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1. a. Caterpillar Ownership of CSARL, chart prepared by the Permanent Subcommittee on
Investigations.
. CSARL Legal Structure, chart prepared by PricewaterhouseCoopers.

c. Profit Split: CSARL’s Parts Profit versus Caterpillar’s Royalty Fee from CSARL, chart
prepared by the Permanent Subcommittee on Investigations.

d. Caterpillar Offshore Replacement Parts Sales, chart prepared by the Permanent
Subcommittee on Investigations.

e. The Caterpillar 797, chart prepared by the Permanent Subcommittee on Investigations.

f. Caterpillar Replacement Parts, chart prepared by the Permanent Subcommittee on
Investigations.

g. Caterpillar Organizations, Performing Key Functions Related to Parts, chart prepared
by the Permanent Subcommittee on Investigations.

h. Corporate Income Tax as a Percent of Total Revenue, chart prepared by the Permanent
Subcommittee on Investigations.

Documents Related to Caterpillar Transfer Pricing:

2. PricewaterhouseCoopers tax consulting and audit fees. [PSI-PWC-22-000001-003]

3. History of Significant Changes in International Operations (Not Inclusive of Financing
Arrangements) 1997-2002. [PSI-TWLF-02-000422-436]

4. a. Excerpts from Caterpillar Inc. Evaluation of Arm’s Length Pricing for Intercompany
Transactions, Year Ended December 31, 1994, Prepared by Price Waterhouse LLP,
Final Report, April 28, 1996. (P&SS sells the requisite replacement parts to the
marketing company, which then sells to dealers, who in turn sell to the customer. ***
Cat Inc. has the largest role with regard to market and dealer development.... *** The
dealer network and parts distribution are the two keys to after-sales service. ... Cat
Inc., as the designer of the system and owner of the Morton parts center, has the
greatest strategic role. *** All companies with marketing responsibilities are actively
involved in dealer administration. These include Cat Inc. and the three principal
marketing companies. ). [PwC _PSI CAT 00008634, 672-674, 684-687, 698-699]
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b. Excerpts from Caterpillar Inc. Evaluation of Arm’s Length Pricing for Intercompany
Transactions, Year Ended December 31, 1995, Prepared by Price Waterhouse LLP,
Final Report, December 19, 1996 (Cat Inc. has the largest role with regard to market
and dealer development.... *** The dealer network and parts distribution are the two
keys to after-sales service. Cat Inc., as the designer of the system and owner of the
Morton parts center, has the greatest strategic role. *** All companies with marketing
responsibilities are actively involved in dealer administration. These include Cat Inc.
and the three principal marketing companies. *** Prime Product Profit Centers —
Motivate to create machine populations with high degree of proprietary components
which have high parts margins, P&SS — Motivate to: Drive overall parts profit).

[PwC PSI CAT 00008881, 929-932, 958-959, 963]

c. Excerpts from Caterpillar Inc. Evaluation of Arm’s Length Pricing for Intercompany
Transactions, Year Ended December 31, 1996, Final Draft Report, Prepared by Price
Waterhouse LLP, January 26, 2998 (Cat Inc. has the largest role with regard to
market and dealer development.... *** The dealer network and parts distribution are
two keys to after-sales service. The marketing companies have responsibility for the
dealer network, while P&SS performs the primary management activity for the parts
distribution network. Cat Inc., as the designer of the system and owner of the Morton
parts center, has the greatest strategic role.). [PwC _PSI_ CAT 00009105, 155-156]

d. Excerpts from Caterpillar Inc. 1997 Document Report, Final Report, September 15,
1998, Prepared by PricewaterhouseCoopers LLP (Cat Inc. has the largest role with
regard to market and dealer development.... *** The dealer network and parts
distribution are the two keys to after-sales service. ... Cat Inc., as the designer of the
system and owner of the Morton parts center, has the greatest strategic role. *** All
companies with marketing responsibilities are actively involved in dealer
administration. These include Cat Inc. and the three principal marketing companies. ).

[PwC PSI CAT 00009339, 392-394]

Excerpts from Caterpillar Fiscal Year 2000 U.S. Transfer Pricing Documentation Report,
September 17, 2001. (Cat Inc. is the parent company and is the most complex entity. Cat
Inc. operates as an entrepreneur, a marketer and an intangible owner. Cat Inc. is the
parent company of the global enterprise. Since Cat Inc. is the most complex Cat entity it
was not selected as a tested party in this report. *** Although Cat SARL is a complex
entity, it is a simpler entity that Cat Inc. ...we will test Cat SARL’s results against the
results of a set of independent European manufacturers.).

[PwC PSI CAT 00004975, 5008-009, 027-033]
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10.
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Excerpts from Caterpillar Inc. Global Tax Optimization Case for Action, September 1998
(Negative Tax Rate Drivers: U.S. ‘centric’ profile ... U.S. ownership of intangibles ...
Conformity of tax and management books. *** Migrate income from the U.S. to lower-tax
Jurisdictions,; Obtain/maintain U.S. tax deferral *** Description of Idea: Remove
Caterpillar Inc. from the chain of title passage for purchased finished parts (from U.S. or
foreign sources) sold to foreign markets. The foreign marketers would then buy from and
sell to unrelated parties. Benefits/Costs: Eliminates Subpart F character of foreign
marketers profits on purchased finished parts sales. Relatively simple re-invoicing
requirements.) [PwC_PSI CAT 00004632, 636, 640, 646, 674, 675]

Excerpts from Caterpillar GTOP Summary of Ideas - PricewaterhouseCoopers, 1998 (Cat
Inc. Out of Chain, Recharacterize Marketing Company Income to Achieve U.S. Tax
Deferral — Description of Idea: Remove Caterpillar Inc. from the chain of title passage for
purchased finished parts (from U.S. or foreign sources) sold to foreign marketers. The
foreign marketers would then buy from and sell to unrelated parties. Benefits/Costs:
Eliminates subpart F character of foreign marketers profits on purchased finished parts
sales. Relatively simple re-invoicing requirements.). [PwC_PSI CAT 00004566, 618-619]

COSA as Entrepreneur: European Sold Parts, High-Level Target Design, charts excerpted
from Caterpillar Inc. Operational Feasibility Analysis, High Level Target Designs:
Migration/Deferral (This will cause the accumulation of parts profit in COSA that was
previously accumulated in CAT Inc. ... In addition, the parts profit retained in COSA will
be enhanced to better reflect the contributions of the functions, risks and dealer network
intangibles controlled by COSA. *** Invoicing from suppliers will be changed from CAT
HE and Morton HE to COSA “HE.” Supply contracts will be changed to COSA.).

[PwC PSI CAT 00004548, 550-552]

Caterpillar Inc. Global Tax Optimization Risk Adjusted Benefit Analysis, Working Papers -
Draft 1, December 1998 (Purpose: Increase shareholder value through tax optimization
*#% Solution Benefits and Costs: Migrate profits from Cat Inc to low-tax marketing
companies . . . Risk: change from current Intercompany pricing method and
documentation. *** We are effectively more than doubling the profit of parts.).

[PwC PSI CAT 00001336, 338, 341-342, 344-346, 348, 362, 386, 408-409, 411-415]

Economic Analysis of Royalty Rates and Transfer Prices, charts excerpted from Caterpillar
Inc. Global Value Enhancement Project, Economic Analysis of SARL, Intercompany
Transactions with Cat Inc. in the COSA Territory, Draft October 5, 1999.

[PwC PSI CAT 00004483, 508-509]

Parts: COSA - Cost Benefit Analysis, chart excerpted from Caterpillar Inc. - Global Value
Enhancement - Develop Phase Status Report, May 28, 1999.
[PwC PSI CAT 00004349, 365]



4-

Documents Related to Marketing Intangibles:

12.

13.

14.

Caterpillar email, dated July 2007, re: value of marketing intangibles (The point is that
CSARL (or its predecessor COSA, or CFEL, or CACO) has spent decades building up the
dealer network around the world. And has spent decades building the brand name through
advertising. Caveat is that in 2001, we said in another transaction that there is no
significant marketing intangibles other than workforce in place).
[PwC_PSI CAT 00122483-484]

Excerpts from Caterpillar Inc. Economic Analysis of Intangible Assets Transferred by
Caterpillar Americas CO. to Caterpillar Americas SARL (Based on our analysis of the
Intangible Assets Transferred we conclude that they are routine and common to most
distribution and marketing companies. These assets have only limited economic life, and
could be effectively reproduced by a new start-up company with sufficient investment of
time and resources.). [PwC_PSI CAT 00142353-367]

Excerpt from Caterpillar Inc. Summary Meeting Notes, Geneva, March 7-9, 2005.
Delivering regarding CSARL Profitability and Royalty (Should we expand profit split
analysis — additional income to CSARL for parts responsibility, dealer/marketing
intangible (but consider agreement in LAD restructuring stating that dealer IP is not very
valuable)?). [PwC_PSI CAT 00150469]

Documents Related to Swiss Tax Rate:

15.

16.

Charts from Presentation to Caterpillar Inc. Audit Committee, June 2004:
— Purchased Finished Parts Distribution - Prior to Establishing CSARL;
— Purchased Finished Parts Distribution - Post CSARL,
— Tax Exposures Reserved at end of 2003,
— ETR - Causes of “Low-Taxed” Non-U.S. Earnings
(Switzerland provides favorable tax rulings that many U.S. companies utilize.);
— Background - Pre-2001 (Before Caterpillar S.A.R.L.); and
— Background - 2002-2004 (Effect of Caterpillar S.A.R.L.).
(The CAT S.A.R.L. initiative deferred the U.S. taxation of Purchased Finished
Replacement Parts sales outside the U.S., but only if the earnings are not repatriated.).
[CAT-001899, 905, 906, 912, 920, 934, 935]

Excerpts from Delivering Vision 2020, Value Transformation: An After-tax View (The
single largest factor driving Caterpillar’s effective tax rate below the U.S. statutory rate is
the ability to maintain deferral of earnings outside the U.S. Most of these deferred
earnings are located within the Caterpillar S.A.R.L. (“CSARL”) organization. The two
primary operational drivers of the CSARL deferral are (1) purchases of replacement parts
from supplies directly by CSARL for marketing regions outside the US and (2) product
management benefits for assemblies at the Grenoble and Gosselies facilities (i.e., toll
manufacturing). [PwC_PSI CAT 00058419, 429, 449-452]
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Excerpt from Caterpillar Global Finance and Strategic Support, Global Tax & Trade
Update, Audit Committee, April 13, 2010 (Effective Tax Rate has dropped to lowest in the
Dow 30 *** 2009 Effective Tax Rate - Drivers: Losses in high-tax rate countries, Profits
in low). [PwC_PSI CAT 00205974-979, 984-985]

Documents Related to Parts Business:

18.

19.

20.

21.

Caterpillar Board of Directors Minutes Excerpts. (2/8/12: Mr. Gosselin began by
explaining that the “seed, grow, harvest” business model ingrained in the organization
was a catalyst to aftermarket parts sales and services, creating an annuity continuing long
after original equipment sales and generating customer loyalty, PINS and profits. ***
4/7/08: Mr. Larson then noted that the key points regarding the Logistics Division are that
it is driving transformational change in the Transportation, Manufacturing Logistics and
the Cat parts business that will deliver significant value....).

[CAT-001855-858, 860, 863-864]

Caterpillar email, dated August 2007, re: Caterpillar parts history ( This showed that more
than 50% of parts sales were for parts originally placed in service more than 10 years
prior. And to capture 80% of parts sales, you had to go back 20 years. (ie, in a given year,
Cat still sold 20% of replacement parts that were first placed in service more than 20 years
prior....). [PwC PSI CAT 00024439-440]

Cat Parts Desired State, excerpt from Caterpillar February 2012 Board of Directors
Meeting, [CAT-001885- 889, 891-898]

Caterpillar dealer push may drive some out, Levenick says, Reuters, March 6, 2014.

Documents Related to Tax Risk Guardrails:

22.

23.

24.

Caterpillar Audit Committee Presentation, December 13, 2005, Global Tax Management
(Audit Committee — Risk Guard Rails). [PSI-TWLF-16-000167-180]

Caterpillar email, dated February 2006, re: Tax Risk Guardrails - audex (Dave, I have a
solid draft of the guard rails done. I have not polished it into a presentation because it was
not included on the agenda. I feel comfortable that if Gene demanded to see something
today and you came and got me, I could present the draft and get the Aud Comm
comfortable that we are meeting our commitments.). [PSI-TWLF-04-000078]

Caterpillar email, dated February 2006, re: A/C meeting (We had a two day offsite last week
to finalize the guardrails. We have two more days next week to plot the tax position on the
guardrails. This will be done in April if the agenda changes.) [PSI-TWLF-04-000089]



25.

26.

27.

28.

29.
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a. Tax Risk Guardrails, 03/21/06. [PSI-TWLF-04-000382]

b. Tax Risk Guardrails, 10/15/07. [PSI-TWLF-04-000383]

c. Tax Risk Guardrails, 03/18/08. [PSI-TWLF-04-000384]

d. Tax Risk Guardrails Criteria (draft), 02/08/06. [PSI-TWLF-04-000381]
Caterpillar Income Tax Update, June 13, 2006 (Audit Committee - Risk Guard Rails ...

Escalation Triggers - Risk positions clearly outside the guardrails trigger communication

to the Audit Committee for guidance and possible remediation).
[CAT-001949-952, 954, 956-965]

Caterpillar email, dated July 2006, re: fyi only - Update to Legal 6S team on regulatory
compliance (Provided overview of Tax Risk Guard Rails yesterday to a 6S team from legal
working specifically on a deep dive into regulatory compliance risks.... They encouraged
us to continue with the process and explain our current tax risk profile to the audit
committee to get their approval. *** Good work, Dan. ... Can discuss further, but current
chart puts one area at high. Assuming guidance is to stay below high in all areas, how
could we utilize?) [PSI-TWLF-04-000368]

Caterpillar email, dated August 2006, re: Tax Risk Guard Rails (FYI, Tax Council will be
meeting in near future to update TRGRs. The pressure/question I am getting is focused on
reducing the risk shown on the guard rails. ... I need to understand where you want to go
with the TRGRs. Are we going to stop where we are at which is just informing the board
about the process we went through to create the guard rails, or are we going to show the

board the results and have a meaningful discussion explain our risk profile and to
determine the board’s comfort with it?). [PSI-TWLF-04-000127]

Caterpillar Global Finance and Strategic Support, Global Tax Update, April 8, 2008 (High
risk areas are actively managed.; Higher Risk Areas; CSARL - Product Management -
Operational; CSARL - Parts Distribution - Management & Reputation).

[CAT-002087, 090-098, 102]

Documents Related to Economic Substance:

30.

31.

P&SS Availability & Inventory Management (85% of worldwide parts inventory is
managed from Morton-moving toward 100% *** Morton knows if Grimbergen sold a part,

received part, scrapped a part-information goes into Morton global parts forecast calc)
[PwC PSI CAT 00179037-038]

Purchasing Transportation and Technical Support (P&SS has developed (over 12 years)
network of suppliers for non current that is independent of current production suppliers).
[PwC PSI CAT 00179035-036]
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33.

34.

35.

36.

37.

38.

39.
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Excerpt from The Deposition of Sally A. Stiles, February 24, (Q: It is fair to say that the

driving force behind Glove and CSARL was the tax department and not any business unit?
A: Yes.) [PSI-TWLF-11-000008, 114-115]

Excerpt from The Deposition of Robin Beran, March 15, 2011, (Q: Well, other than paper
issues that were caused by the entities that became involved, were there any other changes

to the physical flow of purchased finished replacement parts? A: Physical flow, probably
not substantially.) [PSI-TWLF-12-000008, 177-178]

Excerpt from The Deposition of Rodney Perkins, March 10, 2011, (Q: Was there any
business advantage to Caterpillar, Inc., to have this arrangement put in place other than

the avoidance or deferral of income taxation at higher rates? A: No, there was not.)
[PSI-TWLF-10-000004, 113-115]

Excerpt from The Deposition of Janie Copeland, May 5, 2011, (Do you know if the
accounting for purposes of the consolidated books and records of Caterpillar, Inc., is done
that same way with respect to Swiss operations now as it was before CSARL? *** Q: So
would operating profit still be the same? A: Yes. Q: But earnings after taxes would be
differently? A: Right.) [PSI-TWLF-15-000007, 017, 018]

Caterpillar email, dated June 2005, re: Authorization to proceed with planning and ABP
cost adjustment (Due to the successful planning from prior years, significant low taxed
earnings (over $1.5 billion) have accumulated in CSarl. This cash is now increasing at
about 870 million per month at tax rates of about 10%. This is resulting in offshore cash
balances that can no longer be managed through intercompany loans and purchases
without triggering significant additional tax costs, and an increase in CAT’s effective tax
rate.) [PSI-TWLF-12-000315-316]

Caterpillar Sarl - Pop Quiz, chart excerpted from Caterpillar Sarl Overview, July 30, 2008.
[PwC PSI CAT 00065585, 589]

Caterpillar Memorandum, dated May 2004, re: Tax Concerns Raised by an Unnamed
Source (Caterpillar’s transfer pricing policy is the result of detailed analysis of the
functional activities of the various entities in strict accordance with required Treasury
Regulations. *** The basic operations of Caterpillar SARL are no different than any other
valid and legal partnership operating anywhere in the world. *** I do not believe
Caterpillar’s transfer pricing practices (past and present) meet the IRS’ test. The Officers
and Board of Directors need to examine the transfer pricing issue before Caterpillar ends
up in court and in the press.) [PSI-TWLF-02-001393-396]

Caterpillar email, dated January 2007, re: 7 Cir. Cases (To my knowledge there is no one
in CSARL managing the parts business or managing the sub-contracting of all the activity
to Inc.) [PSI-TWLF-02-000349-352]
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Caterpillar email, dated April 2008, re: Pls review again before we sent in AM (With all
due respect, the business substance issue related to CSARL Parts Distribution is the pink
elephant issue worth a Billion dollars on the balance sheet.) [PSI-TWLF-07-000022]

Documents Related to Substance Added:

41.

42.

43.

44,

45.

46.

Caterpillar slides entitled Product Management Alignment - Recommendation,; Product
Management Alignment - CSARL Benefits - Based on 2008 Results, Product Management
Alignment - Enhance & Optimize (While technically appropriate, creates optics concerns -
Taxation in CSARL with minimal business substance); Product Management Alignment -
CSARL Benefits - Based on 2009 ATS). [PwC_PSI CAT 000063338-341]

Caterpillar email, dated November 2008, re: Exec. Office Slides - Business Alignment
attaching slides entitled Caterpillar Inc. Machine Business Alignment: Update Briefing,
November 11, 2008, Purpose: Leverage business realignment to preserve and enhance
CSARL benefits. (Risks & Challenges: Failure to take action weakens current CSARL
structure). [PwC PSI CAT 00033241-242]

Caterpillar Inc CSARL 2009 activities, Report to Audit team, January 2010. (During
2009: ... “Worldwide Parts Manager”: establish group in CSARL Geneva with worldwide
parts responsibilities — Benefit: $300m (“Preserve”)).

[PwC PSI CAT 00003830, 432-433, 448-449, 456, 472]

Caterpillar email, dated May 2010, re: WW Parts Manager.
[PwC PSI CAT 00213059-064]

Worldwide Parts Management Group Key Responsibilities, excerpt from Caterpillar Inc.
Worldwide Parts Management, Final Closing Book, Draft Version as of March 15, 2010.
[PwC PSI CAT 00003876, 906-907]

Caterpillar email, dated November 2008, re: is tomorrow really the only shot with DBB?
(PMs in US will put some pressure on the parts profit model. These guys are really bought
into the PM is king concept. We are going to have to create a story that will put some
distance between them and parts (eg. all the parts that are noncurrent) to retain the benefit.
Get ready to do some dancing. *** What the heck. We’ll all be retired when this comes
up on audit. Bodnam and chris Dunn will have to solve it. Baby boomers have their fun,
and leave it to the kids to pay for it.) [PwC _PSI CAT 00033157-159]

Other Miscellaneous Documents:

47.

48.

Summary of Caterpillar Operations and Restructuring of Caterpillar Sarl.
[PSI-Caterpillar-04-000002-009]

CSARL Legal Structuring, CSARL 2009 activities, PricewaterhouseCoopers.
[PwC PSI CAT 00003411]



49.

50.

51.

52.

53.

9.

Introduction of Caterpillar North America S.A.R.L. (CNAmSARL was created and
implemented with the understanding that there be no impact on Caterpillar’s accountable
profit center reporting systems. While significant changes were made to our legal entity

reporting systems, the objective of zero accountable impact was met.
[PSI-TWLF-10-000172-174]

a. November 26, 2013 responses from received from Caterpillar Inc. to question posed by
the Permanent Subcommittee on Investigations. [CAT-000267-269]

b. Excerpts from December 3, 2013 responses from received from Caterpillar Inc. to
question posed by the Permanent Subcommittee on Investigations. [CAT-000276-277,
279-298]

c. Excerpts from January 14, 2014 responses from received from Caterpillar Inc. to
question posed by the Permanent Subcommittee on Investigations. [CAT-000300-302]

d. Excerpt from March 7, 2014 responses from received from Caterpillar Inc. to question
posed by the Permanent Subcommittee on Investigations. [CAT-001866]

e. March 13, 2014 response from received from Caterpillar Inc. to question posed by the
Permanent Subcommittee on Investigations. [CAT-00002265]

License Agreement, as of January 1, 2011, between Caterpillar, Inc. and CSARL.
[CAT-000306-318]

Fifth Amended and Restated Services Agreement, as of September , 1999, between
Caterpillar Inc. and CAT SARL. [CAT-000653-663]

PricewaterhouseCoopers document discussing intangible assets transferred by
Caterpillar Inc. to CSARL, undated but likely 1999 (Scanning the list, it appears that the
following items are relevant to the replacement parts license,; Patents, designs, trademarks,

contracts, systems, procedures, know-how, methods, forecasts, estimates, and technical
data.). [PwC PSI-CAT_00199858-862]

&
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Income Taxes

« Present Tax Risk Guard Rails

= |dentify Tax Risk Categories

» Define degrees of risk for Low/Med/High
» Define GAAP & Cash-Tax Guard Rails for each risk category
= Murual agresment on Tax Risk Guard Ralils
« Plot current tax positions on Guard Rails (April Mig.)
« Present Risk Management Policy

» Define roles and responsibilities of Tax Director, Controller, CFO &
Audit Committes

December 13, 2005

Income Taxes
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m Tax Risk Guardrails - audex

& & Daniel Schlicksup to: Dave B. Burritt 02/07/2006 08:52 AM

From: Daniel Schlicksup/0E/Caterpillar
To: Dave B. Buritt/0G/Caterpillar@Caterpillar

Caterpillar. Confidential Green

Dave, | have a solid draft of the guard rails done. | have not polished it into a presentation because it was
not included on the agenda. | feel comfortable that if Gene demanded to see something today and you
came and got me, | could present the draft and get the Aud Comm comfortable that we are meeting our
committments. | will send you a couple of the charts shortly that represent the overall excel file .

On your other audex, | did not want to embarrass Sharad or Jim in the meeting, and it would have been
very uncomfortable for them if | had asked to stay behind. | believe it's important for you to have the facts
& data so that you don't get caught in the middle or blind sided. Then you can much better decide the
facts and course of action, if any - that's clearly your call.

Good luck in the meetings & please call if you have any questions.

Permanent Subcommittee on Investigations

PSI-TWLF-04-000078
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A/C meeting

m Daniel Schiicksup  to: Dave B. Burritt 02/27/2006 04:34 PM
From: Daniel Schlicksup/0E/Caterpillar
Ta: Dave B, Burritt/0G/Caterpillar@Caterpillar

Caterpillar. Confidential Green

FYl,

Robin indicated that the tax presentations were moved from April a/c meeting to June. We had a two day
offsite last week to finalize the guardrails. We have two more days next week to plot the tax positions on
the guardrails. This will be done in April if the agenda changes.

Permanent Subcommittee on Investigations PSITWLF-04-000089
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Re: fyi anly -- Update fo Legal 6S team on regulatory compliance

Robin D Beran  to: Daniel Schlicksup, Dave B. Burritt 07/28/2006 08:28 AM
From; Robin D Beran/0S/Caterpillar
Tao: Daniel Schlicksup/0E/Caterpillar@Caterpillar, Dave B. Burritt/0G/Caterpillar

Caterpillar: Confidential Green

Good work, Dan. We need to schedule a meeting to update the final review/charts. | believe we've noted
some new info on one, and | think we have metrics problem re complexity for the VAT & Customs chart.
Can discuss further, but current chart puts one area at high. Assuming guidance is to stay below high in
all areas, how could we utilize?
Robin
Beranrd@cat.com 309.675.4478

Daniel Schlicksup

From: Daniel Schlicksup

Sent: 07/28/2006 08:19 AM

To: Dave Burritt

Subject: fyi only -- Update to Legal 6S team on regulatory compliance

Provided overview of Tax Risk Guard Rails yesterday to a 6S team from legal working specifically on a
deep dive into regulatory compliance risks for the company for which penalties can be stiff due to new
regulations. They were impressed with what Tax has done and said it fits perfectly in with what they are
trying to do. They encouraged us to continue with the process and explain our current tax risk profile to
the audit committee fo get their approval.

