

Deferred iNCOMe taXes ......cccvvveviereeveeieieseeese e 4,177 — (434) 3,743

Goodwill, intangible assets and other assets.................. 1,329 — — 1,329
Operating lease methodology difference.........c.ccccoovvreninnnn (578) — — (578)
Liabilities included in segment assets .........c.ccoerevveerereniennns 5,053 — — 5,053
Inventory methodology differences...........ccooooveiiiiiicienns (2,780) — — (2,780)
(01311 SO O T T T OTO TR 725 (255) (1,079) (609)
TOA BSSELS ..o $34,196 $31,975 $(6,133) $60,038
2008
Total assets from reportable segments............cccoeveeevieerrenennns $18,124 $34,578 $— $52,702
All other operating SEgMEeNtS..........cccevverieiiieiiresereeeee e 3,400 — — 3,400
Items not included in segment assets:

Cash and short-term investments...........cccceevevvveeiveeeens 1,517 — — 1,517

Intercompany receivables 540 — (540) —

Investment in Financial Products.............ccocevvvieiivieenne 3,788 — (3,788) —

Deferred iNCOME tAXES ....cocvvveeiviie it eceeee et 4,739 — (449) 4,290

Goodwill, intangible assets and other assets... 1,263 — — 1,263
Operating lease methodology difference.........c.ccccevveevivivnnenn. (425) — — (425)
Liabilities included in segment assets ........cc.ccocvvvevvervenreniennns 7,212 — — 7,212
Inventory methodology differences (2,750) — — (2,750)
(@13 11 ST 871 (197) (101) 573
TOUAl BSSELS ....vvocverreeseeeiereees e se et ess s $38,279 $34,381 $(4,878) $67,782
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Reconciliation of Depreciation and amortization

(Millions of dollars)
2010
Total depreciation and amortization from reportable
SEOMENES.....vivieiiere et
Items not included in segment depreciation and
amortization:
All other operating Segments .........ccccoeervereenereneieeeees
COSt CENEEIS....ovieieicee e

2009
Total depreciation and amortization from reportable
SEOMENES. ...ttt bbbt
Items not included in segment depreciation and
amortization:
All other operating segments
COSt CENEETS.....ovieiicii e

2008
Total depreciation and amortization from reportable
SEOMENES. ...ttt bbb
Items not included in segment depreciation and
amortization:
All other operating segments
Cost centers

Machinery
and Power Financial Consolidating  Consolidated
Systems Products Adjustments Total
$1,298 $715 $— $2,013
194 — 194
97 — — 97
(16) 8 — (8)
$1,573 $723 $— $2,296
$1,307 $742 $— $2,049
177 — 177
128 — — 128
(18) — — (18)
$1,594 $742 $— $2,336
$998 $755 $— $1,753
159 — 159
133 — — 133
(65) — — (65)
$1,225 $755 $— $1,980
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Reconciliation of Capital expenditures

Machinery
and Power Financial Consolidating  Consolidated
(Millions of dollars) Systems Products Adjustments Total
2010
Total capital expenditures from reportable segments............. $1,482 $960 $— $2,442
Items not included in segment capital expenditures:
All other operating segments 285 — — 285
COSE CENTEIS ...t 105 — — 105
Timing (180) — — (180)
Other (29) 32 (69) (66)
Total capital eXpenditures .............cocoeeverereieriiieeeeeree e, $1,663 $992 $(69) $2,586
2009
Total capital expenditures from reportable segments............. $1,177 $976 $— $2,153
Items not included in segment capital expenditures:
All other operating SegmMeNts .........ccccevervrieienerereeeeneens 87 — — 87
COSt CENLETS.....oviiiciie s 65 — — 65
TIMING 1o 156 — — 156
OLNBI s 15 — 4 11
Total capital eXPenditures ............cocoevevvrreeerenenreseisseeeinnees $1,500 $976 $4) $2,472
2008
Total capital expenditures from reportable segments............. $2,069 $1,608 $— $3,677
Items not included in segment capital expenditures:
All other operating SEgmeNts ..........ccceeevvrirenenereiencnens 199 — — 199
[O70 1S o7=Y | (=] T 193 — — 193
(125) — — (125)
(40) 4 (22) (58)
$2,296 $1,612 $(22) $3,886
Enterprise-wide Disclosures:
Information about Geographic Areas:
Net property, plant and equipment
(Millions of dollars) External Sales & Revenues® December 31,
2010 2009 2008 2010 2009 2008
Inside United States..........coeveerinnnnrecienenssenes $13,674 $10,560 $17,291 $6,427 $6,260 $6,473
Outside UNited SEAtES ..........crvevrrreerrrerrnrrireceeienane, 28,914 21,836 34,033 6,112 6,126° 6,051°
TOUAL oottt ettt $42,588 $32,396 $51,324 $12,539 $12,386 $12,524

'Sales of machinery and power systems are based on dealer or customer location. Revenues from services provided are based on
where service is rendered.

2Amount includes $1,266 million, $1,432 million and $1,533 million of net property, plant and equipment located in Japan as of
December 31, 2010, 2009 and 2008, respectively. Additionally, amount includes $893 million, $943 million and $882 million of net
property, plant and equipment located in Canada as of December 31, 2010, 2009 and 2008, respectively. Also, amount includes $745
million, $731 million and $725 million of net property, plant and equipment located in the United Kingdom as of December 31, 2010,
2009 and 2008, respectively.

Business combinations and alliances

Electro-Motive Diesel, Inc.

In August 2010, we acquired 100 percent of the equity in privately held Electro-Motive Diesel, Inc. (EMD) for
approximately $901 million, consisting of $928 million paid at closing less a final net working capital adjustment of $27
million received in the fourth quarter of 2010. Headquartered in LaGrange, Illinois with additional manufacturing
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facilities in Canada and Mexico, EMD designs, manufactures and sells diesel-electric locomotives for commercial
railroad applications and sells its products to customers throughout the world. EMD has a significant field population in
North America and throughout the world supported by an aftermarket business offering customers replacement parts,
maintenance solutions, and a range of value-added services. EMD is also a global provider of diesel engines for marine
propulsion, offshore and land-based oil well drilling rigs, and stationary power generation. The acquisition supports our
strategic plan to grow our presence in the global rail industry. The EMD acquisition will enable us to provide rail and
transit customers a range of locomotive, engine and emissions solutions, as well as aftermarket product and parts support
and a full line of rail-related services and solutions.

The transaction was financed with available cash. Tangible assets acquired of $890 million, recorded at their fair values,
primarily were receivables of $186 million, inventories of $549 million and property, plant and equipment of $131
million. Finite-lived intangible assets acquired of $329 million were primarily related to customer relationships and also
included intellectual property and trade names. The finite-lived intangible assets are being amortized on a straight-line
basis over a weighted-average amortization period of approximately 15 years. An additional intangible asset acquired of
$18 million, related to in-process research and development, is considered indefinite-lived until the completion or
abandonment of the development activities. Liabilities assumed of $518 million, recorded at their fair values, primarily
included accounts payable of $124 million and accrued expenses of $161 million. Additionally, net deferred tax
liabilities were $104 million. Goodwill of $286 million, substantially all of which is non-deductible for income tax
purposes, represents the excess of cost over the fair value of the net tangible and intangible assets acquired. Factors that
contributed to a purchase price resulting in the recognition of goodwill include EMD’s strategic fit into our product and
services portfolio, aftermarket support opportunities and the acquired assembled workforce. The results of the acquired
business for the period from the acquisition date are included in the accompanying consolidated financial statements and
are reported in the “Power Systems” segment in Note 22. Assuming this transaction had been made at the beginning of
any period presented, the consolidated pro forma results would not be materially different from reported results.

FCM Rail Ltd.

In May 2010, we acquired 100 percent of the equity in privately held FCM Rail Ltd. (FCM) for approximately $97
million, including the assumption of $59 million in debt. We paid $32 million at closing and an additional $1 million
post-closing adjustment paid in October 2010. There is also an additional $5 million to be paid by May 2012. FCM is
one of the largest lessors of maintenance-of-way (MOW) equipment in the United States, and is located in Fenton,
Michigan. This acquisition strengthens Progress Rail’s position in the MOW industry by expanding its service offerings.

The transaction was financed with available cash. Tangible assets acquired of $93 million, primarily consisting of
property, plant and equipment, were recorded at their fair values. Finite-lived intangible assets acquired of $10 million
related to customer relationships are being amortized on a straight-line basis over 15 years. Liabilities assumed of $82
million, including $59 million of assumed debt, were recorded at their fair values. Goodwill of $17 million, non-
deductible for income tax purposes, represents the excess of cost over the fair value of net tangible and finite-lived
intangible assets acquired. The results of the acquired business for the period from the acquisition date are included in
the accompanying consolidated financial statements and reported in the “Power Systems” segment in Note 22. Assuming
this transaction had been made at the beginning of any period presented, the consolidated pro forma results would not be
materially different from reported results.

GE Transportation’s Inspection Products Business

In March 2010, we acquired the Inspection Products business from GE Transportation’s Intelligent Control Systems
division for approximately $46 million, which includes $1 million paid for post-closing adjustments. The acquired
business has operations located primarily in the United States, Germany and Italy that design, manufacture and sell hot
wheel and hot box detectors, data acquisition systems, draggers and other related inspection products for the global
freight and passenger rail industries. The acquisition supports our strategic initiative to expand the scope and product
range of our rail signaling business and will provide a foundation for further global expansion of this business.

The transaction was financed with available cash. Tangible assets acquired of $12 million and liabilities assumed of $9
million were recorded at their fair values. Finite-lived intangible assets acquired of $28 million related to customer
relationships and intellectual property are being amortized on a straight-line basis over a weighted-average amortization
period of approximately 13 years. Goodwill of $15 million, approximately $8 million of which is deductible for income
tax purposes, represents the excess of cost over the fair value of the net tangible and finite-lived intangible assets
acquired. The results of the acquired business for the period from the acquisition date are included in the accompanying
consolidated financial statements and are reported in the “Power Systems” segment in Note 22. Assuming this
transaction had been made at the beginning of any period presented, the consolidated pro forma results would not be
materially different from reported results.
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JCS Company, Ltd.

In March 2010, we acquired 100 percent of the equity in privately held JCS Company Ltd. (JCS) for approximately $34
million, consisting of $32 million paid at closing and an additional $2 million post-closing adjustment paid in June
2010. Based in Pyongtaek, South Korea, JCS is a leading manufacturer of centrifugally cast metal face seals used in
many of the idlers and rollers contained in our undercarriage components. JCS is also a large supplier of seals to external
customers in Asia and presents the opportunity to expand our customer base. The purchase of this business provides
Caterpillar access to proprietary technology and expertise, which we will be able to replicate across our own seal
production processes.

The transaction was financed with available cash. Tangible assets acquired of $22 million and liabilities assumed of $8
million were recorded at their fair values. Finite-lived intangible assets acquired of $12 million related to intellectual
property and customer relationships are being amortized on a straight-line basis over a weighted-average amortization
period of approximately 9 years. Goodwill of $8 million, non-deductible for income tax purposes, represents the excess
of cost over the fair value of net tangible and finite-lived intangible assets acquired. The results of the acquired business
for the period from the acquisition date are included in the accompanying consolidated financial statements and reported
in the “All Other” category in Note 22. Assuming this transaction had been made at the beginning of any period
presented, the consolidated pro forma results would not be materially different from reported results.

NC? Joint Venture

In September 2009, we entered into a joint venture with Navistar International Corporation (Navistar), resulting in a new
company, NC? Global LLC (NC?. NC? will develop, manufacture, market, distribute and provide product support for
heavy and medium duty trucks outside of North America, the Indian subcontinent, Myanmar (Burma) and Malaysia.
Initially, NC® will focus its activities in Australia, Brazil, and South Africa. NC?s product line will feature both
conventional and cab-over truck designs and will be sold under both the Caterpillar and International brands.

Under the joint venture operating agreement, Caterpillar and Navistar each contributed $19 million during 2009 and $80
million during 2010. Our investment in NC? accounted for by the equity method, is included in Investments in
unconsolidated affiliated companies in Statement 2.

Lovat Inc.

In April 2008, we acquired 100 percent of the equity in privately held Lovat Inc. (Lovat) for approximately $49
million. Based in Toronto, Canada, Lovat is a leading manufacturer of tunnel boring machines used globally in the
construction of subway, railway, road, sewer, water main, mine access and high voltage cable and telecommunications
tunnels. Expansion into the tunnel boring business is a strong fit with our strategic direction and the customers we serve
around the world.

The transaction was financed with available cash and commercial paper borrowings. Net tangible assets acquired and
liabilities assumed of $10 million were recorded at their fair values. Finite-lived intangible assets acquired of $17
million related to customer relationships, intellectual property and trade names are being amortized on a straight-line
basis over a weighted-average amortization period of approximately 6 years. Goodwill of $22 million, non-deductible
for income tax purposes, represents the excess of cost over the fair value of net tangible and finite-lived intangible assets
acquired. The results of the acquired business for the period from the acquisition date are included in the accompanying
consolidated financial statements and reported in the “Resource Industries” segment in Note 22. Assuming this
transaction had been made at the beginning of any period presented, the consolidated pro forma results would not be
materially different from reported results.

Gremada Industries Inc.

In July 2008, we acquired certain assets and assumed certain liabilities of Gremada Industries, Inc. (Gremada), a supplier
to our remanufacturing business. The cost of the acquisition was $62 million, consisting of $60 million paid at closing
and an additional $2 million post-closing adjustment paid in August 2008. Gremada is a remanufacturer of
transmissions, torque converters, final drives and related components. This acquisition increases our product and service
offerings for our existing customers, while providing a platform for further growth opportunities.

This transaction was financed with available cash and commercial paper borrowings. Net tangible assets acquired and
liabilities assumed of $21 million were recorded at their fair values. Goodwill of $41 million, deductible for income tax
purposes, represents the excess of cost over the fair value of net tangible assets acquired. The results of the acquired
business for the period from the acquisition date are included in the accompanying consolidated financial statements and
are reported in the “All Other” category in Note 22. Assuming this transaction had been made at the beginning of any
period presented, the consolidated pro forma results would not be materially different from reported results.
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Shin Caterpillar Mitsubishi Ltd. (SCM)

On August 1, 2008, SCM completed the first phase of a share redemption plan whereby SCM redeemed half of MHI's
shares in SCM for $464 million. This resulted in Caterpillar owning 67 percent of the outstanding shares of SCM and
MHI owning the remaining 33 percent. As part of the share redemption, SCM was renamed Caterpillar Japan Ltd. (Cat
Japan). Both Cat Japan and MHI have options, exercisable beginning August 1, 2013, to require the redemption of the
remaining shares owned by MHI, which if exercised, would make Caterpillar the sole owner of Cat Japan. The share
redemption plan is part of our comprehensive business strategy for expansion in the emerging markets of Asia and the
Commonwealth of Independent States and will allow Cat Japan's manufacturing, design and process expertise to be fully
leveraged across the global Caterpillar enterprise.

The change in Caterpillar's ownership interest from 50 percent to 67 percent was accounted for as a business
combination. The $464 million redemption price was assigned to 17 percent of Cat Japan's assets and liabilities based
upon their respective fair values as of the transaction date. The revaluation resulted in an increase in property, plant and
equipment of $78 million and an increase in inventory of $8 million over the book value of these assets. Finite-lived
intangible assets of $54 million were recognized and related primarily to customer relationships, intellectual property and
trade names. These intangibles are being amortized on a straight-line basis over a weighted-average amortization period
of approximately 9 years. Deferred tax liabilities of $57 million were also recognized as part of the business
combination. Goodwill of $206 million, non-deductible for income tax purposes, represents the excess of the redemption
price over the 17 percent of Cat Japan's net tangible and finite-lived intangible assets that were reported at their fair
values.

Because Cat Japan is accounted for on a lag, we consolidated Cat Japan's August 1, 2008 financial position on
September 30, 2008. We began consolidating Cat Japan's results of operations in the fourth quarter of 2008. Including
the amounts assigned as part of the business combination, the initial consolidation of Cat Japan's financial position
resulted in a net increase in assets of $2,396 million (primarily property, plant and equipment of $1,279 million,
inventory of $640 million, receivables of $612 million, and goodwill and intangibles of $260 million partially offset by a
$528 million reduction in investment in unconsolidated affiliates) and a net increase in liabilities of $2,045 million
(including $1,388 million in debt). Cat Japan's functional currency is the Japanese yen.

The remaining 33 percent of Cat Japan owned by MHI has been reported as redeemable noncontrolling interest and
classified as mezzanine equity (temporary equity) in Statement 2. On September 30, 2008, the redeemable
noncontrolling interest was reported at its estimated future redemption value of $464 million with the difference between
the $351 million book value of the 33 percent interest and the redemption value reported as a $113 million reduction of
Profit employed in the business. See Note 24 for information on the subsequent reporting of the redeemable
noncontrolling interest.

Cat Japan is included in the “Construction Industries” segment in Note 22. Assuming this transaction had been made at
the beginning of any period presented, the consolidated pro forma results would not be materially different from reported
results.

Redeemable Noncontrolling Interest — Caterpillar Japan Ltd.

On August 1, 2008, Shin Caterpillar Mitsubishi Ltd. (SCM) completed the first phase of a share redemption plan
whereby SCM redeemed half of Mitsubishi Heavy Industries (MHI’s) shares in SCM. This resulted in Caterpillar
owning 67 percent of the outstanding shares of SCM and MHI owning the remaining 33 percent. As part of the share
redemption, SCM was renamed Caterpillar Japan Ltd. (Cat Japan). Both Cat Japan and MHI have options, exercisable
beginning August 1, 2013, to require the redemption of the remaining shares owned by MHI, which if exercised, would
make Caterpillar the sole owner of Cat Japan. See Note 23 for additional information.

The remaining 33 percent of Cat Japan owned by MHI has been reported as redeemable noncontrolling interest and
classified as mezzanine equity (temporary equity) in Statement 2. The redeemable noncontrolling interest is reported at
its estimated redemption value. Any adjustment to the redemption value impacts Profit employed in the business, but
does not impact Profit. If the fair value of the redeemable noncontrolling interest falls below the redemption value,
profit available to common stockholders would be reduced by the difference between the redemption value and the fair
value. This would result in lower profit in the profit per common share computation in that period. Reductions
impacting the profit per common share computation may be partially or fully reversed in subsequent periods if the fair
value of the redeemable noncontrolling interest increases relative to the redemption value. Such increases in profit per
common share would be limited to cumulative prior reductions. During 2010, the estimated redemption value decreased,
resulting in adjustments to the carrying value of the redeemable noncontrolling interest. Profit employed in the business
increased by $27 million due to these adjustments. During 2009, the estimated redemption value decreased, resulting in
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adjustments to the carrying value of the redeemable noncontrolling interest. Profit employed in the business increased by
$81 million due to these adjustments. There was no change to the estimated redemption value in 2008. As of December
31, 2010, 2009 and 2008, the fair value of the redeemable noncontrolling interest remained greater than the estimated
redemption value.

We estimate the fair value of the redeemable noncontrolling interest using a discounted five year forecasted cash flow
with a year-five residual value. Based on our current expectations for Cat Japan, we expect the fair value of the
redeemable noncontrolling interest to remain greater than the redemption value. However, if economic conditions
deteriorate and Cat Japan’s business forecast is negatively impacted, it is possible that the fair value of the redeemable
noncontrolling interest may fall below the estimated redemption value. Should this occur, profit would be reduced in the
profit per common share computation by the difference between the redemption value and the fair value. Lower long-
term growth rates, reduced long-term profitability as well as changes in interest rates, costs, pricing, capital expenditures
and general market conditions may reduce the fair value of the redeemable noncontrolling interest.

