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A Second Chance For CAT

Upgrading to Outperform. We are raising our 2010-2012 est’s to $1.95, $3.70,
and $5.10, respectively. With 22% upside to our new TP of $63, we upgrade
Caterpillar to Outperform from Neutral. OygJP is 15x our 2012 EPS, discounted
back. We assume the following: 1) NA J#achinery (very profitable for CAT) sales

mkis continue to expand, drivin
demand for commodities. This provi
machinery volumes, & 3) |

dities Remain Strong. We believe that emerging mkt
drive a recovery in commodities thereby increasing

tion Need Not Be Perfect. During the last cycle, CAT outperformed both
the S&P500 and broader machinery index, despite execution hiccups. CAT’s $8-
$10 EPS goal by 2012 is lofty, but we believe the range is possible by 2015-16.
The downturn has given CAT the opportunity to make structural changes in its
cost base, (ID’d $3-3.5B in cost saving oppty’s via CPS). Additionally, dealer
inventory reductions of $3B in ’09 should get CAT off to a running start in 2010.

Share price performance

Financial and valuation metrics
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On 09/23/09 the S&P 500 index closed at 1060.87

Quarterly EPS Q1 Q2 Q3 Q4

2008A 145 174 139 1.08
2009E 0.39 0.72 0.02 0.30
2010E — — — —

Year 12/08A 12/09E 12/10E
EPS (CS adj., US$) 5.67 1.43 1.95
Prev. EPS (US$) — — 1.55
P/E (x) 9.1 36.1 26.6
P/E rel. (%) 54.9 204.5 186.4
Revenue (US$ m) 48,044.0 30,330.6 32,341.6
EBITDA (US$ m) 5,761.0 2,754.4 3,504.3
OCFPS (US$) 6.46 5.04 —
P/OCF (x) 6.9 10.3 —
EV/EBITDA (current) 6.7 13.9 10.8
Net debt (US$ m) 6,307 6,080 5,807
ROIC (%) — — —
Number of shares (m) 619.80 IC (12/08A, US$ m) —
BV/share (current, US$) 11.9 EV/IC (x) —
Net debt (current, US$ m) 5,176.0 Dividend (current, US$) 1.68
Net debt/tot. cap. (current, %) 36.4 Dividend yield (%) 3.2

Source: Company data, Credit Suisse estimates.

DISCLOSURE APPENDIX CONTAINS IMPORTANT DISCLOSURES, ANALYST CERTIFICATIONS, INFORMATION ON
TRADE ALERTS, ANALYST MODEL PORTFOLIOS AND THE STATUS OF NON-U.S ANALYSTS. U.S. Disclosure:
Credit Suisse does and seeks to do business with companies covered in its research reports. As a result, investors should be
aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this
report as only a single factor in making their investment decision.




CREDIT SUISSE\

Investment Summary

While it's always tough to call the turn, US machinery sales are projected to decline 48%
from the peak in 2006. This is greater than the average decline of 32% over the past three
cycles. To give an idea of the order of magnitude in the sales shift, North American
machinery sales were 55% of the total in 2006, but fell to only 40% of machinery sales at
the end of 2008. Furthermore the revenue decline of 48% looks better than reality, inflated
by CAT’s increased exposure to less cyclical service markets like CAT logistics, helping
support revenues. We also think investors under appreciate the fact that CAT has been
much more prudent this cycle reducing dealer inventories. In 2009 alone CAT will reduce
dealer inventories by $3 billion, better positioning itself for potential earnings leverage
when end markets recover, which we predict occurs in late 2010. Also, while excess
inventories remain a concern, the market is aware of the challenge. Furthermore, we could
be under appreciating the potential benefit from emerging economies recovering which
could alleviate the excess inventory issue through shipping equipment overseas.

Exhibit 1: CAT NA Machinery Sales Peak To Trough

| CAT North America Machinery Sales
Period Peak Trough %A

Late 70s/Early 80s  $3,750 $1,840 -51%
Early 90s $3,973 $3,010 -24%

Early 2000s $8,352 $6,517
Average

Period Peak Trough; gtion (Years)
Current $14215  $7,410 ‘

Source: Company data, Credit Suisse estimates

While the company doesn’t break o by geography, in 2006 overall
margins were 11.6% when the US m} geak. This compares to just a 6.9%
margin in 2008, and its current unprofi oday (as CAT under produces retail).

company overproduces # meet demand.