Permanent Subcommittee on Investigations PSI-TWLF-04-000368

EXHIBIT #27




Tax Risk Guard Rails

‘E'__ﬂ" Danie! Schlicksup  to: Dave B. Burritt 08/11/2006 05:02 PM
From: Daniel Schiicksup/0E/Caterpillar
To; Dave B. Burritt/0G/Caterpillar@Caterpillar

Caterpillar: Confidential Green

FYI, Tax Council will be meeting in near future to updaie TRGRs. The pressure/question | am getting is
focused on redcuing the risk shown on the guard rails. For example, | am being questioned why the
structured finance deals should be considered to have high reputational risk. How would we explain to
someone why we sold our factories and leased them back and got a lot of cash in the form of favorable
financing rates when nothing really happened? | think he is very concerned about showing any risk at all.
Also, he seems to forget the financial statement issues surrounding structured finance with PwC.

| need to understand where you want to go with the TRGRs. Are we going to stop where we are at which
is just informing the board about the process we went through to create the guard rails, or are we going to
show the board the results and have a meaningful discussion explaining our risk profile and to determine
the board's comfort with it? 1don't want to spend a lot more time on this if it is not going to go anywhere. |

" recommend the latter as | believe it is a best practice and the whole point for going down this path in the
first place.

Please give me some feedback.

Permanent Subcommittee on Investigations PSI-TWLF-04-000127
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P&SS AVAILABILITY & INVENTORY MANAGEMENT
Craig Barley-Manager, Peoria

General Facts
Worldwide field population: 1.2 mil engines, .8 mil machines
200 dealers worldwide
500,000 part numbers serviced by P&SS
© -170,000 made as ordered-slow moving

330,000 stocked in a P&SS facility

-50,000 stocked at a dealer ‘
80% of P&SS total assets is parts inventory. 50-60% of value of inventory is fast moving
(10 or more orders per month) parts, 40-50% is slow moving
P&SS holds 6.5 months of total stock worldwide-just under two turns per year. Low
number because of many part numbers. 10% parts numbers produce 80% of volume, but
90% parts numbers are held in inventory. P&SS holds 3 months of fast moving
inventory.

Worked vs PF does not really matter for inventory management, what matters is fast or
slow moving

Morton and US
85% of worldwide parts inventory is managed from Morton-moving toward 100%
-determine parts to service
-set stocking levels
-forecast usage
-plan material from sources
-determine disposition of surplus
-manage supporting systems
-maintain transaction audit trail
-resolve record discrepancies
-improve record accuracy :
300 people in Craig Barley’s availability and inventory organization-all but 4 in Morton
Regional stock facilities are “facing centers”-first point of filling dealer order
Orders not able to be filled by regional facility are filled by searching the system
Emergency orders are orders which customers pay premioum to receive faster
Most regional distribution centers are served from Morton, not from contract packagers
because of low volume at regional centers '
Morton holds worldwide safety stock

Systems
Antares is the dealer interface computer system-records dealer sales-and orders. Antares

' feeds into the inventory management system that runs min/max calcs and calculates parts
forecasts

Central America and North America have the new Antares system
Europe still has Anatares predecessor, but is now converting

Permanent Subcommittee on Investigations
EXHIBIT #30
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Grimbergen order processing system is linked back to Morton by daily batch
transmission

Morton knows if Grimbergen sold a part, received part, scrapped a part-information goes
into Morton global parts forecast calc

Inventory mangement system calculates recommended requirements and transfers to
corporate “Lognet” system.

Orders on Lognet are based on current expected demand at time of order

Total expected demand is made up of facility demands

CAT manufacturers and purchased finished suppliers obtain orders from “Lognet.”

95% of parts go through a contract packager who will ship to Morton, Grimbergen, York,
Singapore, and other large facilities

Morton directs contract packagers how to deploy based on current expected demand at
time of receipt-distribute to give all stock centers fair share based on stock levels

P&SS OQutside US

Grimbergen and Singapore have a person to expedite and schcdule orders, but all
calculation and ordering is done from Morton, even for Europe source parts
Singapore and SCM control own inventory

Grimbergen receives European worked and PF through a contract packager and Morton
then tells Grimbergen where to send parts-Singapore, Morton, etc

In Europe, Grimbergen manages warehousing (main function), contract packagers
freight and transportation, government documentation (duty etc), customer service on
orders, information systems center, business services (accounting), availability and
inventory (12 expeditors working with Euro PF suppliers and plants).

Furope marketing is in Geneva and purchasing is in Grimbergen

100% of Grimbergen inventory is controlled by Morton

PwC_PSI_CAT_00179038



PURCHASING TRANSPORTATION AND TECHNICAL SUPPORT
Don Puryear-Manager, Peoria

General Facts
Purchasing
-P&SS purchases 40% of purchased finished; remainder contracted to other
purchasing groups
-Mossville (engines)
-Purchasing & Transportation Europe-PT Europe (Grenoble Gosselies)
-Central Purchasing (Peoria)
-Leicester
-Cat Services Ltd. (Tokyo)
-Contract purchasing groups have authority to accept price increases; P&SS
Morton monitors contract groups overall price performance.
-PT Europe and US purchaser both place orders on Europe suppliers
-Cat supplier relationships
-Balance desire for long-term relationship and price and quality
-Cat doesn’t gaurantee volumes or duration of agreement, all agreements
have termination clause based on price or quality
-JV supplier agreements exist-Donaldson (filters), Mexico JV (castmgs)

-Cat offers 1nput/tram1ng to suppliers but supplier controls own business
-Purchasing involves

-selection of supplier
-negotiation of price and availability

-Can have a JIT production line but not a JIT service (parts) business
Scheduling

-P&SS Morton expedites PF coming to Morton

-Expeditor goes to supplier to get non current part made if not in P&SS inventory

-Emergency order is when part is not 1n parts system
Technical Support (Engineering)

-Ensure non current parts have proper cost reduction focus—may redes1gn to use

steel available in smaller lots

-Have design control of service kits-bearing kits, overhaul kits

-Eliminate duplicate parts in system
Transportation

-Operational traffic, daily material movements-expediting and tracmg

-Import/export-customs, forwarders, NAFTA documentation

-Do not negotiate rates or select carriers-corporate traffic does this

-Decides rail, air, sea, or truck and then uses carrier selected by corporate
Other

-46-48% of gross revenue is from non-current parts

-P&SS takes interest in design but not real design control when a part becomes

non current

-Cat may buy from a supplier who also sells non-Cat product, but the Cat-product

is made to Cat tolerances therefore is still distinguished-oil, bolts, bearings

Permanent Subcommittee on Investigations
EXHIBIT #31
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-What sells Cat parts
-liberal warranty process
-best availability
-part designed specific to Cat machines
-trend of customer going more to dealer for service (machine complexity)
Who purchases what?
-Central purchasing groups-buy all current and non current
-P&SS for batteries, filters, ground engaging tools
-Corporate purchasing for bearings, heat transfer, etc
-Business units for areas of expertise-cabs, pistons, electrical
~Non central purchasing groups
-P&SS buys non current '
-Plants buy current-machined, welded, stamped items
P&SS has developed (over 12 years) network of suppliers for non current that is
independent of current production suppliers (foundry, machine shop etc-specialize
in low volume; quick turn around)
A separte non current supply network is not as evolved in Europe
PT Europe is the central buyer for the European requirement-Cat US central
purchasers developed the sources for central-type parts, PT ‘Europe set up own
sources for non-central type parts
Purchasing principle-centralized purchasing, decentrahzed scheduling
Remanufactured parts may be worked by manufacturer or unrelated party
P&SS provides purchasing service to remanufactured parts group for fee

Confidential Treatment Requested by PwC PwC_PS|_CAT 00179036



TN THE UNITED STATES DISTRICT COURT
FOR THE CENTRAL DISTRICT OF ILLINOIS

DANTEL J. SCHLTICKSUP,
=TI i

Vs. No. 09-1208
CATERPILLAR, INC., DAVID B.
BURRITT, ALICE BARBOUR, ROBIN
D. BERAN, JAMES B. BUDR,
DOUGLAS R. OBERHELMAN, and
EDWARD J. RAPP,

e S D

Defendants.

The deposition of SALLY A. STILES, called
for examination pursuant te the pIOViSiDBS‘Of.th?
Federal Rules of Civil Procedure of the United
States District Courts as they apply to the taking

of depositions, taken before Paula A. Morsch, C.S.R.

b

License No. 84-002%65, a CEItified Shorthand
Reporter in the State of Illincis, .on the 24th day
of February, 2011, commencing at the hour of 12:00
p.m. and ending at 6:00 p.m., at 415 Hamilton

Boulevard, in the City of Peoria, County of Peoria,

State of T1linois.
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product support?

-

A First off I wouldn't cal

al

product support
the parts areas. There is not a parts area of the

company, especlally during thi period. There was

n

i

not a group that would say T manage th

©
1§1]
-

pares
business. Product support, I don't know 1f they

were invelwved or not.

Q So you recall somebody from Logistics as
being involved, but do you also recall

the othe

D

r are

ol

4

5 that dealt with parts? You

say

there was no one part area but there were a bunch of

arsas that dealt with parts Any other areas

B Not that I recall.

Q And was Barbk Church the only cne you
recall as being involved?

b2y That's the only name I can come up with.
I recall there were more people inveolved. I just
don't kricw their namss.

0 Have you seen Barb Church lately?

A No.

o Is 2% fair to zay that the driving force
benind Glove or CSARL was the fax department and not

ADVANTAGE REPORTING SERVICE
{309) 6£73-1881 or {(800) 347-3124

PSI-TWLF-11-000113
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A Yag
Q How did yeou first hear about Glove?
2 .

i
+

AT the opening meeting with the

consultants.

0 With Price Waterhouse?
A Yes

' - Gy . EIE %
0 Did you work with McDermott, Will & Emery

on Glove?

2y Yas

Q Who did you work with there?
A TLowell Yoder

Q Anyone else?

23 David Ryder.

Q Anvone else?

7

Sherry Everson.

[
v

Q0 Anyone 2lse?
L There were others, yes. I just can't

remember all the names.
Q Have you ever seen any kind of a

memorandum from Price Waterhouses analyzing the

issue

of business or eccnomic substance when it came to

CSARL?Y

ADVANTAGE REPORTING SERVICE

347-3124

PSI-TWLF-11-000114




TN THE TED STATES DISTRICT COURT

FPOR THE CENTRAL DISTRICT OF ILLINOIS
DANIEL J. SCHLICE3UP, ;
:
Plaintiff, )
)

VS ) No. 09-CV-1208

S
i
CATERPILIAR, INC., et al, )
)
Cefendants ]

Thz depesition of ROBIN BERAN, called for
examinacion pursiant to the wvrovisions of the
-_‘ﬁl:iﬂr“ l 5 o el sl i 5= o~ o) i il ey
Federal Rules of Civil Prccedure of the United
States District (ourts as they apply to the taking

Reporter in

of March 203

g SE58:

I‘lj‘.. s

Permanent Subcommittee on Investioations
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R Q T believe that the second from last

V‘i\

quéégion I asked you was specific to the produgk

g 1“
t":'.:\ f{;;‘f
managéﬁg. I think my last guestion just askEd 1f
e, &
N rE

there's Amyone, but let me have it read h&ck.

4
a.._,:?? ::,‘4“,-
TRecord read as requested. |4
N )
“R. TURNER: I objegj;f’,"‘ form.
&
N R A ; ,
B I don't %eally recall hEving a discussion
£ A
o e ¢
. ™ Vi
with the product manadggrs. Fa
¥ A
AR £
Q Did anybody atkggﬁerpillar ever ask you

what the effect would beﬁ%hﬁéze field on the product

VAN

managers if the expanﬁ?ou that You were proposing

s y 4
A i+ 2

A

was implemented?

MA. TURNER: Object, %orm and

foundation.

4

Q Did you believe that the expansion of the

170

ADVANTAGE REPORTING SERVICE

(309) 673-1881 or (B00) 347-3124 PSI-TWLF-12-000177
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distribution of purchased finished replacement parts
by CSARL into the entire world except for the United

States would require any changes in business

operations?
B No, 1t reqguired some changes.
Q What changes in business operations did 1t

require?

A It changed who actually bought the parts
beacause CSARL became the acquirer of all the parts
from the beginning. It changed various customs and
logistics issues because of who the importers of
record might be. There's a lot of changes that come
into play.

0 Well, other than paper issues that were
caused by the entities that became invelved, were
there any other changes to the physical flow of

purchased finished replacement parts?

b Physical flow, probably not substantially.
iﬁﬁg et
necessdry.as a result of the CSARL implemsrtation

gt

for the product mandgezg.to”incur any expenses on

their budgess?™ e

=

& % = . - T 2 e & o T e A A ER 0
R e S T S T e e e

ADVANTAGE REPORTING SERVICE

(309) 673-1881 or (800) 3£47-3124 PSITWLF-12-000178




IN THE UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF ILLINOIS
PEORIA DIVISION
-DANIEL J. SCHLICKSUP,
Plaintiff,

Vs, Ne. 09-1208

DAVID B. BURRITT, ALICE
BARBOUR, ROBIN D.
BERAN, JAMES B. BUDA,
DOUGLAS R. OBERHELMAN,

)

)

)

)

)

)
CATERPILLAR, INC., )
)

)

)

)

and EDWARD J. RAPP, )
)

)

Defendants.

THE DEPOSITION of RODNEY PERKINS, called
for examination pursuant to notice, and
pursuant to the provisions of the Code of Ciwvil
Procedure, and the Rules of the Supremse Court
thereof pertaining to the taking of
depositions, taken before me, Donna F. Banks,
CSR, a Notary Public in and for the County of
Peoria and State of Illincis, at 415 Hamilton
Boulevard, in the City of Peoria, County of
Peoria and State of Illinecis, on March 10,

2011, at 9:00 a.m.

Fdkekk ok

Page

BDV;
(309)

Permanent Subcommittee on Investigations M<
EXHIBIT #34
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exhibit 97
Yes.

And in this instance, the amount of sel

[

ing
general and administrative expenses was 4.248
Billion deollars, is that correct?

Yes..

And the higher that -- it's sort of like a
teeter-totter, the higher that number goes, the
lower the number for consclidated profit before
taxes, 1s that correct?

Yes,

and so the more that's incurred by Caterpillar
Inc., for gerneral expenses, including legal and
accounting, the lower the number is going to be
for consolidated profit before taxes, is that
eorrecl?

That's coxrrect.

So the expenses relating to the CSARL structure
for accounting and legal services, those were
paid by Caterpillar, Inc., and not by CSARL, 1is
that correct?

Yes.

And CSARL was never asked to reimburse any of

ADVANTAGE REPORTING SERVICE

(309) 673-1881 or (8Q0) 347-3124 PSI-TWLF-10-000113
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those expenses, 1s that correct?

T don't believe they were.

What was the benefit to Caterpillar, Inc., to
have CSARL purchase finished replacement parts
‘nstead of having Caterpillar, Inc., buy them
and sell them to CSARL?

Tt would alter the character of the income from
CSARL from includable deemed distribution
income te the U.S.

So the advantage to Caterpillar, Inc., would be
that it would pay less Federal income tax?

Yes.

And that would be an advantage to the
enterprise azs a whole in the sense that the tax

was at least deferred?

Was there any business advantage to

., to have this arrangement put
in place other than the avoidance or deferral
of irncome taxation at higher rates?

Mo, there was not.

MR. TURNER: Let's take a break.

ADVANTAGE REPORTING SERVICE
(309) 673-1881. or (B0O) 347-3124 PSI-TWLF-10-000114
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Page 112

(Whereupon a short recess was
taken and proceedings resumed as
follows.)

(Deposition Exhibit Number 12 was
identified for the purpose of
the record.)

Have you seen exhibit 12 before?

Yes.

Do you think you saw exhibit 12 shortly after
it was created, at least in draft form?

Yes.

When is the last time vou saw exhibit 12 before
today?

In its draft form?

TS o

Seven years ago.

Have you seen exhibit 12 in its final form
since you left Caterpillar?

No.

Was the draft that we've marked as exhibit 12
prepared by McDermott, Will and Emery?

Yes.

Was it prepared by & lawyer who is now

ADVANTAGE REPORTING SERVICE
(309) 673-1881 or (BO0) 347-3124 PSI-TWLE-10-000115
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IN THE UNITED STATES DISTRICT COURT
FOR THE CENTRAL DISTRICT OF ILLINOIS

DANIEL J. SCHLICKSUP,

Plaintiff,

VE. No. 09-1208

BURRITT, ALICE BARBOUR, ROBIN
D. BERAN, JAMES B. BUDA,
DOUGLAS R. OBERHELMAN, and
EDWARD J. RAPRP,

1) (RIGINAL

)
)

)

)

)

)

CATERPILLAR, INC., DAVID B. )
)

)

)

)

)

)

Defendants.

The deposition of JANIE COPELAND, called
for examination pursuant to the provisiomns of the
Federal Rules of Civil Procedure of the United
States District Courts as they apply to the taking
of depositions, taken before Paula A. Morsch, C.S.Rl
License No. 84-002965, a Certified Shorthand
Reporter in the State of Illincis, on the 5th day of
May, 2011, at the hour of 9:00 a.m., at 415 Hamilton
Boulevard, in the City of Peoria, County of Peoria,

gtate of Tllinols.

PSi- F-15-000007
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37
1 1|l statement of Caterpillar, Inc.?
2 2 A That's right, yes.
3 3 Q ; How are the numbers calculated for/@SARL
4 4 that are usad for financial statement purposes‘?’
5 f' 5 A ‘f‘.la‘ey re calculated according to d.s. caap
B Q Do u know if they perfomyﬂ‘(e entries 6 rules. 7 ‘
7 for that accounn fg system? ; 7 Q Using Your re_gu}ar accoun{ing system, is
8 A 1believlthey do, yes. f" 8 thal right? "M‘“i. ;
9 Q@ Isthe ac: tmg sys.ékm for CSARL used g A That's righty,
10 | solely for tax purposes : f“ 10 Q Soare there?h{o : fs of books for CSARL,
H A | don't know, mo{ familiar with the i1 one that does the partnerst J(a(;(:mmting and another
12 processes, i 12 that does the accounling i ﬁgcontext of the
13 Q 13 consolidated rasu!is? ,: "a
14 state earnings on th 14 A Like | saltf’ I'm not famhar with how
15 statements, are yo 15 they do the par‘me sh ip accounting. *
186 processes’? 16 Q  Doysu know if when earnmgs are
17 17 consolidated; é it done in the same way ﬁ}r CSARL
18 18
19 | CSARL 19 ;
20 you ovgrsee for purposes of the publicly disclosed 20 || same v&ﬂ y. Yes, people report in their U.S. GAAPY,
21 Al fman‘ al statements and we consolidate them. k b
22 MR. TURNER: Object, foundation. 22 Do you know how parinership results are &
23 Object, form. 23 then used on a consolidated basis for the corporate

FAULA A. KORSCH, €,5.R. FAULA A. MDRSCH, C.8_R.

ADVANTACE REPCRTING SSRVICE, 3105-673-1881 ADVANTAGE REPORTING SERVICE, 20%-673-1881
36 38

1 A Can you repeat the question? 1 results?
2 W Q  Yes. Well, let me ask you this. Do you 2 i MR. TURNER: Object, form
3 know what system is used to do the accounting wefk 3
4 for CSARL? 4 ‘
5 _ No. 5 kY
6 6 Q In C%RL’?
7 7 A No, | ;
a 8 Q@ Do yo:%afw what happens to different
9 Q@ And dc You know if G ARL or the tax 9 income and expense sifeams al'CSARLY
10 department had to go'gut and biy a system that would 10 A Atavery hi‘gg evel. I'm notinvolved in
11 | do partnership accounting? 11 | the details. by
12 A Idon'tknow, 12 Q Okay. At a\@i@h?ﬁ&gt what happens with
13 Q  Arethe book andiecords that you control 13 the different parine f p mcom",_.,fnd expense streams
14 | setupfora corporat\on in corpcr te accounting? 14 at CSARL? -
15 A Thats cc:rTect 15 A Depe:’f’dmg on the natur%;lhe income,
16 16 || theycan be taXéd at different rales. ",
17 17 Q @kay Are there — do you k b who the
18 N 18 | partners jCSARL are? A
19 Q j As it treated as a corporation? ™, 18 A# Notreally, no. Like | said, | have"
20 A af SEC disclosures are consolidated resuﬂts 20 hlqh }ével knowledge.
21 | at Catefpanar 21 | &
22 j@ So is somehow the Information that's ® 22 2 s
23 sociated with CSARL consolidated into the overall 23 Q DD you know if the accounting for purposes

PAULA A. MORSCH, C.5.R.
AUDVANTAGE REPORTING SERVICE, 23105-571-1E881

PAULA A. MORECH, C.5.R,
RDVANTAGE REFORTING SERVICE, 305-673-1881

PSI-TWLF-15-000017




38
of the consolidated books and records of

41

1 1 Q\g?id you only have a rofe with re yEct to
2 Caterpiliar, Inc., is done the same way with respect 2 CSARL aftax you came back from lnd|an f
3 to Swiss operations now as it was before CSARL? 3 A {%ad a brief role. | was o-' amily leave
4 A It's the same. 4 and then ! camh back to a specnaw gtignment prior
5 Q  So the results that are reported on a 5 to going lo tndlar‘ra where | rewew 4 the accounting
8 consolidated basis would be the same now as they 5] ona consohdated EE{SIS for CSARL a special
7 would be if there was no CSARL, is that right? 7 project.
8 A Can you explain what you mean by same? 8 Q 3 oximately when that was?
9 Q The same numbers reported. g A Qctober cf‘ZQ,OO
10 A 1imagine tax expenses is different 10 Q  Wereyou on f"aml\y leave to have a baby?
11 becausé CSARL is a different company than what we 11 A Yeah, "’v.
12 had before. 12 Q  Soyouhad just cume back from the family
13 Q  Before you get to the tax |ine of the 13 leave and you were on the spem,at assignment?
14 return, would the resulfs be the same? 14 A R:ghi uh-huh, "*‘
15 A Yes, 15 Q Th‘ s probably pretty e%\sy lo pinpoint
16 Q  So weuld cperating profit still be the 18 when that occurred’?
17 | seme? 17 A /i That's why | can get to the mcmlh yeah.
18 A Yes 18 Do you know how long you stayed in that
18 Q But earnings after taxes would be 19 signment? “"u
20 differently? 20 Until | moved In January.
21 A Right. 21 So how many months is that? »’;‘%
22 Q Do you have someone who works with the tax 22 It's essentially three months. ""@“
23 department concerning CSARL? 23 Whe assigned you to that? JT\-%;?:
"
PAULK A. MHOREBCH, C.5 . R. PAULA A. MORSCH, C.5.R. E:
ADVANTRGE REPORTING SERVICE, 303-673-1E81 RDVANTAGE REPFORTING SERVICE, 309-673-1BE1
40 42
1 A Terri Pierpont. 1 A Steve Goose.
2 Q s there anyone else that you have_y\ﬁwo 2 Q What was his position?
3 ﬂ'b@s something with respect to CSARL? ; 3 A'ql Corporaie -- | don't know s title. He
4 % {l\ Terri has two staff. They may| be nvolved 4 was in corporata accounting and c;cmsohdatlng He
5 as wel!.'-‘»w‘ 5 was a mar\ager
6 o1 S Anyone else? 6 Q Whatwas the nature of the need for that
7 A N'D: T special pro;ect’? ;1;
8 Q We?e: you at the company when CSARL was 8 A Becaluse CSARI: was new, there was new
9 started? / 9 transactions, we wanted lo make surs consolidated
10 A Yes. : 10 operating profit wasn't affected and we had made all
11 Q  Whatwas yd ‘bosition? 11 the appropriate Intercorh_pany eliminations for
12 Let me ask you lhlS way. Before 2001 were 12 unrealized profit in inventory, and we concluded
13 you in the Adm!nsstratian Buﬂdmg before you went 13 that we were. :
14 to Indiana? _;). 14 Q So & it fair to say that you wanted to
15 A Yes, l_,f s in capital assets 15 || make sure thai"on a consolidated basis the numbers
16 Q When 'did you leave North: Carolma’? 16 | turned oul the same as before?
17 A Egﬂy 1998, ~..| 17 A Thats right,
18 Q ,&30 from early '98 until 2001 youwere -- 18 " That would be the ﬂumbers before you gof
19 J‘M! was fixed asset manager, fived asget 18 to the tax ling, right?
20 accour;_t?fng ‘manager In corporate accounting. ”f‘._\. 20 ; That's right. 2%
21 In thai role did you have anything to do 21 Ini arriving at operating profit? ) ,
22 wilh' CSARL? *‘\ 22 That's right, uh-huh.
23 A No. ‘-\57 23 Q  Did you learn at that time that there was
BARULA A. MHORSCE, C.S5.R. BAULA A. MORSCH, C.B8.R.

ADVANTAGE REPORTING SERVICE, 306-G73-1881

ADVANTAGE REPORTING SERVICE, 309%-673-1E581
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Rodney J To
Perkins /0S/Caterpillar

D&/06/2005 01:32 PM

Danie! Schlicksup/0E/Caterpiliar@Caterpillar
cc

bee
Sublect

Fw: Authorizalion to proceed with planning and ABP cost
adjustment

Caterpillar, Confidential Green

Here's the timing of the initial approvals by DBB and DRO. As | recall this memo is the one DBB then

forwarded to DRO, who then "penned” his approval with instructions "let’s go." or something along those
fines....

Rod Perkins

Infl Tax Manager (Europe Africa & Middle Easl)
Corporate Tax, Caterpillar Inc.

100 NE Adams, Peoria lllincis 61629-4230
E-mail: rjperkins@cat.com

Telephone: (309) 875-4489

Fax: (309) 494-4543

————— Forwarded by Rodney J Perkins/0S/Caterpillar on 06/06/2005 01:28 PM

Robin D Beran /0S/Caterpillar To: Rodney J Perkins,Giles A. Parsons,John P. Caviness

02/25/2005 09:24 AM Subjeat Fw; Authorization to procsed with planning and ABP cosl
adjustment

C;ierpular Confidential Green Reatention Calegory. L21 - Coniracis/Agreements

- Compliance and Support Records
This was it.
Robin _
309.675.4478 - beranrd@CAT.com
—-— Forwarded by Robin D Beran/0S/Caterpillar on 02/28/2005 08:22 AM -—-

Rabin D Beran/0S/Caterpillar To: Dave B, Burritt

02/25/2005 03:23 PM Subject Authorizalion to proceed wilh planning and ABP cost

adjustment

Caterpillar. Confidential Green Retain Until: 03/27/2005 Retention Category: G820 - General

Matters/Administration

Dave, as we discussed.

