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WHAT WE ACHIEVED IN 2009

Despite the economy, our 2009 results
showed strength:

> We reached revenues of $11.6 billion
and net income of $320 million, or
$4.46 per diluted share, which includes
the impact of our settlement agreement
with Ford.

> We improved our cost structure and
maintained solid cash flow, building
manufacturing cash balances of $1.2
biflion by the end of the year.

> We built our leadership in traditional
markets while continuing our investment
in product development for the future.

LEADERSHIP IN TRADITIONAL MARKETS

The means to achieving good results

starts with great products, and in our core

markets we had unprecedented results:

> We continued to be number 1 in
school bus, with a market share of
more than 60 percent.

> We remained number 1 in medium
trucks, with a 35 percent share.

> We became number 1 in severe
service, with a 34 percent share—

compared with 22 percent as recently
as 2006,

> We also moved up to number 2 in
heavy vehicles, with a 25 percent
share—compared with 19 percent
just one year ago.

> In fact, in combined Class 8 sales,
including heavy and severe service, we
are now number 1 in North America,

> Qverall, our share grew in Class 6-8
from 26 percent in 2007 to 29 percent
in 2008 to 34 percent in 2009,

In addition to great products, these results
reflected our strong dealer network and
outstanding customer support, including
our consistently successful Parts group,
which sustained its uninterrupted 15-year
record of revenue growth.



* Includes
military
sales

AN IMPROVED COST STRUCTURE

The second pillar of our three-pillar
strategy is competitive cost structure:

> We reduced selling, general and
administrative expenses and
professional fees by taking advantage
of headcount reductions, the resolution
of past accounting issues and
improvements in our financial reporting
and control environment,

> We contained our 2010 costs for
postretirement healthcare and other
employee benefits, and improved our
pension plan returns, with recent returns
exceeding the S&P 500.

> We achieved a lower-cost global
manufacturing footprint, rationalizing our
North American plants and improving
our global scale through acquisitions,
alliances and joint ventures,

V

> We pursued aggressive process,
material and supplier initiatives, as
well as reductions in design and
commodities costs.

PROFITABLE GROWTH THROUGH
NEW VENTURES

The third pillar of our three-pillar strategy is
profitable growth, which we are pursuing
through gains in traditional markets plus
new ventures and smart investments that
leverage our assets and those of others.

Starting in 2010, we will begin to see
results from our vehicle joint venture with
Mahindra & Mahindra Ltd. Leveraging
Mahindra’s strong distribution network,
this venture positions us to take
advantage of the rapidly growing
indian market, which is already the
fourth largest in the world:

> A new, state-of-the-art manufacturing
facility at Chaken, Pune, India will
produce medium- and heavy-duty
trucks for the Indian subcontinent
and export markets.

> The first Mahindra Navistar truck, a
long-haul cab-over vehicle, will launch
in January 2010.

> The plant will also produce engines

to be sold through a separate Mahindra
Navistar joint venture.

Mid-Rang
Engine

We'll also see progress in 2010 from

our new, B0/50 joint venture with
Caterpillar-NC? Global, LLC. This venture
leverages our manufacturing expertise
and Caterpillar's powerful global network
to produce and market a full line of
commercial on-highway trucks outside
North America:

> NC? expects to enter the market in late
2010 with cab-over products based on
the International™ 9800 and 4400.

> NC?s products will be sold under both
the CAT and International brands.

The venture’s initial focus will be
high-potential markets including
Australia, Brazil, China, Russia, South
Africa and Turkey.

W

LEVERAGING OUR BUS ASSETS GLOBALLY

We also are growing our business profitably
by leveraging our assets to develop
commercial bus products for a broader
world market:

> We continue to explore a relationship
with Brazilian bus body maker San
Marino Onibus e Implementos LTDA,
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which sells internationally under the
Neobus brand.

> We are jointly exploring opportunities
in South, Central and North America,
with an initial focus on Brazil, to realize
manufacturing and other synergies that
add to the bottom line.

OUR SUSTAINABLE DEFENSE BUSINESS

We are continuing to build a diversified
defense business that we believe has a
sustainable core of $2 billion annual
revenue. This broad-based business
now includes:

> New programs in tactical wheeled
vehicles.

> Military commercial off-the-shelf
vehicles (MILCOTS).

> Foreign military sales.

> A profitable, growing business in
sustainment and support.

A majority of the total value of U.S.
Department of Defense programs is spent
over the products' life cycle for sustainment
and support, and we expect fully 25 percent
of our defense business to be derived from
this area.

Major defense wins during the year
included:

> The Husky™ Tactical Support Vehicle
(TSV), a key tactical program for the
British Ministry of Defence that will
support operations in the rugged terrain
of Afghanistan, offers the potential for
additional U.K. business.

> Navistar Defense also received its first
Canadian military contract to provide
the Canadian Department of National
Defence with MILCOTS vehicles,
which also has the potential to lead into
additional Canadian programs.

> In November 2009, Navistar Defense
received two System Technical Support
(STS) contracts, totaling $156 million
over four years, to provide engineering
work and hardware to support
International”™ MaxxPro* Mine
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Resistant Ambush Protected (MRAP)
vehicles. These are the first STS
contracts for Navistar.

Meanwhile, our defense business continues
to invest for technology leadership
through improved vehicle weight,
maneuverability and ballistic performance.

PROFITABLE EXPANSION INTO
THE RV BUSINESS

Another low-cost, high-value investment
designed to grow our business profitably is
our acquisition of the recreational vehicle
(RV) manufacturing business of Monaco
Coach Corporation, a leading manufacturer
of RVs ranging from Class A diesel down to
single-axle towables. There are a number of
reasons this is a great investment:

> There is strong customer loyalty to the
Monaco brand.

> We see major, near-term opportunities
to enhance Monaco's lineup by vertically
integrating our own MaxxForce diesel
engines.

> Since consolidating the company's
manufacturing footprint, we believe
Monaco is the right size to take
advantage of today’s business climate.

> Based on the relatively low purchase
price and the many opportunities we see
for the Monaco business, we believe
we will achieve a complete return on
investment within the first 18 months.

CONTINUED INVESTMENT FOR THE FUTURE

Beyond achieving great results in 2009,
we also used our dollars wisely to build
for the future, despite the tough economy.
In addition to launching new ventures,

we invested in great products that set

us apart and established a new long-
term, cost-effective capital structure by
recapitalizing our business.

First, unlike many competitors, we
continued a consistent rate of investment
in great products both for North America
and globally. One major example is Class
8 products.

As our growing Class 8 market share
shows, customers have responded
positively to our aerodynamic, fuel-
efficient long-haul vehicles, including the
International™ LoneStar® and International *
ProStar®. We're also controlling our
destiny in this market through vertical
integration of our vehicles and engines,
shown by our big-bore engine strategy:

> Last year, we introduced our first
big-bore MaxxForce™ engines in
11-liter and 13-liter models.

> Now we are combining the proven
structural components from Caterpillar’s
C-15 platform with our own fuel, air,
electronic control and emissions
technology to create a new MaxxForce®
15-liter engine that we are already testing
with customers.

> And in the meantime, an increasing
number of traditional 15-liter customers
want to take advantage of the lower
weight and fuel economy benefits of our
13-liter engine.

We also are controlling our destiny in
severe service by pursuing relationships
with truck equipment manufacturers (TEMs)
in the construction, towing and refuse
markets. In December 2009, we acquired
Continental Mfg. Company, Inc., the largest
privately held maker of cement mixers in
North America. This vertical integration
allows us to build direct relationships with
customers and capture a greater share of
the revenue stream.

OUR MARKET-LEADING EMISSIONS STRATEGY

We also are controlling our destiny by
developing a competitive advantage
in emissions technology:

> Years ago, we saw that our customer-
friendly, in-cylinder NOx solution,
MaxxForce" Advanced EGR, offered
a major differentiation opportunity.

> While our competitors settled for the
older technology of liquid urea-based
Selective Catalytic Reduction (SCR),
we chose to continue investing in



MaxxForce Advanced EGR to meet
the U.S. EPA’s 2010 NOx standards.

> Because of this investment, we are

the only company able to meet 2010
requirements without large, complex
aftertreatment systems.

MaxxForce Advanced EGR also offers

key benefits for our customers:

> It takes the burden of emissions

compliance off the customer. MaxxForce
Advanced EGR removes the added cost
of liquid urea, eliminates the startup,
supply and maintenance problems liquid
urea causes, and frees truck drivers to
focus on their jobs.

It eliminates the added weight of

liquid urea-based systems, providing a
significant advantage for cost-conscious
trucking companies, who are looking to
carry more freight at the same or lower
vehicle weights.

It provides special advantages for
medium vehicles and school buses,
where space is at a premium, and
severe service vehicles, where urea
tanks would need to hold up under
tough usage.

> MaxxForce Advanced EGR engines
are also environmentally friendly and
will deliver fuel economy that in most
cases is equal to or better than that of
past engines.

Customers value our assurance that 2010
will mean "business as usual” for their
emissions compliance~which translates to
a major competitive advantage for
Navistar in 2010 and beyond.

The effectiveness of MaxxForce Advanced
EGR also gives us the flexibility to adopt
emerging emissions technologies that
build on our in-cylinder solution:

> For example, we recently invested in
Danish clean-technology company
Amminex, which has developed
customer-friendly, metal ammine-based
technology that fits well with MaxxForce
Advanced EGR for NOx reduction.

> Navistar engineers will use the
Amminex technology as a tool to
explore exhaust gas NOx reduction
for specific applications.
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ENGINE BUSINESS GROWS THROUGH
DIVERSIFICATION

We are growing our engine business
cost-effectively by leveraging our assets
through increased vertical integration:

> Soon, we will offer a full lineup of
differentiated engines from 7 liters
to 156 liters in North America.

> We will also offer engines from 3 liters
to 15 liters through our South American
engine subsidiary MWM.

i

Qur goal is 100 percent penetration of
MaxxForce engines in all our vehicles—
trucks and buses alike—providing levels
of vehicle and engine system integration
that surpass the competition.

We are also becoming more involved in
developing our own proprietary, advanced
engine systems:

> By 2013, we expect that advanced air,
fuel, controls and emissions management
systems will represent 70 percent of the
value of an engine, compared with just
50 percent 10 years ago.

> We are working to capture the value
of this revenue stream.
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> With minimal investment, we recently
acquired an engine components
business from Continental Diesel
Systems U.S. and created a new
subsidiary, Pure Power Technologies,
LLC, which will bring together
research and development, engineering
and manufacturing of diesel power
system components, including fuel
injection systems.

Qur growing global truck and bus
business is also supporting our engine
expansion into India, China and other
growing markets. The scale of our MWM
engine operations continues to grow,
based on:

> Qur continued South American work
with Ford.

> Qur agreement to develop and produce
diesel engines for two new Daewoo Bus
brand commercial buses for Korea and
other global markets.

> Qur agreements with MAN and GM to
manufacture their proprietary engines,

We are also working to develop new vertical

markets for our engine offerings, including

off-highway uses such as stationary power

and marine applications, wheel loaders and
dock spotters. For example, Capacity of
Texas, a leading manufacturer of terminal
tfractors, will be using our MaxxForce™ 7 V8
engine in its shuttle truck.

LEADING THE WAY IN ADVANCED
DRIVETRAIN TECHNQLOGIES

Qur technology leadership is also
positioning us for new growth opportunities
in hybrid and all-electric vehicles. The

first in the industry to market hybrid school
buses and commercial vehicles, we are
aggressively pursuing new hybrid and
electric opportunities where it makes

good business sense:

> This year, we introduced the industry's
first hybrid four-wheel-drive
commercial truck, ideal for customers
like utility companies.

> We were selected by the U.S.
Department of Energy to help develop
the plug-in hybrid school bus into a
vehicle capable of all-electric drive for
extended periods.

> In August, U.S. President Barack Obama
announced that Navistar had received a



$39 million federal grant to develop and CONSISTENT STRATEGIES POSITION

build all-electric delivery vehicles. US WELL FOR THE FUTURE

> Leveraging this government funding and To sum up, 2009 demonstrated that
our joint venture with the U.K. company our consistency is paying off:
Modec Limited, we plan to build 400 > Despite low market volumes, we have

all-electric vehicles in 2010, and within
a couple of years, to produce several
thousand vehicles annually.

A NEW CAPITAL STRUCTURE

As we build for the future, we have put
in place a new capital structure:

> On the manufacturing side, we
recapitalized our assets by refinancing
$1.5 billion of debt at a reasonable
cost, putting a strong capital structure
in place for the next 12 years ata
reasonable cost.

> At Navistar Financial Corporation, our
finance subsidiary, we renewed our
wholesale financing facility through 2010,
enabling us to provide critical financing
capacity to our dealers.

> We have worked with our banks
to improve retail financing for
our customers.

remained profitable.

Our strong market share positions us
well to take full advantage of a recovery.

We've continued to invest in new
products for the future.

Qur emissions strategy gives us a clear
competitive advantage.

Qur military business has a sustainable
baseline of $2 billion in revenue.

Our joint ventures with Mahindra and
Caterpillar will allow us to prosper as the
global market recovers.

We've entered new businesses that

will drive our future growth, including
RVs through Monaco and electric

vehicles through our venture with Modec.

We have a strong capital structure in
place to support profitable growth.

By focusing on a diversified business with
great products, a competitive cost structure
and profitable growth, we have averted the
worst effects of the current downturn—and
positioned ourselves to deliver exceptional
shareholder value in the years ahead.

Sincerely,

Dan Ustian
Chairman, President and Chief Executive Officer

Navistar International Corporation
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Disclosure Regarding Forward-Looking Statements

Information provided and statements contained in this report that are not purely historical are forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended (“Securities Act”),
Section 21E of the Securities Exchange Act of 1934, as amended (“Exchange Act”), and the Private Securities
Litigation Reform Act of 1995. Such forward-looking statements only speak as of the date of this report and the
Company assumes no obligation to update the information included in this report. Such forward-looking
statements include information concerning our possible or assumed future results of operations, including
descriptions of our business strategy. These statements often include words such as “believe,” “expect,”
“anticipate,” “intend,” “plan,” “estimate,” or similar expressions. These statements are not guarantees of
performance or results and they involve risks, uncertainties, and assumptions. Although we believe that these
forward-looking statements are based on reasonable assumptions, there are many factors that could affect our
actual financial results or results of operations and could cause actual results to differ materially from those in the
forward-looking statements. All future written and oral forward-looking statements by us or persons acting on
our behalf are expressly qualified in their entirety by the cautionary statements contained or referred to above.
Except for our ongoing obligations to disclose material information as required by the federal securities laws, we
do not have any obligations or intention to release publicly any revisions to any forward-looking statements to
reflect events or circumstances in the future or to reflect the occurrence of unanticipated events.

LINTY

Available Information

We are subject to the reporting and information requirements of the Exchange Act and as a result, are obligated
to file periodic reports, proxy statements, and other information with the United States Securities and Exchange
Commission (“SEC”). We make these filings available free of charge on our website (http://www.navistar.com)
as soon as reasonably practicable after we electronically file them with, or furnish them to, the SEC. The SEC
maintains a website (http://www.sec.gov) that contains our annual, quarterly, and current reports, proxy and
information statements, and other information we file electronically with the SEC. You can read and copy any
materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Room 1850,
Washington, D.C. 20549. You may obtain information on the operation of the Public Reference Room by calling
the SEC at 1-800-SEC-0330. Information on our website does not constitute part of this Annual Report on

Form 10-K.



PARTI

Item 1. Business

Navistar International Corporation (“NIC”), incorporated under the laws of the state of Delaware in 1993, is a
holding company whose principal operating subsidiaries are Navistar, Inc. and Navistar Financial Corporation
(“NFC”). Both NIC and NFC file periodic reports with the SEC. References herein to the “Company,” “we,”
“our,” or “us” refer to NIC and its subsidiaries, and certain variable interest entities of which we are the primary
beneficiary. We report our annual results for our fiscal year, which ends October 31. As such, all references to
2009, 2008, and 2007 contained within this Annual Report on Form 10-K relate to the fiscal year unless
otherwise indicated.

Overview

We are an international manufacturer of International brand commercial trucks, IC Bus, LLC (“IC”) brand buses,
MaxxForce™ brand diesel engines, Workhorse Custom Chassis, LLC (“WCC”) brand chassis for motor homes
and step vans, Monaco RV, LLC (“Monaco”) recreational vehicles, Navistar Defense, LLC military vehicles, and
a provider of service parts for all makes of trucks and trailers. Additionally, we are a private-label designer and
manufacturer of diesel engines for the pickup truck, van, and sport utility vehicles (“SUV”’) markets. We also
provide retail, wholesale, and lease financing of our trucks, and financing for our wholesale and retail accounts.

Our Strategy
Our long term strategy is focused on three pillars:
*  Great Products
»  Growing our Class 8 tractor line, including an expanded line of ProStar™ and LoneStar® trucks

«  Focusing engine research and development in order to have a competitive advantage using exhaust gas
recirculation (“EGR”) and other technologies for compliance with 2010 emissions standards

» Introducing our advanced engine technology in new markets
e Competitive Cost Structure

» Increasing our seamless integration of MaxxForce branded engine lines in our products, including the
establishment of our new MaxxForce 11, 13 and 15 engines

«  Reducing materials cost by increasing global sourcing, leveraging scale benefits, finding synergies
among strategic partnerships, and reducing manufacturing conversion costs

. Profitable Growth

»  Working in cooperation with the U.S. military to provide an extensive line of defense vehicles and
product support, including but not limited to, Mine Resistant Ambush Protected (“MRAP”) vehicles
and other vehicles derived from our existing truck platforms

«  Minimizing the impact of our North American markets cyclicality by growing our Truck and Parts
segments and “expansion” markets sales, such as Mexico, international export, military export,
recreational vehicle, commercial bus, and commercial step van

*  Broadening our Engine segment customer base

The two key enablers to the above strategy are as follows:
*  Leverage the resources we have and those of our partners

+  Grow in our North American markets and globally through partnerships and joint ventures to reduce
investment, increase speed to market, and reduce risk
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¢ Maintain product and plant flexibility to fully utilize our existing facilities, people, and technologies

*  Combine global purchasing relationships to achieve scale and sourcing anywhere in the world to
contain costs

*  Control our destiny
*  Control the development process and associated intellectual property of our products
»  Utilize key supplier competencies to reduce costs of components and improve quality

¢  Ensure the health and growth of our distribution network to provide our products to key markets

Our Operating Segments

We operate in four industry segments: Truck, Engine, Parts (collectively called “manufacturing operations”), and
Financial Services, which consists of NFC and our foreign finance operations (collectively called “financial
services operations”). Corporate contains those items that do not fit into our four segments. Selected financial
data for each segment can be found in Note 17, Segment reporting, to the accompanying consolidated financial
statements.

Truck Segment

The Truck segment manufactures and distributes a full line of Class 4 through 8 trucks and buses in the common
carrier, private carrier, government/service, leasing, construction, energy/petroleum, military vehicles, and
student and commercial transportation markets under the International, Navistar Defense, LLC, and IC brands.
This segment also produces chassis for motor homes and commercial step-van vehicles under the WCC brand
and recreational vehicles (“RV”") including non-motorized towables under the Monaco family of brands. This
segment engages in various strategic joint ventures to further our product reach to the global markets. Some
notable joint ventures are Blue Diamond Truck, Mahindra Navistar Automotives, Ltd., and NC? Global, LLC
(“NC?).

The Truck segment’s manufacturing operations in the United States (“U.S.”), Canada, Mexico (collectively
called “North America”), and South Africa consist principally of the assembly of components manufactured by
our suppliers, although this segment also produces some sheet metal components, including truck cabs.

We compete primarily in the Class 6 through 8 School bus, medium and heavy truck markets within the U.S. and
Canada, which we consider our “traditional” markets. We have successfully expanded our traditional market by
increasing our sales to the U.S. military. The products we sell to the U.S. military are derivatives of our
commercial vehicles and allow us to leverage our manufacturing and engineering expertise, utilize existing
plants, and seamlessly integrate our engines. We continue to grow in “expansion” markets, which include
Mekxico, international export, non-U.S. military, RV, commercial step-van, and other Class 4 through 8 truck and
bus markets. We market our commercial products through our extensive independent dealer network in North
America, which offers a comprehensive range of services and other support functions to our end users. Our
commercial trucks are distributed in virtually all key markets in North America through our distribution and
service network, comprised of 805 U.S. and Canadian dealer and retail outlets and 86 Mexican dealer locations
as of October 31, 2009. We occasionally acquire and operate dealer locations (“Dealcor”) for the purpose of
transitioning ownership or providing temporary operational assistance. In addition, our network of used truck
centers and International certified used truck dealers in the U.S. and Canada provides trade-in support to our
dealers and national accounts group, and markets all makes and models of reconditioned used trucks to owner-
operators and fleet buyers. The Truck segment is our largest operating segment, accounting for the majority of
our total external sales and revenues. The Truck segment sales and revenues are dependent on trucks that have
been invoiced to customers (“chargeouts”).



The markets in which the Truck segment competes are subject to considerable volatility and move in response to
cycles in the overall business environment. These markets are particularly sensitive to the industrial sector, which
generates a significant portion of the freight tonnage hauled. Government regulation has impacted, and will
continue to impact, trucking operations and the efficiency and specifications of equipment.

The Class 4 through 8 truck and bus markets in North America are highly competitive. Major U.S. domestic
competitors include: PACCAR Inc. (“PACCAR”) and Ford Motor Company (“Ford™). Competing foreign-
controlled domestic manufacturers include: Freightliner and Western Star (both subsidiaries of Daimler-Benz AG
(“Mercedes Benz™)), and Volvo and Mack (both subsidiaries of Volvo Global Trucks). Major U.S. military
vehicle competitors include: BAE systems, Force Protection Inc, General Dynamics Land Systems, General
Purpose Vehicles, Oshkosh Truck, and Protected Vehicles Incorporated. In addition, smaller, foreign-controlled
market participants such as Isuzu Motors America, Inc. (“Isuzu”), Nissan Diesel America, Inc. (“Nissan”) under
the UD brand name, Hino (a subsidiary of Toyota Motor Corporation (“Toyota”)), and Mitsubishi Motors North
America, Inc. (“Mitsubishi”) are competing in the U.S. and Canadian markets with primarily imported products.
For the RV business our competitors include Coachman Industries, Inc., and Winnebago Industries. In Mexico,
the major domestic competitors are Kenmex (a subsidiary of PACCAR) and Mercedes Benz.

Engine Segment

The Engine segment designs and manufactures diesel engines across the 50 through 475 horsepower range for
use primarily in our Class 6 and 7 medium trucks, military vehicles, buses, and selected Class 8 heavy truck
models, and for sale to original equipment manufacturers (“OEMSs”) in North and South America for SUVs and
pick-ups. This segment also sells engines for industrial and agricultural applications, supplies engines for WCC,
Low-Cab Forward (“LCF”), Class 5 vehicles, and produces MaxxForce 11 and 13 Big-Bore engines. This
segment engages in various strategic joint ventures to further our product reach to the global markets. The engine
segment has made an investment, together with Ford, in Blue Diamond Parts (“BDP”), which is responsible for
the sale of service parts to Ford. The Engine segment also has an investment together with Mahindra & Mabhindra
in an engine joint venture in India called Mahindra Navistar Engines Private Limited. The Engine segment is our
second largest operating segment based on total external sales and revenues.

The Engine segment has manufacturing operations in the U.S., Brazil, and Argentina. The operations at these
facilities consist principally of the assembly of components manufactured by our suppliers, as well as machining
operations relating to steel and grey iron components, and certain higher technology components necessary for
our engine manufacturing operations.

Our diesel engines are sold under the MaxxForce brand as well as produced for other original equipment
manufacturers (“OEMSs”), principally Ford. We supply our V-8 diesel engine to Ford for use in all of Ford’s
diesel-powered super-duty trucks and vans over 8,500 Ibs. gross vehicle weight in North America. Shipments to
Ford during the year ended October 31, 2009 account for 88% of our V-8 shipments and 42% of total shipments
(including intercompany transactions). In January 2009, we reached a settlement agreement with Ford which
resulted in a revised contract to supply diesel engines through December 31, 2009. We believe the current
decreased V-8 engine volumes will not return to historic levels as a result of the expiration of our diesel engine
supply agreement with Ford.

In the U.S. and Canada mid-range commercial truck diesel engine market our primary competitors are: Cummins
Inc. (“Cummins”), Mercedes Benz, Caterpillar Inc. (“Caterpillar”), Isuzu, and Hino. In the heavy pickup truck
markets, Navistar, Inc. (Power Stroke®) in the Ford Super Duty, competes with Cummins in Dodge, and GM/
Isuzu (Duramax) in Chevrolet and GMC.

In South America, we have a substantial share of the diesel engine market in the mid-sized pickup and SUV
markets as well as the mid-range diesel engines produced in that market. Our South American subsidiary MWM

International Industria De Motores Da America Do Sul Ltda. (“MWM?”) is a leader in the South American
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mid-range diesel engine market. MWM sells products in more than 35 countries on five continents and provides
customers with additional engine offerings in the agriculture, marine, and light truck markets. MWM competes
with Mitsubishi and Toyota in the Mercosul pickup and SUV markets; Cummins, Mercedes Benz, and Fiat
Powertrain (“FPT”) in the Light and Medium truck markets; Mercedes Benz, Cummins, Scania, Volvo, and FPT
in the heavy truck market; Mercedes Benz in the bus market; New Holland (a subsidiary of CNH Global N.V.),
Sisu Diesel (a subsidiary of AGCO Corporation), and John Deere in the agricultural market; and Scania and
Cummins in the stationary market.

In Mexico, we compete in Classes 4 through 8 with MaxxForce 5, 7, DT, and 9 engines, facing competition from
Cummins, Caterpillar, Isuzu, Hino, Mercedes Benz, and Ford. The application of the new MaxxForce 11 and 13
Big-Bore engines in Mexico will depend on the availability of low sulfur diesel fuel throughout the country. In
buses, we compete in Classes 6 through 8 with I-6 MaxxForce DT and 9 engines and -4 MWM engines branded
MaxxForce 4.8, having as a main competitor Mercedes Benz with 904 and 906 series engines.

Parts Segment

The Parts segment supports our brands of International trucks, IC buses, WCC chassis, Navistar Defense, LLC
vehicles, Monaco RVs and MaxxForce engines by providing customers with proprietary products together with a
wide selection of other standard truck, trailer, and engine service parts. We distribute service parts in North
America and the rest of the world through the dealer network that supports our Truck and Engine segments.

Our extensive dealer channels provide us with an advantage in serving our customers by having our parts ready
when our end users require service. Goods are delivered to our customers either through one of our 11 regional
parts distribution centers in North America or through direct shipment from our suppliers for parts not generally
stocked at our distribution centers. We have a dedicated parts sales team within North America, as well as three
national account teams focused on large fleet customers, a global sales team, and a government and military
team. In conjunction with the Truck sales and technical service group, we provide an integrated support team that
works to find solutions to support our customers.

Financial Services Segment

The Financial Services segment provides retail, wholesale, and lease financing of products sold by the Truck and
Parts segments and their dealers within the U.S. and Mexico. We also finance wholesale and retail accounts
receivable. Sales of new products (including trailers) of other manufacturers are also financed regardless of
whether they are designed or customarily sold for use with our truck products. Our Mexican financial services
operations’ primary business is to provide wholesale, retail, and lease financing to the Mexican operations’
dealers and retail customers.

In 2009, retail, wholesale, and lease financing of products manufactured by others approximated 10% of the
financial services segment’s total originations. This segment provided wholesale financing in 2009 and 2008 for
96% of our new truck inventory sold by us to our dealers and distributors in the U.S. and provided retail and
lease financing for 9% and 11% of all new truck units sold or leased by us to retail customers for 2009 and 2008,
respectively.

Government Contracts

Since 2006, orders from the U.S. military for our vehicles, services, technical expertise, and related service parts
have become increasingly significant. As a U.S. government contractor, we are subject to specific regulations and
requirements as mandated by our contracts. These regulations include Federal Acquisition Regulations, Defense
Federal Acquisition Regulations, and the Code of Federal Regulations. We are also subject to routine audits and
investigations by U.S. government agencies such as the Defense Contract Management Agency and Defense
Contract Audit Agency. These agencies review and assess compliance with contractual requirements, cost
structure, and applicable laws, regulations, and standards.
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Engineering and Product Development

Our engineering and product development programs are focused on product improvements, innovations, and cost
reductions. As a truck manufacturer, costs have been focused on further development of our existing products
such as the military, Big Bore, Prostar and LoneStar trucks as well as modifications of our trucks to
accommodate 2010 emission compliant engines. As a diesel engine manufacturer, we have incurred research,
development, and tooling costs to design our engine product lines to meet United States Environmental
Protection Agency (“U.S. EPA”), California Air Resources Board (“CARB”), and other applicable foreign
government emission requirements. Our engineering and product development expenditures were $433 million in
2009 compared to $384 million in 2008.

Acquisitions, Strategic Agreements, and Joint Ventures

We continuously seek and evaluate opportunities in the marketplace that provide us with the ability to leverage
new technology, expand our engineering expertise, provide access to “expansion” markets, and identify
component and material sourcing alternatives. During the recent past, we have entered into a number of
collaborative strategic relationships and have acquired businesses that allowed us to generate manufacturing
efficiencies, economies of scale, and market growth opportunities. We also routinely re-evaluate our existing
relationships to determine whether they continue to provide the benefits we originally envisioned as well as
review potential partners for new opportunities.

. In June 2009, we acquired certain assets of Monaco Coach Corporation, a former RV manufacturer to
expand our diesel engine and WCC business. For our new RV business related to the Monaco family of
brands, we created a wholly owned affiliate, Monaco RV, LLC. The new Monaco business line will benefit
from our purchasing scale with suppliers, leverage our manufacturing and service parts expertise, and
extend the reach of our MaxxForce engines.

»  In September 2009, we signed a 50/50 joint venture with Caterpillar Inc. resulting in a new company, NC2.
This joint venture will develop, manufacture, and distribute conventional and cab-over truck designs to
serve the global commercial truck market. NC2 will initially focus on markets including Australia, Brazil,
China, Russia, South Africa, and Turkey, and this product line will be sold under both the CAT and
International brands.

«  In September 2009, we signed a strategic agreement with Caterpillar Inc. to work on design and
development of a new proprietary, purpose-built heavy-duty CAT vocational truck for the North American
market. The trucks, to be manufactured in Navistar’s Garland, Texas facility, will be sold and serviced
though the CAT North American Dealer network. Scheduled production for this product is mid 2011.

«  In October 2009, we signed an agreement with Tatra, a heavy-duty truck manufacturer in Czech Republic to
jointly develop, produce and market new military tactical off-road trucks.

+  In October 2009, we acquired certain assets and the membership interests of Continental Diesel Systems
US, LLC, to manufacture key fuel injection components for MaxxForce diesel engines and we will establish
a dedicated research and development facility to support Navistar’s diesel power system components. The
company, renamed Pure Power Technologies, LLC, will further vertically integrate research and
development, engineering and manufacturing capabilities to produce world-class diesel power systems and
advanced emissions control systems.

Backlog

Our worldwide backlog of unfilled truck orders (subject to cancellation or return in certain events) at October 31,
2009 and 2008 was 26,100 and 21,400 units, respectively. Although the backlog of unfilled orders is one of many
indicators of market demand, other factors such as changes in production rates, internal and supplier available
capacity, new product introductions, and competitive pricing actions may affect point-in-time comparisons.
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Employees

As our business requirements change, fluctuations may occur within our workforce from year to year. The
following tables summarize the number of employees worldwide as of the dates indicated and an additional
subset of active union employees represented by the United Automobile, Aerospace and Agricultural Implement
Workers of America (“UAW?), the National Automobile, Aerospace and Agricultural Implement Workers of
Canada (“CAW?), and other unions, for the periods as indicated:

As of October 31,
20094 2008 2007

Employees worldwide

Total active employees . . ... ..ot 15,100 15,900 13,300

Total inactive employees . ...... ... i e 2,800 1,900 3,900

Total employees worldwide ......... .. ... . ... . 17,900 17,800 17,200
As of October 31,

2009 2008 2007

Total active union employees

Total UAW . .o 2,600 2,000 2,000
Total CAW . —_ 1,000 600
Total Other UNIONS . . . .. ..ot 1,900 2500 2,100

(A) Employees are considered inactive in certain situations including disability leave, leave of absence, layoffs, and work stoppages. Inactive
employees as of October 31, 2007 included approximately 2,500 UAW workers who had commenced a work stoppage that began on
October 23, 2007 and ended on December 16, 2007. Inactive employees as of October 31, 2009 include approximately 1,100 CAW
employees related to their contract expiration on June 30, 2009.

Our existing labor contract with the UAW runs through September 30, 2010. Our labor contract with the CAW
expired June 30, 2009; negotiations for a new collective bargaining agreement are ongoing. See Item 1A, Risk
Factors, for further discussion related to the risk associated with labor and work stoppages. Other unions with
which we have ongoing negotiations for new collective bargaining agreements are: Teamsters Local 776 (expired
October 31, 2009), International Union, National Automobile, Aerospace and Agricultural Implement Workers
of America Local 1762 (expires on January 18, 2010), International Union, National Automobile, Aerospace and
Agricultural Implement Workers of America (expires on October 1, 2010).

Patents and Trademarks

We continuously obtain patents on our inventions and own a significant patent portfolio. Additionally, many of
the components we purchase for our products are protected by patents that are owned or controlled by the
component manufacturer. We have licenses under third-party patents relating to our products and their
manufacture and grant licenses under our patents. The monetary royalties paid or received under these licenses
are not material.

Our primary trademarks are an important part of our worldwide sales and marketing efforts and provide instant
identification of our products and services in the marketplace. To support these efforts, we maintain, or have
pending, registrations of our primary trademarks in those countries in which we do business or expect to do
business. We grant licenses under our trademarks for consumer-oriented goods, such as toy trucks and apparel,
outside the product lines that we manufacture. The monetary royalties received under these licenses are not
material.

Supply
We purchase raw materials, parts, and components from numerous outside suppliers. To avoid duplicate tooling

expenses and to maximize volume benefits, single-source suppliers fill a majority of our requirements for parts
and components.



The impact of an interruption in supply will vary by commodity and type of part. Some parts are generic to the
industry while others are of a proprietary design requiring unique tooling, which require additional effort to
relocate. However, we believe our exposure to a disruption in production as a result of an interruption of raw
materials and supplies is no greater than the industry as a whole. In order to alleviate losses resulting from an
interruption in supply, we maintain contingent business interruption insurance for loss of earnings and/or extra
expense directly resulting from physical loss or damage at a direct supplier location.

While we believe we have adequate assurances of continued supply, the inability of a supplier to deliver could
have an adverse effect on production at certain of our manufacturing locations.

Impact of Government Regulation

Truck and engine manufacturers continue to face significant governmental regulation of their products, especially
in the areas of environment and safety. New on-highway emissions standards came into effect in the U.S. on
January 1, 2007, which reduced allowable particulate matter and allowable nitrogen oxide. This change in
emissions standards resulted in a significant increase in the cost of our products to meet these emissions levels.

We have incurred research, development, and tooling costs to design and produce our engine product lines to
meet U.S. EPA and CARB emission requirements. The 2007 emission compliance standards required a more
stringent reduction of nitrogen oxide and particulate matter with an additional reduction scheduled for January 1,
2010. We are developing products to meet the requirements of the 2010 emissions standards. The 2010 CARB
emission regulations will begin the initial phase-in of on-board diagnostics for truck engines and are a part of our
product plans.

Canadian heavy-duty engine emission regulations essentially mirror those of the U.S. EPA. In Mexico, we offer
EPA 2004 engines which comply with current standards in that country.

Truck manufacturers are also subject to various noise standards imposed by federal, state, and local regulations.
The engine is one of a truck’s primary sources of noise, and we therefore work closely with OEMs to develop
strategies to reduce engine noise. We are also subject to the National Traffic and Motor Vehicle Safety Act
(“Safety Act”) and Federal Motor Vehicle Safety Standards (“Safety Standards”) promulgated by the National
Highway Traffic Safety Administration.

The Energy Independence and Security Act of 2007 (“EISA07”) was signed into law in December 2007. EISAQ7
requires the Department of Transportation (“DOT”) to determine in a rulemaking preceding how to implement
fuel efficiency standards for trucks with gross vehicle weights of 8,500 pounds and above. It is presently
estimated that EISAQ7 will result in fuel efficiency standards being implemented for trucks in the 2016 — 2017
timeframe. EISAQ7 requires studies on truck fuel efficiency by the National Academy of Sciences and the DOT,
in advance of the DOT rulemaking process. We are actively engaged in providing information on vehicle fuel
efficiency for the studies and we expect to participate in the rulemaking process.



EXECUTIVE OFFICERS OF NIC

The following selected information for each of our current executive officers (as defined by regulations of the
SEC) was prepared as of November 30, 2009.

Daniel C. Ustian, 59, has served as President and Chief Executive Officer of NIC since 2003 and Chairman of
the Board of Directors of NIC since 2004. He is also Chairman of Navistar, Inc. since 2004 and President and
Chief Executive Officer of Navistar, Inc. since 2003 and a director since 2002. Prior to these positions, he was
President and Chief Operating Officer from 2002 to 2003, and President of the Engine Group of Navistar, Inc.
from 1999 to 2002, and he served as Group Vice President and General Manager of Engine & Foundry from
1993 to 1999. He is a member of the Business Roundtable and Society of Automotive Engineers.

Andrew J. Cederoth, 44, has served as Executive Vice President and Chief Financial Officer of NIC since
September 2009. Mr. Cederoth is also a director of Navistar, Inc. since April 2009, and Executive Vice President
and Chief Financial Officer at Navistar, Inc. since September 2009. Prior to these positions he was interim
principal financial officer and Senior Vice President—Corporate Finance of NIC from June 2009 to September
2009, Vice President—Corporate Finance from April 2009 to June 2009 of NIC, Vice President and Chief
Financial Officer of the Engine Division of Navistar, Inc. from 2007 to April 2009, Vice President—Finance of
Navistar’s Engine Division from 2006 to 2007, Vice President and Treasurer of NFC from 2005 to 2006 and
Treasurer of NFC from 2001 to 2005.