With the consolidation of Cat Japan’s results of operations, 33 percent of Cat Japan’s comprehensive income or loss is
attributed to the redeemable noncontrolling interest, impacting its carrying value. Because the redeemable
noncontrolling interest must be reported at its estimated future redemption value, the impact from attributing the
comprehensive income or loss is offset by adjusting the carrying value to the redemption value. This adjustment impacts
Profit employed in the business, but not Profit. In 2010, the carrying value had increased by $55 million due to Cat
Japan’s comprehensive income. This resulted in an offsetting adjustment of $55 million to decrease the carrying value to
the redemption value and a corresponding increase to Profit employed in the business. In 2009 and 2008, the carrying
value had decreased by $53 million and $2 million, respectively, due to Cat Japan's comprehensive loss. This resulted in
an offsetting adjustment of $53 million in 2009 and $2 million in 2008 to increase the carrying value to the redemption
value and a corresponding reduction to Profit employed in the business. As Cat Japan's functional currency is the
Japanese yen, changes in exchange rates affect the reported amount of the redeemable noncontrolling interest. At
December 31, 2010, 2009 and 2008, the redeemable noncontrolling interest was $461 million, $477 million and $524
million, respectively.

Employee separation charges

In 2008, we recognized employee separation charges of $30 million in Other operating (income) expenses in Statement 1
related to various voluntary and involuntary separation programs. These programs, impacting 3,085 employees
worldwide, were in response to a sharp decline in sales volume due to the global recession.

In 2009, continued cost reduction efforts worldwide resulted in additional separation charges of $481 million, recognized
in Other operating (income) expenses in Statement 1. These efforts related to the following separation programs:

U.S. Voluntary Separation Program - During December 2008, we announced a voluntary separation
program for certain support and management employees based in the United States. Eligible employees
had until January 12, 2009 to sign up for the program, and generally until January 31, 2009 to make a final
decision. Participating employees received severance pay based on current salary level and years of
service. During 2009, 2,182 employees accepted the program, all of which were separated from Caterpillar
by the end of 2009.

Other U.S. Separation Programs — During 2009, we initiated plans to reduce U.S. based positions through
a variety of programs. These programs represent both voluntary and involuntary separation plans. During
20009, 6,611 employees accepted or were subject to these programs.

Non-U.S. Separation Programs - During 2009, we initiated several other separation programs outside the
U.S. These programs, designed specific to the laws and regulations of the individual countries, represent
voluntary and involuntary plans. During 2009, 7,075 employees accepted or were subject to the various
programs.

In 2010, we recognized employee separation charges of $33 million in Other operating (income) expenses in Statement 1
primarily related to involuntary separations due to the streamlining of our corporate structure as announced in the second
quarter. In addition, see Note 2 for information regarding stock-based compensation cost associated with the
modification of equity awards for employees affected by the separations.

Our accounting for separations is dependent upon how the particular program is designed. For voluntary programs,
eligible separation costs are recognized at the time of employee acceptance. For involuntary programs, eligible costs are
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recognized when management has approved the program, the affected employees have been properly identified and the

costs are estimable.

The following table summarizes the 2008, 2009 and 2010 separation activity by geographic region:

Machinery and Power Systems

North Latin Asia Financial
(Millions of dollars) America America EAME Pacific Products' Total
Increase in liability (separation charges)..........ccococeevreiennerennnns $4 $9 $17 $— $— $30
Reduction in liability (payments and other adjustments)............. — (7) (12) — — (19)
Liability balance at December 31, 2008 ...........ccccoeevrvrrervrinennnns $4 $2 $5 $— $— $11
Increase in liability (separation charges).........cc.ccocevevieveieinrnnn. $323 $15 $102 $31 $10  $481
Reduction in liability (payments and other adjustments)............. (313) 17) (78) (25) (10)  (443)
Liability balance at December 31, 2009 .........cccovreererervrenenenns $14 $— $29 $6 $— $49
Increase in liability (separation charges)............cccccecvvirinnirenenee. $17 $— $8 $7 $1 $33
Reduction in liability (payments and other adjustments)............ (26) — (23) (11) — (60)
Liability balance at December 31, 2010 .......ccccooevereicenenierene $5 $— $14 $2 $1 $22

Yncludes $8 million for North America and $2 million for EAME in 2009 and $1 million for EAME in 2010.

The remaining liability balances as of December 31, 2010 represent costs for employees that have either not yet
separated from the Company or their full severance has not yet been paid. The majority of these remaining costs are

expected to be paid in 2011.

The number of employees affected by the separations in 2010 was not significant. The following table summarizes the

number of employees that accepted or were subject to the 2008 and 2009 programs:

2009 2008
Impacted employees at beginning of Period...........ccocooiiiiiiiiicie s 1,505 —
Impacted employees during the Period...........ccooeie i 15,868 3,085
Employee separations during the period............ccoceveieiiiiiie s, (16,970) (1,580)
Impacted employees remaining at the end of Period..........ccocooveiiiieiiincinenen, 403 1,505

In addition to the 2009 separation charges noted above, we reported $225 million of costs associated with certain pension
and other postretirement benefit plans, which were also recognized in Other operating (income) expenses in Statement 1.

See Note 12 for additional information.

The majority of the separation charges, made up primarily of cash severance payments, pension and other postretirement
benefit costs, and stock-based compensation costs noted above were not assigned to operating segments.
included in the reconciliation of total profit from reportable segments to total profit before taxes. See Note 22 for

additional details surrounding this reconciliation.
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26. Selected quarterly financial results (unaudited)

2010 Quarter

(Dollars in millions except per share data) 1t 2" 3 4"

Sales and FEVENUES ........ccovcueriiveirirereie e $8,238 $10,409 $11,134 $12,807
LesS: REVENUES .......cccviiiiiiiici s (687) (686) (682) (666)
SBIBS...vvvevvveeeerereens s 7,551 9,723 10,452 12,141
Cost 0f gO0dS SOI ........cuvvveiiiiiiee e 5,894 7,372 7,752 9,349
GrOSS MAIGIN.....eviieiieeeieieetc ettt 1,657 2,351 2,700 2,792
PrOFit (10SS) Lovnvvoveeeeceeeieseeesseees e $233 $707 $792 $968
Profit (loss) per common share ..........ccococvveiieenecrennn $0.37 $1.12 $1.25 $1.52
Profit (loss) per common share—diluted 2........................ $0.36 $1.09 $1.22 $1.47

2009 Quarter
1st 2nd 3rd 4th

Sales and FEVENUES .......c..ovcuerieeeereeerieieeeiene e e seeeeseseeneeas $9,225 $7,975 $7,298 $7,898
LeSS: REVENUES ..ot (715) (721) (715) (705)
SIES..c.eiiiiiete s 8,510 7,254 6,583 7,193
Cost 0f go0ds SOId .......covviveireerceee e 7,027 5,752 5,255 5,852
GrOSS MAIGIN.....eiviieeieieieeeie ettt 1,483 1,502 1,328 1,341
TR (1) RO $(112) $371 $404 $232
Profit (loss) per common share ..........ccocecevveiiveneciens $(0.19) $0.61 $0.65 $0.37
Profit (loss) per common share—diluted 2°...................... $(0.19) $0.60 $0.64 $0.36

! Profit (loss) attributable to common stockholders.

2 Diluted by assumed exercise of stock-based compensation awards using the treasury stock method.

% In the first quarter 2009, the assumed exercise of stock-based compensation awards was not considered because the impact would be
anti-dilutive.
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Five-year Financial Summary
(Dollars in millions except per share data)

2010 2009 2008 2007 2006

Years ended December 31,
SaleS AN FEVENUES .......eeeeeeeeee et $42,588 $32,396 $51,324 $44,958 $41,517

SAIBS .ttt $39,867 $29,540 $48,044 $41,962 $38,869

Percent inside the United States...... 32% 31% 33% 37% 46%
Percent outside the United States.... 68% 69% 67% 63% 54%

REVENUES ...t $2,721 $2,856 $3,280 $2,996 $2,648
PROFItY Cooooeeeeee s $2,700 $895 $3,557 $3,541 $3,537
Profit per common share® &..........ccccoovorveeireceecseernns $4.28 $1.45 $5.83 $5.55 $5.37
Profit per common share—diluted® ©..............cccccovvrvenee.. $4.15 $1.43 $5.66 $5.37 $5.17
Dividends declared per share of common stock............... $1.740 $1.680 $1.620 $1.380 $1.150
Return on average common stockholders' equity® > ©...... 27.4% 11.9% 46.8% 44.4% 45.9%
Capital expenditures:

Property, plant and equipment ..........cccccocevevieieiiiiennns $1,575 $1,504 $2,320 $1,682 $1,531

Equipment leased to others.................. $1,011 $968 $1,566 $1,340 $1,082
Depreciation and amortization $2,296 $2,336 $1,980 $1,797 $1,602
Research and development eXpenses ..........cccoevereruerene $1,905 $1,421 $1,728 $1,404 $1,347

As a percent of sales and revenues............cocccvveinnne. 4.5% 4.4% 3.4% 3.1% 3.2%
Wages, salaries and employee benefits...........cccoovrnnnee $9,187 $7,416 $9,076 $8,331 $7,512
Average number of employees .........cccccocevevirciicieininenn, 98,504 99,359 106,518 97,444 90,160
December 31,
TOLAL ASSELSE ..ottt $64,020 $60,038 $67,782 $56,132 $51,449
Long-term debt due after one year:

ConsSOlidated ........cceevviieiieciece e $20,437 $21,847 $22,834 $17,829 $17,680

Machinery and Power Systems $4,505 $5,652 $5,736 $3,639 $3,694

Financial Products..........cccccvevveieieeniieecre e $15,932 $16,195 $17,098 $14,190 $13,986
Total debt:

ConsSOlidated ........cceerievieiieiieire e $28,418 $31,631 $35,535 $28,429 $27,296

Machinery and Power Systems ..........ccccoeevrvrevreeenenns $5,204 $6,387 $7,824 $4,006 $4,277

Financial Products..........cccccvevveveieeneneccre e $23,214 $25,244 $27,711 $24,423 $23,019

Computed on weighted-average number of shares outstanding.

Computed on weighted-average number of shares outstanding diluted by assumed exercise of stock-based compensation awards,
using the treasury stock method.

Represents profit divided by average stockholders' equity (beginning of year stockholders' equity plus end of year stockholders'
equity divided by two).

Profit attributable to common stockholders.

Effective January 1, 2009, we changed the manner in which we accounted for noncontrolling interests. Prior periods have been
revised, as applicable.

In 2007 we changed the manner in which we accounted for uncertain tax positions.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

OVERVIEW

We reported sales and revenues of $42.588 billion for 2010, an increase of 31 percent from $32.396 billion in 2009. Profit in
2010 was $2.700 billion, an increase of 202 percent from 2009 profit of $895 million. Profit per share of $4.15 was up from
$1.43in 2009. Excluding redundancy costs, profit per share in 2009 was $2.18.

Fourth-quarter sales and revenues were $12.807 billion, an increase of 62 percent compared with $7.898 billion in the fourth
quarter of 2009. Fourth-quarter profit of $968 million was 317 percent higher than profit of $232 million in the fourth
quarter of 2009. Profit per share of $1.47 was up from $0.36 per share in the fourth quarter of 2009. Excluding redundancy
costs, profit for the fourth quarter of 2009 was $0.41 per share.

As the global economy continued to improve, the demand for Caterpillar products increased with fourth-quarter sales and
revenues up 62 percent. During 2010, we substantially ramped up production, improved factory efficiency, drove Machinery
and Power Systems (M&PS) operating cash flow to an all-time record, launched a number of capacity additions and new
product programs to prepare us for the future and announced several acquisitions.

Highlights for 2010 include:

= 2010 sales and revenues of $42.588 billion were 31 percent higher than 2009. The improvement is a result of economic
growth in the developing world and improvement from low levels of machine demand in 2009 in developed countries.
Machinery and Power Systems sales increased 35 percent, and Financial Products revenues declined 5 percent.

= |n 2010, dealers increased new machine inventories about $800 million, while new engine inventories were about flat.
In 2009, dealers reduced new machine inventories $3.4 billion and new engine inventories $600 million.

= Profit per share was $4.15 in 2010, an increase from $1.43 per share or $2.18 per share excluding redundancy costs in
20009.

= Manufacturing costs improved $909 million from 2009. Excluding pre-tax LIFO inventory decrement benefits of $300
million in 2009, manufacturing costs improved $1.209 billion.

= Machinery and Power Systems operating cash flow was a record $5.638 billion in 2010, compared with $3.147 billion in
20009.

= Machinery and Power Systems debt-to-capital ratio was 34.8 percent at the end of 2010, compared to 47.2 percent at
year-end 2009.

= Portfolio performance metrics at Cat Financial continued to improve. For example, past dues declined to 3.87 percent at
the end of 2010 from 5.54 percent at the end of 2009.

During the first quarter of 2011, we revised our reportable segments in line with changes to our organizational structure that
were announced during 2010. Management’s Discussion and Analysis has been revised principally to provide commentary
by reportable segment (Construction Industries, Resource Industries, Power Systems and Financial Products Segment)
instead of principal line of business (Machinery, Engines, Financial Products). The 2010, 2009, 2008, fourth-quarter 2010
and fourth-quarter 2009 financial information has been retrospectively revised to reflect the change in reportable segments.

*Glossary of terms included on pages A-97 to A-99; first occurrence of terms shown in bold italics.
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2010 COMPARED WITH 2009

CONSOLIDATED SALES AND REVENUES

Consolidated Sales and Revenues Comparison

2010 vs. 2009
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The chart above graphically illustrates reasons for the change in Consolidated Sales and Revenues between 2009 (at left) and 2010 (at right). Items
favorably impacting sales and revenues appear as upward stair steps with the corresponding dollar amounts above each bar, while items negatively impacting
sales and revenues appear as downward stair steps with dollar amounts reflected in parentheses above each bar. Caterpillar management utilizes these charts
internally to visually communicate with the company’s Board of Directors and employees.

Sales and revenues for 2010 were $42.588 billion, up $10.192 billion, or 31 percent, from 2009. Sales volume was up $8.814
billion primarily due to higher end-user demand for Construction Industries and Resource Industries products and the absence
of dealer new machine inventory reductions that occurred in 2009. While sales for new equipment and aftermarket parts
improved, the increase for new equipment was more significant. Price realization improved $954 million, and currency had
a negative impact on sales of $14 million. Electro-Motive Diesel (EMD), which was acquired in the third quarter of 2010,
added $573 million. Financial Products revenues decreased $135 million primarily due to lower average earning assets.

Economic recoveries in most countries encouraged users to increase machine purchases, either to expand fleets or slow their
deterioration. The improvement in volume required our factories to increase machine shipments in 2010 by the largest
amount, in both dollars and percent, in more than 30 years. Recovery in machine sales is further along in developing
economies where recessions were less severe and governments acted aggressively to promote growth. Dealer deliveries in
Asia/Pacific were a record high in 2010, and those in Latin America were near record highs. Developed economies
responded slowly to economic downturns, and high unemployment remains a problem for the United States, Europe and
Japan.

Dealers added about $800 million to inventories in 2010. In 2009 dealers reduced new machine inventories about $3.4
billion. However, in months of supply, dealer inventories were lower at the end of 2010 than both year-end 2009 and the
historical average.

Power Systems’ sales increased 16 percent from 2009, primarily because of higher sales of engines for electric power and
industrial applications partially offset by lower sales of engines for marine and petroleum applications.
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CONSOLIDATED OPERATING PROFIT

Consolidated Operating Profit Comparison
2010 vs. 2009

5,000 -

909 (986)
4,500 |

7
4,000 -
3,500 4 A

3,000 -

3,963

N

2,026 _
2,500 | !

Millions of $

2,000 -
1,500 4

1,000 -
577

500 7-
0
2009 Operating Sales Volume Price Manufacturing  SG&A/R&D Currency Financial Acquisitions  Other/M&PS 2010 Operating
Profit Realization Costs Products Redundancy Profit

The chart above graphically illustrates reasons for the change in Consolidated Operating Profit between 2009 (at left) and 2010 (at right). Items favorably
impacting operating profit appear as upward stair steps with the corresponding dollar amounts above each bar, while items negatively impacting operating
profit appear as downward stair steps with dollar amounts reflected in parentheses above each bar. The bar entitled Other/M&PS Redundancy includes
consolidating adjustments and Machinery and Power Systems other operating (income) expenses, which include Machinery and Power Systems
redundancy costs. Caterpillar management utilizes these charts internally to visually communicate with the company’s Board of Directors and employees.

Operating profit in 2010 was $3.963 billion compared to $577 million in 2009. The improvement was primarily the result of
higher sales volume, which included the impact of an unfavorable change in product mix of more than $1 billion. In
addition, price realization improved, and manufacturing costs were lower. The improvements were partially offset by higher
selling, general and administrative (SG&A) and research and development (R&D) expenses and a $208 million unfavorable
impact from currency.

The negative change in product mix in 2010 compared to 2009 was primarily due to three key factors. First, product mix
within Machinery and Power Systems segments was negative as sales growth was higher in lower margin machines and
engines than higher margin products. Second, Power Systems had a higher operating margin than Construction Industries
and Resource Industries. Construction Industries and Resource Industries combined sales grew 55 percent compared with a
16 percent increase for Power Systems. Lastly, aftermarket parts sales were a lower percent of total sales in 2010 compared
to 2009 which negatively impacted product mix as aftermarket parts have higher operating margins than new equipment.

Manufacturing costs improved $909 million primarily due to variable labor and burden efficiencies and lower warranty and
material costs, partially offset by the absence of $300 million of LIFO inventory decrement benefits.

SG&A and R&D expenses increased by $986 million primarily due to provisions for incentive pay and increased costs to
support new product development programs, including those related to emissions requirements.

Redundancy costs were $706 million in 2009.

The amount of incremental operating profit we earn on incremental sales and revenues is an important performance metric.
Excluding EMD, sales and revenues increased $9.619 billion from 2009 to 2010. Excluding redundancy costs and LIFO
decrement benefits in 2009 and EMD operating profit of $62 million in 2010, operating profit increased $2.918 billion. The
resulting incremental operating profit rate is 30 percent.

OTHER PROFIT/LOSS ITEMS

= Interest expense excluding Financial Products decreased $46 million from 2009 primarily due to a reduction in
debt.

= Other income/expense was income of $130 million compared with income of $381 million in 2009. The decrease
was primarily driven by an unfavorable impact from currency gains and losses. Machinery and Power Systems
currency derivative losses were near $50 million in 2010 compared with gains of more than $200 million in 2009.
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The provision for income taxes of $968 million for 2010 reflects a tax rate of 25 percent, excluding the discrete
items discussed below, which is less than the U.S. corporate tax rate of 35 percent primarily due to profits in tax
jurisdictions with rates lower than the U.S. rate.

The provision for income taxes for 2010 also includes a deferred tax charge of $90 million due to the enactment of
U.S. health care legislation, effectively making government subsidies received for Medicare equivalent prescription
drug coverage taxable. This deferred tax charge was partially offset by a $34 million benefit related to the
recognition of refund claims for prior tax years and a $26 million benefit for the release of a valuation allowance
against the deferred tax assets of certain non-U.S. entities due to tax planning actions implemented in 2010.

In 2009, income taxes were a benefit of $270 million, driven primarily by a favorable geographic mix of profits and
losses from a tax perspective along with tax benefits related to prior-year tax returns of $133 million.

Equity in profit/loss of unconsolidated affiliated companies negatively impacted profit by $12 million compared
to 2009. The change is primarily related to start-up expenses from NC? Global LLC, our joint venture with
Navistar.