Due to the successful planning from prior years, significant low taxed earnings (over .%“al billion) have
accumulated in GSarl. This cash Is now increasing at about $70 million per month at tax rates of about
10%. This is resulting in offshore cash balances (hat can no lenger be managed through inlercomparry
loans and purchases without triggering significant additional tax costs , and an increase in CAT's effective
tax rate. Corporate Tex needs authorization to move forward on planning related to legal restructurings
and cash movements to the US from non US subsidiaries of approximately $2.5 to $3.5 billion, including
approximately $1.0 billion under the repatriation incentive in the recently enacted Tax Act. We are also

solving debt:equity nroblems that exist in our UK and German tax groups, and creating 2 more tax efficient
offshore structure for future non US investments,

Working with counsel at McDermott, Will & Emery, we met with E&Y, KPMG and PwC lo sclicit ideas. We
have melded thess ideas into an overal! plan, but now need to move to the next steps. This entails

\1)(_, (e

-

Permanent Subcommittee on Investigations
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engaging firms to assist in developing final plans and implementation steps , including cost estimates. The
work will be broken down amongst the 3 accounting firms, based on best ideas presented, and will
proceed in increments to control costs and meet imelines.

This work is required now because:

0 The Tax Act requires the $1.0 billion of qualifying dividends to be paid before end of year.
o The other planning must be coordinated with the qualifying dividend planning .

0 The debt:equily problems are causing lost interest deduclions, thereby hurting our overall
effective lax rate.

o] This planning will allow us to optimize utilization of existing cash , and cover earnings for -
approximately the next 3 years, -

Rough estimates of external costs approach $5 million, spread across the 3 accounting firms and MWE.
This will be in addition to our approved ABP amounts. As detailed plans are developed we will lock in
costs, and keep you informed of the progress. Failure lo proceed will resuitin significant additional tax
costs, approximately 15 to 25% of any cash moved o lhe US, or the need lo stop sweeping all cash o the
US, which may require borrowing in the US while holding cash offshore. Repatriation without planning
would cost over $200 million for 2005, and would move the ETR over 1/2 point.

Robin
309.675.4478 - beranrd@CAT.com

PSI-TWLF-12-000316
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Caterpillar Sarl
Overview

July 30, 2008
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Caterpillar Sarl — Pop Quiz

Question #1 - How much of Caterpillar Inc.’s consolidated revenue
and profit, respectively does Csarl generate?

a) 30% of revenue and 20% of profit
= b) 40% of revenue and 33% of profit
i c) 45% of revenue and 43% of profit
d) 50% of revenue and 45% of profit

)
e) who cares it’s all intercompany, right?

68552000 VO ISd OMd
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7

" Frid 16 September, 2011 O?Hf%f’%%
7 o i i FaE rl a , a m fjr' J
/ CATERPILLAR T

interoffice- Memor@rdums. District Court, ILCD

Facility %
Datg May.6, 2004 — f !’ﬁ/@ -
Plant/Office — e S
Dépatment

Aftention 3. W, Oweng

copy: F.L.McPheeters
LB Buda’
R Iﬁiw Kaﬂum
C. Gwiliim

RE: Tax Cbncms'mismi—ﬁy an Unnained Source:

On May 6, 2004, Jitn Oweéns and Raj Kanum {Caterpillar Tax Counsel) received copies of an

undated and unsigred letter fthe* Lener”, seeatfached) from an individual: c}aumng to-be a current
Caterpillar Tax Department employge.

The Letter makes the followmg. ailegancns

t. Caterp illar's mansfer pm:jng p’IELtlL‘.‘E.‘: (past and préesent). do not safisfy [RS guidelines;

Z. The Catetpiliar BARL re-oTganization -does ot Have a substantial business purpose andwas
transacted piimarily:fo iidancé purposes; and

3. Recent redustionsir : fhie. g‘.lnb_ "effective tax rate &r¢ dite 0 questionable transactions and
ergamatmnai,chmggs,

Addmﬁ.ﬂa.liy. tha ]etter makes rcfe:enee 19 a recent U1 3. incoimeé tix deficiency levied by

‘ maceutical company, G xoSmithKline, plc The
32,‘:’ b-rl»hrm IEJC (ﬁﬂd f:sttmata:d $2.5: balhau it interest anid penalties) assesspient-was & result of. the
breakdown. of ten years of. negotiations between Glaxo and the RS rcgzmimg Glaxo’s transfer
PriGing polma:s during the 198075 and-1990%s.

The author of the fetter has called-for an independent investigation of the! foregoing a‘:iagahons by &
party other thari gither Pw or MeDermott Will & Emery.. [fxo: iﬁve:stxgaticm is gonducted, the
anonymous author.states he/she will report these allegations 1o the IRS.

int tesponse, 1 domnot teel an mvestxganc}n is warranted since the allcgdttom set forth in, the Letter arg.
simply untxe &  the author unfortiinately very misinformed as to the Factsand establisked:
pra.s.tl(:f*s of Corpirate Tax;as-well as theIRS, audlt PrOCESS.

Speczﬁtally, with fespect to the first allegation, Caterplllar 5 transfer pncmg po icy is the result of
detailed analysis of the functional activities of the various entities in strict accordance with required
Irea;.ury Regulations. Twd: mdependmt accounting. firms. provide reports o different parts of our
-opérations., Comparables of prices based on exiernal data are analyzed and Caterpiilar’s prices are
established within the middle two quamies of the rarige of comparables. This analysis is completed

Calerpitas Eoi o B1-060505-06 P (2407 M Word 7. . DRAFT5:6:04.
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Jo l:OQ-CV-OlZO&MMM—BGC #118-4 Pagez2of4

annually and.all determinations have been dotumented and’ provided t6- the IRS a8 part of the IRS"s
routine audit procedures. .

The sccond allt:gatmn i .the Letter gitéstions’ ﬂie busmws purpose efCaterpﬂIm’ SARL 5.

C atérpﬂ!ar éuﬁsad&mes which. bonmbuted=assel:5 i the partne'rs}u and, ir BEe :
allocations baséed tn their contributions. ‘Someof these assets, mainly nenU.S maficetmg rciatad

assets, Had been held by U.S. subsidities of Caterpillar and were transferred dowai throtigh multiple:
subsidiaties.

The basic operations of Caterpillar SARL are no different than any other valid and {egal partnership
.upcratmg anywhe:re in thc wurld Gmat care has bee'n taken o ensure- Catetpﬂlar 's-operations are
‘ /| and mwmatmnal tzuc iam Informanan

vil ﬂf all C&tarpﬂlar
SARL partncrs hms alsa bee:n prmwded to t}m IRS aspart of munnc amh pmc g, Over 6% of
4lmost 2,500 pages of the 2000, 2001 and 2002 Federal Income Tax Returns, ex hmve of an
“additional 7, 000 pages of forei gn subsidiaries’ ﬁnanma] information, relates to disclosures of the
organization and re-orgarization of the varions: entities.

‘The third allegation refers to-the writer’ E general disagreement with how. the Tax Department has
x:cnductad busmcss c;-v::r rhe past fﬂw ytmm D; 13 smpossibie to ful!v addxezss dns congern. dm: to ﬁ:s

enabie C erpomtc Twc 10 emsure- Cat::rpdlar 1.5 wmphant m{h éI] r&lﬁvant iaws and mgu]andns reiated
o the tax function. We feel strongly that C{nr;m@m ax ‘has tiken conservative, well—suppoztcd ard

documented >4 p@smbns oivall isyuds did promiotes a iransparent ammosphere that encourages:
gandid dlstussmm openness, and integrity.

‘Asthe IRS iscurtently engaged w1th Caterpillarina tax. atdit caf the years 1995 to 1999; has already
completed fax &udifs for previous years ard is-pladining -the ¥ax atidit for more recent years, we
alfeady-do, and will continue to; provide information. to the IRS related to-dll the above issues.

Please ¢t me kiiow if you =tta1j{.€; any farther questions conceming this matter:

Director of Taxatien,

Taterpilz Fom Mo, 04-060505-06 PG (24027 M8 Wora &7 DRAFT 5:8-04

. DEF01213
Confidential PSI-TWLF-02-001394
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The Internal Revenue Service s pursuing Mullinationals who-are évading taxes. The IRS wants the UK
pharmaceutical company, Glaxo Smith Klire to-pay $5 billion in taxes; penalties, and interest for the
years 1980 1o 1996. This case involves transier pricing. | do not believe Caterpillar's trangfer pricing-
practicies (past and present) meet the IRS' tests. The Officers and Board of Directors need fo examine
the transfer pricing issua before Caterpillar ends up in court and in the press,

Similiarty, the Tax Code does not permit transactions or an organizational siructure that have no
substantial business purpose other than for tax avoidance purposes. The CSARL reorganization in my
opinion, does not Mmest this test. When you look through the recrganization, the primary purposa was 10
‘avoid taxes.

Over the past few years, Caterpillar's tax rate has dropped significantly due to very qu :

transactions and organizationad changes. | work in the Tax Departiment and [ srongly disagree with how
we havecmducledoﬂrbusinﬁswermepaéstfwymIhavunoispokenourbefnra. becauss of the
fear of retribution. 'm speaking out now for the long term good of Caterpillar, An independent
investigation (not PWC or our outside Tax counsel) is needed  If there is no independent investigation or
if there is any retribution, } will go to the Intenal Revenue Service. '

. ) DEFD1214
Confidential
PSI-TWLF-02-001395
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Clerk, U.S. District Court, ILCD

Robin O Beran/ 0S5 G atarptiar T Phariel Stk su U8, O aterailin D Catensilar
TIQI00T 11 (13 AR e Jdukn B CaemessUaiTaterpiatghlalar s
Tt

Sulipet Fo CONFIDENTIAL Atomey Clieat Fislege He Tt L
Cawﬂi}

gt Cipntoentio Dt

Can, | sk thes iy really & pon issue, uhder the m-aursu ol tioey of the exshng law, ared that 8
;::_fmwws tree varitus subs facls §nd r=*<,~,.1ﬁ%1¢nr=aﬁ i de oeethrig ke this 1o the JOT and SFC

a8 o (gt T.u-:- yesterasy, aml they duird sugges! Wt b was hanpeopnate  We got a pratty Tisar
mameanon that individual legat entings woud te n:.mp ;mﬂ_ nless hare was sometring tuly athifasl n
i BLTUCiLIE.

Howe we nesd 10 keap working on getting (angusge o e eatery o make sure field arairingrs don't go off
ind gdeep end
Huoburs

e

FHRET75 4478 - peramraif@CAT oo

'LE{ Mk

Daninl
Schllchuup/ECaterpilar
O N0 G ad AL

To Johr & Capsrriees s Hodun 0 Haran
CONFIDERTIAL  Ancrmay Chod Prvtiagn Re Tth O

(P e
Sasbgect T F
! L,nmf;];l

Ogbespdlor Tlontidenlunl Carerr Falsim Uirdil (13 1858007 Pty Loatguey 00 - Lagmesl

L4 arsers t Aa e vty 1 adi

Jobuy, Hers are ins adeitional cases  Lewims s parnaculatdy s asling Pleass coview o and l2)'s disnuss
lattachreent “Levin v Comme, B3Z2 P20 403 (Tth Cir T98A) doo” dedeied by Danel

Srrheksan B Catarpdiar ;L,,ijh'nn ot “Lewin v Comime. T *f’l L0315 1 1985} doo” deieted by Danke
Senncksun TE Caterpilla] bittachmant “Forsetn v Commr iy T TOBEY don” daleled by
Darvel Setbksun TECaterpidlar] [aliachmen] "Saviana v Cﬂmmf 65 F2d Ra §7th Cw 1HER: doc”
detetesd by Damel Schiicksun OB/ Caletiar]

P2,

Hotin, as pan of fhe coalition e he codification of scenomic subsiance and Busiess purpase, John ang
Lo Uty 7 a0 roliyant catelaw froen (he 73h Corcuil A aniclke describes the Jih Sooult as
s e Comjuncive Test redquining both isness fiurgose and aconomic substanes tor transachions 10
L 'L.lthHrn Mo puatter Hone you descne or apply this les of tests, the T Clreul! seems 1o have g hislory
al hoiding Bgainst the taxpayer where thay Fnd no economic substance.  For example, the Cour has
ridprred (o the “maic wonts” approasch whets taepayers belieys Mal if thiey have legad deauments with at!
thys mght wardds [ thee inen sl sowell bt the ourt ignores P edal documans wikr there Was no el
wviend for pne party fo acluaily getinlo and operate he business 15180 in thee documonts Or there i e
Fclivily 10 suppor th Jegal araangement, This s rue even when the “leme of the Coge”™ {3 loliowed. Tha
Coun tleady sta1es 1 e molivaled ransachons 8 ok and wepayers have the oghst 1G rmmize 1axes
Bt ot A 196 ransaeiion 5 crd without 3ny econsmics beming o, bl for t@x sgengs  This o wihy wa wenl
13 %0 mideh rouble o e sure the business changeo and sdbores o thi changs o the contract
manufacturing arrangament in Europe However, whenever the topic of CSARL parts inutiatie is
discusged rom 8 nsk tmml ol vitew, the discussion seoms o De limted to e sk ihal the IRS wik
ehallenge and ag|us! e royally rale. 1 unk the Dipper rikk {5 thal the Servics wall atack i ag lacking
SCOACITIE SUBSENCE whien would nol adjast the Benefil, bt deny inotal To my knewisdge theee ja nd
one i CSARL managing the Rars DUSINESS oF managing the subkcontraching of all e actvite 1o Inc.
Tohwan he case law above, | Tusk i woind DE prusent i review the siuation fiem s angle. parhaulady o
figtt of the FINSE reguiremient that ond assume the IRS roows ali the facs when assesiing nsk John

Permanent Subcommittee on Investigations

EXHIBIT 439 PSI-TWLF-02-000349
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ared | 2ould talk about eptions for adoressing s

Jhin P CavinessiOfe Cater pilia:

e John P, To Catl Schiicksup
B: iy Wyl W Cavinessi0A/ Catarplliar Subgect 71N Cir Cases

o o T SR8 01172007 08 34 AN

Cuterphiar Conbaina Greun Fletae (it (12 TEEDIT Fatestion Category. GOO - Banerst
LA BT B8 RTINS TR IR

Hi, Dan, Would you rsnd e-mailing the two Tth Clr, casas you mentioned yesterday?
Thanks vary much,

Besl regards,
John

Jaonn P. Caviness

Corparate Counse| - Tax

Caterpillar ne, ¢ Legal Services Diasian
100 WE Agams St . Peoris, IL 516204245
aomaill  cawing 1’5:”('&1: com

ph, 1 (309] 6751578
fo 1{309) 675 2?53
Wi F-725-1579

THIE E-MAIL 18 INTENDED OMLY FOR THE USE DE- THE INDIVIDUAL OR ENTITY TG WHICHIT IS
ADDRESSED AND MAY CONTAIN INFORMATION THAT IS PRIWVILEGED ANDVOR CONFIDENTIAL 1F
v ARE MOT THE INTENDED RECIPIENT OF THIS E-MAIL, PLEASE DELETE IT AND ANY
ATTACHIMERTS, WITHOUT OPENING THEM, tAMEDIATELY

PSI-TWLF-02-000350
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Canied To Fobn D Beran/ESC olerqpllar Join B
SchilicksupdQE/Catamplllar CavinessmiaCale pitlandCatarpitar
01,22:2007 118:25 AM g8

tiala

Subjeit He CONFIDENTIAL fttomey Clisnl Povilege Re Tth Clr
Cases(d

Caterpilar Cartidianiiat G
Heay Rabin and John, 5 couple of things (o take into account In this analysis

First, | 1hink i nas fesgs 1o do wilh fespectng legal entities than whether thare s subslance underying
thee irgnsachans i wheh thoy angoges The Courds nave spphed econ subst andior Dus JUTpose terstys) tor
decades. The cases siand for the proposiion that mersly following the letter of he law will not suflice ]
there is no underiying economics 1o the iransaction. The current il in congress s mlended 1o coxdily
whal (he cournts have said in the past, Aot overiie or modify it | am notl sure whal "clear spplication”
means, but 5m carsin based on what we have heard from DC that the Congiess does aat latend lor it 1o
mean that current caselaw will not apply My oty point is (hat | think i would ba prudent to have John
ravisw tHe MWE memos (o determire il Lhis caseiaw bas beer t@ken inlo acoount & substance ravew
seems pruden! glven the indications tha the bill vall almost cenainly be anacted Into law Ve des this for
the eura contract manulacturing and luxca | thinky

Bucond, we rmght ward 1o think aboul now o use the 2con subst and/on Dus purpose teslis) o help us in
1he upcoming license fee Hitigation [0 this case, the IRS is trying to say that we should gnere the
peonomic substance of what was going on (subs paying for wechnology lar which they cannot make profit
irs thatr markets)

Tharks, Dun
Bobin 0 Beran/JS/Caterpiflar

Robin O Beran/0S/Calerpitiar T Donel Sehlicksop oo Jomn 7 Doaness

OUASE007 1103 A0 T R COMFIDERTUAL . Altormisy Claarm Priveenc R i Do
- LG " 5
&,aii}sﬁ
Cagtarpliar [Canfidentia G Rk Wi 077 52008 Retenton Catécoty  GH0 - Genern

B e et S e b ghars

Ciprs | Uink dhis |s feslly @ non (ssue, undet g heading of elear application of the exsting law. and that i
changes the vanaus subs facts and circumstances. | described somatng ke this o ihe JOT and SFC
staff In owr mig yesierday, and they didn't suggest a1 ali that it was wapprapnate  We got 8 pretty cléar
ndieation 1hat individual legal entities would be respacted, unless thare was something truly artificial in
fhe stretbung,

Mow wis need 10 keep working on getling langusge in the lusiory to make sure fiaid examinars don't go off
1htes dasep oo ‘

Haon

Y 6754478 - perarudi@OAT com

Cvery ransaclon has ax Consequentes
Damel SenlicksupOEiCatermilar

‘ Danist To dohe P Cawnpss, Robin & Bearan
| s
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Clerk, U.S. District Court, ILCD

John P Ta Dumal Schicksop OB CalarllarpCatarpiiar, Robin D
{:awnemtwt:amm Beran/0S Cotempdisn@ Cotarpillae
DUA22007 U8 35 AM e
o

Subiedt Re COMFIDENTIAL Atomey Client Privilege - Re Tth Gl

Cosss

Caterpillar Confidentin Oresn

P mmuch rather discuss 11s 16 persen than conhnue g long e-mall chan

Best regaras

Jdohn

Johin Ceviness
Corporaie Counsel - Tax

Caterpihiar

ine. / Logat Services Dinsion

100 NE Adams Streel. Peona, L 616294293
g-mail  cavipd@os! com
phone (3056 6751578

faxs (30D

GYS-175%

Y T-TESE7Y

¥ = » o= = om oz ow v o= o3 om o= w or o om ¥ ¥ i oF ¥ T F B OE omomM v om

This e-mail ts itended onty for the use of e individual of
antty 1o which 1t is agdressed and may conain informanan
that s PRIVILEGED andior CONFIDENTIAL 1 you are noy
the mfended recpient of thos e-mal, Mease delele § and any
atlachmanis, without ppening them, immediaiely

Crame! Scnlicksup

Fra
=

a
)

Subject: ol T TOE S AT 1 R AP, T QiR R LR Tl 0 e TR

Hey Robim and John, 2 couple of INings W ke inlo account in this analysis

Firsi, § think this bias less to do witl respecting legal 2ntivies than whethar thera is substance underlying
1hie transactions in which they engage. The Cours Have apphied scon subst and/or bus purpose test(s] for

decodes,

The cases stand for the proposition (hat meraly iollawsag the letiar of e aw el not suffice

there is no underiying econarmics to the transacton, The current bill m congress 15 miended o codihy
what the couns nave said in the pasi, not overule dr rodedy it | am not sure what "clesr application”
means, bul am certain based on what we have hesrd fram DC ihat the Congress does not mtend for 1o

mearn that
raview lhe

current caselaw will not apply, My only poantis hat Dihink L would be fredent 1o have Johin
SAWE memas 1o determine | his caselaw has baen tgkan ime aoonunt A substancs review

seams prudent given the indications that the bill will almos! cedainty be snactad inlo law. \We do this far
the auro contract manulacturng and fueco () ink),

Second, we mighi want 1o think abaut Now W USe the acon subist andiar DUS purpese REINS] 10 balp us in
the upcoming licanse fee litigabon. |0 this case, the 1IR3 15 irping o say that we shauld gnore the
economic substance of whal was going on (subs paying for technology for which they cannal make profil
i their markets)

PSI-TWLF-02-000352
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Daniel To Rotn O Beran/ 0% Caterglia
Schliticsuufﬂacmnmlllm i,
s
O 1RO 15 28 PR
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Zubjett Pls review aga balore we send in A8

Caternallar Conficksetial Grsen Hidaie Lngd 00102010

.

5

Ll T e 00 S Do B e G2 pgid

Look al the guard mi chans 1 changed product managemsnt to 1olling with goss and gren - morz
aescrplivie, your cali? | changed | CSARL Pans Distribunon inciuding Virus: Pan ary 1o CSARL -
Virtual Pans jnveniory. TTis is only risk associaled 1o the vinual parns inventary, nyining efse. Usitn
e word “includeng” |m;‘f}us H‘are 5 aompmmg else

On page 12, | domt hink thare are New 78538 related to or annusl eviews of the Farts Distribubion
Cperatians - are there? Shoul Pﬁﬂ | this se limdded 1o the Tollimg/Cantrac Marfsciunag?

With ail dug respect 1he husiness substance issue relaled 1o the CEARL Pans lJmmut‘
siephant issue worlh a B fars on the balance sheel | have bean asking for mo:
HavE memas with proper facts and Analysis of case lav T Have been told Jonhn has theny and maybe he
has thent, and now we are womead anowl me reading 1hem - sven BwC memas  |f we had these mamos
and ey property adorassed INese isuUes nen | iesl | woula Nave seen them @ tang dme oge. | don)
think you can talk about CSARL withoul addrassing s Ssue and @15 ol gagrassed n Ihg chans you
figve mcluted | don't think thls Drr—sr_rs aton can be considered “a fuil, transparent ECUssIn of CSARL
with the Board™, " 1 think discussing CEARL in this manner 5 mislest g Again, ang with all dus respect,
i1 am wrong then sorieans please el me why based on the facts and 1he law

Thernks, Dan

Permanent Subcommittee on Investigations

EXHIBIT #40 PSI-TWLF-07-000022
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2) Locate Regional Product Managers in Geneva

®

3) Support organizations provide added entrepreneurial substance
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Product Management Alignment
CSARL Benefits — Based on 2008 Resulis

Amd Ag paisanbay JualLlEal ] [BIlUSpyUOD

Benefits
Preserve & Preserve & Preserve &
Products Presence Preserve Brasil Enhance Optimize
Parts All MBDs Global Parts $ 300 $ 300 $ 300 $ 300
Manager(s)
Machines MWL Bouteille
MTTT Bouteille (50) (50) (50) (50)
HEX Kauk
WHEX Abbott
MG Bouteille 15-25 15-25 15-25
AT Lanctot 15-50 15-50
LTTT Ransley 50-75
LWL Srinath 10-25
] $ 250 $265 - $275 $280 - $325 $340 - $425
s
(%2}
0
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ignmen
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1) Redquires relocation of WW Product Managers

Product Management Al
Enhance & Opt

Confidential Treatment Requested by PwC

ffective product management

, ine
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icien

2) Ineff

*

3) While technically appropriate, creates optics concerns

4) Election not required in 2009
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Product Management Alignment
CSARL Benefits — Based on 2009 ATS

amd Ag pajsenbay Juswieal] [BUSPLUOD

Benefits
Preserve & Preserve & Preserve &
Products Presence Preserve Brasil Enhance Optimize
Parts AllMBDs Global Parts $ 300 $ 300 $ 300 $ 300
Manager(s)
Machines MWL Bouteille
MTTT Bouteille (40) (21) (21) (50)
HEX Kauk
WHEX Abbott
MG Bouteille 7 7 (6)
AT Lanctot (9) (9)
LTTT Ransley 28
LWL Srinath 7

$ 260 $ 286 $ 277 3 271

*- Preserve & Optimize represents RPM.responsibiIities for EMEA, Americas and Asia Pac




From: Rod J Perkins <Perkins_Rodney_J@cat.com>

To: srwde1@aol.com; Thomas F. Quinn/US/TLS/PwC@Americas-US
Sent: 11/11/2008 10:26:11 AM

Subject: Exec Office Slides - Business Alignment

Steve and Tem,

Attached are the slides that will be used foday during the meeting with the
Exec Office,

Rod Perkins

International Tax Manager (Europe Africa & Middle East)
Global Tax & Trade, Caterpillar Inc.

100 NE Adams, Peoria lllinois 61629-4230

E-malil; riperkins@cat.com

Telephone: (309) 675-4489

Mobile: (309) 361-8584

Fax: (309) 675-6573

- 2009 Business Alignment EO Update 11-11-2008_ppt.zip

Permanent Subcommittee on Investigations

EXHIBIT #42

Confidential Treatment Reauested by PwC

PWC PS! CAT 00033241



OMd AG PaISanNDoy JUSWES] | |EYUDpyuL)

ZHFEZEE000 LYVD I1Sd OMd

Caterpillar Inc.