Steven K. Covey, 58. has served as Senior Vice President and General Counsel of NIC since 2004 and Chief
Ethics Officer since 2008. Mr. Covey also is Senior Vice President and General Counsel of Navistar, Inc. since
2004 and Chief Ethics Officer since 2008. Prior to these positions, Mr. Covey served as Deputy General Counsel
of Navistar, Inc. from April 2004 to September 2004 and as Vice President and General Counsel of Navistar
Financial Corporation from 2000 to 2004. Mr. Covey also served as Corporate Secretary for NIC from 1990 to
2000; and Associate General Counsel of Navistar, Inc. from 1992 to 2000.

James M. Moran, 44, has served as Vice President and Treasurer of NIC since 2008. Mr. Moran is also Vice
President and Treasurer of Navistar, Inc. since 2008. Prior to these positions, Mr. Moran served as Vice President
and Assistant Treasurer of both NIC and Navistar, Inc. from 2007 to 2008 and Director of Corporate Finance of
Navistar, Inc. from 2005 to 2007. Prior to joining NIC, Mr. Moran served as Vice President and Treasurer of R.R.
Donnelley & Sons Company, an international provider of print and print related services, from 2003 to 2004 and
Assistant Treasurer of R.R. Donnelley & Sons Company from 2002 to 2003. Prior to that, Mr. Moran held various
positions in corporate finance, strategic planning, and credit and collections at R.R. Donnelley & Sons Company.

John P. Waldron, 45, has served as Vice President and Controller (Principal Accounting Officer) of NIC since
2006. Prior to this position, Mr. Waldron was employed from 2005 to 2006 as Vice President, Assistant
Corporate Controller of R.R. Donnelley & Sons Company. Prior to that, Mr. Waldron was employed from 1999
to 2005 as Corporate Controller of Follett Corporation, a provider of education-related products and services.

Curt A. Kramer, 41, has served as Corporate Secretary of NIC since 2007. Mr. Kramer also is Associate
General Counsel and Corporate Secretary of Navistar, Inc. since 2007. Prior to these positions, Mr. Kramer
served as General Attorney of Navistar, Inc. from April 2007 to October 2007, Senior Counsel of Navistar, Inc.
from 2004 to 2007, Senior Attorney of Navistar, Inc. from 2003 to 2004 and Attorney of Navistar, Inc. from
2002 to 2003. Prior to joining Navistar, Inc., Mr. Kramer was in private practice.

D.T. (Dee) Kapur, 57, has served as President of the Truck Group of Navistar, Inc. since 2003. Prior to joining
Navistar, Inc., Mr. Kapur was employed by Ford Motor Company, a leading worldwide automobile
manufacturer, from 1976 to 2003, most recently serving as Executive Director of North American Business
Revitalization, Value Engineering from 2002 to 2003; Executive Director of Ford Outfitters, North American
Truck, from 2001 to 2002; and Vehicle Line Director, Full Size Pick-ups and Utilities from 1997 to 2001. In July
2009, Mr. Kapur joined the board of directors at Bucyrus International, Inc.
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Phyllis E. Cochran, 57, has served as Senior Vice President and General Manager of the Parts Group of
Navistar, Inc. since 2007. Prior to this position, Ms. Cochran served as Vice President and General Manager of
the Parts Group of Navistar, Inc. from 2004 to 2007. Ms. Cochran was also Chief Executive Officer and General
Manager of Navistar Financial Corporation from 2003 to 2004. Ms. Cochran was Executive Vice President and
General Manager of Navistar Financial Corporation from 2002 to 2003. Ms. Cochran also served as Vice
President of Operations for Navistar Financial Corporation from 2000 to 2002; and Vice President and Controller
for Navistar Financial Corporation from 1994 to 2000. She is a director of The Mosaic Company, a world leading
producer and marketer of concentrated phosphate and potash crop nutrients.

Gregory W. Elliott, 48, has served as Senior Vice President, Human Resources and Administration of Navistar,
Inc. since 2008. Prior to this position, Mr. Elliott served as Vice President, Corporate Human Resources and
Administration of Navistar, Inc. from 2004 to 2008 and as Vice President, Corporate Communications of
Navistar, Inc., from 2000 to 2004. Prior to joining Navistar, Inc., Mr. Elliott served as Director of Executive
Communications of General Motors Corporation from 1997 to 1999.

Item 1A. Risk Factors

The Company’s financial condition, results of operations, and cash flows are subject to various risks, many of
which are not exclusively within the Company’s control that may cause actual performance to differ materially
from historical or projected future performance. We have in place an Enterprise Risk Management (“ERM”)
process that involves systematic risk identification and mitigation covering the categories of Strategic, Financial
Operational and Compliance risk. The goal of ERM is not to eliminate all risk, but rather identify, assess and
rank risks; assign, mitigate and monitor risks; and report the status of our risk to the Risk and Executive
Committees, the Audit Committee, and the Board of Directors. The risks described below could materially and
adversely affect our business, financial condition, results of operations, or cash flows. These risks are not the
only risks that we face and our business operations could also be affected by additional factors that are not
presently known to us or that we currently consider to be immaterial to our operations.

The markets in which we compete are subject to considerable cyclicality.

Our ability to be profitable depends in part on the varying conditions in the truck, bus, mid-range diesel engine,
and service parts markets, which are subject to cycles in the overall business environment and are particularly
sensitive to the industrial sector, which generates a significant portion of the freight tonnage hauled. Truck and
engine demand is also dependent on general economic conditions, interest rate levels and fuel costs, among other
external factors.

Our Truck, Engine, and Parts segments are heavily influenced by the overall performance of the medium and
heavy truck retail markets within the U.S. and Canada (our “traditional” market), which consists of vehicles in
weight classes 6 through 8, including school buses. The “traditional” market is typically cyclical in nature and
cycles can span several years. The current worldwide economic recession has adversely impacted the industry
and the market demand for our products remains stagnant with significantly lower volumes in 2009 than
previously expected. Every part of our business, excluding sales to the U.S. military, has been adversely affected
by the global recession during 2008 and 2009. These trends have persisted through the date of this filing and are
reflected in our results of operations for the fourth quarter and all of 2009. The “traditional” truck industry retail
deliveries were 181,800, 244,100, and 319,000 in 2009, 2008, and 2007, respectively. We expect 2010 industry
volumes to be in the range of 175,000 to 215,000 units.

Our technology solution to meet U.S. federal 2010 emissions requirements may not be successful or may be
more costly than planned.

Truck and engine manufacturers continue to face significant governmental regulation of their products, especially
in the areas of environment and safety. In that regard, we have incurred, and will continue to incur, significant
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research, development, and tooling costs to design and produce our engine product lines to meet U.S. EPA and
CARB emission requirements. The new on-highway heavy duty emissions standards that came into effect in the
U.S. for the 2007 model year reduced allowable particulate matter and allowable nitrogen oxide. This change in
emissions standards resulted in a significant increase in the cost of our products to meet these emissions levels.
An emissions cap as part of the phase-in process for the heavy duty engines comes into effect for the model year
2010. In addition, emission regulations will begin the initial phase-in in 2010 with respect to the on-board
diagnostics for truck engines and are a part of our product plans.

Most other truck and engine manufacturers have chosen urea-based selective catalytic reduction (“SCR”)
systems to address the 2010 emission standards. We intend to address the 2010 emissions requirements for our
core applications through advances in fuel systems, air management, combustion and engine controls and
continue to explore other cost effective alternative solutions for meeting these emissions standards. Our
technology solution to meet U.S. federal 2010 emissions requirements may not be successful or may be more
costly than planned.

We have significant under-funded postretirement obligations.

The under-funded portion of our projected benefit obligation was $1.5 billion and $763 million for pension
benefits at October 31, 2009 and 2008, respectively, and $1.2 billion and $979 million for postretirement
healthcare benefits at October 31, 2009 and 2008, respectively. Moreover, we have assumed expected rates of
return on plan assets and growth rates of retiree medical costs and the failure to achieve the expected rates of
return and growth rates could have an adverse impact on our under-funded postretirement obligations, financial
condition, results of operations and cash flows. The volatility in the financial markets affects the valuation of our
pension assets and liabilities, resulting in potentially higher pension costs and higher levels of under-funding in
future periods. The requirements set forth in the Employee Retirement Income Security Act of 1974, as amended,
and the Internal Revenue Code of 1986, as amended, as applicable to our U.S. pension plan (including such
timing requirements) mandated by the Pension Protection Act of 2006 to fully fund our U.S. pension plan, net of
any current or possible future legislative or governmental agency relief, could also have an adverse impact on our
business, financial condition, results of operations and cash flows.

We may not achieve all of the expected benefits from our current business strategies and initiatives.

We have recently completed acquisitions and joint ventures and announced our intention to explore a number of
potential additional joint ventures and strategic alliances. We cannot assure you that we will complete the joint
ventures or strategic alliances we have expressed an interest in exploring, or that our previous or future
acquisitions, joint ventures, or our strategic alliances will be successful or will generate the expected benefits. In
addition, we cannot assure you we will not have disputes arise with our joint venture partners and that such
disputes will not lead to litigation or otherwise have a material adverse effect on the joint venture or our
relationship with our joint venture partners. Failure to successfully manage and integrate these and potential
future acquisitions, joint ventures and strategic alliances could materially harm our financial condition, results of
operations and cash flows.

We are currently in discussions with multiple parties regarding a strategic alliance involving NFC. At this time,
we cannot assure you that we will reach a definitive agreement with respect to any such strategic alliance or, if
we do reach a definitive agreement, what the ultimate terms of such alliance will be or whether we will achieve
our stated goals from such alliance.

Our business may be adversely affected by government contracting risks.

We derived approximately 25% of our revenues for 2009, and approximately 27% and 4% of our revenues for
2008 and 2007, respectively, from the U.S. government. Many of our existing U.S. government contracts extend
over multiple years and are conditioned upon the continuing availability of congressional appropriations.

10



Congress usually appropriates funds on a fiscal-year basis and if the congressional appropriations for a program
under which we are contractors are not made, or are reduced or delayed, our contract could be cancelled or
government purchases under the contract could be reduced or delayed, which could adversely affect our financial
condition, results of operations, and cash flows. Although we have multiple bids and quotes, there are no
guarantees that they will be awarded to us in the future or that volumes will be similar to volumes under
previously awarded contracts. In addition, U.S. government contracts generally permit the contracting
government agency to terminate the contract, in whole or in part, either for the convenience of the government or
for default based on our failure to perform under the contract. If a contract is terminated for convenience, we
would generally be entitled to the payment of our allowable costs and an allowance for profit on the work
performed. If one of our government contracts were to be terminated for default, we could be exposed to liability
and our ability to obtain future contracts could be adversely affected.

Our manufacturing operations are dependent upon third-party suppliers, making us vulnerable to supply
shortages.

We obtain materials and manufactured components from third-party suppliers. Some of our suppliers are the sole
source for a particular supply item. Any delay in receiving supplies could impair our ability to deliver products to
our customers and, accordingly, could have a material adverse effect on our business, financial condition, results
of operations, and cash flows. The volatility in the financial markets and uncertainty in the automotive sector
could result in exposure related to the financial viability of certain of our key third-party suppliers. In response to
financial pressures, suppliers may also exit certain business lines, or change the terms on which they are willing
to provide products. In addition, many of our suppliers have unionized workforces which could be subject to
work stoppages as a result of labor relations issues.

We may be subject to greenhouse gas regulations.

Additional changes to on-highway emissions or performance standards as well as complying with additional
environmental and safety requirements would add to the cost of our products and increase the capital-intensive
nature of our business. In that regard, we have been closely monitoring regulatory proposals intended to address
greenhouse gas emissions. These regulatory proposals, if adopted, may have an impact on both our facilities and
our products. The scope of the impact of any greenhouse gas emission regulatory program is still uncertain and
we are, therefore, unable to predict the impact to our operations.

We must comply with numerous miscellaneous federal national security laws, procurement regulations, and
procedures, as well as the rules and regulations of foreign jurisdictions, and our failure to comply could
adversely affect our business.

We must observe laws and regulations relating to the formation, administration and performance of federal
government contracts that affect how we do business with our clients and impose added costs on our business.
For example, the federal acquisition regulations, foreign government procurement regulations and the industrial
security regulations of the Department of Defense and related laws include provisions that:

«  allow our government clients to terminate or not renew our contracts if we come under foreign ownership,
control or influence;

«  allow our government clients to terminate existing contracts for the convenience of the government;

e require us to prevent unauthorized access to classified information; and

e require us to comply with laws and regulations intended to promote various social or economic goals.

We are subject to industrial security regulations of the U.S. Department of State, Department of Commerce and

the Department of Defense and other federal agencies that are designed to safeguard against foreigners’ access to
classified or restricted information. As we expand our operations internationally, we will also become subject to
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the rules and regulations of foreign jurisdictions. If we were to come under foreign ownership, control or
influence, we could lose our facility security clearances, which could result in our federal government customers
terminating or deciding not to renew our contracts and could impair our ability to obtain new contracts.

A failure to comply with applicable laws, regulations or procedures, including federal regulations regarding the
procurement of goods and services and protection of classified information, could result in contract termination,
loss of security clearances, suspension or prohibition from contracting with the federal government, civil fines
and damages and criminal prosecution and penalties, any of which would materially adversely affect our
business.

Our products are subject to export limitations and we may be prevented from shipping our products to certain
nations or buyers.

We are subject to federal licensing requirements with respect to the sale and support in foreign countries of
certain of our products and the importation of components for our products. In addition, we are obligated to
comply with a variety of federal, state and local regulations and procurement policies, both domestically and
abroad, governing certain aspects of our international sales and support, including regulations promulgated by,
among others, the U.S. Departments of Commerce, Defense and State and the U.S. Department of Justice.

Such licenses may be denied for reasons of U.S. national security or foreign policy. In the case of certain large
orders for exports of defense equipment, the Department of State must notify Congress at least 15 to 30 days,
depending on the size and location of the sale, prior to authorizing certain sales of defense equipment and
services to foreign governments. During that time, Congress may take action to block the proposed sale. We can
give no assurances that we will continue to be successful in obtaining the necessary licenses or authorizations or
that Congress will not prevent or delay certain sales. Any significant impairment of our ability to sell products
outside of the U.S. could negatively impact our results of operations and financial condition.

For products and technology exported from the U.S. or otherwise subject to U.S. jurisdiction, we are subject to
U.S. laws and regulations governing international trade and exports, including, but not limited to International
Traffic in Arms Regulations, Export Administration Regulations, the Foreign Military Sales program and trade
sanctions against embargoed countries and destinations, administered by the Office of Foreign Assets Control,
U.S. Department of the Treasury. A determination by the U.S. government that we have failed to comply with
one or more of these export controls or trade sanctions could result in civil or criminal penalties, including the
imposition of significant fines, denial of export privileges, loss of revenues from certain customers, and
debarment from participation in U.S. government contracts.

We are subject to the Foreign Corrupt Practices Act (the “FCPA”) and other laws which prohibit improper
payments to foreign governments and their officials by U.S. and other business entities. We operate in countries
known to experience corruption. Our operations in such countries create the risk of an unauthorized payment by
one of our employees or agents which could be in violation of various laws including the FCPA.

Additionally, the failure to obtain applicable governmental approval and clearances could materially adversely
affect our ability to continue to service the government contracts we maintain. Exports of some of our products to
certain international destinations may require shipment authorization from U.S. export control authorities,
including the U.S. Departments of Commerce and State, and authorizations may be conditioned on end-use
restrictions.

Our international business is also highly sensitive to changes in foreign national priorities and government

budgets. Sales of military products are affected by defense budgets (both in the U.S. and abroad) and U.S. foreign
policy.
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We are exposed to political, economic, and other risks that arise from operating a multinational business.

We have significant operations in foreign countries, primarily in Canada, Mexico, Brazil, Argentina and India.
Accordingly, our business is subject to the political, economic, and other risks that are inherent in operating in
those countries and internationally. These risks include, among others:

« trade protection measures and import or export licensing requirements;

e tax rates in certain foreign countries that exceed those in the U.S. and the imposition of foreign withholding
taxes on the repatriation of foreign earnings;

 difficulty in staffing and managing international operations and the application of foreign labor regulations;
¢ currency exchange rate risk; and

»  changes in general economic and political conditions in countries where we operate, particularly in
emerging markets.

We operate in the highly competitive North American truck market.

The North American truck market in which we operate is highly competitive. Our major U.S. domestic competitors
inctude: PACCAR and Ford. The competing foreign-controlled domestic manufacturers include: Freightliner and
Western Star (both subsidiaries of Daimler-Benz AG (“Mercedes Benz”)), and Volvo and Mack (both subsidiaries
of Volvo Global Trucks). The major U.S. military vehicle competitors include: BAE Systems, Force Protection Inc,
General Dynamics Land Systems, General Purpose Vehicles, Oshkosh Truck, and Protected Vehicles Incorporated.
In addition, smaller, foreign-controlled market participants such as Isuzu Motors America, Inc., Nissan North
America, Inc., Hino (a subsidiary of Toyota Motor Corporation), and Mitsubishi Motors North America, Inc. are
competing in the U.S. and Canadian markets with primarily imported products. In Mexico, the major domestic
competitors are Kenmex (a subsidiary of PACCAR) and Mercedes Benz.

The intensity of this competition, which is expected to continue, results in price discounting and margin pressures
throughout the industry and adversely affects our ability to increase or maintain vehicle prices. Many of our
competitors have greater financial resources, which may place us at a competitive disadvantage in responding to
substantial industry changes, such as changes in governmental regulations that require major additional capital
expenditures. In addition, certain of our competitors may have lower overall labor costs.

Our business may be adversely impacted by work stoppages and other labor relations matters.

We are subject to risk of work stoppages and other labor relations matters because a significant portion of our
workforce is unionized. As of October 31, 2009, approximately 61% of our hourly workers and 10% of our
salaried workers are represented by labor unions and are covered by collective bargaining agreements. Many of
these agreements include provisions that limit our ability to realize cost savings from restructuring initiatives
such as plant closings and reductions in workforce. Our current collective bargaining agreement with the UAW
will expire in October 2010. Any UAW strikes, threats of strikes, or other resistance in connection with the
negotiation of a new agreement or otherwise could materially adversely affect our business as well as impair our
ability to implement further measures to reduce structural costs and improve production efficiencies. A lengthy
strike by the UAW that involves a significant portion of our manufacturing facilities could have a material
adverse effect on our financial condition, results of operations, and cash flows. For additional information
regarding our collective bargaining agreements, see Item 1, “Business—Employees.”

We continue to evaluate opportunities to restructure our business which could include, among other actions,
additional rationalization of our manufacturing operations that could result in significant charges and could
include impairment of long-lived assets, including goodwill and intangible assets, which could adversely affect
our financial condition and results of operations.

We continue to evaluate opportunities to restructure our business and rationalize our manufacturing operations
(including, without limitation, our Chatham manufacturing operations) in an effort to optimize the cost structure.

13



Future actions could result in restructuring and related charges, including but not limited to impairments,
employee termination costs and charges for pension and other post retirement contractual benefits and pension
curtailments that could be significant. We have substantial amounts of long-lived assets, including goodwill and
intangible assets, which are subject to periodic impairment analysis and review. Identifying and assessing
whether impairment indicators exist, or if events or changes in circumstances have occurred, including market
conditions, operating results, competition and general economic conditions, requires significant judgment. A
result of any of the above future actions could result in charges that could have an adverse effect on our financial
condition and results of operations.

Current credit market conditions may impair our access to sufficient capital to engage in financing activities
or our customers’ ability to obtain financing from other sources.

The U.S. and global economies are currently undergoing a period of economic uncertainty, and the related
financial markets continue to experience volatility. The financial turmoil affecting the banking system and
financial markets and the possibility that financial institutions may consolidate or go out of business have
resulted in a tightening in the credit markets, a low level of liquidity in many financial markets, and extreme
volatility in fixed income, credit, currency, and equity markets. Our financial services operations support our
manufacturing operations by providing financing to a significant portion of our dealers and retail customers. Qur
financial services operations have traditionally obtained the funds to provide such financing from sales of
receivables, medium and long-term debt, and equity capital and from short and long-term bank borrowings.
Navistar, Inc. made capital contributions to NFC of $20 million and $60 million during 2009 and 2008,
respectively, in order to ensure that NFC maintained compliance with a covenant in its bank credit facility. If
cash provided by operations, bank borrowings, continued sales and securitizations of receivables, and the
placement of term debt does not provide the necessary liquidity, our financial services operations may restrict its
financing of our products both at the wholesale and retail level, which may impair our ability to sell our products
to customers who require financing and cannot obtain the necessary financing from other sources and may have a
significant negative effect on our liquidity and results of operations.

Our liguidity position may be adversely affected by a continued downturn in our industry.

Any downturn in our industry can adversely affect our operating results. In the event that industry conditions
remain weak for any significant period of time, our liquidity position may be adversely affected, which may limit
our ability to complete product development programs, capital expenditure programs, or other strategic initiatives
at currently anticipated levels.

The loss of business from Ford could have a negative impact on our business, financial condition, and results
of operations. '

Ford accounted for approximately 9% of our revenues for 2009 and approximately 7% and 14% of our revenues
for 2008 and 2007, respectively. In addition, Ford accounted for approximately 42%, 44% and 58% of our diesel
engine unit volume (including intercompany transactions) in 2009, 2008, and 2007, respectively, primarily
relating to the sale of our V-8 diesel engines.

On January 13, 2009, we announced the Ford Settlement, see Item 3. Legal Proceedings for further discussion.
As part of the Ford Settlement, we will end our current diesel engine supply agreement with Ford effective
December 31, 2009. We will, however, continue our diesel engine supply arrangement with Ford in South
America. The loss of business from Ford may have a negative impact on our business, financial condition, and
results of operations and may potentially subject us to other costs that may be material.

We may fail to properly identify or comply with the requirements of Section 404 of the Sarbanes-Oxley Act of
2002.

Section 404 of the Sarbanes-Oxley Act requires that we evaluate and determine the effectiveness of our internal
control over financial reporting. As is further described in Item 9A, Controls and Procedures, of this Annual
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Report on Form 10-K, we concluded that we have remediated all previous material weaknesses and accordingly
there are no material weaknesses in our internal control over financial reporting as of October 31, 2009. Although
we consistently review and evaluate our internal control systems to allow management to report on, and our
independent auditors to attest to, the sufficiency of our internal control, we cannot assure you that we will not
discover material weaknesses in our internal control over financial reporting in the future. Any such material
weaknesses could adversely affect investor confidence in the Company and we could be unable to provide timely
and reliable financial information. '

Our ability to use net operating loss (“NOL”) carryovers to reduce future tax payments could be negatively
impacted if there is a change in our ownership or a failure to generate sufficient taxable income.

Presently, there is no annual limitation on our ability to use U.S. federal NOLs to reduce future income taxes.
However, if an ownership change as defined in Section 382 of the Internal Revenue Code of 1986, as amended,
occurs with respect to our capital stock, our ability to use NOLs would be limited to specific annual amounts.
Generally, an ownership change occurs if certain persons or groups increase their aggregate ownership by more
than 50 percentage points of our total capital stock in a three-year period. If an ownership change occurs, our
ability to use domestic NOLs to reduce taxable income is generally limited to an annual amount based on the fair
market value of our stock immediately prior to the ownership change multiplied by the long-term tax-exempt
interest rate. NOLs that exceed the Section 382 limitation in any year continue to be allowed as carry forwards
for the remainder of the 20-year carry forward period and can be used to offset taxable income for years within
the carryover period subject to the limitation in each year. Our use of new NOLSs arising after the date of an
ownership change would not be affected. If more than a 50% ownership change were to occur, use of our NOLs
to reduce payments of federal taxable income may be deferred to later years within the 20-year carryover period;
however, if the carryover period for any loss year expires, the use of the remaining NOLs for the loss year will be
prohibited. If we should fail to generate a sufficient level of taxable income prior to the expiration of the NOL
carry forward periods, then we will lose the ability to apply the NOLs as offsets to future taxable income.

We are involved in pending litigation and an adverse resolution of such litigation may adversely affect our
business, financial condition, results of operations, and cash flows.

Litigation can be expensive, lengthy, and disruptive to normal business operations. The results of complex legal
proceedings are often uncertain and difficult to predict. An unfavorable outcome of a particular matter described
above or any future legal proceedings could have a material adverse effect on our business, financial condition,
results of operations, and cash flows. For additional information regarding certain lawsuits in which we are
involved, see Item 3, Legal Proceedings, and Note 16, Commitments and contingencies, to the accompanying
consolidated financial statements.

Item 1B. Unresolved Staff Comments

We have received no written comments regarding our periodic or current reports from the staff of the SEC that
were issued 180 days or more preceding the end of 2009 that remain unresolved.

Item 2.  Properties

In North America, we operate 22 manufacturing and assembly facilities, which contain in the aggregate
approximately 15 million square feet of floor space. Of these 22 facilities, 18 are owned and four are subject to
leases. Sixteen plants manufacture and assemble trucks, buses, and chassis, while six plants are used to build
engines. Of these six plants, four manufacture diesel engines, one manufactures grey iron castings, and one
manufactures ductile iron castings. In addition, we own or lease other significant properties in the U.S. and
Canada including vehicle and parts distribution centers, sales offices, two engineering centers (which serve our
Truck and Engine segments), and our headquarters which is located in Warrenville, Illinois. In addition, we own
and operate manufacturing plants in both Brazil and Argentina, which contain a total of 1 million square feet of
floor space for use by our South American engine subsidiaries.
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The principal product development and engineering facility for our Truck segment is located in Fort Wayne,
Indiana, and for our Engine segment is located in Melrose Park, Illinois. The Parts segment has eight distribution
centers in the U.S., two in Canada, and one in Mexico.

A majority of the activity of the Financial Services segment is conducted from leased headquarters in
Schaumburg, Illinois. The Financial Services segment also leases an office in Mexico.

All of our facilities are being utilized with the exception of the Indianapolis, Indiana Engine Plant (“IEP”), which
stopped producing finished goods effective May 23, 2008 due to low order volumes for our V-8 engine. During
2009, we announced that at IEP we will continue certain quality control and manufacturing engineering activities
and there will be no other business activities aside from these after July 31, 2009.

We believe that all of our facilities have been adequately maintained, are in good operating condition, and are
suitable for our current needs. These facilities, together with planned capital expenditures, are expected to meet
our needs in the foreseeable future.

Item 3.  Legal Proceedings
Overview

We are subject to various claims arising in the ordinary course of business, and are party to various legal
proceedings that constitute ordinary routine litigation incidental to our business. The majority of these claims and
proceedings relate to commercial, product liability, and warranty matters. In our opinion, apart from the actions
set forth below, the disposition of these proceedings and claims, after taking into account recorded accruals and
the availability and limits of our insurance coverage, will not have a material adverse effect on our business or
our financial condition, results of operations, and cash flows.

Settlement of Ford Litigation

In January 2007, a complaint was filed against us in Oakland County Circuit Court in Michigan by Ford claiming
damages relating to warranty and pricing disputes with respect to certain engines purchased by Ford from us.
While Ford’s complaint did not quantify its alleged damages, we estimated that Ford may have been seeking in
excess of $500 million, and that this amount might have increased (i) as we continued to sell engines to Ford at a
price that Ford alleged was too high and (ii) as Ford paid its customers’ warranty claims, which Ford alleged
were attributable to us. We disagreed with Ford’s position and defended ourselves vigorously in the litigation.

We filed an answer to the complaint denying Ford’s allegations in all material respects. We also asserted
affirmative defenses to Ford’s claims, as well as counterclaims alleging that, among other things, Ford had
materially breached contracts between it and us in several different respects.

In June 2007, we filed a separate lawsuit against Ford in the Circuit Court of Cook County, Illinois, for breach of
contract relating to the manufacture of new diesel engines for Ford for use in vehicles including the F-150 pickup
truck. In that case we sought unspecified damages. In September 2007, the judge dismissed our lawsuit against
Ford, directing us to proceed with mediation. In February 2008, we re-filed the lawsuit against Ford because the
parties were unable to resolve the dispute through mediation.

In January 2009, we announced that we had reached an agreement with Ford to restructure our ongoing business
relationship and settle all existing litigation between us and Ford (“Ford Settlement”). As part of the settlement
agreement, both companies agreed to terminate their respective lawsuits and release each other from various
actual and potential claims, including those brought in the lawsuits. We also received a cash payment from Ford
and increased our interests in the Blue Diamond Truck (“BDT”) and BDP joint ventures with Ford to 75%.
Finally, we will end our current diesel engine supply agreement with Ford effective December 31, 2009. We will
however continue our diesel engine supply arrangement with Ford in South America.
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Continental Automotive Systems US, Inc.

In March 2009, Continental Automotive Systems US, Inc. (“Continental”) sent notice to Navistar, Inc. pursuant
to a contract between them, making a demand for binding arbitration for alleged breach of contract and alleged
negligent misrepresentation relating to our unexpected low volume of purchases of engine components from
Continental and seeking monetary damages. In April 2009, we sent Continental an answer to the notice of
arbitration demand denying Continental’s allegations in all material respects and asserting affirmative defenses to
Continental’s claims, as well as counterclaims alleging that, among other things, Continental materially breached
contracts between it and us in several different respects. In October 2009, before arbitration was scheduled,
Continental and the Company resolved the business disputes asserted by both parties in the arbitration pleadings.

Litigation Relating to Accounting Controls and Financial Restatement

In December 2007, a complaint was filed against us by Norfolk County Retirement System and Brockton
Contributory Retirement System (collectively “Norfolk™), which was subsequently amended in May 2008. In
March 2008, an additional complaint was filed by Richard Garza which was subsequently amended in October
2009. Both of these matters are pending in the United States District Court, Northern District of Illinois.

The plaintiffs in the Norfolk case allege they are shareholders suing on behalf of themselves and a class of other
shareholders who purchased shares of the Company’s common stock between February 14, 2003 and July 17,
2006. The amended complaint alleges that the defendants, which include us, one of our executive officers, two of
our former executive officers, and our former independent accountants, Deloitte & Touche LLP (“Deloitte™),
violated federal securities laws by making false and misleading statements about our financial condition during
that period. In March 2008, the court appointed Norfolk County Retirement System and the Plumbers Local
Union 519 Pension Trust as joint lead plaintiffs. On July 7, 2008, we filed a motion to dismiss the amended
complaint based on the plaintiffs’ failure to plead any facts tending to show the defendants’ actual knowledge of
the alleged false statements or that the plaintiffs suffered damages. Deloitte also filed a motion to dismiss on
similar grounds. On July 28, 2009, the Court granted Deloitte’s motion to dismiss but denied the motion to
dismiss as to all other defendants. On September 10, 2009 the Court entered a scheduling order that, among other
things, required lead plaintiffs to file their motion for class certification on March 19, 2010. The lead plaintiffs in
this matter seek compensatory damages and attorneys’ fees among other relief.

The plaintiff in the Garza case brought a derivative claim on behalf of our Company against one of our executive
officers, two of our former executive officers, and certain of our directors. The amended complaint alleges that
all of the defendants violated their fiduciary obligations under Delaware law by willfully ignoring certain
accounting and financial reporting problems at our Company, thereby knowingly disseminating false and
misleading financial information about our Company and that certain of the defendants were unjustly enriched in
connection with their sale of NIC stock during the December 2002 to January 2006 period. On November 30,
2009 the defendants filed a motion to dismiss the amended complaint based on plaintiffs’ failure to state a claim
and based on plaintiffs’ failure to make a demand on the Board of Directors. The plaintiffs in this matter seek
compensatory damages, disgorgement of the proceeds of defendants’ profits from the sale of NIC stock,
attorneys’ fees, and other equitable relief.

We strongly dispute the allegations in these amended complaints and will vigorously defend ourselves.

SEC Investigation

In January 2005, we announced that we would restate our financial results for 2002 and 2003 and the first three
quarters of 2004. Our restated Annual Report on Form 10-K was filed in February 2005. The SEC notified us on
February 9, 2005 that it was conducting an informal inquiry into our restatement. On March 17, 2005, we were
advised by the SEC that the status of the inquiry had been changed to a formal investigation. On April 7, 2006,
we announced that we would restate our financial results for 2002 through 2004 and for the first three quarters of
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2005. We were subsequently informed by the SEC that it was expanding the investigation to include this
restatement. Our 2005 Annual Report on Form 10-K, which included the restated financial statements, was filed
in December 2007. We have been providing information to and fully cooperating with the SEC on this
investigation.

To resolve this matter we, along with our chief executive officer, have made offers of settlement to the
investigative staff of the SEC and the investigative staff has decided to recommend those offers of settlement to
the SEC. As a result of the proposed settlement, in each case without admitting or denying wrongdoing, we
would consent to the entry of an administrative settlement and would not pay a civil penalty and our chief
executive officer would consent to the entry of an administrative settlement regarding our system of internal
accounting controls and return to us a portion of his bonus for 2004. These proposed settlements are subject to
mutual agreement on the specific language of the orders and to final approval by the SEC. We cannot assure you
the proposed settlement will be approved by the SEC and, in the event the proposed settlement is not approved,
what the ultimate resolution of this investigation will be.

Commercial Steam LLC and Andrew Harold vs. Ford Motor Co. and Navistar International Corporation

In October 2009, Commercial Steam LLC and Andrew Harold (collectively, the “plaintiffs”) filed a complaint
against NIC in the United States District Court for the Southern District of West Virginia. The plaintiffs in this
case allege they are suing on behalf of themselves and a putative class of other West Virginia residents who
purchased a model year 2003 to 2006 Ford F-Series truck with a 6.0 liter Power Stroke engine. The complaint
alleges problems with these vehicles and engines, including, but not limited to, the fuel system, fuel injectors, oil
leaks, broken turbochargers and other warranty claims. The plaintiffs in this matter seek compensatory damages,
interest and attorneys’ fees among other relief. ‘

Environmental Matters

Along with other vehicle manufacturers, we have been subject to an increase in the number of asbestos-related
claims in recent years. In general, these claims relate to illnesses alleged to have resulted from asbestos exposure
from component parts found in older vehicles, although some cases relate to the alleged presence of asbestos in
our facilities. In these claims we are not the sole defendant, and the claims name as defendants numerous
manufacturers and suppliers of a wide variety of products allegedly containing asbestos. We have strongly
disputed these claims, and it has been our policy to defend against them vigorously. It is possible that the number
of these claims will continue to grow, and that the costs for resolving asbestos related claims could become
significant in the future.

Item 4.  Submission of Matters to a Vote of Security Holders

None.
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PARTII

Item 5. Market for the Registrant’s Common Equity and Related Stockholder Matters and Issuer Purchases
of Equity Securities

Prior to February 14, 2007, our common stock was listed on the New York Stock Exchange (“NYSE”), the
Chicago Stock Exchange, and the Pacific Stock Exchange under the stock symbol “NAV.” Effective

February 14, 2007, our common stock was de-listed from the aforementioned exchanges and then traded on the
Over-the-Counter (“OTC”) market under the symbol “NAVZ” until June 30, 2008, at which time our common
stock was re-listed on the NYSE. As of November 30, 2009, there were approximately 13,207 holders of record
of our common stock.

The following is the high and low market price per share of our common stock from NYSE and OTC for each
quarter of 2008 and 2009. Our stock was traded on the OTC market for first and second quarters of 2008, and for
part of the third quarter of 2008. The OTC market quotations in the table below reflect inter-dealer prices,
without retail mark-up, mark-down, or commissions and may not represent actual transactions.

2009 High Low 2008 High Low
IStQtr o ovve e $ 3334 $ 1524 1sQtr...........cc.nn. $ 6445 $ 4375
200QM L. $ 38.10 $ 2225 2mdQtr ... $ 6605 $ 48.00
B3t .. $ 4894 $ 3584 3vQtr................... $ 79.05 $ 50.29
4Qtr ... $ 4826 $ 3171 4hQtr.......... ... ..., $ 6350 $ 2195

Holders of our common stock are entitled to receive dividends when and as declared by the Board of Directors
out of funds legally available therefore, provided that, so long as any shares of our preferred stock and preference
stock are outstanding, no dividends (other than dividends payable in common stock) or other distributions
(including purchases) may be made with respect to the common stock unless full cumulative dividends, if any, on
our shares of preferred stock and preference stock have been paid. Under the General Corporation Law of the
State of Delaware, dividends may only be paid out of surplus or out of net profits for the year in which the
dividend is declared or the preceding year, and no dividend may be paid on common stock at any time during
which the capital of outstanding preferred stock or preference stock exceeds our net assets.

Payments of cash dividends and the repurchase of common stock are currently limited due to restrictions
contained in our debt agreement. We have not paid dividends on our common stock since 1980 and do not expect
to pay cash dividends on our common stock in the foreseeable future.

Our directors who are not employees receive an annual retainer and meeting fees payable at their election either
in shares of our common stock or in cash. A director may also elect to defer any portion of such compensation
until a later date. Each such election is made prior to December 31¢ for the next succeeding calendar year. The
Board of Directors also mandates that at least one-fourth of the annual retainer be paid in the form of shares of
our common stock. During the fourth quarter ended October 31, 2009, one director elected to defer annual
retainer and/or meeting fees in shares, and was credited with an aggregate of 469.773 phantom stock units as
deferred payment (each such stock unit corresponding to one share of common stock) at prices ranging from
$37.25 to $47.50. These stock units were issued to our director without registration under the Securities Act, in
reliance on Section 4(2) based on the directors’ financial sophistication and knowledge of the company.

There were no purchases of our equity securities by us or our affiliates during the fourth quarter ended
October 31, 2009.

19



Item 6. Selected Financial Data

Refer to Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations, and

the notes to the accompanying consolidated financial statements for additional information regarding the

financial data presented below, including matters that might cause this data not to be indicative of our future

financial condition or results of operations.

We operate in four industry segments: Truck, Engine, Parts, and Financial Services. A detailed description of our
segments, products, and services, as well as additional selected financial data is included in “Our Operating
Segments” in Item 1, Business, and in Note 17, Segment reporting, to the accompanying consolidated financial

statements.

Five-Year Summary of Selected Financial and Statistical Data

As of and for the Years Ended October 31,
(in millions, except per share data)

RESULTS OF OPERATIONS DATA

Sales and revenues, net . ..................

Income (loss) before extraordinary gain .. ...
Extraordinary gain, netof tax ..............

Netincome (10S8) .. ........ccovuurni...

Basic earnings (loss) per share:

Income (loss) before extraordinary gain . .
Extraordinary gain, netoftax ..........

Netincome (loss) ...................