Exhibit 2: Machinery Re
in millions, unless otherwise stated

Year sales OP'.
Income Margin
Q209 $ 4,388 $ (178) -4.1%

2008 $ 31,804 $2,194 6.9%
2007  $ 28,359 $2,758 9.7%
2006 $ 26,062 $3,028 11.6%
2005 $ 22,931 $2,431 10.6%
2004 $ 18,844 $1,789 9.5%

Source: Company data, Credit Suisse estimates

Exhibit 3 highlights Machinery sales by end market.

25 September 2009

Caterpillar Inc. (CAT)
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Exhibit 3: Machinery Sales By End Market
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Machinery Sales 134 134 117 119 122 12,0 137 188 229 261 284 31.8
% Total
Heavy Construction - - 28 31 31 35 35 33 32 34 34 28
General Construction - - 34 30 28 27 26 26 27 25 20 15
Total Construction 39 39 61 61 59 62 61 59 59 59 54 43
Mining 17 16 11 12 16 13 12 16 18 19 22 25
Quarry & Aggregate - - 9 8 7 8 9 8 8 9 10 7
Industrial, Forestry & Waste 15 14 15 15 14 14 12 1 10 9 10 9
Agriculture 6 7 4 4 4 3 - - - - - -
Other 23 24 - - - - 6 6 5 4 4 16
Total Machinery 100 100 100 100 100 100 100 100 100 100 100 100
Sales
Heavy Construction - - $32 $3.7 $38 $4.2 $48 $6.2 $73 $8.9 $9.6 $8.9
General Construction - - 3.9 3.6 3.4 3.2 3.6 4.9 6.2 6.5 5.7 4.8
Total Construction 5.2 5.2 71 7.2 7.2 7.4 83 111 135 154 15.3 13.7

Mining 2.3 2.2 1.3 1.4 1.9 1.6 1.6 3.0 41 5.0 6.2 .0
Quarry & Aggregate - - 1.1 0.9 0.9 1.0 1.2 1.5 1.8 2.3 2.
Industrial, Forestry & Waste 2.0 1.9 1.8 1.8 1.7 1.7 1.6 2.1 2.3 2.3

Agriculture 0.8 0.9 0.5 0.5 0.5 0.4 - - - -
Other 3.1 3.2 - - - - 0.8 1.1 1.1 1.0 1.
Total Machinery $134 $13.4 $11.7 $11.9 $122 $12.0 $13.7 $188 $22.9 $26.1 $28.4

Source: Company data, Credit Suisse estimates

We believe the US housing market recovery will be a catalyst for d
equipment in late 2010. It's important to point out, historicall
correlated with US residential until the markets cratered in 2
After which, CAT’s stock continued to outperform the mg

hold true as the residential market picks up, followe
emerging/commodities markets. We admit US commer:
in 2010 with recovery more likely in 2011. We see mo
reflecting more maintenance type work buo i

Exhibit 4: CAT Stock Performance Vs. Housing
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Source: Company data, Credit Suisse estimates, FactSet
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Consistent with the US, total CAT machinery sales at the end of this year are estimated to

be off 37%, again worse than the previous three cycles which average a 24% decline.

Exhibit 5: CAT Total Equipment Sales Over The Cycles

CAT Equipment Sales

Period

Peak

Trough

%A

Duration (Years)

Late 70s/Early 80s $9,154

%,424

4% 2

Early 90s
Early 2000s

$11,103 99,838
$19972 $18,559

-7%

1
.1

Average -24% 1

Period

Peak

Trough1

%A

Duration (Years)

Current

$48044 $30,331

-37%

1

1 Estimated

Source: Company data, Credit Suisse estimates
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Source: Company data, Credit Suisse estimates

One of our biggest fears regarding 2010 was that engines margins would collapse prior to
the US Machinery business picking up. This was a big risk given engine markets have
been supporting CAT’s earnings, posting margins near 20% in the second quarter.
Engines margins have been buoyed by the strength of the oil and gas and power markets,
along with the absence of the truck business.

25 September 2009

Caterpillar Inc. (CAT)
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Exhibit 7: Engines Sales By End Market

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Engine Sales 41 4.0 4.8 6.5 6.9 71 6.9 6.7 74 95 111 128 136 16.2
% Total
Trucks 32 27 29 26 34 27 19 27 29 33 29 29 9 8
Electric Power 29 31 28 25 26 33 35 28 27 27 30 27 30 30
Qil & Gas 28 31 32 32 20 19 25 26 25 22 24 25 35 36
Industrial / OEM 1 1 11 7 1 13 ih! 10 " 10 9 10 15 14
Marine 10 9 8 10 9 8 8 8 9 11 12
Total Engine 100 100 100 100 100 100 100 100 100 100 100 100 100 100
Sales
Trucks $1.3 $1.1 $14 $1.7 $23 $19 $1.3 $1.8 $2.1 $B.1 B2 $37 .2 $1.3
Electric Power 1.2 1.2 1.3 1.6 1.8 2.3 24 1.9 2.0 2.6 3.3 3.5 41 4.9
Qil & Gas 1.2 1.2 1.5 2.1 14 1.3 1.7 1.7 1.8 2.1 2.7 3.2 4.8 5.8
Industrial / OEM 0.5 0.4 0.5 0.5 0.8 0.9 0.8 0.7 0.8 0.9 1.0 1.3 2.0 2.3