Machine Business Alignment:
Update Briefing

November 11, 2008




CSARL — Parts

DMd Ag pejsenneay JUSWIBal] [BRUSpYUDD

Supplier —— > Catlhc —— COSA — Dealer

Unrelated Entrepreneur Contract Marketer

i e e ]

P i s e Ve et e prar T s wppnspengtde s Fonnren ol pnd fEupchn o 4
Enterprise profit lnss rovally texed at Bwiss rale

Supplier —— gGARL ———
Unrelated

Entrepreneur

Hoyall

Cat Inc

Licensor

£FZEL000 LVO ISd OMd

Dealer

Unrelated
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CSARL — Manufacturing

Erterorize profit mred 21 of near

Cat Belgium & Cat France—— COSA ——— Dealer

Entrepreneur Contract Marketer Unrelated

Foyally taxed al
Cat Inc
Licensor

B A

e ot Bwiss rals

s coniract marnfaciurer return and rove

Cat Belgium & Cat France —— CSARL ——————* Dealer

Contract Manufacturer Entrepreneur Unrelated

BOA taved 2l lonsl teies

Foyally taxed at U3 rate

Cat Inc

Licensor
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Parts & Today Current Presence

Manufacturing . - $250 - $300M v Group President
structures result in v Marketing VP & BU
significant benefits = PPS = $0.40 - $0.48

v EAME Operations Management
= ETR Impact 5 - 6 pts v Product Mgrs -

- MTTT (Oval) & TTL — Patrick Durieux
MWL (Regional) — Quentin DeWarlincourt
HEX (Regional) — Zack Kauk

WEX — Brian Abbott (CSarl employee,
primarily located in Wackersdorf)

What’s Changing

= New IRS Regulations: Regional Product Managers not enough ... need more presence

While CAT provided significant input, IRS insisted on substantial local entrepreneurial decision-making
= Global Product Manager for Oval MTTT & TTL moved from Geneva ... reducing presence

= Enterprise Alignment creates opportunity o redefine presence ...
» Other products
Brazil production




» CSARL Thru 2008

> Mary Bell
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»CSARL 2009 Fwd (Business Realignment)

BCP
Ken Gray  Akashi

» Gary Stampanato IPDD

Btz Yy (Regional) Zack Kauk Geneva

Lares Vies

ayrys Hex (Regional) Zack Kauk  Geneva
%%, (Regional) Quentin DeWarlincourt Geneva

Whnpbed ey Brian Abbott  Wackersdort

» Mark Pflederer HCMD
» BT (Regional) P Duriex

Geneva
T (WW) P Durlex Geneva

Not Supportive of CSARL as entrepreneur

" 7%
Z
%

2527 Beneficial

»Tom Bluth  Earthmoving
> #ii. Karl Weiss  Beljing

» METTT/TTL. Scolt Johnson Peoria

»@Gary Stampanato Excavation
» Wediv Hex Tom Frake Peoria
sz Ken Gray Akashi

Brian Abbott Wackersdorf

> Large ¥

4
> Whapt By

¥ Chris Curfman Mining

» Bill Springer Quarry & Waste
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Business Realignment - Preserve And/Or Grow the

Existing CSARL Benefits (2008 $250M)

Preserve & Preserve

& Preserve

~ Optimize © & Brasil

(MWL Karl Welss

~ MTTT/TTL ScottJohnson

Large Hex Ken Gray

\'@'“Ij"eﬂgled Hex Brian Abbon
AT Steve Lanctot

> Chris Guriman_Wining

LTTT Andrew Ransley  $50M-$75M =

Singapore would be an option for one of the PMs

'$65M.$125M S0M-5175k
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Executive Summar

Quicomes:
» Preserves existing benefits

» Offers incremental benefits, accretive in year one, depending on timing of relocations
» Sustainable growth in benefits
» Low risk of implementation

Issues:

> Regional product managers will not be sufficient under proposed IRS regulations
» Requires managing two poaols of cash, one in US, the other offshore
» System modifications

Risks & Challenges:

» Failure to take action weakens current CSARL structure

» Changes in responsibilities, subsequent pressures to relocate key personnel

» Continued downturn in economic conditions (e.g., ROS < 9% reduces tax savings)
» Exposures in currency movement can negatively impact margins

» Possible adverse US tax legislation under the Obama administration




Back-up Slides

Confidential Treatment Requested by PwC PwC_PSI_CAT_00033249
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Business Realignment

»Tom Biuth Earthmoving
» MWL Karl Weiss Beijing
» MTTT/TTL Scoit Johnson Peoria

»>Gary Stampanato Excavation
» Medium Hex Tom Frake Peoria
» Large Hex Ken Gray Akashi
» Wheel Ex Brian Abbott Wackersdorf
> AT Himen Laraierl Paterhre Darwen BB G50
» Chris Curfman Mining

P LYTY Brwlrew Vansiey Peorin O

¥ Bill Springer Quarry & Waste

T Ehal Ea b b G 2 oo P b4 gy grn Wk PR Gdy Y
B OLYIL Uy St Aeseerse Dinnovs B BEEH

Singapore would be an option for one of the PMs

Protect & Grow the Existing CSARL Benefits (2008 $250M)
> Proposed CSARL PM Structure

Other Requirements:

- Retain GP in Geneva

- Retain regional distribution services

« Retain EAME OPS Mgt in Geneva

» No regional product managers in
Belgium or France
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Business Realignment - Global Tax & Trade Recommendation

Recommendation:

» Location of either the following groupings outside the US, preferably in Geneva, but Singapore may also work

» Maintain existing CSARL benefits---
»  PMs: MTTT, MWL, LHEX, MHEX, MWEX

>

OR

» MBD VPs: Mining, Quarry, Earthmoving, & Excavation

» Approaching $300M annually & growing, primarily parts distribution

N
Vol

Increase benefits by product---

N
Vs

»  Other high-margin machines with benefit

»

e
rs

¥ Add benefit for Brazil Production
» MG $10M - $25M

Substance through 2008 supported by WW and/or regional PMs, managing machines, supporting parts and field
population growth, together with regional marketing operations

MTTT, LHEX, MHEX $25M - $50M

AT $15M -$50M
LTTT $50M - $75M

LWL s$10M - g25M
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Executive Summary — What’s Changed

» Prior law based on case law
» Established ability to attribute "manufacturer” status through contractual risk shifting

» Could establish “manufacturer” status through elther product control or process control

> Amount of benefit required ability to show entrepreneurial conirol over the product

> Required actual ownership of inventory to achieve benefit

» Current proposed law

v

Cat influenced the definition of the regulations, focusing on nine criteria
Buy/sell ownership of finished goods is sufficient

Proposed law focuses on employees of CSARL making a “substantial contribution™ to the manufacturing of product
including: '

Y v

» “management of risk of loss & manufacturing profiis

» “quality confrol, direction of intellectual properily development

% Amount of benefit required ability to show entrepreneurial control over the product

Concern is worldwide product managers outside Geneva/Singapore will control most of the substantial contribution
factors, and no one in Geneva/Singapore will have enough control to be considered “substantial”

Y

» Critical entrepreneurial PM role, which provides current support, impacted by itwo new forces
> MBD reorganization

A1

IRS regulations, focused on manufacturing control

» Above forces place existing $250M/year benefit at risk

» However, if managed correcily, it should enable incremental financial benefits
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Caterpillar Inc

CSARL 2009 activities
Report to Audit team
January 2010

Tom Quinn, Tax ITS
Steve Williams, Tax Transfer Pricing
Ed Bodnam, Tax ITS

PRICEAVATERHOUSE(COPERS

CONFIDENTIAL

Permanent Subcommittee on Investigations

EXHIBIT #43

PWC-CAT-00002431
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CSARL: 2009 Activities

October 2008: “Enterprise Alignment” announced by Exec Office:

During 2009: PwC Tax assisted Corporate Tax to align CSARL activities with
the new “Enterprise Alignment”. Four workstreams:

"RPMs in Geneva” with deﬂned responsnbtllty for production in CBSA (Gosselaes) CFSA $44.3m (Brazil

(France), and, new from 2008, w1th responsibility for CBL (Brazil). D only)
“Brazil Parts”: CBL legal en‘city focus on manufacturing, new entity CBCL to sell parts, | $10.4m
sourced from CSARL, to Brazilian customers ("Brazil")
“Warldwide Parts Manaqer e‘établish group in CSARL Geneva with worIdWidé ;Sarts $300m -
responsibilities S _ W (“Preserve”)
“Legal Reorganization of CSARL" Legal reorganization of CSARL to utilize Class F $50m
tolling losses
CONFIDENTIAL PWC-CAT-00002432
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CSARL: 2009 Activities

Original recommendation to EO from Corporate Tax — January 2009

CONFIDENTIAL

Product Management Alignment
Recommendation

1) Implement Glehal Parts Management organization In Geneva

< Gtafl kely draven from Indusiry and Solutions & Product Suppor args

2} Locate Regionai Product Managers in Geneva
«  Substaniial contribution to ML, #ITT/L, HEX and MG manufactuning
«  Global Product Managers provide oversight role

3) Support organizations provide added entrepreneurial substance
»  Giohal Purchasing '
«  Indusiry Groups
+  Solutions & Product Support

* Original slides located in Appendices

PwC-CAT-00002433
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3. Worldwide Parts Management Group in CSARL

The Enterprise Alignment allowed for Caterpillar to strengthen the substance
surrounding CSARLU's parts sales.

- From 1998 through 2009, Caterpillar has relied on “unrelated-to-unrelated”
transactions, through disregarded entities, to support that CSARL's parts sales
were not FBCSI (Class A, Class G)

- Enterprise Alignment allowed for the creation of a WW Parts Management Group,
in Geneva, to have closer management, supervision, and entrepreneurial
responsibilities over WW Parts. This group consists of representatives of
MBDs/EBDs, and M&PS COE (“parts steward”)

~ Thus, the WW Parts Management Group provides additional substance to the
“unrelated-to-unrelated” basis for non-FBCSI treatment.

CSARL 2009 activities January 2010
PricewaterhouseCoopers Slide 18
CONFIDENTIAL PwC-CAT-00002448
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3. WW Parts Management in Geneva, p 2

Supporting Evidence:

* Target Des’gn (excerpts aﬁaChEd) 11, Werldwide Parts Management
. . . Contents of Closing Status/Notes

a Baok

ReVIS-E!d- Parts Wh lte Paper Wlth ’ L. Final Target Design| WW Parls Business Table Agenda Slides

description of WW Parts Mgmt group IS ——

R ‘ Checklist
"« Roles and Responsibilities checklists i ol Agronesiins
. L. . Other® | RACT charts included in WW Parls

« Personnel Announcements, Decision bt ke

Righ’[S, etC, FW/ W Pts Mgt Announcement

- Led by Quentin de Warlincourt, as of
Nov 2009.

The WW Parts Management Structure provides further substance to
preserve annual parts benefit of $300m

CSARL 2009 aclivities January 2010
PricewaterhouseCoopers Slide 19
CONFIDENTIAL ) PwWC-CAT-00002449
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Summary and Next Steps

Summary of Benefits:

Workstream Benefit per vear $
Brazilian RPM ~ (new benefit) $44.3m
Brazilian Parts (new benefit) $10.4m
Worldwide Parts Management (preserve) $300m
Convert Class F (reduce detriment) $50m
Total Benefit $404.7m

CSARL 2009 activities
PricewaterhouseCoopers

CONFIDENTIAL

© January 2010

Slide 26

PwC-CAT-00002456
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Worldwide Parts Flow Chart

Current Waorldwide Parts Flow

{Excluding US, Brazil, Japan)

Foreign
Suppliers

Acq. Price
- CSARL

US Suppliers

TP: Intercompany price determined by Logislics
Business Planning (D. Kraft) to yield appropriate buy-
sell margin

CSARL 20039 activities
PricewaterhouseCoopers

CONFIDENTIAL

TP ADN Canada
ENAmEY | Dealers
TP ADN LA Dealers
= CAMmCV #  (Except
Brazil)
ARN | =ame
Dealers
TP C@i? ADN APD
Branch) Dealers
TP
4
eﬁﬂ‘\;n ABR Ghina
China Dealers

January 2010
Slide 42

PwC-CAT-00002472



From: CN=Michae! T Murphy/OU=US/OU=TLS/O=PwC

To: CN=Steven R. Williams/OU=US/OU=TLS/O=PwC@Americas-US
Sent: 05/17/2010 11:33:49 AM EST

Subject: Re: Fw: WW Parts Manager

Ok will do, I'l start on that right now try to get you something by COB today

Michael T Murphy | PricewaterhouseCoopers | Telephone: +1 202 312 7586 |
Facsimile: +1 813 496 2721 | michael.t. murphy@us.pwc.com

From: Steven R. Williams/US/TLS/PwC

To: Michael T Murphy/US/TLS/PwC@Americas-US
Date: 05/17/2010 12:32 PM

Subject: Re: Fw: WW Parts Manager

yep, see subsequent email from TFQ. 2pg memo to Quentin (and really to
Gosselin), on what the role of the WW Pts Mgr is and why Tax needs it...

Steve Williams | Managing Director | Global Transfer Pricing |
PricewaterhouseCoopers | Telephone: +1 703 918 3339 | Mobile: +1 202 492 6666 |
steven.r.williams@us.pwc.com

Michael T Murphy/US/TLS/PwC
05/17/2010 12:25 PM

To

Steven R. Williams/US/TLS/PwC@Americas-US
ce

Subject

Re: Fw: WW Parts Manager

Yea | can help out with this.

Do we want the memo or do we want to just give Caviness the closing book? (Memo
seems to make more sense)

When do you want me to get started?

"Custodian" -—=> Ouch. | like to think of myself as the plantation owner of
the closing books haha

Permanent Subcommittee on Investigations
EXHIBIT #44

Confidential Treatment Reaquested by PwC PwC_P3I|_CAT_0021 3059



Michael T Murphy | PricewaterhouseCoopers | Telephone: +1 202 312 7586 |
Facsimile: +1 813 496 2721 | michagl.t. murphy@us.pwc.com

From: Steven R. Williams/US/TLS/PwC

To: Michael T Murphy/US/TLS/PwC@Americas-US
Date: 05/17/2010 11:51 AM

Subject: Fw: WW Parts Manager

in case we need to help John Caviness reply to this, have you gottime fo
assist?

see Org Announcement from Cat last week for background...

Steve Williams | Managing Director | Global Transfer Pricing |
PricewaterhouseCoopers | Telephone: +1 703 918 3339 | Mobile: +1 202 492 6666 |
steven.r.williams@us.pwec.com

- Forwarded by Steven R. Williams/US/TLS/PwC on 05/17/2010 11:49 AM -

Steven R. Williams/US/TLS/PwC
05/17/2010 11:30 AM

Local; 703-918-3339

Intl: cell 202 492 6666

"Reply to All" is Disabled

Te

thomas f. quinn

ce

Ed Bodnam/US/TLS/PwC
Subject

Fw: WW Parts Manager

actually, if Ed and | are backed up and you need quick turnaround, | can get

Mike Murphy to draft something then | can edit and send to you. The request
was for

"a short memo or in a conference call summarizing in a structured way our tax
guidance for the position, covering items such as:

- background for the initial tax recommendation and key tax requirements

- acceptable range of SG for the WW Parts Manager (ie why we need a senior
position, Steve specifically asked this question) - importance of support staff
in Geneva or other locations. "

Mike can pull that together from the "closing book" and other documents that he

is the custodian for......
Ask John Caviness if he wants us to create something for him.

Confidential Treatment Reqguested by PwC PwC_PSI_CAT_00213060



Steve Williams | Managing Director | Global Transfer Pricing |

PricewaterhouseCoopers | Telephone: +1 703 918 3339 | Mobile: +1 202 492 6666 |
steven.r.williams@us.pwc.com

—-- Forwarded by Steven R. Williams/US/TLS/PwC cn 05/17/2010 11:28 AM -

Steven R. Williams/US/TLS/PwC
05/17/2010 10:57 AM

Local: 703-918-3339

Intl: cell 202 492 6666

To

Thomas F. Quinn/US/TLS/PwC

ce

Ed Bodnam/US/TLS/PwC@Americas-US
Subject

Re: Fw: WW Parts Manager

do you need our help in this? if you and Caviness are in Piracicaba?

or since Pierre asked Caviness/Stiles/Vest/Parsons, who of them is supposed to
reply to Quentin/Gosselin?

Ed and | can draft something for you and Caviness to review. Seems like a
short fuse-- | can get to it later this afternoon,

Steve Williams | Managing Director | Global Transfer Pricing |
PricewaterhouseCoopers | Telephone: +1 703 918 3339 | Mobile: +1 202 492 6666 |
steven.r.williams@us.pwc.com

Thomas F. Quinn/US/TLS/PwC
05/17/2010 08:48 AM
Local: 312-298-2733

Intt: mobile: 1-847-867-2401

One North Wacker Drive Chicago IL 60606
us

"Reply to All" is Disabled

To
Steven R. Williams/US/TLS/PwC, Ed Bodnam/US/TLS/PwC
ot

Subject
Fw: WW Parts Manager

Confidential Treatment Requested by PwC PwC_PS|_CAT_00213061



Back to the drawing board...

- Tom

Thomas F. Quinn | Intl Tax Services | PricewaterhouseCoopers | Telephone: +1
312 298 2733 | Mobile: +1 847 867 2401 | thomas.f.quinn@us.pwc.com
————— Forwarded by Thomas F. Quinn/US/TLS/PwC on 05/17/2010 07:48 AM -—--

"John P. Caviness" <Caviness_John_P@ecat.com>
05/17/2010 06:58 AM

"Reply to All" is Disabled

To

Beran_Robin_D@&gcat.com

cc

Thomas F. Quinn/US/TLS/PwC@Americas-US
Subject

Fw: WW Parts Manager

FYI

Best regards,
John

John P. Caviness

Tax Counsel

Caterpillar Inc. / Legal Services Division
100 NE Adams St., Peoria, IL 61629-42085
e-mail: cavinjp@cat.com

ph: 1 (309) 675-1579

fx; 1(309)675-1753

t/l: 7-725-1579

‘k*****i****************k**

* K %

THIS E-MAIL IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR ENTITY TO WHICH
IT IS ADDRESSED AND MAY CONTAIN INFORMATION THAT IS PRIVILEGED AND/OR
CONFIDENTIAL. IF YOU ARE NOT THE INTENDED RECIPIENT OF THIS E-MAIL, PLEASE
DELETE IT AND ANY ATTACHMENTS, WITHOUT OPENING THEM, IMMEDIATELY ., -----
Forwarded by John P. Caviness/0A/Caterpillar on 05/17/2010 08:58 AM -----

Pierre De Pena/OE/Caterpillar

05/17/2010 06:25 AM

To

John P. Caviness/OA/Caterpillar@Caterpillar, Salty A
Stiles/0S/Caterpillar@Caterpillar, Gary L Vest/0S/Caterpillar@Caterpillar,
Giles A. Parsons/1B/Caterpillar@Caterpillar

6t
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Fergal Murphy/OE/Caterpillar@Caterpillar, David S.
Poling/0S/Caterpiliar@Caterpillar

Subject

WW Parts Manager

Caterpillar: Confidential Green Retain Until: 06/16/2010

Good morning,

As part of the recent organizaticn changes, Quentin de Warlincourt is now
reporting to Steve Gosselin. Quentin and Steve had some discussions on the role
of the WW Parts Manager and how this would fit in Steve's future organization.
As part of this exercise, Quentin would be interested in a short memo orin a
conference call summarizing in a structured way our tax guidance for the
position, covering items such as:

- background for the initial tax recommendation and key tax requirements
- acceptable range of SG for the WW Parts Manager (ie why we need a senior

position, Steve specifically asked this question) - importance of support staff
in Geneva or other locations.

Quentin's understanding is that Steve dees not have a final opinion yet on the
position. He would recommend to move fast, however, as this needs to be
cleared before the first wave of announcements.

Best regards,
Pierre

Pierre de Pena

Inter-company Pricing Manager
EAME Tax & Trade

Caterpillar SARL

Tel  +41(0) 22 849 42 27
Mob +41 (0) 78 833 42 27

This document was not intended or written to be used, and it cannot be used,
for the purpose of avoiding U.S. federal, state or local tax penalties.

This document was not intended or written to be used, and it cannot be used,
for the purpose of avoiding U.S. federal, state or local tax penalties.

Confidential Treatment Requested by PwC PwC_PS|_CAT 00213063



This document was not intended or written to be used, and it cannot be used,
for the purpose of avoiding U.S. federal, state or local tax penalties.

This document was not intended or written to be used, and it cannot be used,
for the purpose of aveiding U.S. federal, state or local tax penalties.

This document was not intended or written to be used, and it cannot be used,
for the purpose of avoiding U.S. federal, state or local tax penalties.

This document was not intended or written to be used, and it cannot be used,
for the purpose of avoiding U.S. federal, state or local tax penalties.

Confidential Treatment Requested by PwC PwC_PSI|_CAT_00213064



Caterpillar Inc.

Worldwide Parts
Management

Final Closing Book

Draft Version as of March 15, 2010

CONFIDENTIAL

PwC-CAT-00002477

Confidential Treatment Requested by PwC
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Worldwide Parts Management Group
Key Responsibilities

1. Parts Business Strategy: Establish the overall parts strategy. This ncludes
establishing the Vision/Mission statement for the parts business and critical
success factors to achieve the Vision & Mission. Targets, action plans and -
performance metrics will be established for each critical success factor. This
strategy will be reviewed with the Executive Office (as part of M&PS’s EOR) and -
all MBDs/EBD:s to ensure alignment with the strategy. Some of the areas covered
by the strategy include the ‘go-to-market’ strategy for parts’ and strategies {or-the
‘4 Ps’ of marketing (Product, Promotion, Place, Price). As part of this role, the
WW Parts Management Group will be mcluded on the approval sign line for all
Business Proposals related to the aftermarket parts business (i.e. capital )
expenditures for new/expanded parts distribution facilities, investments in new
parts systems/software, etc.)

2. Margin Targets: Develop Caterpillar enterprise margin targets at the parts
product level (i.e. Undercarriage, GET, engine parts, drivetrain, etc.) and by
industry in the future when industry-specific parts data becomes available.
Identify the products / industries where there are gaps between target and actual

. margins, and work with parts business table participants to develop zction plans
for cost reduction, resourcing, design changes, price realization, elc. (o improve
margins, Review margins and the status of improvement actions at quarterly parts
business table meetings. In addition, dealer gross margins (i.e. difference
between Suggested Consumer Price and Dealer Net Price) would also be
established, The main business table participants the WW Parts Management

- Group would interface with are: Purchasmg, Component Groups, and Parts

Pricing. g

3, Sales/Share Targets: Develop targets for sales growth / POPS-C at the parts
product level and by industry in the future when industry-specific parts data.
becomes available, Identify products / industries where there are gaps between
target-and actual sales/POPS-C and work with parts business table participants to
develop action plans to improve (i.e. new customer offerings, parts marketing
programs, improved parts availability, price/sales variance actions, etc.).
Participate in the parts S&OP process to track progress toward meeting
sales/POPS-C targets, and establish corrective actions when the salesPOPS-C
forecasted in the S&OP falls short of targét. The main business table participants
the WW Parts Management Group would interface with are: M&PS COE, DSDs,
Parts Pricing, S&OP Group in Logisties Div.

4. Cost Targets: Develop cost targets at the parts- product level, which are a function
ol competitively-based price levels and margin targets and/or an understanding of |
the level needed to achieve Low Cost Producer status. Identify parts products
needing cost reduction to ensure healthy margins and work with parts business
. " table participants to develop action plans for material cost reduction, o

Caterpillar Confidential: Yellow 1 ' - 6/23/09

Closing Book pagé 30 of 30~

CQONFIDENTIAL . PwC-CAT-00002507
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- manufacturing cost reduction, resourcing, design changes, etc. to reduce cost. On
an anmual basis, work with Purchasing to establish the ATS material cost plan (for
example “hold cost increases to half of inflation”). The main business table
participants the WW Parts Management Group would interface with are:
Purchasing, Component Groups, and MBD Product Groups.

5, NPIL Actively engage with the MBD Product Groups and Component groups
during the NPI process. Provide input on parts and service related elements of
machine & engine NPI programs. Work with NPI teams to evaluate design -
alternatives to ensure an appropriate balance is achieved between initial machine
cost and downstrearn parts profit. Provide analysis and recommendations to
machine product groups and component groups regarding component design, the L
use of proprietary vs. off-the-shelf components, CAT branding of purchased

- components, ete. The main business table participants the WW Parts

Management Group would interface with are: MBD Product Groups, Component
Groups, and M&PS COE. :

6. Distribution Services Atfributes; Work with DSDs to understand how CAT can
help dealers deliver product support excellence. Provide solutions to dealers in
critical areas, such as availability, capacity, capability, parts merchandising
programs, etc. The main business table participants the WW Parts Management

. Group would interface with are: DSDs & M&PS COE.

7. Customer Offerings: See NPL In addition, define customer centric solutions,
such as Repair Options, Customer Service Agreements, etc. The main business
table participant the WW Parts Management Group would mterface with are
M&PS COE & DSDs

8. Parts Pricing/Sales Variance: Develop the annual parts price plan based on EO
price realization targets, analysis from the Parts Pricing group (actual vs. target
price premiums, actual vs. target margins, competitive price action, currency
impacts, etc.), and input [fom MBD industry groups.. The proposed price plan
will optimize price realization and support sales and POPS-C goals: Key busmess
table participants the WW Parts Management Group would interface with are:
M&PS COE, Parts Pricing, and MBD Industry & Product Groups.