Diluted earnings (loss) per share:

Income (loss) before extraordinary gain . .
Extraordinary gain, netof tax ..........

Netincome (loss) ...................

Average number of shares outstanding:

Basic ........ ... ... ..

BALANCE SHEET DATA

Totalassets ..................... ...

Long-term debt:(%

Manufacturing operations ............
Financial services operations ..........

Total long-termdebt .....................

Redeemable equity securities . .............

(A) Exclusive of current portion of long-term debt.

2009 2008 2007 2006 2005
$ 11,569 $ 14724 $ 12295 $ 14,200 $ 12,124
297 134 (120) 301 139

23 — — — —
$ 320 $ 134 $ (1200$ 301 $ 139
$ 418 $ 18 $ (1700 $ 429 $§ 198
0.33 — — — —
$ 451 % 189 $ (1700 $ 429 $§ 198
$ 414 5 18 $ (1700 $ 412 $  1.90
0.32 — — — —
$ 446 $ 182 $ (1700 $ 412 $  1.90
71.0 70.7 70.3 70.3 70.1
71.8 732 70.3 745 76.3
$ 10,027 $ 10390 $ 11448 $ 12,830 $ 10,786
1,784 1,639 1,665 1,946 1,476
2,486 3,770 4,418 4,809 3,933
$ 4270 $ 5409 $ 6083 $§ 6755 $ 5409
13 143 140 — _
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is
designed to provide information that is supplemental to, and should be read together with, our consolidated
financial statements and the accompanying notes. Information in this Item is intended to assist the reader in
obtaining an understanding of our consolidated financial statements, the changes in certain key items in those
financial statements from year-to-year, the primary factors that accounted for those changes, any known trends or
uncertainties that we are aware of that may have a material effect on our future performance, as well as how
certain accounting principles affect the Company’s consolidated financial statements. In addition, this Item
provides information about our business segments and how the results of those segments impact our financial
condition and results of operations as a whole.

Executive Summary

For fiscal years 2009 and 2008, we have remained profitable despite consecutive declines in our chargeouts and
shipments in our Truck and Engine segments while executing our plans to maintain our liquidity, normalize our
capital structure, and developed effective internal control over financial reporting. We weathered the 2009
economic recession, which resulted in the lowest “Traditional” truck industry volumes in 47 years in our Truck
segment. In addition, in 2009, our Engine segment began to wind down our North American sales agreement
with Ford. We believe our actions over the past two years have positioned us for continued profitability over the
next several years. One of our more significant actions resulted in the growth of our military business improving
our profitability. We expect 2010 to be a challenging year for earnings which will be driven primarily by the
strength of an economic recovery in our “Traditional” truck markets and continued improvements to our cost
structure. The following table presents our consolidated Net income (loss) driven primarily by Truck and Engine
segments, our two largest segments, with segment sales, truck backlog, truck chargeouts and engine shipments.

2009 vs. 2008 2008 vs. 2007
2009 2008 2007 Change Ch?nge Change Ch?nge

(in millions, except units
and % change)
Net income (loss) .... $ 320 §$ 134 $ (120) $ 186 139 % 254 N.M.
Truck chargeouts . . . .. 76,800 102,200 113,600 (25,400) (25) (11,400) (10)
Truck order

backlogs ......... 26,100 21,400 18,900 4,700 22 2,500 13
Truck segment sales .. $ 7297 $ 10,317 $ 7,809 $ (3,0200 (29 $ 2,508 32
Engine shipments . ... 269,300 345,500 404,700 (76,200) 22) (59,200) (15)
Engine segment

sales ............. $ 2,690 $ 3257 § 3461 $ (567) a7 s (204) 6)

Our Truck segment sales were impacted by the change in mix associated with military sales and the economic
recession in our primary commercial markets in the U.S. and Canada. We began chargeouts of MRAPs to the
U.S. military in 2007 and delivered all existing orders in 2009. Our mix of military sales has changed from the
higher-content, higher priced MRAPs to lower-content, lower priced, tactical wheeled and militarized
commercial vehicles.

Our Engine segment sales have continued to decline due to a reduction in demand for our diesel engines from
Ford and our customers in South America as well as lower engine requirements by our Truck segment. Our
exclusive agreement to supply Ford diesel engines for their F-Series and E-Series vehicles in North America will
conclude on December 31, 2009. However, we will continue to provide Ford with service parts related to our
diesel engines. We expect to partially offset the loss of the Ford North American diesel engine supply agreement
with new customers for our South American engine subsidiary. In addition, we expect increased sales in 2010 to
our Truck segment as chargeouts recover from historic lows and increased use of our MaxxForce 11 and 13
engines in our Class 8 trucks.
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One significant factor impacting our Net Income in 2009 and 2008 was our sales to the U.S. military of $2.8
billion and $3.9 billion, respectively, partially offsetting lower sales from our commercial products. In 2009, we
fulfilled our existing orders for MRAPs to the U.S. military and increased delivery of lower-content militarized
commercial trucks to the U.S. and North Atlantic Treaty Organization (“NATO”) allies as well as sales of
proprietary parts to the U.S. military.

Our reported net income for 2009 included immaterial out-of-period adjustments as described in Note 1,
Summary of significant accounting policies, to the accompanying consolidated financial statements.

Other notable components of our Net income (loss) over the past three years are presented in the table below.
Additional information in the tables and summary narratives are further discussed in this section and in the notes
to the accompanying consolidated financial statements. The information is presented as a benefit or (expense).

2009 vs. 2008 2008 vs. 2007

2009 2008 2007 Change Change
(in millions)
Ford settlement net of related charges ............ $ 160 $ (371 $ — $ 197 $ 37
Impairment of property, plant and equipment ... ... 31 (358) — 327 (358)
Extraordinary gain from the Monaco acquisition . . . . 23 — — 23 —
Defined benefits (expense) income . .............. (233) 42 (122) (275) 164
Write-off of debt issuancecost .................. an — 31D (11 31
Professional fees related to our financial filings . . . .. (40) (165) (234) 125 69

Ford Settlement net of related charges

As part of our 2009 settlement with Ford we agreed to settle our respective lawsuits. As a result, we received
cash, released certain potential liabilities and increased equity ownership in our joint ventures with Ford which
was partially offset with related charges due to our commitment to cease our manufacturing operations at our
Indianapolis Engine locations and associated supplier contract settlements. In 2008, we recorded other charges
related to permanently reduced Ford engine volumes in North America.

Impairment of property, plant and equipment

In 2009, changes in our Truck segment business resulted in impairments of certain assets. We continue to
evaluate opportunities to streamline our manufacturing footprint in an effort to optimize our cost structure. A
result of any decision could trigger additional impairments including, without limitation, charges related to our
Chatham facility. In 2008, we recognized impairment charges for certain assets in our Engine segment as a result
of permanently reduced Ford engine volumes in North America.

Extraordinary gain from the Monaco acquisition

We acquired certain assets of former recreational vehicle manufacturer Monaco Coach Corporation which was
accounted for as a business combination in 2009. The fair value of the assets acquired from Monaco Coach
Corporation exceeded the purchase price resulting in an extraordinary gain.

Defined benefits (expense) income

Defined benefits expense is a net periodic cost that is generally made up of the accrual of benefits earned during
the year and the related provisions resulting from changes in economic conditions that affect how the benefits
will be paid. The net periodic cost in a given year is generally derived from the measurement of plan assets and
liabilities as of the beginning of the year. The increase in costs in 2009 versus 2008 resulted from a significant
decline in the funded status between the October 31, 2007, and October 31, 2008, measurement dates. This
decline in funded status caused a significant increase in our required provision in 2009 versus 2008 due to the
gap between the expected returns on the lower plan asset base and the interest cost on the plan obligations. While
we expect our net periodic costs from defined benefit plans in 2010 to be lower than 2009, the gap between
expected returns on plan assets and interest cost on the plan obligations remains.
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We also recognized additional costs of approximately $18 million during 2009 related to curtailments and
contractual termination benefits compared to a net gain of $37 million in 2008 related to the settlement and
curtailment of UAW benefit plan and other unrelated curtailments and contractual termination benefits.

Write-off of debt issuance cost

In 2009, we refinanced certain manufacturing operations debt of $1.3 billion with an original maturity in 2012
and recognized a write off of debt issuance cost of $11 million. In 2007, we entered into a $1.5 billion term loan
facility and synthetic revolving facility and borrowed an aggregate amount of $1.3 billion to repay all amounts
outstanding under the prior three-year $1.5 billion unsecured facility due in 2009. The repayment of the $1.5
billion unsecured facility due in 2009 resulted in a write-off of debt issuance cost of $31 million in 2007.

Professional fees related to our financial filings

The professional fees related to our financial filings have continued to decline as we normalized our financial
reporting process and replaced consultants with company personnel. In addition, our professional fees have
declined as prior years included preparation and audit of multiple periods, and we have made numerous
improvements in our accounting and control environments. We expect continued reductions at a slower rate in
the future as we continue to improve our systems.

Our consolidated results of operations, including diluted earnings (loss) per share, for the years ended
October 31, are as follows:

2009 2008 2007
(in millions, except per share data)
Sales and reVENUES, NEL . . . . ..ottt e e e e e e $ 11,569 $ 14,724 $ 12,295
Costsof productssold . ....... ... ... ... .. . 9,366 11,942 10,109
Restructuring charges .. ....... ..ottt 59 — —
Impairment of property and equipment ................ ... ... ...... 31 358 —
Selling, general and administrative expenses . . ...................... 1,344 1,437 1,490
Engineering and product developmentcosts ........................ 433 384 375
Interest EXpense .. ...ttt e 251 469 502
Other (income) eXpenses, NEt . .. ..o vvun e e e e e e anannnnennn. (228) 14 (34)
Total costs and XPENSES . ... ...cuvunvrrn e 11,256 14,604 12,442
Equity in income of non-consolidated affiliates ..................... 46 71 74
Income (loss) before income tax, minority interest, and extraordinary
AN . oottt 359 191 (73)

Income tax €XPense ... ......cniiuiin it e 37 57 47
Income (loss) before minority interest and extraordinary gain .......... 322 134 (120)
Minority Interest in net income of subsidiaries, netoftax ............. (25) — —
Income (loss) before extraordinary gain ........................... 297 134 (120)
Extraordinary gain, netoftax .............. ... ... .. . i, 23 - —
Net income (1088) .................. e $ 320 $ 134 $ (120)
Diluted earnings per share:

Income (loss) before extraordinary gain ....................... $ 414 $ 1.82 $ (1.70)

Extraordinary gain,netoftax ........... ... ... ... ... ... ... ... 0.32 — —

Net Income (I0SS) .« . vttt et e e et e e $ 446 $ 1.82 $ (1.70)
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Key Trends and Business Outlook

Certain factors have affected our results of operations for 2009 as compared to 2008 and 2007. Some of these
factors are as follows:

Global Economy—The global economy, and in particular the economies in the U.S. and Brazil markets, are
showing signs of recovery, and the related financial markets have stabilized. The impact of the economic
recession in 2009 and financial turmoil in 2008 on the global markets pose a continued risk as customers may
postpone spending in response to tighter credit, negative financial news and/or declines in income or asset
values. Lower demand for our customers’ products or services could also have a material negative effect on the
demand for our products. In addition, there could be exposure related to the financial viability of certain key
third-party suppliers, some of which are our sole source for particular components. Lower expectations of
growth and profitability have resulted in impairments of long-lived assets and we could continue to experience
pressure on the carrying values if conditions persist for an extended period of time.

“Traditional” Truck Market—The “Traditional” truck markets in which we compete are typically cyclical in
nature and are strongly influenced by macro-economic factors such as industrial production, demand for
durable goods, capital spending, oil prices and consumer confidence. The “Traditional” truck industry retail
deliveries were 181,800 in 2009, 244,100 in 2008, and 319,000 in 2007. We expect the “Traditional” truck
industry retail deliveries in the range of 175,000 to 215,000 during 2010.

Military Sales—In 2009, we continued to leverage existing products and plants to meet the urgent demand
of the U.S. military. Our U.S. military sales were $2.8 billion in 2009, $3.9 billion in 2008 and $368 million
in 2007 and consisted of MRAP vehicle chargeouts, deliveries of lower-content militarized commercial
trucks to the U.S. and NATO allies and sales of parts and services to the U.S. military. We completed our
delivery of all existing MRAP orders to the U.S. military in 2009 and have not received any substantial
additional MRAP orders. We continue to expect that over the long term our military business will generate
approximately $2 billion in annual sales.

Worldwide Engine Unit Sales—Our worldwide engine unit sales are impacted primarily by sales to Ford,
North America truck demand and sales in South America, our largest engine market outside of the North
American market. These markets are impacted by consumer demand for products that use our engines as
well as macro-economic factors such as oil prices and construction activity. Our worldwide engine unit sales
were 269,300 in 2009, 345,500 in 2008, and 404,700 in 2007. We settled our legal dispute with Ford in
2009, and we will continue our North American supply agreement for diesel engines with Ford through
December 31, 2009. As a result, we expect our 2010 North American unit sales to Ford to be minimal. We
expect our 2010 worldwide engine unit sales to be primarily to our Truck segment in North America and to
external customers of our subsidiary in South America.

Changes in Credit Markets—During 2009, the “Traditional” truck industry continued to be under pressure
from credit tightening and general economic weakness. Credit spreads, which generaly represent the default
risk component above the base interest rate that a lender charges its customer, remain at historically high
levels but are currently lower than the unprecedented levels seen at the end of 2008 and early 2009. In 2010,
credit spreads are expected to decrease slightly from 2009 levels but remain higher than historical norms. As
a result, our Financial Services segment future borrowings could be more costly than in the past.

Changes in Capital Structure—In October 2009, we completed the sale of $1.0 billion aggregate principle
amount of 8.25% senior notes due 2021 and $570 million aggregate principal amount of 3.0% senior
subordinated convertible notes due 2014. The proceeds were used to repay all amounts outstanding under
the $1.5 billion loan facility due in 2012. The impact of issuing the new debt will increase our interest
expense in 2010 versus 2009. The convertible debt will impact our calculation of diluted earnings per share
when our stock price exceeds $50.27 during the reporting period.

2010 Emissions Standards Technology—We have chosen advanced Exhaust Gas Recirculation (“EGR”)
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combined with other technologies to meet the 2010 emissions standards. Our 2010 emissions strategy places
the burden and responsibility of meeting the 2010 emissions standards on us versus the customer. We
believe that our customer-friendly solution provides our products with a significant competitive advantage
in North America, because, most truck and engine manufacturers have chosen urea-based SCR as the
solution to meet 2010 emission standards.

o Certain Professional Fees—We incurred elevated levels of professional, legal and consulting fees in 2008
and 2007 related to assistance in preparing our consolidated financial statements, documenting and
performing an assessment of our internal controls over financial reporting and internal investigations related
to our restatement of SEC filings. However, in 2009 we had a significant reduction in professional expenses
as we have become a current SEC filer and our control environment has improved. We completed our
internal investigations, reached a tentative agreement with the investigative staff of the SEC and are
awaiting mutual agreement on specific language of the orders and final approval by the SEC. We expect our
professional fees associated with SEC filings to continue to trend slightly lower in 2010. The primary
drivers of our expected 2010 improvement are due to sustaining the improvements in our accounting and
control environment. The table below summarizes the costs incurred for each year and in total for the three-
year period ended October 31, 2009.

2009 2008 2007 Total

(in millions)
Professional fees associated with the 2005 audit and the re-audit of

periods prior t0 2005 . . ... ... $ — $ 14 % 69 $ 83
Professional fees associated with the 2009, 2008, 2007, and 2006

AUIES . .ot e e e 23 57 16 96
Professional, consulting, and legal fees related to preparation of our

public filing documents . ......... .. ... i 14 77 130 221
Professional fees associated with documentation and assessment of

internal control over financial reporting . ............ .. .. ... ... 3 17 19 39

Total .o s $ 40 $ 165 $ 234 $ 439

e Customer and Transportation Industry Consolidations—Various transportation companies have been either
acquired, merged to form combined operating entities or ceased operations. Although we are unable to
determine the impact this industry consolidation will have with regard to future purchases or pricing of our
trucks, engines and parts, we have experienced that some of these newly combined entities have contributed
to lower demand and increased purchasing power by some of our customers.

o Steel and Other Commodities—Generally, we have been able to mitigate the effects of steel and other
commodity cost increases from 2007 to 2009 via a combination of design changes, material substitution,
resourcing, global sourcing efforts and pricing performance. In addition, although the terms of supplier
contracts and special pricing arrangements can vary, generally a time lag exists between when our suppliers
incur increased costs and when these costs are passed on to us as well as when we might recover them
through increased pricing. This time lag can span several quarters or years, depending on the specific
situation. More recent trends indicate the cost pressures from the majority of our steel and commodity inputs
have not only ceased, but reversed somewhat. However, we have experienced some commodity price
increases versus the overall industry decline as our prior actions to avoid the significant price increases have
resulted in temporarily having slightly higher costs than the industry. Cost increases related to steel,
precious metals, resins and petroleum products totaled approximately $23 million, $97 million and
$86 million, for 2009, 2008 and 2007, respectively, as compared to the corresponding prior year.

Results of Operations and Segment Review

The following table summarizes our consolidated statements of operations and illustrates the key financial
indicators used to assess the consolidated financial results. Financial information is presented for the years ended
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October 31, 2009, 2008 and 2007. Throughout our MD&A, percentage changes that are deemed to be not meaningful

are designated as “N.M.”

Results of Operations for 2009 as Compared to 2008

%
2009 2008 Change Change
(in millions, except per share data and % change)
Salesand revenues, Net .. .............ii it i $ 11,569 $ 14,724 3,155) (21
Costsof products sold ......... ..o i 9,366 11,942 2,576) (22)
Restructuring charges . . ......... .. ... .. .. i 59 — 59 NM
Impairment of property and equipment . .............. ... .. ..... 31 358 327) (1)
Selling, general and administrative expenses ..................... 1,344 1,437 (93) 6)
Engineering and product development costs ...................... 433 384 49 13
Interest EXPense ... ....oitintin i e e 251 469 (218)  (46)
Other (inCOME) EXPeNSES, NEL . . . o .ot v e et iie e eaennnns (228) 14 (242) N.M.
Total costs and eXpenses . ...........c.uouutirnerenranenennnnnn 11,256 14,604 (3,348) (23)
Equity in income of non-consolidated affiliates ................... 46 71 25 (35
Income before income tax, minority interest, and extraordinary gain . . . 359 191 168 88
Income tax eXpense . ...........iiii i e e 37 57 20y (35
Income before minority interest and extraordinary gain ............. 322 134 188 140
Minority interest in net income of subsidiaries, netoftax ........... 25) — (25) NM.
Income before extraordinary gain ............. .. ... .. 0., 297 134 163 122
Extraordinary gain, netof tax ............. ... ... i i, 23 — 23 NM
Netineome .. ...ttt $ 320 $ 134 186 139
Diluted earnings per share:
Income before extraordinary gain .......................... $ 414 $ 1.82 §$ 2.32 127
Extraordinary gain, netoftax ............................. 0.32 — 0.32 N.M.
NetinCOmME . .. oottt et e e et $ 446 $ 1.82 $ 2.64 145
Sales and revenues, net by Geographic region (U.S. and Canada and Rest of World (“ROW™))
Total U.S. and Canada ROW
% % %
2009 2008 Change Change 2009 2008 Change Change 2009 2008 Change Change
(in millions,
except % change)
Truck ............. $ 7297% 103178% (30200 (290 $ 6807$ 89338% (2,126) (24) $ 490 8% 1384 $ (894) (65)
Engine ............ 2,690 3,257 567) (17) 1,836 1,949 (113) (6) 854 1,308 (454) (35)
Parts ............. 2,173 1,824 349 19 2,038 1,648 390 24 135 176 41) (23
Financial Services . . . 348 405 67 (14 268 296 28 9 80 109 29 @7
Corporate and
Other ........... (939) (1,079) 140 13 (939) (1,079) 140 13 — — — —
Total ............. $ 11,569 % 14724 $ (3,155) (21) $ 10,010 $ 11,747 $ (1,737) (15) $ 1,559 % 2,977 $ (1.418) (48)

(A) In 2009, we changed our methodology of reporting the categorization of sales based on the “selling” location to a “sold to” location. Prior period

amounts have been recast to reflect this change in methodology.

Sales and revenues, net decreased within the Truck segment by 29% in 2009 as compared to 2008. The primary driver
of the decrease in net sales and revenues were lower U.S. military sales of $1.6 billion and a weak North American
truck market. Truck segment sales to the U.S. military were $2 billion in 2009 and $3.6 billion in 2008. We completed
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the deliveries of existing MRAP orders in 2009 and increased sales of lower-content and lower priced military
units to the U.S. military and NATO allies. We experienced lower overall commercial chargeouts as a result of
the weakness in the overall “Traditional” industry which more than offset the higher chargeouts from our Class 8
heavy trucks as a result of the success of our ProStar trucks. We believe that with our 2010 U.S. EPA emissions
strategy and our customer-focused approach will continue to improve our chargeouts resulting in higher sales.
Our ROW sales were significantly affected in 2009 as we faced the worst global recession since the Great
Depression.

Our Engine segment was our second largest segment in net sales and revenues. Total units shipped by this
segment were down 76,200 units or 22% in 2009 as compared to 2008. Our units shipped to Ford in North
America decreased by 24,000 units or 19% compared to the prior year as Ford reduced its purchasing
requirements. Our South American sales were down 36,000 units or 26% in 2009 as compared to 2008. The
reduction in units shipped to Ford in North America was further exacerbated by the worst “Traditional” North
American truck market since 1962 as a result of the world wide recession. Our North American exclusive
production of diesel engines for the Ford F Series and E Series will end on December 31, 2009, and will
significantly reduce our engine shipments in our 2010 fiscal year. We expect to partially offset the loss of the
Ford North American exclusive agreement with new customer sales from South America. In addition, we expect
a recovery of our “Traditional” truck markets in 2010 coinciding with an increase in use of our MaxxForce 11
and 13 engines.

Our Parts segment sales increase was driven by U.S. MRAP service parts and other military service parts orders,
which more than offset the adverse impacts of the economic recession. We have experienced a sales decline in
our commercial products consistent with much lower service repair demand as a result of poor economic
conditions. The lower tonnage hauled by freight carriers and eroding profitability has reduced our customers’
ability to buy service parts.

Our Financial Services segment revenues decreased reflecting the decline in average finance receivables of $852
million in 2009 as compared to the same period in 2008, partially offset by an increase in securitization income
driven by a decrease in discount rates. The decline in average finance receivable balances reflect customer
payments and a reduction in new financing opportunities resulting from fewer sales of vehicles and components
due to reduced customer demand, all driven by the difficult economic environment in the U.S. and Mexico
markets.

Costs and Expenses

2009 2008 Change Chzvnge
(in millions, except % change)
Costs of products sold, excluding items presented separately
DElOW L it $ 9113 $ 11,655 (2,542) (22)
Postretirement benefits expense allocated to cost of products sold . .. 23 30 7 (23)
Product warranty COSts . ..........c.uiiiiiiiiii i 230 257 @7 Ao
Total costs of products sold . . ....... ... ... i $ 9366 $ 11,942 (2,576) (22)

Costs of products sold decreased in 2009 as compared to 2008, as a result of lower chargeouts and associated
material purchases of commercial trucks and change in mix of military products from higher content MRAPs to
lower content military trucks. In addition, Costs of products sold further decreased due to lower diesel engines
and service parts deliveries to the commercial market that were offset partially by $81 million of other Ford
related charges and higher direct material commodity costs. We were not able to fully capitalize on some of the
recent commodity cost savings experienced by the industry due to pre-existing contractual obligations. Our
efforts delayed and reduced the higher expense that the industry experienced in prior years. We continued our
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efforts to contain direct material costs through a combination of design changes, material substitution, alternate
supplier resourcing, global sourcing, and price performance to mitigate direct material price increases we have
experienced. Costs related to steel, precious metals, resins and petroleum products increased by $23 million in
2009 compared to an increase of $97 million in 2008. The decrease in 2009 product warranty costs, including
extended warranty program costs and net of vendor recoveries (“‘product warranty costs”) compared to 2008 was
driven primarily by a reversal of $75 million of product warranty costs related to the Ford Settlement. In
addition, the decrease in product warranty costs were the result of lower volumes and lower claims out of the
contractual obligation period offset partially by adjustments to warranty accruals for changes in our estimates of
warranty costs for products sold in prior years (“pre-existing warranty”) of $39 million and higher costs per-unit.
Excluding the reversal of the warranty costs related to the Ford Settlement, the increase in product warranty costs
were due to higher pre-existing warranty adjustments and higher costs per-unit. The higher pre-existing warranty
adjustments and higher cost per unit were primarily driven by 2007 U.S. EPA regulations, which have resulted in
rapid product development cycles and have included significant changes from previous engine models. The 2007
U.S. EPA regulations required new emission compliant products which are more complex and contain higher
material costs. Consequently, repair costs have exceeded those that we have historically experienced. In the past,
our engines typically had a longer model lifecycle that afforded us the opportunity to refine both the design and
manufacturing of the product to reduce both the volume and the severity of warranty claims.

Restructuring charges relate to restructuring activities at our Indianapolis Engine Plant (“IEP”) and Indianapolis
Casting Corporation (“ICC”) locations. In 2009, due to significant reductions from Ford we changed our business
strategy regarding our manufacturing activities in our IEP and ICC locations while maintaining certain quality
control and manufacturing engineering services. We recognized $59 million of Restructuring charges for
contractual obligations, personnel costs for employee termination and related benefits, charges for postretirement
contractual terminations benefits and a plan curtailment. For more information, see Note 2, Ford settlement and
related charges, to the accompanying consolidated financial statements.

In 2009, Impairment of property and equipment was $31 million related to changes in our business and volumes
at the Chatham and Conway locations in our Truck segment. In 2008, we incurred Impairment of property and
equipment charges of $358 million as a result of permanently lower Ford volumes in our Engine segment. For
additional information about these items, see Note 7, Impairment of property and equipment and related charges,
to the accompanying consolidated financial statements.

Selling, general and administrative expenses

2009 2008 Change ChZ';lge
(in millions, except % change)
Selling, general and administrative expenses, excluding items
presented separately below .......... ... ... ... . o o, $ 807 $ 965 (158) (16)
Professional consulting, legal, and auditing fees ................ 40 165 (125) (76)
Postretirement benefits expense (income) allocated to selling,
general and administrative eXpenses . ..............ooiion... 216 54 270 N.M.
Dealcor eXpenses . ... .vut i e 162 218 (56) (26)
Incentive compensation and profit-sharing ..................... 54 78 24) 31
Provision for doubtful accounts .................. .. ... 52 65 (13) 20)
Personnel costs for employee terminations . .................... 13 — 13 N.M.
Total selling, general and administrative expenses ............... $ 1,344 § 1437 93) 6)

The decreases in Selling, general and administrative expenses for 2009 as compared to 2008 were driven by
declines in our professional consulting and auditing fees related to SEC filings and from cost reduction measures
actively pursued this year, which were offset partially by an increase in our postretirement benefits expense. We
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have had a significant reduction in professional expenses as we have become a current SEC filer and have made
improvements in our accounting and control environment. See the discussion later in this section and in Note 12,
Postretirement benefits, to the accompanying consolidated financial statements for the explanation of the
increase in postretirement benefits expense. Dealcor expenses declined in 2009 following the sale of certain
company-owned dealerships and lower costs at our remaining locations. The expense for incentive compensation
and profit sharing reflects projected 2009 and actual 2008 performance versus our management incentive targets.
The decline in the 2009 provision for doubtful accounts was a result of the lower average finance receivable
balances partially offset by an increase in our allowance ratio to outstanding finance receivables and loss reserves
for specific customers as compared to 2008. In 2009, repossessions and delinquencies began to decline due to the
stabilization of the truck industry and the general economy. Finally, the personnel costs for employee
terminations in 2009 reflect a reduction in salaried and management personnel to align with current market
conditions.

Engineering and product development costs increased slightly in 2009 as compared to 2008. Such costs were
incurred by our Truck and Engine segments for product innovation and manufacturing cost reductions, and to
provide our customers with product and fuel efficiencies. Engineering and product development costs incurred at
the Truck segment were $207 million in 2009, which compares to $181 million incurred in 2008, and relates
primarily to the further development of various military truck applications and 2010 emission compliant
products. Engineering and product development costs incurred at our Engine segment were $228 million in 2009,
which compares to $201 million in 2008. This increase is a result of the efforts to develop our MaxxForce 15
engine and improving our EGR and other technology to meet 2010 U.S. EPA emission regulations.

Total postretirement benefits expense (income) includes defined benefit plans (pensions and post-employment
benefits (primarily health and life insurance)) and defined contribution plans (401(k) contributions for active
employees) as described in Note 12, Postretirement benefits, to the accompanying consolidated financial
statements.

The following tables present the nature of the amounts of postretirement benefits expense (income) for defined
benefit and defined contribution plans and how they are allocated among Costs of products sold, Restructuring
charges, Selling, general and administrative expenses, and Engineering and product development costs and the
components of these expenses:

2009 2008 Change
(in millions)
Net postretirement benefits expense (income) included in:
Costsof products sold . ....... .. .. i $ 23 % 30 % O
Restructuring charges related to ICCandIEP . ................ ... ......... 16 — 16
Selling, general and administrative €Xpenses ................c..oevuiiiinn... 216 (54) 270
Engineering and product development costs .................ccoviiiieenn... 5 7 2)
Total postretirement benefits expense (income) ..............c.ccouineennn.... $ 260 $ (N $ 277

2009 2008 Change

(in millions)
Defined benefits expense (income), excluding curtailments, termination benefits,

and SEtIEMENS . . .. ..ottt e $ 215 $§ (5 $ 220
Curtailments, termination benefits, and settlements .......................... 18 37N 55
Total defined benefits expense (income) ... ..., 233 42) 275
Defined contribution €Xpense . ............iiiiiii it e 27 25 2
Total postretirement benefits expense (income) ................ccovuininn.... $ 260 $ (A7) $ 277




Postretirement benefit expense (income) from defined benefit plans was $233 million of expense in 2009,
compared to income of $42 million in 2008. Postretirement benefit expense (income) from defined benefit plans,
excluding curtailments, termination benefits, and settlements, was $215 million of expense in 2009, compared to
income of $5 million in 2008. The $220 million year-over-year increase in the postretirement benefits expense
largely resulted from a lower asset base at the beginning of fiscal year 2009 as compared to 2008, which is used
to determine the total expected return for the fiscal year (a component of net postretitement benefits expense).
The expected return on assets for defined benefit plans was $229 million in 2009, compared to $386 million in
2008 as a result of lower plan assets. Loss amortization (another component of net postretirement benefits
expense) for defined benefit plans was $70 million in 2009, compared to $13 million in 2008. See Note 12,
Postretirement benefits, to the accompanying condensed consolidated financial statements for further discussion.

In the first quarter of 2009, we recognized $16 million of expense for a curtailment and contractual termination
benefits related to our Indianapolis location. During 2008, we recognized a $42 million gain related to a net
settlement and curtailment of one of the plans resulting from certain plan changes that arose from the ratification
of our UAW settlement.

The following table presents total debt balances and components.of Interest expense:

Debt Interest Expense

% %
2009 2008 Change  Change 2009 2008 Change  Change

(in millions, except % change)

Manufacturing Operations ... $ 1,975 $ 1,834 $ 141 8 $ 8 $ 154 $ (66) (43)

Financial Services ......... 3,431 4,240 809) (19) 120 258 (138) (53)
Derivative Expense ........ — — — — 43 57 (14 (25
Total .................... $ 5406 $ 6,074 $ (668) (11) $ 251 $ 469 $ (218) (46)

Interest expense decreased 46% in 2009 as compared to 2008. The decrease in interest expense reflects the
decrease in our variable interest rates in our manufacturing operations debt, lower debt balances and lower
interest rates at our Financial Services segment, and a reduction in derivative expense of $14 million in 2009 as
compared to 2008. Our Financial Services segment borrowings were lower so as to match the lower average
balances of our finance receivables. For more information, see Note 11, Debt, and Note 15, Financial
instruments and commodity contracts, to the accompanying consolidated financial statements.

Other income and expense, net amounted to income of $228 million in 2009 and expense of $14 million in 2008.
The increase in 2009 is primarily due to the $225 million benefit related to the Ford Settlement and other related
charges. In 2009 and 2008, we recorded interest income of $21 million and $42 million, respectively, primarily
offset by various other miscellaneous expenses. Foreign exchange gains or losses are reported as part of Other
income and expense, net. In 2009 there was a foreign exchange gain of $36 million compared to foreign
exchange losses of $19 million in 2008. In 2009, the foreign exchange gains are primarily due to favorable
currency fluctuations primarily in our operations in Canada. Additionally, the Engine segment recognized a gain
of $16 million for 2009, related to an agreement in Brazil providing for recovery of certain value added taxes.

Equity in income of non-consolidated affiliates

We reported $46 million and $71 million in Equity in income of non-consolidated affiliates for 2009 and 2008,
respectively. As part of the Ford Settlement, we increased our equity interest in the BDT and BDP joint ventures
with Ford to 75% and, effective June 1, 2009, the results of BDT and BDP operations are consolidated.
Accordingly, our share of the results of these entities are no longer included in Equity in income of
non-consolidated affiliates. For more information, see Note 10, Investments in and advances to non-consolidated
affiliates, to the accompanying consolidated financial statements.
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Income tax expense

Income tax expense was $37 million in 2009 as compared to $57 million in 2008. Our income tax expense on
domestic and Canadian operations is limited to current state income taxes, alternative minimum tax net of
refundable credits and other discrete items. The majority of our income taxes in 2009 were from foreign
operations, principally Brazil and Mexico. Our income tax expense is affected by various items, including
deferred tax asset valuation allowances (principally domestic and Canadian), research and development credits,
Medicare reimbursements and other items. A full deferred tax asset valuation allowance was adopted for the
Canadian operations as of October 31, 2008. Accordingly, the operating loss in Canada did not generate a
deferred tax benefit in 2009. We have $288 million of U.S. net operating loss carry forward as of October 31,
2009. We expect our cash payments of U.S. and Canadian taxes will be minimal, for so long as we are able to
offset current taxable income by net operating loss carry forwards. For additional information, see Note 13,
Income taxes, to the accompanying consolidated financial statements.

Extraordinary gain, net of tax

On June 4, 2009, we completed the purchase of certain assets of the former RV manufacturing business of
Monaco Coach Corporation and created a new wholly-owned affiliate company operating under the name of
Monaco RV, LLC. We accounted for the acquisition as a business combination. The fair value of the assets
acquired from Monaco Coach Corporation exceeded the purchase price resulting in an extraordinary gain of $23
million in 2009.

Minority Interest in net income of subsidiaries, net of tax

As part of the Ford settlement, we increased our equity interest in our BDT and BDP joint ventures with Ford to
75% and, effective June 1, 2009, the results of BDT and BDP operations are consolidated. Ford’s 25% minority
interest in BDT and BDP results were $25 million.

Net income and Diluted earnings per share

As a result of the above items, we recorded net income of $320 million, an increase of $186 million as compared
to prior year net income of $134 million. Included in our increase of $186 million was a Ford settlement net of
other related charges of $160 million, foreign exchange gains of $36 million in 2009 compared to a foreign
exchange loss of $19 million in 2008, and professional, consulting and auditing expenses of $40 million in 2009
as compared to expenses of $165 million in 2008.

Our reported net income for 2009 included immaterial out-of-period adjustments of $29 million as described in
Note 1, Summary of significant accounting policies, to the accompanying consolidated financial statements.

Our Diluted earnings per share for 2009 were $4.46, calculated on 71.8 million shares. For 2008, our Diluted
earnings per share were $1.82, calculated on 73.2 million shares. Diluted shares reflect the impact of our
convertible securities including common stock options in accordance with the treasury stock and if-converted
methods. For further detail on the calculation of diluted earnings per share, see Note 19, Earnings (loss) per
share, to the accompanying consolidated financial statements.
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Results of Operations for 2008 as Compared to 2007

%

2008 \ 2007 Change Change
(in millions, except per share data and % change)
Salesandrevenues, Net . ..ottt $ 14724 $ 12,295 $ 2,429 20
Costsof productssold ....................................... 11,942 10,109 1,833 18
Impairment of property and equipment .......................... 358 — 358 N.M.
Selling, general and administrative expenses . ..................... 1,437 1,490 (53) “4)
Engineering and product developmentcosts ...................... 384 375 9 2
Interest eXpense . ..............iii i 469 502 (33) (7)
Other (income) eXpenses, Net . . ...t innee e, 14 (34) 48 N.M.
Total costs and eXpenses . ..............cuiuiiiinninnn. 14,604 12,442 2,162 17
Equity in income of non-consolidated affiliates .. .................. 71 74 3) “4)
Income (loss) before income tax ..................c0 i, 191 (73) 264 N.M.
Income tax eXpense ............... i 57 47 10 21
Net income (I0SS) ... oottt e e e e e e e e $ 134 $ (1200 $ 254 NM.
Diluted earnings (loss) pershare . ..................0.vuui..... $ 182 $ (1700 $ 352 NM.

Total U.S. and Canada ROW

% % %
2008 2007 Change Change 2008 2007 Change Change 2008 2007 Change Change

(in millions, except per

share data and

% change)

Truck ................ $ 103178 7.8098% 2508 32 $ 8933$ 6216% 2,717 44 $ 1384% 1,593 $ (209) (I3)
Engine ............... 3,257 3,461 (204) (6) 1,949 2,452 (503) (21 1,308 1,009 299 30
Parts ................. 1,824 1,562 262 17 1,648 1,407 241 17 176 155 21 14
Financial Services ...... 405 517 (112) (22) 296 421 (125) (30) 109 96 13 14
Corporate and Other. . ... (1,079  (1,054) 25) (2 (1,079) (1,054) 25 @ — — -— -
Total ................. $ 147248 12295% 2429 20 $ 11,747$ 9442% 2305 24 $ 2977% 2853 124 4

(A) In 2009, we changed our methodology of reporting the categorization of sales based on the “selling” location to a “sold to” location. Prior period
amounts have been recast to reflect this change in methodology.

In 2008, net sales and revenues increased by 20% as compared to 2007. This increase was attributed primarily to our
Truck segment, which increased net sales and revenues by $2.5 billion as compared to 2007 driven by higher U.S.
military sales.