Marine 0.7 0.6 0.6 0.7 0.6 0.6 0.8 0.9 1.2 1.
Total Engine $41 $40 $48 $5 $6.9 $71 $69 $67 $74 $95 $11.1 $128 $

Source: Company data, Credit Suisse estimates

generation markets should recover along with the emerging marke
normalized engine margins.

Exhibit 8: Engine Results

Q2'09
2008
2007
2006
2005
2004

The biggest knocks on C i f operditional execution reflecting supply chain
issues, manufacturing hifcups Whi iNg to implement tier 3 emissions, the inability to
control costs, subpar inc ins and the inability to surpass prior peak margins.
This was extremely disappointing givgh this cycle was in fact the “perfect” storm for CAT —
in terms of the secular growN\g# emerging markets/commodities coupled with a US
machinery recovery. In fact, CAT should have easily earned the $8-$10 in earnings power
they projected. Interestingly enough, CAT continues to believe they can achieve $8-$10 in
2012 and that $8-$10 is probably not the peak. This seems optimistic at best given the
struggles to come near this range in the last cycle. We believe it is unlikely CAT meets its
lofty 2012 goals, but perhaps 2015 or 2016 is achievable assuming CAT executes more
effectively this time around and markets hold together.

The good news is CAT may not need to execute flawlessly for the stock to work and
outperform both the broader machinery index and the S&P 500. As highlighted below,
CAT outperformed both indexes last cycle despite operational issues.

Caterpillar Inc. (CAT) 5
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Exhibit 9: CAT Outperformed Last Cycle Despite Operational Issues

Indexed Price
31-Dec-1999 to 24-Sep-2009 (Weekly)
31-Dec-1999=100; Local

——— S&P 500 (SP50) 72.2
Caterpillar Inc. (CAT) 225.8
Index:Machinery.Ofdb (INDEX:MACHINERY.OFDB) 168.5
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Data Source: Prices / Exchare

Source: Company data, Credit Suisse estimates, FactSet

CAT admitting their execution was far from flawless i
their analyst day with a tremendous amount of detail o
past, along with its ability to structurally lower its cost
take out $3-$3.5B in costs by 2012 via C
benefit from the implementation of the Lane s
are cautiously optimistic CAT makes some head
take time.

Cchallenges of the
AT believes it can

cent re-organization. We
lan seems doable, it will just

Raising EPS and Price Target

We maintain our 2009 EPS @f $1.43 a fise ¥ 2010-2012 EPS to $1.95, $3.70, and
ery sales recover in the back half of the year
2010, off an extremely | ith a more moderate improvement in Int’l sales.
The key, in our opinion, cally reduces dealer inventory so that even in a
flat sales environment, CAT has to ogerproduce, thereby driving earnings leverage. Last,

emerging markets hold the poweXgeneration and oil and gas industries together. Over the
next three years, we assume a ~25% incremental margin on average, which compares to
~20% in the previous cycle. We model op. margins peaking at 9.9% versus 12.2%,
meaning we don’t assume much in the way of improvements from CAT’s six sigma/lean
initiatives. We use 15x our 2012 EPS, discounted back, to achieve our $63 price target.
With 22% upside, we upgrade to Outperform.

25 September 2009

Caterpillar Inc. (CAT)
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Exhibit 10: Historic and Projected Income Statement
in millions, unless otherwise stated

2007A Q1A Q2A Q3A Q4A 2008A Q1A Q2A Q3E Q4E 2009E 2010E 2011E 2012E

Net Sales:

Machinery - NA 12,596 3,180 3,511 3,245 2,833 12,769 2,216 1,730 1,623 1,841 7,410 8,892 10,670 11,737

Machinery - Int'l 15,763 4,368 5,019 4,806 4,842 19,035 3,126 2,608 2,403 3,147 11,284 12,977 14,923 16,416

Engines - NA 5,092 1,208 1,458 1,400 1,379 5,445 1,053 1,020 910 896 3,879 3,491 4,190 4,818

