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TO OUR STAKEHOLDERS

This is a great time to be part of Team Caterpillar—and the
future promises to be even more rewarding. With our currert
outlook, projected sales and revenues should be close to $40
billion in 2006. That means we will have nearly doubled the
size of our company in just three years, thanks to customers
worldwide who have placed their trust and confidence in our
products and services —and thanks to a global team of
employees, dealers and suppliers who are working hand-in-
hand to address the strong surge in customer demand. We're
in the midst of the most aggressive new product introduction
campaign in our history and rapidly growing our service
businesses. We're making great gains in employee safety,
engagement and diversity. And we're laser-focused on reach-
ing the 2010 targets in our new enterprise strategy.

| feel incredibly good about our accomplishments, but
even better about the fact that we're not stopping here.
At a time when business is going well, when we're hitting on

all cylinders in the marketplace and growing around the .

world, our people are thinking about how we can improve and
are putting substantive plans in place to get even better. 4s
| said in this letter last year, | can’t think of another company
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in any industry that is better positioned to win in the global
economy. Our vision is to be recognized as a great employer,
an outstanding investment and an admired global leader

committed to making progress possible around the world.
| believe we're well on our way.

ANOTHER RECORD YEAR

In 2005, we again achieved record financial results. Our sales
and revenues were up 20 percent, reaching $36.34 billion.
Our earnings of $2.85 billion were up 40 percent and reached
$4.04 per share, our second consecutive year of record profits.
And prospects for continued strong results are promising.
We enter 2006 with one of the largest order backlogs in
our history, particularly for large machines, engines and
turbines —indicating continued market strength in the year
ahead. And there are strong economic winds at our back.
We're three years into a period of explosive growth in all the
major market segments we serve —global mining, global
energy and infrastructure development in particular—
and the future looks very strong in each.




. RETURNING YALUE TO OUR STOCKHOLDERS

| CASH FLOW HIGHLIGHTS

Caterpillar's record profits and strong cash flow enabled us to reinvest in the
business, improve funding of employee benefit plans and reward our stock-
holders. We focused on growing the business by reinvesting $1.20 billion in
capital expenditures (excluding equipment leased to others). For our
employees, we improved the already well-funded status of our pension
plans by contributing $912 million. For our stockholders, we increased the
dividend 22 percent, our eleventh increase in the last twelve years, and
repurchased nearly 34 million shares. Finally, we improved our financial
strength as our stockholders’ equity increased $965 million. These actions
significantly enhanced stockholder value.

Solid growth also continues in each of our major service
businesses. Cat Financial is an integral part of our business
‘model, contributing $364 million in profit in 2005. With a
portfolic of $24 biflion in receivables, it maintains a solid
investment grade credit rating. Cat Financial enables many
customers to acquire our products, and we’ve demonstrated
that it has solid earnings stability—instrumental in our ability
to maintain attractive profitability throughout the business
cycle. The insurance arm of our financial products division pro-
vides cost-effective extended warranty coverage to customers
and is also growing rapidly. In addition, Cat Logistics recorded
double-digit growth in 2005 and announced new contracts
to propel future growth, including Cat Logistics’ largest deal
ever—a service parts distribution agreement with General
Motors Europe.

INCREASING OUR PRESENCE iN GROWING MARKETS

Overall, business remains strong not only in the established
markets of North America, Europe and Japan but in the emerging
markets as well. We have teams on the ground establishing
“our proven globa! business model in China, India and Russia.

2005 | 2004 2003
(doflars in millions} } i : |
Stock repurchased /| $1,684 | $539  $405
Capital expenditures® |~ $1,201 | . $926 $682
Pension contributions |3 912 |1 ser7 $720
Dividends paid s els $534  $491

U Excluding equipment leased to others.

In China, we continue to make great strides, quickly expand-
ing our dealer network, product line and logistics capabilities
and offering Cat Financial services in-country. Achieving our
vision means being a cost-effective competitor in every major
currency zone, and doing so requires a solid manufacturing
and supply base in those areas of the world. Yet, even as we
grow worldwide, we will continue to maintain a strong U.S.
manufacturing presence with significant exports.

A NEW STRATEGIC VISION

Significantly better execution is a key focus of our new enter-
prise strategy, developed and introduced to all employees in
2005. The first in a series of five-year strategic plans leading
to our Vision 2020, the new strategy includes specific goals
in the areas of people, product and process performance
and profitable growth. While not a dramatic shift in direction,
it does set aggressive targets — particularly in the areas of
employee safety, product quality and customer order-to-
delivery capability—and it puts a strong focus on rapid
alignment and execution across all 30 of our business units.

CATERPILLAR 2005 Annual Report




STOCKHOLDER INFORMATION™
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9 The per share data reflects the 2005 2-for-1 stock split.

Our 22 autonomous profit center businesg units, sup-
ported by eight service center units, are all driving for sol'd
leadership positions in their respective markets and the prod-
uct line. This organizational structure encourages the entre-
preneurial zeal that will ensure our continued success in the
global marketplace. And based on our leadership team’'s ar.d
employees’ enthusiastic response to the roll-out of our new
strategy, we are confident in our ability to deliver on these goals
if the projected market environment materializes.

CATERPILLAR VALUES

At the foundation of our strategy is Our Values in Action, the
update to our Worldwide Code of Conduct, first published ‘n
1974. Our updated Code is now clearly defined by the values
and behaviors that have made us successful for 80 years—ard
will drive our success in the future. We are justifiably provd
of our strong ethical standards, but we know we can do more
to build a vatues-based culture, particularly as we expar.d
worldwide. In 2005, we added more than 8,000 employees,
and as we continue to grow to meet demand, we must stay
focused on hiring the best people and integrating them in:o
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our culture. By living our values, we are building one global
Team Caterpiliar—where we serve customers, develop people
and leaders, focus on employee satisfaction and create an
enriching environment for all who work here. In fact, during
my 33 years with Caterpillar, I've never been prouder of this
organization than | am today. Thanks to a strong focus on
integrity, excellence, teamwork and commitment, we accom-
plished great things in 2005—many of which you can read
about in this report.

One key to that is our ongoing effort to encode 6 Sigma
disciplines into our daily work. Today more than 3,600 black
belts are leading teams and nearly 36,000 employees are
contributing to 6 Sigma projects worldwide. These teams are
generating significant improvements in our key focus areas of
employee safety, product quality and product availability.
They also have played a major role in our ability to ramp up
production dramatically within our existing facilities—and to
help many suppliers break through capacity bottlenecks at
the same time.

L_J
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(left to right) Stu Levenick, Group President; Doug Dberhelman, Group President; Jim Owens, Chairman and CEO; Gerry Shaheen, Group President; Gérard Vittecoq,

Group President; Steve Wunning, Group President

OUR COMMITMENT TO SUSTAINABLE PROGRESS

Just as we are looking to encode 6 Sigma into Caterpillar’s
DNA, we also are focused on raising the profile of sustainable
development within our company. Enabling development is at
the heart of our business, and doing so in an increasingly
sustainable manner holds great benefits for our company,
our customers and our world. We're proud of the progress
made to date—including five straight years on the Dow Jones
Sustainability World Index—and we are issuing our first-ever
sustainability report in conjunction with this annual report.
Our goal is not just to report on what we've accomplished,
but also to set definitive goals for what we're working to
achieve by 2010.

One element of sustainable development for Caterpillar
is helping communities rebuild after natural disasters. During
2005 we were challenged to respond to a number of tragedies
around the world, including the tsunami in Asia, a horrific
hurricane season along the U.S. Gulf Coast and earthquakes
in South Asia. Cat® equipment, dealers and employees pro-
vided as much reiief of human suffering as possible and today
are helping peopte in the affected areas rebuild their lives.

Our quick, compassionate response made me proud to be part
of the Caterpiilar team.

GLOBAL LEADERSHIP

Overall, our product line remains the global leader, number
one or two in-virtually every market we serve, and we are
committed to delivering the best gquality to our customers.
Our brands are strong and recognized worldwide as the
highest in customer value. Our global manufacturing footprint
is well established, with a highly integrated supply chain. Our
distribution, sales, rental and product support capabilities
are stronger than any competitor, delivering a terrific value
proposition to our demanding customer base. Our service
businesses are growing at a record pace. Further, our invest-
ments in product technology are growing, and our employees
are the best and most experienced in the business.

MORE RECORD YEARS AHEAD

With all this, we feel good about our growth potential. In 2010,
we're targeting $50 billion in sales and revenues with 15 to
20 percent interim annual growth in earnings per share. We're

CATERPILLAR 2005 Annual Report




FINANCIAL HIGHLIGHTS

Years Ended December 31 2005 || 2004™  2003%  2002%  2001"
(dollars in millions, excapt per share data) |
|
Sales and revenues $36,339 ] $30,306 $22,807 $20,185 $20,510
Poft e $ 284 || $203% $109 § 798 $ 805
Profit per COmmMOn share e 3.420 )] 8 297 s 189 s L6 8 LU
Profit per common share—diluted $ 4.04 [ $ 2.88 $ 156 $ 1.15 $ 1.16
Dividends declared per common share || $ 0955 || $0800 $ 0720 $ 0700 § 0.695
Capital expenditures—excluding equipment || | [
leased to others $ 1,201 { $ 926 $ 682 $ 728 $ 1,100
Research and development expenses $ 1,084 ‘ 928 $ 669 656 $ 696
Yearend employment || 85116 || 76920 69,169 68990 72,004
Return on average stockholders’ equity || 359%| . 300% 19.0%  14.4%  14.4%
Closing stock price (December 31) || - $ 5777 || $ 4876 § 4151 § 2286 $ 2613

) The per share data reflects the 2005 2-for-1 stock split.

off to a strong start with a good line of sight to delivering
these goals. Hitting these targets will continue to position
Caterpillar as an outstanding investment opportunity.

That's not to say we don't have challenges. We do. First
is safety. The health and well-being of our employees come
above all else. None of our other goals matter if people are
injured in the process of achieving them. We’'ve made gond
progress the past few years, and the metrics in our new
strategy will push us to improve even faster as we move
toward our ultimate goal of zero injuries. Maintaining product
quality standards also is critical. Quality is one of the reaso1s
customers choose our equipment—it's the hallmark of
our reputation—but our quality levels have hit a plateau in
recent years. To remain the market leader, we must male
breakthrough improvements in product quality now. The same
is true for product availability. We must improve our order-to-
delivery processes so we can get our products to customers
when they need them and faster than any competitor, all at
lower costs and with less inventory tied up in our supply chain.

Letter to Stakeholders

None of these challenges has an easy solution. But
our team is committed to addressing them, and we've set
aggressive goals and timelines for success. And those of
you who know Caterpillar know this: When we say we'll do
something, we do it. We've proven that time and time again
during our 80-year history. That's why | am so excited about
our company's future. We have embarked on the “good to
great” journey. We are committed to taking what is a very
good company today and making it better, because we know
what all our stakeholders expect —and deserve—is an even
better Caterpillar tomorrow,

o ﬁuw

Jim Owens, Chairman and CEQO
Caterpillar Inc.




Our products, services and technologies fall into three prin-

cipal lines of business:

MACHINERY

Caterpiltar® machines do the world's work. From earthmov-
ing, mining and construction projects to forestry, waste,
paving and any number of other applications, we have the
right equipment — large and small—to help our custom-
ers get the job done right. We also lead the industry in the
distribution of equipment and parts and offer that exper-
tise to others through Caterpillar Logistics Services, Inc.,
one of the world’s largest integrated logistics organiza-

tions with more than 60 third-party clients.

ENGINES

Caterpillar reciprocating engines and engine systems pro-
vide power to the world. Qur engines power our own con-
struction and mining machines — plus trucks, ships and
boats—and much more. Electrical power systems supply
both primary and standby power for a wide variety of uses.
Solar® industrial gas turbines power the production, pro-
cessing and transporting of crude oil and natural gas and

provide electrical power to many industries.

FINANCIAL PRODUCTS

We help customers afound the globe purchase Cat and related
equipment (new and used) through Caterpillar Financial
Services Corporation and its subsidiaries. Customers can
protect their Cat equipment by using various types of insur-

ance offered by Caterpiliar Insurance Holdings, Inc.

CATERPILLAR BRANDS

CATERPILLAR

83 Perkins

CAT*

Solar Turbines
A Caterpillar Company
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CATERPILLAR MACHINE & ENGINE FACILITY
City: Gosselies
Country: Belgium
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GUR WORK: SECTION ONE
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A single set of core values unites Caterpillar across six continents,
multiple business units, diverse customer industries and 85,000+
employees. These values —integrity, excellence, teamwork and commit-
ment—are a direct outgrowth of the work we do together building,
financing, maintaining, remanufacturing and supporting the world’s
leading construction and mining equipment, engines and turbines.
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HEATHER BARNA, FABRICATION SPECIALIST-3, LARGE MINING TRUCK UNE—MINING & CONSTRUCTION EQUIPMENT DIVISIO*: DECATUR, ILLINOIS
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OUR WORK: SECTION TWO
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Even though Caterpillar is an 80-year-old company, we are just getting
started. Our work today enables tomorrow’s progress—and the building
of an economic and social infrastructure designed to meet the growing

demands of a growing world.




NANJING DONG LU JOB SITE: SHANGHAL, CHINA
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ATHABASCA OIL SANDS: ALBERTA, CANADA
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They —leum contained Within the Athabasca Oil Sands | W
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THE ATHABASCA 0IL SANDS COULD POSSIBLY
CONTAIN A LITTLE MORE THAN ONE-THIRD OF THE
WORLD'S PROVEN OIL RESERVES.
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CATERPILLAR'S TIRAIA HILLS DEMONSTRATION & LEARNING CENTER: GREEN VALLEY, ARIZONA
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ATERRO SANITARIO MUNICIPAL BANDEIRANTES: SAD PAULO, BRAZIL

A WASTE NOT

Landfill-emitted methane and carbonic gases wreak havoc on the environment, accelerating global warming and contaminating the
air we breathe. S3o Paulo’s Aterro Sanitario Municipal Bandeirantes—Brazil's main sanitary landfill—produces literally tons of this
unfortunate by-product. The city and one of the landfill’s operators decided to get creative, and turned to Caterpillar to help build
a gas power generation plant on site that converts the gases into electrical energy, which is supplied to the local electric company
as weli as local businesses.

Local Cat dealer Sotreq S.A. plays a pivotal role in the project, which is expected to reduce methane emissions by 8 million
tons over 15 years. Sotreq designed a turnkey conversion solution, then built the power plant. It houses and maintains 24 16-cylinder
Cat generator sets, each producing 925 kilowatts of continuous power, to keep the plant in production. Sotreq also provided project
management and logistics management, and helped integrate plant suppliers. Today, dealer personnel are on site 24 hours a day,

ensuring nonstop operation of what has become the world’s largest sanitary gas-powered energy generation center.