Our Truck segment was our largest segment as measured in net sales and revenues, representing 70% and 64% of total
consolidated net sales and revenues for 2008 and 2007, respectively. Net sales and revenues increased within this
segment by 32% in 2008 as compared to 2007. The primary driver of the increase in net sales and revenues was growth
in our U.S. military sales of $3.3 billion. The success of our ProStar products also contributed to this increase but was
more than offset by weakness in our total “Traditional” and ROW markets.

Our Engine segment was our second largest segment in net sales and revenues with $3.3 billion in 2008 and

$3.5 billion in 2007. Units shipped to Ford in North America significantly decreased by 85,500 units or 40% compared
to the prior year due to a reduction in Ford’s purchasing requirements. There was a decrease in the relative ratio of
diesel to gas trucks produced in the heavy-duty pickup truck market to 59% in 2008 from 71% in 2007, which
contributed to the lowered Ford demand for our engines. The decline in units shipped to Ford in North America was
partially offset by increases in non-Ford OEM sales and intersegment sales to the Truck segment for sales to the U.S.

military.
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Our Parts segment recorded net sales of $1.8 billion in 2008 and $1.6 billion in 2007 for growth of 17%. This
growth was primarily due to our expansion into the military business, as well as our continued focus on
expansion outside of our commercial “Traditional” markets. In the “Traditional” markets, we were able to realize
slight growth despite the challenging economy and we continue to successfully maintain our presence through
expansion into additional product lines and enhancement of our relationship with new and current fleets.

Our Financial Services segment net revenues declined 22% in 2008 as compared to 2007. There were reduced
financing opportunities resulting from fewer purchases of vehicles and components due to reduced customer
demand as a result of deteriorating credit market and weakening economic conditions.

Costs and Expenses

2008 2007 Change Chzonge

(in millions, except % change)
Costs of products sold, excluding items presented separately

BelOW . . $ 11655 $ 9,880 $ 1,775 18
Postretirement benefits expense allocated to cost of products

SOId .. e 30 25 5 20
Product warranty Costs . ...........oouiiniiiiii 257 204 53 26
Total costs of products sold . ..................c.ciiiiin... $ 11,942 $ 10,109 $ 1,833 18

Costs of products sold increased 18% for 2008 as compared to 2007. As a percentage of net sales of
manufactured products, Costs of products sold decreased to 83% in 2008 from 85% in 2007. Included in Costs of
products sold are product warranty costs and an allocated portion of our postretirement benefits expense. Product
warranty costs were $257 million in 2008 and $204 million in 2007. Postretirement expense included in Costs of
products sold, inclusive of Company 401(k) contributions, were $30 million in 2008 and $25 million in 2007.
Apart from product warranty costs and postretirement benefits expense, Costs of products sold as a percentage of
net sales of manufactured products decreased to 81% in 2008 from 83% in 2007. The decrease in costs of
products sold as a percentage of net sales of manufactured products between 2008 and 2007 is largely attributable
to increased U.S. military and ROW sales offsetting higher steel and other commodity prices (for more
information regarding steel and other commodity prices, see Key Trends and Business Outlook, ““Steel and Other
Commodities”) and declining manufacturing efficiencies due to lower volumes as a result of weakness in our
“Traditional” markets.

The increase of $53 million in product warranty costs in 2008 as compared to 2007 was primarily the result of
pre-existing warranty cost at the Truck and Engine segments and were partially offset by a combination of
reduced volumes and improved per unit warranty expense. In 2008, we incurred $76 million of product warranty
costs associated with adjustments to pre-existing warranties compared to $22 million incurred in 2007.

In 2008, product warranty costs at the Truck segment were $152 million compared to $138 million in 2007. We
accrue warranty related costs under standard warranty terms and for claims that we may choose to pay as an
accommodation to our customers even though we are not contractually obligated to do so (“out-of-policy”). The
Truck segment incurred an expense for pre-existing warranty costs of $29 million in 2008 as compared to $14
million in 2007. Quality improvements and a 10% decline in truck chargeouts as compared to 2007 allowed us to
mitigate our warranty costs in 2008 excluding the year-over-year increase of $15 million for pre-existing
warranty costs. Product warranty costs at the Engine segment were $100 million (3% of Engine segment net sales
of manufactured products) compared to $64 million (2% of Engine segment net sales of manufactured products)
in 2007. The increase in product warranty costs at the Engine segment was attributable to adjustments to
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pre-existing warranties and higher engine volumes delivered to other OEMs. We continue to work on progressive
improvements in product warranty costs by focusing on controlling the reliability and quality of our emissions-
compliant engines. For more information regarding product warranty costs, see Note 1, Summary of significant
accounting policies, to the accompanying consolidated financial statements.

In 2008, we incurred Impairment of property and equipment charges of $358 million as a result of permanently
lower Ford volumes at our Engine segment. For additional information about these items, see Note 7, Impairment
of property and equipment and related charges, to the accompanying consolidated financial statements.

Selling, general and administrative expenses

2008 2007 Change Ch?nge

(in millions, except % change)
Selling, general and administrative expenses, excluding items

presented separately below . ............................... $ 965 $ 801 $ 164 20
Professional consulting, legal, and auditing fees ................. 165 234 69 (29
Postretirement benefits expense (income) allocated to selling, general

and administrative eXpenses . ... ..........ouuirnenannann (54) 114 (168) N.M.
Dealcor Xpenses . ......ii i 218 289 an (25)
Incentive compensation and profit-sharing ..................... 78 — 78 NM.
Provision for doubtful accounts .............................. 65 52 13 25
Total selling, general and administrative expenses ............... $§ 1437 $ 1490 $ (53) 4)

The primary drivers of the $164 million increase in Selling, general and administrative expenses as compared to
the prior year was caused primarily by increases in salaries and related benefits, new business development
expenses and legal expenses. Professional consulting, legal and auditing fees related to SEC filings have declined
significantly as a result of becoming current with our SEC filings and eliminating a majority of the consultant
expenses by transferring activities back to company employees. The decrease in professional consulting, legal
and auditing fees related to SEC filings were partially offset by an increase in the number of accounting and
finance personnel. Postretirement benefits expense has improved due to several factors discussed more
completely in the postretirement benefits section. Dealcor expenses declined primarily due to a decrease in
related sales activity and the sale of certain company-owned dealerships. The increases in compensation and
profit-sharing expenses are due to the improvement in our financial results, primarily meeting established net
income goals. The increase in provision for doubtful accounts is due to an increase in repossessions and
delinquencies coupled with continued weakness in our receivables portfolio. We provide for certain losses
related to the potential repossession and liquidation of collateral underlying finance receivables with dealers and
retail customers. Finally, increases in stock-based compensation expense versus prior year resulted from the
issuance of restricted stock during the fourth quarter of 2008. A significant portion of the awards were granted to
retirement-eligible employees resulting in immediate recognition of a substantial portion of those costs consistent
with relevant accounting literature.

Engineering and product development costs declined slightly in 2008 as compared to 2007. Engineering and
product development costs were primarily incurred by our Truck and Engine segments for innovation and cost
reduction, and to provide our customers with product and fuel efficiencies. Engineering and product development
costs incurred at the Truck segment were $181 million in 2008, which compares to the $168 million incurred in
2007, and relates primarily to the further development of our ProStar class 8 long-haul truck. In addition, the
Truck segment also incurred costs in 2008 and 2007 related to the development and roll-out of our 2010
emissions-compliant products and, to a lesser extent the development of the LoneStar class 8 truck. Engineering
and product development costs incurred at our Engine segment increased $8 million or 4% in 2008 as compared
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to the prior year. This increase is a result of the efforts to develop 2010 emissions-compliant engines, new engine
products, and MWM-International Euro IV emission-compliant engines.

The following table presents the amounts of postretirement benefits (income) expenses, for defined benefit and
defined contribution plans, as allocated among Costs of products sold, Selling, general and administrative
expenses, and Engineering and product development costs:

2008 2007 Change
(in millions)
Net postretirement benefits expense (income) included in:
Costs of products Ol . . .. .o\ttt e $ 30 § 25 § 5
Selling, general and administrative €Xpenses . ..............cooiiiiii... (54) 114 (168)
Engineering and product development COStS . ...... ... 7 6 1
Total postretirement benefits expense (income) . .........covvvii $ A7 $ 145 $ (162)

2008 2007 Change

(in millions)
Defined benefits expense (income), excluding curtailments, termination benefits,

AN SELIEMENES &« o v o e ottt e e e e e e e e e e e $ B $ 122 $ (127)
Curtailments, termination benefits, and settlements . ........................ 37 — 37
Total defined benefits expense (income) .......... ... 42) 122 (164)
Defined contribution €Xpense . . ... ..ottt 25 23 2
Total postretirement benefits expense (income) . ............. ... ..o oL $ (A7) $ 145 $ (162)

Total postretirement benefits expense (income) includes defined benefit plans (pensions and post-employment
benefits primarily health and life insurance) and defined contribution plans (401(k) contributions for active
employees) as described in Note 12, Postretirement benefits, to the accompanying consolidated financial
statements.

We recognized income related to our postretirement benefits from defined benefit plans of $42 million for the
year ended October 31, 2008 compared to an expense of $122 million for the same period in 2007. On

December 16, 2007, the majority of Company employees represented by the UAW voted to ratify a new contract
that will run through September 30, 2010. Among the changes from the prior contract was the cessation of annual
lump sum payments that had been made to certain retirees. We previously accounted for these payments as a
defined benefit plan based on the historical substance of the underlying arrangement. The elimination of these
payments and other changes resulted in a net settlement and curtailment of the plan resulting in income of $42
million during 2008.

During the third quarter of 2008, the Engine segment’s Indianapolis plant laid off over 400 employees. That
layoff was driven by a reduction in Ford’s production schedules that management believed, at that time, to be
temporary. Based on recent developments in economic conditions and the Company’s current outlook regarding
its Ford contract, it is probable that those employees, as well as other employees from the facility laid off prior to
the third quarter, may not return to work. As such, net charges of $5 million representing curtailments and
contractual termination benefits were recognized for the Company’s pension and postretirement benefit plans in
the fourth quarter of 2008.

Excluding the effects of the two events described above, postretirement benefits income from defined benefit
plans was $5 million for the year ended October 31, 2008. The $127 million reduction in defined benefit plan
expense resulted from better-than-expected returns and a significant reduction in the projected benefit obligation
resulting from fully insuring our Medicare eligible population in our largest postretirement medical plan. Each of
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these actions took place in 2007 and represent variances from prior actuarial estimates. These variances
significantly reduced the cumulative loss pool during 2007. Such costs amortize into income in the subsequent
years as a component of postretirement benefits (income) expense. Amortization of the loss pool for pension and
health and welfare plans was $13 million for the year ended October 31, 2008, compared to $81 million for the
same period in 2007. Additionally, the growth in the asset base during 2007 had the effect of increasing the
expected return on plan assets in 2008 (another component of postretirement benefits (income) expense). The
expected return on plan assets for pension and health and welfare plans for the year ended October 31, 2008, was
$386 million compared to $334 million for the same period in 2007. See Note 12, Postretirement benefits, to the
accompanying consolidated financial statements for further information on postretirement benefits.

Postretirement benefits expense resulting from the defined contribution plans was $25 million and $23 million
for the years ended October 31, 2008, and 2007, respectively.

The following table presents total debt balances and components of Interest expense:

Debt Interest Expense
% %

2008 2007 Change Change 2008 2007 Change Change
(in millions, except % change)
Manufacturing Operations .. .......... $ 1,834 % 20298$ (195 (10) $ 154 % 197 $ (43) (22
Financial Services .................. 4,240 4,852 612) 13) 258 297 39 a3
Derivative Expense ................. — — — - 57 8 49 613
Total ......... ... ... $ 6074 % 6881 % (807) (12) $ 469 $ 502 $ (33) (7)

Interest expense decreased 7% in 2008 as compared to 2007. This decrease was primarily due to a decrease in
interest rates and lower debt balances partially offset by the derivative interest expense of $57 million in 2008
and $8 million in 2007. For more information, see Note 11, Debt, to the accompanying consolidated financial
statements.

Other (income) expenses, net was $14 million of other expense and $34 million of other income in 2008 and
2007, respectively. The primary drivers in Other (income) expenses, net were foreign exchange losses, other
impairment charges, interest income, and early extinguishment of debt. Foreign exchange loss increased by $31
million, other impairment charges increased by $24 million, and interest income decreased by $12 million as
compared to the prior year. Other (income) expenses, net includes $31 million of expenses related to the early
extinguishment of debt in 2007 that did not recur in 2008.

Total costs and expenses in 2008 were significantly higher due to $395 million of Impairment of property and
equipment and other costs related to our expectations of permanently lower Ford volumes in our Engine segment.
Impairment of property and equipment charges amounted to $358 million. For additional information about these
items, see Note 8, Impairment of property and equipment and related charges, to the accompanying consolidated
financial statements. Other related charges of $37 million were primarily expensed in Costs of products sold and
Selling, general and administrative expenses.

Equity in income of non-consolidated affiliates

Our Equity in income of non-consolidated affiliates is primarily derived from our ownership interests in BDP,
BDT, and to a lesser extent other partially-owned affiliates. We reported $71 million of income in 2008 as
compared to $74 million in 2007 with a majority of the income in both years being derived from BDP. For more
information, see Note 10, Investments in and advances to non-consolidated affiliates, to the accompanying
consolidated financial statements.
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Income tax expense

Income tax expense was $57 million in 2008 as compared to $47 million in 2007. Our Income tax expense in each
year is affected by various factors, including adjustments to deferred tax asset valuation accounts, research and
development credits, Medicare reimbursements and other items. In 2008, due to the rapid deterioration of our
Canadian business and the uncertainty of its future profitability, we established a valuation allowance against the
full balance of Canadian net deferred tax assets. For additional information about these items, see Note 13,
Income taxes, to the accompanying consolidated financial statements.

Net income (loss) and Diluted earnings (loss) per share

As a result of the above items, in 2008 we recorded net income of $134 million, an increase of $254 million as
compared to a prior year net loss of $120 million. Included in our increase of $254 million was growth in our
U.S. military sales and the following significant items: impairment of property and equipment and other costs of
$395 million related to our expectations of permanently lower Ford diesel volumes exclusive to 2008, derivative
expense due to a non-cash mark to market charge on our interest rate swap agreements of $25 million in 2008
compared to $14 million in 2007, foreign exchange loss of $19 million in 2008 compared to a foreign exchange
gain of $12 million in 2007, a $42 million reduction in postretirement expense primarily due to modifications to
our UAW master contract exclusive to 2008, professional, consulting, and auditing expenses of $165 million in
2008 as compared to expenses of $234 million in 2007, and debt refinancing and restructuring costs of $31
million in 2007 that did not recur in 2008.

Our diluted earnings per share for 2008 were $1.82, calculated on 73.2 million shares. For 2007, our diluted loss
per share was $1.70, calculated on 70.3 million shares. Diluted shares reflect the impact of our convertible
securities including common stock options in accordance with the treasury stock and if-converted methods. For
further detail on the calculation of diluted earnings per share, see Note 19, Earnings (loss) per share, to the
accompanying consolidated financial statements.

Segment Results of Operation

We define segment profit (loss) as adjusted earnings (loss) excluding income tax. Additional information about
segment profit (loss) is as follows:

«  Postretirement benefits and medical expenses of active employees are allocated to the segments based upon
relative workforce data while the costs of retired employees are corporate expenses. Postretirement benefits
and medical expenses for 2009 include changes to the allocation methodology to reflect the allocation of
only service cost to segments as we believe that these are more controllable by segment management. We
have revised 2008 and 2007 segment profit (loss) to reflect these changes in our allocation methodology.

. The UAW master contract and non-represented employee profit sharing, annual incentive compensation,
and the costs of the Supplemental Trust are included in corporate expenses, if applicable.

+  Interest expense and interest income for the manufacturing operations are reported in corporate expenses.

o Certain sales to our dealers include interest-free periods that vary in length. The Financial Services segment
finances these sales and our Truck segment subsidizes and reimburses the Financial Services segment for
those finance charges.

« Intersegment purchases and sales between the Truck and Engine segments are recorded at our best estimates
of arms-length pricings. The MaxxForce Big-Bore engine program is being treated as a joint program with
the Truck and Engine segments sharing in certain costs of the program.

+  Intersegment purchases from the Truck and Engine segments by the Parts segment are recorded at standard
production cost.

e We allocate “access fees” to the Parts segment from the Truck and Engine segments for certain engineering
and product development costs, depreciation expense, and selling, general and administrative expenses
incurred by the Truck and Engine segments based on the relative percentage of certain sales, as adjusted for
cyclicality.
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*  Certain sales financed by the Financial Services segment, primarily NFC, require the manufacturing
operations, primarily the Truck segment, and the Financial Services segment to share a portion of customer
losses or the manufacturing operations may be required to repurchase the repossessed collateral from the
Financial Services segment at the principal value of the receivable.

*  Other than the items discussed above, the selected financial information presented below is recognized in
accordance with our policies described in Note 1, Summary of significant accounting policies, to the
accompanying consolidated financial statements.

The following sections analyze operating results as they relate to our four industry segments:

Truck Segment

The following tables summarize our Truck segment’s sales and segment profit for the years ended October 31
(segment sales are defined as net sales and revenues including intersegment sales and revenues):

2009 vs. 2008 2008 vs. 2007
%% %
2009 2008 2007 Change Cha.;lge Change Change
(in millions, except % change)
Segmentsales ............... $ 7,297 $§ 10317 $ 7,809 $ (3,0200 (290 $ 2,508 32
Segment profit .............. 147 805 160 (658) (82) 645 403

We believe the following tables on retail deliveries in the “Traditional™* truck market in the U.S. and Canada,
“Traditional” market share, net orders and order backlogs present key metrics that provide quantitative measures
on the performance of our Truck segment. Our Truck segment sales are primarily driven by chargeouts. Our
chargeouts are primarily driven by customer purchase of our products. Net orders are a precursor to potential
chargeouts and market share trends. Order backlogs are orders outstanding at the end of the period waiting to be
built and can be cancelled by the customer.

The following tables summarize industry retail deliveries, in the “Traditional” truck markets in the U.S. and
Canada, in units, according to Wards Communications and R.L. Polk & Co.:

2009 vs. 2008 2008 vs. 2007
% %
2009 2008 2007 Change Change Change Change
“Traditional” Markets (U.S. and
Canada)
Schoolbuses ................... 22,600 24,400 24500 (1,800) @) (100) —
Class 6 and 7 medium trucks . . .. ... 39800 59,600 88,500 (19,800) (33) (28,900) (33)
Class 8 heavy trucks ............. 77,700 102,500 142,900 (24,800) (24) (40,400) (28)
Class 8 severe service trucks .. ... .. 41,700 57,600 63,100 (15,900) (28) (5,500) )]
Total “Traditional” Truck Markets . ... 181,800 244,100 319,000 (62,300) (26) (74,900) (23)
Combined class 8 trucks ...... 119,400 160,100 206,000 (40,700) (25) (45,900) (22)
Truck segment total “Traditional” retail
deliveries ........................ 66,300 75300 84,700 (9,000) (12) (9,400) (11)

Key economic indicators affecting the truck industry such as gross domestic product, industrial production, and
freight tonnage hauled declined in 2009 compared to 2008 and 2007. We observed that the industry has
continued to decline from the 2006 peak of 454,700 retail units. We have not experienced a substantial pre-buy
of pre-2010 emissions-compliant engines in 2009. We expect retail deliveries in the range of 175,000 to 215,000
in 2010.
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The following tables summarize our retail delivery market share percentages based on a combination of market-
wide information from Wards Communications and R.L. Polk & Co.:

2009 2008 2007

“Traditional” Markets (U.S. and Canada)

SChOOL DUSES . . v vt ettt e et e e e 61% 55% 60%
Class 6and 7 medium truCKsS . .. .ot v ittt e e e 35 36 36
Class 8 heavy trucks ... ... 25 19 15
Class 8 severe Service truCKS . ..ottt i e 45 37 27
Total “Traditional” Truck Markets .......... ... . i, 36 31 27
Combined Class 8 tIUCKS . ..t v ittt ittt et e e 32 25 19
Impact of excluding U.S. military deliveries
Class 8 severe ServiCe trUCKS . . . o vv ittt e e e 34 27 25
Combined class 8 tIUCKS . ..t ti it s 28 22 18
Total “Traditional” Truck Markets, exclusive of U.S. military deliveries . ............ 34 29 26

This retail market share metric is one of many which we rely upon to determine performance. Our focus on
market share is concentrated, in general, on the performance of the individual classes that comprise our
“Traditional” truck markets, rather than the total. The consolidated “Traditional” truck market share figure,
which is subject to the effects of product mix, is a less meaningful metric for us to determine overall relative
competitive performance than it may be for others in our industry.

Our School buses, Class 6 and 7 medium trucks, and Combined class 8 trucks classes all led their markets with
the greatest retail market share in each of their classes by brand. Our strategy is to maintain and grow these
market share positions. We believe that our customer friendly 2010 emissions strategy will provide us with a
competitive advantage and will allow us to improve our market share in 2010.

Our leading market share in School buses is attributable to our brand strength, distribution strategy and on-going
efforts to further engage and support our dealer and customer networks. The fluctuation in our market share for
School buses was driven by the timing of purchases by our major customers. The slight decline in our market
share for the Class 6 and 7 medium trucks was attributable to aggressive pricing incentives and discount
programs instituted by our competitors and new entrants into this class. We demonstrated our continued long-
term commitment to the Class 8 heavy truck market through our launch of the ProStar and LoneStar class 8 long-
haul trucks. Our Class 8 heavy truck market share increased as the acceptance of our ProStar grew in the Class 8
heavy truck market. Our new ProStar products are distinctive and demonstrate better fuel efficiency and ease of
maintenance compared to our competitors. We increased our leading market share in the Class 8 severe service
trucks primarily with U.S. military deliveries.

Truck segment net orders

We define orders as written commitments from customers and dealers to purchase trucks. Orders do not represent
guarantees of purchases by customers or dealers and are subject to cancellation. Orders shown are net orders and
thus represent new orders received during the indicated time period less cancellations of orders made during the
same time period. Orders may be either sold orders which will be built for specific customers directly or through
our dealer networks or stock orders which will generally be built for dealers for eventual sale to customers. All
orders are placed with our assembly plants for destinations anywhere in the world and include trucks, buses, and
military tactical vehicles. We have historically had an increase in net orders for stock inventory from our dealers
at the end of the year due to a combination of demand or incentives to the dealers. Increases in stock orders
typically translate to higher chargeouts for our Truck segment and increased dealer inventory.
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The following table summarizes net orders received by our Truck segment during our fiscal years ended

October 31:

2009 vs. 2008 2008 vs. 2007
% %
2009 2008 2007 Change Change Change Change
“Traditional’” Markets (U.S. and Canada)
Schoolbuses ....................... 18,300 11,900 9,600 6,400 54 2,300 24
Class 6 and 7 medium trucks .......... 15,100 19,400 21,400 (4,300) (22) (2,000) ()]
Class 8 heavytrucks ................. 19900 22,600 11,300 (2,700) (12) 11,300 100
Class 8 severe service trucks .......... 14,100 23,100 14,900 (9,000) (39) 8,200 55
Total “Traditional” Markets® ... ........ 67,400 77,000 57,200 (9,600) (12) 19,800 35
Combined class 8trucks .. ............ 34,000 45,700 26,200 (11,700) (26) 19,500 74

(A) Includes 3,000, 9,600 and 2,100 units for the years ended October 31, 2009, 2008 and 2007, respectively, related to U.S. military

contracts.

Truck segment backlogs

Although the backlog of unfilled orders is one of many indicators of market demand and potential future
chargeouts, other factors such as changes in production rates, order cancellations, internal and supplier available
capacity, new product introductions, and competitive pricing actions may affect point-in-time comparisons.
Order backlogs exclude units in inventory awaiting additional modifications or delivery to the end customer.

The following tables summarize order backlogs in units in our “Traditional” markets for the years ended

October 31:

2009 vs. 2008 2008 vs. 2007
% Y%
2009 2008 2007 Change Change Change Change
“Traditional” Markets (U.S. and Canada)
Schoolbuses ....................... 6,300 1,400 3,000 4,900 350 (1,600) (53)
Class 6 and 7 medium trucks .......... 5300 2,400 3,300 2,900 121 ©00) @27
Class 8 heavytrucks ................. 8900 6,700 2900 2,200 33 3,800 131
Class 8 severe service trucks® .. .. ... .. 3300 6,700 3,900 (3,400) (1 2,800 72
Total “Traditional” Markets ............. 23,800 17,200 13,100 6,600 38 4,100 31
Combined class 8 trucks .......... 12,200 13,400 6,800 (1,200) )] 6,600 97

(A) Includes 1,200, 4,200 and 1,400 units for the years ended October 31, 2009, 2008 and 2007, respectively, related to U.S. military

contracts.

Truck segment sales

2009 vs. 2008 2008 vs. 2007
% %
2009 2008 2007®  Change Change Change Change
(in millions, except % change) ’
Truck segment sales of manufactured
products, net — U.S. and Canada ........ $ 6807 3% 8933 8% 6,216 (2,126) (24) $ 2,717 44
Truck segment sales of manufactured
products,net—ROW ................. 490 1,384 1,593  (894) (65) (209) (13)
Total Truck segment sales of manufactured
products,net ....................... $ 7297 § 10317 $ 7,809 (3,020) (29) $ 2,508 32

(A) In 2009, we changed our methodology of reporting the categorization of sales based on the “selling” location to a “sold to” location.
Prior period amounts have been recast to reflect this change in methodology.
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Truck segment chargeouts

Truck segment chargeouts are defined by management as trucks that have been invoiced to customers, with units
held in dealer inventory primarily representing the principal difference between retail deliveries and chargeouts.
The following tables summarize our chargeouts in units for the years ended October 31: '

2009 vs. 2008 2008 vs. 2007
% %
2009 2008 2007 Change Change Change Change
“Traditional” Markets — U.S. and
Canada
Schoolbuses .........c.covveviineaann. 13,800 13,500 14,600 300 2 (1,100) (8)
Class 6 and 7 medium trucks ........... 13,000 20,300 28,700 (7,300) (36) (8,400) (29)
Class 8 heavy trucks .................. 19,100 18,800 17,400 300 2 1,400 8
Class 8 severe service trucks .. .......... 18,400 20,300 16,100  (1,900) ()} 4,200 26
Total “Traditional” Markets .......... 64,300 72,900 76,800 (8,600) (12) (3,900) o)
“Expansion” Markets — U.S. and
Canada® ........ ... .ccviivnen.. 5,100 6,100 12,400 (1,000) (16) (6,300) (51)
Total U.S.and Canada® ............. 69,400 79,000 89,200 (9,600) (12) (10,200) (1)
“Expansion” Markets - “ROW” ....... 7,400 23,200 24,400 (15,800) (68) (1,200) 5)
Total Worldwide Units ............... 76,800 102,200 113,600 (25400) (25) (11,400) (10)
Combined class 8 trucks (U.S. and
Canada) ..........covivvvenennn 37,500 39,100 33,500 (1,600) 4) 5,600 17

(A) Includes 1,100 units in 2009 resulting from the consolidation of BDT and 1,200 units in 2009 from our Monaco brands.
(B) Includes 7,500, 7,500 and 1,700 units for the years ended October 31,2009, 2008 and 2007, respectively, related to U.S. military
contracts.

In 2009, the Truck segment’s net sales decreased by 29% or $3.0 billion from the prior year as a result of lower
sales to the U.S. military and lower sales of our commercial products. Sales to the U.S. military were $2 billion
in 2009 and $3.6 billion in 2008. We fulfilled our existing MRAP unit orders in 2009 and increased sales of
lower-content and lower priced military units to the U.S. military and NATO allies. We experienced lower
commercial chargeouts as a result of the weakness in the overall “Traditional” industry. We were able to mitigate
some of the effects of the Class 8 heavy trucks market decline as market acceptance led to higher chargeouts of
our ProStar products. Our school bus chargeouts increased as a result of major customers re-timing their
purchases from 2008 to 2009. Our chargeouts in Class 6 and 7 medium trucks were impacted primarily by the
declining economic conditions, which dampened the demand for our products in the Class 6 and 7 medium trucks
industry and an influx of competitors with aggressive pricing strategies. We expect a slight recovery in our
“Traditional” industry which will result in higher chargeouts across our products in 2010. In addition, we believe
that our customer focused 2010 emission strategy, which uses advanced EGR and other technologies, provides us
with a competitive advantage. Our “expansion” markets allow us to leverage our current products and provide an
additional outlet for sales. In 2009, the “expansion” markets’ chargeouts declined by 57% compared to the prior
year consistent with the downturn in demand in the global markets. Our “expansion” markets were hit
particularly hard in 2009 as we faced the worst global recession since the Great Depression.

In 2008 as compared to 2007, the Truck segment’s net sales increased by 32% or $2.5 billion from the prior year
primarily due to significant sales growth in U.S. military sales of $3.3 billion. Excluding sales to the U.S.
military, 2008 net sales declined by $741 million or 10% versus the prior year, primarily due to declining
economic conditions and a challenging new truck pricing environment during the last half of the year. The
“Traditional” industry experienced a decline in retail deliveries primarily due to higher diesel prices, however,
our Class 8 heavy truck business increased our chargeouts by 1,400 units versus prior year. We were able to
mitigate some of the effects of the “Traditional” heavy truck market decline primarily due to improved market
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share of our new ProStar. The Class 8 severe service trucks industry experienced a similar decline as the
“Traditional” industry, however, our chargeouts in the Class 8 severe service trucks increased due to U.S.
military sales. The industry for School buses and our chargeouts for School buses declined as a result of major
customers re-evaluating and re-timing their purchases in 2008. The markets in the Class 6 and 7 medium trucks
were primarily impacted by the declining economic conditions, which decreased our chargeouts in 2008. In
addition, an influx of competitors in this market and their respective pricing strategies dampened the demand for
our products in the Class 6 and 7 medium truck industry.

Truck segment costs and expenses

2009 vs. 2008 2008 vs. 2007
% %
2009 2008 2007 Change  Change Change Change

(in millions, except % change)
Costs of products sold, excluding

items presented separately

below .......... ... ... $ 6261 $ 8452 $ 6,667 (2,191) (26) $ 1,785 27
Postretirement benefits expense

allocated to costs of products

sold ... ... ...l 17 22 25 o @3 3y (12
Product warranty costs ........... 161 152 138 9 6 14 10
Total costs of products sold . ... .... $ 6439 $ 8626 $ 6,830 (2,187) (25 $ 1,79 26

The Truck segment’s Costs of products sold declined in 2009 versus 2008 as a result of lower absolute
chargeouts and associated material purchases for commercial products and change in mix of military products
from higher content MRAP’s to lower content military trucks. We continued to experience higher direct material
commodity costs due to existing contractual obligations. We accrue product warranty related costs under
standard warranty terms and for claims outside of the contractual obligation period. Our 2009 product warranty
cost increased versus 2008 due to an increase in pre-existing warranty partially offset by a decline in chargeouts
and our successful efforts to reduce warranty claims outside of the contractual obligation period. Also included in
Costs of products sold was a $29 million low volume penalty related to our BDT affiliate prior to its
consolidation.

The Truck segment’s Costs of products sold increased in 2008 versus 2007 due to increased U.S. military sales
and increased material costs. Our warranty cost increased versus 2007 due to adjustments of pre-existing
warranty accruals and extended warranty expense of $15 million, partially offset by the decline in chargeouts and
improved per unit expense due to quality improvements.
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In 2009, Impairment of property and equipment charges were $31 million related to changes in our Truck
segment production facilities at our Chatham and Conway locations. For additional information about these
items, see Note 8, Impairment of property and equipment and related charges, to the accompanying consolidated
financial statements.

2009 vs. 2008 2008 vs. 2007

% %
2009 2008 2007 Change Change Change Change

(in millions, except % change)
Selling, general and administrative expenses,

excluding items presented separately below .... $ 305 $ 394 § 332 (89) (23) $ 62 19
Postretirement benefits expense allocated to selling,

general and administrative expenses .......... 4 6 6 2) (33 — N.M.
Dealcor EXPenses . ... .......iiieeeiaeiian 162 218 280  (56) (26) a1 25
Provision for doubtful accounts ................ 19 20 13 (1) (5) 7 54
Total selling, general and administrative

EXPENSES « oottt $ 490 $ 638 % 640 (148) (23) $ (2) —

The Truck segment’s Selling, general and administrative expenses declined $148 million in 2009 versus 2008,
due primarily to reductions in personnel to align with current market conditions and overhead and infrastructure
in support of sales activities. Dealcor expenses declined following the sale of certain company-owned dealerships
and lower costs at our remaining locations. The Truck segment may be liable for certain estimated losses on
finance receivables and investments in equipment on operating leases of the Financial Services segment. The
decline in the 2009 provision for doubtful accounts was a result of a lower general reserve partially offset by an
increase in loss reserves for specific customers as compared to 2008. In 2009, repossessions and delinquencies
began to decline due to the stabilization of the truck industry and the general economy.

The Truck segment’s Selling, general and administrative expenses as a percentage of net sales of manufactured
products decreased by 2% in 2008 versus 2007. Dealcor Selling, general and administrative expenses decreased
primarily due to dispositions of Dealcors and expenses related to the decrease in sales volumes. In 2008 and
2007, repossessions and delinquencies continued to increase due to the slowdown in the truck industry and the
general economy, which impacts our allowance and provision for doubtful accounts. Decreases in tonnage
hauled, suppressed freight rates driven by excess capacity, increased fuel costs and the credit crisis have all
contributed to the distress of our customers. As a result, the provision for doubtful accounts increased by $7
million or 54% in 2008 over the prior year. Excluding the items above our Selling, general and administrative
expenses increased due to new business development, salaries and related benefits, and overhead and
infrastructure enhancements in support of sales activities.

In 2009, 2008 and 2007, the Truck segment’s Engineering and product development costs were $207 million,
$181 million, and $168 million, respectively. During this time, our top developmental priorities were military
vehicles, ProStar and LoneStar class 8 long-haul trucks and developing our 2007 and 2010 emissions-compliant
vehicles, all of which required significant labor, material, outside engineering and prototype tooling. We also
incurred development costs of $27 million in 2009 for the mine resistant ambush protected all-terrain vehicle that
did not result in a substantial award from the U.S. military. In addition, we also focus resources on continuously
improving our existing products as a means of streamlining our manufacturing process, minimizing product
warranty costs and providing our customers with product and fuel-usage efficiencies.

Truck segment equity in income of non-consolidated affiliates

Our Truck segment reported an increase of $9 million in Equity in income of non-consolidated affiliates for 2009,
as compared to 2008. Prior to the consolidation of our BDT affiliate, our affiliate recognized low-volume income
of $19 million in 2009. For more information, see Note 10, Investments in and advances to non-consolidated
affiliates, to the accompanying consolidated financial statements.
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Truck segment profit

The Truck segment decreased profitability in 2009 by $658 million to $147 million from $805 million in 2008.
This decrease in profitability was caused by decreased sales to the U.S. military, lower “Traditional” sales and
higher material costs. The Truck segment increased in profitability in 2008 by $645 million to $805 million from
$160 million in 2007. This increase in profitability was driven by increased sales to the U.S. military offsetting
lower volumes and higher material costs. Included in our Truck segment profit is an extraordinary gain of $23
million related to the acquisition of certain assets from Monaco Coach Corporation in 2009.

Engine Segment

The following tables summarize our Engine segment’s financial results and sales data:

2009 vs. 2008 2008 vs. 2007
2009 2008 2007 Change Chzonge Change ChZ‘;lge

(in millions, except % change)
Segment sales ........... $ 2,690 $ 3257 % 3,461 s67) U7 3% (204) 6)
Segment profit (loss)® . . .. 253 (366) 142 619 N.M. (508) N.M.
Sales data (in units):
Ford sales — U.S. and

Canada .............. 101,900 125,900 211,400 (24,0000 (19) (85,500) (40)
Ford sales—ROW . ....... 11,700 26,100 23,700 (14,400) (55 2,400 10
Other OEM sales — U.S. and

Canada .............. 7,700 15,500 8,800 (7,800) (50) 6,700 76
Other OEM sales —

ROW ................ 90,700 113,100 95,400 (22,400) (20) 17,700 19
Intercompany sales . ... ... 57,300 64,900 65,400 (7,600) (12) (500) )]
Totalsales .............. 269,300 345,500 404,700 (76,2000 (22) (89,2000 (15)

(A) Included in our 2009 segment profit was income of $160 million from the Ford Settlement, net of related charges. Included in our 2008
segment loss was an Impairment of property and equipment charge of $358 million and other costs of $37 million related to our
expectation of permanently lower Ford volumes.

Engine segment sales

2009 vs. 2008 2008 vs. 2007
% %
2009 2008w 2007 Change Change Change Chat;lge
(in millions, except % change) '
Engine segment sales of manufactured
products, net — U.S. and Canada . . . .. $ 1,836 $ 1949 $ 2452 (113) 6) $(503) (2D
Engine segment sales of manufactured
products, net—ROW . ............ 854 1,308 1,009 (454) 35 299 30
Total Engine segment sales of
manufactured products, net......... $ 2,690 $ 3257 $ 3,461 (567) (17)  $204) 6)

(A) In 2009, we changed our methodology of reporting the categorization of sales based on the “selling” location to a “sold to” location.
Prior period amounts have been recast to reflect this change in methodology.

The Engine segment experienced a decrease in sales primarily due to the decline in unit volumes as a result of the
economic downturn and industry-wide reduction in demand for our engines offset partially by an $85 million
increase in sales due to the consolidation of BDP. In addition, engines sold to Ford, our largest customer, are
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used primarily in Ford’s F Series and E Series vehicles, which also experienced a decline as result of lower
demand. Engines shipped to Ford represented 42% of our unit volume in 2009 compared to 44% of our unit
volume in 2008. In accordance with the Ford Settlement, we will continue to provide diesel engines to Ford in
North American through December 31, 2009, and we expect a material reduction of overall sales to Ford in 2010.
A decrease in U.S. and Canada sales from 2008 to 2007 was primarily due to decreased product volumes to Ford
in North America, partially offset by increased V8 sales to the Truck segment. Sales to non-Ford customers,
including intercompany sales, decreased by 37,800 units during 2009 compared to 2008. Our intercompany
shipments to our Truck segment are dependent on the North American markets for School buses, Class 6 and 7
medium trucks and, to a lesser extent, Class 8 severe service trucks. The intercompany units sold to our Truck
and Parts segment during 2009 decreased by 7,600 units compared to 2008, driven primarily by lower mid-range
engine sales offset partially by an increase in our MaxxForce 11 and 13 engine sales. The intercompany units
decreased in 2008 as compared to 2007 as a result of a decrease in demand for our Truck products. We expect an
increase in intercompany sales in 2010 as a result of an anticipated recovery of our “Traditional” truck markets
coinciding with an increased use of our MaxxForce 11 and 13 engines.