9. Availability: Develop targets for parts availabxhty and monitor actual
performance vs. target. When actual performance doesn’t meet target, work with
CAT Logistics to identify the reasons for the shortfall, establish corrective
actions, and work with business table participants to execute those actions. Key
business table members the WW Parts Management Group will work with are:
Purchasing and CAT component groups (to cnsure on-time parts delivery goals
are met); CAT Logistics (to ensure proper management of parts supply within the
logistics organization); and Distribution Services Divisions (to ensure dealer
capability to meet customer parls demand and manage dealer parts inventories).

Caterpillar Confidential: Yellow g v - ST 6023109

Closing Book page 31 of 39

CONFIDENTIAL PwC-CAT-00002508

Confidantial Treatment Requested by PwC PwC_PS! CAT_D0003207



From: CN=Steven R. Williams/OU=US/QU=TLS/O=PwC
To: CN=Thomas F. Quinn/OU=US/OU=TLS/O=PwC@Americas-US
Sent: 11/04/2008 07:54:37 PM EST

CC: CN=Ed Bodnam/OU=US/QU=TLS/O=PwC@Americas-US
Subject: Re: is tomormro really the only shot with DBB?

"3. PMsin US will put some pressure on the paris profit model. These guys
are really bought info the PM is king concept. We are going to have to create
a story that will put some distance between them and parts (eg. all the parts

- that are noncurrent) to retain the benefit. Get ready fo do some dancing.”

What the heck. We'll all be retired when this comes up on audit.
Bodnam and chris Durm will have to solve it.
Baby boomers have their fun, and leave it to the kids 1o pay forit.

This document was not intended or written to be used, and it cannot be used,
for the purpose of aveiding U.S. federal, state or local 1ax penalties.

——- Original Message —

From: Thomas F. Quinn

Sent: 11/04/2008 06:15 PM CST

To: Steven Williams

Cc: Ed Bodnam

Subject: Re: is tomorrow really the only shot with DBB?

Steve,

1. The meeting with DB is pretty key. See note below. Timing is critical. At
most we will have one more day. | am sure Dave will want to send a deck to
Rapp in advance of their meeting on the 7th.

2. Include a slide that shows the items for further work. Not sure we will be
able to do them now - but [ets keep track.

3. PMs in US will put some pressure on the parts profit model. These guys are
really bought into the PM is king concept. We are going to have to create a
story that will put some distance hetween them and parts (eg. all the parts

that are noncurrent) to retain the benefit. Gelready to do some dancing.

- Tom

Robin D Beran/0S/Catemillar
10/30/2008 10:26 AM

To

Sherie Hittinger/QC/Caterpillar@Caterpillar

cc

Dave B. Burritt/OG/Caterpillar@Caterpillar, Rodney J Perkins/0S/Caterpillar
Subject

Re: Ready?Link

Caterpillar: Confidential Green Retain Un-ﬁl: 11/29/2008
Retention Category: G80 - Information and Reports
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We will be ready for 5th. Wil be ready for 7th if we're on same page as Dave
and major differences don't arise. Will get materials to Dave yet this week so
he can review before the 5th.

Robin D. Beran

Director, Global Tax & Trade

08 - AB4295

Phone: (309) 675-4478, tie line: 7-725-4478
Fax: (309) 675-1753, e-mail: beranrd@cat.com

This e-mail, including attachments, may include confidential and/or proprietary
information, and may be used only by the person or entity to which itis
addressed. If the reader of this e-mail is not the intended recipient or his

or her authorized agent, the reader is hereby notified that any dissemination,
distribution, or copying of this e-mail is prohibited. If you have received

this e-mail in error, please notify the sender by replying to this message and
delete this e-mail immediately. Thank you.

Sherie Hittinger/0C/Caterpillar
10/30/2008 10:14 AM

To

Robin D Beran/0S/Caterpillar@Caterpillar
cC

Dave B. Burrit/OG/Caterpillar@Caterpillar
Subject
Ready?

Caterpillar: Confidential Green Retain Until: 11/29/2008
Robin — | setup two meetings regarding the Tax Project w/ Business

Realignment. 1) Nov 5 - Attendees: DBB/BMH/RDB/RJP; 2) Nov 7 - DEB & EJR.

The question is ... will you be ready to meet with Dave on the 5th and will he
then be ready for his meeting with EJR on the 7th?

Rgds, Sh

ﬁ;mas F. Quinn | Int! Tax Services | PricewaterhouseCoopers | Telephone: +1
312 298 2733 | Mobile: +1 847 867 2401 | thomas.f.quinn@us.pwc.com

Steven R. Williams/US/TLS/PwC
11/04/2008 04:11 PM

Local: 703-918-3339

Int: cell 202 492 6666

"Reply to All"* is Disabled

To
Thomas F. Quinn/US/TLS/PwC, Ed Bodnam/US/TLS/PwC

cc

Subject
is tororrow really the only shot with DBB?

" Confidential Treatment Requested by PwC PwC_PSI_CAT 00033158



Seems like we have a lot of open items that we could really spend time on .
— big picture (globai company vs US entrepreneurship vs US tax footprint),
- snapshot vs longer term view

— modeling benefits under aiternative scenarios.

.. that we ought to spend more tme fixing this before the Big Decision— is
that like next week when DBB meets with Raap?

Also, just curious— say they decide most PMs stay in US. How do we retain
CSARL parts profit if those "US entrepreneurs” claim both machine AND paris
profit?

Steve

Steve Williams | Managing Director | Global Transfer Pricing |

PricewaterhouseCoopers | Telephone: +1 703 918 3339 | Mobile: +1 202 492 6666 |
steven.r.williams@us.pwe.com

This document was not intended or written 1o be used, and it cannot be used,
for the purpose of avoiding U.S. federal, state or local tax penalties.
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CATERPILLAR’
100 NE Adams Street
Peoria, Illinois 61629-6490

*## CONFIDENTIAL—CONTAINS PROPRIETARY INFORMATION***

Summary of Caterpillar QOperations and Restructuring of Caterpillar Sarl

Further to our recent discussions and correspondence concerning your inquiry into
Caterpillar’s international tax practices, we thought that it might be helpful to provide
you additional information on Caterpillar and, in particular, on the foreign operations and
restructurings of Caterpillar Sarl. We ask that you consider this additional context as you
review what you have learned thus far in your inquiry.

Executive Summary

Caterpillar has a high effective tax rate, maintains a very large U.S.
manufacturing footprint, claims no U.S. tax deferral on sales in the United States or on
export sales, and has not accumulated substantial offshore cash that has not already been
subjected to U.S. tax. With respect to its foreign operations, Caterpillar uses standard
lawful international tax planning that any responsible multinational enterprise would use.
This planning is both appropriately conservative under applicable law and of relatively
limited effect in terms of reducing Caterpillar’s U.S. tax bill (hence the high effective tax
rate, absence of significant offshore cash, etc.). We respectfully submit that Caterpillar is
not an example of a multinational engaged in aggressive international tax planning, and
that expanding the Subcommittee’s inquiry further will not serve to illuminate any
particularly important international tax policy issues.

We understand that you are interested in the fact that Caterpillar Inc. was removed
from the supply chain of U.S.-sourced parts manufactured by unrelated parties for
Caterpillar Sarl to sell into foreign markets. We hope that this paper will clarify the
relevant facts and will explain how Caterpillar has complied with both the letter and spirit
of relevant U.S. law in carrying out this restructuring and in operating the supply chain
on an ongoing basis. Removing Caterpillar Inc. as an unnecessary purchaser in the
supply chain resulted in additional deferral of U.S. tax relative to the prior structure, but
this reflects flaws in the prior structure rather than anything inappropriate or aggressive
about the resulting structure. Moreover, Caterpillar Sarl has fully compensated
Caterpillar Inc. for all property and services provided by Caterpillar Inc. in connection
with the restructuring and ongoing operation of the supply chain. The economic
substance doctrine—which prevents taxpayers from engaging in unnecessarily
complicated transactions in order to accomplish tax results not foreseeable by tax policy
makers—is simply not relevant to the elimination of Caterpillar Inc. from this supply
chain, The tax consequences of business decisions of this nature are governed by specific
legal regimes (such as subpart F and the transfer pricing rules) that explicitly address the
measurement and deferral of income in these situations. It is well established that these
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basic structuring decisions are not subject to second-guessing under the economic
substance doctrine.

Caterpillar’s Business, Organization and Reporting

Caterpillar is the world’s leading manufacturer of construction and mining
equipment, diesel and natural gas engines, industrial gas turbines, and diesel-electric
locomotives. Caterpillar is a leading exporter of products to global customers, providing
more than 300 products available to customers in approximately 180 countries around the
world. In fact, from 2008 through 2012, Caterpillar exported more than $82 billion of
products from the United States, supporting thousands of Caterpillar jobs in the United
States as well as thousands of additional jobs at U.S. suppliers who provide components
to Caterpillar for those exported products. The marketing, distribution and other support
functions of Caterpillar Sarl, and its foreign affiliates, play a vital role in the support of
these U.S. exports. About 70 percent of Caterpillar’s sales and revenues are from outside
of the United States, and over the decades, Caterpillar has grown its international
operations to include facilities on six continents to support the provision of products to
these global customers.

The Executive Office of Caterpillar is comprised of five Group Presidents, a
Senior Vice President and a CEO. The Group Presidents are accountable for a related set
of end-to-end businesses that they manage included within a segment. Caterpillar has
four reportable segments in which separate profitability is determined. The reportable
segments include Construction Industries, Resource Industries, Power Systems and
Financial Products. With the exception of Financial Products, each reportable segment
manages a product portfolio that supports a particular customer base and is responsible
for strategy, design, management, development, marketing, sales and product support
related to the product falling within the businesses managed by that segment. That is,
each aspect related to the product included in that segment, from design, to manufacture,
to sale, and to provision of replacement parts and servicing is determined by the Group
President through appointed Vice Presidents and managers assigned to the businesses in
that segment.

Reportable segment profitability is determined based on revenue and costs
managed by each segment. This includes external sales and internal transfers to other
segments less the related cost of goods sold, selling, general and administrative expenses
and research and development expenses. Replacement parts are managed as an integral
part of each segment. Profitability of replacement parts for products falling within a
segment is not separately determined or reported, either internally or externally.

Caterpillar Sarl’s Operations Comply With U.S. Tax Law

1. Historical Backeround of Caterpillar Sarl

Since the 1960s, Caterpillar Sarl (including, for purposes of this discussion, its
predecessor entity) has built, grown, and maintained marketing and sales relationships
with dealers and customers in foreign markets. Caterpillar Sarl and its foreign affiliates

2
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have been the principal sellers of replacement parts, machines and engines to foreign
dealers in Europe, Africa, Middle East and Asia for over 50 years. These activities are
run from Caterpillar Sarl’s offices in Switzerland and in Singapore and are a critical
component of Caterpillar’s business model. This was true both before and after the
restructurings that occurred in 1999 and in the early 2000s.

2. Restructuring of Caterpillar Sarl Operations

In 1999 and in the early 2000s, Caterpillar Sarl engaged in a restructuring
involving a series of steps that included a change to the supply chain of parts, engines and
machines. Aspects of this restructuring included Caterpillar Sarl not only becoming
responsible for the global foreign parts purchasing function in which purchased finished
parts were purchased directly from third-party suppliers (rather than through Caterpillar
Inc.) but also becoming the principal in certain contract (toll) manufacturing
arrangements for producing engines and machines in Europe. The U.S. tax impact of this
restructuring has been decidedly mixed, as Caterpillar Sarl has generated losses in its role
as principal in the contract manufacturing arrangements. But in further establishing
Caterpillar Sarl as the entrepreneur for various foreign markets, no attempt was made to
“cherry pick” in the sense of leaving loss-making roles in the United States and trying to
protect Caterpillar Sarl from such losses.

In connection with this restructuring initiative, and the related assumption of
additional functions and risks by Caterpillar Sarl, Caterpillar Sarl licensed intangible
property of Caterpillar Inc. to make, purchase, use, market, offer for sale, sell and/or
import Caterpillar products in exchange for an arm’s length annual royalty payment. In
connection with the restructuring, there has been substantial movement of personnel with
significant responsibilities within, and to, Switzerland including: (i) the promotion of'a
Vice-President as a new Group President responsible for all of EAME operations, (ii) the
movement of several Product Managers to Switzerland, and (iii) the appointment of a
Parts Purchasing Manager in Switzerland. Further, the Worldwide Parts Manager was
later located in Switzerland together with a newly appointed Vice-President in Singapore.

It is important to keep the context of the overall restructuring initiative in mind in
evaluating the restructuring of the supply chain for purchased finished replacement parts.
Looking at purchased finished replacement parts in isolation may yield a distorted view
of both the tax benefits of this restructuring activity and the non-tax business changes that
it involved. This is particularly the case since profitability is determined on a segment
level, and replacement parts are managed as part of each segment. Profitability of
replacement parts for products falling within a segment is not separately determined or
reported, either internally or externally.

3. An Unnecessary Purchaser in the Supply Chain of Purchased Finished
Replacement Parts Was Eliminated

Prior to 1999, purchased finished replacement parts acquired by Caterpillar Sarl’s
predecessor from U.S.-based suppliers were acquired through Caterpillar Inc. In 1999,

3
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Caterpillar Sarl began purchasing finished replacement parts directly from unrelated
U.S.-based suppliers, with Caterpillar Sarl ordering the parts directly.

Standard prudent international tax planning calls for, and U.S. tax law allows,
Caterpillar Sarl to purchase these parts from the unrelated manufacturers directly and
then sell the parts to Caterpillar Sarl’s unrelated dealers and customers, because
“unrelated to unrelated” purchases and sales clearly do not give rise to subpart F income.
Having Caterpillar Inc. serve as an intermediary between the unrelated manufacturers and
Caterpillar Sarl ran contrary to standard prudent tax planning, by inserting an
unnecessary related-party into the transaction and creating unnecessary subpart F mcome.

The elimination of the related-party purchase and sale transaction from the supply
chain as part of the restructuring prevented Caterpillar Sarl from generating subpart F
income in connection with the sales of these products to its foreign dealers and
customers. In addition, as a function of the increased risks and responsibilities assumed
by Caterpillar Sarl under the new arrangement, Caterpillar Sarl earns more profit under
the arm’s length standard than was the case when Caterpillar Inc. bore these risks and
respensibilities.

The FElimination of the Unnecessary Purchaser of Parts Supplied to Caterpillar Sarl
Complies With U.S. Tax Law

1. Caterpillar is Free to Structure Transaction Flows in Such a Way as to
Permit a Foreign Entitv to Purchase Products that the Foreign Entity
Markets and Sells

The fact that a company may have structured its transaction flows one way for
some period of time does not prevent the company from structuring its transaction flows
in a different way later. Of course there must be compensation for any property
transferred and services performed in connection with any restructuring, as there was in
Caterpillar’s case, but changing a supply chain structure is not, in and of itself, a taxable
event. A multinational group’s decision to have a foreign subsidiary pursue a business
opportunity requires no “exit fee” in the form of compensation to the U.S. parent
company—rather, it is the transfer of property rights and performance of services that
may require such compensation. See, e.g., HCA v. Comm’r, 81 T.C. 520 (1983). As
described below, Caterpillar Sarl has fully compensated and continues to fully
compensate Caterpillar Inc. for all relevant property rights and services that Caterpillar
Inc. has licensed and provided to Caterpillar Sarl. No separate compensation was
required for the business opportunity as such.

2. A “Transfer” of a Network of Supplier Relationships Is Not a Taxable
Transfer of Property

There was no taxable transfer of intangible property as a result of the mere fact
that Caterpillar Inc. used to purchase from a particular set of unrelated manufacturers,
and now Caterpillar Sarl does so. While legislative proposals have been introduced to
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broaden the relevant definition of intangible property in order to create taxable events
with respect to supposed transfers of various amorphous, non-legally-protected intangible
qualities (e.g., assembled workforce), current law does not define intangible property so
broadly. See, e.g., Veritas Software Corp. v. Comm’r, 133 T.C. 297 (2009).

3. Caterpillar Sarl Has Fully Compensated Caterpillar Inc. for All Property
and Services Provided by Caterpillar Inc.

Caterpillar Sarl fully compensated (and continues to fully compensate) Caterpillar
Inc. under the arm’s length standard for all intangible property and services provided by
Caterpillar Inc. in connection with the transition to (and ongoing operation of) this
restructured supply chain. Caterpillar Sarl pays Caterpillar Inc. an ongoing annual
royalty of 4-6 percent of Caterpillar Sarl’s gross revenue (less returns, discounts, and
sales, use, or turnover taxes) associated with the licensed business. Under this
arrangement, Caterpillar Inc. has paid an immediate U.S. tax on approximately 35 percent
of the total system profit from the licensed business. This allocation of profit to the
licensor exceeds the 25-75 percent “rule of thumb” profit split articulated by the U.S. Tax
Court in Ciba-Geigy Corp. v. Comm’r, 85 T.C. 172 (1985). In fact, in 2012, both
Caterpillar Sarl and Caterpillar Inc. had the same return on sales of approximately 9
percent demonstrating that Caterpillar Sarl does not have an unreasonably high return on
its business.

Caterpillar Sarl also pays Caterpillar Inc. a service fee of cost plus 5 percent for
services rendered by Caterpillar Inc. in connection with the purchasing and logistics
functions. Caterpillar Inc. thus has substantial U.S. taxable earnings on all work that it
has carried out for Caterpillar Sarl in connection with the restructuring and ongoing
operation of the supply chain, as required under the arm’s length standard.

4, The Feonomic Substance Doctrine is Not Relevant fo the Caterpillar Supply-
Chain Restructuring

The economic substance doctrine prevents taxpayers from engaging in
unnecessarily complicated transactions in order to accomplish tax results that could not
be specifically foreseen by tax policy makers due to the unpredictable interactions
between various tax rules as applied to a particular highly engineered set of transactions.
When relevant, the doctrine requires some demonstration of a meaningful change in
economic position due to the various steps of a transaction and/or a non-tax business
purpose for the various steps. The doctrine is not relevant to supply-chain restructurings
that actually simplify the relevant transaction flows and produce no tax savings other than
those specifically contemplated and controlled by detailed tax rules. Instead, the transfer
pricing and subpart F rules govern the allocation and deferral of income resulting from
these basic supply-chain arrangements.

The Congress explicitly confirmed this point when it codified the economic

substance doctrine. See Joint Committee on Taxation, Technical Explanation of the
Revenue Provisions of the “Reconciliation Act of 2010, as Amended, in Combination
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with the “Patient Protection and Affordable Care Act,” JCX-18-10 (Mar. 21, 2010), at
152-53 (noting that, “under longstanding judicial and administrative practice,” certain
basic business decisions are respected “even if largely or entirely based on comparative
tax advantages,” including “a U.S. person’s choice between utilizing a foreign
corporation or a domestic corporation to make a foreign investment” and “the choice to
utilize a related-party entity in a transaction, provided that the arm’s length standard of
section 482 and other applicable concepts are satisfied”); see also Internal Revenue
Service, LB&I Directive for Industry Directors, et al. regarding Guidance for Examiners
on the Codified Economic Substance Doctrine and Related Penalties (LB &I-4-0711-015),
July 15, 2011 (confirming same). In other words, decisions of this nature are not subject
to second-guessing under the economic substance doctrine, because they are already

policed by other highly developed legal regimes (i.e., the subpart I and transfer pricing
rules).

5. Caterpillar Sarl is Not Required to Maintain Inventory Outside the United
States

Caterpillar Sarl maintains parts inventory in the United States or in transit through
the United States and sells this inventory to foreign dealers and customers without taking
physical possession of it in Switzerland or Singapore, as the case may be. The fact that
the parts are generally not physically shipped to Caterpillar Sarl in Switzerland or
Singapore does not render the arrangement a sham. Entities (and people, for that matter)
can own property and incur related risks in places other than where they happen to be
located. In fact, the export property exception under section 956(c)(2)(B) specifically
envisions that CFCs may own property physically situated in the United States, for export
to “foreign countries” (i.e., not just the one where they happen to be located). There has
never been a general requirement that property be physically shipped to a particular
income-earning location in order to satisfy subpart F or transfer pricing rules.

Caterpillar Bears a High Effective Tax Rate Because its Overall Business
Operations and Transaction Structures Tilt Heavily in Favor of U.S.
Manufacturing, U.S. Exports, and Transactions Subject to Immediate U.S. Tax

1. High Effective Tax Rate

Compared with other large multinational enterprises, Caterpillar has a high
effective tax rate (30.5 percent in 2012). This high effective tax rate reflects Caterpillar’s

large business presence in the United States and in other high-tax countries around the
world.

2. No Deferral of U.S. Tax on Sales in the United States or on Export Sales

Caterpillar does not attempt to benefit from low foreign tax rates or deferral of
U.S. tax with respect to sales into the U.S. market. Caterpillar also does not benefit from
low foreign tax rates or deferral of U.S. tax with respect to a considerable portion of the
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group’s sales into foreign markets, as many of these sales are either U.S. export sales or
give rise to income taxable on a current basis under subpart F (or both).

In fact, for the years 2010 to 2012, approximately 38 to 65 percent of the U.S.
taxable income of Caterpillar Inc. was attributable to Caterpillar Sarl items—either as
royalties or service fees received from Caterpillar Sarl or as subpart F income (and gross-
up) resulting from Caterpillar Sarl’s activities. Further, for this period, Caterpillar Inc.

included approximately 25 to 36 percent of the income of Caterpillar Sarl as subpart F
income.

3. Maintains No Substantial Offshore Cash

Caterpillar’s foreign subsidiaries do not hold substantial cash beyond their own
working capital needs, and what cash they do currently hold could be repatriated if
needed without incurring further U.S. fax cost, because so much of their income has
already been subject to current U.S. taxation under subpart F.

4. Uses Standard Prudent International Tax Planning Consistent with Letter
and Spirit of Applicable Rules

Caterpillar needs to have substantial foreign operations to facilitate its exports and
serve its customers around the world. With respect to these operations, Caterpillar
engages in standard prudent and lawful international tax planning to obtain the benefit of
lower foreign tax rates as well as deferral of U.S. taxes on foreign earnings to the extent
permitted under U.S. and foreign law. Caterpillar Sarl, a low-tax foreign subsidiary, sells
into many foreign markets, having developed these markets for over 50 years through its
substantial operations in Switzerland and Singapore, where the global parts manager and
several product managers are located. Some benefit of lower foreign rates and deferral of
U.S. taxes result from this structure. However, this is an unremarkable tax result in view
of the substantial business presence maintained in Switzerland and Singapore and the fact
that Caterpillar Sarl buys in relevant part from unrelated suppliers and sells to unrelated
foreign dealers and customers. In addition, a significant portion of the system profit even
on these transactions is subject to immediate U.S. tax due to large royalties and service
fees paid by Caterpillar Sarl to Caterpillar Inc., as discussed above.

Conclusion

In sum, the arrangements governing Caterpillar Sarl’s purchases and sales of
finished replacement parts from unrelated suppliers comply with all applicable tax rules
and indeed reflect entirely unexceptional prudent tax planning. Any U.S.-based
multinational with a need to source products from unrelated manufacturers for sales into
foreign markets would be well-advised to structure the relevant transaction flows in this
manner. Caterpillar respectfully, but unequivocally, submits that these arrangements do
not represent any abuse of the international tax rules. Caterpillar also respectfully
submits that its high effective tax rate, large U.S. manufacturing footprint, very large
exports and other U.S. taxable sales flows and lack of significant foreign cash
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accumulation make it unattractive as an example for your Subcommittee of a
multinational engaged in inappropriate tax planning,
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Introduction to Caterpillar North America S.A.R.L.

Legal Structure
Caterpillar North America S.A.R.L. (CNAmMSARL) is a Swiss limited liability company created in

August of 2002. It is a direct subsidiary of Caterpillar $.A.R.L. (CSARL) and has one subsidiary
of its own: Caterpillar of Canada Corporation.

Figure 1: Corporate structure relating to CNAmSARL
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Functions

CNAmMSARL is the legal entity marketing company for Canadian dealers and ceriain sales to US

dealers. In this role, CNAMSARL buys goods from Calerpillar's manufacturing subsidiaries and
sells those goods to dealers.

Sales - Canada

QNAmSARL’s role in Canada is its most significant. Effective September 1, 2002 it acquired the
rights to the Canadian territory and the responsibility for sales of all Caterpillar machines, parts
and engines to Canadian Dealers. CNAMSARL will not, however, make sales 1o any Canadian
Original Equipment Manutfacturer (QEM).

Sales - US

CNAmMSARL's US dealer sales are limited to machines produced in Gosselies, Belgium or
Grenoble, France and shipped from those factories on or after May 1, 2003. CNAmMSARL,
however, will not be a party to any sale made through the North American Storage Program (or
other loan machine account) or o the following dealers that are partially or wholly owned by
Caterpillar: Carter Machinery (D100) or Pianeer Machingry (D050).

Other Functions

CNAmMSARL has no employees. As a result is must pay other Caterplllar entities to parform the
following functions in support of its sales: accounting, administration and marketing support.
These relationships and associated fees are discussed in more detail later.

Purpose

CNAmMSARL was created and assigned it roles as part of a broader corporate initiative that brings

most of Calerpillar's sales outside the United States under the umbrella of CSARL in Geneva,
Swilzerland.

Accountable Impact
CNAmMSARL was crealed and implemented with the understanding that there be no impact on

Caterpillar's accountable profit center reporting systems. While significant changes were made to
our legal entity reporting systems, the objective of zero accountable impact was met.

Changes

CNAMSARL was created and implemented through the 6 Sigma process and significant effort
was made 1o ensure that all Canadian, Swiss, and US regulatory requirements were met and
sontrols were In place to maintain compliance over time. Because this structure is sensitive to
three different requlatory environments any propasal lo change processes or accounting

procedures reiating to CNAMSARL should be carefully svaluated and include input from the
contacts listed below.