GATERPILLAR 2006 Annwel Repart
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WANAGEMENTS REVIEW OF OPERATIONS

Team Caterpillar's focus in 2005 on meeting unprecedentad
customer demand produced another strong year for Caterpiliar
—in both record sales and revenues as well as profit per sha-e.
Employees, suppliers and dealers all responded incredibly wall
to realize the opportunity.

In 2005, sales and revenues reached $36.34 billicn,
up $6.03 billion, or 20 percent, from 2004. The increase was
a result of $2.64 billion of higher Machinery volume, $1.08
billion of higher Engine volume, $1.83 billion of improved
price realization and a $363 million increase in Financial
Products revenues. Currency had a positive impact on sales
of $128 million.

Full-year profit was the highest in company history—
$2.85 billion, or $4.04 per share, up 40 percent. The improve-
ment was primarily the result of higher price realization and sa.es
volume, partially offset by an increase in core operating costs.
The increase was a result of higher manufacturing costs, primar-
ily material costs and supply chain-related inefficiencies. The
remainder of the increase was to support the significant increzse
in sales volume along with new product programs.

Machinery and Engines operating profit as a percent of
sales increased substantially—from 8.3 percent in 2004 to
10.3 percent in 2005. The increase was the result of improved
price realization, higher sales volume and management of
period cost structure, somewhat offset by continued pressure
on variable manufacturing costs.

2005 was a strong year for operating cash flow—$3.11
billion on a consolidated basis and $2.81 billion for Machinery and
Engines, which included $912 million of pension contributions.
For Machinery and Engines, operating cash flow was primarily used
to repurchase 33.9 million shares of stock, fund $1.16 billion of
capital expenditures and pay $618 million of dividends.

Operating profit in 2005 improved $1.10 billion, or 41
percent, from 2004, driven by higher price realization and sa.es
volume, partially offset by higher core operating costs and
retirement benefits, : ‘

Management's Review of Operations

MACHINERY

Machinery sales in 2005 were $22.93 billion, an increase of
$4.09 billion, or 22 percent, from 2004. Sales were an all-time
record for a year. Sales volume accounted for $2.64 billion
of the increase, price realization added $1.34 billion and the
remaining $107 million was due to currency.

Growth in sales volume resulted from increased ship-
ments to dealers in response to broad-based gains in reported
dealer deliveries to end users. All regions and most industries
participated in this growth, which showed little sign of abating
as the year ended. Worldwide, dealers reported increases to
machine inventory in both 2004 and 2005. At the end of 2005,
dealers reported lower machine inventory, as measured by
months of supply, than at the end of 2004.

In North America, sales were up $2.49 billion, or 24
percent, from 2004. Sales volume increased $1.65 billion and
price realization added $832 million. Growth in sales volume
resulted largely from increased sales through our dealer
network, the result of favorable metals and energy prices and
increased construction spending. Dealers built machine inven-
tories in line with deliveries so that inventories in months of
deliveries were the same as at the end of 2004.

Sales in Europe, Africa, the Middle East and the Com-
monwealth of Independent States (EAME) increased 16
percent, or $711 million, compared to 2004. Sales volume
accounted for $421 miltion, improved price realization added
$253 million and the remaining $37 million came from the
favorable impact of currency. Volume growth occurred as a
result of increased sales through our dealer network. Low
interest rates benefited heousing construction in Europe, and
higher metals and energy prices supported both construction
and mining in Africa/Middle East (AME). Mining and energy
investment in the Commonwealth of Independent States (CIS)
increased and had a positive effect on Caterpililar sales.

In Latin America, sales rose $472 mitlion, or 31 percent,
from the same period a year ago—$304 million from increased




volume, $120 million from improved price realization and the
remaining $48 million due to currency, primarily related to a
stronger Brazilian real. Increased sales through our dealer
network into both construction and mining sectors
accounted for all the sales volume growth.

In Asia/Pacific, sales increased 17 percent, or
$419 million, compared to 2004—$259 miltlion from higher
volume, $138 million from improved price realization and the
remaining $22 million due to currency. Sales volume in most
of the larger countries increased, a result of very strong mining
activity and continued growth in constructicn. In China, sales
were down modestly for the year.

Machinery operating profit of $2.43 billion was up $675
million, or 38 percent, from 2004. The favorable impact of

improved price realization and higher sales volume was par-
tially offset by higher core operating costs and higher retire-
ment benefits.

MACHINERY: SALES BY GEOGRAPHIC REGION

[ 2005 || 2004 2003
(dollars in miltions) :
North America ‘ $12,822 || $10,337  $7310
EAME | $5202 || 3451 $3,596
Asia/Pacific 1| $ 2905 || § 2486  $1,844
Latin America || $ 1,982 || $ 1510 § 928
se—

TBUSTUMERS BY INDUSTRY

NEW MACHINE DISTRIBUTION TO END USERS
(2005 worldwide distribution by major end use)

==—— 32% Heavy Construction

~t—— 27% General Construction
——— 18% Mining
——— 8% Quarry & Aggregates
i —+—— 5% Paving/Other
’ : 4% Industrial
3% Forestry
3% Waste

NEW ENGINE DISTRIBUTION TO END USERS
(2005 worldwide distribution by major end use)

==~—— 30% Electrical Power

A~ 29% On-Highway

24% 0il & Gas

9% Industrial

8% Marine
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ENGINES
Sales were $11.08 billion in 2005, up $1.58 billion—or 17
percent —from 2004, Volume accounted for $1.08 billion,
price realization added $484 million and currency added
$21 million.

Dealer engine inventory increased during both full-year
2005 and 2004. The 2005 inventory increase was less than
the 2004 increase, which slightly reduced the company’s year-
over-year sales growth. Months of inventory relative to deliverias
declined in most regions and sectors compared to 2004.

In North America, sales were up 17 percent. Sales of
petroleum engines increased 50 percent, primarily from
increased sales of reciprocating engines for drilling and gas
compression and turbines and related services for gas produc-
tion and transmission. High oil and gas prices were a signifi-
cant factor behind the increase in sales. Sales of on-highway
truck engines were up 5 percent, primarily due to expansion
and replacement of truck fleets. Sales of electric power engines
were up 21 percent, with widespread demand for generator
sets for communications, data center and standby applications.
Marine engine sales were up 33 percent, primarily from in-
creased demand for workbcats and petroleum support vesse's.

Sales in EAME increased 22 percent. Sales into the elec-
tric power sector were up 35 percent, with widespread growth
in demand for reciprocating generator sets, support from Mid-
dle East reconstruction efforts and incremental revenue from
the acquisition of Turbomach, a turbine generator set pack-
ager and service provider. Marine engine sales increased 20
percent, with strong demand for oceangoing and inland watar-
way vessels. Sales of industrial engines were up 8 percent--a
result of increases in demand from a broad range of industrial
equipment customers, partially offset by lower demand from
agricultural equipment manufacturers. Petroleum engine sa’es
dropped 4 percent for the year, primarily from reduced ship-
ments for turbines and turbine-related services for offshore oil
platforms and gas transmission projects.

Management's Review of Operations

Latin America sales were up 21 percent. Sales of petroleum
engines increased 49 percent, with nearly all of the
increase from sales of turbines and turbine-related services
to support increased investment in oil production. Sales of
electric power engines increased 44 percent, benefiting from
investments in generator sets for electricity reliability and
disaster preparedness as well as demand for rental fleets. Sales
of industrial engines decreased 34 percent, with reduced
demand for engines for agricultural equipment. Sales of marine
engines declined 37 percent, impacted by limited shipyard
capacity and comparison with a high 2004 base.

in Asia/Pacific, sales were up 4 percent. Sales of marine
engines were up 26 percent, with increased demand for ocean-
going and petroleum support vessels due to strong freight and
petroleum demand. Petroleum engine sales increased 12
percent, with widespread demand for reciprocating engines for
petroleum site power, drilling and well support and demand for
turbines and related services to support production. Electric

~ power engine sales declined 19 percent, with most of the

decline due to centralized electrical demand management
actions and improved electricity reliability in China that drove
reduced demand for generator sets.

[ ENGINESH: SALES BY GEOGRAPHIC REG(ON

2004 2003

(doliars in millions)

North America $4,184 $3,222

EAME $2,994 $2,356
Asia/Pacific $1,452 $ 999
Latin America $ 862 $ 793

I Does not include internal engine transfers of $2,065, $1,738 and $1,358 (doilars in
miilions) in 2005, 2004 and 2003, respectively. Internal engine transfers are valued
at prices comparable to those for unrelated parties.




Engines operating profit of $1.07 billion was up $482
million, or 82 percent, from 2004. The favorable impact of
improved price realization and higher sales volume was par-
tially offset by higher core operating costs and higher retire-
ment benefits.

FINANCIAL PRODUCTS

Revenues were $2.33 bitlion, up $363 million—or 18 per-
cent—from 2004. The increase was due primarily to a $211
million favorable impact from continued growth of earning as-
sets and an $89 million impact of higher interest rates on new
and existing finance receivables at Cat Financial. Also, there
was a $47 miltion increase in revenues at Cat Insurance, pri-
marily due to an increase in earned premiums.

Financial Products operating profit of $531 million was
up $61 million, or 13 percent, from 2004. The increase was
primarily due to $123 million favorable impact from the con-
tinued growth of earning assets at Cat Financial. Partially off-
setting this increase were $33 million in higher operating ex-
penses, primarily related to growth at Cat Financial and a $28
million decrease in operating profit at Cat Insurance, primarily
due to less favorable insurance reserve adjustments in 2005
than in 2004.
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SALES & REVENUES PER ENPLOYEE

(dollars in thousands)
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} 2005 | 2004 2003
Lo
Inside U.S. i+ 43,878 \ 38,128 35,260
Outside U.S. 41238 ) 38792 33,909
TOTAL | 85116 || 76920 69,169
(by region) 1 ‘ ‘
North America 1 ‘ 43,933 | 38,396 35,486
EAME 23137 | 22169 20,547
Latin America 11688 | 10733 8533
Asia/Pacific 6358 | 5622 4603
TOTAL 85116 76920 69,169
[ — il
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FINANCIAL INFORMATION

STOCKHOLDER INFORMATION

SALES & REVENUES
(dollars in millions)
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OPERATING PROFIT*
(dollars in millions)
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Financial Products

($131) and ($249) (dollars in millions) for

2001, 2002, 2003, 2004 and 2005 respectively, are required to arrive at

consolidated operating profit.
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Machinery Engines

EXPORTS FROM THE US.

(dollars in millions)
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Canada Latin America
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$1,056
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RESEARCH AND
DEVELOPMENT
(dollars in miltions)

$1,084
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CORPGRATE GLVING
(dollars in millions)

$14

01 02 03 04 05

WHERE APPLIGABI.E FINANCIAL INFORMATION HAS BEEN GROUPED AS:

Consolidated: Caterp:llar Inc. and its subsidiaries

Machinery and Engines: Primarily our design, manufacturing, marketing and parts distribu{ion operations for our machinery and engines lines of businass
Financial Proeducts: Our finance and insurance subsidiaries, primarily Cate pillar Financial Services Corporation (Cat Financial) and Caterpillar Insurance

Holdings, Inc.

Financial Information
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COMMON STOCK [NYSE:CAT]

Listing Information: Caterpillar common stock is listed on the
New York, Pacific and Chicago stock exchanges in the United
States and on stock exchanges in Belgium, France, Germany,
Great Britain and Switzerland.

Number of Stockholders: Stockholders of record at year-end
. totaled 38,329 compared with 37,639 at the end of 2004.
Approximately 68 percent of our issued shares are held by
institutions and banks, 26 percent by individuals and 6 percent
by employees through company investment plans.

Caterpillar qualified investment plans held 40,601,400
shares at year-end, including 3,789,649 shares acquired during
2005. Non-U.S. employee stock purchase plans held an
additional 5,024,633 shares at year-end; including 1,002,151
shares acquired during 2005.

Compliance; Caterpillar files Annual CEOQ Certifications in com-
pliance with New York and Pacific stock exchange rules and
certifications in compliance with Sections 302 and 906 of the
Sarbanes-Oxley Act of 2002. These certifications are included
as exhibits to our Form 10-X filing for the relevant fiscal year.
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Price Ranges: Quarterly price ranges of Caterpillar common
stock on the New York Stock Exchange, the principal market
in which the stock is traded, were:

STOCK PRICE COMPARISGN

i | 2005 | 2004
quarter il high Jow ‘ r high Jow
First H $49.98 $43.20 “ $42.85  $36.26
Second || $51.49 $4131 || $4238 $36.01
Third $59.88 $47.43 $40.65 $34.25
Fouth || $59.84 $4825 | §$49.36 $3838

(&) Price ranges reflect July 2005 2-for-1 stock split,
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[ FIVE-YEAR FINANCIAL SUMMARY J

Years Ended December 31 [ 2005 || 2004 2003 2002 2001®
(dollars in miflions, except per share data) |

Sales and revenues [ $35,339 $30,306 $22,807 $20,185 $20,510
Sales $34,006 $28,336 $21,048 $18,648 $19,027
Percent inside the U.S. ' 47% 46 % 44% 45% 49%
Percent outside the U.S. 53% 54% 56 % 55% 51%
Revenues s 2333 || $ 1,970  $ 1759  $ 1537  $ 1483
Profitw | s 2,854 $ 2035  $ 1009 $ 798 $ 805
As a percent of sales and revenues | | rew [ e 48% 40% 3.9%
Profit per common share m@ $ 4.21 $ 297 $ 1.5 $ 116 $ 117
Profit per common share—diluted @ $ 4.04 $ 2.88 $ 1.56 $ 115 $ 1.16
Dividends declared per common share $ 0.955 $ 0.800 $ 0720 $ 0.700 $ 0.695
Return on average common stockholders’ equity @ 35.9% 30.0% 19.0% 14.4% 14.4%

Capital expenditures:

Property, plant and equipment
Equipment leased to others

Research and development expenses

As a percent of sales and revenues

Wages, salaries and employee benefits

Average number of employees

In 2002, we adopted Statement of Financial Accounting Standards No. 142, “Goodwi.! and Other Intangible Assets™ and therefore no longer amortize goodwill.
Computed on weighted-average number of shares outstanding.

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

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

The per share data reflects the 2005 2-for-1 stock split.
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W. Frank Blount

Mr. Blount, 67, is chairman and CEO of JI Ventures, Inc. (venture capital)
and TTS Management Corporation (private equity management). He is former
chairman and CEQ of Cypress Communications Inc. (telecommunications).
He is also director of ADTRAN, Inc., Alcatel S.A., Entergy Corporation and
Hanson PLC and serves on the advisory board of China Telecom in Beijing.
He has been a Caterpiilar director since 1995.

Dr. John R. Brazil
Dr, Brazil, 60, is president of Trinity University (San Antonio, Texas) and
former president of Bradley University (Peocria, lllinois). He was elected a
director in 1998.