Profit/loss attributable to noncontrolling interests negatively impacted profit by $126 million compared to 2009,
primarily due to improved financial performance of Caterpillar Japan Ltd. (Cat Japan). Caterpillar owns two-
thirds of Cat Japan, meaning one-third of its profits or losses are attributable to our partner, Mitsubishi Heavy
Industries.
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Segment Information

Sales and Revenues by Geographic Region

% North % Latin % % Asia/ %
(Millions of dollars) Total Change  America Change  America Change EAME Change Pacific Change
2010
Construction
Industries® ........... $13,572 60% $4,108 62% $2,048 88% $2,941 43% $4,475 58%
Resource Industries 8,667 48% 2,866 37% 1,809 57% 1,737 30% 2,255 7%
Power Systems® ............. 15,537 16% 6,376 25% 1,900 44% 4,393 —% 2,868 12%
All Other Segments * ... 2,156 20% 1,208 29% 108 44% 538 (11)% 302 73%
Corporate Items and
Eliminations............oo...... (65) (36) (8) (14) ()]
Machinery & Power
Systems Sales.................. 39,867 35% 14,522 36% 5,857 61% 9,595 14% 9,893 44%
Financial Products
SEgMENt ..o 2,946 (6)% 1,773 (10)% 308 9% 427 (14)% 438 11%
Corporate Items and
Eliminations..................... (225) (202) (11) — (12)
Financial
Products Revenues......... 2,721 (5)% 1571 8)% 297 11% 427 (14)% 426 12%
Consolidated Sales and
REVENUES.......ceeverrrrne $42,588 31% $16,093 30% $6,154 58% $10,022 13% $10,319 43%
2009
Construction
Industries........ccccoveveenn.. $8,507 $2,532 $1,087 $2,057 $2,831
Resource Industries® ...... 5,857 2,085 1,155 1,341 1,276
Power Systems® ............. 13,389 5,093 1,319 4,405 2,572
All Other Segments® ....... 1,791 936 75 605 175
Corporate Items and
Eliminations..................... 4 (1) 1) (1) (1)
Machinery & Power
Systems Sales.................. 29,540 10,645 3,635 8,407 6,853
Financial Products
Lo 111 | 3,139 1,968 282 495 394
Corporate Items and
Eliminations.............oo...... (283) (254) (14) — (15)
Financial
Products Revenues........ 2,856 1,714 268 495 379
Consolidated Sales and
Revenues..........cccccceenne. $32,396 $12,359 $3,903 $8,902 $7,232

2w N e

Does not include inter-segment sales of $674 million and $516 million in 2010 and 2009, respectively.
Does not include inter-segment sales of $894 million and $414 million in 2010 and 2009, respectively.
Does not include inter-segment sales of $1.684 billion and $855 million in 2010 and 2009, respectively.
Does not include inter-segment sales of $2.808 billion and $2.153 billion in 2010 and 2009, respectively.
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Sales and Revenues by Segment

Sales Price $ %
(Millions of dollars) 2009 Volume Realization ~ Currency  Acquisitions  Other 2010 Change Change
Construction Industries .... $8,507 $4,561 $373 $131 $— $— $13,572 $5,065 60%
Resource Industries........... 5,857 2,457 386 (33) — — 8,667 2,810 48%
Power Systems ... 13,389 1,460 214 (99) 573 15,537 2,148 16%
All Other Segments ......... 1,791 335 43 (13) — — 2,156 365 20%
Corporate Items and
Eliminations............c......... 4 1 (62) — — — (65) (61)
Machinery & Power
Systems Sales................... 29,540 8,814 954 (14) 573 — 39,867 10,327 35%
Financial Products
Lo (1151 | 3,139 — — — — (193) 2,946 (193) (6)%
Corporate Items and
Eliminations............cco....... (283) — — — — 58 (225) 58
Financial
Products Revenues......... 2,856 — — — — _ (139) 2,721 (135) (5)%
Consolidated Sales and
REVENUES..........ooorrrreeeenne. $32,396 $8,814 $954 $(14) $573  $(135) $42,588  $10,192 310
Operating Profit by Segment

%

(Millions of dollars) 2010 2009 $ Change Change
Construction INdUSLHes ........c.ccevevveeveveriiennn $783 $(768) $1,551 N/A
Resource INAUSEIES ......cccevvrvrvririeeeririsieieeenns 1,789 288 1,501 521%
Power SYStEMS ......cccecvieiicieeceececcee e 2,288 1,660 628 38%
All Other SEgMENTS ......c.cvvvveiiiiicieeeceese s 720 625 95 15%
Corporate Items and Eliminations.................... (1,793) (1,348) (445)
Machinery & Power Systems ..........ccccceevurine 3,787 457 3,330 729%
Financial Products Segment...........c.cocoeveerene. 429 399 30 8%
Corporate Items and Eliminations..................... (42) (18) (24)
Financial Products ..........cccooeeevevevevieeveennnnn. 387 381 6 2%
Consolidating Adjustments...........c.ccocovreene. (211) (261) 50
Consolidated Operating Profit..........c.c.ccevu.. $3,963 $577 $3,386 587%

! Because 2009 was a loss for Construction Industries, the percent change is not meaningful.

Construction Industries

Construction Industries’ sales were $13.572 billion in 2010, an increase of $5.065 billion, or 60 percent, from 2009. The
improvement in sales was a result of significantly higher sales volume in all geographic regions and across all major
products. In addition to volume, sales were higher as a result of improved price realization and the impact of currency.

Economic improvements in most countries encouraged users to increase machine purchases, either to expand fleets or slow
their deterioration. Nearly all countries kept interest rates low, and financial conditions improved. As a result, significant
sales increases occurred in all geographic regions.

Most Asia/Pacific governments maintained accommaodative interest rate and budget policies implemented in response to the
financial crisis. As a result, economic recoveries in Asia/Pacific were among the strongest in the world, which raised demand
for construction. China, the world’s largest user of construction equipment, accounted for roughly half of the region’s

A-83



volume growth. While the Chinese government took actions to slow the economy, industrial production still increased 16
percent. Housing spending increased 33 percent. Nonresidential spending was up 19 percent.

Construction Industries’ profit was $783 million in 2010 compared with a loss of $768 million in 2009. The increase in
profit was due to higher sales volume, which includes the impact of an unfavorable mix of products, improved manufacturing
costs and favorable price realization. These improvements were partially offset by higher R&D expenses due to additional
investment in new product development programs related to emissions requirements and the negative impact of currency.

Resource Industries

Resource Industries’ sales were $8.667 billion in 2010, an increase of $2.810 billion, or 48 percent, from 2009. The sales
growth was driven by higher sales volume and improved price realization.

Resource Industries sales benefited from low interest rates and higher commodity prices. For example, Australian thermal
coal prices increased 38 percent, and copper, gold and tin prices reached record highs. Higher prices lifted mining output in
many countries, which increased demand for our equipment.

Resource Industries’ profit was $1.789 billion in 2010 compared with $288 million in 2009. The profit improvement was
largely driven by higher sales volume. In addition, lower manufacturing costs and favorable price realization contributed to
the higher profit. These improvements were partially offset by higher R&D expenses due to additional investment in new
product development programs related to emissions requirements.

Power Systems

Power Systems’ sales were $15.537 billion in 2010, an increase of $2.148 hillion, or 16 percent, from 2009. The sales
growth was driven by higher sales volume and price realization. EMD, which was acquired in the third quarter of 2010,
added $573 million.

Power Systems’ sales for electric power applications, industrial applications and rail improved while sales for marine and
petroleum applications declined. Demand for electric power improved as a result of better economic growth, and sales of
industrial engines to customers that manufacture agricultural and construction equipment also improved. Sales for marine
applications decreased in all geographic regions due to weak industry demand. Sales for petroleum applications decreased in
all geographic regions except Latin America, which benefited from one large turbine order.

Power Systems’ sales were up in all geographic regions except EAME. The increased sales in North America were due to
higher rail sales and increased sales of engines for industrial and electric power applications. The acquisition of EMD added
sales of $260 million in North America. Sales in EAME declined slightly as lower sales for petroleum and marine
applications were partially offset by increased sales of engines for industrial applications and EMD sales of $160 million.
Sales in Latin America increased primarily due to two large turbine orders for petroleum and electric power applications and
increased industry demand for electric power applications. Asia/Pacific sales increased due to higher sales for electric power
and industrial applications partially offset by sales for marine and petroleum applications. The acquisition of EMD added
sales of $145 million in Asia/Pacific.

Power Systems’ profit was $2.288 billion in 2010 compared with $1.660 billion in 2009. The profit improvement was
largely driven by higher sales volume, which includes the impact of an unfavorable mix of products. In addition, favorable
price realization and lower manufacturing costs contributed to the higher profit. These improvements were partially offset by
higher SG&A and R&D expenses due to provisions for incentive pay and additional investment in new product development
programs related to emissions requirements. EMD added $62 million.

Financial Products Segment

Financial Products’ revenues were $2.946 billion in 2010, a decrease of $193 million, or 6 percent, from 2009. The decrease
was primarily due to a $223 million unfavorable impact from lower average earning assets and a $30 million decrease in Cat
Insurance revenues, partially offset by a $53 million favorable change from returned or repossessed equipment and the
absence of $34 million in write-downs on retained interests related to the securitized asset portfolio in 2009.

Financial Products’ profit was $429 million in 2010 compared with $399 million in 2009. The increase was primarily due to
a $53 million favorable change from returned or repossessed equipment, the absence of $34 million in write-downs on
retained interests related to the securitized asset portfolio in 2009, a $28 million favorable impact from net currency exchange
gains and losses and a $27 million favorable impact from increased net yield on average earning assets, partially offset by a
$79 million unfavorable impact from lower average earning assets and a $36 million increase in SG&A expenses (excluding
the provision for credit losses).

At the end of 2010, past dues at Cat Financial were 3.87 percent, which decreased from 5.54 percent at the end of 2009.
Write-offs, net of recoveries, were $237 million for 2010, down from $253 million for 2009.
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As of December 31, 2010, Cat Financial’s allowance for credit losses totaled $363 million or 1.57 percent of net finance
receivables, compared with $377 million or 1.64 percent at the end of 2009. The trend reflects improving portfolio
performance metrics and the write-off of accounts previously identified as potential credit losses in the allowance account.

Corporate Items and Eliminations

Expense for corporate items and eliminations was $1.835 billion in 2010, an increase of $469 million from 2009. Corporate
items and eliminations include corporate-level expenses, timing differences as some expenses are reported in segment results
on a cash basis, retirement benefit costs other than service cost and inter-segment eliminations.

The increase was primarily due to the absence of $300 million of LIFO inventory decrement benefits, increased retirement
benefit costs not allocated to segments, higher corporate-level expenses and an increase in the provision for warranty due to
higher sales volume. The absence of $664 million of 2009 redundancy costs not allocated to segments partially offset this
increase.

FOURTH QUARTER 2010 COMPARED WITH FOURTH QUARTER 2009
CONSOLIDATED SALES AND REVENUES

Consolidated Sales and Revenues Comparison

Fourth Quarter 2010 vs. Fourth Quarter 2009
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The chart above graphically illustrates reasons for the change in Consolidated Sales and Revenues between the fourth quarter of 2009 (at left) and the fourth
quarter of 2010 (at right). Items favorably impacting sales and revenues appear as upward stair steps with the corresponding dollar amounts above each bar,
while items negatively impacting sales and revenues appear as downward stair steps with dollar amounts reflected in parentheses above each bar. Caterpillar
management utilizes these charts internally to visually communicate with the company’s Board of Directors and employees.

Sales and revenues for the fourth quarter of 2010 were $12.807 billion, up $4.909 billion, or 62 percent, from the fourth
quarter of 2009. The improvement was largely a result of $4.330 billion higher sales volume. While sales for new
equipment and after-market parts improved, the more significant increase was for new equipment. Price realization improved
$333 million, and EMD, which was acquired in the third quarter of 2010, added $357 million. Currency impacts were $72
million unfavorable, and Financial Products revenues declined slightly.

The improvement in sales volume occurred across the world in all geographic regions and in most segments. About $1.5
billion of the increase in volume was a result of dealers adding about $700 million of new machine inventory in the fourth
quarter of 2010 compared with a reduction of about $800 million during the fourth quarter of 20009.

Low interest rates and better economic growth encouraged users to increase purchases and dealers to begin to rebuild some
inventory. Economic recoveries were uneven, with developing countries recovering better than the developed economies.
Strong recoveries in the developing economies led to increased demand for metals and energy. This drove metals and coal
prices higher and in turn drove our sales higher. Mining production and deliveries into mining increased in all regions.

Power Systems sales increased 49 percent compared with the fourth quarter of 2009, primarily because of higher sales of
engines for electric power, petroleum and industrial applications and the acquisition of EMD.
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CONSOLIDATED OPERATING PROFIT

Consolidated Operating Profit Comparison
Fourth Quarter 2010 vs. Fourth Quarter 2009
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The chart above graphically illustrates reasons for the change in Consolidated Operating Profit between the fourth quarter of 2009 (at left) and the fourth
quarter of 2010 (at right). Items favorably impacting operating profit appear as upward stair steps with the corresponding dollar amounts above each bar,
while items negatively impacting operating profit appear as downward stair steps with dollar amounts reflected in parentheses above each bar. The bar
entitled Other/M&PS Redundancy includes consolidating adjustments and Machinery and Power Systems other operating (income) expenses, which include
Machinery and Power Systems redundancy costs. Caterpillar management utilizes these charts internally to visually communicate with the company’s
Board of Directors and employees.

Operating profit in the fourth quarter of 2010 was $1.291 billion compared with $128 million in the fourth quarter of 2009.
The improvement was primarily the result of higher sales volume, which included the impact of an unfavorable change in
product mix of more than $400 million and better price realization. The improvements were partially offset by higher selling,
general and administrative (SG&A) and research and development (R&D) expenses and unfavorable manufacturing costs.

The negative change in product mix in the fourth quarter of 2010 compared with the fourth quarter of 2009 was primarily due
to three key factors. First, aftermarket parts sales were a lower percent of total sales in the fourth quarter of 2010 compared
with the fourth quarter of 2009 which negatively impacted product mix as aftermarket parts have higher operating margins
than new equipment. Second, product mix within Machinery and Power Systems segments were negative as sales growth
was higher in lower margin machines and engines than higher margin products. Lastly, Power Systems had a higher
operating margin than Construction Industries and Resource Industries. Construction Industries and Resource Industries
combined sales grew 91 percent compared with a 49 percent increase for Power Systems.

Manufacturing costs were up $115 million primarily due to higher period manufacturing costs related to increased volume,
provisions for incentive pay and the absence of $70 million of LIFO inventory decrement benefits. Continued improvements
in variable labor efficiency partially offset these factors.

SG&A and R&D expenses increased by $362 million primarily due to increased costs to support new product development
programs, including those related to emissions requirements, and due to provisions for incentive pay.

Currency had a $47 million negative impact on operating profit as the negative impact on sales more than offset the benefit to
costs. Redundancy costs were $65 million in the fourth quarter of 2009.

OTHER PROFIT/LOSS ITEMS

= Interest expense excluding Financial Products decreased $13 million from the fourth quarter of 2009 due to lower
line of credit fees resulting from a reduction of global credit facilities and a reduction in debt.
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Other income/expense was income of $16 million compared with income of $88 million in the fourth quarter of
2009. The decrease was primarily driven by an unfavorable impact from currency gains and losses. Machinery and
Power Systems currency derivative losses were about $25 million in the fourth quarter of 2010 compared with gains
of about $65 million in the fourth quarter of 2009.

The provision for income taxes of $233 million in the fourth quarter of 2010 reflects a tax rate of 25 percent,
which is less than the U.S. corporate tax rate of 35 percent primarily due to profits in tax jurisdictions with rates
lower than the U.S. rate. The provision for income taxes in the fourth quarter of 2010 also includes a $75 million
benefit related to the decrease from the third-quarter estimated annual tax rate of 28 percent. The decrease is
primarily due to renewal of U.S. tax benefits, including the research and development tax credit, in the fourth
quarter along with a more favorable than expected geographic mix of profits from a tax perspective. In 2009,
income taxes were a benefit of $91 million, driven primarily by a favorable geographic mix of profits and losses
from a tax perspective.

Profit/loss attributable to noncontrolling interests negatively impacted profit by $46 million compared to 2009,
primarily due to improved financial performance of Cat Japan. Caterpillar owns two-thirds of Cat Japan, meaning
one-third of its profits or losses are attributable to our partner, Mitsubishi Heavy Industries, Ltd.
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Segment Information

Sales and Revenues by Geographic Region

(Millions of dollars)
Fourth Quarter 2010
Construction

Industries® .......ccccooevuenne.
Resource Industries® ......
Power Systems® .............
All Other Segments * ......
Corporate Items and
Eliminations...........ccccceuun.
Machinery & Power
Systems Sales..................

Financial Products
Segment .......ooeevveiiieinenns
Corporate Items and
Eliminations............c.co.....
Financial

Products Revenues.........

Consolidated Sales and
Revenues............cccevevennn.

Fourth Quarter 2009
Construction
Industries........cccoeenuennen.
Resource Industries® ......
Power Systems® ..............
All Other Segments® .......
Corporate Items and
Eliminations............c.co.....
Machinery & Power
Systems Sales..................

Financial Products
Segment .....cveveveievienns
Corporate Items and
Eliminations.....................
Financial

Products Revenues.........

Consolidated Sales and
Revenues..........c.ccocueeenen.

I

$7,898

Does not include inter-segment sales of $193 million and $185 million in fourth-quarter 2010 and fourth-quarter 2009, respectively.
Does not include inter-segment sales of $342 million and $73 million in fourth-quarter 2010 and fourth-quarter 2009, respectively.

Does not include inter-segment sales of $555 million and $222 million in fourth-quarter 2010 and fourth-quarter 2009, respectively.
Does not include inter-segment sales of $762 million and $561 million in fourth-quarter 2010 and fourth-quarter 2009, respectively.

% North % Latin % % Asia/ %
Total Change  America Change  America  Change EAME Change Pacific Change
$4,103 87% $1,334 178% $601 68% $906 2% $1,262 52%
2,807 97% 899 75% 511 45% 648 152% 749 151%
4,664 49% 1,936 78% 584 84% 1,337 27% 807 21%
583 27% 328 44% 21 (28)% 139 (3)% 95 56%
___ (6 S €)) = 0 I )]
12,141 69% 4,485 94% 1,717 62% 3,027 53% 2,912 57%
726 (5)% 428 (8)% 81 % 103 (15)% 114 16%
(60) (54) ®3) o ®3)
666 (6)% 374 (10)% 78 7% 103 (15)% 111 17%
$12,807 62% $4,859 78% $1,795 59% $3,130 49% $3,023 55%
$2,194 $479 $358 $528 $829
1,423 515 353 257 298
3,122 1,089 318 1,049 666
460 227 29 143 61
___ S C)) @ N C) @
7,193 2,308 1,057 1,975 1,853
762 467 76 121 98
(57) (51) ®3) — ®3)
705 416 73 121 95
$2,724 $1,130 $2,096 $1,948
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Sales and Revenues by Segment

Fouth Fourth
Quarter Sales Price Quarter $ %
(Millions of dollars) 2009 Volume Realization ~ Currency  Acquisitions  Other 2010 Change Change
Construction Industries .... $2,194 $1,762 $135 $12 $— $— $4,103 $1,909 87%
Resource Industries........... 1,423 1,259 141 (16) — — 2,807 1,384 97%
Power Systems ................ 3,122 1,201 43 (59) 357 4,664 1,542 49%
All Other Segments 460 115 17 (9) — — 583 123 27%
Corporate Items and
Eliminations............c......... (6) ()] 3 — — — (16) (10)
Machinery & Power
Systems Sales................... 7,193 4,330 333 (72) 357 — 12,141 4,948 69%
Financial Products
Segment.....ccceeeveveeieenee, 762 — — — — (36) 726 (36) (5)%
Corporate Items and
Eliminations............cco....... (57) — — — — (3 (60) 3
Financial
Products Revenues......... 705 — — — — (39) 666 $(39) (6)%
Consolidated Sales and
REVENUES.............covrnee. $7,898 $4,330 $333 $(72) $357  $(39) $12,807 $4,909 62%
Operating Profit by Segment
Fourth Quarter Fourth Quarter %
(Millions of dollars) 2010 2009 $ Change Change
Construction INdUStres ........c.coeevevevevevveeiienenn $287 $(112) $399 N/A
Resource INdUSEHEes .......c.ccceeevirierreienieninieienes 606 51 555 1,088%
POWET SYSEMS ....ooviiviciiciiececeeceece e 708 262 446 170%
All Other SEgMENtS .......cecvveeeieeeece e 140 118 22 19%
Corporate Items and Eliminations..................... (497) (200) (297)
Machinery & Power Systems ............cccceeevnn. 1,244 119 1,125 945%
Financial Products Segment.........cccccoeevevvvennnee 105 72 33 46%
Corporate Items and Eliminations.................... (3 © 6
Financial Products ..........c..cccoevveeiieeriieninnens 102 63 39 62%
Consolidating Adjustments............cc.ccvveeene. (55) (54) (1)
Consolidated Operating Profit...................... $1,291 $128 $1,163 909%

' Because fourth-quarter 2009 was a loss for Construction Industries, the percent change is not meaningful.

