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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-5 through A-80 present fairly, in all material
respects, the financial position of Caterpillar Inc. and its subsidiaries at December 31, 2011, 2010 and 2009, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2011 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, 2011, 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 appearing on page A-3. 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, management has excluded Bucyrus
International, Inc. (Bucyrus) and MWM Holding GmbH (MWM) from its assessment of internal control over financial reporting as
of December 31, 2011 because Bucyrus and MWM were acquired by the Company in July 2011 and October 2011, respectively.
We have also excluded Bucyrus and MWM from our audit of internal control over financial reporting. Bucyrus and MWM are
wholly owned subsidiaries of Caterpillar Inc. whose combined total assets and total revenues represent approximately 17% and 4%,
respectively, of the related consolidated financial statement amounts as of and for the year ended December 31, 2011.

/s/ PricewaterhouseCoopers LLP

Peoria, Illinois
February 21, 2012



N. Assets held for sale

For those businesses where management has committed to a plan to divest, which is typically demonstrated by approval from
the Board of Directors, each business is valued at the lower of its carrying amount or estimated fair value less cost to sell. If the
carrying amount of the business exceeds its estimated fair value, an impairment loss is recognized. The fair values are estimated
using accepted valuation techniques such as a discounted cash flow model, valuations performed by third parties, or indicative
bids, when available. A number of significant estimates and assumptions are involved in the application of these techniques,
including the forecasting of markets and market share, sales volumes and prices, costs and expenses, and multiple other factors.
Management considers historical experience and all available information at the time the estimates are made; however, the fair
values that are ultimately realized upon the sale of the businesses to be divested may differ from the estimated fair values
reflected in the Consolidated Financial Statements.

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 8,710,630 for 2011, 12,612,514 for 2010 and 3,571,268 for
2009.

The 2011, 2010 and 2009 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 for the 2009 and 2010 awards, 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”. For the 2011 awards,
upon separation from service, if the participant is 55 years of age or older with more than five 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, 2011,
2010 and 2009, respectively.
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Weighted-average dividend yield ........c.cccoeiiiiniincininicceeee

Weighted-average volatility .....
Range of volatilities ...........
Range of risk-free interest rates ..

Weighted-average eXpected LIVES .......coovirieirieirieirieeeeieeeeeiesee e

Grant Year

2011 2010 2009
2.2% 2.3% 3.1%
32.7% 36.4% 36.0%
20.9-45.4% 35.2-51.8% 35.8-61.0%
0.25-3.51% 0.32-3.61% 0.17-2.99%
8 years 7 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, 2011, 2010 and 2009 did not

have a significant impact on our financial statements.

At December 31, 2011, there was $155 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 1.8 years.

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

TABLE I—Financial Information Related to Stock-based Compensation

2011 2010 2009
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Stock options/SARs activity:
Outstanding at beginning of year .................. 57,882,998 $48.50 63,082,787 $44.24 60,398,074 $45.68
Granted to officers and key employees' ........ 2,960,595 $102.13 7,556,481 $57.85 6,823,227 $22.17
Exercised (10,149,476) $41.78 (12,568,232) $32.83 (3,906,785) $28.13
Forfeited / expired........cccooevvveeeeininrceeene (321,126) $48.02 (188,038) $43.64 (231,729) $38.05
Outstanding at end of year................c.c.......... 50,372,991 $53.01 57,882,998 $48.50 63,082,787 $44.24
Exercisable at year-end............ccccccooevirunnee 35,523,057 $52.66 41,658,033 $48.23 48,256,847 $43.14
RSUs activity:
Outstanding at beginning of year .................. 4,650,241 4,531,545 2,673,474
Granted to officers and key employees......... 1,082,032 1,711,771 2,185,674
Vested ..o (1,382,539) (1,538,047) (286,413)
Forfeited.......ceeivnneiiincccncccce (68,244) (55,028) (41,190)
Outstanding at end of year............c.ccooevuennn. 4,281,490 4,650,241 4,531,545
Stock options/SARs outstanding and exercisable:
Outstanding Exercisable
Weighted- Weighted-
Average Weighted- Average Weighted-
# Remaining Average Aggregate # Remaining Average Aggregate
Exercise Outstanding Contractual Exercise Intrinsic Outstanding Contractual Exercise Intrinsic
Prices at 12/31/11 Life (Years) Price Value? at 12/31/11 Life (Years) Price Value?
$22.17-26.03 7,058,743 6.14 $22.66 $482 1,799,303 3.13 $24.11 $120
$27.14 - 38.63 9,867,938 2.10 $34.79 554 9,867,938 2.10 $34.79 554
$40.64 — 45.64 7,430,542 3.14 $45.59 337 7,430,542 3.14 $45.59 337
$57.85 - 66.77 11,142,739 7.17 $59.60 349 4,441,851 5.65 $62.24 127
$72.05-102.13 14,873,029 5.73 $78.26 188 11,983,423 4.90 §72.51 220
50,372,991 $53.01 $1,910 35,523,057 $52.66 $1,358

Of the 2,960,595 awards granted during the year ended December 31, 2011, 2,722,689 were SARs. 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.
The difference between a stock award's exercise price and the underlying stock's market price at December 31, 2011, for awards with market price greater
than the exercise price. Amounts are in millions of dollars.
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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, 2011, there were 4,281,490
outstanding RSUs with a weighted average remaining contractual life of 1.0 years.

TABLE II— Additional Stock-based Award Information

(Dollars in millions except per share data) 2011 2010 2009
Stock Options/SARs activity:

Weighted-average fair value per share of stock awards granted ......................... $36.73 $22.31 $7.10
Intrinsic value of stock awards exercised ............ccccceeevivieeiiieenn. $618 $518 $77
Fair value of stock awards vested ................... $96 $124 $213
Cash received from stock awards exercised $161 $325 $89
RSUs activity:

Weighted-average fair value per share of stock awards granted ............ccccueeneee.. $97.51 $53.35 $20.22
Fair value of stock awards VEStEd ..........c..oovieviiiiiiieecieeeeeeee e $143 $99 $10

Before tax, stock-based compensation expense for 2011, 2010 and 2009 was $193 million, $226 million and $132 million,
respectively, with a corresponding income tax benefit of $61 million, $73 million and $42 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 2010.

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, 2011, 2010 and 2009 were $235 million, $188
million and $26 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 $34 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 into, 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 recognized 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.

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
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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.

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:

e 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.

e 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
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