John T. Dillon

Mr. Dillon, 67, is vice chairman of Evercore Capital Partners (advisory and
investment) and senior managing director of the firm's investment activities
and private equity businesses. He is the former chairman and CEO of
International Paper (paper and forest products). He is also & director of
E. . du Pont de Nemours and Company, Kellogg Co. and Vertis Inc. He
became a Caterpillar director in 1997.

Eugene V. Fife

Mr. Fife, 65, is managing principal of Vawter Capita! LLC {private invest-
ment). He is also the non-executive chalrman of Eclipsys Corporation
(health information technology) and served as the interim CEO and presi-
dent of Eclipsys from April to November 2005. He became a Caterpilfar
director in 2002. .

Gail D. Fosler

Ms. Fosler, 58, is executive vice president and chief economist of The
Conference Board (research and business membership). Prior to her current
position, she was senior vice president of The Conference Board. She is also
a director of Baxter International inc. She has been a Caterpillar director
since 2003.

Juan Gallardo

Mr. Gallardo, 58, is chairman of Grupo Embotelladoras Unidas S.A. de C.V.
(bottling). He is former chairman of Mexico Fund Inc. (mutua! fund), former
chairman and CEQ of Grupo Azucarero Mexico, S.A. de C.V. (sugar mills)
and former vice chairman of Home Mart de Mexico, S.A. de C.V. {retail
trade). He is also a director of Lafarge SA, Grupo Mexico, S.A. de C.V., and
Mexicana de Aviacion and is a member of the Mexican Business
Roundtable. He was elected a Caterpillar director in 1998,

David R. Goode

Mr. Goode, 65, is former chairman, president and CEO of Norfolk Southern
Corporation (halding company engaged principally in surface transporta-
tion). He aiso serves as a director of Delta Air Lines, Inc., Norfolk Southern
Corporation and Texas instruments Incorporated. He has been a Caterpiliar
director since 1993,

Peter A. Magowan

Mr. Magowan, 64, is president and managing general partner of the San
Francisco Giants (major league baseball team) and a director of
DaimlerChrysler AG. He became a Caterpillar director in 1993.
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William A. Osborn
Mr. Osborn, 58, is chairman and CEQ of Northern Trust Corporation (muftibank
holding company} and The Northern Trust Company (bank). He is also a
director of Nicor inc. and Tribune Company. He was elected a Caterpillar
director in 2000.

James W. Owens

Mr. Owens, 60, is chairman and CEQ of Caterpillar Inc., a position he has held
since February 2004. Since joining the company as a corporate economist in
1972, he has held numerous management positions worldwide —including
president of Solar Turbines Incorporated and chief financial officer, group
president and vice chairman of Caterpillar. Mr. Owens is director of Alcoa
Inc., International Business Machines, The Institute for International
Economics and a member of the Council on Foreign Relations. He is also a
member of The Business Council, Business Roundtable, the Manufacturing
Council and the Globat Advisory Council to The Conference Board. He became
a Caterpillar director in 2004.

Gordon R. Parker

Mr. Parker, 70, is former chairman of Newmont Mining Corporation (gold
properties production, exploration and acquisition). He is a director of
Pheips Dodge Corporation. He has been a Caterpillar director since 1995
and is retiring from the board in 2006,

Charles D. Powell

Lord Powell, 64, is chairman of Safinvest Limited (asset and investment
management) and LVMH Services Limited (luxury goods), as well as former
chairman of Phillips Fine Art Auctioneers and Sagitta Asset Management
Limited. He also serves as a director of LMVH Moet-Hennessy Louis Vuitton,
Mandarin Oriental International Ltd., Textron Corporation, Schindler Holding
Ltd. and Yell Group pic. He has been a Caterpillar director since 2001.

Edward B. Rust, Jr.

Mr. Rust, 55, is chairman and CEO of State Farm Mutual Automobile
Insurance Company (insurance). He is also president and CEO of State Farm
Fire and Casuaity Company, State Farm Life Insurance Company and other
principal State Farm affiliates, as well as trustee and president of State
Farm Mutual Fund Trust and State Farm Variable Product Trust. He is a
director of Helmerich & Payne, Inc. and The McGraw-Hill Companies, Inc.
He became a Caterpillar director in 2003.

. Joshua I. Smith

Mr. Smith, 65, is chairman and managing part'ner of the Coaching Group,
LLC (management consulting), where he has served as vice chairman and
chief development officer of iGate, Inc. (broadband networking company).
He serves as a director of CardioComm Solutions Inc., Federal Express
Corparation and The Allstate Corporation. He has been a Caterpillar director
since 1993,
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COMMITTEE MEMBERSRIP

AUDIT COMMITTEE

ml

COMPENSATION COMMITTEE

| [ GOVERNANCE COMMITTEE

[ [ PUBLIC POLICY COMMITTEE

Eugene V. Fife
Chair

W. Frank Blount
John T, Dillon
David R. Goode
Gordon R. Parker
Edward B. Rust, Jr.

William A. Osborn
Chair .
John R. Brazil
Gail D. Fosfer
Peter A. Magowan
Charles D. Powell
Joshua I. Smith

QFEFICERS s oF sawuay 1, 2106)

T CHAIRMAN/CHIEF EXECUTIVE OFFICER

J William D. Mayo

James W. Owens

John T. Dillon
Chair

W. Frank Blount
Juan Gallardo
David R. Goode
Peter A. Magowan

Edward B. Rust, Jr.

North American Commercial Division

! GROUP PRESIDENTS

Daniel M, Murphy

Stuart L. Levenick
Dougtas R. Oberheiman
Gerald L. Shaheen
Gérard R. Vittecoq
Steven H. Wunning

Global Purchasing
Gerald Palmer

Wheel Loaders & Excavators

James J. Parker
Power Systems Marketing

{ VICE PRESIDENTS

Mark R. Pflederer

Kent M. Adams

Financial Products

Ali M. Bahaj

Corporate Auditing & Compliance
Sidney C. Banwart

Human Services

Michael J. Baunton

Europe, Africa & Middie East Product
Development & Operations
Rodney C. Beeler

Asia Pacific Marketing

Mary H. Bell

Logistics

James B. Buda

Legal Services

David B. Burritt

Global Finance & Strategic Support
Rodney L. Bussell

Mining & Construction Equipment
Christopher C. Curfman

Global Mining

Paolo Fellin

Europe, Africa & Middle East Marketing
Steven L. Fisher
Remanufacturing

Thomas A. Gales

Latin America Division

Stephen A, Gosselin

Solar Turbines Incorporated

Hans A. Haefeli

Industrial Power Systems

John S. Heller

Systems & Processes

Richard P. Lavin

Asia Pacific Operations/SCM

Board of Directors and Officers

Technology & Solutinns
Edward J. Rapp

Building Construction Products

William J. Rohner
Electric Power
Christiano V. Schenn
Motion & Power Cortrol
William F. Springer

Marketing & Product Support

Gary A. Stroup
Large Power Systemr:s
James D. Waters

Caterpillar Production Systems

Donald G. Western
Specialty Industries
Robert T. Williams
Track-Type Tractors

John R. Brazil
Chair

Gail D. Fosler
Juan Gallardo
Gordon R. Parker
Charles D. Powell
Joshua 1. Smith
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Steven L. Fisher
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James B. Buda
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David B. Burritt

| CHIEF INFORMATION OFFICER

John S. Heller

[ CHIEF TECHNOLOGY OIFICER

Mark R. Pflederer

. CONTROLLER

Bradley M. Halversan

TREASURER

Kevin E. Colgan

“( ASSISTANT TREASUREL

L

Robin D, Beran

| ASSISTANT SECRETARIES

Tinkie E. Demmin
Laurie J. Huxtable




SUPPLENENTAL STOCK INFORMATICN

u

STOCK PRICE PLAN ]

Current stockholders and other interested investors may purchase Caterpillar provided below. Non-stockholders can request program materials by calling
Inc. common stock directly through the Investor Services Program sponsored 800.842.7629 (U.S. and Canada) or 201.329.8660 (outside U.S. and Canada).
and administrated by our Transfer Agent. Current stockholders can get more The Investor Services Program materials are available online from the Mellon
information on the program from our Transfer Agent using the contact information Investor Services website or linked from www.cat.com/dspp.

Wi{]IVIDUAL STOCKHOLDERS SHOULD CONTACT J ] INVESTOR RELATIONS }
Stock Transfer Agent Caterpillar Assistant Secretary Institutional analysts, portfolio managers and repre-
Metlon Investor Services Laurie J. Huxtable sentatives of financial institutions seeking additional
P.0. Box 3315 100 N.E. Adams Street information about the company should contact:
South Hackensack, NJ 07606-3315 Peoria, IL 61629-7310
Telephone: 866.203.6622, (U.S. and Canada) Telephone: 309.675.4619 Mike DeWalt
201.680.6578 (outside U.S. and Canada) Facsimite: 309.675.6620 Director of Investor Relations
Hearing impaired: 800.231.5469, (U.s. and Canada) Emall: catsharesérvices@cat.com Caterpillar Inc.

201.680.6610 (outside U.S. and Canada) 100 N.E. Adams Street
Website: www.melloninvestor.com Peoria, L 61623-5310

Telephone: 309.675.4548
Facsimile: 309.675.4457
Email: catir@cat.com

Website: www.cat.com/investor

CoMPANY [NEORMATON
LY U Ny vl (RO

| CURRENT INFORMATION | [ ANNUAL MEETING |
Phone our Information Hotline-—800.228.7717 (U.S. and Canada) or On June 14, 2006, at 1:30 p.m., the annual meeting of stockholders will be held
858.244.2080 (outside U.S. and Canada)—to request company publications at Narthern Trust Corporation, Chicago, Illinois. Requests for proxies are being
by mail, listen to a summary of our latest financial results and current outlook sent to stockholders with this report mailed on or about April 28, 2006.

or request a copy of results by fax or mail, Visit www.cat.com/materialsrequest
to view or download materials online or register for e-mail alerts.

1

HISTORICAL INFORMATION - [ INTERNET ]
View or download online at www.cat.com/historical. Visit us on the Internet at www.cat.com. Information contained on our website
is not incorporated by reference into this document.
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INCORPORATED [N DELAWARE AN EQUAL OPPORTUNITY EMPLOYER PRINTED IN THE USA N PAPER MADE WITH 30% POST-CONSUMER WASTE FIBER

ALL RIGHTS RESERVED

© 2006 CATERPILLAR

SAFE HARBOR STATEMENT

Certain statements in this report relate to future events and expectations that constiti te forward-looking statements invoiving known and unknown factors that may cause actual results
of Caterpiltar Inc. to be different from those expressed or implied in the forward-lookirg statements. in this context, words such as “expects!” “anticipates; “intends,’ “pians,’ “believes;’
“seeks,” “will” or other similar words and phrases coften identify forward-iooking stalements. Actual resuits of the company may ditfer materially from those described or implied in
such forward-looking statements based on a number of factors and uncertainties, ncluding, but not limited to, changes in economic, political or competitive conditions; market
acceptance of the company's products and services; changes in law, regulations and tax rates; and other general economic, business and financing conditions and factors described
in more detail in the company's filings with the Securities and Exchange Commissios, including in its year-end repert on Form 10-K filed on February 22, 2006. We do not undertake
to update our forward-looking statements.
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A MESSAGE FROM THE CHAIRMAN

OUR WORLD
WEEDS SUSTAINABLE
DEVELOPMENT

In our rapidly globalizing society, there is a universal aspiration for
higher standards of living. People need and want good places to
work, adequate housing, better schools for their children, safer and
more efficient ways to travel, rellable communications and much
more. Economic development is essential to meeting these
needs, and enabling this development is at the heart of Caterpillar’s
business. Through our products and services, we provide the
infrastructure and mobility that are the backbone of a growing
global economy.

A Message from the Chairman




Over the past several decades, however, society has become
increasingly aware that we cannot continue to develop “as
usual” if we are to improve standards of living. Global population
is burgeoning—increasing six fold over the last two centuries
and doubling since 1960, It reached 6.5 billion in 2005 and is
expected to grow to 9.1 billion by 2050. _

This growth, combined with an ever-increasing appetite for
resources, has placed enormous pressures on our planet. We
are now using up natural resources and straining ecosystems
faster than their ability to recover. According to the Millennium
Ecosystem Assessment, a United Nations-sponsored study
completed in 2005 by Iarg-e international teams of scientists,
humans have changed ecosystems more rapidly and extensively
over the fast 50 years than in any comparable time in human
history. As a result, two-thirds of the world's ecosystems are
now being degraded or used unsustainably. Even with this
consumption, however, more than a billion people worldwide
stitl live in extreme poverty.

In response, society must alter its approach so that resources
and capacities are available for people tomorrow as well as
today. This is sustainable development, defined by a United
Nations commission® as “meeting the needs of the present
without compromising the ability of future generations to meet
their own needs.” In addition to protecting our planet’s ecosys-
tems, this type of development can lead to a reduction in
poverty by providing the kind of economic growth that offers
opportunities for ail.

Reaching such a state is a journey. Its challenges are many,
and the quest will be never ending. In our business specifically,
issues of energy efficiency, climate change, product use, safety
and open markets— just to name a few— affect Caterpillar, our
dealers and our customers every day. Addressing these and
other issues may require significant remodeling of the world’s
traditional ideas and methods of development. it certainly will
require the application of new technologies, most of which have
yet to be invented. Most of all, it wili require teamwork among
a disparate set of partners—including business, academia,
government, non-governmental organizations and others.

i LIVING DUR VALUES IN ACTION

Caterpillar Code of Canduct

Qur accomplishments and commitments in this
report find their roots in our corporate culture,
now more clearly expressed in Qur Values in
Action, Caterpillar's Worldwide Code of Conduct.
When we first issued the Code in 1974, we were
aone of the first companies to do so, and as
we've updated and enhanced the document over
the years, it has become one of the most
comprehensive of its kind. Our Values in Action
is a practical guide for how we conduct busi-
ness and treat one another, providing clear
guidelines on the actions we must take —and

avoid — as we put our values of integrity, excel-
lence, teamwork and commitment into action.
Living these values is fundamental to running
a sustainable enterprise.

One way we help all employees learn to put
our values into action daily is through a yearly
awareness and understanding assessment. It
includes a series of real-life scenarios that
require employees to select the right action or
response based on our values and behaviors.
This required learning helps ensure employees
understand how we conduct business and
provides our stakeholders with greater assurance
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A LEGACY OF PROGRESS )

Yet this is the reality of today's world. We all, individuals znd
businesses alike, face real constraints and difficult choices
—but these choices bring opportunity. Caterpillar recognizes
that the development we enable must be done in a more efficient
and environmentally sensitive manner, and we are encouraged
by the progress we have made in this area over the years—in
our operations, in our communities and through our products,
services and solutions. For example:

> Qur products and services are used around the world to
provide access to clean water and reliable power. They meke

available the raw materials on which society depends and ‘

help to improve quality of life by building roads, airports,
schools, hospitals and homes.