Construction Industries

Construction Industries’ sales were $4.103 billion in the fourth quarter of 2010, an increase of $1.909 billion, or 87 percent,
from the fourth quarter of 2009. The improvement in sales was a result of significantly higher sales volume in all geographic
regions and across all major products. In addition, price realization improved.

Low interest rates and better economic growth encouraged users to increase purchases and dealers to begin to rebuild some
inventory. Although construction remained depressed in North America, significantly higher sales reflected improved
financial conditions and user decisions to slow fleet deteriorations.

Construction Industries’ profit was $287 million in the fourth quarter of 2010 compared with a loss of $112 million in the
fourth quarter of 2009. The increase in profit was due to higher sales volume, which includes the impact of an unfavorable
mix of products, and improved price realization. These improvements were partially offset by higher R&D expenses due to
additional investment in new product development programs related to emissions requirements. Manufacturing costs and
SG&A expenses were about flat despite the large increase in volume.
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Resource Industries

Resource Industries’ sales were $2.807 billion in the fourth quarter of 2010, an increase of $1.384 billion, or 97 percent, from
the fourth quarter of 2009. The sales growth was driven by higher sales volume and improved price realization.

Resource Industries sales benefited from low interest rates and higher commodity prices. Higher metals prices, particularly
for copper, gold and iron ore, encouraged producers to increase production and machine purchases.

Resource Industries’ profit was $606 million in the fourth quarter of 2010 compared with $51 million in the fourth quarter of
2009. The increase in profit was due to higher sales volume and improved price realization. These improvements were
partially offset by higher R&D expenses due to additional investment in new product development programs related to
emissions requirements. Manufacturing costs and SG&A expenses were about flat despite the large increase in volume.

Power Systems

Power Systems’ sales were $4.664 billion in the fourth quarter of 2010, an increase of $1.542 billion, or 49 percent, from the
fourth quarter of 2009. The sales growth was driven by higher sales volume. EMD, which was acquired in the third quarter
of 2010, added $357 million.

Power Systems sales increased 49 percent compared with the fourth quarter of 2009, primarily because of higher sales of
engines for electric power, petroleum and industrial applications and the acquisition of EMD. Demand for electric power
improved as a result of economic growth. Worldwide demand for energy and higher oil prices are encouraging customers to
invest, and we are seeing stronger demand for engines and turbines for petroleum applications. Sales of industrial engines to
customers for agricultural and construction applications also improved.

Power Systems sales were up in all geographic regions. The increased sales in North America were due to higher sales for
petroleum and electric power applications. The acquisition of EMD added sales of $183 million in North America. Sales in
Latin America increased primarily due to two large turbine orders for petroleum and electric power applications and
increased industry demand for electric power applications. Sales in EAME increased primarily due to higher demand for
industrial engines for agricultural and construction applications. Sales in Asia/Pacific were about flat excluding the
acquisition of EMD, which added $105 million.

Power Systems’ profit was $708 million in the fourth quarter of 2010 compared with $262 million in the fourth quarter of
2009. The profit improvement was largely driven by higher sales and favorable price realization. These improvements were
partially offset by higher manufacturing, SG&A and R&D expenses due to provisions for incentive pay and additional
investment in new product development programs related to emissions requirements. EMD added $43 million.

Financial Products Segment

Financial Products’ revenues were $726 million, a decrease of $36 million, or 5 percent, from the fourth quarter of 2009.
The decrease was due to a $34 million unfavorable impact from lower average earning assets, a $14 million unfavorable
impact from lower interest rates on new and existing finance receivables and an $11 million decrease in Cat Insurance
revenues, partially offset by a $23 million favorable change from returned or repossessed equipment.

Financial Products’ profit was $105 million in fourth quarter of 2010 compared with $72 million in the fourth quarter of
2009. The increase was due to a $34 million decrease in the provision for credit losses at Cat Financial and a $23 million
favorable change from returned or repossessed equipment, partially offset by a $13 million unfavorable impact from lower
average earning assets and $11 million due to incentive pay.

During the fourth quarter, Cat Financial’s overall portfolio quality reflected continued improvement in global economic
conditions. Write-offs, net of recoveries, were $61 million for the fourth quarter of 2010, down from $78 million in the third
quarter.

Corporate Items and Eliminations

Expense for corporate items and eliminations was $500 million in the fourth quarter of 2010, an increase of $291 million
from the fourth quarter of 2009. Corporate items and eliminations include corporate-level expenses, timing differences as
some expenses are reported in segment results on a cash basis, retirement benefit costs other than service cost and inter-
segment eliminations.

The increase was primarily due to an increase in the provision for warranty due to higher sales volume, higher corporate-level
expenses, increased retirement benefit costs not allocated to segments and the absence of $70 million of LIFO inventory
decrement benefits. The absence of fourth-quarter 2009 redundancy costs partially offset this increase.
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2009 COMPARED WITH 2008

CONSOLIDATED SALES AND REVENUES

Consolidated Sales and Revenues Comparison

2009 vs. 2008
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The chart above graphically illustrates reasons for the change in Consolidated Sales and Revenues between 2008 (at left) and 2009 (at right). Items
favorably impacting sales and revenues appear as upward stair steps with the corresponding dollar amounts above each bar, while items negatively impacting
sales and revenues appear as downward stair steps with dollar amounts reflected in parentheses above each bar. Caterpillar management utilizes these charts
internally to visually communicate with the company's Board of Directors and employees.

Sales and revenues for 2009 were $32.396 billion, down $18.928 billion, or 37 percent, from 2008. The decrease was
primarily due to lower sales volume of $19.864 billion. While sales for new equipment and aftermarket parts both declined,
the decrease for new equipment was more significant. Price realization improved $910 million, and currency had a negative
impact on sales of $425 million, primarily due to a weaker euro and British pound. The consolidation of Cat Japan added
$875 million to sales. In addition, Financial Products revenues decreased $424 million.

The decline in sales volume occurred across the world in all geographic regions and in all segments. The severe worldwide
recession caused construction spending to decline in many countries, and mining companies reduced output. As a result, end
users significantly reduced purchases of equipment. Dealers reacted to the decline in end-user demand by reducing reported
inventories more than $3.4 billion, contributing further to lower sales volume. Dealer machine inventories were well below
year-end 2008 in both dollars and months of supply. Months of supply were near the historical average.

Power Systems’ sales were down in all geographic regions as a result of the worldwide recession. However, the decline
would have been more significant if not for sales of late cycle products like turbines and large reciprocating engines.
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CONSOLIDATED OPERATING PROFIT

Consolidated Operating Profit Comparison
2009 vs. 2008
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The chart above graphically illustrates reasons for the change in Consolidated Operating Profit between 2008 (at left) and 2009 (at right). Items favorably
impacting operating profit appear as upward stair steps with the corresponding dollar amounts above each bar, while items negatively impacting operating
profit appear as downward stair steps with dollar amounts reflected in parentheses above each bar. Caterpillar management utilizes these charts internally to
visually communicate with the company's Board of Directors and employees. The bar entitled Other/M&PS Redundancy includes the operating profit
impact of consolidating adjustments and Machinery and Power Systems other operating (income) expenses, which include Machinery and Power Systems
redundancy costs.

Operating profit in 2009 was $577 million compared with an operating profit of $4.448 billion in 2008. Lower sales volume
was the primary reason for the decline. Sales volume includes the impact of a favorable mix of products. While sales for
new equipment and after-market parts declined, the most significant decline was for new equipment. Price realization
improved $910 million.

Manufacturing costs improved $646 million. Significant inventory reduction resulted in $300 million ($0.39 per share) of
LIFO inventory decrement benefits. Excluding decrement benefits, manufacturing costs decreased $346 million. Selling,
general and administrative (SG&A) and research and development (R&D) expenses declined $1.314 billion as a result of
significant cost-cutting measures.

Currency had a $376 million favorable impact on operating profit as the benefit to costs more than offset the negative impact
on sales.

Redundancy costs were $706 million. Cat Japan unfavorably impacted operating profit by $348 million.

OTHER PROFIT/LOSS ITEMS

= Interest expense excluding Financial Products increased $115 million due to higher average debt. As a result of
the weak economic environment and uncertain capital markets, we have held more cash than usual.

= Other income/expense was income of $381 million compared with income of $327 million in 2008. The increase
was primarily due to the favorable impact from net foreign exchange gains and losses.

= The provision for income taxes reflects a significantly more favorable effective tax rate than in 2008. The
improvement was driven primarily by a more favorable geographic mix of profits and losses from a tax perspective,
along with tax benefits related to prior-year tax returns of $133 million and a larger percentage benefit from U.S.
permanent differences and credits including the research and development tax credit. The prior-year tax benefits
primarily resulted from the U.S. settlement of tax years 1995 to 1999 and the true-up of estimated amounts used in
the 2008 tax provision to the U.S. tax return as filed. The 2008 provision for income taxes included $456 million of
benefits primarily related to the repatriation of non-U.S. earnings with available foreign tax credits in excess of the
U.S. tax liability on the dividend.
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= Equity in profit/(loss) of unconsolidated affiliated companies was a loss of $12 million compared with income of
$37 million in 2008. The decrease was primarily related to the absence of equity profit in 2008 after the
consolidation of Cat Japan.

= Profit/loss attributable to noncontrolling interests (formerly minority interest) favorably impacted profit by $96
million from 2008, primarily due to adding back 33 percent of Cat Japan's losses attributable to Mitsubishi Heavy

Industries.

Segment Information

Sales and Revenues by Geographic Region

(Millions of dollars)
2009

Construction

Industries® ........cccooovuenne.
Resource Industries® ...
Power Systems® ...........
All Other Segments * ......
Corporate Items and
Eliminations.........c..c.ccc....
Machinery & Power
Systems Sales..................

Financial Products
Segment ....ccoceveereiinienne
Corporate Items and
Eliminations..............c......
Financial

Products Revenues.........

Consolidated Sales and
Revenues..........c.ccocvevenne.

2008

Construction
Industries........cccoevvuenne..
Resource Industries® ......
Power Systems® .............
All Other Segments* .......
Corporate Items and
Eliminations..............c......
Machinery & Power
Systems Sales..................

Financial Products
Segment ......coveveveieiienns
Corporate Items and
Eliminations...........cccccevun.
Financial

Products Revenues ........

Consolidated Sales and
Revenues..........c.cceeveeenen.

2w N e

$51,324

Does not include inter-segment sales of $516 million and $838 million in 2009 and 2008, respectively.
Does not include inter-segment sales of $414 million and $696 million in 2009 and 2008, respectively.
Does not include inter-segment sales of $855 million and $1.553 billion in 2009 and 2008, respectively.
Does not include inter-segment sales of $2.153 billion and $2.690 billion in 2009 and 2008, respectively.

% North % Latin % % Asia/ %
Total Change  America Change  America _Change EAME Change Pacific Change

$8,507 (49)% $2,532 (56)% $1,087 (53)% $2,057 (62)% $2,831 (11)%

5,857 (43)% 2,085 (46)% 1,155 (24)% 1,341 (52)% 1,276 (38)%

13,389 (28)% 5,093 (31)% 1,319 (28)% 4,405 (31)% 2,572 (14)%

1,791 (2% 936 (18)% 75 188% 605 (33)% 175 (54)%
@ B ¢ @ @ |

29,540 (39)% 10,645 (42)% 3,635 (36)% 8,407 (46)% 6,853 (20)%

3,139 (12)% 1,968 (13)% 282 (18)% 495 (16)% 394 5%
(283 (254 B €)) — (15)

2,856 (13)% 1,714 (14)% 268 (18)% 495 (16)% 379 5%
$32,396 (37)% $12,359 (39)% $3,903 (35)% $8,902 (45)% $7,232 (19)%
$16,763 $5,809 $2,305 $5,461 $3,188

10,254 3,886 1,528 2,769 2,071
18,628 7,395 1,828 6,417 2,988
2,459 1,145 26 906 382

_ (69 @ (@ (22 (10)
48,044 18,214 5,680 15,531 8,619

3,561 2,253 342 590 376

(281) (252) (14) — (15)

3,280 2,001 328 590 361

$20,215 $6,008 $16,121 $8,980
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Sales and Revenues by Segment

Sales Price $ %
(Millions of dollars) 2008 Volume Realization ~ Currency  Acquisitions  Other 2009 Change Change
Construction Industries .... $16,763 $(9,178) $127 $(80) $875 $— $8,507 $(8,256) (49)%
Resource Industries........... 10,254 (4,556) 189 (30) — — 5,857 (4,397) (43)%
Power Systems ................ 18,628 (5,532) 543 (250) — — 13,389 (5,239) (28)%
All Other Segments ......... 2,459 (657) 54 (65) — — 1,791 (668) 27)%
Corporate Items and
Elminations.............coev..... (60) 59 (€)] — — — 4 56
Machinery & Power
Systems Sales...........ccen.n. 48,044 (19,864) 910 (425) 875 — 29,540 (18,504) (39)%
Financial Products
SEgMENt ...cvevevcvierieiererenas 3,561 — — — — (422) 3,139 (422) (12)%
Corporate Items and
Eliminations............c......... (281) — — — — (2 (283) (2
Financial
Products Revenues......... 3,280 — — — — _ (424) 2,856 (424) (13)%
Consolidated Sales and
Revenues..........ccceennee $51,324 $(19,864) $910 $(425) $875  $(424) $32,396  $(18,928) (371)%
Operating Profit by Segment

%

(Millions of dollars) 2009 2008 $ Change Change
Construction INdUStries ........ccccoeveeierirerneeenes $(768) $1,246 $(2,014) (162)%
Resource INdUSLries ........ccccceeveveveiece s, 288 1,258 (970) (77)%
POWEr SYSIEMS ...oveiiiiiciiecsee e 1,660 2,522 (862) (34)%
All Other SEgMENTS ......c.cvvveiiriiicecieeceee e 625 715 (90) (13)%
Corporate Items and Eliminations.................... (1,348) (1,619) 271
Machinery & Power Systems ............cccce.e... 457 4,122 (3,665) (89)%
Financial Products Segment...........cccccccovvveenane. 399 548 (149) (27)%
Corporate Items and Eliminations..................... (18) 31 (49)
Financial Products ........ccccocoeevieiinrseiniennnns 381 579 (198) (34)%
Consolidating Adjustments (261) (253) (8)
Consolidated Operating Profit....................... $577 $4,448 $(3,871) (87)%

Construction Industries

Construction Industries’ sales were $8.507 billion in 2009, a decrease of $8.256 billion, or 49 percent, from 2008. The
decline in sales was a result of significantly lower sales volume in all geographic regions and across most major products.
Price realization improved $127 million, and currency had a negative impact on sales of $80 million. The consolidation of
Cat Japan added $875 million to sales.

Declines in sales volume were most severe in EAME, North America and Latin America. In EAME, the worldwide credit
crisis and recession impacted all regions, causing construction spending to weaken. In North America, housing starts and
nonresidential building construction orders declined significantly. The worldwide recession caused sales for construction
equipment to decline in Latin America. The sales decline was less significant in Asia/Pacific as Asian governments and
central banks reacted aggressively to the worldwide economic downturn. Most economies in Asia/Pacific started recovering
in the second quarter, which helped limit declines in demand.
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Construction Industries’ loss was $768 million in 2009 compared with a profit of $1.246 billion in 2008. Sharply lower sales
volume and losses at Cat Japan were partially offset by lower period manufacturing, SG&A and R&D expenses and
improved price realization.

Resource Industries

Resource Industries’ sales were $5.857 billion in 2009, a decrease of $4.397 billion, or 43 percent, from 2008. The sales
decrease was driven primarily by lower sales volume. Price realization improved $189 million.

The severe worldwide recession caused mining companies to reduce output and lower demand for our products. Metals
prices dropped sharply in late 2008, prompting mines to reduce production and curtail new investments. Subsequent price
recoveries led to some improvements later in the year but not enough to offset a poor first half. In addition, coal prices
decreased, and coal production decreased.

Resource Industries’ profit was $288 million in 2009 compared with $1.258 billion in 2008. Sharply lower sales volume was
partially offset by lower SG&A and R&D expenses and improved price realization.

Power Systems
Power Systems’ sales were $13.389 billion in 2009, a decrease of $5.239 billion, or 28 percent, from 2008.

Most of the decrease was a result of lower sales volume across all geographic regions and all applications due to weak
economic conditions. The sales decline would have been more significant if not for sales of late cycle products like turbines
and large reciprocating engines. Worldwide turbine sales were at record levels in 2009. The Power Systems’ sales decline
was less significant in Asia/Pacific as Asian governments and central banks reacted aggressively to the worldwide economic
downturn. Price realization improved $543 million, and currency had a negative impact on sales of $250 million.

Power Systems’ profit was $1.660 billion in 2009 compared with $2.522 billion in 2008. Lower sales volume was partially
offset by improved price realization, lower SG&A and R&D expenses and the favorable impact of currency.

Financial Products Segment

Financial Products’ revenues were $3.139 billion, a decrease of $422 million, or 12 percent, from 2008. The decrease was
primarily due to a $127 million unfavorable impact from lower average earning assets, a $92 million unfavorable impact
from lower interest rates on new and existing finance receivables, a $77 million unfavorable change from returned or
repossessed equipment, the absence of a $12 million gain related to the sale of receivables in 2008 and an unfavorable impact
from miscellaneous net revenue items.

Financial Products’ profit was $399 million in 2009 compared with $548 million in 2008. The decrease was primarily due to
a $77 million unfavorable change from returned or repossessed equipment, a $60 million impact from net currency exchange
gains and losses, a $46 million unfavorable impact from lower average earning assets, a $41 million unfavorable impact from
decreased net yield on average earning assets and a $39 million increase in the provision for credit losses at Cat Financial,
partially offset by a $71 million favorable impact from mark-to-market adjustments on interest rate derivative contracts and a
$71 million decrease in SG&A expenses (excluding the provision for credit losses).

At the end of 2009, past dues at Cat Financial were 5.54 percent, which increased from 3.88 percent at the end of 2008.
Write-offs, net of recoveries, were $253 million for 2009, up from $121 million in 2008. The $132 million increase was
driven by adverse economic conditions primarily in North America and, to a lesser extent, in Europe.

As of December 31, 2009, Cat Financial's allowance for credit losses totaled $377 million or 1.64 percent of net finance
receivables, compared with $395 million or 1.44 percent of net finance receivables at year-end 2008. The decrease of $18
million in allowance for credit losses resulted from a $64 million decrease due to a reduction in the overall net finance
receivable portfolio, partially offset by a $46 million increase in the allowance rate.

Corporate Items and Eliminations

Expense for corporate items and eliminations was $1.366 billion in 2009, a decrease of $222 million from 2008. Corporate
items and eliminations include corporate-level expenses, timing differences as some expenses are reported in segment results
on a cash basis, retirement benefit costs other than service cost, redundancy costs not allocated to segments, LIFO inventory
decrement benefits and inter-segment eliminations.

The decrease was primarily due to lower corporate-level expenses, a decrease in the provision for warranty due to lower sales

volume and LIFO inventory decrement benefits of $300 million. These items were partially offset by $664 million of 2009
redundancy costs and higher retirement benefit costs.
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Employee Separation Charges

In 2008, we recognized employee separation charges of $30 million in Other operating (income) expenses in the
Consolidated Results of Operations related to various voluntary and involuntary separation programs. These programs,
impacting 3,085 employees worldwide, were in response to a sharp decline in sales volume due to the global recession.

In 2009, continued cost reduction efforts worldwide resulted in additional separation charges of $481 million, recognized in
Other operating (income) expenses in the Consolidated Results of Operations. These efforts related to the following
separation programs:

U.S. Voluntary Separation Program - During December 2008, we announced a voluntary separation program for
certain support and management employees based in the United States. Eligible employees had until January 12,
2009 to sign up for the program, and generally until January 31, 2009 to make a final decision. Participating
employees received severance pay based on current salary level and years of service. During 2009, 2,182
employees accepted the program, all of which were separated from Caterpillar by the end of 2009.

Other U.S. Separation Programs — During 2009, we initiated plans to reduce U.S. based positions through a variety
of programs. These programs represent both voluntary and involuntary separation plans. During 2009, 6,611
employees accepted or were subject to these programs.

Non-U.S. Separation Programs - During 2009, we initiated several other separation programs outside the
U.S. These programs, designed specific to the laws and regulations of the individual countries, represent voluntary
and involuntary plans. During 2009, 7,075 employees accepted or were subject to the various programs.