The decrease in ROW sales in 2009 was driven by a decrease in sales in South America as a result of the weak
economy, combined with an unfavorable exchange rate impact. We believe a recovery is under way in South
America, driven primarily by the Brazilian economy, and will provide higher potential sales in 2010. In addition,
we won new contracts to provide diesel engines which will partially replace some of the lost volumes from Ford
in North America. The increase in ROW sales from 2008 to 2007 was primarily driven by our South American
subsidiary. Our strategy is to continue our efforts to diversify our Engine segment sales and profitably grow our
ROW business through our South American subsidiary and our joint ventures with Mahindra Navistar Engines
Private Ltd. and NC2.

Engine segment costs and expenses

2009 vs. 2008 2008 vs. 2007
%o %
2009 2008 2007 Change Change Change Change

(in millions, except % change)
Costs of products sold, excluding

items presented separately

below .........c..oiiiiiian $ 2325 $ 2955 $ 3062 $ (6300 (21) $ (107) (3
Postretirement benefits expense

allocated to costs of products

sold ...t 6 11 12 B) @45 O]
Product warranty costs ............ 57 100 64 43) (43) 36 56
Total costs of products sold ........ $ 2388 $ 3066 $ 3,138 $ (678) (220 $ (72) (D

The decrease in total Costs of products sold for 2009 compared to 2008 reflects the reduction in the shipments of
engines to our Truck segment, Ford and customers in South America, and a reversal of $75 million in warranty
‘expense from the Ford Settlement partially offset by $81 million of other Ford related charges. Lower demand
from our Truck segment was due to lower customer demand as a result of the economic recession in our
“Traditional” market. The decrease in Ford shipments was due to a reduction in the production of heavy-duty
pickup trucks built by Ford that contain our diesel engines. Sales originating from our South American
operations were growing stronger in the second half of 2009 and we expect that trend to continue into 2010 as the
South American economy improves.

A significant driver of the decrease in Costs of products sold for 2008 compared to 2007 was a reduction in the
shipments of engines to Ford offset by increases in commodity costs, primarily steel and precious metals. The

decrease in Ford shipments was due to a reduction in the production of heavy-duty pickup trucks built by Ford
that contain diesel engines. Due to the reduction in shipments to Ford, the Engine segment’s Indianapolis plant
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laid off over 400 employees in 2008 to match Ford’s production schedules. As a result, we recognized an
expense of $15 million for employee benefit layoff expense within 2008 Costs of products sold.

Our product warranty costs decreased by $43 million in 2009 compared to 2008 which included a reversal of $75
million in warranty expense from the Ford Settlement. Excluding the $75 million reversal, warranty costs
increased, driven by higher costs per-unit and an increase in our pre-existing warranty reserves for products sold
in prior periods. The 2007 U.S. EPA regulations have resulted in rapid product development cycles and have
included significant changes from previous engine models. The new emission compliant products are more
complex, contain higher material costs and, consequently, repair costs have exceeded those we have historically
experienced. In the past our engines typically had a longer model lifecycle that afforded us the opportunity to
refine both the design and manufacturing process to reduce both the volume and the severity of warranty claims.

The increase in product warranty costs from 2008 as compared to 2007 was attributable to increases in accruals
for pre-existing warranties in 2008 compared to 2007. The Engine segment’s changes in pre-existing warranty
were due to changes in our estimates of warranty costs for products sold in prior years and were partially offset
by a decrease in per unit warranty expense and the decrease in shipments of our products. Marginal
improvements in per unit product warranty costs were also achieved by focusing on controlling the reliability and
quality of our emissions-compliant engines as evidenced by the level of spending incurred during previous years
within Engineering and product development costs. Costs are accrued per unit based on expected warranty
claims that incorporate historical information and forward assumptions about the nature, frequency, and cost of
warranty claims.

Restructuring charges relate to restructuring activities at our IEP and ICC locations. In the beginning of 2009 due
to the changes in Ford’s strategy, we announced our intention to close IEP and ICC. Prior to the end of 2009, we
announced that we will continue certain quality control and manufacturing engineering activities at the IEP
location. We have delayed the closure of ICC due to supply and other customer needs. As a result of these
actions we recognized $59 million of restructuring charges for contractual obligations, personnel costs for
employee termination and related benefits, and charges for postretirement contractual terminations benefits, and
a plan curtailment. For more information, see Note 2, Ford settlement and related charges, to the accompanying
consolidated financial statements.

In 2008, we incurred Impairment of property and equipment charges of $358 million due to the expectation of
permanently lower Ford volumes at our Engine segment. Other costs of $37 million related to our expectation of
permanently lower Ford volumes were primarily expensed in Costs of products sold and Selling, general and
administrative expenses in 2008. For additional information about these items, see Note 8, Impairment of
property and.equipment and related charges, to the accompanying consolidated financial statements.

Selling, general and administrative expenses were $121 million in 2009, $158 million in 2008, and $121 million
in 2007. The $37 million decline in 2009 compared to 2008 primarily was a result of a reduction in legal
expenses and overall cost reduction measures actively pursued this year. The increase of $37 million for 2008
compared to 2007 primarily was a result of an increase in expenses related to the Ford litigation and expenses
related to our expectation of permanently lower Ford volumes.

Engineering and product development costs for 2009, 2008 and 2007 were $228 million, $201 million, and

$193 million, respectively. In total, during the three-year period ended October 31, 2009, the Engine segment
invested $622 million for engineering and product development costs directed towards providing our customers
with 2007 and 2010 emissions-compliant engines, enhanced product improvements, innovations, and value while
improving the reliability and quality of our engines. Engineering and product development costs have been and
will continue to be a significant component of our Engine segment costs. We continue to focus substantial effort
on the development of fuel efficient engines with enhanced performance and reliability while meeting or
exceeding stricter emissions compliance requirements. Currently our top developmental priorities focus on
further design changes to our diesel engines, the development of our MaxxForce 15 engine and on new products
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and integration of other technologies to meet the requirements of the 2010 emissions regulations. Each of these
developments required significant resources, outside engineering assistance, and prototype parts.

Engine segment other income, net

Other income, net for 2009, 2008 and 2007 was $339 million, $80 million and $69 million, respectively. The
increase in 2009 is primarily due to the $225 million benefit related to the Ford Settlement and other related
items. Additionally, we recognized a gain of $16 million in 2009 related to a favorable agreement in Brazil
providing for recovery of certain value added taxes.

Engine segment equity in income of non-consolidated affiliates

Our Engine segment reported $45 million, $80 million and $64 million in Equity in income of non-consolidated
affiliates for 2009, 2008 and 2007, respectively. As part of the Ford Settlement, we increased our interest in the
BDP joint venture with Ford to 75% and, effective June 1, 2009, the results of BDP operations are presented on a
consolidated basis. Accordingly, our share of the results of this entity is no longer included in Equity in income of
non-consolidated affiliates. For more information, see Note 10, Investments in and advances to non-consolidated
affiliates, to the accompanying consolidated financial statements.

Minority Interest in net income of subsidiaries, net of tax

As part of the Ford Settlement, we increased our equity interest in our BDP joint venture with Ford to 75% and,
effective June 1, 2009, the results of BDP operations are consolidated and included in the Engine segment.
Ford’s 25% minority interest in BDP’s net income was $25 million for 2009.

Engine segment profit

The Ford Settlement, Impairment of property and equipment, and related charges that impacted the Engine
segment profit or loss are presented in the table below. The information is presented as a benefit or (expense).

2009 vs. 2008
%o
2009 2008 Change Change
(in millions, except % change)
Engine segment profit excluding items presented separately below . . . ... $ 93 § 29 $ 64 221
Ford settlement . .........couvremmeneneuaineaenensoaenensnsonns 298 — 298 NM.
Indianapolis engine locations closure costs ...................c.on (69) (20) 49) (45)
Fordrelated charges .............ooiiniiiieeenii i, (69) ¥)) (52) (306)
Impairment of property, plant and equipment . ...................... — (358) 358 NM.
Engine segment profit ... .........o.oneiiiiii $ 253 $§ (366) $ 619 NM.

As a result of the above items, our Engine segment recognized a profit of $253 million in 2009 that compares to a
loss of $366 million in 2008 and a profit of $142 million in 2007.

Parts Segment

The following tables summarize our Parts segment’s financial results:

2009 vs. 2008 2008 vs. 2007
% %
2009 2008 2007 Change Change Change Cha‘;Ige
(in millions, except % change)
Segment sales ................ ... $ 2173 $ 1,824 $ 1562 § 349 19 $ 262 17
Segmentprofit . ................... 436 254 160 182 72 94 59
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Parts segment sales

In 2009 and 2008, the Parts segment delivered sales growth of 19% and 17%, respectively. A significant
contributor to growth in 2009 was an increase in sales to the U.S. military, our largest customer, of $519 million
for the support of fielding the MRAPs, which more than offset decreased global business demand caused by the
current economic conditions.

Parts segment selling, general and administrative expenses

The Parts segment relative ratio of Selling, general and administrative expenses to net sales and revenues was
approximately 8% in 2009 compared to the 2008 ratio of 9% and 10% in 2007. These decreases are attributed to
our ability to leverage our infrastructure while increasing revenue in military and in expansion markets.

Parts segment profit

The Parts segment profit in 2009 grew by 72% as compared to growth of 59% in 2008. In 2009 and 2008, the
improvement in profit is primarily the result of our ability to expand into adjacent markets, primarily the military,
without a significant investment in product development or distribution infrastructure.

Financial Services Segment

The following tables summarize our Financial Services segment’s financial results:

2009 vs. 2008 2008 vs. 2007
% %
2009 2008 2007 Change Change  Change Chat;lge
(in millions, except % change)
Segmentrevenues ..................... $ 348 $ 405 $ 517 $ 57 (14 $ (112) (22)
Segment profit (loss) ................... 40 24) 127 64 NM. (151) N.M.

Financial Services segment revenues include revenues from retail notes and finance leases, operating lease
revenues, wholesale notes and retail and wholesale accounts and securitization income. Substantially all revenues
earned by the Financial Services segment are derived from supporting the sales of our vehicles and products. The
decline in our finance and lease revenues in 2009 versus prior year is primarily due to decreases in financing of
new retail and finance lease receivables, lower interest rates on receivables, and customer payments which
reduced existing receivables. Securitization income included in our Financial Services segment revenues was $41
million, $12 million and $73 million for 2009, 2008 and 2007, respectively. Securitization income increased in
2009 versus the prior year as a result of an increase in the fair value of our retained interests in sold receivables
driven by the lower discount rate. Securitization income decreased in 2008 versus 2007 as a result of a decline in
the fair value of our retained interests in sold receivables driven by the higher discount rate.

The following table presents contractual maturities of finance receivablés for our Financial Services segment
which primarily drives Financial Services segment revenues. For more information, see Note 5, Finance and
other receivables, net, to the accompanying consolidated financial statements.

2009 2008 2007
(in millions)
Duein lyear .............oi $ 1831 $ 1941 $ 2305
Duein2Zyears . ...t 696 891 1,064
Duein3years ......... ... i 478 622 813
Thereafter .. ... 494 649 864
Gross finance receivables . .. ... ot $ 3499 $§ 4,103 $ 5,046




The Financial Services segment’s revenues include interest income from the Truck and Parts segments and
corporate relating to financing of wholesale notes, wholesale and retail accounts. This income is eliminated upon
consolidation of financial results. Substantially all revenues earned on wholesale and retail accounts are received
from other segments. Aggregate interest revenue provided by the Truck and Parts segments and corporate was
$79 million in 2009, $80 million in 2008, and $132 million in 2007.

The following tables present Financial Services segment debt balance and components of Interest expense:

2009 vs. 2008 2008 vs. 2007
% %
2009 2008 2007 Change Change Change Change
(in millions, except % change)
Debt ..o $ 3431 $ 4240 $ 4852 $ (809) (19) $ (612) (13)
Interest expense related to debt .. ... $ 120 $ 258 $ 297 $ (138) (53) $ (@39 (13)
Derivative interest expense . .. ...... 41 55 9 14) (25 46 511
Total interest expense . ............ $ 161 $ 313 $ 306 $ (152) (49) $ 7 2

In connection with our retail securitization transactions we enter into various derivative financial instruments,
primarily interest rate swaps and caps, to manage our interest rate exposure on both the finance receivables we
originate and notes issued as secured borrowings. Our intent is to convert our interest rate exposure related to our
secured borrowings from a floating rate to a fixed rate in order to better match the cash flows of our fixed rate
finance receivables so that the net margin spread over the life of the securitization is more predictable. This is
accomplished by funding fixed rate receivables utilizing a combination of fixed rate and variable rate debt and
derivative financial instruments to convert variable rate debt to fixed. None of our derivatives qualified for hedge
accounting treatment in 2009, 2008, or 2007, accordingly we apply mark to market accounting and recognize the
resulting non-cash charges as an element of interest expense. The fair value of these instruments is estimated
based on expected future cash flows and is subject to market risk, and subject to change in the credit spread of
the counter parties, as changes in market conditions or interest rates impact the value of the instruments. The
primary drivers of the $138 million decrease in interest expense are lower average debt balances and interest
rates offset by the cash settlement of the derivative financial instruments.

2009 2008 2007 Change ChZonge Change Chzonge

(in millions, except % change)
Selling, general and administrative expenses,

excluding provision for doubtful

ACCOUNES + o vv ettt iiieee e $ 8 $ 107 $ 8 $ (18 @7y $ 23 27
Provision for doubtful accounts .. .......... 41 39 26 2 5 13 50
Total selling, general and administrative

EXPEISES .+ vt ve et $ 130 $ 146 $ 110 $ (16) (A1) $ 36 33

The increase in the 2009 provision for doubtful accounts was a result of an increase in our allowance ratio to
outstanding finance receivables and loss reserves for specific customers partially offset by the decrease in
average finance receivable balances as compared to 2008. In 2009, repossessions and delinquencies began to
‘decline due to the stabilization of the truck industry and the general economy. In 2008 repossession and
delinquencies increased as a result of a decrease in tonnage hauled, suppressed freight rates driven by excess
capacity, increased fuel costs, and crisis in the financial markets have all contributed to the distress of our
customers.

The Financial Services segment recognized a profit of $40 million in 2009 compared to a loss of $24 million and
a profit of $127 million in 2008 and 2007, respectively. The increase in profit for 2009 as compared to the prior
year was primarily the result of higher earnings from increased interest rates and fees charged to dealers, retail
customers and manufacturing operations partially offset by the decline in finance revenues related to lower
balances on finance receivables. The Financial Services segment continues to meet the primary goal of providing

49



financing to our customers while working to mitigate the impact of the recession in the U.S. and Mexico markets,
increased customer defaults, impaired vehicle asset values and lower finance receivable interest and lease rates
charged to customers.

Liquidity and Capital Resources
Cash Requirements

We generate cash flow from the sale of trucks, diesel engines, and parts and from product financing provided to
our dealers and retail customers by the financial services operations. It is our opinion that, in the absence of
significant unanticipated cash demands, current and forecasted cash flow from our manufacturing operations,
financial services operations, and financing capacity will provide sufficient funds to meet anticipated operating
requirements, capital expenditures, equity investments, and strategic acquisitions. We also believe that
collections on the outstanding receivables portfolios as well as funds available from various funding sources will
permit the financial services operations to meet the financing requirements of our dealers and retail customers.
The manufacturing operations are generally able to access sufficient sources of financing to support our business
plan. At October 31, 2009, our manufacturing operations had $190 million available under the asset backed loan
(“ABL”) credit facility which does not mature until 2012, Qur manufacturing cash balance at October 31, 2009
was $1.2 billion, including $52 million of cash and cash equivalents attributable to BDT and BDP, which is
generally not available to satisfy our obligations. For additional information on the consolidation of BDT and
BDP, see Note 1, Summary of significant accounting policies.

Sources and Uses of Cash
For the Years Ended October 31

2009 2008 2007
(in millions)
Net cash provided by operating activities ....................ccovieuan.. $ 1,218 $ 1,120 $ 262
Net cash provided by (used in) investing activities .. ..................... (212) (333) 157
Net cash used in financing activities ................. ... ... .o.oo... (744) (676) (806)
Effect of exchange rate changes on cash and cash equivalents .............. 9 @27 7
Increase (decrease) in cash and cash equivalents ........................ 271 84 (380)
Increase in cash from consolidating VIE . ... ........ ... ... ... .. .... 80 — —
Cash and cash equivalents at beginning of theyear ...................... 861 777 1,157
Cash and cash equivalents atend of theyear ........................... $ 1,212 $ 81 $ 777
Outstanding capital commitments . ............ ... ... iiiiiiiiaan.... $ 62 $ 46 $ 103

Cash Flow from Operating Activities

Cash provided by operating activities was $1.2 billion for 2009 compared with cash provided by operating
activities of $1.1 billion for 2008 and cash provided by operating activities of $262 million for 2007. The
increase in cash provided by operating activities for 2009 compared with 2008 was due primarily to positive
impacts resulting from the Ford Settlement and a reduction in net working capital. The change in net working
capital was primarily attributable to decreased receivables and inventories, net of the effects of businesses
acquired, partially offset by a reduction in payables. The decrease in receivables and inventories in 2009
compared with 2008 was primarily attributable to lower sales of MRAP units to the U.S. government. The
increase in cash provided by operating activities for 2008 compared with 2007 was due primarily to higher net
income and a reduction in net working capital. The change in net income was primarily attributable to growth in
our military business, primarily related to MRAP vehicles.

Cash paid during the year for interest, net of amounts capitalized, was $211 million, $399 million, and $519
million in 2009, 2008, and 2007, respectively. The decrease for 2009 compared to 2008 was due primarily to
lower average interest rates and lower average debt balances in 2009. The decrease for 2008 compared to 2007
was due primarily to lower average interest rates in 2008.
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The Company received net cash refunds of $5 million for income tax in 2009 compared with net cash paid of $73
million in 2008. The net cash refund received during fiscal year 2009 was due primarily to refunds received from
the carry back of foreign net operating losses. Net cash paid for income taxes in 2008 was $30 million lower than
2007 due to lower levels of taxable income generated by our foreign subsidiaries in 2008.

Cash paid for professional fees related to the preparation of our public filing documents and documentation and
assessment of internal control over financial reporting was $50 million, $183 million, and $190 million for 2009,
2008, and 2007, respectively. The Company has substantially reduced professional fees since becoming current
with SEC filings in 2008 and expects continued reductions at a slower rate in the future.

Cash paid for costs associated with postretirement benefits including pension and postretirement health care
expenses for employees and surviving spouses and dependents was $140 million, $216 million, and $155 million
for 2009, 2008, and 2007, respectively. The decrease in cash paid in 2009 compared to 2008 was due primarily to
a reduction in required contributions to some of our pension plans in 2009. The increase in cash paid in 2008
compared to 2007 was due primarily to higher required funding into our U.S. pension plans, partially offset by
lower postretirement benefit payments in 2008.

Cash Flow from Investing Activities

Cash used in investing activities was $212 million for 2009 compared with cash used in investing activities of
$333 million in 2008 and cash provided by investing activities of $157 million in 2007. The reduction in cash
used in investing activities for 2009 was due primarily to a net decrease in restricted cash and cash equivalents,
partially offset by an increase in acquisitions, net of cash acquired, primarily the acquisition of certain assets of
Monaco Coach Corporation and Continental Diesel Systems. The net reduction in restricted cash and cash
equivalents for 2009 compared with a net increase in restricted cash and cash equivalents for 2008 resulted
primarily from timing of securitization transactions and the impact on Truck Retail Instalment Paper Corporation
(“TRIP™), a special purpose, wholly-owned subsidiary of NFC, cash balances. The TRIP facility is required to
maintain a combined balance of $500 million of receivables and cash equivalents at all times with cash balances
fluctuating based upon the timing of securitizations. The increase in cash used in investing activities for 2008
compared with 2007 was due primarily to a lower level of liquidation of our marketable securities and a net
increase in restricted cash and cash equivalents, partially offset by a reduction in capital expenditures.

Cash Flow from Financing Activities

Cash used in financing activities was $744 million for 2009 compared with $676 million for 2008 and cash
provided by financing activities of $806 million for 2007. The increase in cash used in financing activities for
2009 was due primarily to a decrease in net proceeds from the issuance of securitized debt, partially offset by an
increase in net proceeds from issuance of long term debt. The increase in cash used in financing activities for
2008 compared with 2007 was due primarily to an increase in net proceeds from issuance of non-securitized debt
and smaller net decrease in notes and debt outstanding under revolving credit facility and commercial paper
programs, partially offset by larger net payments on securitized debt in 2008 compared to 2007.

Credit Markets

The uncertainty and market volatility in capital and credit markets has stabilized recently. During the first half of
our fiscal year, market volatility produced downward pressure on credit availability for most issuers without
regard to those issuers’ underlying financial strength. Pricing and liquidity were impacted in the asset-backed
securitization market and in the commercial paper market, sources of funding within our financial services
operations. Substantial increases in the spreads on borrowing rates were seen at all credit rating levels in the
securitization market. The launch of the U.S. Federal Reserve’s Term Asset-Backed Securities Loan Facility
(“TALF”) added some stability and consequently helped to enhance liquidity to the securitization market. As a
result, pricing has improved, although it remains higher than historical norms.

In October 2009, we completed the sale of $1.0 billion aggregate principal amount of our 8.25% Senior Notes
due 2021 (the “Senior Notes”). Interest is payable on May 1 and November 1 of each year beginning on May 1,
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2010 until the maturity date of November 1, 2021. The Company received net proceeds of approximately $947
million, net of offering discount of $37 million and underwriter fees of $16 million. The discount and debt issue
costs are being amortized over the life of the Senior Notes for an effective rate of 8.96%. Also in October 2009,
we also completed the sale of $570 million aggregate principal amount of our convertible notes (“Convertible
Notes”). Interest is payable on April 15 and October 15 of each year beginning on April 15, 2010 until the
maturity date of October 15, 2014. The Company received net proceeds of approximately $553 million, net of
$17 million of underwriter fees. The proceeds of the Senior Notes and Convertible Notes were used to repay all
amounts outstanding under our previous $1.5 billion loan facility, as well as certain fees incurred in connection
therewith, resulting in a write-off of debt issuance costs of $11 million.

In April 2009, NFC sold $299 million of asset-backed notes into a bank-sponsored, multi-seller conduit facility.
In August 2009, NFC renewed a $650 million conduit-based dealer floor plan funding facility for a period of one
year. Availability under this facility decreased to $500 million when, in November 2009, we completed the sale
of $350 million of three-year asset-backed securities within the wholesale note trust funding facility. This sale
was eligible for funding under the TALF program. In October 2009, NFC renewed for a period of one year a
$100 million conduit-based retail account funding facility (“TRAC”) after previously extending the facility in
July for three months. In December 2009, NFC refinanced its Credit Agreement for $815 million. Concurrent
with the refinancing, NFC completed a private retail asset sale and signed a secured loan which in total generated
proceeds of $304 million. The numerous financing transactions at both NFC and NIC throughout the year in both
private and public markets demonstrate our ability to access liquidity. As a result, we continue to believe that we
will have sufficient liquidity to fund our manufacturing and financial services operations, although future
borrowings at our financial services operations could be more costly than in the past.

Debt
Manufacturing Operations Debt

In October 2009, we completed the sale of $1.0 billion aggregate principal amount of our 8.25% Senior Notes
due 2021 (the “Senior Notes™). Interest is payable on May 1 and November 1 of each year beginning on May 1,
2010 until the maturity date of November 1, 2021. The Company received net proceeds of approximately $947
million, net of offering discount of $37 million and underwriter fees of $16 million. The discount and debt issue
costs are being amortized to Interest expense over the life of the Senior Notes for an effective rate of 8.96%, and
the debt issue costs are recorded in Other noncurrent assets. The proceeds, in conjunction with the proceeds of
the concurrent 3.0% senior subordinated convertible notes due 2014 (the “Convertible Notes™) discussed below,
were used to repay all amounts outstanding under the $1.5 billion loan facility (the “Facilities”), as well as
certain fees incurred in connection therewith, resulting in a write-off of debt issuance costs of $11 million,
recorded in Other (income) expenses, net. The Senior Notes are senior unsecured obligations of the Company.

The Senior Notes contain an optional redemption feature allowing the Company at any time prior to November 1,
2012 to redeem up to 35% of the aggregate principal amount of the notes using proceeds of certain public equity
offerings at a redemption price of 108.25% of the principal amount of the notes, plus accrued and unpaid interest,
if any. On or after November 1, 2014, the Company can redeem all or part of the Senior Notes during the twelve-
month period beginning on November 1, 2014, 2015, 2016, 2017 and thereafter at a redemption price equal to
104.125%, 102.750%, 101.375%, and 100%, respectively, of the principal amount of the notes redeemed. In
addition, not more than once during each twelve-month period ending on November 1, 2010, 2011, 2012, 2013
and 2014, the Company may redeem up to $50 million in principal amount of the notes in each such twelve-
month period, at a redemption price equal to 103% of the principal amount of the notes redeemed, plus accrued
and unpaid interest, if any.

The Company may also redeem the Senior Notes at its election in whole or part at any time prior to November 1,
2014 at a redemption price equal to 100% of the principal amount thereof plus the Applicable Premium, plus
accrued and unpaid interest, to the redemption date. The Applicable Premium is defined as the greater of: 1% of
the principal amount and the excess, if any, of (i) the present value as of such date of redemption of (A) the
redemption price of such Note on November 1, 2014, plus (B) all required interest payments due on such Note
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through November 1, 2014, computed using a discount rate equal to the Treasury Rate (as defined in the debt
agreement), plus 50 basis points over (ii) the then-outstanding principal of such Note.

In October 2009, we also completed the sale of $570 million aggregate principal amount of our Convertible
Notes, including over-allotment options. Interest is payable on April 15 and October 15 of each year beginning
on April 15, 2010 until the maturity date of October 15, 2014. The Company received net proceeds of
approximately $553 million, net of $17 million of underwriter fees. The debt issue costs are recorded in Other
noncurrent assets and are being amortized to Interest expense over the life of the Convertible Notes. The
Convertible Notes are senior subordinated unsecured obligations of the Company.

Holders may convert the Convertible Notes into common stock of the Company at any time on or after April 15,
2014. Holders may also convert the Convertible Notes at their option prior to April 15, 2014, under the following
circumstances: (i) during any fiscal quarter commencing after January 31, 2010, if the last reported sale price of
the common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive
trading days ending on the last trading day of the preceding fiscal quarter is greater than or equal to 130% of the
applicable conversion price on each such trading day; (ii) during the five business day period after any five
consecutive trading day period (the “Measurement Period”) in which the trading price per $1,000 principal
amount of notes for each trading day of that Measurement Period was less than 98% of the product of the last
reported sale price of the common stock and the applicable conversion rate on each such trading day; or

(iii) upon the occurrence of specified corporate events, as more fully described in the Convertible Indenture. The
conversion rate will initially be 19.8910 shares of common stock per $1,000 principal amount of Convertible
Notes (equivalent to an initial conversion price of approximately $50.27 per share of common stock). The
conversion rate may be adjusted for anti-dilution provisions and the conversion price may be decreased by the
Board of Directors to the extent permitted by law and listing requirements.

The Convertible Notes can be settled in common stock, cash, or a combination of common stock and cash. Upon
conversion, the Company will satisfy its conversion obligations by delivering, at its election, shares of the
common stock (plus cash in lieu of fractional shares), cash, or any combination of cash and shares of the
common stock. If the Company elects to settle in cash or a combination of cash and shares, the amounts due upon
conversion will be based on a daily conversion value calculated on a proportionate basis for each trading day in a
40 trading-day observation period. If a holder converts its Convertible Notes on or after April 15, 2014, and the
Company elects physical settlement as described above, the holder will not receive the shares of common stock
into which the Convertible Notes are convertible until after the expiration of the observation period described
above, even though the number of shares the holder will receive upon settlement will not change. It is our policy
to settle the principal and accrued interest on the Convertible Notes with cash. Subject to certain exceptions,
holders may require the Company to repurchase, for cash, all or part of the Convertible Notes at a price equal to
100% of the principal amount of the Convertible Notes being repurchased plus any accrued and unpaid interest.

In connection with the sale of the Convertible Notes, the Company purchased call options for $125 million. The
call options cover, subject to adjustments, 11,337,870 shares of common stock at a strike price of $50.27. The
call options are intended to minimize share dilution associated with the Convertible Notes. In addition, in
connection with the sale of the Convertible Notes, the Company also entered into separate warrant transactions
whereby, the Company sold for an aggregate purchase price of $87 million, warrants to purchase in the aggregate
11,337,870 shares of common stock, subject to adjustments, at an exercise price of $60.14 per share of common
stock. As the call options and warrants are indexed to our common stock, we recognized them in permanent
equity in Additional paid in capital, and will not recognize subsequent changes in fair value as long as the
instruments remain classified as equity.

In January 2007, we entered into a $1.5 billion five-year term loan facility and synthetic revolving facility (the
“Facilities”). In January 2007, we borrowed an aggregate principal amount of $1.3 billion under the Facilities.
The proceeds were used to repay all amounts outstanding under the prior three year unsecured $1.5 billion loan
facility, entered into in February 2006, as well as certain fees incurred in connection therewith, resulting in a
write-off of debt issuance costs of $31 million, recorded in Other (income) expenses, net. The Facilities were
repaid in October 2009. All borrowings under the Facilities accrued interest at a rate equal to a base rate or an
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adjusted London Interbank Offered Rate (“LIBOR”) plus a spread ranging from 200 to 400 basis points, which
was based on our credit rating in effect from time to time. The LIBOR spread as of October 28, 2009, or the date
when the proceeds of our Senior Notes and Convertible Notes were used to repay all amounts outstanding under
the Facilities, was 325 basis points.

In June 2007, we signed a definitive loan agreement relating to a five-year senior inventory-secured, asset-based
revolving credit facility in an aggregate principal amount of $200 million. This loan facility matures in June 2012
and is secured by certain of our domestic manufacturing plant inventory and service parts inventory as well as
our used truck inventory. All borrowings under this loan facility accrue interest at a rate equal to a base rate or an
adjusted LIBOR plus a spread. The spread, which is based on an availability-based measure, ranges from 25 to
75 basis points for Base Rate borrowings and from 125 to 175 basis points for LIBOR borrowings. The LIBOR
spread as of October 31, 2009 was 125 basis points. Borrowings under this facility are available for general
corporate purposes. As of October 31, 2009 we had no borrowings under this facility. There were no defaults or
Events of Default incurred under the definitive loan agreement as we were, and continue to be, in compliance
with all the covenants contained in the definitive loan agreement.

Our majority-owned dealerships incur debt to finance their inventories, property, and equipment. The various
dealership debt instruments have interest rates that range from 3.5% to 11.6% and maturities that extend to 2015.

Included in our financing arrangements and capital lease obligations are financing arrangements of $262 million
and $287 million as of October 31, 2009 and 2008, respectively. These arrangements involve the sale and
leaseback of manufacturing equipment considered integral equipment. Accordingly, these arrangements are
accounted for as financings. Inception dates of these arrangements range from December 1999 to June 2002,
remaining terms range from 7 months to 5 years, effective interest rates vary from 3.2% to 9.5%, and buyout
option exercise dates ranged from December 2005 to June 2009. We exercised an early buyout option for one of
the arrangements in 2008 for $13 million. In addition, the amount of financing arrangements and capital lease
obligations include $9 million and $19 million of capital leases for real estate and equipment as of October 31,
2009 and October 31, 2008, respectively. Interest rates used in computing the net present value of the lease
payments under capital leases ranged from 4.0% to 10.3%.

Financial Services Operations Debt

NFC’s Revolving Credit Agreement dated March 2007, as amended, (“Credit Agreement”), had two primary
components, a term loan of $620 million and a revolving bank loan of $800 million. The revolving bank loan had
a Mexican sub-revolver of $100 million, which was used by NIC’s Mexican financial services operations.

Under the terms of the Credit Agreement, NFC was required to maintain a debt to tangible net worth ratio of no
greater than 7 to 1 through November 1, 2007, 6.5 to 1 for the period from November 1, 2007 through April 30,
2008, and 6 to 1 for all periods thereafter. In addition, the Credit Agreement required a twelve-month rolling
fixed charge coverage ratio of no less than 1.25 to 1.0 and a twelve-month rolling combined retail/lease losses to
liquidations ratio of no greater than 6%. The Credit Agreement granted security interests in substantially all of
NFC’s unsecuritized assets to the participants in the Credit Agreement. Compensating cash balances were not
required. Facility fees of 0.375% were paid quarterly on the revolving loan portion only, regardless of usage. The
term balance of the loan component was $597 million as of October 31, 2009 and the final principal payment was
due in 2010.

Also under the terms of the Credit Agreement, the amount of dividends permitted to be paid from NFC to
Navistar, Inc. was $400 million plus net income and any non-core asset sale proceeds from May 1, 2007 through
the date of such payment. As of October 31, 2009, no dividends were available for distribution to Navistar, Inc.

In December 2009, the Credit Agreement was refinanced with a $815 million, three year facility that matures in
December 2012, with an interest rate of LIBOR plus 425 basis points. The new facility contains a term loan of
$365 million and a revolving loan of $450 million with a Mexican sub-revolver of $100 million. Under the new
agreement, NFC is subject to customary operational and financing covenants including an initial minimum
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coliateral coverage ratio of 120%. Concurrent with the refinancing, NFC completed a private retail asset sale and
signed a variable rate secured loan which in total generated proceeds of $304 million which matures in October
2016. As a result of the refinancing, $1.1 billion of debt that was due in 2010 was reclasssified to long term.

TRIP, a special purpose, wholly-owned subsidiary of NFC, has a $500 million revolving retail facility which
matures in June 2010 and is subject to optional early redemption in full without penalty or premium upon
satisfaction of certain terms and conditions on any date on or after April 15, 2010. NFC uses TRIP to temporarily
fund retail notes and retail leases, other than operating leases. This facility is used primarily during the periods
prior to a securitization of retail notes and finance leases. NFC retains a repurchase option against the retail notes
and leases sold into TRIP; therefore, TRIP’s assets and liabilities are included in our Consolidated Balance
Sheets. As of October 31, 2009 and 2008, NFC had $301 million and $243 million, respectively, in retail notes
and finance leases in TRIP.

The majority of asset-backed debt is issued by consolidated SPEs and is payable out of coliections on the finance
receivables sold to the SPEs. This debt is the legal obligation of the SPEs and not NFC. The balance outstanding
was $1.2 billion and $2.0 billion as of October 31, 2009 and 2008, respectively. The carrying amount of the retail
notes and finance leases used as collateral was $1.3 billion and $2.0 billion as of October 31, 2009 and 2008,
respectively. In November 2009, we exercised our right to pay off retail securitization debt of $67 million in
advance of final maturity.

NFC enters into secured borrowing agreements involving vehicles subject to operating and finance leases with
retail customers. The balances are classified under financial services operations debt as borrowings secured by
leases. In connection with the securitizations and secured borrowing agreements of certain of its leasing portfolio
assets, NFC and its subsidiary, Navistar Leasing Services Corporation (“NLSC”), have established Navistar
Leasing Company (“NLC”), a Delaware business trust. NLC holds legal title to leased vehicles and is the lessor
on substantially all leases originated by NFC. NLSC owns beneficial interests in the titles held by NLC and has
transferred other beneficial interests issued by NLC to purchasers under secured borrowing agreements and
securitizations. Neither the beneficial interests held by purchasers under secured borrowing agreements or the
assets represented thereby, nor legal interest in any assets of NLC, are available to NLSC, NFC, or its creditors.
The balance of the secured borrowings issued by NLC totaled $9 million and $2 million as of October 31, 2009
and 2008, respectively.

ITLC, a special purpose, wholly-owned subsidiary of NFC, provides NFC with another entity to obtain
borrowings secured by leases. The balances are classified under financial services operations debt as borrowings
secured by leases. ITLC’s assets are available to satisfy its creditors’ claims prior to such assets becoming
available for ITLC’s use or to NFC or affiliated companies. The balance of these secured borrowings issued by
ITLC totaled $125 million and $130 million as of October 31, 2009 and 2008, respectively. The carrying amount
of the finance and operating leases used as collateral was $105 million and $121 million as of October 31, 2009
and 2008, respectively. ITLC does not have any unsecured debt.

We borrow funds denominated in U.S. dollars and Mexican pesos to be used for investment in our Mexican
financial services operations. As of October 31, 2009, borrowings outstanding under these arrangements were
$338 million, of which 26% is denominated in dollars and 74% in pesos. As of October 31, 2008, borrowings
outstanding under these arrangements were $561 million, of which 33% is denominated in dollars and 67% in
pesos. The interest rates on the dollar-denominated debt are at a negotiated fixed rate or at a variable rate based
on LIBOR, and the interest rates on peso-denominated debt are based on the Interbank Interest Equilibrium Rate.
As of October 31, 2009 and 2008, $107 million and $299 million, respectively, of our Mexican financial services
operations’ receivables were pledged as collateral for bank borrowings.

Funding of Financial Services

The Financial Services segment has traditionally obtained the funds to provide financing to our dealers and retail
customers from sales of finance receivables, short and long-term bank borrowings, medium and long-term debt,
and commercial paper in Mexico. As of October 31, 2009, our funding consisted of asset-backed securitization

55



debt of $1.2 billion, bank borrowings and revolving credit facilities of $2.0 billion, commercial paper of $52
million, and borrowings of $134 million secured by operating and financing leases.

We have previously used a number of SPEs to securitize and sell receivables. The current SPEs include Navistar
Financial Retail Receivables Corporation (“NFRRC”), Navistar Financial Security Corporation (“NFSC”), Truck
Retail Accounts Corporation (“TRAC”), ITLC, and TRIP, all wholly-owned subsidiaries. The sales of finance
receivables in each securitization for TRAC and NFSC constitute sales under GAAP and therefore the sold
receivables are removed from our Consolidated Balance Sheet and the investors’ interests in the interest bearing
securities issued to effect the sale are not recognized as liabilities.