> Qur facilities and dealers play key economic and social
roles, providing good jobs, skill-enhancing opportunities and
charitable support in communities around the world.

> Qur people have made significant strides to reduce emis-
sions from products and operations, expand reuse and

remanufacturing of products, develop new technologies and
processes and educate customers on the safest, most efficient
ways to operate equipment.

> Our environmental, financial and social performance has
steadily improved over the years. Beginning in 2001, we have
been named to the Dow Jones Sustainability World Index
five straight times.

A COMMITMENT FOR THE FUTURE

Certainly, there is much more we can and plan to do. In 2005,
we identified sustainable development as a “strategic area of
improvement” in our new enterprise strategy. This was an
important step. While a focus on sustainability exists in many
of our global businesses today, it must become an enterprise-
wide commitment with experiences, successes and behaviors
replicated across our organization. We must establish and
communicate “bold goal” targets to drive the right behaviors.
We must engage in dialogue with our stakeholders, tackle tough
issues and pursue the business opportunities sustainable
development presents.

that Caterpillar people are acting in accordance
with our values.

In 2004, the assessment was offered in English
and French, and approximately 21,000 employees
(30 percent of our workforce) participated. In
2005, we offered the assessment in seven
languages, with 30,000 empicyees (40 percent !
of our workforce) taking part. In 2006, the
assessment is available in 14 languages with a
target of 100 percent employee participation.

You can view a PDF of Our Values in Action
on www.cat.com. Choose “About Cat!' then
“Corporate Overview.” :

r 100

a0

Jn0MNIN0A000N0NG 100

Q
m

04 05 06

CODE ASSESSIAENT PARTICIPATION
(percent of em ployees)

L = Target

A Message from the Chairman




Therefore, we are developing a comprehensive, coherent
strategy and dedicated staff to focus on sustainable develop-
ment as we design our products, run our operations and work
with our customers and communities. We are setting aggressive
goals and publicly challenging ourselves to meet them. Key
elements of our strategy will include:

> Education for all employees and more specific training for
key managers

> Metrics and goals established for each Caterpillar facility
refated to safety, energy, material conservation, emissions
and water consumption

> Metrics and goals developed by Caterpillar business units
related to driving profitable growth generated by products
and solutions supporting sustainable development

> Development of pracesses to support innovation and collab-
oration with universities and research institutions, leveraging
expertise beyond our organization

> Working with existing and new customers, our worldwide
dealer network and various industry groups to understand
their needs and develop solutions to address them

> Continued engagement with the world outside Caterpillar,
building on the relationships we've established in creating
this report (In an effort to encourage such engagement,
[ accepted an invitation to join the board of directors of the
World Resources Institute in 2006.)

Jim Dwens, Chairman and CEQ

By applying the discipline of 6 Sigma? and allowing sustain-
able development to drive our work—fueling creativity, innovation
and efficiency —Caterpillar can better meet the needs of existing
and future customers, differentiate ourselves from the competition
and drive profitable growth.

NO SIMPLE SOLUTIONS, ONLY INTELLIGENT CHOICES
That said, we do not take lightly the challenges we face. In a
series of public messages in the 1970s, we argued that “there
are no simple sofutions, only intelligent choices!” That state-
ment is even more true today. The issues we face are complex
and difficult, requiring decision-making based on facts and data
and benefiting from the perspectives of multiple stakeholders.
In this report, we discuss our progress toward addressing some
of these issues. For others, we acknowledge that we have not
yet found the right answers and must continue working to do so.
The challenges of sustainable development, for all of us, are
likely to prove more difficult than any we have faced in the past.
But they are chailenges we must accept. We owe it to our children,
our grandchiidren and generations to come to put our creativity,
experience and industry leadership position to work for the good
of this planet we ail share. | am confident that Caterpillar
people —together with our dealers, customers and other stake-
holders—can make the intelligent choices that will drive the
growth of our business and help create a more sustainable
world. | am excited by the possibilities. | hope you are as well.

Jim Owens, Chairman and CEQ
Caterpillar Inc.
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| ABOUT THIS REPORT

This report was crafted to help Caterpillar employees and other
stakeholders understand the business case for and the implica-
tions of Caterpiltar’s pursuit of sustainable development. It
defines what sustainable development means for our business,
the progress we have made and the challenges we face. It a so
marks the beginning of our external reporting initiative.

To develop the content, we used 6 Sigma to identify key
audiences and messages. We cross-referenced elements in our
enterprise strategy with a list of sustainable development
concerns to determine the issues relevant to our business and
stakeholders. Using these issues to frame the report, we incluced
information that was “robust, representative, extensive and
auditable” and provided metrics where possible that are driving,
or will drive, desired behaviors toward meaningful goals.

Providing input throughout the development of this report
were an advisory council of experts from business, academia,
government and non-governmental organizations. Their guidar ce
was insightful and challenging. We incorporated many of their
suggestions into this report, but we are still in the process of
addressing others, including some aspects of product use,
workplace diversity, poverty reduction and supbly chain issuzs.
We will explore many of these topics further.

Our thanks to these advisors, who are listed to the rigat.
Their inclusion on this list merely indicates they contributed
feedback, but in no way implies they endorse the content or
findings in this report. We also want to thank all the Caterpillar
employees who provided ideas, content, metrics and more for
our first published Sustainability Report.

About This Report
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PERFORMANCE AT A GLANGE

é\rMEASURING OUR PROGRESS

Operations i
| TARGET '

INDICATOR 2002 2003 2004 2005 } 2010 i STATUS

WORKPLACE SAFETY w[ ;
Lost-time case frequency 3.9 2.9 1.96 1.29 S 03 v
(lost-time injuries per 200,000 hours worked) !

Recordable injury frequency 6.7 6.06 4.99 3.92 i 119 v
{recordable injuries per 200,000 hours worked) :

ENVIRONMENTAL IMPACT* : i
Greenhouse gas intensity 101.35 91.44 74.98 — ‘ 65.88 } A
{million metric tons of CO, equivalent per H
million dollars of normalized revenue)

Percent of material recycled 21 28 42 —_ 70 : .
Landfill /incinerated waste . 11,780 8,500 5,680 — — 3
{million pounds per million doltars of normatized revenue) '
Recycled waste 3,180 3,370 4,130 — - |
{miflion pounds per miftion dolfars of normalized revenue) i
Hazardous waste : 172 97 124 — — '
(million pounds per millian dellars of normalized revenue) | ‘
Water use 320 260 170 — — ¥
(million gallons per million doltars of normalized revenue) H

CHARITABLE GIVING
Cat Foundation giving (mittions of dollars) 11 12 15 .24 !l

Operations data includes all Ca‘terpiilar facilities, including wholly owned subsidiaries and ventures where we have a controlling interest S —

greater than 50 percent, such as FG Wilson, Perkins and Solar Turbines. Certain 2005 environmental impact data was not available

at the time of this publication. *Normalized revenue is revenue adjusted for inflation from a 2002 base.

Products & Solutions Tl

TARGET ||

INDICATOR 2002 2003 2004 2005 ‘ 2010 i ‘ STATUS

ENGINE EMISSIONS |
On-highway See index for data
Non-road See index for data

SOLAR® TURBINES
Combustion turbines See index for data

REMANUFACTURING
Core recovery percent 92 87 90 89 |
(actual returns / eligible returns) x 100
Core returns by weight 100 102 112 135 :

(millions of pounds of core material received)
Reman technology 6 Sigma projects 15 18 20 100
Certified rebuilds 69 59 131 209

{number of rebuilds aver 2001 base}

This table provides a snapshot of 2005 performance according to a set of existing key indicators. In 2005, Caterpillar added sustainable
development as a “strategic area of improvement” in our enterprise strategy. This set in motion a series of steps to integrate sustainability

into our business systems. Over time, our reporting on key indicatars will further evolve to reflect additional goals and targets. i On Schedule

i Behind Schedule \ :

E Ahead of Schedule A ,
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PLANNING FOR THE FUTURE

2006 ACTION PLAN

GOALS

SUSTAINABLE DEVELOPMENT
ORGANIZATION

SUSTAINABLE DEVELOPMENT

EDUCATION & ENGAGEMENT

SUSTAINABLE DEVELOPMENT
PERFORMANCE

Form Sustainab'e Development strategy deployment organization to support
enterprise-wide adoption of Sustainable Development as a business
— by second quarter 2006

Develop and conduct workshops for key internal leaders to align business strategies
to support Sustzinable Development— by year end 2006

Develop and deploy Sustainable Development education to employees
— by first quarter 2007

Develop/refine processes for engaging internal and external stakeholders to further
identify specific initiatives that support Sustainable Development— by year end 2006

Develop and publish a Caterpillar Sustainability Report for 2005
— by second quarter 2006

Incorporate Sustainable Development initiatives identified through engagement into
business strategies—TBD

Establish/enhance operational goals, targets and metrics that support
Sustainable Development—by year end 2006

Establish/enhance business goals, targets and metrics for products, services and
sotutions that support Sustainable Development— by first quarter 2007

We will report progress against these goals in next year's report.

Performance at a Glance
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OUR WORLD: SECTION ONE
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For more than 80 years, customers have turned to Caterpillar to help
build homes, roads, businesses and communities around the world.
As global population continues to grow, and as the limits of our
resources become increasingly apparent, the need for Caterpillar®
products and services as enablers of sustainable development is
even more important.
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UXDERSTANDING THE NEEDS
ARD CHALLENGES

Enabling development is Caterpillar’s business. Customers use
our machines, engines and services to provide access to clean
water, reliable power and quality infrastructure. A primary
driver of this development has been——and will continue to be
—population growth and increases in global standards of living.
Consider these facts®:

> In 2005, world population stood at 6.5 billion. Over the next
45 years, it is expected to grow to 9.1 billion. Population in
developing regions is expected to grow by nearly 50 percent
by 2050. The most rapid growth is expected in the 50 “least
developed” countries.

> While global wealth continues to increase, more than a
billion people live in extreme poverty —surviving on $1 a
day or less. About half the world’s population lives on less
than $2 a day. Ecosystem management is key to economic
growth and inextricably linked with poverty reduction in
these areas. Natural resources provide a daily lifeline for
those with few other material assets.

> Approximately 1.1 billion people lack access to safe water
supplies, and more than 2.6 billion lack access to adequate
sanitation. Water scarcity affects 1 to 2 biltion people world-
wide. Children under the age of 5 in sub-Saharan Africa face a
mortality rate 20 times higher than children born in industrial
countries—and this gap continues to widen.

> World energy consumption is expected to increase by 57
percent between 2002 and 2025. Carbon dioxide emissions
are projected to rise from 24.4 billion metric tons to 38.2
billion metric tons, even if Kyoto Protocol reduction targets
are met.

> |In many developing countries, economies are growing
rapidly, lifting millions out of poverty. Unfortunately, this
growth often comes at a price to the environment. World
ecosystems have changed more in the last 50 years than in
any other time in human history, with two-thirds now being
degraded or used unsustainably.

Terms such as “development,” “progress” and “sustain-
ability” mean different things to different people. Within our
own business, the trade-offs are numerous. Construction of
roads can bring prosperity to inaccessible regions, but it can
also introduce diseases and other adverse influences to these
areas for the first time. Mines and forests contain resources

~essential for everyday living, but extracting them has often done

harm to animal, plant and human life. Dams can benefit those
living downstream through increased irrigation and agricuitural
production, but the quality of life of those located near the
construction can be negatively impacted.

In other words, to some, Caterpillar machines at work represent
the very definition of progress—to others, the exact opposite.
We are beginning to appreciate that the tension between these
two points of view is a source of great learning and opportunity.
The process of creating this report, for example, has led to
increased engagement and new relationships that will help us

| BUILDING CAPACITY IN OUR PEOPLE

NUEVO LAREDO, Mexico: Employees at this Cat
remanufacturing plant can influence their own
salary advancements through the facility's unique
Pay for Knowledge program.

As Caterpillar grows around the world, an impar-
tant way we can enhance quality of life in local
communities is by providing good jobs, compet-
itive compensation and opportunities for skill
enhancement. One example is the innovative
Pay for Knowledge program at our Nuevo Laredo,
Mexico, remanufacturing facility.

Pay for Knowledge breaks with traditional
compensation models based solely on tenure or
experience and instead links pay to learning.
By completing classes ranging from basic math
to geometric tolerances and statistical process
control, employees build knowledge about reman-
ufacturing and are rewarded with promotions and

pay increases. Caterpillar also provides 6 Sigma
and shop-floor training and supplementary
education at local learning institutions.
Nuevo Laredo employees each spend over
100 hours learning at work a year. As a result,
the facility consistently achieves world-class
performance in safety, quality, empioyee
engagement, environmental excellence and
productivity. And the benefits extend beyond
the workplace. Nuevo Laredo employees are
learning to learn—a life skill that-empowers
them to make better choices and teach their
children to make good decisions as well.

10
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as we develop the plans behind our sustainable development

strategic area of improvement.

Working with Cat® dealers, customers, governments and non-

governmental organizations, Caterpillar can help to redefine the
notion of progress to encourage development that occurs in en
increasingly balanced, planned and thoughtful manner. Doirg
so requires that we listen and learn from various stakeholde s
as we all work to develop solutions together. This is an ongoing
process, and Caterpillar is in the midst of engaging in dialogus,
developing plans and identifying the targets, goals and metrics
we will use to track our progress. In subsequent reports, we will
document and communicate the results.

IMPROVING QUALITY OF LIFE AND STANDARDS OF LIVING

A major hydro-agriculture reclamation and social infrastructure
development project under way in.one of the world's poorest
countries demonstrates that developers can work with local
communities to improve standards of living in sustainable ways.

ABOUT MALI

Primary Occupations
Fishing and farming

Population
More than 12 miltion

MALI, West Africa: These irrigation canals, constructed by Cat customer Sogea-
Satom, will allow villagers in Ké Macina to become more self-sufficient.

Life Expectancy
48.6 years

Infant Mortality Rate
117 deaths per

Literacy Rate 1,000 iive births

46.4%

Taking place in the village of Ké Macina, located in central Meli

near the Niger River, this project is designed to reduce pover:y
levels, improve living conditions and help local villagers become
self-sufficient. Sogea-Satom, a leading building and civil engi-
neering company in Africa and a customer of Cat dealer J.A.
Delmas Export, is completing much of the work.

Owned by the Niger Office, the project was partially funded
by the OPEC Fund for International Development and the Kuwait

Fund for Arab Economic Development. It involves irrigatirg
thousands of hectares of land, which wiil be subdivided and
turned over to villagers for rice farming. Sogea-Satom’s role

includes the construction of canals and corresponding land
improvements that will make the irrigation possible. Other
developers are bringing electricity and infrastructure—including
a maternity unit, two schools, several small roads, two stores
and a bank—to many of Ké Macina's 27,000 inhabitants for
the first time. Reforestation of 400 hectares also is included
in the project charter.