In 2010, we recognized employee separation charges of $33 million in Other operating (income) expenses in the
Consolidated Results of Operations primarily related to involuntary separations due to the streamlining of our corporate
structure as announced in the second quarter.

Our accounting for separations is dependent upon how the particular program is designed. For voluntary programs, eligible
separation costs are recognized at the time of employee acceptance. For involuntary programs, eligible costs are recognized
when management has approved the program, the affected employees have been properly identified and the costs are
estimable.

The following table summarizes the 2008, 2009 and 2010 separation activity by geographic region:

Machinery and Power Systems

North Latin Asia  Financial
(Millions of dollars) America _America  EAME Pacific Products’ Total
Increase in liability (separation charges)...........coevirvvireeecreenenn. $4 $9 $17 $— $— $30
Reduction in liability (payments and other adjustments)............ — (7) (12) — — (19)
Liability balance at December 31, 2008 ..........ccccccevvreenirerernnnes $4 $2 $5 $— $— $11
Increase in liability (separation charges)..........ccccocvevreerereerenns $323 $15 $102 $31 $10  $481
Reduction in liability (payments and other adjustments)............ (313) 17) (78) (25) (10)  (443)
Liability balance at December 31, 2009 .........cccccecevvevvereiesrernnn. $14 $— $29 $6 $— $49
Increase in liability (separation charges).........c.cceeveeirenerieinnenn $17 $— $8 $7 $1 $33
Reduction in liability (payments and other adjustments).............. (26) — (23) (12) — (60)
Liability balance at December 31, 2010 .........ccccovvevvevvereieirernnn $5 $— $14 $2 $1 $22

YIncludes $8 million for North America and $2 million for EAME in 2009 and $1 million for EAME in 2010.

The remaining liability balances as of December 31, 2010 represent costs for employees that have either not yet separated
from the Company or their full severance has not yet been paid. The majority of these remaining costs are expected to be
paid in 2011.

The number of employees affected by the separations in 2010 was not significant. The following table summarizes the
number of employees that accepted or were subject to the 2008 and 2009 programs:
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2009 2008

Impacted employees at beginning of PEriod .........ccccveveveiiiceni s, 1,505 —
Impacted employees during the PEriod...........cccvvveiiieiinc i 15,868 3,085
Employee separations during the period............cccveriiiiiiiiiiicee s (16,970) (1,580)
Impacted employees remaining at the end of period ............ccocvvev v, 403 1,505

In addition to the 2009 separation charges noted above, we reported $225 million of costs associated with certain pension and
other postretirement benefit plans, which were also recognized in Other operating (income) expenses in the Consolidated
Results of Operations.

Electro-Motive Diesel, Inc.

In August 2010, we acquired 100 percent of the equity in privately held Electro-Motive Diesel, Inc. (EMD) for
approximately $901 million, consisting of $928 million paid at closing less a final net working capital adjustment of $27
million received in the fourth quarter of 2010. Headquartered in LaGrange, Illinois with additional manufacturing facilities
in Canada and Mexico, EMD designs, manufactures and sells diesel-electric locomotives for commercial railroad
applications and sells its products to customers throughout the world. EMD has a significant field population in North
America and throughout the world supported by an aftermarket business offering customers replacement parts, maintenance
solutions, and a range of value-added services. EMD is also a global provider of diesel engines for marine propulsion,
offshore and land-based oil well drilling rigs, and stationary power generation. The acquisition supports our strategic plan to
grow our presence in the global rail industry. The EMD acquisition will enable us to provide rail and transit customers a
range of locomotive, engine and emissions solutions, as well as aftermarket product and parts support and a full line of rail-
related services and solutions.

The transaction was financed with available cash. Tangible assets acquired of $890 million, recorded at their fair values,
primarily were receivables of $186 million, inventories of $549 million and property, plant and equipment of $131 million.
Finite-lived intangible assets acquired of $329 million were primarily related to customer relationships and also included
intellectual property and trade names. The finite-lived intangible assets are being amortized on a straight-line basis over a
weighted-average amortization period of approximately 15 years. An additional intangible asset acquired of $18 million,
related to in-process research and development, is considered indefinite-lived until the completion or abandonment of the
development activities. Liabilities assumed of $518 million, recorded at their fair values, primarily included accounts payable
of $124 million and accrued expenses of $161 million. Additionally, net deferred tax liabilities were $104 million. Goodwill
of $286 million, substantially all of which is non-deductible for income tax purposes, represents the excess of cost over the
fair value of the net tangible and intangible assets acquired. Factors that contributed to a purchase price resulting in the
recognition of goodwill include EMD’s strategic fit into our product and services portfolio, aftermarket support opportunities
and the acquired assembled workforce. Assuming this transaction had been made at the beginning of any period presented,
the consolidated pro forma results would not be materially different from reported results.

GLOSSARY OF TERMS

1. All Other Segments — Primarily includes activities such as: the remanufacturing of Cat engines and components and
remanufacturing services for other companies as well as the business strategy, product design, product management and
development, manufacturing, marketing, sales and product support of undercarriage, specialty products, hardened bar
stock components and ground engaging tools primarily for Caterpillar products; logistics services for Caterpillar and
other companies; the business strategy, product management, product development, marketing, sales and product support
of on-highway vocational trucks for North America (U.S. & Canada only); the 50/50 joint venture with Navistar (NC2)
which develops, manufactures and distributes on-highway trucks outside North America and India; and distribution
services responsible for dealer development and administration, dealer portfolio management and ensuring the most
efficient and effective distribution of machines, engines and parts.

2. Caterpillar Japan Ltd. (Cat Japan) — A Caterpillar subsidiary formerly known as Shin Caterpillar Mitsubishi Ltd.
(SCM). SCM was a 50/50 joint venture between Caterpillar and Mitsubishi Heavy Industries Ltd. (MHI) until SCM
redeemed one half of MHI's shares on August 1, 2008. Caterpillar now owns 67 percent of the renamed entity. We
began consolidating Cat Japan in the fourth quarter of 2008.

3. Consolidating Adjustments — Eliminations of transactions between Machinery and Power Systems and Financial
Products.
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10.

11.

12.

13.

14.

Construction Industries — A segment primarily responsible for supporting customers using machinery in infrastructure
and building construction applications. Responsibilities include business strategy, product design, product management
and development, manufacturing, marketing, sales and product support. The product portfolio includes backhoe loaders,
small wheel loaders, small track-type tractors, skid steer loaders, multi-terrain loaders, mini excavators, compact wheel
loaders, select work tools, small, medium and large track excavators, wheel excavators, medium wheel loaders, medium
track-type tractors, track-type loaders, motor graders, pipelayers and related parts. In addition, Construction Industries
has responsibility for Power Systems and components in Japan and an integrated manufacturing cost center that supports
Machinery and Power Systems businesses.

Currency — With respect to sales and revenues, currency represents the translation impact on sales resulting from
changes in foreign currency exchange rates versus the U.S. dollar. With respect to operating profit, currency represents
the net translation impact on sales and operating costs resulting from changes in foreign currency exchange rates versus
the U.S. dollar. Currency includes the impact on sales and operating profit for the Machinery and Power Systems
categories only; currency impacts on Financial Products revenues and operating profit are included in the Financial
Products portions of the respective analyses. With respect to other income/expense, currency represents the effects of
forward and option contracts entered into by the company to reduce the risk of fluctuations in exchange rates and the net
effect of changes in foreign currency exchange rates on our foreign currency assets and liabilities for consolidated
results.

Debt-to-Capital Ratio — A key measure of financial strength used by both management and our credit rating agencies.
The metric is a ratio of Machinery and Power Systems debt (short-term borrowings plus long-term debt) and redeemable
noncontrolling interest to the sum of Machinery and Power Systems debt, redeemable noncontrolling interest and
stockholders' equity.

EAME - A geographic region including Europe, Africa, the Middle East and the Commonwealth of Independent States
(CIS).

Earning Assets — Assets consisting primarily of total finance receivables net of unearned income, plus equipment on
operating leases, less accumulated depreciation at Cat Financial.

Financial Products Segment — Provides financing to customers and dealers for the purchase and lease of Caterpillar and
other equipment, as well as some financing for Caterpillar sales to dealers. Financing plans include operating and
finance leases, installment sale contracts, working capital loans and wholesale financing plans. The division also
provides various forms of insurance to customers and dealers to help support the purchase and lease of our equipment.

Latin America — Geographic region including Central and South American countries and Mexico.

Machinery and Power Systems (M&PS) — Represents the aggregate total of Construction Industries, Resource
Industries, Power Systems, and All Other segments and related corporate items and eliminations.

Machinery and Power Systems Other Operating (Income) Expenses — Comprised primarily of gains/losses on
disposal of long-lived assets, long-lived asset impairment charges, pension curtailment charges and employee
redundancy costs.

Manufacturing Costs — Manufacturing costs exclude the impacts of currency and represent the volume-adjusted change
for variable costs and the absolute dollar change for period manufacturing costs. Variable manufacturing costs are
defined as having a direct relationship with the volume of production. This includes material costs, direct labor and
other costs that vary directly with production volume such as freight, power to operate machines and supplies that are
consumed in the manufacturing process. Period manufacturing costs support production but are defined as generally not
having a direct relationship to short-term changes in volume. Examples include machinery and equipment repair,
depreciation on manufacturing assets, facility support, procurement, factory scheduling, manufacturing planning and
operations management.

Power Systems — A segment primarily responsible for supporting customers using reciprocating engines, turbines and
related parts across industries serving electric power, industrial, petroleum and marine applications as well as rail-related
businesses.  Responsibilities include business strategy, product design, product management and development,
manufacturing, marketing, sales and product support of reciprocating engine powered generator sets, integrated systems
used in the electric power generation industry, reciprocating engines and integrated systems and solutions for the marine
and petroleum industries; reciprocating engines supplied to the industrial industry as well as Caterpillar machinery; the
business strategy, product design, product management and development, manufacturing, marketing, sales and product
support of turbines and turbine related services; the business strategy, product design, product management and
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development, manufacturing, remanufacturing, maintenance, marketing, sales, leasing and service of diesel-electric
locomotives and components and other rail-related products and services.

15. Price Realization — The impact of net price changes excluding currency and new product introductions. Consolidated
price realization includes the impact of changes in the relative weighting of sales between geographic regions.

16. Resource Industries — A segment primarily responsible for supporting customers using machinery in mining and
quarrying applications.  Responsibilities include business strategy, product design, product management and
development, manufacturing, marketing, sales and product support. The product portfolio includes large track-type
tractors, large mining trucks, underground mining equipment, tunnel boring equipment, large wheel loaders, quarry and
construction trucks, articulated trucks, wheel tractor scrapers, wheel dozers, compactors, select work tools, forestry
products, paving products, machinery components, electronics and control systems and related parts. In addition,
Resource Industries manages areas that provide services to other parts of the company, including integrated
manufacturing, research and development and coordination of the Caterpillar Production System.

17. Sales Volume — With respect to sales and revenues, sales volume represents the impact of changes in the quantities sold
for Machinery and Power Systems as well as the incremental revenue impact of new product introductions, including
emissions-related product updates. With respect to operating profit, sales volume represents the impact of changes in the
quantities sold for Machinery and Power Systems combined with product mix as well as the net operating profit impact
of new product introductions, including emissions-related product updates. Product mix represents the net operating
profit impact of changes in the relative weighting of Machinery and Power Systems sales with respect to total sales.

LIQUIDITY AND CAPITAL RESOURCES

Sources of funds

We generate significant capital resources from operating activities, which are the primary source of funding for our
Machinery and Power Systems operations. Funding for these businesses is also provided by commercial paper and long-term
debt issuances. Financial Products operations are funded primarily from commercial paper, term debt issuances and
collections from their existing portfolio. Throughout 2010, we experienced favorable liquidity conditions in both our
Machinery and Power Systems and Financial Products operations. On a consolidated basis, we ended 2010 with $3.6 billion
of cash, a decrease of $1.3 billion from year-end 2009. Our cash balances are held in numerous locations throughout the
world. We expect to meet our U.S. funding needs without repatriating non-U.S. cash and incurring incremental U.S. taxes.

Consolidated operating cash flow for 2010 was $5.01 billion, down from $6.50 billion in 2009. Improving economic
conditions in 2010 compared with recessionary conditions a year ago have resulted in significant changes in the components
of operating cash flow from 2009 to 2010. Operating cash flow in 2010 benefited from profit of consolidated and affiliated
companies of $2.76 billion and an increase in accounts payable, reflecting higher levels of material purchases for production
to meet increasing demand. Offsetting these items were higher receivables resulting from improved sales volume, and an
increase in inventory, also related to higher production. Operating cash flow in 2009 benefited from significant declines in
receivables and inventory, partially offset by lower accounts payable and changes in other working capital items. See further
discussion of operating cash flow under Machinery and Power Systems and Financial Products.

Total debt as of December 31, 2010, was $28.42 billion, a decrease of $3.21 billion from year-end 2009. Debt related to
Machinery and Power Systems decreased $1.18 billion in 2010. Debt related to Financial Products decreased $2.03 billion
reflecting declining portfolio balances and a lower cash position at Cat Financial.

We have three global credit facilities with a syndicate of banks totaling $7.23 billion (Credit Facility) available in the
aggregate to both Caterpillar and Cat Financial to support their commercial paper programs in the event those
programs become unavailable and for general liquidity purposes. Based on management’s allocation decision, which can be
revised from time to time, the portion of the Credit Facility available to Cat Financial as of December 31, 2010 was $5.73
billion.

. The 364-day facility of $3.52 billion expires in September 2011.
. The five-year facility of $1.62 billion expires in September 2012.
. The four-year facility of $2.09 billion expires in September 2014,

At December 31, 2010, Caterpillar’s consolidated net worth was $15.56 billion, which was above the $9.00 billion required
under the Credit Facility. The consolidated net worth is defined as the consolidated stockholder’s equity including preferred
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stock but excluding the pension and other postretirement benefits balance within Accumulated other comprehensive income
(loss).

At December 31, 2010, Cat Financial’s covenant interest coverage ratio was 1.34 to 1. This is above the 1.15 to 1 minimum
ratio of (1) profit excluding income taxes, interest expense and net gain/(loss) from interest rate derivatives to (2) interest
expense calculated at the end of each calendar quarter for the rolling four quarter period then most recently ended.

In addition, at December 31, 2010, Cat Financial’s covenant leverage ratio was 7.02 to 1. This is below the maximum ratio
of debt to net worth of 10 to 1, calculated (1) on a monthly basis as the average of the leverage ratios determined on the last
day of each of the six preceding calendar months and (2) at each December 31 required by the Credit Facility.

In the event Caterpillar or Cat Financial does not meet one or more of their respective financial covenants under the Credit
Facility in the future (and are unable to obtain a consent or waiver), the bank group may terminate the commitments allocated
to the party that does not meet its covenants. Additionally, in such event, certain of Cat Financial’s other lenders under other
loan agreements where similar financial covenants or cross default provisions are applicable, may, at their election, choose to
pursue remedies under those loan agreements, including accelerating the repayment of outstanding borrowings. At December
31, 2010, there were no borrowings under the Credit Facility.

Our total credit commitments as of December 31, 2010 were:

December 31, 2010

Machinery
and Power Financial
(Millions of dollars) Consolidated Systems Products
Credit lines available:
Global credit faCilItieS.........ccvveieiiieiicicce e $7,230 $1,500 $5,730
Other eXErNaAl .........coiiiiieeec e 4,658 853 3,805
Total credit lines available ..........c.ooviviiiiiiiec e 11,888 2,353 9,535
Less: Global credit facilities supporting commercial paper ..........c.ccccoeve.e. (2,710) — (2,710)
Less: ULIZed Credit......ooeveieiiicececeeeese s (2,217) (135) (2,082)
AVAIIADIE CTEUIT..........cvvierccveee ettt s e, $6,961 $2,218 $4,743

Other consolidated credit lines with banks as of December 31, 2010 totaled $4.66 billion. These committed and uncommitted
credit lines, which may be eligible for renewal at various future dates or have no specified expiration date, are used primarily
by our subsidiaries for local funding requirements. Caterpillar or Cat Financial may guarantee subsidiary borrowings under
these lines.

On November 14, 2010, Caterpillar entered into a bridge facility commitment letter related to the planned acquisition of
Bucyrus International, Inc. The commitment letter provided for an aggregate principal amount of $8.6 billion under a one-
year unsecured term loan credit facility (Bridge Facility). On December 3, 2010, Caterpillar entered into a Bridge Loan
Agreement that contains the negotiated terms and conditions originally contemplated in the commitment letter. The principal
amount available to Caterpillar under the Bridge Loan Agreement is not included in the credit commitments table shown
above. Caterpillar paid certain customary fees and expenses in connection with the Bridge Facility, and pays certain
customary fees and expenses in connection with the Bridge Loan Agreement. In 2010, Caterpillar paid $46 million in fees
related to the Bridge Facility and the Bridge Loan Agreement. We estimate payments of approximately $20 million in
additional fees related to the Bridge Loan Agreement in 2011. These fees will be amortized over the term of the Bridge Loan
Agreement. At December 31, 2010, there were no borrowings under the Bridge Loan Agreement.

In the event that Caterpillar or Cat Financial, or any of their debt securities, experiences a credit rating downgrade, it would
likely result in an increase in our borrowing costs and make access to certain credit markets more difficult. While we expect
continued growth in the global economy, in the event conditions deteriorate such that access to debt markets becomes
unavailable, our Machinery and Power Systems operations would rely on cash flow from operations, use of existing cash
balances, borrowings from Cat Financial and access to our Credit Facility. Our Financial Products operations would rely on
cash flow from its existing portfolio, utilization of existing cash balances, access to our Credit Facility and other credit line
facilities of Cat Financial and potential borrowings from Caterpillar. In addition, Caterpillar maintains a support agreement
with Cat Financial, which requires Caterpillar to remain the sole owner of Cat Financial and may, under certain
circumstances, require Caterpillar to make payments to Cat Financial should Cat Financial fail to maintain certain financial
ratios.
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Machinery and Power Systems

Net cash provided by operating activities was $5.64 billion in 2010 compared with $3.15 billion in 2009. The change was
primarily due to increased profit and a $600 million dividend from Cat Financial in the first quarter of 2010. Profit of
consolidated and affiliated companies in 2010 was $2.75 billion compared with $811 million for the same period a year
ago. Improving economic conditions in 2010 compared with recessionary conditions a year ago have resulted in significant
changes in the components of working capital from 2009 to 2010. During 2010, we experienced increased demand and a
production ramp-up, resulting in an increase in accounts payable and customer advances, which was more than offset by
increases in inventory and receivables. In 2009, we were executing our strategic “trough” plans as demand and production
were decreasing. This resulted in significant decreases in inventory and receivables, which were partially offset by decreases
in accounts payable and accrued expenses. Net cash used for investing activities in 2010 was $3.18 billion compared with
$836 million for the same period in 2009. The change was primarily due to the use of cash for the acquisition of Electro-
Motive Diesel (EMD) and loans to Cat Financial in 2010, compared with net payments from Cat Financial in 2009. Net cash
used for financing activities in 2010 was $2.86 billion, primarily a result of payments on long-term debt and dividend
payments. During the same period in 2009, net cash used for financing activities was $1.58 billion, as proceeds from loans
with Cat Financial of $963 million were more than offset by payments on short-term borrowings and dividends.

Our priorities for the use of cash are maintaining a strong financial position that helps protect our credit rating, providing
capital to support growth, appropriately funding employee benefit plans, paying dividends and repurchasing common stock
with excess cash.

Strong financial position — A key measure of Machinery and Power Systems financial strength used by both
management and our credit rating agencies is Machinery and Power Systems’ debt-to-capital ratio. Debt-to-capital
is defined as short-term borrowings, long-term debt due within one year, redeemable noncontrolling interest and
long-term debt due after one year (debt) divided by the sum of debt (including redeemable noncontrolling interest)
and stockholders’ equity. Debt also includes borrowings from Financial Products. The debt-to-capital ratio for
Machinery and Power Systems was 34.8 percent at December 31, 2010, slightly below our target range of 35 to 45
percent, compared with 47.2 percent at December 31, 2009. Lower debt levels along with higher profits during
2010 have contributed to the reduction in the debt-to-capital ratio. In addition to the debt-to-capital ratios, certain
rating agencies have increased their focus on the extent to which Caterpillar and Cat Financial have cash and cash
equivalents and unused credit lines available to meet short-term debt requirements. Caterpillar and Cat Financial
have been taking this focus into account when planning for liquidity needs. This focus has resulted in higher cash
balances for Caterpillar and Cat Financial.