Our Mexican financial services operations include Navistar Financial, S.A. de C.V., Sociedad Financiera de
Objeto Multiple, Entidad No Regulada (“NFM”), and Navistar Comercial S.A. de C.V. NFM provides financing
to our dealers and retail customers in Mexico. Similar to NFC, NFM obtains funds through the sales of finance
receivables, short and long-term bank borrowings, and commercial paper.

During 2009, we received net proceeds of $346 million from securitization of retail notes through NFRRC. Our
retail notes and finance leases securitization arrangements do not qualify for sales accounting treatment under the
guidance on accounting for transfers and servicing of financial assets and extinguishments of liabilities. As a
result, the sold receivables and associated secured borrowings are included on the Consolidated Balance Sheet
and no gain or loss is recognized for these transactions.

The following table sets forth the other funding facilities that we have in place as of October 31, 2009:

Total Amount
Company Instrument Type Amount Purpose of Funding Utilized Matures or Expires
(in millions)
NFESC . ... Revolving wholesale note trust $ 862 Eligible wholesale notes $ 562 2010
TRAC ... Revolving retail account conduit 100  Eligible retail accounts 8 2010
TRIP .... Revolving retail facility 500  Retail notes and leases 301 2010
NFC ..... Credit agreement 1,383® Retail notes and leases, and 1,268 2012
general corporate purposes

SEN ..... Bank revolvers and commercial

paper 358  General corporate purposes 302 2010-2015
SFN ..... Revolving retail facility 36  Retail notes and leases 36 2011

(A) Exclusive of a subordinated interest in the amount of $192 million.
(B) Exclusive of $14 million utilized by NFM.

As of October 31, 2009, the aggregate amount available to fund finance receivables under the various facilities
was $762 million.

In November 2009, we completed the sale of $350 million of three-year asset-backed securities within the
wholesale note trust funding facility. In conjunction with the sale, our VFC facility was reduced to $500 million.
This sale was eligible for funding under the TALF program. '

The NFC credit agreement existing as of October 31, 2009 was to mature in July 2010. In December 2009, this
facility was refinanced with a $815 million, three year facility that matures in December 2012, with an interest
rate of LIBOR plus 425 basis points. The new facility contains a term loan of $365 million and a revolving loan
of $450 million with a Mexican sub-revolver of $100 million. Under the new agreement, NFC is subject to
customary operational and financial covenants including an initial minimum collateral coverage ratio of 120%.
Concurrent with the refinancing, NFC completed a private retail asset sale and signed a secured loan which in
total generated proceeds of $304 million which matures in October 2016.

The wholesale notes and retail accounts securitization arrangements through NFSC and TRAC qualify for sale
treatment and, therefore, the receivables and associated liabilities are removed from the Consolidated Balance
Sheet.
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We are obligated under certain agreements with public and private lenders of NFC to maintain the subsidiary’s
income before interest expense and income taxes at not less than 125% of its total interest expense. Under these
agreements, if NFC’s consolidated income before interest expense and income taxes is less than 125% of its
interest expense, NIC or Navistar, Inc. must make income maintenance payments to NFC to achieve the required
ratio. During 2009, NIC made capital contributions totaling $20 million to NFC to ensure compliance with this
covenant.

Derivative Instruments

We use derivative financial instruments as part of our overall interest rate, foreign currency, and commodity risk
management strategies to reduce our interest rate exposure, to potentially increase the return on invested funds, to
reduce exchange rate risk for transactional exposures denominated in currencies other than the functional
currency, and to minimize commodity price volatility. From time to time, we use foreign currency forward and
option contracts to manage the risk of exchange rate movements that would reduce the value of our foreign
currency cash flows. Foreign currency exchange rate movements create a degree of risk by affecting the value of
sales made and costs incurred in currencies other than the functional currency. From time to time we also use
commodity forward contracts to manage variability related to exposure to certain commodity price risk. In
connection with the sale of the Convertible Notes, the Company purchased call options for $125 million. The call
options are intended to minimize share dilution associated with the Convertible Notes. As the call options and
warrants are indexed to our common stock we recognized them in permanent equity in additional paid in capital,
and will not recognize subsequent changes in fair value as long as the instruments remain classified as equity.
We generally do not enter into derivative financial instruments for speculative or trading purposes and did not
during the years ended October 31, 2009, 2008 or 2007. None of our derivatives qualified for hedge accounting
treatment in 2009, 2008, or 2007.

For derivative contracts, collateral is generally not required of the counter-parties or of the Company. We
manage exposure to counter-party credit risk by entering into derivative financial instruments with various major
financial institutions that can be expected to fully perform under the terms of such agreements. We do not
anticipate nonperformance by any of the counter-parties. Qur exposure to credit loss in the event of
nonperformance by the counter-parties is limited to only those gains that have been recorded, but have not yet
been received in cash payment. At October 31, 2009 and 2008, our exposure to credit loss was $38 million and
$46 million, respectively.

Our financial services operations manage exposure to fluctuations in interest rates by limiting the amount of
fixed rate assets funded with variable rate debt. This is accomplished by funding fixed rate receivables utilizing a
combination of fixed rate and variable rate debt and derivative financial instruments to convert variable rate debt
to fixed. These derivative financial instruments may include interest rate swaps, interest rate caps, and forward
contracts. The fair value of these instruments is estimated by discounting expected future monthly settlements
and is subject to market risk, as the instruments may become less valuable due to changes in market conditions or
interest rates, or credit spreads of counterparties. Notional amounts of derivative financial instruments do not
represent exposure to credit loss.

Capital Resources

We expend capital to support our operating and strategic plans. Such expenditures include investments to meet
regulatory and emissions requirements, maintain capital assets, develop new products or improve existing
products, and to enhance capacity or productivity. Many of the associated projects have long lead-times and
require commitments in advance of actual spending.

Business units provide their estimates of costs of capital projects, expected returns, and benefits to senior
management. Those projects are evaluated from the perspective of expected return and strategic importance, with
a goal to maintain the annual capital expenditure spending in the $250 million to $350 million range, exclusive of
capital expenditures for equipment leased to others.
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Pension and Other Postretirement Benefits

Generally, our pension plans are funded by contributions made by us. Our policy is to fund the pension plans in
accordance with applicable U.S. and Canadian government regulations and to make additional contributions from
time to time. At October 31, 2009, we have met all legal funding requirements. We contributed $37 million and
$108 million to our pension plans in 2009 and 2008, respectively.

In August 2006, the Pension Protection Act of 2006 (“PPA”) was signed into law in the U.S. The effective date
of the PPA was deferred until January 2008, subject to a transition period. The PPA increases the funding
requirements for defined benefit pension plans to 100% of the liability and requires unfunded liabilities, or
changes in unfunded liabilities, to be fully funded over a seven-year period. In 2010, we expect to contribute
$153 million to meet the minimum required contributions for all plans. We currently expect that from 2011
through 2013, the Company will be required to contribute at least $275 million per year to the plans depending
on asset performance and discount rates in the next several years. Current legislative proposals under
consideration would change the amount of required contributions if adopted.

Other postretirement benefit obligations, such as retiree medical, are primarily funded in accordance with a 1993
legal agreement (the “Settlement Agreement”) between us, our employees, retirees, and collective bargaining
organizations, which eliminated certain benefits provided prior to that date and provided for cost sharing between
us and participants in the form of premiums, co-payments, and deductibles. Our contributions totaled $3 million
and $8 million in 2009 and 2008, respectively. We expect to contribute $3 million to our other post-employment
benefit plans during 2010.

As part of the Settlement Agreement, a Base Program Trust was established in June 1993 to provide a vehicle for
funding the health care liability through our contributions and retiree premiums. A separate independent Retiree
Supplemental Benefit Program was also established, which included our contribution of Class B Common Stock,
originally valued at $513 million, to potentially reduce retiree premiums, co-payments, and deductibles and
provide additional benefits in subsequent periods. In addition to the base plan fund, we are contingently obligated
to make profit sharing contributions to the Retiree Supplemental Benefit Trust to potentially improve upon the
basic benefits provided through the base plan fund. These profit sharing contributions are determined by means
of a calculation as established through the Settlement Agreement. There have been no profit sharing
contributions to the Retiree Supplemental Benefit Trust during the three fiscal years ended October 31, 2009.

The funded status of our plans is derived by subtracting the actuarially-determined present value of the projected
benefit obligations at year end from the end of year fair value of plan assets.

The under-funded status of our pension plans increased by $745 million during 2009 due largely to a decrease in
the discount rates used to determine the present value of the projected benefit obligations (PBO). The weighted
average discount rate used to measure the PBO was 5.4% at October 31, 2009 compared to 8.3% at October 31,
2008. The decline in the funded status due to discount rates was partially offset by better than expected asset
returns during the fiscal year. Our actual return experience during 2009 was approximately 16% for the U.S.
pension plans.

Recently the investment policies were modified for each plan that maintains an asset trust. As a result of the
change, we have lowered our expectations for future returns on plan assets from 9% to 8.5% as of October 31,
2009.

The under-funded status of our health and life insurance benefits increased by $179 million primarily due to the
decrease in discount rates mentioned above. However, the discount rate impact was mitigated by two primary
factors. First, we negotiated better pricing from our vendors on the prescription drug benefits that we provide to
our retirees. Second, by moving our Medicare-eligible population from a fully-insured Medicare Advantage Fee
for Service plan to a self-insured Medicare Advantage PPO plan, we were able to reduce the administrative costs
that were previously included in our obligation.
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We have collective bargaining agreements that include participation in multiemployer pension plans. Under the
terms of such collective bargaining agreements, contributions are paid to the multiemployer pension plans during
a union member’s period of employment. Our obligations are satisfied once those contributions are paid to these
plans. A withdrawal liability may be assessed by the multiemployer pension plan if we no longer have an
obligation to contribute or all covered operations at the facility cease.

Off-Balance Sheet Arrangements

We enter into various arrangements not recognized in our consolidated balance sheets that have or could have an
effect on our financial condition, results of operations, liquidity, capital expenditures, or capital resources. The
principal off-balance sheet arrangements that we enter into are guarantees and sales of receivables. The following
discussions address each of these items for the Company:

Guarantees

We occasionally provide guarantees that could obligate us to make future payments if the primary entity fails to
perform under its contractual obligations. As described below, we have recognized liabilities for some of these
guarantees in our Consolidated Balance Sheets as they meet recognition and measurement provisions. In addition
to the liabilities that have been recognized as described below, we are contingently liable for other potential
losses under various guarantees. We do not believe that claims that may be made under such guarantees would
have a material effect on our financial condition, results of operations, or cash flows.

We have issued residual value guarantees in connection with various leases that extend through 2013. The
amounts of the guarantees are estimated and recorded as liabilities as of October 31, 2009. Our guarantees are
contingent upon the fair value of the leased assets at the end of the lease term.

We obtain certain stand-by letters of credit and surety bonds from third party financial institutions in the ordinary
course of business when required under contracts or to satisfy insurance-related requirements. The amount of
available stand-by letters of credit and surety bonds were $47 million at October 31, 2009.

We extend credit commitments to certain truck fleet customers, which allow them to purchase parts and services
from participating dealers. The participating dealers receive accelerated payments from us with the result that we
carry the receivables and absorb the credit risk related to these customers. At October 31, 2009, we have

$30 million of unused credit commitments outstanding under this program.

In addition, at October 31, 2009 we have entered into various purchase commitments of $114 million and
contracts that have cancellation fees of $9 million with various expiration dates through 2016.

In the ordinary course of business, we also provide routine indemnifications and other guarantees, the terms of
which range in duration and often are not explicitly defined. We do not believe these will result in claims that
would have a material impact on our financial condition, results of operations, or cash flows.

The terms of the Ford Settlement require us to indemnify Ford with respect to intellectual property infringement
claims, if any, that are brought against Ford or others that use the 6.0 liter or 6.4 liter engines on behalf of Ford.
The maximum amount of future payments that we could potentially be required to pay under the indemnification
would depend upon whether any such claims are alleged in the future and thus cannot currently be determined.

Sales of Receivables

Our financial services operations typically sell, for legal purposes, our finance receivables to third parties while
continuing to service the receivables thereafter. In these securitization transactions, we transfer receivables to a
bankruptcy remote special purpose entity (“SPE”). The SPE then transfers the receivables to a legally isolated
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entity that is typically a trust or a conduit, which then issues asset-backed securities to investors. For accounting
purposes, our transfers of wholesale notes receivables and retail accounts receivables are treated as sales; our
transfers of other receivables are treated as secured borrowings. We record sales by removing receivables from
the consolidated balance sheet and recording gains and losses in Finance revenues.

We use an SPE that has in place a revolving wholesale note trust, which is a qualifying special purpose entity
(“QSPE”), which provides for funding of eligible wholesale notes through variable funding certificates. The
QSPE owned $763 million of wholesale notes, which includes $96 million of receivables with Dealcors, as of
October 31, 2009 and $819 million of wholesale notes, which includes $97 million of receivables with Dealcors
and $95 million of cash equivalents as of October 31, 2008. Funding certificates in the total amount of

$862 million and $1.0 billion respectively, as of October 31, 2009 and 2008 were available to fund the
receivables, and the trust had $562 million and $762 million of outstanding borrowings as of October 31, 2009
and 2008, respectively. We carry retained interests of $192 million and $140 million as of October 31, 2009 and
2008, respectively, in Finance receivables. In total, proceeds from the sales of wholesale notes amounted to $4.2
billion, $4.5 billion, and $5.1 billion in 2009, 2008, and 2007, respectively.

We use another SPE, TRAC, that utilizes a $100 million conduit funding arrangement, which provides for
funding of eligible accounts receivable. The SPE owned $89 million of retail accounts and $20 million of cash
equivalents as of October 31, 2009, and $123 million of retail accounts and $23 million of cash equivalents as of
October 31, 2008. The SPE had $8 million and $48 million of outstanding borrowings as of October 31, 2009 and
2008, respectively. We have retained interests of $100 million and $90 million as of October 31, 2009 and 2008,
which are recorded in Finance receivables.

In October 2009, our Mexican financial services operations securitized retail notes and financial leases of $53
million. The securitization was facilitated through off-balance sheet funding facilities and qualified as a sale of
financial assets.

Contractual Obligations

The following table provides aggregated information on our outstanding contractual obligations as of October 31,
2009:

Payments Due by Year Ending October 31,

2011- 2013-
Total 2010 2012 2014 2015 +

(in millions)
Type of contractual obligation:
Long-term debt obligations® ..................... $ 5173 $ 1,070 $ 339 $ 1,983 $ 1,781
Interest on long-term debt® . ..................... 1,421 188 356 260 617
Financing arrangements and capital lease

obligations© . ... ... .. . i 296 73 135 84 4
Operating lease obligations® ..................... 253 48 78 58 69
Purchase obligations® . ...... ... . ... ... ... 99 53 32 5 9

Total ... $ 7242 $ 1432 $ 940 $ 2,390 § 2480

(A) Long-term debt obligations reflects the impact of the refinancing of the NFC Credit Agreement in December 2009 and the
reclassification of the $1.1 billion of debt that was previously due in 2010 to long term.

(B) Amounts represent estimated contractual interest payments on outstanding debt. Rates in effect as of October 31, 2009 are used for
variable rate debt. Also reflects the impact of the refinancing of the NFC Credit Agreement in December 2009. For more information, see
Note 11, Debt, to the accompanying consolidated financial statements.

(C) We lease many of our facilities as well as other property and equipment under financing arrangements and capital leases in the normal
course of business including $26 million of interest obligation. For more information, see Note 7, Property and equipment, net, to the
accompanying consolidated financial statements.

(D) Lease obligations for facility closures are included in operating leases. Future operating lease obligations are not recognized in our
consolidated balance sheet. For more information, see Note 7, Property and equipment, net, to the accompanying consolidated financial
statements.

(E) Purchase obligations include various commitments in the ordinary course of business that would include the purchase of goods or
services and they are not recognized in our consolidated balance sheet.
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Due to the uncertainty with respect to cash payments associated with the settlement of audits with taxing
authorities because of existing net operating loss carry forwards, the preceding table excludes uncertain tax
positions of $150 million. We do not expect to make significant payments of these liabilities within the next year.
We adopted guidance on accounting for uncertainty in income taxes on November 1, 2007. For further
information, see Note 13, Income taxes, to the accompanying consolidated financial statements.

In addition to the above contractual obligations, we are also required to fund our pension plans in accordance
with the requirements of the PPA. As such, we expect to contribute $153 million in 2010 to meet the minimum
required contributions for all plans. We currently expect that from 2011 through 2013, the Company will be
required to contribute at least $275 million to the plans per year depending on asset performance and discount
rates in the next several years. For additional information, see Note 12, Postretirement benefits, to the
accompanying consolidated financial statements.

Other Information
Income Taxes

We file a consolidated U.S. federal income tax return for NIC and its eligible domestic subsidiaries. Our
non-U.S. subsidiaries file income tax returns in their respective local jurisdictions. We account for income taxes
under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to temporary differences between the financial statement carrying amounts of existing
assets and liabilities and their respective tax bases and tax benefit carry forwards. Deferred tax liabilities and
assets at the end of each period are determined using enacted tax rates.

A valuation allowance is required to be established or maintained when, based on currently available information
and other factors, it is more likely than not that all or a portion of a deferred tax asset will not be realized. The
guidance on accounting for income taxes provides that important factors in determining whether a deferred tax
asset will be realized are whether there has been sufficient taxable income in recent years and whether sufficient
income is expected in future years in order to utilize the deferred tax asset. Based on our review of historical
operating results and future income projections and considering the uncertainty of our U.S. and Canadian
financial outlook, we determined that it was more likely than not that we would not be able to realize the value of
our deferred tax assets attributable to U.S. and Canadian operations. We therefore continue to maintain a
valuation allowance against such U.S. assets, and we established a full valuation allowance against Canadian tax
assets in the fourth quarter of 2008.

We believe that our evaluation of deferred tax assets and our maintenance of a valuation allowance against such
assets involve critical accounting estimates because they are subject to, among other things, estimates of future
taxable income in the U.S. and in other non-U.S. tax jurisdictions. These estimates are susceptible to change and
dependent upon events that may or may not occur, and accordingly, our assessment of the valuation allowance is
material to the assets reported on our consolidated balance sheet and changes in the valuation allowance may be
material to our results of operations. We intend to continue to assess our valuation allowance in accordance with
the guidance on accounting for income taxes.

On November 1, 2007 we adopted the guidance on accounting for uncertainty in income taxes, which addresses
the determination of whether tax benefits claimed or expected to be claimed on a tax return should be recorded in
the financial statements. Under the guidance, we may recognize the tax benefit from an uncertain tax position
only if it is more likely than not that the tax position will be sustained on examination by taxing authorities,
based on the technical merits of the position. The tax benefits recognized in the financial statements from such a
position are measured based on the largest benefit that has a greater than fifty percent likelihood of being realized
upon ultimate settlement.

The guidance on accounting for uncertainty in income taxes also provides guidance on de-recognition and
classification, and requires companies to elect and disclose their method of reporting interest and penalties on
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income taxes. We recognize interest and penalties related to uncertain tax positions as part of Income tax
expense. Total interest and penalties included in income tax expense for 2009 is $2 million. Cumulative interest
and penalties included in the consolidated balance sheet at October 31, 2009 and October 31, 2008 are $3 million
and $16 million, respectively.

Upon adoption, we increased our liability for uncertain tax positions by $4 million, resulting in a comparable
increase to Accumulated deficit. As of October 31, 2009 and October 31, 2008, the amount of liability for
uncertain tax provisions was $150 million and $93 million, respectively. If these unrecognized tax benefits are
recognized, $103 million would affect our effective tax rate. However, to the extent we continue to maintain a
full valuation allowance against our deferred tax assets, the effect may be in the form of an increase in the
deferred tax asset related to our NOL carry forward, which would attract a full valuation allowance. We believe it
is probable that the liability for uncertain tax positions will decrease during the next twelve months by
approximately $35 million, due to anticipated audit settlements. However the impact on income tax expense and
cash taxes will be minimal due to available net operating loss carry forwards.

Environmental Matters

We have been named a potentially responsible party (“PRP”), in conjunction with other parties, in a number of
cases arising under an environmental protection law, the Comprehensive Environmental Response,
Compensation, and Liability Act, popularly known as the “Superfund” law. These cases involve sites that
allegedly received wastes from current or former Company locations. Based on information available to us
which, in most cases, consists of data related to quantities and characteristics of material generated at current or
former Company locations, material allegedly shipped by us to these disposal sites, as well as cost estimates from
PRPs and/or federal or state regulatory agencies for the cleanup of these sites, a reasonable estimate is calculated
of our share, if any, of the probable costs and accruals are recorded in our consolidated financial statements.
These accruals are generally recognized no later than completion of the remedial feasibility study and are not
discounted to their present value. We review all accruals on a regular basis and believe that, based on these
calculations, our share of the potential additional costs for the cleanup of each site will not have a material effect
on our financial condition, results of operations, or cash flows.

Four sites formerly owned by us, (i) Solar Turbines in San Diego, California, (ii) the West Pullman Plant in
Chicago, Illinois, (iii) the Canton Plant in Canton, Illinois, and (iv) the Wisconsin Steel in Chicago, Illinois, were
identified as having soil and groundwater contamination. Two sites in Sao Paulo, Brazil, one where we are
currently operating and another where we previously had operations, were identified as having soil and
groundwater contamination. While investigations and cleanup activities continue at all sites, we believe that we
have adequate accruals to cover costs to complete the cleanup of these sites.

Securitization Transactions

We finance receivables using a process commonly known as securitization, whereby asset-backed securities are
sold via public offering or private placement. In a typical securitization transaction, we transfer a pool of finance
receivables to bankruptcy remote SPE. The SPE then transfers the receivables to a legally isolated entity,
generally a trust or a conduit, in exchange for securities of the trust which are then retained or sold into the public
market or privately placed. These securities are issued by the trust and are secured by future collections on the
receivables sold to the trust. These transactions are subject to the provisions of the guidance on accounting for
transfers and servicing financial assets and extinguishment of liabilities.

When we securitize receivables, we may have retained interests in the receivables sold (transferred). The retained
interests may include senior and subordinated securities, undivided interests in receivables and over-
collateralizations, restricted cash held for the benefit of the trust, and interest-only strips. Our retained interests
are the first to absorb any credit losses on the transferred receivables because we have the most subordinated
interests in the trust, including subordinated securities, the right to receive excess spread (interest-only strip), and
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any residual or remaining interests of the trust after all asset-backed securities are repaid in full. Our exposure to
credit losses on the transferred receivables is limited to our retained interests. The SPE’s assets are available to
satisfy the creditors’ claims against the assets prior to such assets becoming available for the SPE’s own uses or
the uses of our affiliated companies. Since the transfer constitutes a legal sale, we are under no obligation to
repurchase any transferred receivable that becomes delinquent in payment or otherwise is in default. We are not
responsible for credit losses on transferred receivables other than through our ownership of the lowest tranches in
the securitization structures. We do not guarantee any securities issued by trusts.

We, as seller and the servicer of the finance receivables, are obligated to provide certain representations and
warranties regarding the receivables. Should any of the receivables fail to meet these representations and
warranties, we, as servicer, are required to repurchase the receivables.

Most of our retail notes and finance leases securitization arrangements do not qualify for sales accounting
treatment under the guidance on accounting for transfers and servicing of financial assets and extinguishment of
liabilities. As a result, such sold receivables and associated secured borrowings are included on the consolidated
balance sheet and no gain or loss is recognized for these transactions. For those that do qualify under the
accounting guidance, gains or losses are reported in Finance revenues.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with GAAP. In connection with the preparation
of our consolidated financial statements, we use estimates and make judgments and assumptions about future
events that affect the reported amounts of assets, liabilities, revenue, expenses, and the related disclosures. Our
assumptions, estimates, and judgments are based on historical experience, current trends, and other factors we
believe are relevant at the time we prepare our consolidated financial statements.

Our significant accounting policies are discussed in Note 1, Summary of significant accounting policies, to the
accompanying consolidated financial statements and should be reviewed in connection with the following
discussion. We believe that the following policies are the most critical to aid in fully understanding and
evaluating our reported results as they require us to make difficult, subjective, and complex judgments. In
determining whether an estimate is critical, we consider if:

»  The nature of the estimates or assumptions is material due to the levels of subjectivity and judgment
necessary to account for highly uncertain matters or the susceptibility of such matters to change.

»  The impact of the estimates and assumptions on financial condition or operating performance is material.

Pension and Other Postretirement Benefits

We provide pension and other postretirement benefits to a substantial portion of our employees, former
employees, and their beneficiaries. The assets, liabilities, and expenses we recognize and disclosures we make
about plan actuarial and financial information are dependent on the assumptions used in calculating such
amounts. The primary assumptions include factors such as discount rates, health care cost trend rates, inflation,
expected return on plan assets, retirement rates, mortality rates, rate of compensation increases, and other factors
including management’s plans regarding plant rationalization activities. Changes to our business environment
could result in changes to the assumptions, the effects of which could be material.

»  Plant rationalization activities impact the determination of whether a plan curtailment or settlement has
occurred. Key considerations include, but are not limited to, expected future service credit, the remaining
years of recall rights of the workforce, and the extent to which minimum service requirements (in the case
of healthcare benefits) have been met.

¢ The discount rates are obtained by matching the anticipated future benefit payments for the plans to the
Citigroup yield curve to establish a weighted average discount rate for each plan.
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o Health care cost trend rates are developed based upon historical retiree cost trend data, short term health
care outlook, and industry benchmarks and surveys. The inflation assumptions used are based upon both our
specific trends and nationally expected trends.

«  The expected return on plan assets is derived from historical plan returns, expected long-term performance
of asset classes, asset allocations, input from an external pension investment advisor, and risks and other
factors adjusted for our specific investment strategy. The focus is on long-term trends and provides for the
consideration for recent plan performance.

e Retirement rates are based upon actual and projected plan experience.

«  Mortality rates are developed from actual and projected plan experience.

The rate of compensation increase reflects our long-term actual experience and our projected future
increases including contractually agreed upon wage rate increases for represented employees.

The sensitivities stated below are based upon changing one assumption at a time, but often economic factors

impact multiple assumptions simultaneously.

October 31, 2009 2010 Expense
Obligations
Pension OPEB Pension OPEB

(in millions)

Discount rate

INCrease Of 1000 . .. oo oot e e $ 337N S 4DH$ 6 $ 3
Decrease of 1.0% . . ..ot ii i e e e 364 170 3 4
Expected return on assets

InCrease of 1.0 . . oo oo e e e e e e N/A NA $ 23) $ (5
Decrease of 1O . ..o oot e e e N/A N/A 23 5

Allowance for Doubtful Accounts

The Allowance for doubtful accounts for finance receivables is established through a charge to the Provision for
credit losses. The allowance is an estimate of the amount required to absorb probable losses on the existing
portfolio of finance receivables that may become uncollectible. Finance receivables are charged off to the
Allowance for losses when amounts due from the customers are determined to be uncollectible. The estimate of
the required allowance is based upon three factors: a historical component based upon a weighted average of
actual loss experience from the most recent three years, a qualitative component based upon current economic
and portfolio quality trends, and a specific reserve component. The qualitative component is the result of analysis
of asset quality trend statistics from the most recent four quarters. In addition, we also analyze specific economic
indicators such as tonnage, fuel prices, and gross domestic product for additional insight into the overall state of
the economy and its potential impact on our portfolio. The actual losses related to the retail notes and finance
leases portfolio are also stratified by customer types to reflect the differing loss statistics for each. To the extent
that our judgments about these risk factors and conditions are not accurate, an adjustment to our allowance for
losses may materially impact our results of operations or financial condition. If we were to apply a hypothetical
increase and decrease of 10 basis points to the historical loss rate used in calculating the allowance for losses, the
required allowance, as of October 31, 2009, would increase from $83 million to $103 million and decrease to
$60 million, respectively.

Sales of Receivables

Some of our securitization transactions qualify as sales. Gains or losses on sales of receivables are credited or
charged to securitization income in the periods in which the sales occur. Amounts due from sales of receivables,
also known as retained interests, which include interest-only receivables, cash reserve accounts and subordinated
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certificates, are recorded at fair value. The accretion of the discount related to the retained interests is recognized
on an effective yield basis. We estimate i) the payment speed for the receivables sold, i) the discount rate used to
determine the present value of future cash flows, and iii) the anticipated net losses on the receivables to calculate
the gain or loss. The method for calculating the gain or loss aggregates the receivables into a homogeneous pool.
Cash flow estimates are made for each securitization transaction which are based upon historical and current
experience, anticipated future portfolio performance, market-based discount rates and other factors. These
assumptions also impact the estimate of the fair value of the retained interests which is calculated monthly with
changes in fair value included in the consolidated statements of operations. The primary assumption used to
estimate retained interests in sold receivables is the discount rate. An immediate adverse change in the discount
rate used to estimate retained interests of 10.0% as of October 31, 2009, would result in a decrease in pre-tax
income of $2.4 million for the year ended October 31, 2009. See Note 14, Fair Value Measurements, under
Notes to Consolidated Financial Statements for information on unobservable inputs used to determine fair value.

Income Taxes

We account for income taxes using the asset and liability method. Under this method, deferred tax assets and
liabilities are recognized for the estimated future tax consequences attributable to differences between the
financial statement carrying values of existing assets and liabilities and their respective tax bases. Deferred tax
assets are also recorded with respect to net operating losses and other tax attribute carry forwards. Deferred tax
assets and liabilities are measured using enacted tax rates in effect for the years in which temporary differences
are expected to be recovered or settled. Valuation allowances are established when it is more likely than not that
deferred tax assets will not be realized. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in the income of the period that includes the enactment date.

The ultimate recovery of deferred tax assets is dependent upon the amount and timing of future taxable income
and other factors such as the taxing jurisdiction in which the asset is to be recovered. A high degree of judgment
is required to determine if, and the extent that, valuation allowances should be recorded against deferred tax
assets. We have provided valuation allowances at October 31, 2009 and 2008, aggregating $2.0 billion and

$1.9 billion, respectively, against such assets based on our assessment of past operating results, estimates of
future taxable income, and the feasibility of tax planning strategies. Of these amounts, $52 million relate to net
operating losses for which subsequently recognized tax benefits will be allocated to additional paid in capital.
Although we believe that our approach to estimates and judgments as described herein is reasonable, actual
results could differ and we may be exposed to increases or decreases in income taxes that could be material.

On November 1, 2007, we adopted the guidance on accounting for uncertainty in income taxes, which addresses
the determination of whether tax benefits claimed or expected to be claimed on a tax return should be recorded in
the financial statements. Under the guidance, we recognize the tax benefit from an uncertain tax position if it is
more likely than not that the tax position will be sustained on examination by taxing authorities, based on the
technical merits of the position. The tax benefits recognized in the financial statements from such a position are
measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon
ultimate settlement.

The guidance on accounting for uncertainty in income taxes also provides guidance on de-recognition and
classification, and requires companies to elect and disclose their method of reporting, interest and penalties on
income taxes. We recognize interest and penalties related to uncertain tax positions as part of Income tax
expense. :

Upon adoption, we increased our liability for uncertain tax positions by $4 million, resulting in a comparable
increase to Accumulated deficit. As of October 31, 2009 and October 31, 2008, the amount of liability for
uncertain tax provisions was $150 million and $93 million, respectively. If these unrecognized tax benefits are
recognized, $103 million would affect our effective tax rate. However, to the extent we continue to maintain a
full valuation allowance against our deferred tax assets, the effect may be in the form of an increase in the
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deferred tax asset related to our NOL carry forward, which would attract a full valuation allowance. We believe it
is probable that the liability for uncertain tax positions will decrease during the next twelve months by
approximately $35 million due to anticipated audit settlements. However the impact on income tax expense and
cash taxes will be minimal due to available net operating loss carry forwards.

Impairment of Long-Lived Assets

We test long-lived assets or asset groups (other than goodwill and intangible assets with indefinite lives as
discussed below) for recoverability when events and circumstances indicate that the carrying value of an asset or
asset group may not be recoverable. Estimates of future cash flows used to test the recoverability of a long-lived
asset or asset group include only the future cash flows that are directly associated with and that are expected to
arise as a direct result of the use and eventual disposition of the asset or asset group. If the asset or asset group is
determined to not be recoverable, an impairment loss is measured as the amount by which the carrying amount of
the long-lived asset or asset group exceeds its fair value.

In the fourth quarter of 2009, the Truck segment recognized $26 million and $5 million of charges for
impairments of property and equipment related to asset groups at our Chatham and Conway facilities,
respectively. The asset groups were reviewed for recoverability by comparing the carrying values to estimated
future cash flows and those carrying values were determined to not be fully recoverable. We utilized the cost
approach and market approach to determine the fair value of assets within the asset groups. The impairments at
our Chatham facility reflect a slower than expected recovery of industry volumes and the continuation of our
unresolved negotiations with the CAW. The impairments at our Conway facility are related to a strategic
decision we made in the fourth quarter of 2009 to transfer bus production to our Tulsa facility in 2010. For more
information, see Note 8, Impairment of property and equipment.

Our impairment loss calculations require us to apply judgments in estimating future cash flows and asset fair
values. This judgment includes developing cash flow projections and assessing probability weightings to certain
business scenarios. Other assets could become impaired in the future or require additional charges as a result of
declines in profitability due to changes in volume, market pricing, cost, manner in which an asset is used,
physical condition of an asset, laws and regulations, or the business environment. Significant adverse changes to
our business environment and future cash flows could cause us to record additional impairment charges in future
periods which could be material.

Goodwill

Goodwill represents the excess of the cost of an acquired business over the amounts assigned to the net assets.
Goodwill is not amortized but is tested for impairment at a reporting unit level on an annual basis or if an event
occurs or circumstances change that would more likely than not reduce the fair value of a reporting unit below its
carrying amount.

Goodwill is tested for impairment based on a two-step test. The first step, used to identify potential impairment,
compares the fair value of a reporting unit with its carrying amount, including goodwill. If the fair value of a
reporting unit exceeds its carrying amount, goodwill of the reporting unit is considered not impaired, thus the
second step of the impairment test is unnecessary. If the carrying amount of a reporting unit exceeds its fair
value, the second step of the goodwill impairment test shall be performed to measure the amount of impairment
loss, if any. The second step compares the implied fair value of reporting unit goodwill with the carrying amount
of that goodwill. If the carrying amount of reporting unit goodwill exceeds the implied fair value of that
goodwill, an impairment loss shall be recognized in an amount equal to that excess.

Significant judgment is applied when goodwill is assessed for impairment. This judgment includes developing
cash flow projections, selecting appropriate discount rates, identifying relevant market comparables,

incorporating general economic and market conditions and selecting an appropriate control premium. The
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income approach is based on discounted cash flows which are derived from internal forecasts and economic
expectations for each respective reporting unit. In 2009 we did not recognize any material goodwill impairments,
and the fair values of our reporting units with goodwill exceeded their respective carrying amounts by 10% or
more. However, we could recognize goodwill impairment charges in the future if we have declines in
profitability due to changes in volume, market pricing, cost, or the business environment. Significant adverse
changes to our business environment and future cash flows could cause us to record impairment charges in future
periods which could be material.

Indefinite lived Intangible Assets

An intangible asset determined to have an indefinite useful life is not amortized until its useful life is determined
to be no longer be indefinite. Indefinite lived intangible assets are evaluated each reporting period to determine
whether events and circumstances continue to support an indefinite useful life. Indefinite lived intangible assets
are tested for impairment annually, or more frequently if events or changes in circumstances indicate that the
asset might be impaired. The impairment test consists of a comparison of the fair value of the indefinite lived
intangible asset with its carrying amount. If the carrying amount of an intangible asset exceeds its fair value, an
impairment loss is recognized in an amount equal to that excess.

Significant judgment is applied when evaluating if an intangible asset has a finite useful life. In addition, for
indefinite lived intangible assets, significant judgment is applied in testing for impairment. This judgment
includes developing cash flow projections, selecting appropriate discount rates, identifying relevant market
comparables, and incorporating general economic and market conditions. We could recognize impairment
charges in the future as a result of declines in the fair values of our indefinite lived assets which could be
material.

Contingency Accruals

Product liability lawsuits and claims

We are subject to product liability lawsuits and claims in the normal course of business. We record product
liability accruals for the self-insured portion of any pending or threatened product liability actions.

We obtain a third-party actuarial analysis to assist with the determination of the expected ultimate losses for
claims and consequently the related reserve on our balance sheet. The actual settlement values of outstanding
claims in the aggregate may differ from these estimates due to many circumstances including but not limited to
the discovery and evolution of information related to individual claims, changes in the legal and regulatory
environment, product development trends, and changes in the frequency and/or severity of claims relative to
historical experience.

The reserve for product liability was $54 million as of October 31, 2009 and a 10% change in claim amount
would increase or decrease this accrual by $5 million.

Environmental remediation matters

We are subject to claims by various governmental authorities regarding environmental remediation matters.

With regard to environmental remediation, many factors are involved including interpretations of local, state, and
federal laws and regulations, and whether wastes or other hazardous material are contaminating the surrounding
land or water or have the potential to cause such contamination.

As of October 31, 2009, we have accrued $14 million for environmental remediation. Although we believe that
the estimates and judgments discussed herein are reasonable, actual results could differ and we may be exposed

to increases or decreases in our accrual that could be material.
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Asbestos claims

We are subject to claims related to illnesses alleged to have resulted from asbestos exposure from component
parts found in older vehicles, although some claims relate to the alleged presence of asbestos in our facilities.
Numerous factors including tort reform, jury awards, and the number of other solvent companies identified as
co-defendants will impact the number of claims filed against the Company.

The estimate of the asbestos liability is subject to uncertainty. Such uncertainty includes some reliance on
industry data to project the future frequency of claims received by us, the long latency period associated with
asbestos exposures and the types of diseases that will ultimately manifest, and unexpected future inflationary
trends. Historically, our actual damages paid out to individual claimants have not been material. Although we
believe that our estimates and judgments related to asbestos related claims are reasonable, actual results could
differ and we may be exposed to increases or decreases in our accrual that could be material.