BUILDING CAPACITY 1K OUR COMMUNITIES

PIRACICABA, Brazil: Caterpillar contributed
personnel and expertise to help our head-
quarters city in Brazil develop and implement
an innovative city developmentl plan.

In 1999, an employee at Caterpillar Brasil —the
largest employer in Piracicaba—suggested the
company share its participative strategic plan-
ning process to help the city develop a plan for
the future. Today, Caterpillar and nearly 400
other organizations are active participants in
Piracicaba 2010, a collaborative, non-govern-
mental effort to make the community “a model
city of sustainable development for Brazil and
an excellent place to live”

The strategic plan focuses on five main
areas: city attracticns and economical vocation,
Piracicaba and its inhabitants, urban dynamics,
rural dynamics and public administration.

Volunteer managers act as change agents
responsible for defining priority projects and
providing resources for implementation. The
Advising Group, which operates under the leader-
ship of a Caterpillar Brasil representative, offers
executive guidance, and a group of 24 companies,
including Caterpillar, provides financial support.

. Project leaders are currently re-evaluating the

strategic plan and proposing new objectives and
strategies for 2015,

Making Progress Possible




HELPING GUSTOMERS
RESPOND TO THE CHALLENGES

Our equipment is designed to improve quality of life, and the
vast majority of the million-plus Caterpillar products in opera-
tion around the world are playing a positive role in advancing
global economic development and standards of living. As an
industry leader, Caterpillar advocates responsible use of our
equipment. We expect our customers to use the products they
purchase from us in environmentally responsible ways and
consistent with human rights and the requirements of interna-
tional humanitarian law. In addition, we are involved in a variety
of efforts to educate and enable our customers to operate their
Cat equipment safely, efficiently and with minimal impact on

the environment.

PROMOTING SUSTAINABLE FOREST MANAGEMENT

A number of factors give rise to deforestation—including

Brazil: Studies by the Tropical Forest Foundation show that reduced-impact
logging greatly reduces damage to both trees and the surrounding forest floor,

poverty, overpopulation and misguided government practices

that can lead to slash-and-burn agriculture, encroachment and
uncontrolled logging. To encourage sustainable forestry,

Caterpillar became a founding member of the Tropical Forest

Foundation in 1390. This nonprofit institution is dedicated to >
conserving the world’s tropical forests through education and

supports the creation of a sustainable timber industry that

provides a better life for people living in these areas.
Since 1993, Caterpillar has worked closely with the Tropical

Forest Foundation to promote sustainable forest management,

the process of managing permanent forest land in a way that

v

protects soil, water, wildlife and timber resources in perpetuity.
Together, we are demonstrating how reduced-impact logging

techniques and technology can increase harvesting efficiency
and provide environmental benefits such as:

Reduced soil disturbance (50 percent less) and wood waste
(60 percent less) versus conventional logging

> Significantly less destruction of the forest canopy
> Better survival of residual trees

Faster recovery and shorter cutting cycles

[ FORESTRY PROGRAM EDUCATES YOUTH

]

Brazil: Caterpillar’s interactive Whispers in the
Forest exhibit teaches children about life in the
rainforest and the importance of sustainable
forest management.

An award-winning play that takes an audience
on an imaginary journey through the tropical
forest is teaching young peopte in Brazil about
the importance of sustainable forest manage-
ment. Developed by Caterpillar Brasil Ltda.,
Whispers in the Forest recently received first prize
in a sustainable enterprise contest sponsored
by the Brazilian Business Council for Sustainable
Development. While open to people of all ages,
Whispers in the Forest is targeted at students
and complements the work already being done
in local schools—discussing man’s relationship
with the rainforest, forest conservation and
sustainable management methods such as

reduced-impact logging. Since the program's
inception more than four years ago, more than
300,000 students from all over Brazil have
taken part—and taken away more knowledge
about the rainforest and forestry industry.
Future plans include the development of inter-
active CDs for students and a guide for teachers,
which will be distributed to 12,000 public
schools in Brazil.
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SUPPORTING THE MINING, MINERALS AND METALS INDUSTRY

Mining is often the first industry into remote and developing
areas. When a green-field mine is developed, much of the neces-
sary community infrastructure must be developed in tandem,
including housing, schools, medical care, services and govern-
ment. Mines can offer an opportunity for local communities to
share in the rewards of harvesting mineral wealth, but their
methods and practices have often been challenged. Caterpillar
is privileged to provide equipment and solutions to mining
companies that are working hard to employ the principles cf
sustainability in their operations.

Over the years, we have offered support as these companies
and their stakeholders discuss concerns and share successes.
in 2002, we were a major sponsor of the Global Mining
Initiative’s “Resourcing the Future” conference, where the
industry discussed key issues raised by the Mining, Minerals
and Sustainable Development project.5 At MINExpo 2004, we
hosted “Today's Partnerships, Tomorrow's Practices,” drawing
hundreds of industry representatives to hear experts and discuss
best practices.

As the industry learns more about its role in this area, s¢
does Caterpillar. Together, we are tackling tough issues such as
resource rights and land tenure and working to apply our advances
in the areas of reduced emissions and improved safety.

ENCOURAGING SAFE, EFFICIENT OPERATION
While built to withstand demanding conditions, heavy equipment
is by no means indestructible. Untrained operators can easily

| CUSTOMER EDUCATION

OPERATORS TRAINED CLASSES OFFERED
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Making Progress Possible

damage machines—resulting in an increased need for replace-
ment components-—or cause excess fuel or fluid usage. More
important, unskilied operators can endanger themselves and
others. Caterpillar offers various education programs focused on
safe, efficient machine operation. Much of our training is industry-
specific, familiarizing operators with the productivity and safety
features of a particular machine within a particular application.
We are beginning to conduct training using our Virtual
Equipment Systems—computer-based simulators that teach
the basics of machine controls and applications. We estimate the
use of these simulators eliminates approximately four hours of
machine operating time per student— improving safety and
reducing emissions and fuel usage. Our first Virtual Equipment
Systems, designed for hydraulic excavators, were shipped in 2005.
Additional simulators are in development for off-highway trucks,
wheel loaders and motor graders (to be introduced in 2006) and
backhoe and skid steer loaders (to be introduced in 2007).

CHALLENBES AND FUTURE PLANS

As a major supplier to extractive industries such as mining,
forestry and cil and gas, Caterpillar understands that biodiver-
sity—the variety of life on Earth—and habitat protection
present huge challenges for many of our customers, and we are
committed to helping them address these issues.

In many cases, the most bio-diverse countries on Earth are
also the least wealthy and the most prone to conservation prob-
lems. Economic development is essential to alleviate poverty
in these countries, but it must be balanced with the preservation
of the environments and resources that are at the foundation
of these economies. Pursuing such development is complex,
and circumstances vary from country to country—no single
approach will work everywhere.

Caterpillar is determining how we can best contribute to
efforts to protect biodiversity, and we know we cannot do so alone.
During the coming year, we will look to establish appropriate
partnerships to increase our understanding of this issue and
develop meaningful strategies, goals and metrics in this area.
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N A GLOBAL ECONDMY

Caterpillar is a truly global company, with over 275 facilities
worldwide and more than half our sales and nearly half our
workforce outside the United States. As such, we understand
that there are many differing economic and political philoso-
phies and forms of government throughout the world. We
acknowledge and respect the diversity that exists among the
social customs and cultural traditions in the countries in which
we operate. And we maintain the flexibility to adapt our business
practices to them —to the extent that we can do so in keeping

with Our Values in Action. In certain areas, however, our posi- °

tions are clear and long standing.

ADYDCATING FOR FREE AND DPEN MARKETS

Caterpillar has long betieved that the pursuit of business excel-
lence and profit in a climate of free enterprise, free trade and
unencumbered competition is the best means yet found for
efficient development and distribUtion of goods and services.
Further, we believe such international exchange promotes better
understanding across borders and cultures, leading to a more
peaceful world. The enormous rise in post-World War |l gross
national product and living standards in countries participating
significantly in international commerce has demonstrated such
benefits. In contrast, countries that have been isolated as a
result of lack of infrastructure, protectionist policies or economic
sanctions have not enjoyed these advantages.

The economic growth brought about by international trade
is essential for poverty reduction, but it doesn’t come without
challenges. Chief among them is the need to balance economic,
environmental and social policies in support of sustainable
deveiopment. When this happens, sustainable development can

become a shared objective and provide a common frame of refer-
ence—allowing environmental and trade policy makers to engage
stakeholders, analyze issues and evaluate policy more effectively.

At Caterpillar, we have a long history of advocacy for free
trade. Our support comes not from the perspective of any one
country, but from a global context. We believe that companies
compete best in a free trade environment. When trade barriers
are removed, we can better meet our 'global customer needs
and grow more easily. Our suppliers benefit because they can
more efficiently satisfy our global sburcing requirements. Our
employees benefit from a higher standard of living as they have
access to more product choices at lower prices.

Because open markets lead to improved competitiveness,
we believe free trade also allows us to provide more and better
job opportunities. Despite some common misconceptions, trade
liberalization has not led to widespread job losses at Caterpillar.
In recent years, overall employment in our U.S. and European

According to the World Bank, the elimination of trade barriers on all goods and
services could lift more than 300 million people worldwide out of poverty.

T
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operations has grown even with significant improvements ‘n
productivity. At the same time, our workforce has increased
significantly in Latin America and Asia, partially as a result of open
markets leading to our improved competitiveness in these areas.

CHALLENGES AND FUTURE PLANS

Caterpillar will continue to promote policies that reduce—or
better yet, eliminate—trade and investment barriers. At the
same time, we will continue to speak out against protectionist
policies. In 2006, Caterpillar will press for successful comple-
tion of the World Trade Organization’s Doha Development
Round?® which presents a once-in-a-generation opportunity to
lower barriers to trade around the world, with a focus on making
trade fairer for developing countries. We believe that the United
States, European Union and Japan should adopt policies that
aliow the benefits of the global economy to be extended to
developing countries, particularly those of Africa.

Caterpillar also recognizes that in many of the world’s
poorest countries, humanitarian and development assistance
is necessary to fight diseasé, improve living conditigns,
combat corruption and provide the “know-how” to drive
economic growth and trade. We support the goals of initiatives
aimed at increasing economic growth and reducing poverty in
developing countries.

OPPOSING BRIBERY AND CORRUPTION

Caterpillar believes fair competition based on quality, innova-
tion and overall value is fundamental to free enterprise and
economic growth. We also know that bribery and corruption can
have serious social, environmental and economic conse-
quences—impeding trade, competition, investment and
economic growth and limiting a nation's ability to reduce
poverty and improve standards of living. It also often feads to
improper exploitation of natural resources.

In some areas of the world where Caterpillar does business,
bribery and corruption are significant issues that touch our
customers. These local issues pose real challenges for our
company. As a result, we strongly advocate and enforce anti-
corruption policies in all areas of our business, including our
relationships with competitors, dealers, suppliers, customers,
public officials, other corporations and private citizens.

Making Progress Possible

SUPPORTING HUMAN RIGHTS

Caterpillar values teamwork with our employees, dealers,
suppliers and other stakeholders. We are committed to building
and maintaining a productive, motivated workforce by treating
all employees fairly and equitably, and we support and obey
laws that prohibit discrimination everywhere we do business.
Likewise, we look for suppliers and business allies who also
demonstrate strong values and ethical principles. As an example,
we recently met with Human Rights Watch, the largest human
rights organization in the United States, and we are prepared
to maintain an ongoing dialogue with this organization. We
avoid those who violate the law or fail to comply with the sound
business practices we promote.

Qur goal is to conduct business in such a way that employees
will not feel the need for representation by unjons or other third
parties. Where people have chosen such representation or been
required by law to do so, however, we pursue an honest, busi-
ness-like approach in working with those representatives.

We feel strongly that Our Values in Action creates a work
environment that places our people around the globe, and their
needs and rights, first. Therefore, we do not see a need to become
signatories to other voluntary conventions, frameworks and
standards that offer direction on how to promote the rights and
freedoms of people, inciuding those brought forward by the
United Nations and the International Labor Organization.

HARMONIZING GLOBAL STANDARDS

On an international level, Caterpillar is actively involved in
developing International Standards Organization (ISQ) criteria
and chairs the committee that develops global standards for
earthmoving equipment, including regulations for visibility,
rollover protection structures and braking. Our global standards
and regulations team works closely with other manufacturers
to enhance and align machine criteria worldwide.
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We design our products and services to help people and communities
as they strive to create better lives for themselves. We also recognize
that the manufacture of our products and their use does affect the
environment directly. Therefore, we will take a leadership role in
limiting the size of our footprint and minimizing harm to the natural
resources we all share.







In the 1970s, society’s concerns about air quality and its effects
on quality of life—such as visibility prablems, eye irritation
and respiratory issues— prompted the development of clean
air standards. Caterpillar acknowledges these concerns and
supports appropriate standards put in place to address them.
Emissions regulations directly impact our diesel engine busi-
ness, and we have risen to the challenge of reducing emissions.
Since 1988, for example, we have reduced particulate emissions
in on-highway clean diesel engines by more than 80 percent,
and we will reduce these emissions another 90 percent by
January 2007. In the process of doing so, we developed a
unigue solution—one that meets air quality regulations and
delivers the performance our customers demand.

THE DEVELOPMENT OF ACERT® TECHNOLOGY
As diesel emissions standards were made more stringent over
the years, conventional technology could not keep pace to deliver
the needed reductions. Caterpillar invested more than $1 billion
and launched more than four hundred 6 Sigma projects to explore
a number of available aiternatives—eventually fanding on a solution
that has proven to meet both air quality standards and customer
expectations for durability, fuel efficiency and performance.
That solution is ACERT Technology, which precisely controls
the combustion cycle and integrates fuel and air system improve-
ments to optimize “in-cylinder” combustion, thus reducing
emissions. Advanced electronics and computer-controlled algo-
rithms provide overall engine system integration and control. More

In 2004, Mike Leavitt, then the U.S. Environmental Protection Agency Administrator,
gave a truck powered by a 2007 prototype Cat® engine with ACERT® Technology
the “white handkerchief” test. This piece of white fabric was held over the exhaust
pipe to demonstrate the low emissions produced.

than 340,000 on-highway diesel engines shipped since 2004
feature this award-winning technology, enabling Caterpillar to
comply with the most stringent standards without using an
emissions banking or trading system. ACERT Technology has
also been applied successfully to more than 50 models of Cat
equipment, as well as many of our industrial, petroleum and
marine engines, and the applications are expanding.