Capital to support growth — Capital expenditures during 2010 were $1.66 billion, an increase of $163 million
compared with 2009. We expect capital expenditures to be about $3 billion in 2011, an increase of more than 80
percent compared with 2010. During 2010, we completed investments and acquisitions (net of cash acquired) for
$1.09 billion, including the acquisition of EMD for $901 million. In 2011, we anticipate closing the acquisitions of
Motoren-Werke Mannheim (MWM) for approximately euro 580 million and Bucyrus for approximately $8.6
billion. The Bucyrus transaction value consists of a payment to Bucyrus shareholders of approximately $7.6 billion
and the assumption of net debt of approximately $1.0 billion. The acquisition of MWM is expected to be funded by
available cash. The Bucyrus acquisition is expected to be funded by a combination of available cash, new debt
issuances, and up to $2 billion in new equity issuances.

Appropriately funded employee benefit plans — At the end of 2010, our worldwide pension plans were 81 percent
funded, up from 76 percent at the end of 2009. We contributed $977 million to our pension plans in 2010. Strong
asset returns that were well above our benchmarks contributed to the increase in funded status. We expect to make
about $1 billion in contributions in 2011. From June 2009 to October 2010, the company funded the
401(k) employer match with company stock. This equated to a contribution of $94 million (1.5 million shares) in
2010.

Paying dividends — Dividends paid totaled $1.08 billion in 2010, representing 42 cents per share paid in the first
and second quarters and 44 cents per share paid in the third and fourth quarters. Each quarter, our Board of
Directors reviews the company’s dividend for the applicable quarter. The Board evaluates the financial condition of
the company and considers the economic outlook, corporate cash flow, the company’s liquidity needs, and the health
and stability of global credit markets to determine whether to maintain or change the quarterly dividend. On June 9,
2010, we increased the quarterly cash dividend 5 percent to 44 cents per share.

Common stock repurchases — Pursuant to the February 2007 Board-authorized stock repurchase program, which
expires on December 31, 2011, $3.8 billion of the $7.5 billion authorized was spent through 2008. The stock
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repurchase program has been suspended since the first quarter of 2009. Due to the size of acquisitions that we
expect to close, particularly Bucyrus, we do not expect to buy back stock in 2011. Basic shares outstanding as of
December 31, 2010 were 639 million.

Financial Products

Financial Products operating cash flow was $878 million, compared with $1.10 billion for 2009. The decrease in operating
cash flow was primarily related to the absence of cash proceeds from liquidated interest rate swaps. Net cash provided by
investing activities in 2010 was $1.02 billion, compared with $3.37 billion in 2009. This change is primarily the result of
higher additions to finance receivables and lower proceeds from the sale of finance receivables at Cat Financial, partially
offset by higher collections and the net impact of intercompany borrowings. Net cash used for financing activities in 2010
was $2.69 billion, compared with $3.08 billion in 2009, primarily related to the net impact of intercompany borrowings,
partially offset by a $600 million dividend payment to Caterpillar Inc.

During 2010, Cat Financial’s overall portfolio quality reflected continued improvement in global economic conditions. At
the end of 2010, past dues were 3.87 percent, down from 4.88 percent at the end of the third quarter of 2010 and 5.54 percent
at the end of 2009. We expect past dues to continue to trend lower during 2011.

Bad debt write-offs, net of recoveries, were $61 million for the fourth quarter of 2010, down from $78 million in the third
quarter. Write-offs, net of recoveries, were $237 million for full-year 2010, compared with $253 million for 2009. Full-year
2010 write-offs, net of recoveries, were 1.04 percent of average annual retail portfolio, compared with 1.03 percent in 2009.

At year-end 2010, the allowance for credit losses was 1.57 percent of net finance receivables, compared with 1.61 percent at
the end of the third quarter of 2010 and 1.64 percent at the end of 2009. The trend reflects improving portfolio performance
metrics and the write-off of accounts previously identified as potential credit losses in the allowance account. Cat Financial's
allowance for credit losses totaled $363 million at December 31, 2010, compared with $377 million at December 31, 2009.

Cat Financial experienced favorable liquidity conditions in all key global funding markets during 2010. Commercial Paper
(CP) market liquidity and pricing continued to be favorable, with CP outstanding totaling $2.7 billion at year-end supported
by the Credit Facility. During 2010, Cat Financial issued ¥10 billion in Japanese yen, € 415 million in euro, A$250 million
in Australian dollar, C$200 million in Canadian dollar, ¥1 billion in Chinese yuan and $1.9 billion in medium-term
notes. Throughout 2010, Cat Financial’s CP, term debt issuance and year-to-date portfolio cash receipts have provided
sufficient liquidity for operations.

Dividends paid per common share

Quarter 2010 2009 2008
[T SRS $.420 $.420 $.360
EST=Tol0] oo I TSRO U RS PRRTPO 420 420 .360
121 SRR 440 420 420
(L0101 S 440 420 420
$1.720 $1.680 $1.560

Contractual obligations
The company has committed cash outflow related to long-term debt, operating lease agreements, postretirement obligations,

purchase obligations, interest on long-term debt and other long-term contractual obligations. Minimum payments for these
obligations are:
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(Millions of dollars) 2011 2012 2013 2014 2015 After 2015 Total

Long-term debt:
Machinery and Power Systems

(excluding capital leases)................. $441 $55 $352 $— $— $4,017  $4,865
Machinery and Power Systems-capital
[ASES ... 54 26 14 8 5 28 135
Financial Products ..........c.cocovvvrunen. 3,430 4,825 4,243 2,015 887 3,962 19,362
Total long-term debt ... 3,925 4,906 4,609 2,023 892 8,007 24,362
Operating 1eases..........ccocvceverenninieniennns 284 228 177 156 124 379 1,348
Postretirement obligations1 ..................... 1,165 870 900 1,160 1,110 3,250 8,455
Purchase obligations:
Accounts payable? ..........cco.cooeernenn. 5,856 — — — — — 5,856
Purchase orders® ........cooeeeeevveveevnnes 9,156 1 — — — — 9,157
Other contractual obligations®........... 269 184 186 183 46 59 927
Total purchase obligations............. 15,281 185 186 183 46 59 15,940
Interest on long-term debt® o, 1,039 869 731 580 520 5,950 9,689
Other long-term obligations®................... 198 135 96 55 34 13 531
Total contractual obligations................... $21,892 $7,193 $6,699 $4,157 $2,726 $17,658 $60,325

1 Amounts represent expected contributions to our pension and other postretirement benefit plans through 2020, offset by expected

Medicare Part D subsidy receipts.

Amount represents invoices received and recorded as liabilities in 2010, but scheduled for payment in 2011. These represent short-term
obligations made in the ordinary course of business.

Amount represents contractual obligations for material and services on order at December 31, 2010 but not yet delivered. These
represent short-term obligations made in the ordinary course of business.

Amounts represent long-term commitments entered into with key suppliers for minimum purchases quantities.

Amounts represent estimated contractual interest payments on long-term debt, including capital lease interest payments.

Amounts represent contractual obligations primarily related to software license contracts, IT consulting contracts and outsourcing
contracts for benefit plan administration and software system support.

The total amount of gross unrecognized tax benefits for uncertain tax positions, including positions impacting only the timing
of tax benefits, was $789 million at December 31, 2010. Payment of these obligations would result from settlements with
taxing authorities. Due to the difficulty in determining the timing of settlements, these obligations are not included in the
table above. We do not expect a significant tax payment related to these obligations within the next year.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect reported amounts. The more significant estimates include: residual values for
leased assets, fair values for goodwill impairment tests, impairment of available-for-sale securities, warranty liability, stock-
based compensation, reserves for product liability and insurance losses, postretirement benefits, post-sale discounts, credit
losses and income taxes. We have incorporated many years of data into the determination of each of these estimates and we
have not historically experienced significant adjustments. These assumptions are reviewed at least annually with the Audit
Committee of the Board of Directors. Following are the methods and assumptions used in determining our estimates and an
indication of the risks inherent in each.

Residual values for leased assets — The residual values for Cat Financial's leased assets, which are based upon the
estimated wholesale market value of leased equipment at the time of the expiration of the lease, are based on a careful
analysis of historical wholesale market sales prices, projected forward on a level trend line without consideration for inflation
or possible future pricing action. At the inception of the lease, residual values are derived from consideration of the
following critical factors: market size and demand, any known significant market/product trends, total expected hours of
usage, machine configuration, application, location, model changes, quantities and past re-marketing experience, third-party
residual guarantees and contractual customer purchase options. During the term of the leases, residual amounts are
monitored. If estimated market values reflect a non-temporary impairment due to economic factors, obsolescence or other
adverse circumstances, the residuals are adjusted to the lower estimated values by a charge to earnings. For equipment on
operating leases, the charge is recognized through depreciation expense. For finance leases, it is recognized through a
reduction of finance revenue.

Fair values for goodwill impairment tests — We test goodwill for impairment annually, at the reporting unit level, and
whenever events or circumstances make it likely that an impairment may have occurred, such as a significant adverse change
in the business climate or a decision to sell all or a portion of a reporting unit. We perform our annual goodwill impairment
test as of October 1 and monitor for interim triggering events on an ongoing basis.
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Goodwill is reviewed for impairment utilizing a two-step process. The first step requires us to compare the fair value of each
reporting unit to the respective carrying value, which includes goodwill. If the fair value of the reporting unit exceeds its
carrying value, the goodwill is not considered impaired. If the carrying value is greater than the fair value, there is an
indication that an impairment may exist and the second step is required. In step two, the implied fair value of the goodwill is
calculated as the excess of the fair value of a reporting unit over the fair values assigned to its assets and liabilities. If the
implied fair value of goodwill is less than the carrying value of the reporting unit's goodwill, the difference is recognized as
an impairment loss.

The impairment test process requires valuation of the respective reporting unit, which we primarily determine using an
income approach based on a discounted five year forecasted cash flow with a year-five residual value. The residual value is
computed using the constant growth method, which values the forecasted cash flows in perpetuity. The income approach is
supported by a reconciliation of our calculated fair value for Caterpillar to the company's market capitalization. The
assumptions about future cash flows and growth rates are based on each reporting unit's long-term forecast and are subject to
review and approval by senior management. The discount rate is based on our weighted average cost of capital, which we
believe approximates the rate from a market participant's perspective. The estimated fair value could be impacted by changes
in market conditions, interest rates, growth rates, tax rates, costs, pricing and capital expenditures.

The 2010 annual impairment test, completed in the fourth quarter, indicated the fair value of each reporting unit was well
above its respective carrying value, including goodwill. Additionally, Caterpillar's market capitalization has remained
significantly above the net book value of the company. The 2009 annual impairment test indicated the fair value of each of
our reporting units was above its respective carrying value, including goodwill, with the exception of our Forest Products
reporting unit. Because the carrying value of Forest Products exceeded its fair value, step two in the impairment test process
was required. We allocated the fair value to the unit's assets and liabilities and determined the implied fair value of the
goodwill was insignificant. Accordingly, we recognized a $22 million non-cash goodwill impairment charge in 2009 for
Forest Products' entire goodwill amount. The primary factor contributing to the impairment was the historic decline in
demand for purpose built forest product machines caused by the significant reduction in U.S. housing construction, lower
prices for pulp, paper and wood product commaodities, and reduced capital availability in the forest products industry.

A prolonged economic downturn resulting in lower long-term growth rates and reduced long-term profitability may reduce
the fair value of our reporting units. Industry specific events or circumstances that have a negative impact to the valuation
assumptions may also reduce the fair value of our reporting units. Should such events occur and it becomes more likely than
not that a reporting unit's fair value has fallen below its carrying value, we will perform an interim goodwill impairment
test(s), in addition to the annual impairment test. Future impairment tests may result in a goodwill impairment, depending on
the outcome of both step one and step two of the impairment review process. A goodwill impairment would be reported as a
non-cash charge to earnings.

Impairment of available-for-sale securities — Available-for-sale securities, primarily at Cat Insurance, are reviewed at
least quarterly to identify fair values below cost which may indicate that a security is impaired and should be written down to
fair value.

For debt securities, once a security's fair value is below cost we utilize data gathered by investment managers, external
sources and internal research to monitor the performance of the security to determine whether an other-than-temporary
impairment has occurred. These reviews, which include an analysis of whether it is more likely than not that we will be
required to sell the security before its anticipated recovery, consist of both quantitative and qualitative analysis and require a
degree of management judgment. Securities in a loss position are monitored and assessed at least quarterly based on severity
of loss and may be deemed other-than-temporarily impaired at any time. Once a security's fair value has been twenty percent
or more below its original cost for six consecutive months, the security will be other-than-temporarily impaired unless there
are sufficient facts and circumstances supporting otherwise.

For equity securities in a loss position, determining whether the security is other-than-temporarily impaired requires an
analysis of the securities' historical sector returns and volatility. This information is utilized to estimate the security's future
fair value to assess whether the security has the ability to recover to its original cost over a reasonable period of time as
follows:

o Historical annualized sector returns over a two-year period are analyzed to estimate the security's fair value over the
next two years.

e The volatility factor for the security is applied to the sector historical returns to further estimate the fair value of the
security over the next two years.
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In the event the estimated future fair value is less than the original cost, qualitative factors are then considered in determining
whether a security is other-than-temporarily impaired, which includes reviews of the following: significant changes in the
regulatory, economic or technological environment of the investee, significant changes in the general market condition of
either the geographic area or the industry in which the investee operates, and length of time and the extent to which the fair
value has been less than cost. These qualitative factors are subjective and require a degree of management judgment.

Warranty liability — At the time a sale is recognized, we record estimated future warranty costs. The warranty liability is
determined by applying historical claim rate experience to the current field population and dealer inventory. Generally,
historical claim rates are based on actual warranty experience for each product by machine model/engine size. Specific rates
are developed for each product build month and are updated monthly based on actual warranty claim experience. Warranty
costs may differ from those estimated if actual claim rates are higher or lower than our historical rates.

Stock-based compensation — We use a lattice-based option-pricing model to calculate the fair value of our stock options
and SARs. The calculation of the fair value of the awards using the lattice-based option-pricing model is affected by our
stock price on the date of grant as well as assumptions regarding the following:

o Volatility is a measure of the amount by which the stock price is expected to fluctuate each year during the expected
term of the award and is based on historical and current implied volatilities from traded options on Caterpillar stock.
The implied volatilities from traded options are impacted by changes in market conditions. An increase in the
volatility would result in an increase in our expense.

o The expected term represents the period of time that awards granted are expected to be outstanding and is an output
of the lattice-based option-pricing model. In determining the expected term of the award, future exercise and
forfeiture patterns are estimated from Caterpillar employee historical exercise behavior. These patterns are also
affected by the vesting conditions of the award. Changes in the future exercise behavior of employees or in the
vesting period of the award could result in a change in the expected term. An increase in the expected term would
result in an increase to our expense.

e The weighted-average dividend yield is based on Caterpillar's historical dividend yields. As holders of stock-based
awards do not receive dividend payments, this could result in employees retaining the award for a longer period of
time if dividend yields decrease or exercising the award sooner if dividend yields increase. A decrease in the
dividend yield would result in an increase in our expense.

o The risk-free interest rate is based on the U.S. Treasury yield curve in effect at time of grant. As the risk-free
interest rate increases, the expected term increases, resulting in an increase in our expense.

The fair value of our RSUs is determined by reducing the stock price on the date of grant by the present value of the
estimated dividends to be paid during the vesting period. The estimated dividends are based on Caterpillar's weighted-
average dividend yields. A decrease in the dividend yield would result in an increase in our expense.

Stock-based compensation expense recognized during the period is based on the value of the number of awards that are
expected to vest. In determining the stock-based compensation expense to be recognized, a forfeiture rate is applied to the
fair value of the award. This rate represents the number of awards that are expected to be forfeited prior to vesting and is
based on Caterpillar employee historical behavior. Changes in the future behavior of employees could impact this rate. A
decrease in this rate would result in an increase in our expense.

Product liability and insurance loss reserve — We determine these reserves based upon reported claims in process of
settlement and actuarial estimates for losses incurred but not reported. Loss reserves, including incurred but not reported
reserves, are based on estimates and ultimate settlements may vary significantly from such estimates due to increased claims
frequency or severity over historical levels.

Postretirement benefits — Primary actuarial assumptions were determined as follows:

e The U.S. expected long-term rate of return on plan assets is based on our estimate of long-term passive returns for
equities and fixed income securities weighted by the allocation of our plan assets. Based on historical performance,
we increase the passive returns due to our active management of the plan assets. A similar process is used to
determine the rate for our non-U.S. pension plans. This rate is impacted by changes in general market conditions,
but because it represents a long-term rate, it is not significantly impacted by short-term market swings. Changes in
our allocation of plan assets would also impact this rate. For example, a shift to more fixed income securities would
lower the rate. A decrease in the rate would increase our expense.

e The assumed discount rate is used to discount future benefit obligations back to today's dollars. The U.S. discount
rate is based on a benefit cash flow-matching approach and represents the rate at which our benefit obligations could
effectively be settled as of our measurement date, December 31. The benefit cash flow-matching approach involves
analyzing Caterpillar's projected cash flows against a high quality bond yield curve, calculated using a wide
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population of corporate Aa bonds available on the measurement date. The very highest and lowest yielding bonds
(top and bottom 10%) are excluded from the analysis. A similar approach is used to determine the assumed discount
rate for our most significant non-U.S. plans. This rate is sensitive to changes in interest rates. A decrease in the
discount rate would increase our obligation and future expense.

e The expected rate of compensation increase is used to develop benefit obligations using projected pay at retirement.
It represents average long-term salary increases. This rate is influenced by our long-term compensation policies. An
increase in the rate would increase our obligation and expense.

e The assumed health care trend rate represents the rate at which health care costs are assumed to increase and is based
on historical and expected experience. Changes in our projections of future health care costs due to general
economic conditions and those specific to health care (e.g., technology driven cost changes) will impact this trend
rate. An increase in the trend rate would increase our obligation and expense.

Post-sale discount reserve — We provide discounts to dealers through merchandising programs. We have numerous
programs that are designed to promote the sale of our products. The most common dealer programs provide a discount when
the dealer sells a product to a targeted end user. The amount of accrued post-sale discounts was $779 million, $662 million
and $828 million as of December 31, 2010, 2009 and 2008, respectively. The reserve represents discounts that we expect to
pay on previously sold units and is reviewed at least quarterly. The reserve is adjusted if discounts paid differ from those
estimated. Historically, those adjustments have not been material.

Credit loss reserve — Management's ongoing evaluation of the adequacy of the allowance for credit losses considers both
impaired and unimpaired finance receivables and takes into consideration past loss experience, known and inherent risks in
the portfolio, adverse situations that may affect the borrower's ability to repay, estimated value of underlying collateral and
current economic conditions. In estimating probable losses we review accounts that are past due, non-performing, in
bankruptcy or otherwise identified as at risk for potential credit loss including accounts which have been modified. Accounts
are identified as at risk for potential credit loss using information available about the customer, such as financial statements,
news reports and published credit ratings as well as general information regarding industry trends and the general economic
environment.

The allowance for credit losses attributable to specific accounts is based on the most probable source of repayment, which is
normally the liquidation of collateral. In determining collateral value we estimate current fair value of collateral and factor in
credit enhancements such as additional collateral and third-party guarantees. The allowance for credit losses attributable to
the remaining accounts is a general allowance based upon the risk in the portfolio, primarily using probabilities of default and
an estimate of associated losses. In addition, qualitative factors not able to be fully captured in previous analysis including
industry trends, macroeconomic factors and model imprecision are considered in the evaluation of the adequacy of the
allowance for credit losses. These qualitative factors are subjective and require a degree of management judgment.