Engines - Int'l 8,511 2,223 2,809 2,697 3,066 10,795 2,115 1,896 1,753 1,993 7,757 6,981 8,378 9,634
Revs of Fin Products 2,996 817 827 833 803 3,280 715 721 708 723 2,867 3,153 3,469 3,816
Total Sales 44,958 11,796 13,624 12,981 12,923 51,324 9,225 7,975 8,601 33,197 35,495 41,630 46,421
Total Equipment Sales 41,962 10,979 12,797 12,148 12,120 48,044 8,510 7,878 30,331 32,342 38,161 42,605
Equipment Operations:
CG&S 32,626 8,609 10,036 9,704 10,066 | 38,415 7,027 444 | 24721 25938 | 30,185| 33,360
Gross Profit 9,336 2,370 2,761 2,444 2,054 9,629 1,434 5,609 6,404 7,976 9,245
Margin % 22.2% 21.6% 21.6% 20.1% 16.9% 20.0% 18.2% 18.5% 19.8% 20.9% 21.7%
SG&A 3,356 832 925 924 1,131 3,812 785 3,114 3,240 3,555 3,630
Margin % 8.0% 7.6% 7.2% 7.6% 9.3% 7.9% 10.0% 10.3% 10.0% 9.3% 8.5%
R&D 1,404 369 415 437 507 370 1,474 1,550 1,350 1,395
Margin % 3.3% 3.4% 3.2% 3.6% 4.2% 4.7% 4.9% 4.8% 3.5% 3.3%
Operating Profit 4,576 1,169 1,421 1,083 416 279 1,021 1,614 3,071 4,220
Margin % 10.9% 10.6% 11.1% 8.9% 3.4% 3.5% 3.4% 5.0% 8.0% 9.9%
Interest Expense 294 74 70 59 140 533 425 370 325
Other Exp (Income) 142 (27) 9 (60) (123) 0 0 (169) 0 0 0
Pretax Profit 4,140 1,122 1,342 1,084 346 (94) 139 657 1,189 2,701 3,895
Taxes 1,205 350 386 353 19 (15) 44 157 374 851 1,227
Effective Tax Rate 29.1% 31.2% 28.8% 32.6% 5.4% 15.9% 31.5% 23.8% 31.5% 31.5% 31.5%
Net Income 2,935 772 956 327 (79) 95 501 814 1,850 2,668
Equity in Affiliates 69 11 10 (1) 0 0 0 25 40 55
Fin Sub After Tax Inc 506 139 140 102 80 80 318 366 421 463
Minority Interest (23) (15) (15) (15) (68) (5) 15 25
Total Earnings 3,510 922 1,106 238 443 16 190 887 1,210 2,296 3,161
Avg Diluted Shares 659.7 637.9 635.5 627.2 602.1 619.8 625.0 625.0 618.0 620.0 620.0 620.0
[Earnings Per Share $5.32 $1.45 $5.67 $0.39 $0.72 $0.02 $0.30 $1.43 $1.95 $3.70 $5.10
EBITDA 6,244 5,761 2,754 3,504 5,116 6,323

Margin % 14.9% 12.0% 9.1% 10.8% 13.4% 14.8%

Source: Company data, Credit Suisse estimates
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Exhibit 11: Projected Cash Flow
in millions, unless otherwise stated

25 September 2009

2009E 2010E 2011E 2012E

Net Income (before equity) 501 814 1,850 2,668
Dividend (1,038) (1,042) (1,042) (1,042)
Capital spending (1,500) (1,500) (1,550) (1,600)
Depreciation 1,415 1,500 1,585 1,585
Operating working capital 1,200 500 420 469
Pension Contribution (850) 0 0 0
Stock Repurchase 0 0 (360) (450)
Free cash 227 273 903 1,630

12/07A 12/08A 03/09A 06/09A 12/09E 12/10E 12/11E 12/12E
Cash 862 1,517 2,118 1,675 1,517 1,517 1,517 1,517
Debt 4006 7824 7,348 6,851 7597 7,324 6,421 4,790
Net Debt 3,144 6,307 5,230 5,176 6,080 ,807 4,904 3,273
Equity 8,883 6,087 6,336 7,375 5770 6,947
Capital 12,889 13,911 13,684 14,226 12,191 11,738
Debt as % 31.1% 56.2% 53.7% 482% . 2.7% 40.8%
Net Debt/Cap as % 24.4% 453% 382% 36.4% 46.29 40.2% 27.9%

Source: Company data, Credit Suisse estimates

Companies Mentioned (Price as of 24 Sep 09)
Caterpillar Inc. (CAT, $51.85, OUTPERFORM [VgaIP $63.0
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Important Global Discl

I, Jamie Cook, CFA, certify t
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3-Year Price, Target Price and Rating Change History Chart for CAT
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total
revenues, a portion of which are generated by Credit Suisse's investment banking activities.