Contacts
Canada

Gary Vest, Caterpillar International Tax Manager, Weslern Hemisphere
(309) 675-4482

us

Rod Perking, International Tax Manager, Eurcpe Africa and Middie East
(309) 675-44389

CNAMSARL Accounting

Paul Thompsan, Corparate Accounting Services, Accounting Supervisar
{309} 675-5003

CSARL Accounling

Fred Rydell, CSARL Corporate Accounting, Supervisor
+41 22 849 4638
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CNAMSARL Sales and Sales Variance

Sales:
Canada

All sales of product to Canadian dealers are recorded on legal entity WY books with the exception
of OEM sales. Legal entity N4 records Canadian OEM sales because these sales are actually
made to US parent companies and drop shipped lo Canadian manufacturing subsidiaries.

us

Sales of Gosselies (legal entity 25) or Grenoble (legal enlily 37) sourced machine prime produict
to U.S. territory dealers are also recorded on legal entity WY books (exceptions: North American
Storage Sales and other loan account sales, Garter Machinery D100 and Pioneer Machinery
D050 all of which are booked o 01). All other sales of product to U.S. dealers are recorded on
legal entity 01 books (machines and paris) or legal enlity N4 books (engines and parts).

Accountable Profit Center

All sales to U.S. and Canadian dealers are reported as NACD (machines and paris) or EPD
{engines and parts) sales from a business unit perspective.

Sales Variances: All sales variances related to sales to Canadian dealers are recorded on legal
entity WY books and all sales variances related 1o sales to U.S. dealers are recorded on legal

entity 01 {machines and paris) and legal entity N4 (engines and parts) books, with the following
exception;

o For Gosszlies (legal entity 25) or Grenchie (lagal entity 37) sourced machine prime
product sold to U.S. dealers (recorded as sales on legal entity WY books with the
exceptions noled abova):

o Legal entity WY records cash discount.

o Legal entity WY records invoice discounts, if any.

¢ Legal entity 01 (machines only) records post sale credits and merchandising
accrual.

All sales variances for U.S. and Canadian dealers are recorded in the appropriate sales variance
category an legal entity 01, N4 or WY books.

All sales variances for U.S. and Canadian dealers are reported as sales variances on NACD
(machines and parts) or EPD (engines and parts) business unit resulls.

Adjusting entries are recorded by legal entity 01 (Sales/Cost of Sales Supervisor) to appropriately
move and reflect post sale credit and cammercial goodwill tems as SG&A expense from a
consolidated legal entity basis. The detail supporting this adjusting entry can be found in the
Faas section of this documant under "Product Promotion and Suppert Services Fee”.

Please refer to the Receivables section for further information on recording of receivables

originally booked on legal entity WY books at time of sale, but subsequently sold to legal entity 90
or O1books.
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November 26, 2013

k4 CONFIDENTIAL—CONTAINS PROPRIETARY INFORMATION***

Response of Caterpillar Inc. to Inquiry Relating to Treatment and Use of Offshore Funds

This document sets forth a supplemental response to Caterpillar Inc.’s (“Caterpillar” or the
“Company”) November 6, 2013 partial response to Question 6 contained in the Subcommittee’s
questionnaire dated October 15, 1013,

Caterpillar requests confidential treatment of this response, as it contains Company confidential
and proprietary information, the release of which would damage Caterpillar and potentially assist its
competitors, particularly its non-U.S. competitors such as Komatsu, Hitachi, Sany, and Volvo.

6. Please provide the dollar amount of your company’s profit before tax that was attributable
to the PFRP business for CSARL for each yvear from 1999 through 2012, earned from
Inventory stored and shipped from a U.S, warehouse.

On November 6, 2013, Caterpillar provided to the Subcommittee the amounts of total CSARL
purchases of PFRPs (at standard cost) and the amounts of PFRPs that CSARL held in a U.S, warehouse
for the years 2011 and 2012. As a supplement to that response, set forth below are the data for the years
2003 through 2012.

With respect to the November 6, 2013 partial response, we would like to clarify that the amount
of CSARL purchases of PFRP reflected in that chart included inventory that CSARL did not acquire
beneficial ownership of for U.S, tax purposes. In many situations, third party suppliers desire to sell parts
to only one legal entity in the Caterpillar group. As an accommodation to the supplier, CSARL serves as
the sole contracting party vis-a-vis the supplier in these cases. Thus, CSARL not only purchases
inventory on its own behalf for non-U.S. markets, but also acquires title ownership of inventory for the
U.S. market and then immediately transfers title to this inventory on to Caterpillar (“Flash-Titled
Inventory”). The Flash-Titled Inventory is immediately “resold” by CSARL to Caterpillar at the same
price that CSARL purchased the Flash-Titled Inventory from the third-party U.S. supplier, and therefore
all profit from the subsequent sale of the Flash-Titled Inventory is reported by Caterpillar in the United
States. Caterpillar assumes all freight costs, contract packager costs and all other out-of-pocket costs or
expenses associated with the Flash-Titled Inventory, which include insurance charges associated with the
Flash-Titled Inventory, from the date of CSARL’s acquisition of the Flash-Titled Inventory from the
third-party U.S. supplier.

The table below reflects the CSARL inventory purchases (both including and excluding Flash-
Titled Inventory), as well the CSARL inventory held in a U.S. warehouse for each of the years 2002
through 2012. The column of Flash-Titled Inventory includes some small stock record inventory
adjustments.

Permanent Subcommittee on Investigations
PS|-Caterpillar-08-000003
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CSARL Total Purchases @ CSARL Total Purchases
* standard cost Amount included in @standard cost ;
: prior column that was | excludingthe amount | CSARL Purchases @
immediately flash-titled |immediately flash-titled | standard cost stored at a
to Caterpillar to Caterpillar US warehouse

2012
2011
2010
2009
2008
2007
2006
2005
2004
2003

Redacted by the
Permanent Subcommittee on Investigations |
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As indicated in Caterpillar’s prior response, the amounts set forth above include only the
purchases by the CSARL entity and do not include purchases made by subsidiaries of CSARL that are
disregarded for U.S. Federal income tax purposes. It should also be noted, however, that the purchases by
CSARL’s disregarded subsidiaries are all made from non-U.S. suppliers. This means that if those
amounts were included, the percentage of CSARL’s total purchases that are held in a U.S. warehouse
would further decrease.

As a follow-up to Caterpillar’s November 6, 2013 submission, the Subcommittee requested that
Caterpillar provide the percentage of CSARL’s total PFRP inventory that was resold to Caterpillar Inc.
The Subcommittee also asked whether all purchases not held in a U.S. warehouse were held in a non-U.S.
warehouse. '

Set forth below is the percentage of CSARL’s total PFRP inventory that was sold to Caterpillar
for the years 2003 through 2012. This percentage is calculated as the total PERP inventory sold by
CSARL to Caterpillar (excluding Flash-Titled Inventory) bears to the total PFRP inventory purchased by
CSARL for the respective year (excluding Flash-Titled Inventory).

PSI|-Caterpillar-08-000004
CAT-000268



CONFIDENTIAL & PROPRIETARY
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Percentage of
CSARL PFRP
Inventory
Purchases that
was sold to
Caterpillar
{excluding Flash
Titled Inventory)

2012

2011

2010

2009

2008

2007

2006

2005

2004

2003

We are working to prepare this information for years 1999 through 2002. Finally, please note
that inventory that is not reflected on the first schedule above as held in a U.S. warehouse would either be

held in a non-U.S. warehouse by CSARL or in transit.

PSI-Caterpillar-08-000005
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December 3, 2013

5

Please provide the portion of COSA or CSARL’s profit before tax attributed to the (a)
replacement part and (b) purchased finished replacement part (PFRP) business for each of

the years [N A 150, please indicate the portion of profit before tax
attributable to sales in Switzerland.

Caterpillar’s reporting and compliance processes do not determine profit before tax on CSARL’s

replacement parts sales. There are no existing files or reports that provide the requested profit before tax
data. In years where available data content and format permit, we executed a supplemental process to
make a good faith estimate of CSARL’s profit on replacement parts sales. This process included the
following steps and limitations:

Identify replacement parts sales transactions using source data files created for transfer pricing
compliance purposes. These files also include sales data for machines, engines (power systems)
and components.

Quantify net sales, cost of sales and gross margin, This step relies on general ledger account
coding conventions.

Subtract operating cost estimates to arrive at an estimated operating margin. This requires many
broad allocations across machine sales, engine sales, parts sales, component sales and freight.
Allocated items include:

Sales General & Admin Costs;
LIFO inventory adjustment;
Commissions and services; and
Hedging gains and losses

O 0 0

License fees were estimated by extending net sales by the primary rate in effect for CSARL’s
fiscal period. As CSARL’s fiscal year ends November 30 and royalty rates are determined on a
calendar-year basis, there is imprecision in the expense measurement when rates change between
calendar years.

An estimate of non-operating items (miscellaneous expense) is allocated to CSARL’s parts
transactions to arrive at a net profit estimate.

Interest expense and currency gains and losses are excluded from the estimate.

This estimate is limited to profits from parts sales and does not take into account the significant
manufacturing losses of CSarl.

The chart below provides this estimate of CSARL’s profit before tax on its commercial sales of

replacement parts for the

The allocation of the profit to the portion of profit before

tax attributable to sales in Switzerland is not available.

Permanent Subcommittee on Investigations
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Measure:! Estimated Cat SARL Profit before Tax ‘ Currency:| US Dollars | Rounding:| amounts in thousands

S T e e S S e T e
Repilacement Parts

“Replacement Parts” amounts reflect all Cat SARL paris sales. "Purchased Finished Replacement Parts" is & sub-set of "Replacement Parts”. ]
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10. With regard to the replacement parts business, for each year from 1999 through 2012,
please provide the following information:

»  The percentage of your company’s worldwide headcount and payroll assigned to the
PFRP business and located in the U.S.

* The percentage of your company’s worldwide headcount and payroll assigned to the
PFRP business and located in Switzerland.

Caterpillar does not have employees assigned to a replacement parts business, however there are
organizations throughout the enterprise that support purchase, storage, movement, and sales of
replacement parts. In the chart below, we have identified divisions participating in these activities and
provided U.S. based and non-U.S. based headcount statistics for the years 2006 through 2012. We do not
have data for years prior to 2006.

Parts Distribution (Logistics):

US Headcount Hourly 1266 1377 1528 1549 1663 1773 2167
US Headcount Management 1134 1158 1273 1142 1242 1448 1452
Total US Headcount 2400 2535 2801 2691 2905 3221 3619
Non-US Headcount Hourly 588 647 779 742 893 972 1063
Non-US Headcount Management 643 723 844, 697 763 1055 564
Total non-US Headeount 1231 1370 1623 1439 1656 2027 2027

Global Purchasing:

US Headcount Management 699 702 625 617 574 885 1036
Non US Headcount Management 599 697 716 706 650 830 1080
Parts Pricing:

US Headcount Management 38| 43 42 29 25 28 37

Parts Pricing Non-US:

Parts Pricin Corporate {Geneva) 4 4 4
Europe/Africa/Middle East (Geneva) 6 6 6 5 6 6
Americas South {Brazil ) 6 6 6 5 5 5 5
Asia Pacific 6| 6 6l 6 6 6 7
Parts Marketing Support US 57 73 59 61 59 93 114
Distribution Services Division:
Americas US Headcount 99 102 102 104
Non-US Headcount:
Americas Non-US Headcount 45 47 47 47
Asia Pacific -Singapore 15 15 15 15
Asia Pacific -outside Singapore 91 91 89 88
Europe/Africa/Middle East - outside Geneva 49 51 56 74
Europe/Africa/Middle East (Geneva) 70 62, 59 56

. Parts Distribution (Logistics) — Parts Storage, Shipment and Delivery

. Parts Marketing Support ~ Parts & Sevices Marketing Administration, Parts Product Training Materials, Maintenance Marketing, Product Support Administration

. Distribution Services Division ~ Caterpillar’s interface with the dealers. Frovides assistance to the dealers with regard to dealer financial health, marketing, parts on-hand

inventory, parts service shop training, etc. These personnel are Caterpillar's face to the dealers with respect to parts sales.

10
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11.

Please describe CSARL’s effective tax rate in Switzerland including in this description any

agreements that your company entered into with Swiss tax authorities, whether national or
cantonal.

Under Swiss law, CSARL is taxed on its worldwide income, excluding income attributed to

foreign branches and establishments.

A.

B.

For Federal income tax (IFD), CSARL is taxed at the ordinary 8.5% rate.

For Cantonal and Communal income Tax (ICC), CSARL is taxed under the regime of article 23
of the Geneva Corporate Income tax Law (LIPM) taken in application of article 28.4 of the
Federal Tax law on the Harmonization of Cantonal Income Taxes (LHID). That regime is
available to all companies having a commercial activity focusing predominantly on commercial
transactions outside of Switzerland ("Auxiliary Status").

This regime primarily allows to tax revenue from foreign sources at a reduced tax rate and is
subject to change every five years. Effective with the 2007 ruling, CSARL is taxed on revenues
from foreign sources in accordance with the following reducing scale:

- Turnover Up to CHF 20 million 20%

- From CHF 20 Million to CHF 30 million 15%
On condition that the profit before tax reaches CHF 25 millions

- From CHF 30 Million to CHF 50 million 10%
On condition that the profit before tax reaches CHF 40 millions

- From CHF 50 Million to CHF 100 million 8%
On condition that the profit before tax reaches CHF 75 millions

- From CHF 100 million 7%
On condition that the profit before tax reaches CHF 125 millions

Revenues not attributable to foreign sources are fully taxed at the ordinary rate.

According to the above, the CSARL Swiss effective tax rate varies primarily based on the mix

between revenues attributable to foreign sources and to Swiss sources.

11
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15. Please describe any service or management function provided in the United States on
behalf of CSARL replacement parts business for the years 1999 through 2012, and the total
amount of compensation received from CSARL each year.

Caterpillar Inc. provides various services in the United States for the benefit of the replacement
parts portion of CSARL’s integrated business. The service activities provided in the 1999 — 2012 periods
include those described below.

a. Contract Packaging - Handling/packaging labor and packaging material costs applicable for
material processed at contract packaging locations and processing of returns, as well as
manages third party contract packagers.

b. Logistics/Warehousing Fees — General warehousing services and facilities.

26
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¢. Purchase Service Fees - Fee for managing third party suppliers within the U.S. Activities
performed on behalf of CSARL include:

Consult with CSARL on potential suppliers (sourcing);

Visiting suppliers as requested by CSARL;

Negotiate terms;

Arrange transportation and delivery of goods;

Quality inspection of goods;

Assist in complying with applicable customs laws, rules, or regulations.

vyVYVYYVYY

d. Managing Parts Flow — Activities performed include:

» Creation, translation, and dissemination of service manuals, service literature, and other
materials for replacement parts;

Inventory availability management;

Parts customer service to dealers (order inquiries, order expediting);

Parts pricing analysis and maintenance of price lists;

Maintenance and support of information systems;

Marketing consulting (creating and support of dealer marketing programs);
Manage and monitor inventory levels worldwide and perform expediting services;
Hold any refunds, reimbursements, or other proceeds and to transfer such funds to
CSARL: and

» Maintain detailed accounting, shipping, customs, and other records.

VYYYYYY

e. Inland Freight - Inland freight charges for material destined to U.S. contract packagers.

27
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18. If exhibit 2 was created by CAT, please complete the chart and provide the same

information for each of the years from | | idcntifying the CSARL benefits
(in millions of dollars) for Parts, Tolling, Reserve, and Benefits. Please also explain the
meaning of the CSARL benefits represented by each column in the chart.

Set forth below is the “CSARL Benefits” file updated throughlll [n order to provide full visibility
of the U.S. tax effects to Caterpillar, the chart also sets forth:

e The U.S. Federal income tax on Subpart F Income from the CSARL Partners

e The U.S. Federal income tax to Caterpillar Inc. from the receipt of royalty income from
CSARL

28
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e The U.S. Federal income tax to Caterpillar Inc. from the receipt of services income from

CSARL
US Tax on
Contract Deferral US Tax on US Tax on
bl Pats Mfg. Resdna Benefit SubF Income Foyalw Services
ncome
Redacted by the |
Permanent Subcommittee on Investigations
I = l ‘ =
[ ToraL | 2,465 | 111 | (172)] 2404| | (1,078)] {1,380)] (33)]

Parts = Estimated U.S. Federal income tax deferral on purchased finished parts sales.
Contract Manufacturing = Estimated U,S. Federal income tax deferral on contract manufacturing.
“Benefit” has been renamed "Deferral Benefit" for better representation and understanding.

29
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4. Please provide the itemized amount of CSARL’s royalty and service fee expenses paid to
Caterpillar Inc. for each of the years I NININGEE

The royalties that CSARL pays to Caterpillar Inc. can be itemized into two categories, original
equipment and replacement parts. Royalties paid with respect to original equipment includes royalties
paid on CSARL’s sales of licensed machines and power systems. Royalties paid with respect to
replacement parts includes royalties paid on CSARL’s sales of licensed replacement parts. This data is

2
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The table set forth below contains the itemized amounts of CSARL’s royalty payments to Caterpillar Inc.
T T T

RPGALTY PRI OF TRY
RPN AR

; mmemms = Redacted by the Permanent
Subcommittee on Investigations

BT TR VTR PR 1 D1 SRR

Caterpillar Inc. provides various types of services to CSARL. Itemized data for all service
activity types is not readily available. Itemized service fee information will be separately provided after
the data is gathered.

6. Your 1997 10-K report, on pages A-17 and A-18 (see attached), contains financial
information regarding manufacturing activities of CAT’s “Machinery” and “Engines”
business segments, broken down by geographic segment. Please provide the same
information for the years 2009 through 2012.

U.S. GAAP accounting rules for business segments have changed since 1997 and our financial
reporting processes no longer support preparation of the requested information. However, we have
developed the following table (in $ millions) from our existing records that we believe approximates for
2009 through 2012 the geographic sales information included on page A-18 of our 1997 Form 10-K.
The operating profit information from 1997, however, was arrived at through a substantial number of
allocations that we are not able to re-create from our existing records.
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Sales by Manufacturing Country
US Manufactured Sales
Europe Manufactured Sales
All Cther

Consolidated Sales

63,068

Revenues by Country 2009 2010 2011 2012
US Revenues 1,358 1,195 1,144 1,158
All Other 1,498 1,526 1,602 1,649

Total Revenues 2,856 2,721 2,746 2,807

Consolidated Sales & Revenues T 2008 2010 011 2012

Total 32,396 42,588 £0,138 65,875

= Redacted by the Permanent
Subcommitiee on Investigations

Sales of US Manufactured Product (Exparts) i
Canada
Latin America
Eurcpe
Africa/ Middle East / CIS
Asia / Pacific

Total

Sales of Non-US Manufactured Product
Canada
Latin America
Europe
Africa / Middle East / CIS
Asia / Pacific
Total

Total Sales Outside of the US
Canada
Latin America
Europe
Africa/ Middle East / CIS
Asia / Pacific

Total

2012
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*xk CONFIDENTIAL—CONTAINS PROPRIETARY INFORMA TION***

Response of Caterpillar Inc, to Inquiry Relating to Treatment and Use of Offshore Funds

This document sets forth Caterpillar Inc.’s (“Caterpillar” or the “Company”) response to the
first question (first and third bullets) contained in the questionnaire dated February 4, 2014, The response
for the second bullet will be provided as soon as this information is available.

Caterpillar requests confidential treatment of this response, as it contains Company confidential
and proprietary information, the release of which would damage Caterpillar and potentially assist its
competitors, particularly its non-U.S. competitors such as Komatsu, Hitachi, Sany, and Volvo.

Caterpillar’s Responses to First Question (first and third bullets)

In its November 26, 2013 response, Caterpillar provided the worldwide total amount of CSARL
purchases at standard costs for the years 2003-12.

e What is the dollar amount of those purchases made from third-party suppliers located inside
the United States for each of the years 2003-20127?

The dollar amount of CSARL purchases from third-party suppliers located inside the United
States, excluding the amount of flash title purchases sold to Caterpillar Inc., is set forth in the chart below
for years 2007 — 2012. Detailed supplier data for years prior to 2007 is not available.

2012

2011

2010

2009

2008

2007
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##% CONFIDENTIAL—CONTAINS PROPRIETARY INFORMATION*##*

Response of Caterpillar Inc. to Inquiry Relating to Treatment and Use of Offshore Funds

This document sets forth Caterpillar Inc.’s (“Caterpillar” or the “Company”) response to a
question from the Subcommittee related to inventory accommodations received via email on February 26,
2014, Caterpillar requests confidential treatment of this response, as it contains Company confidential
and proprietary information, the release of which would damage Caterpillar and potentially assist its
competitors, particularly its non-U.S. competitors such as Komatsu, Hitachi, Sany, and Volvo.

Caterpillar’s Response to Accommodations Question

4. Provide a summary of the number and value of accommodations that occur between
CSARL and Cat Ine. in the U.S. warehouses. To start, please provide this information for each
year from 2008 to present from each entities’ perspective; i.e. how much Caterpillar borrowed
from CSARL and how much CSARL borrowed from Caterpillar.

(a) Produce a summary total for each year.
(b) Describe how these figures relate, if at all, to the information submitted to the
Subcommittee on 2/11/14 in response to item 7.

(a) The quantity and dollar value of accommodations between Cat Inc. and CSARL for years 2008-2013
are set forth in the table below.

Cat Ine | CRARL
sbiladned I 9 et

| e = Redacted by the Permanent
Subcommittee on Investigations

(b) For accommodations that are not cleared by a subsequent receipt from Cat Inc. within a defined
period, CSARL creates a sale or credit to Cat Inc. at cost. The accommodation sales were included in
the item 7(d) response submitted to the Subcommittee on 2/11/14. For reference, the table is set forth

below.

| CHARL Sules to Catlac of
IAvenzany stored ma ls
Warshause (£ald @
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LICENSE AGREEMENT

This LICENSE AGREEMENT (“Agreement™) is made as of January 1, 2011 (the
“Effective Date), by and between CATERPILLAR INC., a Delaware, U S A, corporation with
its principal executive office at 100 N.E. Adams Street, Pearin, DNinois 61629, US. AL (“CAT”),
and CATERPILLAR SARL, a société & responsabilité limitée organized under the laws of
Switzerkind, with its principal executive office at 76 Route de Frontenex. Geneva CH-1208,
Swizerland (*CSARL™).

NOW, THEREFO R E, for good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, CAT and CSARL (individually sometimes
veferred 10 as “Party” and collectively referred 1o as the “Parties”™) hereby agrée as follows:

1. Detinitiong, The tollowing are definitions ot terms used herein:
1.1 CCAT Affiliate” means any Company that 18 controlled, directly or indirectly

through one or more intenmediate Companies, by CAT.  For purposes of this definition,
“control” of a Company means direct or indirect ownership of more than fifly percent (530%) of
the voting interests of such Company.

1.2 “CBL" means Caterpillar Brasil Ltda., a Brazilian limited company and
CAT Affiliate.

1.3 “CAT France” means Caterpillar France S.AS. a French société par actions
simplitiée and CAT Affiliate.

1.4 "CAT Belgium” means Cuterpillar Belgium $.A., a Belgium societ¢ anonyme
and CAT Affiliate,

i3 “CSARL Technology Products” means those products for which CSARL owns
the underlying miellectual property histed in Fxhibit A of this Agreement,

1.6 SCSARL Territory” means everywhere in the world, not including the Linited
States (exvepted as provided in paragraph (a) ol this Secnen L6 and Japan.

() with respect to sales of products sourced from entities which are operating
under a manulbacturing services arrangeinent with CSARL: the Untted States of America.

L7 CSARL Limited Risk Distributors” means Caterpiliar SARL Simgapore Branch,
Caterpillar Americas C.V., and Caterpiltlar North America OV,

3]

1.8 “Company” means any corporation. company, puaitnership or other business

entity.

1.9 “Diseount Rate™ means, the spot rate for the one- (1-) year LIBOR, plus twenty-
five basis points (25 bp), on the date of prepayment of royalties under Section 4.3,

Permanent Subcommittee on Investigations
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.11 “Intellectial Property” means (i) all inteflectual property which is now or
hereatier owned or licensable by CAT that relates to, and/or is necessary, useful or usable on or
in connection with, the acquisition of, the inventory management of, the making, having made,
purchasing. using, marketing, offering for sale, selling and/or importing of, Licensed. Products
and (i1) the pordons of all intellectual property which are now or hereafter owned or licensable
by CA'T that are necessary, uselul or usable as background technology or Trademarks relating to.
or in conpecnon with, the acquisifion of, the inventory management of, the making, having
made, purchasing, using, marketing, offering for sale. selling and/or tmporting of, CSARL
Technology Products. Intellectual Property mdludes, but is not imited to, know-how. processes,
designg. specifications, engincering standards, trade secrets, wventions, patent applications,
patents. copyrights, Trademarks. however embaodied (including tangible embodiments of such
property, to be provided consistent with past practices of CAT), the Caterpillar Production
Svatern (CPS), customer lists, supplier lists, systems and software that relate to, andfor are
necessary, uselul or usable on or o connection with, the acquisition of. the nventory
management of, the making, having made, purchasing, wsing, marketing, offening for sale,
selling and/or mmporting of, Licensed Products and the purtions thereof that are necessary, useful
or usable as background technology or ‘Trademarks relating to, or in connection with, the
acguisition of. the mventory management of, the makimg, laving made, purchasing, using,
marketing, offering for sale. selling and/or importing of, CSARL Pechnology Products.

1,12 rLicensed Products” imeans products of the character of those in which CAT
now or at any ume herealter does business, but excludes (1) CSARL Technology Products,
(i) any products for which CA'T does not own or have rights to use the underlying intellectual
praperty and (111 components sold directty or indirectly 1o CAT,

113 “Multilateral Netting Process™ means the monthly process whereby wmounts
owed among CAT and CAT Allilates are netted to determine the amounts of receivablefpayable
anddor cash settlements, which are then cleared through CAT.