While management believes it has exercised prudent judgment and applied reasonable assumptions, there can be no assurance
that in the future, changes in economic conditions or other factors would not cause changes in the financial health of our
customers. If the financial health of our customer deteriorates, the timing and level of payments received could be impacted
and therefore, could result in a change to our estimated losses.

Income tax reserve — We are subject to the income tax laws of the many jurisdictions in which we operate. These tax laws
are complex, and the manner in which they apply to our facts is sometimes open to interpretation. In establishing the
provision for income taxes, we must make judgments about the application of these inherently complex tax laws.

Despite our belief that our tax return positions are consistent with applicable tax laws, we believe that taxing authorities could
challenge certain positions. Settlement of any challenge can result in no change, a complete disallowance, or some partial
adjustment reached through negotiations or litigation. We record tax benefits for uncertain tax positions based upon
management's evaluation of the information available at the reporting date. To be recognized in the financial statements, a
tax benefit must be at least more likely than not of being sustained based on technical merits. The benefit for positions
meeting the recognition threshold is measured as the largest benefit more likely than not of being realized upon ultimate
settlement with a taxing authority that has full knowledge of all relevant information. Significant judgment is required in
making these determinations and adjustments to unrecognized tax benefits may be necessary to reflect actual taxes payable
upon settlement. Adjustments related to positions impacting the effective tax rate affect the provision for income
taxes. Adjustments related to positions impacting the timing of deductions impact deferred tax assets and liabilities.

Our income tax positions and analysis are based on currently enacted tax law. Future changes in tax law could significantly
impact the provision for income taxes, the amount of taxes payable, and the deferred tax asset and liability
balances. Deferred tax assets generally represent tax benefits for tax deductions or credits available in future tax
returns. Certain estimates and assumptions are required to determine whether it is more likely than not that all or some
portion of the benefit of a deferred tax asset will not be realized. In making this assessment, management analyzes and
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estimates the impact of future taxable income, reversing temporary differences and available prudent and feasible tax
planning strategies. Should a change in facts or circumstances lead to a change in judgment about the ultimate realizability
of a deferred tax asset, we record or adjust the related valuation allowance in the period that the change in facts and
circumstances occurs, along with a corresponding increase or decrease in the provision for income taxes.

A provision for U.S. income taxes has not been recorded on undistributed profits of our non-U.S. subsidiaries that we have
determined to be indefinitely reinvested outside the U.S. If management intentions or U.S. tax law changes in the future,
there may be a significant negative impact on the provision for income taxes to record an incremental tax liability in the
period the change occurs. A deferred tax asset is recognized only if we have definite plans to generate a U.S. tax benefit by
repatriating earnings in the foreseeable future.

GLOBAL WORKFORCE

Caterpillar worldwide full-time employment was 104,490 at the end of 2010 compared with 93,813 at year-end 2009, an
increase of 10,677 full-time employees. In addition, we increased the flexible workforce by 11,046 for a total increase in the
global workforce of 21,723.

The increase was a result of higher sales, led by demand from developing economies that drove significantly higher
worldwide production and exports from the United States. In addition, acquisitions, primarily EMD, added 2,715 people.

Full-Time Employees at Year-End

2010 2009 2008

INSIAE ULS. ..ottt ettt et e sttt e et ebeebesbesaentens 47,319 43,251 53,509
OUESIAR LS. ottt ettt re bt resbeean 57,171 50,562 59,378
TOMAL ettt bbbttt ere e 104,490 93,813 112,887

By Region:
N[0T 1 I AN 1= o7 VSRR 48,540 43,999 54,284
EAME ...ttt b et bbb e e beebe st nan 22,977 22,790 26,983
LT 1N 1= or= RSO 15,220 10,776 14,403
ASIA/PACITIC ...ttt 17,753 16,248 17,217
TOAL. .ttt ettt renas 104,490 93,813 112,887

OTHER MATTERS

ENVIRONMENTAL AND LEGAL MATTERS

The company is regulated by federal, state and international environmental laws governing our use, transport and disposal of
substances and control of emissions. In addition to governing our manufacturing and other operations, these laws often
impact the development of our products, including, but not limited to, required compliance with air emissions standards
applicable to internal combustion engines. Compliance with these existing laws has not had a material impact on our capital
expenditures, earnings or global competitive position.

We are engaged in remedial activities at a number of locations, often with other companies, pursuant to federal and state
laws. When it is reasonably probable we will pay remedial costs at a site, and those costs can be reasonably estimated, the
costs are charged against our earnings. In formulating that estimate, we do not consider amounts expected to be recovered
from insurance companies or others. The amount recorded for environmental remediation is not material and is included in
the line item Accrued expenses in the Consolidated Statement of Financial Position.

We cannot reasonably estimate costs at sites in the very early stages of remediation. Currently, we have a few sites in the
very early stages of remediation, and there is no more than a remote chance that a material amount for remedial activities at
any individual site, or at all sites in the aggregate, will be required.

We have disclosed certain individual legal proceedings in this filing. Additionally, we are involved in other unresolved legal
actions that arise in the normal course of business. The most prevalent of these unresolved actions involve disputes related to
product design, manufacture and performance liability (including claimed asbestos and welding fumes exposure), contracts,
employment issues, environmental matters or intellectual property rights. The aggregate range of reasonably possible losses

in excess of accrued liabilities, if any, associated with these unresolved legal actions is not material. In some cases, we
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cannot reasonably estimate a range of loss because there is insufficient information regarding the matter. However, there is
no more than a remote chance that any liability arising from these matters would be material. Although it is not possible to
predict with certainty the outcome of these unresolved legal actions, we believe that these actions will not individually or in
the aggregate have a material adverse effect on our consolidated results of operations, financial position or liquidity.

On May 14, 2007, the U.S. Environmental Protection Agency (EPA) issued a Notice of Violation to Caterpillar Inc., alleging
various violations of Clean Air Act Sections 203, 206 and 207. EPA claims that Caterpillar violated such sections by
shipping engines and catalytic converter after-treatment devices separately, introducing into commerce a number of
uncertified and/or misbuilt engines, and failing to timely report emissions-related defects. Caterpillar is currently engaged in
negotiations with EPA and the U.S. Department of Justice to resolve these issues. On July 9, 2010, the Department of Justice
issued a penalty demand to Caterpillar seeking a civil penalty of $3.2 million and implementation of injunctive relief
involving expanded use of certain technologies. Caterpillar continues to cooperate with EPA and the Department of Justice
and, while penalties will likely exceed $100,000, management does not believe that this issue will have a material adverse
impact on our consolidated results of operations, financial position or liquidity.

On February 8, 2009, an incident at Caterpillar’s Joliet, Illinois facility resulted in the release of approximately 3,000 gallons
of wastewater into the Des Plaines River. In coordination with state and federal authorities, appropriate remediation
measures have been taken. On February 23, 2009, the Illinois Attorney General filed a Complaint in Will County Circuit
Court containing seven counts of violations of state environmental laws and regulations. Caterpillar recently settled this
matter with the State of Illinois, resolving all allegations in the Complaint. This settlement does not have a material adverse
impact on our consolidated results of operations, financial position, or liquidity. In addition, on March 5, 2009, the EPA
served Caterpillar with a Notice of Intent to file a Civil Administrative Action (notice), indicating the EPA’s intent to seek
civil penalties for alleged violations of the Clean Water Act and Qil Pollution Act. On January 25, 2010, the EPA issued a
revised notice seeking civil penalties in the amount of $167,800, and Caterpillar responded to the revised notice and is
engaged in follow up discussions with the EPA. At this time, we do not believe this remaining proceeding will have a
material adverse impact on our consolidated results of operations, financial position or liquidity.

In May 2010, an incident at Caterpillar’s Gosselies, Belgium facility resulted in the release of wastewater into the Perupont
River. In coordination with local authorities, appropriate remediation measures have been taken. In January 2011,
Caterpillar learned that the public prosecutor for the Belgian administrative district of Charleroi had referred the matter to an
examining magistrate of the civil court of Charleroi for further investigation. Caterpillar is cooperating with the Belgian
authorities on this investigation. At this time, it is uncertain whether penalties will be assessed, and any penalties could
potentially exceed $100,000. Management does not believe this matter will have a material adverse impact on our
consolidated results of operations, financial position or liquidity.

RETIREMENT BENEFITS

In September 2006, the FASB issued guidance on employers' accounting for defined benefit pension and other postretirement
plans, which requires the recognition of the overfunded or underfunded status of pension and other postretirement benefit
plans on the balance sheet. Also, the measurement date — the date at which the benefit obligation and plan assets are
measured — is required to be the company's fiscal year-end. We adopted the balance sheet recognition provisions at December
31, 2006, and adopted the year-end measurement date effective January 1, 2008 using the one measurement approach. Under
the one measurement approach, net periodic benefit cost for the period between any early measurement date and the end of
the fiscal year that the measurement provisions are applied is allocated proportionately between amounts to be recognized as
an adjustment of Profit employed in the business and net periodic benefit cost for the fiscal year. Previously, we used a
November 30th measurement date for our U.S. pension and other postretirement benefit plans and September 30th for our
non-U.S. plans. The adoption of the year-end measurement date provisions of this guidance increased January 1, 2008 assets
by $8 million, increased liabilities by $24 million and reduced stockholders' equity by $16 million. The adoption of this
guidance did not impact our results of operations.

We recognized pension expense of $677 million in 2010 as compared to $620 million in 2009. The increase in expense was
primarily the result of increased amortization of net actuarial losses due to significant asset losses in 2008, lower discount
rates at the end of 2009 and $28 million of curtailment costs due a U.S. pension plan change (discussed below), partially
offset by the absence of $169 million of curtailment, settlement and special termination benefit costs due to voluntary and
involuntary separation programs (discussed below) recognized in 2009. Accounting guidance on retirement benefits requires
companies to discount future benefit obligations back to today's dollars using a discount rate that is based on high-quality
fixed-income investments. A decrease in the discount rate increases the pension benefit obligation, while an increase in the
discount rate decreases the pension benefit obligation. This increase or decrease in the pension benefit obligation is
recognized in Accumulated other comprehensive income (loss) and subsequently amortized into earnings as an actuarial gain
or loss. The guidance also requires companies to use an expected long-term rate of return on plan assets for computing
current year pension expense. Differences between the actual and expected asset returns are also recognized in Accumulated
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other comprehensive income (loss) and subsequently amortized into earnings as actuarial gains and losses. At the end of
2010, total actuarial losses recognized in Accumulated other comprehensive income (loss) were $6.07 billion, as compared to
$6.33 billion in 2009. The majority of the actuarial losses are due to lower discount rates, losses from other demographic and
economic assumptions over the past several years and plan asset losses. The $264 million decrease from 2009 to 2010 was
primarily the result of better than expected asset returns and amortization into earnings of net actuarial losses during 2010,
partially offset by a decrease in the discount rate.

In 2010, we recognized other postretirement benefit expense of $200 million compared to $277 million in 2009. The decrease
in expense is primarily due to curtailment losses of $56 million recognized in 2009 as a result of employee separation
programs and the impact of amendments to our U.S. support and management other postretirement benefit plan on 2010
expense (both discussed below). Actuarial losses recognized in Accumulated other comprehensive income (loss) for other
postretirement benefit plans were $1.20 billion at the end of 2010 as compared to $659 million at the end of 2009. These
losses mainly reflect changes in our health care trend assumption and several years of declining discount rates, partially offset
by gains from lower than expected health care costs. The losses were $536 million higher at the end of 2010 as compared to
2009 due to a decrease in the discount rate and changes in our health care trend and other demographic assumptions.

Actuarial losses for both pensions and other postretirement benefits will be impacted in future periods by actual asset returns,
actual health care inflation, discount rate changes, actual demographic experience and other factors that impact these
expenses. These losses, reported in Accumulated other comprehensive income (loss), will be amortized as a component of net
periodic benefit cost on a straight-line basis over the average remaining service period of active employees expected to
receive benefits under the benefit plans. At the end of 2010, the average remaining service period of active employees was
11 years for our U.S. pension plans, 15 years for our non-U.S. pension plans and 7 years for other postretirement benefit
plans. We expect our amortization of net actuarial losses to increase approximately $150 million in 2011 as compared to
2010, primarily due to asset losses during 2008 and a decrease in the discount rate during 2010. We expect our total pension
and other postretirement benefits expense to increase approximately $100 million in 2011.

During 2009, voluntary and involuntary separation programs impacted employees participating in certain U.S. and non-U.S.
pension and other postretirement benefit plans. Due to the significance of these events, certain plans were re-measured as of
January 31, 2009, March 31, 2009 and December 31, 2009. Re-measurements for U.S. separation programs resulted in
curtailment losses of $127 million to pension and $55 million to other postretirement benefit plans. Special termination
benefits of $6 million were also recognized for a U.S. pension early retirement program. Re-measurements for non-U.S.
separation programs resulted in pension settlement losses of $34 million, special termination benefits of $2 million to pension
and curtailment losses of $1 million to other postretirement benefit plans.

In March 2009, we amended our U.S. support and management other postretirement benefit plan. Beginning in 2010, certain
retirees age 65 and older enrolled in individual health plans that work with Medicare, such as Medicare Advantage and
Medicare Supplement plans, and no longer participate in a Caterpillar-sponsored group health plan. In addition, Caterpillar
began funding a tax-advantaged Health Reimbursement Arrangement (HRA) to assist the retirees with medical
expenses. The plan amendment required a plan re-measurement as of March 31, 2009, which resulted in a decrease in our
Liability for postretirement benefits of $432 million and an increase in Accumulated other comprehensive income (loss) of
$272 million net of tax. The plan was further amended in December 2009 to define the HRA benefit that active employees
will receive once they are retired and reach age 65. The plan was re-measured at year-end 2009 and the December
amendment resulted in a decrease in our Liability for postretirement benefits of $101 million and an increase in Accumulated
other comprehensive income (loss) of $64 million net of tax. These decreases will be amortized into earnings on a straight-
line basis over approximately 7 years, the average remaining service period of active employees in the plan. The
amendments reduced other postretirement benefits expense by approximately $110 million and $60 million in 2010 and
2009, respectively.

In March 2010, the Patient Protection and Affordable Care Act (the PPACA) and the Health Care and Education
Reconciliation Act of 2010 (H.R. 4872) which amends certain provisions of the PPACA were signed into law. The Medicare
Part D retiree drug subsidies effectively become taxable beginning in 2013.

In August 2010, we announced changes in our U.S. support and management pension plans. Beginning January 1, 2011,
retirement benefits for U.S. support and management employees will transition from defined benefit pension plans to defined
contribution plans. The transition date is determined for each employee based upon age and years of service or proximity to
retirement. Pension benefit accruals will freeze on either December 31, 2010 or December 31, 2019 at which time the
employees will move to the new retirement benefit. This benefit will provide employees with a frozen pension benefit and a
401(k) plan that will include a matching contribution and a new annual employer contribution. The plan change required a re-
measurement as of August 31, 2010, which resulted in an increase in our Liability for postretirement benefits of $1.32 billion
and a decrease in Accumulated other comprehensive income (loss) of $831 million net of tax. The increase in the liability
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was due to a decline in the discount rate and lower than expected asset returns at the re-measurement date. Curtailment
expense of $28 million was also recognized in 2010 as a result of the plan change.

For our U.S. pension plans, our year-end 2010 asset allocation was 74 percent equity securities, 23 percent debt securities and
3 percent other. The target allocation for 2011 is 70 percent equity securities and 30 percent debt securities. The year-end
2010 asset allocation for our non-U.S. pension plans was 54 percent equity securities, 33 percent debt securities, 6 percent
real estate and 7 percent other. The 2011 target allocation for our non-U.S. pension plans is 62 percent equity securities,
31 percent debt securities, 6 percent real estate and 1 percent other. Our target asset allocations reflect our investment strategy
of maximizing the rate of return on plan assets and the resulting funded status, within an appropriate level of risk. The U.S.
plans are rebalanced to plus or minus five percentage points of the target asset allocation ranges on a monthly basis. The
frequency of rebalancing for the non-U.S. plans varies depending on the plan.

The use of certain derivative instruments is permitted where appropriate and necessary for achieving overall investment
policy objectives. The U.S. plans utilize futures contracts to offset current equity positions in order to rebalance the total
portfolio to the target asset allocation. During 2008, approximately 5% of the U.S. pension plans' assets were rebalanced
from equity to fixed income positions through the use of futures contracts. The plans do not engage in futures contracts for
speculative purposes.

During 2010, we made contributions of $919 million to our U.S. defined benefit pension plans and $58 million to our non-
U.S. pension plans. We made contributions of $886 million to our U.S. defined benefit plans in 2009, including a voluntary
contribution of 18.2 million shares ($650 million) in Caterpillar stock, held as treasury stock. Cash contributions of $263
million were made to our non-U.S. pension plans in 2009. We expect to make approximately $1 billion of contributions
during 2011, most of which are voluntary. We believe we have adequate liquidity resources to fund both U.S. and non-U.S.
pension plans.

Actuarial assumptions have a significant impact on both pension and other postretirement benefit expenses. The effects of a
one percentage point change in our primary actuarial assumptions on 2010 benefit costs and year-end obligations are
included in the table below.

Postretirement Benefit Plan Actuarial Assumptions Sensitivity
Following are the effects of a one percentage-point change in our primary pension and other postretirement benefit actuarial
assumptions (included in the following table) on 2010 pension and other postretirement benefits costs and obligations:

2010 Benefit Cost Year-end Benefit Obligation
(Millions of dollars) One
One percentage- One percentage- One percentage- percentage-
point increase point decrease point increase point decrease
Pension benefits:
Assumed disCouNnt rate ..........coeevvveveeeeveenrerennnn, $(138) $155 $(1,975) $2,251
Expected rate of compensation increase............ 49 (48) 366 (349)
Expected long-term rate of return on
Plan @SSELS....c.cviririiiiieii e (118) 118 — —
Other postretirement benefits:
Assumed discount rate ...........ccceceevrirriricriirineens (18) 15 (512) 570
Expected rate of compensation increase............ — — 1 1)
Expected long-term rate of return on
Plan @SSetS.......ccovvvriiiiiciii i (11) 11 — —
Assumed health care cost trend rate................... 27 (22) 304 (259)
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Primary Actuarial Assumptions

Other Postretirement
U.S. Pension Benefits Non-U.S. Pension Benefits Benefits
2010 2009 2008 2010 2009 2008 2010 2009 2008

Weighted-average assumptions used to
determine benefit obligations, end of

year:
DiSCOUNE FALE .....vvveeiiireecce s 5.1% 5.7% 6.1% 46% 4.8% 4.5% 5.0% 56% 6.0%
Rate of compensation increase................. 4.5% 4.5% 4.5% 42% 4.2% 3.8% 4.4% 44% 4.4%

Weighted-average assumptions
used to determine net cost:

DiSCOUNt Fate ......cvvveiiriierccircees 5.4% 6.3% 5.8% 48% 4.7% 5.3% 5.6% 6.3% 5.8%

Expected return on plan assets ................ 8.5% 8.5% 9.0% 70% 6.6% 7.6% 8.5% 8.5% 9.0%

Rate of compensation increase................. 4.5% 4.5% 4.5% 42% 3.8% 4.0% 4.4% 44% 4.4%
Health care cost trend rates at year-end:

Health care trend rate assumed fOr NEXE YEAI ........cccoiiiiieiiiieeie e 7.9% 7.0% 7.4%

Rate that the cost trend rate gradually deCHNES 0 ........ccoveiiieiiiiie s 5.0% 50% 5.0%

Year that the cost trend rate reaches UIIMAte rate...........ccooieiriiieiiiee s 2019 2016 2016
SENSITIVITY

Foreign Exchange Rate Sensitivity

Machinery and Power Systems use foreign currency forward and option contracts to manage unmatched foreign currency
cash inflow and outflow. Our objective is to minimize the risk of exchange rate movements that would reduce the U.S. dollar
value of our foreign currency cash flow. Our policy allows for managing anticipated foreign currency cash flow for up to five
years. Based on the anticipated and firmly committed cash inflow and outflow for our Machinery and Power Systems
operations for the next 12 months and the foreign currency derivative instruments in place at year-end, a hypothetical 10
percent weakening of the U.S. dollar relative to all other currencies would adversely affect our expected 2011 cash flow for
our Machinery and Power Systems operations by approximately $421 million. Last year similar assumptions and calculations
yielded a potential $240 million adverse impact on 2010 cash flow. We determine our net exposures by calculating the
difference in cash inflow and outflow by currency and adding or subtracting outstanding foreign currency derivative
instruments. We multiply these net amounts by 10 percent to determine the sensitivity.