Analysts’ stock ratings are defined as follows:
Outperform (0): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% (or more, depending on perceived
risk) over the next 12 months.

Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of +10-15%) over the next 12 months.
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months.
“Relevant benchmark by region: As of 29" May 2009, Australia, New Zealand, U.S. and Canadian ratings are based on (1) a stock’s absolute total
return potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst's coverage universe*,
with Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities.
Some U.S. and Canadian ratings may fall outside the absolute total return ranges defined above, depending on market conditions and industry
factors. For Latin American, Japanese, and non-Japan Asia stocks, ratings are based on a stock’s total return relative to the average total return of
the relevant country or regional benchmark; for European stocks, ratings are based on a stock’s total return relative to the analyst's coverage
universe**. For Australian and New Zealand stocks a 22% and a 12% threshold replace the 10-15% level in the Outperform and Underperform stock
rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% and -10-15% levels in the
Neutral stock rating definition, respectively, subject to analysts’ perceived risk.

“*An analyst's coverage universe consists of all companies covered by the analyst within the relevant s
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regula'
including an investment recommendation, during the course of Credit Suisse's engagement in a
circumstances.

s preglude certain types of communications,

Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20%
months or the analyst expects significant volatility going forward.

Analysts’ coverage universe weightings are distinct from anal
performance of an analyst’s coverage universe* versus the re

d are based on the expected
benchmark**:

*An analyst’s coverage universe consists of all companies covere M
**The broad market benchmark is based on the expected return of gex je.g., the S&P 500 in the U.S.) over the next 12 months.

Credit Suisse’s distribution of stock ratings

Outperform/Buy* anking clients)
Neutral/Hold*

Restricted
*For purposes of the NYSE and NASD ratings distributiqg wrhents, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy,
Hold, and Sell, respectively; however, th i " , P our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's

esefrch views or opinions stated herein.

Credit Suisse's policy is only to publish mvestme research that is impartial, independent, clear, fair and not misleading. For more detail please refer to Credit
Suisse's Policies for Conflicts of Interest in connection with Investment Research:
http:/Awww.csfb.com/research-and-analyti laimer/managing_conflicts_disclaimer.html

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot
be used, by any taxpayer for the purposes of avoiding any penalties.

market that may have a mate

See the Companies Mentioned section for full company names.

Price Target: (12 months) for (CAT)

Method: Our $63 price target for CAT is calculated using a Price to Earnings multiple of 15x (early cycle multiple and in-line with the historical
average for the company) our 2012 EPS estimate of $5.10 (discounted back at 10%).

Risks: Risks to CAT's achievement of our $63 target price are general economic risk, rising material costs or supply chain distoritions, execution risk
on overseas expansion, risk in integration of acquisitions, and dealership consolidation. We believe there is risk to CAT's order book if
emerging/commodity markets begin to weaken, which could drive cancellations.

Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the
target price method and risk sections.

See the Companies Mentioned section for full company names.

The subject company (CAT) currently is, or was during the 12-month period preceding the date of distribution of this report, a client of Credit Suisse.
Credit Suisse provided investment banking services to the subject company (CAT) within the past 12 months.

Credit Suisse has received investment banking related compensation from the subject company (CAT) within the past 12 months.

Caterpillar Inc. (CAT) 9
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Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (CAT) within the next 3
months.

Important Regional Disclosures

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (CAT) within the past 12
months.

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares;
SVS--Subordinate Voting Shares.

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report.

For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit
http://www.csfb.com/legal_terms/canada_research_policy.shtml.

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report.
Principal is not guaranteed in the case of equities because equity prices are variable.
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that.

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opport identified by an analyst on the basis of
market events and catalysts, while stock ratings reflect an analyst's investment recommendations #Sed og expected total return over a 12-month
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect g4
Alerts may differ directionally from the analyst's stock rating.

To the extent this is a report authored in whole or in part by a non-U.S. 3
disclosures regarding any non-U.S. analyst contributors:

communications with a subject company, public appearances and
For Credit Suisse disclosure information on other compan
suisse.com/researchdisclosures or call +1 (877) 291-2683.
Disclaimers continue on next page.

Caterpillar Inc. (CAT) 10
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This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse, the Swiss bank, or its subsidiaries or its affiliates
(“CS”) to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of
the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All
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