THE BENEFITS OF ACERT TECHNOLOGY

In addition to substantial reductions in oxides of nitrogen
(NOx), non-methane hydrocarbons (NMHC) and particulate
matter (PM), ACERT Technology provides other environmental

;[ U.S. EPA ON-HIGHWAY ENGINE PARTICULATE EMISSIONS

; U.S. EPA NON-ROAD ENGINE PARTICULATE EMISSIONS |

TRUCK ONLY*
(grams per brake horsepower hour)

In 1988, the average heavy-duty on-highway truck traveling 120,000 miles
(193,116 kms) per year emitted about 470 pounds (213kg) of particutate matter.
By 2007, these emissions will drop to less than eight pounds (3.6kg)—an overall
reduction of approximately 98 percent.
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benefits. Efficient diesel fuel consumption can lead to fewer
emissions per unit of work performed and conserve a non-
renewable natural resource.

Increasingly, these benefits extend to the developing world.
While regulations in many developing countries have not yet reached
the levels established for the United States, Europe and Japan,
Caterpillar ships thousands of products that aiready meet the
world’s most stringent emissions regulations to these regions.

ACERT Technology also proves that clean diesel engines can
provide customer value through innovative and differentiated
product design. Advantages in fuel economy, maintenancs
costs, reliability and durability give engines with ACERT
Technology a performance edge over those produced by the
competition. By creating value for customers, we are retaining
our leadership position while protecting the environment.

CHALLENGES AND FUTURE PLANS
In 2005, Caterpiltar announced that ACERT Technology would be
the design basis for meeting U.S. 2007 on-highway regulations.
Today, we have more than 100 2007-compliant engines powering
on-highway trucks as part of our customer evaluation program.
These engines have accumulated more than 2 million miles to
date, and we added a second generation in Apiril 2006. To
prepare for 2010 U.S. on-highway and 2011 Tier 4 non-rocad
standards, we are developing and selecting technologies,
designing engine systems and investigating in-cylinder improve-
ments to reduce NOx emissions and aftertreatment solutions
to reduce particulate matter. We currently have engines operating
within a laboratory environment that meet 2010 standards.
Our current technologies provide opportunities for deep
integration of machine and engine systems to maximize effi-
ciency—thus allowing more work to occur with less fuel burnec.

We are also exploring even more advanced combustion systems
and alternatives such as hybrid systems, fuel cells and
hydrogen-powered technologies.

PUBLIC POLICY SUPPORT

To help ensure the smooth introduction of new technologies
and accelerate deployment of technologies to legacy or
previous-generation products, Caterpillar works closely with
regulatory agencies. Recent activities include:

Brazil: Caterpillar managers chair industry councils working to adopt
non-road emissions regulations based on international norms.

China: Caterpillar helped various government agencies with
their efforts to draft the first national emissions regulations for
non-road equipment in the country, promoting the adoption of
globally harmonized standards.

Europe: Caterpillar led efforts to pull forward the effective date
of European Union Stage !ll non-road diesel emissions regula-
tions to align with U.S. Environmental Protection Agency (EPA)
Tier 3 levels—resulting in more stringent emissions standards
in Europe one year ahead of schedule.

India: Caterpillar managers are chairing industry committees
working with the government to define the next level of exhaust
and sound emissions for our electrical power generation products
manufactured and sold into the country—which represent
some of the most stringent regulations in the world for stationary
engine products.

Russia: Caterpillar managers are working with industry councils
to help the government adopt new standards based on interna-
tional, harmonized criteria.

G

CONSENT DECREE AND SETTLEMENT AGREEMENT

In October 1998, Caterpillar and other diesel
engine manufacturers entered into a consent
decree with the United States and a settlement
agreement with the California Air Resources
Board {CARB) to resoive disputed ciaims under
the Clean Air Act. These settlement agreements
required us, among other things, to meet certain
on-highway emissions standards by October
2002. Caterpillar was developing ACERT
Technology in preparation for the October 2002

deadling, and we believed that it would ultimately
offer a better long-term emissions solution than
other alternatives. We knew, however, that it
wouldn’t be ready by October 2002. To maintain
our focus on completing its development, we
elected to pay nonconformance penalties while
shipping "bridge” engines until the engines
with ACERT Technology, producing emissions
meeting the low levels set forth in the consent
decree, were introcuced in 2003.

As part of the consent decree, we also agreed -
to undertake several environmental projects to
reduce NOx emissions from certajn existing on-
highway diesel engines; to spur research into
alternative fuels, alternative technologies and
other approaches to reduce emissions from future
diesel products; and to reduce emissions from the
existing fleet of non-road diese! engines. These
environmental projects have all been completed
or are in the process of being completed*

*These projects were undertaken pursuant to agreements with the United States and CARB in connection with the settlement of disputed claims in an enforcement

action under the Clean Air Act and the California Health and Safety Code.

Running a More Sustainable Business




> Reducing Emissions from Qur Products (continued )

employed primarily in the oil and gas industry and industrial
power generation applications. Solar’s dry, low-NOx-emissions
combustion system —known as SoLoNOx™— has served as a
benchmark for clean gas turbine combustion since its introduc-
tion in 1992. This technology initially reduced regulated pollutant
emissions by a factor of 10 and today is capable of emissions

United States: Caterpillar provided teadership in preserving the
timely introduction of the U.S. EPA's Ultra Low Sulfur Diesel
standard in the 2007 on-highway regufatory package and helped
draft and secure passage of the Diesel Emission Reduction Act
of 2005. Cat managers also serve on the U.S. EPA’s Clean Air
Act Advisory Committee, Mobile Source Technical Review

Subcommittee and Clean Diesel and Retrofit Working Group. levels significantly lower than those achieved even five years

In 2005, Caterpillar was also a lead sponsor at the U.S. EPA’s
National Clean Diesel Campaign Policy Leaders Summit.

HEALTH EFFECTS RESEARCH

Caterpillar supports independent research to investigate the
potential health effects of diesel emissions. |f we can ensure our
engines utilize state-of-the-art emissions reduction technology,
we can help improve air quality where our products are used.
Along with nearly 30 other manufacturers and marketers of
motor vehicles and engines, Caterpillar funds emissions-related
research through the Health Effects Institute. We are currently
supporting a new study on the next generation of diesel engine
emissions, which is being conducted in collaboration with
government agencies, manufacturers, independent research
organizations and non-governmental organizations.

SOLAR TURBINES, RENEWABLE FUELS AND WASTE GASES
Another Caterpillar company with a high-efficiency, low-emissions
product line is Solar Turbines, a manufacturer of gas turbines

ago. In 2004, Solar launched the ultra-low-emissions Mercury™
50 recuperated gas turbine, which is capable of an additional

Solar Turbines' Mercury™50, a 4.6 megawatt gas turbine, is capable of producing
20 percent fewer greenhouse gas emissions than other products in its size class.
In addition, it is rated at 5 ppm (parts per million) NOX emissions, 66 percent
less than the typical emissions of products in this class.

[ OLD MACHINES GET NEW EMISSIONS TECHNOLOGY

Through retrofit solutions such as oxidation
catalysts and diesel particulate filters,
Caterpillar is helping to reduce emissions from
existing diesel engine fleets.

In addition to applying ACERT Technology to
new diesel engines, Caterpillar also has devel-
oped a line of emissions retrofit solutions for
existing products’ Diesel engines are known for
their durability, which means millions of machines
and engines at work today were manufactured
before existing technology was developed. We
forecast that our emissions retrofit solutions
completed through 2005 will eliminate more
than 14,000 tons of NOx, 1,400 tons of partic-
ulate matter, 5,400 tons of carbon monoxide
and 1,000 tons of hydrocarbon emissions from
diesel engine fleets in the United States—equal
to approximately 900 semi-trucks operating at
zero emissions.

Caterpillar also supports several retrofit
initiatives, including the U.S. EPA's Clean School
Bus USA program, which helps school districts
and schoo! bus fleet operators replace older buses

with newer models or install emissions control
devices on existing buses. We're working with
the U.S. EPA and nan-governmental organizations
to develop similar retrofit programs for the
construction, port and on-highway industries and
in 2006 wil! expand the range of engines to which
our emissions retrofit solutions can be applied.

Outside the United States, we fully expect to
participate in public retrofit programs currently in
development. Some regicns are more progressive
than others in this area, and one of the chal-
lenges we face is how to deploy our emissions
retrofit solutions globally.

*This project was undertaken pursuant to agreements with the United States and CARB in connection with the settlement of disputed claims in an enforcement action
under the Clean Air Act and the California Health and Safety Code.
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66 percent reduction in NOx exhaust emissions. Solar continues
to develop advanced dry, low-emissions technologies to ensure
its products meet current and increasingly stringent futura
worldwide environmental regulations.

While Solar®gas turbines usually run on natural gas or dieset
fuel, several models are able to operate on renewable fuels such
as landfill gas and digester gas’ Solar also is investing in
customized test facilities and combustion technology to enable
them to run on waste gases from oil production activities
(commonly called “associated gas”), coke oven gas used in
steel production and coal-derived methane often present in
underground mines. These fuels are often burned in flare stacks
or vented directly into the atmosphere, producing no useful
energy while emitting significant amounts of greenhouse gas.
By using these alternative fuels in Solar gas turbines, we can both
generate electricity from fuels that would otherwise go to waste
and reduce greenhouse gas emissions. The use of these fuels also
makes it easier to provide electrical power to rural populations
that otherwise might not have access to a reliable power grid
or would require land-consuming electrical transmission lines.

CHALLENGES AND FUTURE PLANS
Using renewable and waste fuels can present chalienges:

> Landfill, coke oven and digester gases contain contaminants
detrimental to electrical power plant operation and life. Wa
are investigating methods to remove these contaminants.

> Coal mine methane can become dangerously explosive. With
help from the U.S. EPA, we are exploring various technologies
to remove oxygen or increase methane content to eliminatz
this hazard.

> Non-traditional fuel characteristics vary over a much broader
range than is typical for either pipeline gas or diesel fuei.
Therefore, designing robust dry, low-emissions gas turbinz
systems for burning these fuels presents challenges in harc-
ware, turbine operating controls and combustion engineering.
Solar is developing new combustion systems to address
these chailenges.

Running a More Sustainable Business

A comprehensive program to address the challenges associ-
ated with operating gas turbines on alternative fuels will enable
Solar’'s products to be used in projects that foster sustainable
development. Part of this program includes an investment in
testing facilities that give Solar the capability to blend various
fuel mixtures to ensure environmental compliance under actual
field conditions.

GLOBAL CLIMATE CHANGE

A changing global climate has significant environmental and
commercial implications, and many governmental and inter-
governmental organizations are implementing mechanisms
—such as an emissions trading system —to lessen the adverse
environmental effects of greenhouse gas emissions. We support
inteiligent, responsible public policies addressing climate
change and are:

> |nvesting heavily in emissions reduction technologies that
are critical to our customers and represent significant areas
of opportunity for our business

> Committed to development, commercialization and deploy-
ment of technologies such as combined heat and power?
free methane conversion® and clean diesel engines

> An active supporter of policies and flexible mechanisms that
harness the marketplace to drive innovation, mobilize invest-
ment and allow the sharing of clean, efficient technologies

> Encouraging the coordination of domestic and international
programs to maximize the use of flexible, proven mechanisms
to advance environmental efforts

Through these activities, Caterpitlar will continue making
significant contributions to efforts designed to reduce green-
house gas emissions. Please see page 28 for more detail on
Caterpillar's commitment.
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Remanufacturing, an advanced form of recycling, is returning
an end-of-life component to its original “same-as-new” condition.
The process reduces waste, minimizes the need for raw materials
required to produce a new part and helps ensure the recovery
of end-of-life products through a closed-loop reverse logistics
pracess. Caterpiilar is one of the world’s fargest remanufac-
turers, offering a full line of Cat Reman parts for Cat machines
and engines and providing remanufacturing services to original
equipment manufacturers (OEMs) and others in the industrial,
defense and automotive products industries.

Y] 944

RESPONSIBLE, PROFITABLE RECYCLING

Caterpillar's 14 remanufacturing facilities take back end-of-life
components, called cores, from around the world. Cores are
inspected; corresponding financial deposits called “core
deposits” are returned to customers; then cores are completely
disassembled, losing their original identity. Every part from

each core is remanufactured to print specifications incorpo-
rating all applicable engineering updates. The remanufactured
parts, supplemented by new parts where required, are assembled
into finished remanufactured products, tested, packaged for
sale and warranted the same as new products.

This business model encourages responsible end-of-life
practices by requiring a one-for-one exchange as part of every
transaction. The core deposit creates a compelling financial
incentive for customers to return end-of-life components. And
the same-as-new quality, lower-than-new price and same-as-
new warranty of Cat Reman products make them an attractive
repair option.

To ensure we develop components that can be economically
reused at the end of their useful life, “design for remanufactur-
ability” is part of cur new product introduction (NP!) process.
“Remanufacturability” was considered in the design process for
all programs completing the NPI concept phase during 2005.

| REMANUFACTURING TARGETS AND PERFORMANCE

j‘ | REMAN TECHNOLOGY 6 SIGMA PROJECTS

CORE RECOVERY PERCENT
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LREBUILD PROGRAMS GIVE PRODUCTS A SECOND LIFE

Caterpillar products are built to be rebuilt, and
the Cat Certified Rebuild program helps ensure
Cat machines and engines can be transformed
back 1o their original like-new condition at the end
of their first useful life. Using this proprietary
process, dealers reuse or recycle virtually all
the original machine content, substituting Cat
Reman and new parts for components that do not

meet the Certified Rebuild criteria. On some

machines, product upgrades are available to take

advantage of new emissions technology, increased
- fuel economy or improved control systems.

CERTIFIED REBUILOS
(number of rebuilds over 2001 base)

= Plan

= Target

02 03 04 05 06 07 08 09 10
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THE REMANUFACTURING PROCESS

stomer purchases a remanuractured product. The purchase

appropriate engineering upd i} was originally
included. Remanufactured compogents are assembled




> Giving New Life to Old Products (continued )

MATERIAL AND ENERGY CONSERVATIDN
Caterpillar’s remanufacturing process recovered more than 2.2
million end-of-life units in 2005. Of the approximately 135
million pounds (61 million kg) of material recovered, close to
70 percent was remanufactured and reused to produce Cat
Reman products. The rest was recycled by Caterpillar or one of
our approved foundries, mills or recycling centers.
Remanufacturing also conserves a large portion of the “value
add™—the labor, energy and manufacturing added to the original
raw materials to create the original part. For a piece of heavy
equipment, the value of the raw materials that can be recovered
through traditional recycling is very small. But according to
researchers at the Massachusetts Institute of Technology, when
components are remanufactured, the total value recovered is much
greater —for example, about 85 percent of the energy expended
during the original manufacturing process is preserved.'®

CHALLENGES AND FUTURE PLANS
The global remanufacturing industry is estimated to be a $100
billion business today with significant growth potential. Complex
product designs, advanced materials, a shortage of qualified
technicians and anticipated take-back regulations that will
require manufacturers to provide for end-of-life disposal of
products are positioning remanufacturing as a responsible way
for companies to meet customer product support needs.
There are challenges, however. As we expand our remanu-
facturing business to various world markets, we have encoun-
tered market-access barriers ranging from remanufactured
products being classified as “used goods™—which subjects
them to non-tariff barriers or high-tariff surcharges —to cases
of outright bans on their importation. Caterpillar is working with
the U.S. Trade Representative’s office, the U.S. Department of
Commerce and the World Trade Organization (WTO) to eliminate
these barriers, and we have been successful in educating
government officials in the United States and other countries
on the difference between remanufactured and used products.
Progress is occurring. In December 2005, the U.S. Department
of Commerce submitted a position paper to the WTO seeking
non-discriminatory treatment and open market access for
remanufactured goods. Bilateral agreements recently negotiated
by the United States allow the free trade of remanufactured
products, and the concept has gained support in the current
WTO negotiations. Free and fair trade of these products world-
wide is critical to ensure our customers can reduce waste in
their operations and to position the remanufacturing industry
to provide sustainable solutions to a global marketplace.
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DEVELOPING NEW TECHYSLD

Caterpillar has a solid track record as a technology leader in
our industry, and we have been recognized for our use of
advanced technologies to address customer and environmental
demands. To prioritize our research activities, we use a portfolio
funding model that takes into account each project’s ability to
influence one or more of four key enterprise-level objectives:
1) best products and services, 2) cost, quality and profitability,
3) growth and 4) sustainability.