Since our policy for Financial Products operations is to hedge the foreign exchange risk when the currency of our debt
portfolio does not match the currency of our receivable portfolio, a 10 percent change in the value of the U.S. dollar relative
to all other currencies would not have a material effect on our consolidated financial position, results of operations or cash
flow. Neither our policy nor the effect of a 10 percent change in the value of the U.S. dollar has changed from that reported at
the end of last year.

The effect of the hypothetical change in exchange rates ignores the effect this movement may have on other variables,
including competitive risk. If it were possible to quantify this competitive impact, the results would probably be different
from the sensitivity effects shown above. In addition, it is unlikely that all currencies would uniformly strengthen or weaken
relative to the U.S. dollar. In reality, some currencies may weaken while others may strengthen. Our primary exposure
(excluding competitive risk) is to exchange rate movements in the Australian dollar, British pound, Japanese yen and euro.

Interest Rate Sensitivity

For our Machinery and Power Systems operations, we have the option to use interest rate swaps to lower the cost of
borrowed funds by attaching fixed-to-floating interest rate swaps to fixed-rate debt, and by entering into forward rate
agreements on future debt issuances. A hypothetical 100 basis point adverse move in interest rates along the entire interest
rate yield curve would adversely affect 2011 pretax earnings of Machinery and Power Systems by $66 million. Last year,
similar assumptions and calculations yielded a potential $13 million adverse impact on 2010 pretax earnings. This effect is
caused by the interest rate fluctuations on our short-term debt and forward and fixed-to-floating interest rate swaps.
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For our Financial Products operations, we use interest rate derivative instruments primarily to meet our match-funding
objectives and strategies. We have a match-funding policy whereby the interest rate profile (fixed or floating rate) of our debt
portfolio is matched to the interest rate profile of our earning asset portfolio (finance receivables and operating leases) within
certain parameters. In connection with that policy, we use interest rate swap agreements to modify the debt structure. Match
funding assists us in maintaining our interest rate spreads, regardless of the direction interest rates move.

In order to properly manage sensitivity to changes in interest rates, Financial Products measures the potential impact of
different interest rate assumptions on pretax earnings. All on-balance sheet positions, including derivative financial
instruments, are included in the analysis. The primary assumptions included in the analysis are that there are no new fixed
rate assets or liabilities, the proportion of fixed rate debt to fixed rate assets remains unchanged and the level of floating rate
assets and debt remain constant. Based on the December 31, 2010 balance sheet under these assumptions, the analysis
estimates the impact of a 100 basis point immediate and sustained parallel rise in interest rates to be an $18 million annual
decrease to pretax earnings. Last year, similar assumptions and calculations yielded a potential $8 million adverse impact on
2010 pretax earnings.

This analysis does not necessarily represent our current outlook of future market interest rate movement, nor does it consider

any actions management could undertake in response to changes in interest rates. Accordingly, no assurance can be given that
actual results would be consistent with the results of our estimate.

NON-GAAP FINANCIAL MEASURES

The following definitions are provided for "non-GAAP financial measures” in connection with Item 10(e) of Regulation S-K
issued by the Securities and Exchange Commission. These non-GAAP financial measures have no standardized meaning
prescribed by U.S. GAAP and therefore are unlikely to be comparable to the calculation of similar measures for other
companies. Management does not intend these items to be considered in isolation or as a substitute for the related GAAP
measures.

Profit Per Share Excluding Redundancy Costs

During the fourth quarter of 2009, redundancy costs related to employment reductions in response to the global recession
were $65 million or $0.05 per share. 2009 redundancy costs were $706 million or $0.75 per share. We believe it is
important to separately quantify the profit-per-share impact of redundancy costs in order for our 2009 results to be
meaningful to our readers. Reconciliation of profit per share excluding redundancy costs to the most directly comparable
GAAP measure, profit per share is as follows:

Fourth Quarter

2009 2009
PrOfit PEI SNAIE ....c.eiviiecie e $.36 $1.43
Per share redUndanCy COSES........ciuuurirreriririeereseeeseeesee et st e e neenens $.05 $.75
Profit per share excluding redundancy COStS .........ccccvviiriererieiiiiseseseee e $.41 $2.18

Supplemental Consolidating Data
We are providing supplemental consolidating data for the purpose of additional analysis. The data has been grouped as
follows:

Consolidated—Caterpillar Inc. and its subsidiaries.

Machinery and Power Systems—The Machinery and Power Systems data contained in the schedules on pages A-114 to A-
116 are "non-GAAP financial measures" as defined by the Securities and Exchange Commission in Regulation G. These non-
GAAP financial measures have no standardized meaning prescribed by U.S. GAAP, and therefore, are unlikely to be
comparable with the calculation of similar measures for other companies. Management does not intend these items to be
considered in isolation or as a substitute for the related GAAP measures. Caterpillar defines Machinery and Power Systems
as it is presented in the supplemental data as Caterpillar Inc. and its subsidiaries with Financial Products accounted for on the
equity basis. Machinery and Power Systems information relates to our design, manufacturing, marketing and parts
distribution operations. Financial Products information relates to the financing to customers and dealers for the purchase and
lease of Caterpillar and other equipment. The nature of these businesses is different, especially with regard to the financial
position and cash flow items. Caterpillar management utilizes this presentation internally to highlight these differences. We
also believe this presentation will assist readers in understanding our business.

Financial Products— primarily our finance and insurance subsidiaries, Cat Financial and Cat Insurance.
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Consolidating Adjustments—eliminations of transactions between Machinery and Power Systems and Financial Products.

Pages A-114 to A-116 reconcile Machinery and Power Systems with Financial Products on the equity basis to Caterpillar Inc.
consolidated financial information.
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Supplemental Data for Results of Operations

For The Years Ended December 31

Supplemental consolidating data

Machinery Financial Consolidating
(Millions of dollars) Consolidated & Power Systems® Products Adjustments
2010 2009 2008 2010 2009 2008 2010 2009 2008 2010 2009 2008
Sales and revenues:
Sales of Machinery and Power Systems..... $39,867  $29,540  $48,044  $39,867  $29,540  $48,044 $— $— $— $— $— $—
Revenues of Financial Products................... 2,721 2,856 3,280 — — — 2986 3,168 3,588 (265)° (312) (308)?
Total sales and revenues 42,588 32,396 51,324 39,867 29,540 48044 2,986 3,168 3588 (265) (312) (308)
Operating costs:
Cost 0f goods SOId .........ccccverrveireeiieinens 30,367 23,886 38,415 30,367 23,886 38,415 — — — — — —
Selling, general and administrative
expenses 4,248 3,645 4,399 3,689 3,085 3,812 603 579 616 (44 (19 (29)°
Research and development expenses 1,905 1,421 1,728 1,905 1,421 1,728 — — — — — —
Interest expense of Financial Products....... 914 1,045 1,153 — — — 916 1,048 1,162 2" (3 9"
Other operating (income) expenses ............. 1,191 1,822 1,181 119 691 (33) 1,080 1,160 1,231 8)°  (29)° 17)°
Total OPErating CoStS .........o.evrverrverrnrenns 38,625 31,819 46,876 36,080 29,083 43,922 2599 2,787 3,009  (54) (51) (55)
Operating profit .........cccccoeeeeveverreerenennnns 3,963 577 4,448 3,787 457 4,122 387 381 579  (211)  (261) (253)
Interest expense excluding Financial
Products.............. 343 389 274 407 475 270 — — — (64"  (86)* 4*
Other iNcome (EXPENSE) ..vevvvvvrverererennnans 130 381 327 (77) 192 95 60 14 (25) 147° 175° 257°
Consolidated profit before taxes................... 3,750 569 4,501 3,303 174 3,947 447 395 554 — — —
Provision (benefit) for income taxes.......... 968 (270) 953 882 (342) 822 86 72 131 — — —
Profit of consolidated companies................. 2,782 839 3,548 2,421 516 3,125 361 323 423 — — —
Equity in profit (loss) of unconsolidated
affiliated companies ..........cccccverriennns (24) 12) 37 (24) 12) 38 — — 1) — — —
Equity in profit of Financial
Products'subsidiaries ...................c....... — — — 350 307 409 — — —  (350)° (307)°  (409)°
Profit of consolidated and affiliated
companies 2,758 827 3,585 2,747 811 3572 361 323 422 (350)  (307) (409)
Less: Profit (loss) attributable to
noncontrolling interests ..........cccveevveevenne. 58 (68) 28 47 (84) 15 11 16 13 — — —
PrOfit 7 oo $2,700 $895 $3,557 $2,700 $895 $3,557 _ $350 _ $307 _ $409 $(350) $(307) _ $(409)
1 Represents Caterpillar Inc. and its subsidiaries with Financial Products accounted for on the equity basis.
2 Elimination of Financial Products' revenues earned from Machinery and Power Systems.
3 Elimination of net expenses recorded by Machinery and Power Systems paid to Financial Products.
4 Elimination of interest expense recorded between Financial Products and Machinery and Power Systems.
5 Elimination of discount recorded by Machinery and Power Systems on receivables sold to Financial Products and of interest earned between Machinery
. and Power Systems and Financial Products.

Profit attributable to common stockholders.

Elimination of Financial Products' profit due to equity method of accounting.
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Supplemental Data for Financial Position

At December 31

(Millions of dollars)

Assets
Current assets:

Cash and short-term investments ..........c.cccceevevee.
Receivables - trade and other ...
Receivables - finance.........ccccocovevvennee
Deferred and refundable income taxes..................
Prepaid expenses and other current assets.............
INVENEOTIES ...t

Total CUMTENT ASSELS ....vvvvveeeeeiirieeeee e

Property, plant and equipment —net ..............ccceeenee.
Long-term receivables - trade and other ...................
Long-term receivables - finance .........c.cococecvvvivrnrnnnns
Investments in unconsolidated affiliated companies
Investments in Financial Products subsidiaries.........
Noncurrent deferred and refundable income taxes...
INtangible aSSEtS .....covvvveveeiiririseee e
GOOAWITL ...
OLher @SSELS......cveveeeiiiriereiee st

Total assets

Liabilities
Current liabilities:
Short-term borrowings........ccoceveveeiererrereeeerennnes
Accounts payable
Accrued expenses
Accrued wages, salaries and employee benefits ...
CUStOMEr A0VANCES ......vveieieeeieieieieieresereseeees
Dividends payable ...
Other current liabilities.........ccccoviiiiininicene
Long-term debt due within one year ...........c.c.cc....
Total current liabilities ............c.coceeuene
Long-term debt due after one year......
Liability for postemployment benefits.............ccco.....
Other Habilities.........cccovveeiiiieccsecee
Total liabilities..........c.cocccvvinnnnne
Commitments and contingencies..........c.cccvveeeeeene
Redeemable noncontrolling interest ............cccvveue.
Stockholders' equity .......cccoevvrnnnne
Common stock....
Treasury Stock ........cccovvccnenne
Profit employed in the business ...
Accumulated other comprehensive income (loss)....
Noncontrolling INterests.........ccovveeirvneieieinsenns
Total stockholders' equity .........ccccoorrreiiinnnieens

Total liabilities, redeemable noncontrolling interest and

stockholders' eqUItY ........ccooiiceiininreeee e

© ® N o A W N e

Supplemental consolidating data

Machinery Financial Consolidating

Consolidated & Power Systems® Products Adjustments

2010 2009 2010 2009 2010 2009 2010 2009
$3,592  $4,867 $1,825  $2,239  $1,767  $2,628 $— $—
8,494 5,611 5,893 3,705 482 1,464 2,119%° 44223
8,298 8,301 — — 11,158 9,872 (2,860)° (1,571)°
931 1,216 823 1,094 108 122 — —
908 862 371 385 550 503 (13)* (26)*
9,587 6,360 9,587 6,360 — — — —
31,810 27,217 18,499 13,783 14,065 14,589 (754) (1,155)
12,539 12,386 9,662 9,308 2,877 3,078 — —
793 971 271 381 236 182 286%° 408%*
11,264 12,279 — — 11586 12,717 (322)° (438)°
164 105 156 97 8 8 — —
— — 4,275 4514 — — (42750 (4,514)°
2,493 2,714 2,922 3,083 90 65  (519)° (434)°
805 465 795 464 10 1 — —
2,614 2,269 2,597 2,269 17 — — —
1,538 1,632 314 297 1,224 1,335 — —
$64,020 $60,038 $39,491 $34,196 $30,113 $31,975 $(5,584) $(6,133)
$4,056  $4,083 $306  $1,433  $4,452 $3676 $(702)"  $(1,026)
5,856 2,993 5,717 2,862 177 229 (38)° (98)°
2,880 2,641 2,422 2,055 470 613 (12)° 27)°
1,670 797 1,642 790 28 7 — —
1,831 1,217 1,831 1,217 — — — —
281 262 281 262 — — — —
1,521 1,281 1,142 808 393 494 (14)° (21)°
3,925 5,701 495 302 3,430 5,399 — —
22,020 18,975 13,836 9,729 8,950 10,418 (766) (1,172)
20,437 21,847 4,543 5687 15932 16,195 (38)’ (35)’
7,584 7,420 7,584 7,420 — — — —
2,654 2,496 2,203 2,060 956 848  (505)° (412)°
52,695 50,738 28,166 24,896 25838 27,461  (1,309) (1,619)
461 477 461 477 — — — —
3,888 3,439 3,888 3,439 902 883  (902)° (883)°
(10,397)  (10,646) (10,397)  (10,646) — — — —
21,384 19,711 21,384 19,711 3,027 3,282 (3,027)° (3,282)°
(4,051) (3,764) (4,051) (3,764) 263 279 (263)° (279)°
40 83 40 83 83 70 (83)° (70)°
10,864 8,823 10,864 8,823 4,275 4514  (4,275) (4,514)
$64,020  $60,038 $39,491 $34,196 $30,113 $31,975 $(5,584) $(6,133)

Represents Caterpillar Inc. and its subsidiaries with Financial Products accounted for on the equity basis.
Elimination of receivables between Machinery and Power Systems and Financial Products.
Reclassification of Machinery and Power Systems' trade receivables purchased by Cat Financial and Cat Financial's wholesale inventory receivables.
Elimination of Machinery and Power Systems' insurance premiums that are prepaid to Financial Products.

Elimination of Financial Products' equity which is accounted for on Machinery and Power Systems on the equity basis.
Reclassification reflecting required netting of deferred tax assets/liabilities by taxing jurisdiction.
Elimination of debt between Machinery and Power Systems and Financial Products.
Elimination of payables between Machinery and Power Systems and Financial Products.
Elimination of prepaid insurance in Financial Products' accrued expenses.
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Supplemental Data for Statement of Cash Flow
For the Years Ended December 31

(Millions of dollars)

Cash flow from operating activities:
Profit of consolidated and affiliated companies............cccoevnieniinennns
Adjustments for non-cash items:

Depreciation and amortization ..............cccoeveninnieneee s
Undistributed profit of Financial Products.

Financial Products’ dividend in excess of profit..........ccccocovneniinnn.

Changes in assets and liabilities, net of acquisitions:
Receivables - trade and Other ...
Inventories
Accounts payable
ACCTUEH BXPEINSES ...t
Accrued wages, salaries and employee benefits ...
Customer advances
Other aSSets—Nel........cccoviviiiici e
Other 1iabilitieS—Net ..o

Net cash provided by (used for) operating activities..............cocceviennnne.

Cash flow from investing activities:
Capital expenditures—excluding equipment leased to others
Expenditures for equipment leased to others
Proceeds from disposals of leased assets and property, plant and
EOUIPIMENT ...ttt
Additions to finance receivables
Collections of finance receivables...
Proceeds from sale of finance receivables
Net intercompany borrowings
Investments and acquisitions (net of cash acquired)
Proceeds from sale of available-for-sale SECUrities............cccoovieniiinnnn.
Investments in available-for-sale securities ...
Other—net

Net cash provided by (used for) investing activities ...........c.coeovrierienens

Cash flow from financing activities:
Dividends Paid..........ccoviiriiiiriiienise s
Distribution to noncontrolling interests
Common stock issued, including treasury shares reissued ..
Excess tax benefit from stock-based compensation
Acquisitions of noncontrolling interests
Net intercompany borrowings

Proceeds from debt issued (original maturities greater than three months)

Payments on debt (original maturities greater than three months) ..........

Short-term borrowings (original maturities three months or less)—net..
Net cash provided by (used for) financing activities............c.coeovrirrreenens
Effect of exchange rate changes on cash
Increase (decrease) in cash and short-term investments....
Cash and short-term investments at beginning of period...........cccocooeeneenee
Cash and short-term investments at end of period ............cccooevvvinrcncenes
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Supplemental consolidating data

Machinery Financial Consolidating
Consolidated & Power Systems® Products Adjustments
2010 2009 2010 2009 2010 2009 2010 2009

$2,758 $827 $2,747 $811 $361 $323 $(350)2 $(307)?
2,296 2,336 1,573 1,594 723 742 — —
— — — (307) — — — 307°
469 137 457 4 (120) (87) 132* 220
— — 250 — — — (250)° —
(2,320) 4,014 (1,264) 1,929 44 67  (1,100)*° 2,018%°
(2,667) 2,501 (2,665) 2,501 — — * —
2,570 (1,878) 2,533 (1,748) (25) (140) 62* 10*
117 (505) 98 (447) 4 (57) 15* *
847 (534) 826 (527) 21 7 — —
604 (646) 604 (646) — — — —
358 235 316 31 (30) 218 724 (14)*
(23) 12 163 (48) (100) 44 (86)* 16*
5,009 6,499 5,638 3,147 878 1,103 (1,507) 2,249
(1,575) (1,504) (1,579) (1,500) @) 4) 114 —
(1,011) (968) (84) — (985) 972) 58* 44
1,469 1,242 145 150 1,376 1,092 (52)* —
(8,498) (7,107) — —  (28,320) (20,387) 19,822° 13,280°
8,987 9,288 — — 27,919 23,934 (18,932  (14,646)°
16 100 — — 16 987 — (887)°
— — (574) 416 931 (963) (357)° 547°
(1,126) (19) (1,093) (19) (33) — — —
228 291 10 6 218 285 — —
(217) (349) 12) ®) (205) (344) — —
132 (128) 7 116 105 (258) 207 1478
(1,595) 846 (3,180) (836) 1,015 3,370 570 (1,688)
(1,084) (1,029) (1,084) (1,029) (600) — 600" —
— (10) — (10) — — — —
296 89 296 89 20 20 (20y’ (20y’
153 21 153 21 — — — —
(132) (6) (132) (6) — (6) — 6°
— — (931) 963 574 (416) 357° (547)°
8,324 12,291 216 458 8,108 11,833 — —
(12,461)  (12,687) (1,298) (918)  (11,163)  (11,769) — —
291 (3,884) (78) (1,147) 369  (2,737) — —
(4,613) (5,215) (2,858) (1,579) (2,692)  (3,075) 937 (561)
(76) 1 (14) (10) (62) 11 — —
(1,275) 2,131 (414) 722 (861) 1,409 — —
4,867 2,736 2,239 1,517 2,628 1,219 — —
$3,592 $4,867 $1,825 $2,239 $1,767  $2,628 $— $—

Represents Caterpillar Inc. and its subsidiaries with Financial Products accounted for on the equity basis.
Elimination of Financial Products' profit after tax due to equity method of accounting.
Elimination of non-cash adjustment for the undistributed earnings from Financial Products.
Elimination of non-cash adjustments and changes in assets and liabilities related to consolidated reporting.
Reclassification of Cat Financial's cash flow activity from investing to operating for receivables that arose from the sale of inventory.
Elimination of net proceeds and payments to/from Machinery and Power Systems and Financial Products.
Elimination of change in investment and common stock related to Financial Products.

Elimination of Financial Products' acquisition of Machinery and Power Systems' noncontrolling interest in a Financial Products subsidiary.
Elimination of Financial Products’ dividend to Machinery and Power Systems in excess of Financial Products’ profit.
Elimination of dividend from Financial Products to Machinery and Power Systems.
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