Product Warranty

We record a liability for standard and extended warranty for products sold as well as for certain claims outside
the contractual obligation period. As a result of the uncertainty surrounding the nature and frequency of product
recall programs, the liability for such programs is recorded when we commit to a recall action, which generally
occurs when it is announced. When collection is reasonably assured, we also estimate and recognize the amount
of warranty claim recoveries to be received from our suppliers.

Product warranty estimates are established using historical information about the nature, frequency, and average
cost of warranty claims. Initial warranty estimates for new model year products are based on the previous model
year product’s warranty experience until the product progresses through its life cycle and related claims data
becomes mature. Warranty claims are influenced by factors such as new product introductions, technological
developments, the competitive environment, and the costs of component parts. Recent emission standards have
resulted in rapid product development cycles and have included significant changes from previous engine
models. We estimate warranty claims and take action to improve vehicle quality and minimize warranty claims.
Actual payments for warranty claims could differ from the amounts estimated requiring adjustments to the
liabilities in future periods.

Although we believe that the estimates and judgments discussed herein are reasonable, actual results could differ
and we may be exposed to increases or decreases in our warranty accrual that could be material.

Recently Issued Accounting Standards

Accounting pronouncements issued by various standard setting and governmental authorities that have not yet
become effective with respect to our consolidated financial statements are described below, together with our
assessment of the potential impact they may have on our consolidated financial statements:

In October 2009, the Financial Accounting Standards Board (“FASB”) issued new guidance regarding revenue
arrangements with multiple deliverables. This new guidance requires companies to allocate revenue in
arrangements involving multiple deliverables based on the estimated selling price of each deliverable, even
though such deliverables are not sold separately either by the company or by other vendors. This new guidance is
effective prospectively for revenue arrangements entered into or materially modified in fiscal years beginning on
or after June 15, 2010. Our effective date is November 1, 2010. However, early adoption is permitted. If a
company elects early adoption and the period of adoption is not the beginning of its fiscal year, the requirements
must be applied retrospectively to the beginning of the fiscal year. Retrospective application to prior years is
permitted, but not required. We are evaluating the potential impact on our consolidated financial statements.
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In June 2009, the FASB issued new guidance on accounting for transfers of financial assets. The guidance
eliminates the concept of a QSPE, changes the requirements for derecognizing financial assets, and requires
additional disclosures in order to enhance information reported to users of financial statements by providing
greater transparency about transfers of financial assets, including securitization transactions, and an entity’s
continuing involvement in and exposure to the risks related to transferred financial assets. This guidance is
effective for fiscal years beginning after November 15, 2009. Our effective date is November 1, 2010. We are
evaluating the potential impact on our consolidated financial statements.

- In June 2009, the FASB issued new guidance regarding the consolidation of variable interest entities (“VIEs™).
The guidance also amends the determination of whether an enterprise is the primary beneficiary of a VIE, and is,
therefore, required to consolidate an entity, by requiring a qualitative analysis rather than a quantitative analysis.
The qualitative analysis will include, among other things, consideration of who has the power to direct the
activities of the entity that most significantly impact the entity’s economic performance and who has the
obligation to absorb losses or the right to receive benefits of the VIE that could potentially be significant to the
VIE. This standard also requires continuous reassessments of whether an enterprise is the primary beneficiary of
a VIE. The previous guidance required reconsideration of whether an enterprise was the primary beneficiary of a
VIE only when specific events had occurred. QSPEs, which were previously exempt from the application of this
standard, will be subject to the provisions of this standard when it becomes effective. The guidance also requires
enhanced disclosures about an enterprise’s involvement with a VIE. This guidance is effective for the first annual
reporting period beginning after November 15, 2009 and for interim periods within that first annual reporting
period. Our effective date is November 1, 2010. We are evaluating the potential impact on our consolidated
financial statements.

In December 2008, the FASB issued new guidance on employers’ disclosures about postretirement benefit plan
assets, which provides guidance on an employer’s disclosures about plan assets of a defined benefit pension or
other postretirement plan. Our effective date is October 31, 2010. We are evaluating the potential impact on our
consolidated financial statements.

In May 2008, the FASB issued new guidance on the accounting for convertible debt instruments that may be
settled in cash upon conversion (including partial cash settlement) which requires issuers of convertible debt
securities within its scope to separate these securities into a debt component and an equity component, resulting
in the debt component being recorded at fair value without consideration given to the conversion feature.
Issuance costs are also allocated between the debt and equity components. The new guidance requires that
convertible debt within its scope reflect a company’s nonconvertible debt borrowing rate when interest expense
is recognized. The provisions of the new guidance are retrospective upon adoption. This guidance is effective for
financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those
fiscal years. Early adoption is not permitted. Our effective date is November 1, 2009. The adoption of the new
guidance on November 1, 2009 will impact the accounting treatment of the Company’s $570 million, 3%
convertible senior subordinated notes due 2014 by reclassifying a portion of the original principal amount of the
of the convertible notes balances to additional paid in capital representing the estimated fair value of the
conversion feature as of the date of issuance and creating a discount on the convertible notes that will be
amortized through interest expense over the life of the notes. We tentatively measured the fair value of this
equity feature at approximately $125 million. Upon adoption of this new guidance, our October 31, 2009
Consolidated Balance Sheet will be retroactively restated to reflect the increase to additional paid in capital and
reduction in debt for the discount of approximately $125 million. The resulting debt discount will be amortized
as interest expense and therefore reduce net income and basic and diluted earnings per share in future periods. As
a result of the short period the debt was outstanding, adoption of the new guidance will not have a material
impact on our Consolidated Statement of Operations for the year ended October 31, 2009.

In April 2008, the FASB issued new guidance on the determination of the useful life of intangible assets. This
new guidance amends the factors that should be considered in developing renewal or extension assumptions used
to determine the useful life of a recognized intangible asset under the accounting guidance on goodwill and other
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intangible assets. It is effective for financial statements issued for fiscal years beginning after December 15, 2008
and interim periods within those fiscal years and should be applied prospectively to intangible assets acquired
after the effective date. Early adoption is not permitted. The guidance also requires expanded disclosure related
to the determination of useful lives for intangible assets and should be applied to all intangible assets recognized
as of, and subsequent to, the effective date. Our effective date is November 1, 2009. The impact of the new
accounting guidance will depend on the size and nature of acquisitions on or after November 1, 2009.

In February 2008, the FASB issued new guidance on the effective date of previously issued guidance on fair
value measurements. The new guidance permits companies to partially defer the effective date of the previously
issued guidance on fair value measurements for one year for nonfinancial assets and nonfinancial liabilities that
are recognized or disclosed at fair value in the financial statements on a nonrecurring basis. The new guidance
does not permit companies to defer recognition and disclosure requirements for financial assets and financial
liabilities or for nonfinancial assets and nonfinancial liabilities that are remeasured at least annually. We have
decided to defer adoption of the guidance on fair value measurements until November 1, 2009 for nonfinancial
assets and nonfinancial liabilities that are recognized or disclosed at fair value in our consolidated financial
statements on a nonrecurring basis. We do not expect the adoption of this guidance will have a material impact
on our consolidated financial statements.

In December 2007, the FASB issued new guidance on noncontrolling interests that clarifies that a noncontrolling
interest in a subsidiary is an ownership interest in the consolidated entity that should be reported as equity. It is
effective for fiscal years and interim periods within those fiscal years, beginning on or after December 15, 2008.
Our effective date is November 1, 2009. Upon adoption, our minority interest will be reported as a separate
component of Stockholders’ deficit and our October 31, 2009 Consolidated Balance Sheet will be retroactively
restated. As minority interest in net income of subsidiaries is already presented as a discrete line within our
Consolidated Statements of Operations, we do not expect the adoption of this guidance will have a material
impact on our Consolidated Statements of Operations.

In December 2007, the FASB issued new guidance that substantially changes the accounting for and reporting of
business combinations including (i) expanding the definition of a business and a business combination,

(i1) requiring all assets and liabilities of the acquired business, including goodwill and contingent consideration to
be recorded at fair value on the acquisition date, (iii) requiring acquisition-related transaction and restructuring
costs to be expensed rather than accounted for as acquisition costs, and (iv) requiring reversals of valuation
allowances related to acquired deferred tax assets and changes to acquired income tax uncertainties to be
recognized in earnings. The guidance applies prospectively to business combinations for which the acquisition
date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2008. An
entity may not apply the statement before that date. Our effective date is November 1, 2009. This statement will
generally apply prospectively to business combinations for which the acquisition date is on or after that date;
however, adjustments made to deferred tax asset valuation allowances arising from business combinations before
the effective date are subject to the provisions of the new guidance.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Our primary market risks include fluctuations in interest rates and currency exchange rates. We are also exposed
to changes in the prices of commodities used in our manufacturing operations. Commodity price risk related to
our current commodity financial instruments are not material. We do not hold a material portfolio of market risk
sensitive instruments for trading purposes.

We have established policies and procedures to manage sensitivity to interest rate and foreign currency exchange
rate market risk. These procedures include the monitoring of our level of exposure to each market risk, the funding
of variable rate receivables primarily with variable rate debt, and limiting the amount of fixed rate receivables that
may be funded with floating rate debt. These procedures also include the use of derivative financial instruments to
mitigate the effects of interest rate fluctuations and to reduce our exposure to exchange rate risk.

Interest rate risk

Interest rate risk is the risk that we will incur economic losses due to adverse changes in interest rates. We
measure our interest rate risk by estimating the net amount by which the fair value of all of our interest rate
sensitive assets and liabilities would be impacted by selected hypothetical changes in market interest rates. Fair
value is estimated using a discounted cash flow analysis. At October 31, 2009 and 2008, the net fair value of our
liabilities with exposure to interest rate risk was $5.2 billion and $5.6 billion, respectively. Assuming a
hypothetical instantaneous 10% adverse change in interest rates as of October 31, 2009 and 2008, the fair value
of these liabilities would increase by $79 million and $69 million, respectively. At October 31, 2009 and 2008,
the net fair value of our assets with exposure to interest rate risk was $3.4 billion and $4.6 billion, respectively.
Assuming a hypothetical instantaneous 10% adverse change in interest rates as of October 31, 2009 and 2008 the
fair value of these assets would decrease by $31 million and $54 million, respectively. Our interest rate
sensitivity analysis assumes a parallel shift in interest rate yield curves. The model, therefore, does not reflect the
potential impact of changes in the relationship between short-term and long-term interest rates.

Commodity price risk

" We are exposed to changes in the prices of commodities, particularly for aluminum, copper, precious metals,
resins, and steel and their impact on the acquisition cost of various parts used in our manufacturing operations.
We have been able to mitigate the effects of price increases via a combination of design changes, material
substitution, resourcing, global sourcing, and price performance. In certain cases, we use derivative instruments
to reduce exposure to price changes. During 2009 we purchased approximately $427 million of commodities
subject to market risk. Assuming a hypothetical instantaneous 10% adverse change in commodity pricing during
2009 we would have incurred an additional $43 million of costs. Commodity price risk associated with our
derivative position at October 31, 2009 and 2008 is not material to our operating results or financial position.

Foreign currency risk

Foreign currency risk is the risk that we will incur economic losses due to adverse changes in foreign currency
exchange rates. Our primary exposures to foreign currency exchange fluctuations are the Canadian dollar/

U.S. dollar, Mexican peso/U.S. dollar and Brazilian real/U.S. dollar. At October 31, 2009 and 2008, the net fair
value of our liabilities with exposure to foreign currency risk was $92 million and $186 million, respectively.
Assuming that no offsetting derivative financial instruments exist, the potential reduction in future earnings from
a hypothetical instantaneous 10% adverse change in quoted foreign currency spot rates applied to foreign
currency sensitive instruments would be $9 million at October 31, 2009. At October 31, 2009 and 2008, the net
fair value of our assets with exposure to foreign currency risk was $146 million and $218 million, respectively.
Assuming that no offsetting derivative financial instruments exist, the potential reduction in future earnings from
a hypothetical instantaneous 10% adverse change in quoted foreign currency spot rates applied to foreign
currency sensitive instruments would be $15 million at October 31, 2009.

For further information regarding models, assumptions and parameters related to market risk, please see Note 14,
Fair value measurements, and Note 15, Financial instruments and commodity contracts, to the accompanying
consolidated financial statements.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders Navistar International Corporation:

We have audited the accompanying consolidated balance sheets of Navistar International Corporation and
subsidiaries (the Company) as of October 31, 2009 and 2008, and the related consolidated statements of operations,
stockholders’ deficit, and cash flows for each of the years in the three-year period ended October 31, 2009. We also
have audited Navistar International Corporation’s internal control over financial reporting as of October 31, 2009,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for these
consolidated financial statements, for maintaining effective internal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting included in the accompanying
Management’s Report on Internal Control over Financial Reporting appearing under Item 9A(c) of the Company’s
October 31, 2009 annual report on Form 10-K. Our responsibility is to express an opinion on these consolidated
financial statements and an opinion on the Company’s internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over
financial reporting was maintained in all material respects. Our audits of the consolidated financial statements
included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. Our audit of internal control over financial reporting included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists,
and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk.
Our audits also included performing such other procedures as we considered necessary in the circumstances. We
believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Navistar International Corporation and subsidiaries as of October 31, 2009 and 2008, and
the results of their operations and their cash flows for each of the years in the three-year period ended

October 31, 2009, in conformity with U.S. generally accepted accounting principles. Also in our opinion, the
Company has maintained, in all material respects, effective internal control over financial reporting as of
October 31, 2009, based on criteria established in Internal Control—Integrated Framework issued by COSO.

As described in Note 1 to the accompanying consolidated financial statements, the Company adopted accounting
standards on accounting for uncertainty in income taxes as of November 1, 2007.

/s KPMG LLP

Chicago, Illinois
December 21, 2009
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Operations

For the Years Ended October 31,

2009 2008 20607
(in millions, except per share data)
Sales and revenues
Sales of manufactured products,net .............. ... $ 11,300 $ 14,399 $ 11910
FINance TEVEMUES . ..o vvvvoe it et tie i iie it aanans 269 325 385
Sales and TEVENUES, Nt . . .. oottt e ee i et ennennns 11,569 14,724 12,295
Costs and expenses
Costsof products sold ....... ... .. i 9,366 11,942 10,109
Restructuring charges .. .......... i 59 — ——
Impairment of property and equipment ................. ... ... ..... 31 358 —
Selling, general and administrative expenses . .................... .. 1,344 1,437 1,490
Engineering and product development costs ................ e 433 384 375
INETESE EXPENSE . . v v v vt etee ettt iiie et et 251 469 502
Other (inCOmE) EXPENSEs, NEL . . . .o\ veenn et aeenens (228) " 14 (34)
Total costs and EXPENSES . ... vvvvvtiin et 11,256 14,604 12,442
Equity in income of non-consolidated affiliates ..................... 46 71 74
Income (loss) before income tax, minority interest, and extraordinary
AN L e 359 191 (73)
INCOME tAX EXPEMSE .+ v\ v v v v e e e e ittt ie i aaenns 37 57 47
Income (loss) before minority interest and extraordinary gain .......... 322 134 (120)
Minority interest in net income of subsidiaries, netoftax . ............. (25) — —
Income (loss) before extraordinary gain .................... ... ... 297 134 (120)
Extraordinary gain, netof tax . ........ ... ... .. i 23 — —
Net income (J0SS) . . ..ottt e et e $ 320 $ 134 % (120)
Basic earnings (loss) per share:
Income (loss) before extraordinary gain ....................... $ 418 $ 1.89 $ (1.70)
Extraordinary gain, netoftax ................ .o, 0.33 — —
Netincome (I0SS) . . .. ..ottt $ 451 $ 189 $ (1.70)
Diluted earnings (loss) per share:
Income (loss) before extraordinary gain ....................... $ 414 $ 182 $ (1.70)
Extraordinary gain, netoftaXx ............. ... .. ... . 0.32 — —
Netincome (I0SS) .. .. ..ottt et $ 446 $ 1.82 $ (1.70)
Weighted average shares outstanding
Basic . i e 71.0 70.7 70.3
Diluted ...... ... e 71.8 73.2 70.3

See Notes to Consolidated Financial Statements

74



Navistar International Corporation and Subsidiaries

Consolidated Balance Sheets

(in millions, except per share data)

ASSETS

Current assets
Cashandcashequivalents . ........................... e
Trade and other receivables, net .. ...........0 ottt
Finance receivables, net . ......... .. ... .. .
INVENLOIIES . . oot
Deferred taxes, net . . ... e
Other CUITENt @SSEUS . . . .. o\ttt e e e e e e e e e et e

TOtal CUITENt ASSELS . . o\ vttt e ettt ettt et e e e e e e e e e e e
Restricted cash and cash equivalents ............. ... ... ... .. ... ...
Trade and other receivables, net .. ..... ...ttt
Finance receivables, et ... ... ...ttt
Investments in and advances to non-consolidated affiliates . ......................
Property and equipment, Net . ............ .. e
GoodWill ...
Intangible assets, Net .. ... ..t e
Deferred taxes, Net . . ... .ottt e
Other NONCUITENT @SSELS . . .. ottt e ettt e ettt e e e e e e e e

Total assets . ... ... ...

LIABILITIES, REDEEMABLE EQUITY SECURITIES AND
STOCKHOLDERS’ DEFICIT
Liabilities
Current liabilities
Notes payable and current maturities of long-termdebt ......................
Accounts payable .. ... ... e
Other current liabilities ........ ... ... .. .

Total current liabilities . ... ... ... ... .. e
Long-termdebt . ... ... .. ... .
Postretirement benefits liabilities ......... ... ... . .
Deferred taxes, Net . . ... ... .ottt e
Other noncurrent liabilities . . ... .. ... ... e

Total liabilities . ........ ... i
Minority interest . ............ ... ..
Redeemable equity securities . ......... .. ... ... ... .. .. ... ...,
Stockholders’ deficit
Series D convertible junior preference stock ........... ... ... .. ...
Common stock ($0.10 par value per share, 110.0 shares authorized, 75.4 shares issued

atbothdates) .................. O
Additional paid incapital ............ . ... e
Accumulated deficit .......... ... .. e
Accumulated other comprehensive loss . ........ ... .. i i
Common stock held in treasury, at cost (4.7 and 4.1 shares, at the respective dates) ...

Total stockholders’ deficit . ... e e

See Notes to Consolidated Financial Statements
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As of October 31,
2009 2008

$ 1,212 § 861

855 1,025

1,706 1,789

1,666 1,628

107 75

202 157

5,748 5,535

485 557

26 31

1,498 1,948

62 156

1,467 1,501

318 297

264 232

52 41

107 92

$ 10,027 $ 10,390

$ 1,136 §$ 665

1,872 2,027

1,177 1,183

4,185 3,875

4,270 5,409

2,570 1,646

142 103

599 703

11,766 11,736

61 6

13 143

4 4

7 7

2,071 1,966
(2,072) (2,392)
(1,674) (943)
(149) (137)
(1,813)  (1,495)

$ 10,027 $ 10,390




Navistar International Corporation and Subsidiaries

Consolidated Statements of Cash Flows

For the Years Ended October 31,

2009 2008 2007
(in millions)
Cash flows from operating activities
Net inCOME (J0SS) .« v v v oot ettt e et e et et $ 320 3 134 $ (120)
Adjustments to reconcile net income (loss) to cash provided by operating activities:
Depreciation and amortization . .. ...........oireiiieeiiiii i 288 329 308
Depreciation of equipment leasedtoothers . . ........... ...t 56 64 63
Deferred taxes .. ..o it e e e (18) 56 )
Impairment of property and equipment, goodwill, and intangible assets ....... 41 372 —
Amortization of debt iSSUance Costs . .......... i i 16 15 9
Stock-based cOMPENSation . . ...t 16 15 7
Provision for doubtful accounts .. .......... ..ot 50 65 53
Equity in income of affiliated companies, net of dividends ................. 13 14 37
Other non-cash operating activities ............. ... ... .. .. oL 54 49 26
Changes in operating assets and liabilities, exclusive of the effects of businesses
acquired and disposed:
Trade and otherreceivables .. ....... ... .ot 197 (352) (107)
Finance receivables . ... ....oiiu et 391 614 416
INVENEOTIES - o v v o vt vttt e ettt e et e e e e e e 135 (221) 301
Accounts payable ... ... ... e (204) 339 (434)
Other assets and liabilities ... ...t 137) (373) (296)
Net cash provided by operating activities .......................... ... 1,218 1,120 262
Cash flows from investing activities
Purchases of marketable securities . ......... ...t (382) 42) 221
Sales or maturities of marketable securities . .. ............ . i i 384 46 351
Net change in restricted cash and cash equivalents ............ ... ... ... oo 71 (143) 281
Capital expendifures . . ... ... ...t (151) (176) (312)
Purchase of equipment leased to Others . ............ .o (46) 39) 37
Proceeds from sales of property and equipment ............ ... ... ... 6 20 55
Investments in and advances to non-consolidated affiliates ..................... 44) a7 (34)
Proceeds from sales of affiliates .. ............c.o i 10 20 75
Business acquisitions, net of escrow received ... ... e (60) —_ @)
Other investing aCtiVities . ... .. .. .. ...ttt — 2)
Net cash provided by (used in) investing activities . . .................... (212) (333) 157
Cash flows from financing activities
Proceeds from issuance of securitizeddebt ......... ... ... ... .. it 349 1,076 949
Principal payments on securitizeddebt ........... ... ...l (1,191) (1,725) (1,368)
Proceeds from issuance of non-securitizeddebt .............. .. ... ... 1,868 104 1,577
Principal payments on non-securitized debt ........ ... ... ..o (1,793) (64) (1,692)
Net increase (decrease) in notes and debt outstanding under revolving credit
FACIIEES .+ v vt vttt e e e e e e 159 (18) (204)
Principal payments under financing arrangements and capital lease obligations .. ... 42) ©7) 44)
DEDL ISSUANCE COSLS .« - v v vt vt et e et et et e e e et e e et (40) a1 24)
Stock TEPUIChASES . . . .o oo e 29) — —
Call options and Warrants, et . ... ... .......eureerreueneunnnnenneneeneenns (38) —_ —_
Other financing activities .. ...... ...t 13 29 —
Net cash used in financing activities . . . ........................ e (744) (676) (806)
Effect of exchange rate changes on cash and cash equivalents .................... 9 27 7
Increase (decrease) in cash and cash equivalents . .............................. 271 84 (380)
Increase in cash and cash equivalents upon consolidation of Blue Diamond Parts and
BlueDiamond Truck .. ........ ... .. . e 80 — —
Cash and cash equivalents at beginning of theyear ............................. 861 777 1,157
Cash and cash equivalents atend of theyear .................................. $ 1212 $ 861 $ 777

See Notes to Consolidated Financial Statements
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Navistar International Corporation and Subsidiaries
Consolidated Statements of Stockholders’ Deficit

Series D
Convertible
Junior
Preference
Stock

Shares

Number of

Common
Common
Outstanding  Stock

Additional
Paid in
Capital

Compre-

hensive

Income Accumulated

(Loss)

Accumulated Common
Other Stock
Compre- Held in
hensive Treasury,
Loss at Cost

Deficit Total

(in millions)
Balance as of October 31,
2006 ...l $ 4
Net loss
Other comprehensive income:
Foreign currency translation
adjustments )
Impact of Accounting for
defined benefit pension and
other postretirement plans,
net of $12 of tax benefit . . .
Postretirement benefit
adjustment, net of $8 of
income tax expense ......

70.2

Total other comprehensive
income ..............

Comprehensive income .......

Conversionofdebt ........... 0.1
Stock options recorded as

redeemable equity

securities
Stock-based compensation . . . ..
Stock ownership programs . . . ..

Balance as of October 31,
2007 ...
Netincome .................
Other comprehensive loss:
Foreign currency translation
adjustments
Other postemployment
benefits ................
Postretirement benefit
adjustment .............

70.3

Total other comprehensive
loss ..ooiviiiiiit

Comprehensive loss . .........

Tax effect of adoption of
Accounting for uncertainty in
income taxes

Amounts due from officers and
directors .................

Stock options recorded as
redeemable equity
securities

Transfer from redeemable equity
securities upon exercise or
expiration of stock options . . .

Stock-based compensation . . . . .

Stock ownership programs . . ... 1.0

Balance as of October 31,
2008 ... $ 4

$ 7 $ 2,09

(139)
4

)]

$ 7 $ 1954

(55)

54

(2)

$ 7 % 1,966

77

$ (120

86

799

885
765

Rl

$ 134

(125)

(669)

(788)
$ (654)

$ (2,399)
(120)

$ 6500 $ (166) $ (1,114)

(120)

86

(390) (390)

799

885

(139)
4

&)

$ (2,519 $ 155 $ @165 $ (874)
134 134

(125)
6

(669)

(788)

C)) C))

(55)

54
13
3) 28 23

$ (2392) $ (943) $ A3IN$ (1,495



(in millions)
Netincome ...............covvinnn
Other comprehensive loss:
Foreign currency translation
adjustments . ...........o. .
Other postemployment benefits ... ..
Post-retirement benefit
adjustments . ..................

Total other comprehensive loss ... ..

Comprehensive loss ................

Stock options recorded as redeemable
equity securities .................
Redeemable equity securities
modification ....................
Transfer from redeemable equity
securities upon exercise or expiration
of stock options .................
Stock-based compensation . ..........
Stock ownership programs ...........
Call options and warrants, net ........
Stock repurchase program ...........

Balance as of October 31,2009 ........

See Notes to Consolidated Financial Statements
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Series D Accumulated Common
Convertible Number of Compre- Other Stock
Junior Common Additional hensive Compre- Held in
Preference Shares Common Paidin Income Accumulated hensive Treasury,
Stock Outstanding  Stock Capital (Loss) Deficit Loss at Cost Total
$ 320 320 320
97 97
2 2
(830) (830)
(731) (731)
$ (411)
(6) 6
130 130
6 6
16 16
0.4 3) 17 14
(38) (38)
. (1.0) 9) 29)
$4 70.7 $7 $2,071 $(2,072) $ (1,679) $ (149) $ (1,813)




Navistar International Corporation

Notes to Consolidated Financial Statements

1. Summary of significant accounting policies
Organization and Description of the Business

Navistar International Corporation (“NIC”), incorporated under the laws of the state of Delaware in 1993, is a
holding company whose principal operating subsidiaries are Navistar, Inc. and Navistar Financial Corporation
(“NFC”). References herein to the “Company,” “we,” “our,” or “us” refer collectively to NIC, its subsidiaries,
and certain variable interest entities (“VIEs”) of which we are the primary beneficiary. We operate in four
principal industry segments: Truck, Engine, Parts (collectively called “manufacturing operations™), and Financial
Services. The Financial Services segment consists of NFC and our foreign finance operations (collectively called
“financial services operations”). These segments are discussed in Note 17, Segment reporting.

Our fiscal year ends on October 31. All references to 2009, 2008, and 2007 relate to the fiscal year unless
otherwise indicated.

Basis of Presentation and Consolidation

The accompanying consolidated financial statements include the assets, liabilities, and results of operations of
our manufacturing operations, majority-owned dealers, wholly-owned financial services subsidiaries, and VIEs
of which we are the primary beneficiary. The effects of transactions among consolidated entities have been
eliminated to arrive at the consolidated amounts. Certain reclassifications were made to prior years’ amounts to
conform to the 2009 presentation.

We have evaluated subsequent events and transactions for potential recognition or disclosure in the consolidated
financial statements through December 21, 2009, the day that the consolidated financial statements were issued.

Variable Interest Entities

We are the primary beneficiary of several VIEs, primarily joint ventures, established to manufacture or distribute
products and enhance our operational capabilities. We are the primary beneficiary because our variable interests
absorb the majority of the VIE’s expected gains and losses. Accordingly, we include in our consolidated financial
statements the assets and liabilities and results of operations of those entities, even though we may not own a
majority voting interest. The liabilities recognized as a result of consolidating these VIEs do not represent
additional claims on our general assets; rather they represent claims against the specific assets of the consolidated
entities. Assets of these entities are not available to satisfy claims against our general assets.

In January 2009, we reached a settlement agreement with Ford Motor Company (‘“Ford”) where we agreed to
settle our respective lawsuits against each other (the “Ford Settlement™). As a part of the Ford Settlement, on
June 1, 2009, our equity interest in our Blue Diamond Parts (“BDP”’) and Blue Diamond Truck (“BDT”) joint
ventures with Ford were increased to 75%. With the increase in our equity interest, we determined that we were
the primary beneticiary of these two VIE’s and have consolidated them since June 1, 2009. As a result, our
Consolidated Balance Sheet includes assets of $255 million and liabilities of $122 million as of October 31, 2009
from BDP and BDT, including $52 million of cash and cash equivalents, which are not readily available to
satisfy our other obligations. Their creditors do not have recourse to our general credit. For additional
information on the consolidation of BDP and BDT, see Note 3, Acquisitions and disposal of businesses.

In September 2009, we signed a joint venture operating agreement with Caterpillar Inc. (“Caterpillar”)
establishing NC2 Global LLC (“NC?”), which will develop, manufacture, and distribute commercial trucks in
regions outside of North America and the Indian subcontinent. Under the agreement, we contributed $9 million
for a 50% ownership in NC2. We expect to contribute up to an additional $123 million of funding over the
following three years. The investment was not material to our financial condition, results of operations, or cash
flows as of, and for the period ended, October 31, 2009.
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Navistar International Corporation

Notes to Consolidated Financial Statements (Continued)

Our Financial Services segment consolidates several VIEs. As a result, our Consolidated Balance Sheets include
assets of $1.5 billion and $2.2 billion and liabilities of $1.2 billion and $2.0 billion as of October 31, 2009 and
2008, respectively, all of which are involved in securitizations that are treated as borrowings. In addition, our
Consolidated Balance Sheets include assets of $787 million and $727 million and related liabilities of $634
million and $632 million as of October 31, 2009 and 2008, respectively, all of which are involved in structures in
which we transferred assets to special purpose entities (“SPEs”) that are not VIEs, which in turn arranged
securitizations that are treated as borrowings. Investors that hold securitization debt have a priority claim on the
cash flows generated by their respective securitized assets to the extent they are entitled to pay principal and
interest payments. Investors in securitizations of these VIEs and SPEs have no recourse to the general credit of
NIC or any other consolidated entity.

Our Financial Services segment does not consolidate a qualifying special purpose entity (“QSPE”) that is outside
the scope of the accounting standard on consolidation of VIEs, and a conduit since we are not its primary
beneficiary. Our consolidated SPE’s obtain funds from the QSPE and conduit, which securitize the related assets.
Portions of the assets of the QSPE and conduit are accounted for as sales when securitized and accordingly those
portions are not carried on our Consolidated Balance Sheets. Our consolidated SPEs retain residual economic
interests in the future cash flows of the securitized assets that are owned by the QSPE and conduit. We carry
these retained interests as an asset, included in Finance receivables, net on our Consolidated Balance Sheets.
Retained interests are subordinated to the priority claims of investors in each respective securitization; our
maximum loss exposure to the activities of the QSPE and conduit is limited to our retained interests. See Note 5,
Finance receivables, for further discussion.

We are also involved with other VIEs, which we do not consolidate because we are not the primary beneficiary.
Our determination that we are not the primary beneficiary of these entities is based upon the characteristics of our
variable interests, which do not absorb the majority of the VIE’s expected gains and losses. Our financial support
and maximum loss exposure relating to these non-consolidated VIEs is not material to our financial condition,
results of operations, or cash flows.

We use the equity method to account for our investments in entities that we do not control under the voting
interest or variable interest models, but where we have the ability to exercise significant influence over operating
and financial policies. Net income (loss) includes our share of the net earnings of these entities. As of

October 31, 2009, we use the equity method to account for investments in twelve active, partially-owned
affiliates, in which the Company or one of its subsidiaries is a shareholder, general or limited partner, or venturer,
as applicable. Until June 1, 2009, BDP and BDT were accounted for under the equity method. See Note 10,
Investments in and advances to non-consolidated affiliates, for further discussion.

Out-0f-Period Adjustments

Included in the results of operations for the year ended October 31, 2009 are certain out-of-period adjustments.
These adjustments represent corrections of prior-period errors primarily related to the following:

(i) overstatement of Accounts payable of $9 million due to processing errors in our Truck segment that originated
in the fourth quarter of 2008, (ii) overstatement in accruals of $10 million due to errors in self-insurance reserve
calculations and related intercompany transaction eliminations between our financial services operations and our
manufacturing operations that originated primarily in periods prior to 2008, and (iii) overstatement of our
warranty accrual in our Engine segment of $10 million as a result of non-warranty related costs being included in
the warranty accrual estimation process that originated primarily in periods prior to 2008. Correcting these errors,
which were not material to any of the related periods, resulted in a $29 million increase to Net income for the
year ended October 31, 2009.
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Navistar International Corporation

Notes to Consolidated Financial Statements (Continued)

Use of Estimates

The preparation of financial statements in conformity with United States (“U.S.”) generally accepted accounting
principles (“GAAP”) requires us to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent liabilities at the date of the consolidated financial statements and the
reported amounts of revenues and expenses. Significant estimates and assumptions are used for, but are not
limited to, pension and other postretirement benefits, allowance for doubtful accounts, sales of receivables,
income tax contingency accruals and valuation allowances, product warranty accruals, asbestos and other product
liability accruals, asset impairment, and litigation-related accruals. Actual results could differ from our estimates.

Concentration Risks

Our financial condition, results of operations, and cash flows are subject to concentration risks related to
concentrations of union employees and two customers. As of October 31, 2009, approximately 6,200, or 61%, of
our hourly workers and approximately 750, or 10%, of our salaried workers are represented by labor unions and
are covered by collective bargaining agreements. Our collective bargaining agreement with the National
Automobile, Aerospace and Agricultural Implement Workers of Canada expired on June 30, 2009. As a result,
we have temporarily ceased production at our Chatham, Canada facility. Negotiations for a new collective
bargaining agreement are ongoing. As of October 31, 2009, approximately 1,060 or 10% of our hourly workers
were covered by this collective bargaining agreement. Our collective bargaining agreement with the Teamsters
expired on October 31, 2009 and collective bargaining agreements with the United Automobile, Aerospace and
Agricultural Implement Workers of America (“UAW™) will expire on December 31, 2009, January 18, 2010, and
October 1, 2010. Negotiations for new collective bargaining agreements are ongoing. As of October 31, 2009,
approximately 3,200 or 32% of our hourly workers were covered by these collective bargaining agreements. See
Note 17, Segment reporting, for discussion of customer concentrations. Additionally, our future operations may
be affected by changes in governmental procurement policies, budget considerations, changing national defense
requirements, and global, political, and economic developments in the U.S. and certain foreign countries
(primarily Canada, Mexico, Brazil, and Argentina).

Revenue Recognition

Our manufacturing operations recognize revenue when we meet four basic criteria: (i) persuasive evidence that a’
customer arrangement exists, (ii) the price is fixed or determinable, (iii) collectibility is reasonably assured, and
(iv) delivery of product has occurred or services have been rendered. Sales are generally recognized when risk of
ownership passes.

Sales to fleet customers and governmental entities are recognized in accordance with the terms of each contract.
Revenue on certain customer requested bill and hold arrangements is not recognized until after the customer is
notified that the product (i) has been completed according to customer specifications, (ii) has passed our quality
control inspections, and (iii) is ready for delivery based upon the established delivery terms.

An allowance for sales returns is recorded as a reduction to revenue based upon estimates using historical
information about returns. For the sale of service parts that include a core component, we record revenue on a
gross basis including the fair market value of the core. A core component is the basic forging or casting, such as
an engine block, that can be remanufactured by a certified remanufacturing supplier. When a dealer returns a
core within the specified eligibility period, we provide a core return credit, which is applied to the customer’s
account balance. At times, we may mark up the core charge beyond the amount we are charged by the supplier.
This mark up is recorded as a liability, as it represents the amount that will be paid to the dealer upon return of
the core component and is in excess of the fair value to be received from the supplier.
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Notes to Consolidated Financial Statements (Continued)

Concurrent with our recognition of revenue, we recognize price allowances and the cost of incentive programs in
the normal course of business based on programs offered to dealers. Estimates are made for sales incentives on
certain vehicles in dealer stock inventory when special programs that provide specific incentives to dealers are
offered in order to facilitate sales to end customers.

Truck sales to the U.S. and foreign governments, of non-commercial products manufactured to government
specifications, are recognized using the units-of-delivery measure under the percentage-of-completion
accounting method as units are delivered and accepted by the government.

Modifications to U.S. and foreign government contracts, referred to as “change orders,” may be unpriced; that is,
the work to be performed is defined, but the resulting contract price adjustment is to be negotiated at a later date.
Revenue related to unpriced change orders is recognized when the price has been agreed with the government.
Costs related to unpriced change orders are deferred when it is probable that the costs will be recovered through a
contract price adjustment.

Shipping and handling amounts billed to our customers are included in Sales of manufactured products, net and
the related shipping and handling costs incurred are included in Costs of products sold.

Financial services operations recognize revenue from retail notes, finance leases, wholesale notes, retail
accounts, and wholesale accounts as Finance revenues over the term of the receivables utilizing the effective
interest method. Certain direct origination costs and fees are deferred and recognized as adjustments to yield and
are reported as part of interest income over the life of the receivable. Loans are considered to be impaired when
we conclude there is a high likelihood the customer will not be able to make full payment after reviewing the
customer’s financial performance, payment ability, capital-raising potential, management style, econorntic
situation, etc. The accrual of interest on such loans is discontinued when the collection of the account becomes
doubtful (“non-accrual status loans™). When the accrual of interest is discontinued, all unpaid accrued interest is
charged against Finance revenues. Finance revenues on these loans are recognized only to the extent cash
payments are received. We resume accruing interest on these accounts when payments are current according to
the terms of the loans and future payments are reasonably assured.

Operating lease revenues are recognized on a straight-line basis over the life of the lease. Recognition of revenue
is suspended when management determines the collection of future revenue is not probable. Recognition of
revenue is resumed if collection again becomes probable.

Selected receivables are securitized and sold to public and private investors with limited recourse. Our financial
services operations continue to service the sold receivables and receive fees for such services. Gains or losses on
sales of receivables that qualify for sales accounting treatment are credited or charged to Finance revenues in the
period in which the sale occurs. Discount accretion is recognized on an effective yield basis and is included in
Finance revenues.

Cash and Cash Equivalents

All highly liquid financial instruments with maturities of 90 days or less from date of purchase, consisting
primarily of U.S. Treasury bills, federal agency securities, and commercial paper, are classified as cash
equivalents.