SUSTAINABILITY RESEARCH PORTFOLIO
Current projects in our sustainability research portfolic include:

E-zero explores production process innovations leading to an
ultimate goal: the only outputs of a Caterpillar facility each day
are products and healthy employees.

Human Factors in Machine Design seeks to improve the health,
safety, comfort and productivity of machine operators by empha-
sizing ergonomic design, visibility and intuitive control systems.

Renewable Energy proposes to leverage Caterpillar’s expertise in
the areas of power inverters, controts and thin film coating to build
a foundation for renewable energy technology development.

Advanced Powersource Technologies is investigating non-
traditional fuels and alternate technologies to lower engine emis-
sions, increase efficiency and reduce dependency on petroleum
feed stocks.

This portfolio approach allows us to take a longer-range look
at our research activities and address priorities that transcend
individual product group needs. For example, it has resulted in
a redesign of our mining equipment to incorporate safety features
that add customer value and go beyond existing regulations.

CHALLENGES AND FUTURE PLANS

We are currently using 6 Sigma to determine if it is appropriate
to apply the portfolio process to all our research activities and
to our product development programs. Looking ahead, it will
enable us to address critical issues proactively—inciuding
recycling and reuse, development of lightweight structures, the
application of life-cycle analysis to Caterpillar products and our
overall energy strategy.

CATERPILLAR 2005 Sustainability Report




[ LIFE-CYCLE ANALYSIS

Life-cycle analysis
specifically focuses
on evaluating the
environmental,
economic, social and
regulatory implications
of our products and
services along their
full life cycles.
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LIFE-CYGLE ANALYSIS
Our life-cycle project specifically focuses on evaluating the
environmental, economic, social and regulatory implications of
our products and services along their full life cycles. As part of
this project, we are developing and implementing practicel,
scientifically sound tools to optimize the benefits and minimize
the unfavorable impacts of Caterpillar production processes
and products. Our plans are to use this methodology as vie
identify business risks and strategies, make purchasing deci-
sions and incorporate design changes or improvements. It will
also help us as we work to improve resource efficiency and
address regulatory issues.

Running a More Sustainable Business

Life-cycle methodologies and applications are still under
development by a variety of global practitioners. Caterpillar is
participating in the shaping of this science by assessing our
own global life-cycle management activities, identifying best
practices and lessons learned and developing data libraries.
We are also actively involved in “Design for Environment;’ an
initiative that considers, compares and improves the performance,
human health and environmental risks and costs of new and
existing products and processes. Design for Environment promotes
integrating cleaner, less expensive and smarter solutions into
everyday business practices.
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OUR SAFETY PERFORMANGCE

Due to rapid growth and the addition of many facilities outside
the United States in the 1390s, we recognized the need to
strengthen our safety-tracking systems and capabilities. In
2000, when we examined our numbers from .a global, enterprise
perspective, we realized dramatic improvements were needed.
With nearly 5,000 employees injured and 87,000 work days lost
each year, our safety perfarmance was significantly out of line
with our expectations for excellence.

We needed a transformation in our operations and our
culture. Using 6 Sigma, employees and leaders at all levels
began embracing and addressing safety issues in a systematic,
facts-and-data-driven way. Today, we are creating a workplace

PEORIA, lllinois: Teams from 24 Caterpiitar divisions on six continents attended
o ) " ) the 2006 Safety Summit to learn about our new standardized safety process,
where all employees take responsibility for improving their own develop plans for deployment of best practices and recognize safety successes.

health and safety and that of their coworkers. The results since

2000 have been encouraging:
CHALLENGES AND FUTURE PLANS

> Recordable injury frequency has been None of this is to say we’ve reached the end of our safety
reduced by 57 percent. journey. Tragically, two people lost their lives in Caterpillar
facilities in 2005—one an employee; the other an agency
worker. We believe all accidents and injuries are preventable;
therefore, our uitimate goal is zero. Between now and 2010, we
> The number of days iost due to injuries has have set aggressive goals for improvement. Reaching them
fallen by 66 percent. presents real challenges. While many of our facilities are
improving their lost-time injury and recordable injury frequen-
cies, others are not yet realizing the desired improvements in
these measures. Special focus is being placed on facilities that
> 33 manufacturing / logistics facilities ended have the greatest challenge in achieving our safety goals.
2005 without a recordable injury.

> Our lost-time case frequency rate has
dropped by 71 percent.

> 55 of our facilities have already achieved
best-in-class 2007 targets.

SAFETY PERFORMANCE

LOST-TIME CASE FREQUENCY RATE (LTCFR*) ) RECORDABLE INJURY FREQUENCY (RIF**)
(targets and actuals) (targets and actuals)
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* Lost-time injury: A work-related injury that results in days away from work beyond the day of the original injury. LTCFR— Lost-time injuries per 200,000 hours worked {~100 employees)
**Recordable injury: A work-related injury that results in death, loss of consciousness, Jost days, restricted days or transfer 1o a different job, medicat treatment beyond first aid, or a significant
diagnosed injury or iliness such as cancer or a fracture even though there is no medical treatment provided. RIF—Recordable injuries per 200,000 hours worked {(~ 100 employees)
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Going forward, we are committed to improving employee
safety through:

Holding leaders at all levels accountable for results. Leader-
ship toward safety excellence is the highest priority across
the enterprise.

Replicating and sharing best practices. Our enhanced injury
reporting process will help us pinpoint where improvement is
needed and which facilities need more focus.

Ensuring consistency across the organization. We have identified
10 best practices—supported by tools and templates —that
will be required of all Caterpillar facilities:

1. Managers will be held accountable for the safety perfor-
mance of their organization.

2. Supervisors and facility leadership will perform safety walks
to demonstrate their commitment to employees, gather
information about conditions and behaviors, provide on-the-
spot correction of unsafe activities and recognize efforts by
employees to improve safety.

3. Safety will be embedded into existing business processes
such as the Caterpillar Production System (CPS), purchasing
and performance management,

4. Safety issues and results will be communicated frequently,
and employees will have regular opportunities to discuss
safety with their supervisors.

5. Each facility or department will maintain an Incident Noti-
fication and Review Process for managers and employees.

6. Each facility or department witl dévelop a safety learning
plan for managers and employees.

7. We will carefully evaluate our performance on a regular basis
and make improvements when necessary, using 6 Sigma to
guide our activities.

8. Each facility will develop a list of best practices to define
expectations for activities and behaviors and establish a
system for measuring performance against them.

9. Each division will establish a program to recognize facilities
with superior performance in safety, and each facility will
establish a program to recognize and reward safety perfor-
mance at the department or individual level.

10.Facility safety performance will be reviewed, identifying
facilities that require additional mentoring.

We will continue to strengthen our processes to help all our
facilities succeed—and ensure we all return home as safe and
healthy as when we came to work.

uMPLOYEE SURVEY REPORTS PROGRESS ON SAFETY

One way we measure our safety commitment
is through our Employee Opinion Survey, an
anonymous annual questionnaire distributed
to all Cat employees. In 2005, more than
69,200 of our 85,000 employees participated.
Seventy-nine percent responded favorably ta
the three questions that make up the safety
index: 1) | understand my roles and responsi-
bilities in creating a safe werk environment, 2)
If a safety issue is identified, it is resoived
effectively. 3) The person | directly report to
regularly reinforces safe behavior.

These results are an indication that our
commitment to safety is recognized and results

are visible. We believe our continued dedica- .
tion to safety is one of the reasons employee
engagement has increased significantly in
recent years as weli. Our 64 percent favorable
engagement rating in 2005 is up 13 points

EMPLOYEE ENGAGEMENT
{percent favorable}

from 2002, and we are committed to achieving ! 100%
an 80 percent favorable rating by 2010. ) E_
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ENERGY CONSERVATION AND GREENHOUSE GAS REDUCTION
Global climate change is a business issue linked directly to
greenhouse gas (GHG) emissions, namely carbon dioxide.
Energy-intensive industries such as steel, electric power gener-
ation, petrochemical and food processing are major producers
of GHG emissions because their industrial processes are large
consumers of energy derived from carbon-based fossit fuels.
Although Caterpillar’s operations produce relatively minor
amounts of GHG emissions (2.12 million metric tons of CO,
equivalent direct + indirect), we are committed to reducing our
energy consumption. (Caterpillar is a major consumer of steel,
and our conservation efforts in this area are detailed in the
“Material Conservation and Recycling” section on this page.)
Between 1990 and 2001, thanks to a combination of fuel
switching, process changes and conservation programs, we reduced
direct GHG emissions from our facilities by over 500,000 metric
tons, cutting the baseline by 50 percent. Between 2001 and 2003,
we improved enterprise-wide energy efficiency by 12 percent.

CHALLENGES AND FUTURE PLANS
{n 2003, we joined the Climate Leaders program, a voluntary
initiative in which the U.S. EPA works with companies to set
aggressive long-term emissions reduction goals. We pledged in
January 2005 to reduce our global GHG emissions intensity
(metric tons of CO, equivalent emissions produced per mitlion
dollars of revenue) 20 percent by 2010 from a 2002 base. We are
using the Climate Leaders protocol on an enterprise-wide basis,
including those facilities located in Kyoto Annex 1 countries.

While we are confident in our ability to meet our 2010
intensity goal —and indeed, already surpassed it in 2004 —we
do face challenges. Qur heating, ventilating and air conditioning
systems require far more energy than our production processes
do. Therefare, it requires a similar amount of energy ta power
a facility no matter how many machines or engines we produce
per day. As a result, during times of robust economic perfor-
mance, our emissions intensity results benefit from the
increased sales element in the GHG Intensity calculation for
the Climate Leaders Program.

To ensure our results do not drop below target levels during
a cyclical downturn or period of softening sales, we must
remain diligent and continue to implement energy conservation
projects. We have established more aggressive internal reduc-
tion targets to drive desired behavior and challenge ourselves
to exceed our voluntary commitment to the U.S. EPA. We plan
to replicate many of the 6 Sigma energy conservation projects
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that have already been implemented at Caterpillar facilities
across the globe as one way to reduce emissions and costs.

MATERIAL CONSERVATION AND RECYCLING
Caterpillar's machinery and engine businesses are large consumers
of steel and materials used to process steel into finished goods.
Many of our operations-—particularly our logistics business—also
receive large quantities of packaging materials. We focus first
on using these materials efficiently, then pursue options to
reuse or recycle waste. By doing so, we minimize the amount
of material going to landfills and reduce our direct costs.
Efficient use of metals is an area of particular focus as we
continue to improve processing and machining. Since we began
monitoring material efficiency at an enterprise level in 2000,
our performance has improved. We decreased the amount of

Solar Turbines’ Titan™ 130: In many cases, we are using our own products to reduce
GHG emissions. tn some of our facilities, for example, we have replaced coai-fired
boilers with natural gas-fired combined heat and power units, which feature Solar
turbines in conjunction with units that recover waste heat. Such systems not only
reduce GHG emissions substantialty, but are atso more cost efficient.

]

‘L ENVIRONMENTAL IMPACT PERFORMANCE
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waste sent to landfills by nearly 52 percent between 2002 and
2004 and increased waste recycling by 29 percent during the
same period. These improvements occurred despite dramat'c
growth in our business.

CHALLENGES AND FUTURE PLANS

We will continue to monitor our metals recycling efforts on an’

enterprise-wide basis. We have established reduction targets
for other core recyclables—including oil, cardboard, wood,
plastics and paper—and plan to move from 42.1 percent recycled
in 2004 to 70 percent recycled in 2010.

HAZARDOUS WASTE .

Some materials used to manufacture and support our products
are considered hazardous and require special handling for use,
transport and disposal. In addition to managing these matericis
safely, we substitute less hazardous alternatives whenever
possible. Again, doing so minimizes environmental damage as
well as our direct costs. Caterpillar monitors hazardous waste
generation in our U.S. operations, where we have seen reductions
of 47 percent since 2001. Outside the United States, regulatory
definitions of hazardous waste vary, impeding our ability to monitor
performance giobally. All our facilities worldwide are expected
to comply with our corporate Environmental Protection Program,
which is aligned with 1SO 14001 and describes environmental
standards and protocols for hazardous materials. We conduct
regular audits to these standards to ensure compliance.

WATER USAGE AND EMISSIONS
Water conservation is of particular concern in areas where
urbanization puts pressure on fresh water needs. it’s aiso critical

THIRUVALLUR, India: To address an acute water shortage, employees began
planting tree saplings, dug four rainwater harvesting ponds and created 13 rain-
water collection pits. Today, more than 16,700 trees shade the facility's grounds
and the ground water table has improved significantly.

in industrialized areas where process effluents can expose deli-
cate ecosystems to stress and harm fish and wildlife. Unlike
other more energy-intensive industries, Caterpillar doesn’t use
large quantities of water. We monitor our usage, but don’t set
performance targets because we choose to focus our efforts in
those areas where we have a greater impact on the environ-
ment. In locations where local water supply is a factor, facilities
address this issue on an individual basis.

We do set standards governing the cleanliness of the water
we use and require that our facilities comply with all applicable
regulations when it comes tc the discharge of contaminants to
water. We perform audits to verify compliance and expect our
facilities to conduct annual self-audits. This information is used
to develop improvement programs that help us reduce the use
of materials that are potentially harmful to the environment.

ENVIRONMENTAL IMPACT PERFDRMANCE
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OUR WORLD: SECTION THREE

As individual citizens, we can help solve local problems and contribute
to our communities’ welfare and prosperity. As a global company,
we can use our strength and resources to improve, and in some cases
rebuild, the lives of our neighbors around the world.
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Caterpillar is in a unique position to react when disaster occurs.
Our machines are essential to relief, recovery and rebuilding
efforts. Qur power generation equipment provides critical emer-
gency and back-up power for businesses, hospitals and other
organizations. With hundreds of facilities and 182 Cat dealers
worldwide, we can quickly respond with preducts, services, people
and funds.