L4 “Net Sales” means the total gross revenue tecoided on sales by:
{a) CSARL to
(1) Uhird Parties within the CSARL Territory, and

(i) CAT Alfiliates locaied outside of the CSARL Territory,

of
(1) i.icensed Products. and
{2) CSARL Technology Products;
() CBIL on sales of prime product to Hurd Partes and/or CA'LL

CONFIDENTIAL—CONTAINS PROPRIETARY INFORMATION
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ded, however, that the following sales shall be excluded:

(i) any Licensed Product and/or CSARL Technology Product that
CSARL acquires from CAT or any other CAT AfHliate at o price that reflects that
CSARL is acting sobely as a distributor with respect to such Produet, and

{11) any  Licensed Product andior CSARL Teghnology Product that
CSARL acquires and resells under an arangement that retlects that CSARLU is
acting solely as a purchasing agent with respect to such Product: and

provided, that adjustments shall be made to take into account the mllowing items in otal grogs
revenue!

(i) trade, area and quantity discounts (including cash discounts), and
(i) credits For returned items, and

(iy exclwding crating, packing, shipping, [reight, insurance and the
like: and

{c) CSARL Limited Risk Distributors to Third Parties within the CSARI.
Temtory.

1S Consistently applicd CA'T acconnting practices shall define the timé at which a
sale shall be recorded. “Prepayment Amount” means, with réspect to any prepayment of
royalties under Section 4.3, an amount equal to the product of () Projected Monthly Net Sales.
oudtiplied by (y) the number of months being prepaid, sad multiplied by (#) the applicable
vovalty percentage under Section 4.1,

116 "Prepayment Discount” means, with respect (o any prepayment of royalties
under Section 4.3, an amount equal to the product of (x) the number of months being prepaid,
multiplied by (v) the Prepaviment Amousnt, multiplicd by (2) the quotient of (i) the Discount Rate
divided by i) twelve (12}

1,17 “Projected NMonthly Net Sales”™ means g rolling average of Net Sales for the
mmediately preceding rwvelves (12-) month period (exeluding the current month) divided by
twelve (12), For example, Projected Monthly Net Sales for a preépayment to be made in July
would be an ameunt cqual to aggrepate Net Sales tor the preceding July through June. divided by
twelve (12).

118 Third Parey™ means any person or Company  other than CAT or a
CAT Atliliate.

119 Urademarks” means trademarks, service macks and trade names “CATY

CATERPILLARY, "ACERT" und “Olympian”. their respective design macks. and the power
cdge trnde dress.
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1,20 “True-Up Amount” means, for any calendar year, an amount representing the
difference between (xj aggregate royaluies for such calendar year caleulated in accordance with
Seetion 4.1, and (y) the sum ot (1) the aggregate Prepayment Amouni(s) for such calendar year
aetually remitted to CAT and (ii) the aggregate Prepayment Discount(s) for such calendar year
with respect 1o such Prepayment Amount(s).

P2

Licenses

2l Suhijeut o the conditions and lmitations now or hereafler imposed on CAT s right
to make the pronts contained herein, CAT hereby grants o CSARL nonexclusive rights and
Heenses to use e [nfellectual Property to make. have made. purchase. use. market. offer lor
sale, sell andfor import (and to perform processes associated thergwith) Licensed Products, and
nonexelusive rights aad livenses 1o use the pornons of the tellectuul Property that are
necessary, usctul or usable as background rechnology or Trademarks to make, have made,
purchuse, use, market, offer for sale. sell andror import (and 10 pertonn processes associated:
therewith) CSARL Technology Products, provided that the sade of such Licensed Products and
CSARL Technology Praducts is limited o sales by (i) CSARL to CAT or to Third Parties and
CAT Attiliates withu the CSARL Territory, (i) CSARL o CAT or any other CA'T Affiliate tor
sale nutside of the CSARL Territory, (i) CSARL to any ather AT Affiliate for resale in the
ARL Territory, and (1v) CSARL to any CAT Affiliate for cessle to CAT or any other
CAT Aftthate tor resale outside of the CSARL Territory.

2.2 Subject to the condittons and bmitations now or bereatter imposed on CAT s«

w ke the grants comtamed bherein, CAT hercby grants to CSARL nenexclusive rights and
licenses (o2

{a) use "CATY or *"CATERPILLAR™ as part ol ils company name,
(h) copy, reproduce. puhlish (subject o Section 3.3y, prepare derivative

waotles, and use any and all works of suthorship subject to any copyrights now or herveatter
owned. acguired or licensable by CAT, and

(o) use all other rights and Heenses reasonably necessary for CSARL 10
exaploit the rights and Heenses specitically granted herein,

2.3 The Tieenses wrein granfed to CSARL shall not he construed to mean ithat
CSARL hus the sufe or exclusive night to use any of the Intellectual Property, and CAT reserves

1o itself, other CAT Atfiliates and ats licensees the right w use any and all neellectual Property
throughout the world.

24 CSARL acknowledges the validity of ihe Trademurks treeosed under ihis
\greement and fusther agrees that it will not atdny time do anything or use any such Trademarks
moany way that mav infrings CAT'S nghts theretn or that may- be detrimental to the goodwill
associated with the Trademarks or CAT.

Y

2.3 CSARL shall not have any cght fo sequire the Intelleetusi Mroperty after any
stipulated penod and shall not have and shall not represent in any way that it has any neht, utle
or interest in or o any of the Inteliectual Property or any of the vegisteations thereot other than as
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provided for in this Agreement.  All goodwill that may arise from CSARL's use of the
Trademarks shall inure solelv to the benetit of CAT, and neither during nor after termination of
this Agreement shall CSARL or any sublicensee assert any ¢laim to such goodwill.

3, Sublicensing, Lise, As

giment and Supervision of Research Services

3.1 Fxcept as specilically provided herein, CSARL shall not sublicense, convey,
pledge, encumber or otherwise dispose of this Agreement or of any right or interest hereunder
without the written consent of CAT referencing this Agreement,  Any such prohibited act shall
be invalid and void and, at Caerptlfar's option, shall invalidate and onmediately temminate this
Agreement, Any assignment or transfer of this Agreement or any right or iterest hergunder by
operation of law shall immediately terminate and invalidate said Agreement and wll vights
granted hereby.

3.2 Subject o CA DS wotten approval and sole diseretion, CSARL shall have the
vight 1o grant written subhcensels) to CAT Aftiliates, acting as a  distributor, contract
rnanutactucer, of otherwise. but withour the vight of such sublicensees to gront any further
sublicense(s). Unless otherwise apgreed to by the parties in wiitnng, OSARL will, in the event a
sublicense(s) is granted hereunder:

() cause the terng and conditions in this Agreement to be substantially
imcluded in each sublicense agreement, as well as in any distnbution agreement or
munutacturing services agreement, as may be apprapriate in such case o proteet CAT's
rights 1o the Intellectual Property. subject o UAT or its destgnee retatming 115 right (o
(1) set quality stundards, spectficitions aud reguirements with regard o quality, material
standards and  workmanship, (i) inspect, (3i1) test, and  (iv) approve or disapprove
Licensed Produgt(s) or other use of Intellectual Property; and

(1) provide a copy of any subliceuses or other agreements to CAT.

3.3 CHARL will maintain the Intefiecrual Property in contidence and use it only in
accordance with the hvenses granted herein, OSARL shall have o confidentiality obligation
with réspect to any information that, i the discloged combirution(s). 15 or becomes known 1o the
public without tfault of CSARL. CSARL wmay disclose Intellectual Property and provide
techmuval assistance to another for the purpese of exploiting the licenses granted o, CSARL
hereunder: provided that CSARL or any authonzed agent of CSARL shall obtain agreement in
writing and ensure that such other persen (i) uses the Inrellectual Property and technical
assistance only o accordance with the licenses granied herein, (i) dogs not disclose such
Intellectual Properiv or teehnical assistanee o others, and (i) secures the retwn of sugh
intetlectial Property and reluted documents and items upon termination of this Agreement.

34 Subject fo a right of reimbursement for costs, and except as otherwise agreed to
by the parties in writing, CSARL shall assign o CA T any and all rights of CSARL w inventions
il improvemenis developed by CSARL (by itself or jointly with others) during the lite of this
Agreement with respeet w0 Intellectuul Property related to Licensed Products or to any machine.
cipuipment, method or process for manutacturing the Licensed Products, CSARL shall supply
CAL with o written desenpion of cach such invention or unprovenment promptly  after

n
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developing or acquiring each thereof. CSARL shall also sign or have signed all papers that may
be required by CAT for the filing of applications for patenis for such inventiony and
improvements and to vest title in such invenfions, improvements, paténts and applications in
CAT, provided thar all soeh papers, applications and assignments shall be prepared, filed and
recorded at the expense of CA T, In the event thar during the life of this Agreement CSARL has
the oppertunmty to sequire mventions and/or improvements with respeet to Intellectual Property.
Licensed Products ov o any michine, equipment, method or progess for manufacturing the
Licensod Producis. CSARLD hereby grants CAT o right of list refusal o directly acquire such
wventons andior improvenents, provided that CAT agrees that it shall exercise such right
within i ficen (13) days of notice by USARL.

A Quality and Inspection

(a) CSARL shall conform strictly with the ipstructions and specifications
stippiicd by CAT with respect to the use, form and manner in which Tradémarks are used
an or an connection with all produets that use such Trademarks, CSARL shall use such
Prademarks only on these products that have the qualities and characteristics that comply:
with such standards and requirements as may be Fxed or approved by CAT,

(b CAT, through such representatives as {t may designate, shall have the right
at all reasonable thimes o mapect and tese all products that use the Trademarks before they
are offured for sale and to inspect CHARL's places of business, the promises of CSARLs
manubicturing service providers, and all vecords of products pertaining to this Agreement
o verify CSARL s compliance with the requirements ot this Agreement.

3.6 Trademarks vsed on or in connection with gsoods sold by CSARL shall be
indicated to be registered trademucks of CAT used by the permission of CAT. All signs,
circuwlars and other advertising published or used hy ARL displaying any such Trademark
shall include wording specitying that such Trademark is registered and owoed by CAT where
appropriate.

o

37 CSARL shall comply with and observe all local laws aud regulations with respect
to marking or labeling trademarked items for all vse made by it of the Trademurks licensed under
this Agreement.

38 CSARL shall not wke any sieps or mstitute any action regarding actual or alleged
infringement of any Intellectual Properdy without first obtaining OAT s wiitten suthorization,

3.0 Upon reguest from CAT and at CAT s expense, USARL shall provide assistance
e CAT i support of CAT's registration, muaintena

renewal and enforcement o the
intellectual Property,  In furtherance of the registration. maimtenance. renewal and enforcement
ot the Intellectual Property, CSARL may be required to furnish samples or evidence of use of the
products that use fntellectual Property or provide testimony or atfidavits concerning the use of
such products or execute such other documents as may be necessary to ensure that ail right, tite
and interest in the ellectual Property reside in CAT.

-
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310 At no time may CSARL adapt ot use, without CAT’s prior written consent, any
varfation of the Trademarks or any work or trademark or service mark likely to be similar o or
confusiggly similur to the Teademarks.

300 CAT France, CAT Belgium and/or CBL {and, where appropriate. other CAT
Alfiliatesy will provide rescarch and development and related engineering services tor CAT
purstant to engineering services agreements with CA'T, Intellectual Property arising as a result
of such research and development and engineering services is licensed by CAT to CSARL under
Sectfon 2. Upon request by CAT, CSARL, as licensee ot such Intellecal Property, agrees to
provide supervision and oversight for CAT of the performance of such services by CAT France,
CAT Belgium andior CBL (and, where appropriate. other TAT Attiliatesy under such
ENSINCEIINgG SErvices agreerments,

A,

4, Consideration

4.1 Royalties. [n constderation of the vights and licenses granted in Sections 2 and 3,
CSARL herehy agrees w pay 1o CAT a royalty equal to the applicable percentage of Net Sales
sel forth below. With respect to any calendar year hereunder, where Net Sales ave:

(1) less than or equal o LS$6.500.000.000, the anplicuble percentage for such
calendar year shall be four percent (4%4);

{h greuter than US%6,500.000,000, but not greater than S$9 000,000,000,
the upplicuble percentage for such calendar year shall be tive percent (5%); and

(©) greater than US$9,000.000,000, the applicable: percentage tor such
calendar vear shall be six percent {6%%).

4. Credit tor Gwaership of CSARL Technelogy Products.  The rovalty amount
caleulated under Section 4.1 shall be reduced by a credit equal o two percent (29%) of Net Sales
during such period of CSARL Technology Produets,

4.3 Prepavment of Rovalties. So fong as CSARL s not in hreach of this Agreement,
it ahall flave the opuon, but not the obligaaon, (o prepay, at any time and rom time to time, all or
any portian ot Tuture ravalties due hereunder, Inosuch event. CSARL shall remit to CAT (iya
nutice of prepaynient derailing the calendar month(s) v which sich prepayment applics, (ii) the
Frepaviment Amoint less the Prepayment Discount, and (i1i) supporting calculations made by
CRARL in good faith.  Notwithstanding the foregong, prepayoient of rovalties shall not be
allowed on a fracttonal month basis,

4.4 Armual Pavioent of True-Up Amoeunt. Within thirty (303 days after the end of
cach fiscal year of CHARL (or any earlier termination of this Alreement), CSARL shall remit 1o
CAT the Froe<Up Amount for such calendar vear. along with stuppofiing calcilations madg by
CSARL in good farth, 11 the Twie-Up Amount for any calendar yedr is negative, CAT shall
promptly remit to CSARL the True-Up Amwount (as a positive number) for such calendar year,
The obligations of the purnes with respect to remittance ot any True-Up Amount shall survive
any termination of this Agreement.
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5. Roports and Pavinents

il CSARL shal! (i) keep repular hooks of account und make such books available
for inspection by an authonzed representative of CAT at any time reasonably requested by CAT,
(i) upon the request of CAT, render reports to CAT or another as may be requested, andior
(ift) perform any other task refated to reporting with respect to the manufocture, purchase and
sale of products under the licenses granted o CSARL in Section 2 as may be reasonably
requested by CAT from tme to time.

5.7 On a monthly bagis, CSARL shall o good faith caloulate the rovalty dueto CAT
as specified in Seetion 4.1, CSARIL or its sublicensce, ay provided for in Secrion 3.2, shall remit
payments in full tor the rovalties spectfied in Seetion 4.1 on either a monthly or a guarierly basis,
as agreed to by the paties. through the Muoltilateral Netting Process.

5.3 CSARL shull be responsible (or afl siles. use and other taxey or governmental
fees that may be levied or assessed on any payments or other cash constderation to CA'T winder
this Agreement, excluding only tuxes based on CA'T’s vet income. All paviments required to be
made to CA'T under this Agreement shall be without deduction or withholding for or on sccount
of finy taxes or sinnliar govermmental charges, which taxes and govenmmental charges are veferred
o heremafter cotlectively, and mdividually witliouf distinction,. as “"Withholding Taxes™ and are
the sole eesponsthility of CSARL, To the extent any Withholding Taxes may be withheld from
any paviments or other cosh consideration to CAT under this Agreement contrary to this
stubsection, CSARL shall promptly deliver to CAT official tax receipts or other certificates
evidencing puyvment of such Withholding Taxes,

5.4 Payments shall be made in U.S. dollars unless otherwise apreed by the Parties.

G. [erimn. Termination and Nonrenewal
6.1 This Agreement shall continue in effect until Jaouary §, 2016, Neither Party may

terminate this Agreement without cause during the remaining term of this Agreement.

6.2 IFar any wme ether Party breaches this Agreement. the non-Bréaching Party may,
at its sole option, give notice of Wwrminaton of this Agreanent, which notice shall speeify the
Agreement provistons winch sre not bemng complied with and the failure on which such notices
based, and this Agreement shall then wrnunate on the expirainon of ane (1) menth ("Cure
Period”) after such notice s gven unless the Party in breach shall fumish evidence, prior to the
end of the Cure Period, that the failure speeitied in such notice has been corrected and no longey

eXIsls,
0.3 Uipon any termination of this Agreement for any reason;
{a) Al sublicenses gramod hereunder shall immediaiely terminate;
(h) CSARL fand s sublicensees) shall immediately cease all use of the rights

licensed herewnder: provided, however, CSARL (and its sublicensees) shall be pernnitred
to sell during the six- (0-) month period wamediately fotlowing the expiration, provided
that CSARL (and s sublicensces) comply(ies) with the relevant provisions of thig

54
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Agreement, its (or their) remaining inventory of products covered by this Agreement, if
any, existing as of the date of expiration. CSARL {and its sublicensees) shall not produce
or acquire an excessive number of such products in anticipation of expiration and selling
the same during such six- (6-) mwoath pericd. Al of such sajes shall be subject to all ol
the terms af this Agreement;

() CSARL shall as directed by CAT, promptly desiroy or return to CAT all
drawings, prints, designs, specitications, mstructions and oiher documerits comprising or
relating (o the Intellectual Property, together with all copies, summaries or abstracts
thercot. and any other formation or documentation furnished or delivered v CSARL
under this Agreement. The obligaton of C3ARL shatl not extend 1o information that is
ar becomes publichy available through no fault o CSARL, 1510 the possesston of CSARL
pursuant 1o another agreement between the Parties, or is obtained by CSARL fom a
Third Party who hay the legal right to convey such information to CSARL: and

(d) CSARL shall promptly follow any direetion of CAT concerning storage,
shipment, disposal or return of raw material ventory,

7. Indempitication.  CSARL shall indemnnty. detend and  hold  harmless CAT, its
subsidiaries and affilintes. tts and their directors, officers and employees, from and agidinst any
and all claims, damages, costs and expenses of any nature with respect to (1) any use of
Intellectual Prapesty, (1) any loss or damage to property, and/or (1) any jury to or death of any
person, ansing out of or attnibutabie w the manutzcture or sale of products pursuant to the
licenses granted under this Agreement,  Such indemmificaton shall not extend to amy claim,
damages, costs and/or expenses of any nature with respect to any loss or damage to property,
and/or any mjury to or death ol any person, ansing out of or atdributable (0 warranty claims or
other ubligations resulting from design detects divectly artrtbutable to Intellectual Property, but
not to the extent resulting from modifications of Intellectual Property by CSARL or its

ransterees.
. isclaimers, Warrantics, Protection ot lntellectual Property and Lindation of Liabality

4.1 Except as disclosed o CSARL, CAT has not received uny notice or claim by a
Uhird Party that materially atfocts CSARL's ability to exercise its rights under this Agreement.

8.2 WNothing in this Agreement 'qhuii ah construed wy wowartaniy o representation oy
AT that anvthing niade, used. offered [or sald, sald, imported or otherwise disposed of pursuant
e this Agreement is or will be free from m..::t':n_-__ta.,‘sm:m of the intellevtual proparty nghts of any

Third Pu m‘,

8.3 CAT is not granting by implicaton. estoppel or otherwise any license or vight
under intellectital property or other intangible rights of CAT other than is reyuired to market.
make, have made, use, offer for sale, sell or fmpert products as contemplated undeér this
Agreement,

3.4 CSARL shall mark, and shall ensure that all products made by or for W pursuant o
this Agreement are marked by manufacturers and suppliers with such tegal notce of al)

Trademarks and copyrights which are subject to this Agrcement as may be reguived, provided

KV
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for. or permitted by applicable laws and regulations. CSARL shall undertake any registrations of

this Agreement, as required or appropriate, with the eooperation of CAT.

4.5 Upon written request by CAT turnished with reasonable advadee notice, CSARL
shall discontinue the manufacture of Licensed Products as CA'T may dusignate as being obsolete
or superseded, as soon as practicable tollowing receipt of such written request or at such date in
the future that CAT shall provide.

8.0 CAT is under no obligation to obtain any intellectual property right (such as by
application or registration) or to maintain any such right in foree

8.7 CAT is under no obligation to bring or prokecute detions or suits against thivd
parties tor tnfringement.

8.8 Neither Party will be lighle for any special, incidental, indireet, special or
consequential damages (including, without limitation, lost profits or revenue), even if informed
of the possibility thereof in advance.

8.9 In no event shall CAT be hable to CSARL or any sublicensee for any loss or
danmiige in excess of the amount paid by CSARL or such sublicensee to CAT under this
Agreement,

9, Notiges. Notices hereunder shall be in writing and shall be: (1) deliverad in person to the
tollowing addresses, as the case may be; (1) sent by registered ov certified mall, postage prepaid,
return receipt requested addressed to the following. as the case may bey (1) sent by thcsimile 1o
the following, as the case mav be, und confirmed hy the sender by mail as provided above: or
(iv) sent by puaraniced overnight courier o the {Gllowing, as the case may be.

To CAT: ' To CSARL:
Caterpullar Ine. Caterpillar SARL
LO0 NOE, Adams St. " Rutite de Fromtenex
Peoria. [L 61629-7310 FO. Gox 6000
Attt General Counsel CH-1211 Geneva 6, Switzerland
Phone: (309) 675.4428 At Vice President
Facsimile; (30Y) 675-0880 Phone: (41) 22849-4203

Faceimile: {(41) 228404082

SLE
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With copy to! With copy to:

Caterpillar Inc. Caterpiilar SARL.

100 N B Adams Street 76 Route de Frontenex

Peoria, Hlinois 61629-9510 PO Box 6000

Attn: General 1P Counsel CH-1211 Geneva 6. Switzertand
Phone: (3093 075-3081 Attn: General Counsel
Facsimile: (309) 675-1236 Phone: (41) 22849-4204

Facsimile: (41} 22840-4982

Such notices shall be effective, as appropriate, when: personally delivered: dcposftcd with either
the LS, Postal Service or Swiss Postal Service; sent by facsimile: or

sent’ by coudler service.
Fach Party may change any of its addresses specified herein by providing notice thereof in
accordance with this Agreement.

. Provisions Surviving Termination of this Agreement. No termination of this Agreement
shall relieve. CSARL of any lability or obligation acerved, or arising from tacts or events
peeurrmg, nnder this Agreement prior to such fermination and, wrthout limiting the generality of
the foregoing, Scetfons 30 4 50 7 and 8 and all others wivch by théiv own terms survive
termination. shall survive such termination and continue in full foree and effect with respect to
such liability or obligation.

L1, No Waiver. Any Flure of either Party to entorce at any lime any ot the provisions of
this Agreement or any rights or remedies with respect thereto or to exercise any clection herein
provided shall not constitute & waiver of any such provision, right, remedy or clection or in any
away affect the validity thereof or of this Agreemuent.  The exercise by either Party of any of its

rghits, remedies or elections under the terms of this Agreement shall not preclude or prejudice
such Party’s rights to cxercise at any other vime the same or other right, remedy or election it
may have under this Agreement. The rights of tennination provided heren are o addition 1o any
ather right, remedy or election either Party may have hereunder, wcluding the right to sue for
breach witheut terminating.

[hes No_Agency.  Nothing contained heretn nov auything done by elther Party performing
ander this Avreement shall be deemed to constitute cither Party the agent of the other in any
sense.

13, Export Contol

Regulutions.  CSARL nerees that it wall not. contrary to U8, export
contrul regulations, re-export, divectly or indirectiv, any techmical data fumished o it pursuant to
this Agreement, or expert, diveatly or indivectly, any direct product of any such wehieal dota.
As o used hereon the phrase “technieal data” means professwonal scentfic or techmical
intormation, written or oral, mcluding any model, design, photograph, photographic  film,
document or otler article or material, containing a plan, speeit

arion, or descriptive or technical
information of anyv kind which can be used or adapted for use in connection with any process,
synthesis, or operation in Uwe production, manufacture. utilization, or reconstruction of articles or
materials. As used herein the phrase “direet produet”™ means the immediate product (ineluding
processes and secvices) produced ditcctly by use of the techiical data,
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[ES Entire Agreement. This Agreement constitutes the entire agreement and understanding
between the parties hereto pertaining to the ficenses granted herein, and no term or provision ol
this Agreement shall be varied or moditied by any prior or subsequent statement, conduct or act
of either of the parties. exvept that hereafter the parties may amend this Agreement by written
instrument specitically referving to this Agrecmaent and exeeuted by ap suthorized representative
of each Party.

IS, Ciovernir

g Law. This Asreement shisfl be governed by and construed in accordance wiith
the luws of the State of Hlinais, LLS A withoul regard 1o the principles ol conidlicts of law.

16. Counterpaves,  This Agreement may be exeeuted in any number of counterparts, each of
which shall be un arigic
the same instrument.

al with the sume effect as i the signatures ihareto and hereto were upon

INCWIPNESS WHEREOU, the parties hereto have signed this Agreeement on the date(s)
herein noted below and shall be effective as of the Liteciive Date first set torth ubove.

CAT CSARL _
CATERPILLAR INC. CATERPHAAR SARE
- (/ o 7 /_,

By x_-}*;'LCv' % > b,ld‘,w Hy: i, .>f Yy

Name: James 03, Buda Mame:Thomes Zilihinann

Vitle: Se. VP and Chief | egal Officar Tide: Gérant (Managing Director)

| 2

¥
1
\\‘
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XHIBIC A

LISTOF CSARL TECHNQLOGY PRODUCTS

1y 8kid Steer Loaders

2y Compact Wheel Loaders

3} Hydrautic Exeavators ¢including mini-hvdraulic excavators)
4y Artieulated Trucks

3} Reciproeating Natarud Gas G240-16 Model Engines

61 WECO Drag-Line Buckets

)/.—
/ )
YA,
/ s
A4l Lk e
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FIETH AMENDED AND RESTATED SERVICES AGREEMENT

This FIFTH AMENDED AND RESTATED SERVICES AGREEMENT ythe
“Agreement”), except as otherwise provided herein. is effective as of September |. 1999 (the
"Effective Date"), and amends and restates the Services Agreement originally etfective as of
September 1, 1999, by and between Caterpillar Inc.. a corporation established and existing
under the laws of the State of Delaware (U.S.A.) {("CATERPILLAR™. and Caerpillar
S.A.R.L., a société a responsabilité limitée organized under the laws of Switzerland ("CAT
SARL"), as amended and restated from time to time by the parties.