Caterpillar responded to the devastation caused by Hurricanes Katrina and Rita
in 2005 with people, products and financial aid. In addition to machines, we
also arranged for a number of power modules to be shipped to the Gulif Coast
region. They were used to provide electricity for more than 20,000 homes and to
power pumping stations removing water from New Orleans.

32

Cat dealers throughout the Asia-Pacific region provided dozens of machines and gener-
ator sets {o assist in cieanup and relief efforts following the December 2004 tsunami.
Many dealers also sent personnel to operate and maintain equipment fleets.

2005 was a year marked by natural disasters, and Caterpiliar
employees and Cat dealers responded quickly and compas-
sionately to each. We worked closely with our dealers in the
affected areas to determine needs and make equipment,
personnel and resources available to help those working on
recovery and cleanup efforts. To support humanitarian efforts,
the Caterpillar Foundation provided financial contributions to
the American Red Cross, the Salvation Army and the Red Crescent
Society and matched employee contributions in support of
these efforts. Together, we donated almost $5.2 million.
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BUILDING STROWGER COMMURITIES

AND & CLEANER ENVIRONMENT

While philanthropy is not integral to a sustainable business
strategy, a company can make important contributions to the
communities in which it operates and, in some cases, improve
its long-term business prospects by doing so. Through strategic
phitanthropy, corporations such as Caterpillar can seek out issues
where we have unique capabilities, relationships or expertisz
to offer—and work with nonprofit and other organizations to
Jeverage these assets to benefit both the company and society.

Caterpillar and our employees give generously through thz
Caterpillar Foundation and its matching gift program, supporting
educational and environmental causes, health and human
services, culture and art, and civic and community activities.
Funded from corporate operating profits, the Foundation has
distributed about $250 million since its formation in 1952,
Historically, it made small contributions to organizations in and
around Caterpillar’s headquarters city of Peoria, Illinois. Over
time, the Foundation has expanded its giving worldwide anc:
now does so in ways that support Caterpiliar's sustainability
initiatives. Our involvement in the EMBARQ and Great Rivers
Partnership projects, for example, supports our commitment tc
protecting the earth’s air and water resources and will help us
in our efforts to learn to pursue development in new and more
sustainable ways.

MEXICO CITY, Mexico: EMBARG's pilot project in Mexico City has cut bus mass-
transit travel times by 50 percent. .

Contributing to a Better World

EMBARQ focuses on improving bus mass-transit systems in the world's busiest
urban centers—reducing emissions, congestion and pollution.

EMBARQ PROJECT ADDRESSES AIR QUALITY IN URBAN CENTERS

To help improve air quality in some of the world'’s largest and
fastest-growing cities, the Caterpillar Foundation and Shell
Foundation are each contributing $7.5 million over the next five
years to support the World Resources Institute’s Center for
Transport and the Environment, known as EMBARQ. Warking
with local governments and leaders, EMBARQ develops envi-
ronmentally and financially sustainable solutions for bus mass-
transit systems — addressing issues of air poliution, greenhouse
gas emissions and congestion. Key to these solutions is
replacing outdated equipment and retrofitting existing buses
with modern diesel technology, areas where Caterpillar has
significant expertise.

During a pilot project in Mexico City, EMBARQ created a new
bus rapid transit corridor that carries 250,000 passengers a day,
cutting travel times in half and eliminating 43,000 tons of carbon
dioxide emissions per year. Over the next five years, EMBARQ
plans to replicate its Mexico City success in 13 other loca-
tions—inciuding the world’s fourth, seventh and ninth largest
cities (Sdo Paulo, Shanghai and Istanbul, respectively).

The Caterpillar and Shell donations, which will begin in
2006, will form the core of a total $43 million philanthropic
investment. OQur funds wifl be used to support engineering and
transportation planning, business management, information
technology, architectural and design services, communications
and transportation management and other services.




> Building Stronger Communities and a Cleaner Environment
( continued )

GREAT RIVERS PARTNERSHIP PROVIDES CONSERVATION LEADERSHIP

In 2005, Caterpillar became the lead corporate donor in The
Nature Conservancy's Great Rivers Partnership project, commit-
ting $12 million over five years to support conservation of the
Mu‘ssissipp'i River in North America, the Paraguay/Parana River
in South America and the Yangtze River in Asia. These biologically
rich rivers supply water to nearly a billion people on three conti-
nents. The donation was the largest outright corporate gift ever to
The Nature Conservancy and will support creation of the Great
Rivers Center for Conservation and Learning, a center of excel-
lence from which businesses, communities and nations can draw
resources and expertise as they work to preserve waterways.

While Caterpillar's initial support of the Great Rivers project
has been financial, we are pursuing opportunities to do more.
Caterpiliar and our dealers have a strong presence in Brazil,
China and the United States, and we plan to work closely with
The Nature Conservancy to determine how we can best support
their efforts in these areas.

During 2005, The Nature Conservancy began to form the
structure and strategic plan for the Great Rivers Partnership.
Team members traveled to Brazil and China to assess project
conservation capacity, begin establishing realistic conservation
goals and objectives and determine budgets. Conservation staff
were also identified for each river system. Project goals for
2010 include: ’

> Demonstrating measurable progress in abating
specific global threats to great rivers

> Building on Caterpillar’s leadership to raise
$120 million in public and private funds

> Establishing a link to at least three more rivers
to inspire conservation worldwide

Caterpillar also plays an active role on the International
Leadership Council, a forum of corporate conservation leaders
that seeks to promote biodiversity preservation through a coop-
erative relationship between the business community and The
Nature Conservancy.

34

Along with China's Yangtze River, Brazil's Paraguay and Parana Rivers (top) and
the United States' Mississippi River (bottom) form the basis of The Nature
Conservancy's Great Rivers Partnership project. Science and conservation efforts
at these sites wili be integrated by the Great Rivers Center for Conservation and
Learning o ensure experiences and lessons are captured and applied to the other
great rivers of the world.
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In 2005, the Foundation distributed $24 million and plans to
increase its charitable giving to more than $29 mitlion in
2006 —approximately 30 percent of which will be committed
to projects outside the United States. Support for environ-
mental causes, including freshwater and land management, air
quality, wildlife conservation and forestry sustainability will
total $3 million. Contributions are targeted at 0.08 percent of
sales. Future commitments to projects outside the United
States are intended to grow to 40 percent or more.

= Target

FOUNDATION GIVING BY SEGMENT

EDUCATION

HEALTH &
HUMANITIES

CIVIC &
COMMUNITY

TRADE &
PUBLIC POLICY

2005 TOTAL
CONTRIBUTIONS*
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*Due to rounding, numbers may not total 100 percent

Contributing to a Better World
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INDEX AND KOTES

PAGE 2

1. This definition of sustainable development can be traced to the World
Commission on Environment and Development — known as the Brundtland
Commission —which introduced the term in its 1987 report, Qur Common
Future.

[rvd

PAGE 4

2. 6 Sigma is a step-by-step approach to reduce the number of errors in a given
process. Caterpillar uses 6 Sigma to guide projects and implement processes.
The methadology focuses on gathering infarmation, analyzing data and making
fact-based decisions to ensure the most efficient and effective processes,
products and services are in place to meet customer requirements.

PAGE 10
3. Much of the data on these pages was drawn from the following sources:

Millennium Ecosystem Assessment, 2005. Ecosystems and Human Well-being:
Opportunities and Challenges for Business and Industry. World Resources
Institute. Washington, D.C.

Population Challenges and Development Goals. New York, Copyright ©2005
United Nations.

Waorld Resources institute in callaboration with United Nations Development
Programme, United Nations Environment Programme and World Bank.
World Resources 2005: The Wealth of the Poor— Managing Ecosystems to
Fight Poverty. Washington, D.C.: WRI.

www.eia.doe.gov/iea/
Energy Information Administration (EIA). Washingfon, D.C.

4. The Kyoto Protocol requires participating “Annex 1" countries to reduce
their carbon dioxide emissions collectively to an annual average of about
5 percent below their 1990 level over the 2008-2012 pericd. It became a
legally binding treaty on February 16, 2005.

PAGE 13

5. The Mining, Minerals and Sustainable Development (MMSD) project was
launched in 1999 by nine leading mining and minerals companies working
in conjunction with the World Business Council for Sustainable Develop-
ment. The project was an independent, in-depth analysis of the sector’s
sustainable development issues. The analytical research was conducted
by the International Institute for Environment and Development (IIED)
and involved & series of stakeholder dialogues and workshops with both
a global and regional focus. The final MMSD report, Breaking New Ground:
Mining, Minerals, and Sustainable Development, was presented at the
Resourcing the Future Conference in Toronto, Canada, in May 2002. The
report includes an agenda for change and outlines nine key sustainable
development challenges facing the sector.

PAGE 15

6. The November 2001 declaration of the Faourth Ministerial Conference
in Doha, Qatar, provides the mandate for negotiations on a range of subjects
and other work. The negotiations include those on agriculture and services,
which began in early 2000. In Doha, Ministers also approved a linked
decision on implementation —probiems developing countries face in
implementing the current WTO agreements. The original mandate has now
been refined by work at Cancln in 2003, Geneva in 2004 and Hong Kong
in 2005,
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PAGE 18
U.S. EPA On-highway Emissions Regulations —Truck Only

Effective Year PM (g/bhp-hr) {g/bhp-hr)

1988 0.60 10.7 NOx Std.

1991 0.25 5.0 NOx Std.

1994 0.10 5.0 NOx Std.

1098 0.10 4.0 NOx Std.

2004** 0.10 2.5 NOx+NMHC with
HC < 0.5 g/bhp-hr

2007 0.01 1.3* NOx+NMHC FEL &
1.16 g/bhp-hr NOx FEL

2010 0.01 0.20 NOx Std.

* Split Family FEL declaration at option of manufacturer
**On-highway Consent Decree pull-ahead to 10/02

U.S. EPA Non-road Emissions Regulations—225-450 bkW Power Category

Effective Year PM {(g/bkW-hr) (g/bkw-hr)

1996 0.54 9.2 NOx Std.

2001 0.20 6.4 NOx+NMHC Std.
(HC not regulated)

2006** 0.20 4.0 NOx+NMHC Std.
(HC not regulated)

2011 0.02 2.0* NOx FEL

if NMHC =0.19
2014 0.02 0.40 NOx Std.

* Split Family FEL declaration at option of manufacturer
**Non-road Consent Decree pull-ahead to 2005

g/bhp-hr = grams per brake horsepower hour
g/bkW-hr = grams per brake kilowatt hour
NMHC = non-methane hydrocarbon

HC = hydrocarbon

FEL = family emissions limit

U.S. EPA New Source Performance Standard (NSPS) for Combustion Turbines
Category Fuet NOx Limit at 15% O;

= 50 MMBtu/hr Natural Gas 42 ppm (2.3 Ib/MWhr)
Non Natural Gas 96 ppm (5.5 Ib/MWhr)
Natural Gas 100 ppm (5.5 |b/MWhr)
Non Natural Gas 150 ppm (8.7 Ib/MWhr)
All 150 ppm (8.7 Ib/MWhr)

> 50 MMBtu/hr & = 850 MMBtu/hr
Natural Gas 25 ppm (1.2 Ib/MWhr)
Non Natural Gas 74 ppm (3.6 [b/MWhr)
Natural Gas 42 ppm (2.0 |b/MWhr)
Non Natural Gas 96 ppm (4.7 Ib/MWhr)

< 30 MW All 150 ppm (8.7 Ib/MWhr)

PAGE 21 .
7. Digester gas is a waste gas produced during sewage treatment operations.

8. Combined heat and power is a system that captures the waste heat
from the exhaust of an engine and either converts it to electricity through
generation of steam or uses it to provide heat for buildings, industrial
processes or other uses, thereby increasing the overall efficiency of a
power generation system.

9. Free methane is methane that escapes to the atmosphere from sources
such as underground coal seams, decomposition of waste in landfills or other
sources. It is considered a particularly potent greenhouse gas. Converting
this gas to energy by burning it in an engine turns an otherwise wasted
energy source into useful energy, saving traditional fossil fuels and
reducing emissions of methane into the atmosphere.

PAGE 24

10. Lund, R.T. and L. Bollinger, et. al. 1981. Remanufacturing Survey
Findings. Cambridge, M.I.T.,, Center for Policy Alternatives.
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COMPANY INFORMATION

| FOR MORE INFORMATION

309.675.1000

CATERPILLAR iNC.
Corporate Public Affairs
100 N.E. Adams Street
Peoria, Illinois 6§1629-1425

You can also submit feedback at www. zat.com/sustainability

CATEAEIFATY

We value your feedback. If you have questions or comments about this report, please contact our Corporate Public
Affairs department by writing or callin:

To fearn more about Caterpillar, or to rerjuest a copy of our 2005 Annual Report, please visit our website at www.cat.com.

s

| ABOUT CATERPILLAR

Formed in 1925, Caterpillar is a technology leader
and the world's largest maker of construction and
mining equipment, diesel and natural gas engines
and industrial gas turbines. Our products, services
and technologies falt into three principal lines
of business:

Machinery. Cat machines serve customers in the
earthmoving, mining, construction, forestry, waste
and paving industries. We also lead the industry
in the distribution of equipment and parts and

are one of the world's largest remanufacturers.
We offer both logistics and remanufacturing
services to other arganizations through Cater-
pillar Logistics Senvices, Inc. and our Caterpillar
Remanufacturing Szrvices Division.

Engines. Engines and engine systems sold under
the Cat, FG Wilson, MaK, Perkins and Solar
brands power equipment, trucks, ships, boats
and supply prima-y and standby power for a
variety of uses. Ou’ engine products also power

the producticn, processing and transporting of
crude oil and natural gas and provide electrical
power to many industries.

Financial Products. We help customers pur-
chase Caterpillar and related equipment through
Caterpiltar Financial Services Corporation and
its subsidiaries.

More information is available at www.cat.com.
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Certain statements in this report relate to future events and expectations that constit ite forward-looking statements involving known and unknown factors that may cause actual results
of Caterpillar Inc. to be different from those expressed or implied in the forward-looking statements. (n this context, words such as "expects! “anticipates’” “intends,” “plans.’ “betieves

" ow

“seeks,

'will” or other similar words and phrases often identify forward-looking statements. Actua! results of the company may differ materially from those described or implied in

such forward-tooking statements based on a number of factors and uncertainties, including, but not limited to, changes in economic, political or competitive conditions; market
acceptance of the company's products and services; changes in law, regulations and tax rates; and other general economic, business and financing conditions and factors described
in more detail in the company's filings with the Securities and Exchange Commissicn, inctuding in its year-end report on Form 10-K filed on February 22, 2006. We do not undertake

to update our forward-looking statements.
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