WHEREAS, CAT SARL makes or has made, markets and sells heavy, earth
moving machinery and other equipment outside of the United States and sells a vanety of
replacement parts for such equipment outside of the United States;

WHEREAS, CAT SARL desires to engage CATERPILL AR to provide the
Services described in Section 1 and Schedule 1 to this Agreement on behalf of CAT SARL
(or its Subsidiaries, when applicable); and

WHEREAS, CATERPILLAR can provide, directly or through agreements
with other companies, the Services described in Section | and Schedule 1 to this Agreement,

NOW, THEREFORE, in consideration of the promises, covenants and
agreements hereinafler contained and other valuable consideration, the receipt and sufficiency
of which is hereby acknowledged, the parties hereto, intending to be legally bound, hereby
agree as follows:

l. Services to be Provided. During the term of this Agreement, CATERPILLAR will
provide, or will cause to be provided. 1o CAT SARL (or its Subsidiaries. when applicable)
those services that are set forth on Schedule 1 to this Agreement, which may be amended
by the parties from time to time (the “Services™).

3

Definitions.

2.1. Muluilateral Netting Process. Multilateral Netting Process means the monthly
process whereby all amounts owed among CATERPILLAR and its subsidiaries are

netted to determine the amounts of receivable/pavable and/or cash settiements which
are then cleared through CATERPILLAR,

CHIS 40349591 539417 0044
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2.2, Subsidiary. Subsidiary means any separately organized legal gntity that s dirsctv or
indirectly wholly-owned by CAT SARL and s disregarded as an entity separate from
its sole owner. CAT SARL, for LS. federal income tax purposes and erfecuve as of
July 3. 2000 shall include Caterpiliar of Australia Pry. Ltd.. a company organized
under the laws of the State of Victoria. Australia. having a place of business at |
Caterpillar Dnive. Tullamarinie, Victoria 3043, Australia. regardless of whether
Caterpillar of Australia Pry. Ltd. is directly or indirectly owned by CAT SARL.

3. Duties and Responsibilities.

3.1. Temitory. The parties agree that CATERPILLAR shall provide the Services to CAT
SARL (or its Subsidiaries, when applicable) with respect to the territory set forth on
Schedule 2 to this Agreement. which may be amended by the parties from nme to
time (the “Territory™).

3.2. Quality Standards. CATERPILLAR shall provide the Services with reasonable care
and agrees that it shall provide the Services so as to preserve the goodwill and good
reputation associated with the products of CAT SARL and its subsidiaries.
CATERPILLAR agrees to comply with all applicable laws and regulations, and to

obtain all necessary or appropriate regulatory approvals, related to providing the
Services in accordance with this Agreement.

3.3. Compliance With Laws. CAT SARL shall at all times cooperate with
CATERPILLAR's compliance with all applicable laws and regulations, and with its

obtaining all necessary or appropriate regulatory approvals, related to providing the
Services in accordance with this Agreement.

4. Consideration. CAT SARL shall pay 16 CATERPILLAR 2 service fee (the “Service Fee™)
calculated in accordance with the rate set forth on Schedule 3 to this Agreement for
Services performed by CATERPILLAR pursuant to this Agreement.

Ly

Relationship of the Parties. In all marters governed by this Agreement. each party hereto
shall be solely responsible for the acts of its employees, and the employees of one party
shall not be considered employees of the other party. Except as otherwise provided
herein, no party shall have any right. power, or authority to create any obligation, express
or implied, on behalf of any other party with respect to the matters governed by this
Agreement. [t is the intent of the parties hereto that CATERPILLAR shall act as an
independent contractor in providing the Services pursuant to this Agreement. Nothing in
this Agreement is intended to create or constitute a joint venture, parinership. or agency
relationship between the parties hereto or the persons referred to herein. and
CATERPILLAR shall have no power to obligate or bind CAT SARL in any manner
whatsoever with respect to the marers governed by this Agreement,

6. Repons and Pavments.

6.1. Reponts. CAT SARL shall keep regular books of account. make such books

+
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available for inspection by an authorized representative of CATERPILLAR at any
ume requested by CATERPILLAR. provide CATERPILLAR with the necessary
information to calculate the Service Fee. render reports to CATERPILLAR ar another

as may be requested, and-or perform any other task related to reporting with respect
to the Services.

6.2. Payments. On a monthly basis, CATERPILLAR shall, in good faith, calculate the
Service Fees due from CAT SARL as specified in Schedule 3 hereof from
information provided by CAT SARL. CAT SARL shall remit payments in full for
the Service Fees due hereof on a monthly or quarterly basis, as agreed 10 by the

parties. through the Multilateral Netting Process or as otherwise directed by
CATERPILLAR.

~4

Indemnification. CAT SARL agrees to defend. indemnify, and hold CATERPILLAR
harmless against any claims, demands, causes of action and judgments (individually and
together a “Loss™) arising out of CAT SARL’s (or its Subsidiaries') actions or failures to
act with respect to the sale, distnbution, advertising, or promotion of products or with
respect to providing Services under this Agreement, except to the extent such Loss arises
as a result of CATERPILLAR's breach of its duties under the Section hereof entitled
“Duties and Responsibilities.”

8. Term and Termination.

8.1. Term. The initial term of this Agreement shall be three (3) years from Septemnber |,
1999. Unless notice is provided at least ninety (90) days from the end of the initial
term, this Agreement shall automatically renew for successive terms of one year
thereafter. Following the initial term, either party may terminate this Agreement
upon ninety (90) days notice, which shall be given and shall be effective on the date
provided in the Section hereof entitled “Notices."”

8.2. Termination. If, at any time, either party breaches this Agreement, the other party
may, at its sole option. give notice of termination of this Agreement, which notice
shall specify the Agreement provision(s) which is/are not being complied with and
the failure on which such notice is based. This Agreement shall then terminate on the
expiration of one (1) month ("Cure Period™) after such notice 1s given unless the party
in breach shall fumish evidence satisfactory to the other party. pnior ta the end of the

Cure Period. that the failure specified in such notice has been corrected and no longer
exists.

9. Provisions Surviving Termination of this Avreement. Termination of this Agreement
shall not relieve CAT SARL of any liability or obligation accrued under this Agreement
prior to such termination and. without limiting the generality of the foregoing, the
Sections entitled “Indemnificatien™ and “Provisions Surviving Termination of this
Agreement” and the obligation to maintain [ntellectual Property in confidence shall
survive such termination and continue 1n full force and effect.
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10. Confidenualitv. From time to time prior to and during the term of this Agresment. either
party ("X} has disclosed or may disciose confidential and proprietary information to the
other party (*Y™). This information shall be kept stnctly confidennal by Y duning the
term of this Agreement and at all umes thereafter. and shall be used solely for s own
benetit in connection with providing the Services. Y shall not disclose any confidenual
information to any person or entity, except 1o its employees, agents, attormeys. accountants
and other advisors who need to know such information to perform the Services or satisfy
the duties and obligations hereunder.

I'l. Assignment. CAT SARL shall not convey, pledge. encumber or otherwise dispose of this
Agreement or of any right or interest hereunder without the prior written consent of
CATERPILLAR referencing this Agreement. Any such prohibited act shall be invalid and
void and, at CATERPILLAR's option, shall invalidate and immediately terminate this
Agreement. Any assignment or transfer of this Agreement or any right or interest
hereunder by operation of law shall immediately terminate and invalidate this Agreement
and all rights granted hereby.

12. Applicable Law, This Agreement shall be governed by and construed in accordance with
the laws of the State of Illinois, U.S.A., without reference to the choice of law principles
thereof.

13, Information. CAT SARL shall provide, upon the request of CATERPILLAR, any
information requested by CATERPILLAR that wil} enable CATERPILLAR to determine
or verify the amount of any payment due hereunder by CAT SARL.

l4. Waiver and Modification. Any failure of either party to enforce at any time any of the
provisions of this Agreement, or any rights or remedies with respect thereto, or to exercise
any election herein provided shall not constitute a waiver of any such provision, right.
remedy or election or in any way affect the validiry thereof or of this Agreement. The
exercise by either party of any of its rights, remedies or elections under the terms of this
Agreement shall not preclude or prejudice such party's rights to exercise at any other time
the same or other right, remedy or election it may have under this Agreement. The rights
of termination provided herein are in addition to any other night, remedy or election that
either party may have hereunder. including the right to sue for breach without termination.

|5. Severability. Inthe event thatany term or provision of this Agreement shall for any
reason be held to be invalid, illegal or unenforceable in any respect, such invalidity,
illegality or unenforceabiliry shall not affect any other term or provision. and this
Agreement shall be interpreted and construed as if such term or provision. o the extent

the same shall have been held invalid. illegal or unentorceable, had never been contained
herein.

16. [ntegration.

16.1.This Agreement constitutes the entire agreement and understanding between the
parties hereto pertaining to the Services provided hereunder and no term or provision
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of this Agreement shall be vaned or modified by anv prior or subsequent staiement,
conduct or act of either of the parties: except that. hereafter the parties may rmend
this Agreement by wntten instrument specifically refernng to this Agreement and
executed by an authonzed representative of each party, Correcuions, referred w
below. reflect the intent of the parties from the inception of the Services Agreement
which was effective September 1, 1999,

16.2.The First Amended And Restated Services Agreement: expanded the defimition of
“Territory™ to include that associated with CAT SARL's Singapore branch.

16.3.The Second Amended And Restated Services Agreement:

16.3.1. corrected the language of the Agreement to clearly reflect the parties’ intent
(a) 1o true the monthly Service Fee up 1o actual costs plus 5%: (b) that the Services
Agreement was first effective September 1, 1999 and was not amended by the
Second Amendment of Agreements executed by and between the parues effecuve as
of September 29, 1999: and (c) that the Service Agreement applies to all tinished
replacement parts transferred and/or sold by CATERPILLAR to CAT SARL at
acquisition cost plus uplifts;

16.3.2. expanded the definition of “Territory” to include that associated with
Caterpillar of Australia Ltd. effective as of July 3, 2000; and

16.3.3 expanded the Agreement to include references to sales by Disregarded Entity
Subsidiaries effective as of July 3, 2000.

16.4 The Amendment to the Second Amended And Restated Services A greement:

[6.4.1 removed from the definition of “Applicable Goods™ purchased finished
replacement parts that are purchased by CAT SARL from CATERPILLAR when such
are acquired at CATERPILLAR's acquisition cost plus uplifts and corrected the
definition of “Applicable Goods™ with reference to the suppliers managed under the
European Centralized Inventory Control svstem, whether related or unreiated: and

16.:4.2. in connection with 16.4.1 removed from the definition of “Costs™ the language
“exclusive of CATERPILLAR s costs of performing Services associated with coods
sold to CAT SARL by CATERPILLAR or a Related Party at an intercompany {arm’'s
length) price” as (a) an adjustment in that the Agreement no longer applies to services
associated with purchased finished replacement parts that are purchased by CAT
SARL from CATERPILLAR and (b) as a correction in that the cost basis includes
services associated with purchased finished replacement pans acquired from suppliers
managed under the European Centralized Inventory Control system. whether related or
unrelated.

[6.5. The Third Amended And Restated Services Agreement:

n
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16.5.1. corrected the references to Disrezarded Enuty Subsidianes.

16.5.2. expanded the definition of Terntory to include the Caribbean. Central
America, Mexico and South America effective as of December |. 2001,

16.5.3 expanded the Services to be provided as set forth in Schedule 1: and
16.5.4. amended the definition of “Applicable Goods™ as set forth in Schedule 3.

16.6. The Fourth Amended and Restated Services Agreement expanded the definition of
the Terntory to include Canada, effective as of August 20, 2002.

16.7. This Fifth Amended and Restated Services Agreement:

16.7.1. clarifies the definition of Subsidiary as it relates to Caterpillar of Australia
Pty. Lid.; and

16.7.2. expands the definition of the Territory to include: the People's Republic of
China, Hong Kong; and the Republic of China (Taiwan),

17. Notices. All notices, requests, demands and other communications hereunder shall be in
writing and shall be sent by facsimile or by registered or certified mail, postage prepaid, (o
CAT SARL and CATERPILLAR ar the addresses specified below:

Ifto CAT SARL: Caterpillar S.AR.L.
76, Route de Fronienex
1211, Geneva, Switzerland
Attn: Legal Deparmment
Phone: (41 22) 849.4201
Facsimile: (41 22) 849.4982

o CATERPILLAR: Caterpillar Inc.
100 N.E, Adams Street
Peoria, Nlinois 61629-9600
United Stares of America
Attn: General Counsel
Phone: (209} 675-4437
Facsimile: 1309) 675-6886.

18. Headings. The section headings contained in this Agreement are for reference purpases
only and shall not effect in any way the meaning or interpretation of this Agreement.

19. Authority to Enter into Agreement. Each party warrants and represents that it has the full
power and authority to undertake the obligations set forth in this Agreement.
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20. Counterparts. This Agreement may be executed in muluple counterpans. 2ach of which
will be deemed an onginal, but all of which constitute one instrument.

[N WITNESS WHEREOF, the parues hereto have executed this A greement to be
etfective as of the Effective Date except as otherwise provided herein,

CATERPILLAR INC, CATERPILLAR S.A R.L.
% /
By: Byzﬂ.w{ /ngu—.“'-: £
Title: Tule_ASsied £S cie i
THI9Y 403495941 039437 0094
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2 .
20. Counteggans. This Ag,reemcnt may be executed in multiple counterparts. such of w ek
will be deemed an oniginal, but all of which constitute one instrument T

_ i WI:TNESS W_HEREOF' the parties hereto have executed this Agreement to he
etfective as of the Effective Date except as otherw:se provided herein. ) o

CATERIPELLAR DNC-. ' CATERPILLAR S.A.R.L.
By: Jo pram Sd] By:
Title: " mrd 5oz 2 e Title:

7
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FIFTH AMENDED AND RESTATED SERVICES AGREEMENT

Schedule of Serviges 1o be Provided by CATERPILLAR

For purposes of this schedule references 1o CATERPILLAR shall include
CATERPILLAR and any of its Subsidiaries. The Services provided by CATERPILLAR shall
include, but not be limited to:

1. Creation. translation, and dissemination of service manuals, service literature. and other
materials for replacement parts;

2. Inventory availability management;

3. Providing parts customer service to dealers {i.e., dealer order inquiries, dealer order
expediting);

4. Providing parts pricing determinations;

5. Processing of dealer parts retumns;

6. Human resources assistance;

7. Maintenance and support with respect to information systerns;

8. Marketing consulting (i.e., creation and support of dealer marketing programs);
9. Sirategic planning; and

10. Accounting services.

And, effective December 1, 2001. shall also include the following Services peraining 10
CAT SARL inventory in U.S: warehouses:

L1, Manage and monitor inventory levels worldwide and perform expediting services;
12. Arrange for ransportation of CAT SARL goods:
13. General warehousing services and facilities for such; and

14. Inventory management services at U.S. warehouses.
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Schedule 2

FIFTH AMENDED AND RESTATED SERVICES AGREEMENT

Territory

For the purposes of this Agreement, “Territory” means Western Europe,
Eastern Europe, Africa, the Middle East, the Commonwealth of Independent States. the
Nordic Countries, Russia and Near Asia; and effective as of Decernber 1. 1999 includes the
following territories that are associated with CAT SARL's Singapore branch: India,
Bangladesh, Korea, Lao PDR, Cambodia, Thailand, Philippines, Myanmar. Indonesia.
Bhutan, Nepal, Malaysia, Singapore, Sri Lanka, Viemam, and Mongolia: and effective as of
July 3, 2000 mcludes, the following territories: Australia; Fiji Islands; New Caledonia: New
Zealand; Papua New Guinea; Samoa, American; Solomon Islands: Tahiti and Tonga; and
effective as of December |, 2001 the following territories that are associated with Caterpillar
Americas S.A.R.L.: the Caribbean, Central America, Mexico and South America; and
effective August 30, 2002 includes Canada, and effective January 1, 2003, includes: the
People’s Republic of China, Hong Kong, and the Republic of China (Taiwan).
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FIFTH AMENDED AND RESTATED SERVICES AGREEMENT

Service Fee

Beginning September 1, 2000 and for the remaining term of this Agreement
unless otherwise agreed by the parties, CATERPILLAR shall charge CAT SARL for Services
rendered a Service Fee as a percentage of Net Sales (as detined below) of the Applicable
Goods (defined below) sold by CAT SARL (or any of its Subsidiaries, when applicabley in
the Territory as set forth in Schedule 2 and established by the parties from time to time.

“Applicable Goods™ are those purchased finished replacement parts that are
purchased by CAT SARL (or its Subsidiaries, when applicable) from (1) Third Party U.S.
suppliers; (2) suppliers managed under the European Centralized Inventory Control system,
whether related or unrelated; (3) effective January 1, 2001, Shin Caterpillar Mitsubishi Lid.;
and (4) effective June 11, 2001, Third Party suppliers located outside of the U.S, when such
directly ship to locations within the Territory; and that are sold by CAT SARL (or its
Subsidiaries, when applicable) to Third Parties.

“Third Parties” shall mean anyone other than CATERPILLAR or any company
that is controlled, directly or indirectly through one or more intermediate Companies, by
CATERPILLAR. For purposes of this definition, “control” of a company means the power,
direct or indirect, to diréct or cause the direction of the management and policies of such
company whether by contract or otherwise; and, in any event, ownership of more than 50% of
the voting interests of another company shall be deemed control of that company.

“Net Sales” shall mean the total gross sales of CAT SARL (or any of its
Subsidiaries, when applicable) of Applicable Goods made 1n the Territory, less, to the extent
that they are included in the gross sales, any returns.

At the end of each year, CATERPILLAR shall determine the total of
CATERPILLAR's fully burdened (i.e., including overhead) costs incurred by
CATERPILLAR with respect to the Services provided by CATERPILLAR under this
Agreement. If the total of the costs plus 5% for the calendar year is greater or less than the
amounts charged for such year under the first sentence of this Schedule 3. the Service Fee
shall be adjusted and, if greater, CAT SARL shall pav CATERPILLAR the difference and. if
less, CATERPILLAR shall refund CAT SARL the difference. This adjustment shall be made
during the Multilateral Netting Process as soon as possible thereafter and payable in the
subsequent vear.
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I. What intangible property will be transferred from Cat Inc. to COSARL under
the replacement parts license?

Cat Inc. (“Cat™) will grant a license to COSARL to make, use and sell Cat replacement
parts to COSA’s dealers. The license will include the right to sell the products under Cat
trademarks.

Reg. section 1.482-4(b) (Definition of Intangible) describes an intangible as an asset that
has substantial value independent of the services of any individual and that comprises any
item in a specified list (Reg. section 1.482-4(b)(1)-(6)). Scanning the list, it appears that
the following items are relevant to the replacement parts license: Patents, designs,
trademarks, contracts, systems, procedures, know-how, methods, forecasts, estimates, and
technical data.

e Patents and designs: Many of the parts incorporate patented or otherwise proprietary
features or designs. Cat will make available to COSARL all such information as
needed by COSARL to make, or have made for it, the licensed parts.
e Trademark: The licensed parts will be sold under the Cat trademark. Many parts
have the trademark stamped on them, and the packaging will be labeled with the
trademark.,
e Contracts: COSARL will have the right to buy direct from suppliers that Cat has
already qualified and negotiated prices and other terms with, and who are up and
running as Cat parts suppliers. -
¢ Systems and procedures: COSARL will have access to the Cat-proprietary LogNet PN{ETW o
mr information system for ordering parts from purchased-finished suppliers. COSARL Uomsc
P P o sowice” also uses the Cat-proprietary Distribution Requirements Planning (DRP) software for
1 materials control planning at Grimbergin.
e Know-how, methods, forecasts, estimates and technical data: Cat will make available
to COSARL [Does Cat license this technology to COSARL? Or, does Cat use
this technology in the context of it rendering services to COSARL?]

IW. 5

II. Best method selection for determining an arm’s length royalty for the
replacement parts license

The specified methods for transfers of intangibles are:

e CUT
CPM
e Profit Split

Primary criteria for choosing the best method are:
o Degree of comparability between tested party or transaction and available comparable

uncontrolled companies or transactions, and
¢ Quality of the data and assumptions used in the analysis.

Permanent Subcommittee on Investigations
EXHIBIT #53
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With respect to activities performed in connection with the replacement parts license, the
following is an abbreviated list of factors that could affect comparability of Cat,
COSARL or the license with uncontrolled companies or transactions.

1. Functions:

A listing of functions performed should include consideration of resources employed by
the company in performing a particular function, such as working capital, fixed assets or
intangible assets.

The following table is where we need to end up. Either COSARL performs the functions
directly, or COSARL hires Cat to perform the services for it. Either way, COSARL is
attributed with performing the services (as long as the service fee is arm’s length and, in
particular, compensates Cat for Cat’s use of any valuable intangibles, such as systems or
data bases, in connection with rendering the services to COSARL).

Function Cat COSARL Other
R&D X
Product Design/Engineering X
Manufacturing engineering X X
Product fabrication K(worked) X(P/F)
Purchasing
Materials management
Marketing & Distribution:
Inventory management
Warranty administration
Advertising
Dealer Management
Transportation and warehousing
Legal
Credit and collection
Accounting & Finance
HR

R e R

In performing its marketing and distribution function (for original equipment as well as
for parts), COSARL brings significant intangible resources to bear, namely the “dealer
network™.
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2. Risks:

This table shows where we should end up. We need to bear in mind the provisions in
Reg. section 1.482-1(d)(3)(iii)(B) on the identification of the party that bears a particular
risk. There are three criteria: conduct consistent with purported risk bearing; financial
capacity to fund losses that could result from bearing the risk; and having managerial
control over the business activities that pertain to the risk factor.

Cat COSARL Other

Market Risks (fluctuations
in costs, pricing, inventory
levels) X

R&D Risk (i.e., risk that R&D

~ spending will be wasted) X

Financial Risk (FX)

Credit Risk

Product Liability Risk

General business risk

PR

We need to take a position on the “aggregation of transactions” provisions of Reg.
section 1.482-1(H)(2)(i). That is, do we test the replacement parts royalty and the tangible
property transfer prices jointly, or separately? An important consideration in this regard
is the degree to which the two categories of transactions are interrelated. If they are
highly interrelated, then the most reliable methodology could be to test the transactions in
an aggregated format. See Example 4 of this regulation.

If we use a CPM and an aggregated test format, then the comparables should be a
blended sample of distributors (for COSARL’s resale business) and manufacturers (for
COSARL’s licensed replacement parts business).

If we separately test the parts royalty and COSARL’s resale business, then we could use a
CPM on the latter and (1) CPM or (2) CUT or (3) profit split on the former.

Under an aggregated format, an alternative to the CPM is profit split. Here, we would
argue that COSARL’s intangibles differentiate it from CPM comparables to such an
extent that CPM is not best method. We need to order and read the Annual Reports for
the Buropean distributor comparables -- especially the “high intangible / dealer
network” ones -- and learn as much as we can about their distribution channels to see if
COSARL really is that different, Another way of exploring this would be to compute a
measure of SG&A intensity, as a proxy for COSARL’s investment in its dealers, Then,
compare COSA to the comparables. Maybe SG&A as ratio of gross profit (?)

Under the (residual) profit split approach, we would need.:

e Indicators of Cat and COSARL’s respective contributions to the combined operating
profit of equipment and parts sales in COSA territory. In particular, measures of each

Confidential Treatment Requested by PwC PwC_PSI|_CAT_00199860



party’s relative contribution of intangible property to the relevant business activity are
needed, such as market data on fair market value, or indirect measures such as the
capitalized cost of developing the intangibles (less an appropriate amount of
amortization based on the useful life of each intangible).

To do this, we’ll need intangible development costs for Cat (R&D? and something for
the trademark(?)) and COSARL (dealer development costs).

Recommendation:

CPM under aggregation of transactions format to determine royalty rate
Supplement by a residual profit split analysis, again under an aggregation of
transactions format

e Use one royalty rate for all licensed replacement parts

¢ Supplemental test / test of reasonableness of royalty through CUT and Sundstrand.
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“To Do” List

Review Annual Report ¢f each European comparable distributor for detailed
r,.\,(;/ descnption of its distribution network; compare and contrast this with COSARL’s
2. Compile refined sample of European distributors comparables
3. Compile refined sample of European “licensee” (i.., manufacturer) comparables
D sk 4. Get COSA balance sheets for last 3 years in order to make asset adjustments to the
PLIs
Chack /ka 5 Isi:ifgle and get COSA “dealer development costs™ for past 3 years (for residual profit
M 6. Define and get Cat “intangible development costs” for past 3 years (for residual profit
split).
—> 7. Conduct more P&SS interviews to ascertain 1) if DBS, Antares, DRP and LogNet are
really “transferred” to COSARL, or just used by Cat as it performs services to
N\ﬂ‘" - C?m COSARL, and 2) catalog all the services that Cat will be performing for COSARL in
connection with COSARL’s replacement parts business, and find out how P&SS
accountants allocate such costs to COSARL
yM. 8. Determine and compute a measure of “SG&A intensity” for COSA and the
distributor comparables to see if there is quantifiable evidence that COSA spends
more on distribution channel management that the comparable distributors.
ML9. Refine Gene’s CUT sample into the best group (i.e., eliminate commission agents and
obvious non-parts agreements, etc.)
mL 10. Summarize Sundstrand into a one-page piece that discussed the relevance of that case
to the COSARL licensed replacement parts situation.
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