Restricted cash and cash equivalents are related to our securitized facilities, senior and subordinated floating rate
asset-backed notes, wholesale trust agreements, indentured trust agreements, letters of credit, Environmental
Protection Agency requirements, and workers compensation requirements. The restricted cash and cash
equivalents for our securitized facilities is restricted to pay interest expense, principal, or other amounts
associated with our securitization agreements.
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Notes to Consolidated Financial Statements (Continued)

Derivative Instruments

We utilize derivative instruments to manage certain exposure to changes in foreign currency exchange rates,
interest rates, and commodity prices. The fair values of all derivative instruments are recognized as assets or
liabilities at the balance sheet date. Changes in the fair value of these derivative instruments are recognized in our
operating results or included in Accumulated other comprehensive loss (“AOCL”), depending on whether the
derivative instrument is a fair value or cash flow hedge and whether it qualifies for hedge accounting treatment.
For the years ended October 31, 2009, 2008, and 2007, all changes in the fair value of our derivatives were
recognized in our operating results.

For derivative instruments qualifying as fair value hedges, changes in the fair value of the instruments are
included in Costs of products sold, Interest expense, or Other (income) expenses, net depending on the
underlying exposure. For derivative instruments qualifying as cash flow hedges, gains and losses are included in
AOCL, net of taxes, to the extent the hedges are effective. When the hedged items affect earnings, the effective
portions of the cash flow hedges are recognized as Costs of products sold, Interest expense, or Other (income )
expenses, net, depending on the underlying exposure. For derivative instruments used as hedges of our net
investment in foreign operations, gains and losses are included in AOCL, net of taxes, as part of the cumulative
translation adjustment to the extent the hedges are effective. The exchange of cash associated with hedging
derivative transactions is classified in the Consolidated Statements of Cash Flows in the same category as the
cash flows from the items being hedged. The ineffective portions of cash flow hedges and hedges of net
investments in foreign operations, if any, are recognized in Costs of products sold, Interest expense, and Other
(income) expenses, net. If the derivative instrument is terminated, we continue to defer the related gain or loss
and include it as a component of the cost of the underlying hedged item. Upon determination that the underlying
hedged item will not be part of a forecasted transaction, we recognize the related gain or loss in our operating
results.

Gains and losses on derivative instruments not qualifying for hedge accounting are recognized in Costs of
products sold, Interest expense, or Other (income) expenses, net depending on the underlying exposure. The
exchange of cash associated with these non-hedging derivative transactions is classified in the Consolidated
Statements of Cash Flows in the same category as the cash flows from the items subject to the economic hedging
relationships.

Trade and Finance Receivable§
Trade Receivables

Trade accounts receivable and trade notes receivable primarily arise from sales of goods to independently owned
and operated dealers, original equipment manufacturers (“OEMSs”), and commercial customers in the normal
course of business.

Finance Receivables
Finance receivables consist of the following:

Retail notes—Retail notes primarily consist of fixed rate loans to commercial customers to facilitate their
purchase of new and used trucks, trailers, and related equipment.

Finance leases—Finance leases consist of direct financing leases to commercial customers for acquisition
of new and used trucks, trailers, and related equipment.

Wholesale notes—Wholesale notes primarily consist of variable rate loans to our dealers for the purchase of
new and used trucks, trailers, and related equipment.
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Notes to Consolidated Financial Statements (Continued)

Retail accounts—Retail accounts consist of short-term accounts receivable that finance the sale of products
to commercial customers.

Wholesale accounts—Wholesale accounts consist of short-term accounts receivable primarily related to the
sales of items other than trucks, trailers, and related equipment (e.g. service parts) to dealers.

Wholesale notes are classified as held-for-sale and valued at the lower of cost or fair value on an aggregate basis,
with unrealized gains or losses recorded in our operating results. Amounts due from sale of receivables, including
any retained interests, are classified as trading and valued at fair value. All other finance receivables are
classified as held-to-maturity and are recorded at gross value less unearned income and are reported net of
allowances for doubtful accounts. Unearned revenue is amortized to revenue over the life of the receivable using
the effective interest method. Our financial services operations purchase the majority of the wholesale notes
receivable and some retail notes and accounts receivable arising from our manufacturing operations. The
financial services operations retain as collateral a security interest in the equipment associated with retail notes,
wholesale notes, and finance leases.

Sales of Finance Receivables

We sell finance receivables using a process commonly known as securitization, whereby asset-backed securities
are sold via public offering or private placement. These transactions are accounted for either as a sale with gain
or loss recorded at the date of sale and a retained interest recorded, or as secured borrowings. Most of our retail
note and finance lease securitization arrangements do not qualify for sales accounting treatment. As a result, the
transferred receivables and the associated secured borrowings are included in our Consolidated Balance Sheets
and no gain or loss is recorded for these transactions. For those transfers that do qualify for sales accounting
treatment, gains or losses are included in Finance revenues.

Our wholesale note securitization arrangements qualify for sale treatment. Therefore, the notes receivable are
removed from our Consolidated Balance Sheets. Gains or losses from these sales are recognized in the period of
sale based upon the relative fair value of the portion sold and the portion allocated to the retained interests, and
are included in Finance revenues.

We may retain interests in the receivables sold (transferred). The retained interests may include senior and
subordinated securities, undivided interests in receivables used as over-collateralization (“‘excess sellers’
interests™), restricted cash held for the benefit of the trust, and interest-only strips. Our subordinated retained
interests, including subordinated securities, the right to receive excess spread (interest-only strip), and any
residual interest in the trust, are the first to absorb any credit losses on the transferred receivables. Our exposure
to credit losses on the transferred receivables is limited to our retained interests. Other than being required to
repurchase receivables that fail to satisfy certain representations and warranties provided at the time of the
securitization, we are under no obligation to repurchase any transferred receivable that becomes delinquent in
payment or otherwise is in default. The holders of the asset-backed securities have no recourse to us or our other
assets for credit losses on transferred receivables, and have no ability to require us to repurchase their securities.
We do not guarantee any securities issued by trusts.

We also act as servicer of transferred receivables in exchange for a fee. The servicing duties include collecting
payments on receivables and preparing monthly investor reports on the performance of the receivables that are
used by the trustee to distribute monthly interest and principal payments to investors. While servicing the
receivables, we apply the same servicing policies and procedures that are applied to our owned receivables. The
servicing income received by us is adequate to compensate us for our servicing responsibilities. Therefore, no
servicing asset or liability is recorded.
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We determine the fair value of our retained interests by discounting the future expected cash flows. The future
expected cash flows are primarily affected by expected payment speeds and default rates. We estimate the
payment speeds for the receivables sold, the discount rate used to determine the present value of the interest-only
receivables, and the anticipated net losses on the receivables in order to calculate the gain or loss on
arrangements that qualify for sales treatment. Estimates are based on historical experience, anticipated future
portfolio performance, market-based discount rates, and other factors and are calculated separately for each
securitized transaction. In addition, we remeasure the fair values of the retained interests on a quarterly basis and
recognize changes in Finance revenues as required. The retained interests are classified as trading.

Allowance for Doubtful Accounts

An allowance for doubtful accounts is established through a charge to Selling, general and administrative
expenses. The allowance is an estimate of the amount required to absorb probable losses on trade and finance
receivables that may become uncollectible. The receivables are charged off when amounts due are determined to
be uncollectible.

Troubled loan accounts are specifically identified and segregated from the remaining owned loan portfolio. The
expected loss on troubled accounts is fully reserved in a separate calculation as a specific reserve. A specific
reserve is recorded if it is believed that there is a greater than 50% likelihood that the account could be impaired,
and if the value of the underlying collateral is less than the principal balance of the loan. We calculate a general
reserve on the remaining loan portfolio using loss ratios based on a pool method by asset type: retail notes and
finance leases, retail accounts, and wholesale accounts. Loss ratios are determined using historical loss
experience in conjunction with current portfolio trends in delinquencies and repossession frequency for each
receivable or asset type.

When we evaluate the adequacy of the loss allowance for finance receivables, several risk factors are considered
for each type of receivable. For retail notes, finance leases, and retail accounts, the primary risk factors are the
general economy, fuel prices, type of freight being hauled, length of freight movements, number of competitors
our customers have in their service territory, how extensively our customers use independent operators,
profitability of owner operators, and expected value of the underlying collateral.

To establish a specific reserve in the loss allowance for receivables, we look at many of the same factors listed
above but also consider the financial strength of the customer or dealer and key management, the timeliness of
payments, the number and location of satellite locations (especially for the dealer), the number of dealers of
competitor manufacturers in the market area, type of equipment normally financed, and the seasonality of the
business.

Repossessions

Gains or losses arising from the sale of repossessed collateral supporting finance receivables and operating leases
are recognized in Selling, general and administrative expenses. Repossessed assets are recorded within
Inventories at the lower of historical cost or fair value, less estimated costs to sell.

Inventories

Inventories are valued at the lower of cost or market. Cost is principally determined using the first-in, first-out
(“FIFO”) and average cost methods.
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Property and Equipment

We report land, buildings, leasehold improvements, machinery and equipment (including tooling and pattern
equipment), furniture, fixtures, and equipment, and equipment leased to others at cost, net of depreciation. We
report assets under capital lease obligations at the lower of their fair value or the present value of the aggregate
future minimum lease payments as of the beginning of the lease term. We depreciate our assets using the
straight-line method over the shorter of the lease term or the estimated useful lives of the assets. The ranges of
estimated useful lives are as follows:

_Years
BUIIAINES . . .o v vt et e ettt e et e e e 20-50
Leasehold iMPrOVEMENLS . . . . ..o v vttt ettt et 3-20
Machinery and qUIPMIENT . . .. ...ttt utnt et ettt 3-12
Furniture, fixtures, and €QUIPIMENT . . ... .. ...ttt ettt 3-15
Equipment leased t0 OthErs . ... .....oovveenteti il .. 1-10

Long-lived assets are evaluated periodically to determine if adjustment to the depreciation and amortization
period or to the unamortized balance is warranted. Such evaluation is based principally on the expected
utilization of the long-lived assets.

We depreciate trucks, tractors, and trailers leased to customers under operating lease agreements on a straight-
line basis to the equipment’s estimated residual value over the lease term. The residual values of the equipment
represent estimates of the value of the assets at the end of the lease contracts and are initially recorded based on
estimates of future market values. Realization of the residual values is dependent on our future ability to market
the equipment. We review residual values periodically to determine that recorded amounts are appropriate and
the equipment has not been impaired.

Maintenance and repairs of property and equipment are expensed as incurred. We capitalize replacements and
improvements that increase the estimated useful life or productive capacity of an asset and we capitalize interest
on major construction and development projects while in progress.

Gains or losses on disposition of property and equipment are recognized in Other (income ) expenses, net.

We test for impairment of long-lived assets whenever events or changes in circumstances indicate that the
carrying value of an asset or asset group (hereinafter referred to as “asset group”) may not be recoverable by
comparing the sum of the estimated undiscounted future cash flows expected to result from the operation of the
asset group and its eventual disposition to the carrying value. If the sum of the undiscounted future cash flows is
less than the carrying value, the fair value of the asset group is determined. The amount of impairment is
calculated by subtracting the fair value of the asset group from the carrying value of the asset group.

Goodwill and Other Intangible Assets

We evaluate goodwill and other intangible assets not subject to amortization for impairment annually at

October 31 or more frequently whenever indicators of potential impairment exist. A significant amount of
judgment is involved in determining if an indicator of impairment has occurred. Such indicators may include,
among others, (i) a significant decline in expected future cash flows, (ii) a sustained, significant decline in equity
price and market capitalization, (iii) a significant adverse change in legal factors or in the business climate,

(iv) unanticipated competition, and (v) slower growth rates. Goodwill is considered impaired when the fair value
of a reporting unit is determined to be less than the carrying value including goodwill. The amount of impairment
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loss is determined based on a comparison of the implied fair value of the reporting unit’s goodwill to the actual
carrying value. Intangible assets not subject to amortization are considered impaired when the intangible asset’s
fair value is determined to be less than the carrying value.

We use the present value of estimated future cash flows to establish the estimated fair value of our reporting units
as of the testing date. This approach includes many assumptions related to future growth rates, discount rates,
market comparables, control premiums and tax rates, among other considerations. Changes in economic and
operating conditions impacting these assumptions could result in an impairment of goodwill in future periods.
When available and as appropriate, we use comparative market multiples to corroborate the estimated fair value.

Intangible assets subject to amortization are also evaluated for impairment periodically or when indicators of
impairment are determined to exist. We test for impairment of intangible assets subject to amortization by
comparing the sum of the estimated undiscounted future cash flows expected to result from the use of the asset to
the carrying value. If the sum of the estimated undiscounted future cash flows is less than the carrying value, the
fair value of the asset group is determined. The amount of impairment, if any, is calculated by subtracting the fair
value of the asset from the carrying value of the asset. Our impairment loss calculations require us to apply
Jjudgments in estimating future cash flows and asset fair values. This judgment includes developing cash flow
projections and assessing probability weightings to certain business scenarios. Other assets could become
impaired in the future or require additional charges as a result of declines in profitability due to changes in
volume, market pricing, cost, manner in which an asset is used, physical condition of an asset, laws and
regulations, or in the business environment. Significant adverse changes to our business environment and future
cash flows could cause us to record additional impairment charges in future periods which could be material. We
amortize the cost of intangible assets over their respective estimated useful lives generally on a straight-line
basis. The ranges for the amortization periods are generally as follows:

Years
Customer base and relationships . ............. ... ... ... . . 3-15
Trademarks . ........ ... . 20
Supply agreements . ..............ii 3
Other . 3-17

Investments in and Advances to Non-consolidated Affiliates

Equity method investments are recorded at original cost and adjusted periodically to recognize (i) our
proportionate share of the investees’ net income or losses after the date of investment, (ii) additional
contributions made and dividends or distributions received, and (iii) impairment losses resulting from
adjustments to net realizable value.

We assess the potential impairment of our equity method investments and determine fair value based on
valuation methodologies, as appropriate, including the present value of estimated future cash flows, estimates of
sales proceeds, and external appraisals. If an investment is determined to be impaired and the decline in value is
other than temporary, we record an appropriate write-down.

Debt Issuance Costs

We amortize debt issuance costs and premiums over the remaining life of the related debt using the effective
interest method. The related income or expense is included in Interest expense. We record discounts or premiums
as a direct deduction from, or addition to, the face amount of the debt.
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Pensions and Postretirement Benefits

We use actuarial methods and assumptions to account for our pension plans and other postretirement benefit
plans. Pension and other postretirement benefits expense includes the actuarially computed cost of benefits
earned during the current service period, the interest cost on accrued obligations, the expected return on plan
assets based on fair market values, the straight-line amortization of net actuarial gains and losses and plan
amendments, and adjustments due to settlements and curtailments.

\

Engineering and Product Development Costs

Engineering and product development costs arise from ongoing costs associated with improving existing
products and manufacturing processes and for the introduction of new truck and engine components and
products, and are expensed as incurred.

Adbvertising Costs

Advertising costs are expensed as incurred and are included in Selling, general and administrative expenses.
These costs totaled $15 million, $24 million, and $21 million for the years ended October 31, 2009, 2008, and
2007, respectively.

Contingency Accruals

We accrue for loss contingencies associated with outstanding litigation for which we have determined it is
probable that a loss has occurred and the amount of loss can be reasonably estimated. Our asbestos, product
liability, environmental, and workers compensation accruals also include estimated future legal fees associated
with the loss contingency, as we believe we can reasonably estimate those costs. In all other instances, legal fees
are expensed as incurred. These expenses may be recorded in Costs of products sold, Selling, general and
administrative expenses, or Other (income) expenses, net. These estimates are based on our expectations of the
scope, length to complete, and complexity of the claims. In the future, additional adjustments may be recorded as
the scope, length, or complexity of outstanding litigation changes.

Warranty

We generally offer one to five-year warranty coverage for our truck and engine products and our service parts.
Terms and conditions vary by product, customer, and country. Optional extended warranty contracts can be
purchased for periods ranging from one to ten years. We accrue warranty related costs under standard warranty
terms and for claims that we choose to pay as an accommodation to our customers even though we are not
contractually obligated to do so. Warranty revenues related to extended warranty contracts are amortized to
income, over the life of the contract, using the straight-line method. Costs under extended warranty contracts are
expensed as incurred. We base our warranty accruals on estimates of the expected warranty costs that incorporate
historical information and forward assumptions about the nature, frequency, and average cost of warranty claims.
Initial warranty estimates for new model year products are based on the previous model year product’s warranty
experience until the product progresses through its life cycle and related claims data becomes more mature.
When collection is reasonably assured, we also estimate the amount of warranty claim recoveries to be received
from our suppliers and record them in Other current assets and Other noncurrent assets. Recoveries related to
specific product recalls, in which a supplier confirms its liability under the recall, are recorded in Trade and other
receivables, net. Warranty costs are included in Costs of products sold.
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Accrued product warranty and deferred warranty revenue activity is as follows:

2009 2008 2007

(in millions)
Balance, at beginning of year .......... ... ... . $ 602 $ 677 $ 777
Costs accrued and revenues deferred ................. ... ... ... ... ... , 217 206 244
Adjustments to pre-existing warranties® ... ..., ... ... .. 114 76 22
Payments and revenues recognized . .............. (366) 357) (366)
Warranty adjustment related to legal settlement® ., .. ..................... (75) — —

Balance,atendof year ......... ... ... ... . .. . . . ... 492 $ 602 $ 677
Less: Current POrtion . ... ...ttt 246 262 307

Noncurrent accrued product warranty and deferred warranty revenue . . . . .. $ 246 $ 340 $ 370

(A) Adjustments to pre-existing warranties reflect changes in our estimate of warranty costs for products sold in prior periods. Such
adjustments typically occur when claims experience deviates from historic and expected trends. In the second quarter of 2009, we
recorded material adjustments for changes in estimates of $61 million, or $0.86 per diluted share, while in the fourth quarter of 2008, we
recorded adjustments of $66 million, or $0.90 per diluted share.

(B) See Note 2, Ford settlement and related charges, for discussion regarding warranty adjustments related to the Ford Settlement

The amount of deferred revenue related to extended warranty programs at October 31, 2009, 2008, and 2007 was
$139 million, $129 million, and $127 million, respectively. Revenue recognized under our extended warranty
programs in 2009, 2008, and 2007 was $41 million, $47 million, and $32 million, respectively.

Stock-based Compensation

We have various plans that provide for the granting of stock-based compensation to certain employees, directors,
and consultants, which are described more fully in Note 20, Stock-based compensation plans. Shares are issued
upon option exercise from Common stock held in treasury.

We account for those plans under the applicable standards on accounting for share-based payment. For
transactions in which we obtain employee services in exchange for an award of equity instruments, we measure
the cost of the services based on the grant date fair value of the award. We recognize the cost over the period
during which an employee is required to provide services in exchange for the award, known as the requisite
service period (usually the vesting period). Costs related to plans with graded vesting are generally recognized
using a straight-line method. Cash flows resulting from tax benefits for deductions in excess of compensation
cost recognized are included in financing cash flows.

Foreign Currency Translation

We translate the financial statements of foreign subsidiaries, whose local currency is their functional currency, to
U.S. dollars using period-end exchange rates for assets and liabilities and weighted-average exchange rates for
each period for revenues and expenses. Differences arising from exchange rate changes are included in the
Foreign currency translation adjustments component of AOCL.

For foreign subsidiaries whose functional currency is the U.S. dollar, we remeasure non-monetary balance sheet
accounts and the related income statement accounts at historical exchange rates. Resulting gains and losses
arising from the fluctuations in currency for monetary accounts are recognized in Other (income) expenses, net.
Gains and losses arising from fluctuations in currency exchange rates on transactions denominated in currencies
other than the functional currency are recognized in earnings as incurred. We recognized net foreign currency
transaction gains of $36 million in 2009, foreign currency transaction losses of $19 million in 2008, and foreign
currency transaction gains of $12 million in 2007, which were recorded in Other (income) expenses, net.
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Income Taxes

We file a consolidated U.S. federal income tax return for NIC and its eligible domestic subsidiaries. Our
non-U.S. subsidiaries file income tax returns in their respective local jurisdictions. We account for income taxes
under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to temporary differences between the financial statement carrying amounts of existing
assets and liabilities and their respective tax bases and tax benefit carry forwards. Deferred tax assets and
liabilities at the end of each period are determined using enacted tax rates. A valuation allowance is established
or maintained when, based on currently available information and other factors, it is more likely than not that all
or a portion of a deferred tax asset will not be realized.

On November 1, 2007, we adopted accounting standards on accounting for uncertainty in income taxes, which
addresses the determination of whether tax benefits claimed or expected to be claimed on a tax return should be
recorded in the financial statements. Under the guidance on accounting for uncertainty in income taxes, we may
recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will
be sustained on examination by taxing authorities, based on the technical merits of the position. The tax benefits
recognized in the financial statements from such a position are measured based on the largest benefit that has a
greater than fifty percent likelihood of being realized upon ultimate settlement. The guidance on accounting for
uncertainty in income taxes also provides guidance on de-recognition, classification, interest and penalties on
income taxes, and accounting in interim periods.

Earnings (Loss) Per Share

The calculation of basic earnings (loss) per share is based on the weighted-average number of our common
shares outstanding during the applicable period. The calculation for diluted earnings (loss) per share recognizes
the effect of all potential dilutive common shares that were outstanding during the respective periods, unless their
impact would be anti-dilutive.

Diluted earnings per share recognizes the dilution that would occur if securities or other contracts to issue
common stock were exercised or converted into shares. For us, these potential shares arise from common stock
options, convertible debt, and call options.

We use the treasury stock method to calculate the dilutive effect of our stock options, convertible debt, and call
options (using the average market price). Shares potentially issuable for certain stock options, our convertible
debt and our call options were not included in the computation of diluted earnings per share for the periods
presented because inclusion would be anti-dilutive. In addition, shares potentially issuable for our warrant
transactions were not included as they are by design anti-dilutive. For periods in which there was a net loss to
common stockholders, no potentially dilutive securities are included in the calculation of diluted loss per share,
as inclusion of these securities would have reduced the net loss per share.

Recently Adopted Accounting Standards

As of January 31, 2009, we adopted new guidance on disclosures about transfers of financial assets and interests
in variable interest entities. This new guidance requires enhanced disclosures about a transferor’s continuing
involvement with transferred financial assets and an enterprise’s involvement with VIEs and SPEs. We have
complied with the disclosure requirements of the new guidance as stated above and within Note 5, Finance
receivables.

As of November 1, 2008, we adopted new accounting guidance on the fair value option for financial assets and
financial liabilities. The guidance permits entities to choose to measure many financial instruments and certain
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other items at fair value. We elected to not measure any of our financial assets or financial liabilities at fair value
that were not previously required to be measured at fair value; therefore, the adoption of this guidance did not
impact our consolidated financial statements.

As of November 1, 2008, we adopted new accounting guidance on fair value measurements, which defines fair
value, establishes a framework for measuring fair value, and expands disclosures about fair value measurements.
In February 2008, accounting guidance was issued that (i) deferred the effective date of this guidance for one
year for certain nonfinancial assets and nonfinancial liabilities and (ii) removed certain leasing transactions from
the scope of the guidance. There was no adjustment to Accumulated deficit as a result of our adoption of the new
guidance. The disclosures required by this guidance are included in Note 14, Fair value measurements.

In March 2008, new guidance was issued on disclosures about derivative instruments and hedging activities. The
new guidance amends and expands the disclosure requirements of previously issued guidance and is effective for
financial statements issued for fiscal years and interim periods beginning after November 15, 2008. The
disclosures required by this guidance are included in Note 15, Financial instruments and commodity contracts.

Recently Issued Accounting Standards

Accounting pronouncements issued by various standard setting and governmental authorities that have not yet
become effective with respect to our consolidated financial statements are described below, together with our
assessment of the potential impact they may have on our consolidated financial statements:

In October 2009, the Financial Accounting Standards Board (“FASB”) issued new guidance regarding revenue
arrangements with multiple deliverables. This new guidance requires companies to allocate revenue in
arrangements involving multiple deliverables based on the estimated selling price of each deliverable, even
though such deliverables are not sold separately either by the company or by other vendors. This new guidance is
effective prospectively for revenue arrangements entered into or materially modified in fiscal years beginning on
or after June 15, 2010. Our effective date is November 1, 2010. However, early adoption is permitted. If a
company elects early adoption and the period of adoption is not the beginning of its fiscal year, the requirements
must be applied retrospectively to the beginning of the fiscal year. Retrospective application to prior years is
permitted, but not required. We are evaluating the potential impact on our consolidated financial statements.

In June 2009, the FASB issued new guidance on accounting for transfers of financial assets. The guidance
eliminates the concept of a QSPE, changes the requirements for derecognizing financial assets, and requires
additional disclosures in order to enhance information reported to users of financial statements by providing
greater transparency about transfers of financial assets, including securitization transactions, and an entity’s
continuing involvement in and exposure to the risks related to transferred financial assets. This guidance is
effective for fiscal years beginning after November 15, 2009. Our effective date is November 1,2010. We are
evaluating the potential impact on our consolidated financial statements.

In June 2009, the FASB issued new guidance regarding the consolidation of VIEs. The guidance also amends the
determination of whether an enterprise is the primary beneficiary of a VIE, and is, therefore, required to
consolidate an entity, by requiring a qualitative analysis rather than a quantitative analysis. The qualitative
analysis will include, among other things, consideration of who has the power to direct the activities of the entity
that most significantly impact the entity’s economic performance and who has the obligation to absorb losses or
the right to receive benefits of the VIE that could potentially be significant to the VIE. This standard also requires
continuous reassessments of whether an enterprise is the primary beneficiary of a VIE. The previous guidance
required reconsideration of whether an enterprise was the primary beneficiary of a VIE only when specific events
had occurred. QSPEs, which were previously exempt from the application of this standard, will be subject to the
provisions of this standard when it becomes effective. The guidance also requires enhanced disclosures about an
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enterprise’s involvement with a VIE. This guidance is effective for the first annual reporting period beginning
after November 15, 2009 and for interim periods within that first annual reporting period. Our effective date is
November 1, 2010. We are evaluating the potential impact on our consolidated financial statements.

In December 2008, the FASB issued new guidance on employers’ disclosures about postretirement benefit plan
assets, which provides guidance on an employer’s disclosures about plan assets of a defined benefit pension or
other postretirement plan. Our effective date is October 31, 2010. We are evaluating the potential impact on our
consolidated financial statements.

In May 2008, the FASB issued new guidance on the accounting for convertible debt instruments that may be
settled in cash upon conversion (including partial cash settlement) which requires issuers of convertible debt
securities within its scope to separate these securities into a debt component and an equity component, resulting
in the debt component being recorded at fair value without consideration given to the conversion feature.
Issuance costs are also allocated between the debt and equity components. The new guidance requires that
convertible debt within its scope reflect a company’s nonconvertible debt borrowing rate when interest expense
is recognized. The provisions of the new guidance are retrospective upon adoption. This guidance is effective for
financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those
fiscal years. Early adoption is not permitted. Our effective date is November 1, 2009. The adoption of the new
guidance on November 1, 2009 will impact the accounting treatment of the Company’s $570 million, 3%
convertible senior subordinated notes due 2014 by reclassifying a portion of the original principal amount of the
convertible notes balances to additional paid in capital representing the estimated fair value of the conversion
feature as of the date of issuance and creating a discount on the convertible notes that will be amortized through
interest expense over the life of the notes. We tentatively measured the fair value of this equity feature at
approximately $125 million. Upon adoption of this new guidance, our October 31, 2009 Consolidated Balance
Sheet will be retroactively restated to reflect the increase to additional paid in capital and reduction in debt for
the discount of approximately $125 million. The resulting debt discount will be amortized as interest expense and
therefore reduce net income and basic and diluted earnings per share in future periods. As a result of the short
period the debt was outstanding, adoption of the new guidance will not have a material impact on our
Consolidated Statement of Operations for the year ended October 31, 2009.

In April 2008, the FASB issued new guidance on the determination of the useful life of intangible assets. This
new guidance amends the factors that should be considered in developing renewal or extension assumptions used
to determine the useful life of a recognized intangible asset under the accounting guidance on goodwill and other
intangible assets. It is effective for financial statements issued for fiscal years beginning after December 15, 2008
and interim periods within those fiscal years and should be applied prospectively to intangible assets acquired
after the effective date. Early adoption is not permitted. The guidance also requires expanded disclosure related
to the determination of useful lives for intangible assets and should be applied to all intangible assets recognized
as of, and subsequent to, the effective date. Our effective date is November 1; 2009. The impact of the new
accounting guidance will depend on the size and nature of acquisitions on or after November 1, 2009.

In February 2008, the FASB issued new guidance on the effective date of previously issued guidance on fair
value measurements. The new guidance permits companies to partially defer the effective date of the previously
issued guidance on fair value measurements for one year for nonfinancial assets and nonfinancial liabilities that
are recognized or disclosed at fair value in the financial statements on a nonrecurring basis. The new guidance
does not permit companies to defer recognition and disclosure requirements for financial assets and financial
liabilities or for nonfinancial assets and nonfinancial liabilities that are remeasured at least annually. We have
decided to defer adoption of the guidance on fair value measurements until November 1, 2009 for nonfinancial
assets and nonfinancial liabilities that are recognized or disclosed at fair value in our consolidated financial
statements on a nonrecurring basis. We do not expect the adoption of this guidance will have a material impact
on our consolidated financial statements.
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In December 2007, the FASB issued new guidance on noncontrolling interests that clarifies that a noncontrolling
interest in a subsidiary is an ownership interest in the consolidated entity that should be reported as equity. It is
effective for fiscal years and interim periods within those fiscal years, beginning on or after December 15, 2008.
Our effective date is November 1, 2009. Upon adoption, our minority interest will be reported as a separate
component of Stockholders’ deficit and our October 31, 2009 Consolidated Balance Sheet will be retroactively
restated. As minority interest in net income of subsidiaries is already presented as a discrete line. within our
Consolidated Statements of Operations, we do not expect the adoption of this guidance will have a material
impact on our Consolidated Statements of Operations.

In December 2007, the FASB issued new guidance that substantially changes the accounting for and reporting of
business combinations including (i) expanding the definition of a business and a business combination,

(i1) requiring all assets and liabilities of the acquired business, including goodwill and contingent consideration to
be recorded at fair value on the acquisition date, (iii) requiring acquisition-related transaction and restructuring
costs to be expensed rather than accounted for as acquisition costs, and (iv) requiring reversals of valuation
allowances related to acquired deferred tax assets and changes to acquired income tax uncertainties to be
recognized in earnings. The guidance applies prospectively to business combinations for which the acquisition
date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2008. An
entity may not apply the statement before that date. Our effective date is November 1, 2009. This statement will
generally apply prospectively to business combinations for which the acquisition date is on or after that date;
however, adjustments made to deferred tax asset valuation allowances arising from business combinations before
the effective date are subject to the provisions of the new guidance.

2. Ford settlement and related charges

In 2008, the Engine segment recognized $358 million of charges for impairments of property and equipment
associated with its asset groups in the VEE Business Unit. The impairment charges were the result of a reduction
in demand from Ford for diesel engines produced by the VEE Business Unit and the expectation that Ford’s
demand for diesel engines would continue to be below previously anticipated levels. For additional information
on impairments, see Note 8, Impairment of property and equipment.

Also in 2008, the VEE Business Unit recorded $37 million of other charges related to the significant reduction in
demand from Ford. These charges included $15 million in personnel costs relating to employee layoffs at our
Indianapolis Engine Plant (“IEP”) which were recorded in Costs of products sold, and $5 million of net charges
reflecting pension and other postretirement benefit curtailments and contractual termination benefits, which were
recorded in Selling, general and administrative expenses. At IEP and our Indianapolis Casting Corporation
foundry (“ICC”), $7 million of inventory was written down to market value as a charge to Costs of products sold.
Finally, other charges of $10 million were recorded.

In the first quarter of 2009, we reached a settlement agreement with Ford where we agreed to settle our
respective lawsuits against each other. The result of the Ford Settlement resolves all prior warranty claims,
resolves the selling price for our engines going forward, and allows Ford to pursue a separate strategy related to
diesel engines in its products. Additionally, both companies agreed to end their current North America supply
agreement for diesel engines as of December 31, 2009 (the agreement was otherwise set to expire July 2012). In
the first quarter of 2009, we received a $200 million cash payment from Ford, which was recorded as a gain in
Other (income) expense, net, and we reversed our previously recorded warranty liability of $75 million, which
was recorded as a reduction of Costs of products sold. In the third quarter of 2009, we increased our interest in
our BDP and BDT joint ventures with Ford to 75%. We recognized a gain of $23 million in Other income, net in
connection with the increased equity interests in BDP. The increased equity interest in BDT did not result in a
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gain or loss. For additional information on the consolidations of BDP and BDT, see Note 3, Acquisitions and
disposals of businesses. For additional information on the Ford Settlement, see Note 16, Commitments and
contingencies.

Also in the first quarter of 2009, with the changes in Ford’s strategy, we announced our intentions to close IEP
and ICC and the Engine segment recognized $58 million of restructuring charges. The restructuring charges
consisted of $21 million in personnel costs for employee termination and related benefits, $16 million of charges
for pension and other postretirement contractual termination benefits and a pension curtailment, and $21 million
of other contractual costs. In the fourth quarter of 2009, the Engine segment recognized an additional $4 million
of charges for benefits to terminated employees. Net of second quarter adjustments of $3 million reducing
personnel costs for employee termination, the Engine segment recognized $59 million of restructuring charges
for the year ended October 31, 2009. In the third quarter of 2009, we made the decision that at IEP we will
continue certain quality control and manufacturing engineering activities and there will be no other business
activities aside from these after July 31, 2009. We have delayed the closure of ICC due to supply and other
customer needs. Subsequent to October 31, 2009, we settled a portion of our other contractual costs and expect to
recognize a $16 million benefit in the first quarter of 2010. We expect the majority of the remaining restructuring
and other costs, excluding pension and other postretirement related costs, will be paid in 2010.

The following table summarizes the activity in the restructuring liability, which excludes $16 million of charges
for pension and other postretirement contractual termination benefits, and the pension curtailment for 2009:

Balance at Balance at
October 31,2008 Additions Payments Adjustments October 31, 2009

(in millions)

Employee termination charges .......... $ — $ 25 $ @ $ 3 $ 20
Other contractual costs . ............... — 21 — — 21
Restructuring liability ............. $ — $ 46 $ 2 $ 3 $ 41

|

In addition to the restructuring charges, in 2009 the Engine segment recognized other related charges for
inventory valuation and low volume adjustments of $105 million of which $81 million and $24 million were
recognized in Costs of products sold and Other income, net, respectively. Offsetting the charges were warranty
recoveries of $29 million, of which $26 million and $3 million were recognized in Other income, net and Costs
of products sold, respectively. Included in these charges and offsetting recoveries was the impact of our
settiement with Continental Automotive Systems US, Inc. (“Continental”).

In the fourth quarter of 2009, we agreed to settle our commercial dispute related to Continental’s low volume
damages claim and our counter claim related to quality issues for products primarily sold to Ford. Through this
settlement, our ongoing business relationships were restructured and all existing claims between the Company
and Continental were settled. The settlement agreement with Continental was a multiple element arrangement
which, among other things, included an agreement for the Company to acquire all membership interests, certain
assets, and assume certain liabilities of Continental Diesel Systems US, LLC (“CDS”), a wholly owned
subsidiary of Continental. In addition to a cash payment of $18 million to Continental, we determined the fair
value of consideration exchanged included $29 million of warranty recoveries offset by $27 million of low
volume adjustments. Net of the reversal of existing balances, we recognized a net charge of $2 million related to
the settlement. For additional information on the acquisition of CDS, see Note 3, Acquisitions and disposals of
businesses. For additional information on the settlement with Continental, see Note 16, Commitments and
contingencies.
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3. Acquisitions and disposals of businesses
Blue Diamond Parts

BDP was formed in August 2001 as a joint venture between us and Ford (collectively, the “Members”), with
equity interests of 49% and 51% between us and Ford, respectively. BDP manages the sourcing, merchandising,
and distribution of service parts for vehicles the Members sell in North America. These spare parts are primarily
for Navistar-built diesel engines in Ford trucks, commercial truck parts, and certain parts for F650/750 and LCF
trucks produced for Ford by BDT. Substantially all of BDP’s transactions are between BDP and its Members.

On June 9, 2009, pursuant to the provisions of the Ford Settlement, we increased our equity interest in BDP from
49% to 75%, effective June 1, 2009. Our voting interest in BDP remains 50%. The receipt of additional equity
interest from Ford was among the various components of the Ford Settlement, and no additional consideration
was paid to Ford in connection with the increase in equity interest in BDP. We determined the fair value of the
increased interest in BDP based on a discounted cash flow model utilizing BDP’s estimated future cash flows.
The fair value of the increased interest, net of settlement of an executory contract, was $23 million and we
recognized a gain of this amount in Other income, net in our Engine segment.

With the increase in our equity interest, we determined that we are now the primary beneficiary of BDP and have
consolidated the operating results of BDP within our Engine segment since June 1, 2009. As a result of the BDP
acquisition, we recognized an intangible asset for customer relationships of $45 million and have assigned a
useful life of nine years. For additional information on the Ford Settlement, see Note 2, Ford settlement and
related charges.

As we are consolidating BDP as a result of being the primary beneficiary of the VIE, we recorded the initial
consolidation based on 100% of the fair values of BDP’s assets and liabilities. The following table summarizes
the fair values of the assets and liabilities at the initial consolidation of BDP:

(in millions)

CUITENt @SSELS . ..ottt ettt e e i e P $ 50
Intangible @SSeLS . .. ...ttt e e e 45

Total assets acqUired ... ......... . i e e 95
Current iabilities . . . . .. ... e e e 37
Net assets aCqUITEd . . .. ... o e e e S8
MINOTItY IMIEIESE . . . . . ottt ettt et e et et et e e e e e 29
Undistributed €arnings . ... ........ i ittt e 6

TOta] .. $ 23

The unaudited pro forma financial information in the table below summarizes the combined results of operations
of the Company and BDP as though BDP had been combined as of the beginning of each of period presented.
The unaudited pro forma financial information is presented for informational purposes only and is not indicative
of the results of operations that would have been achieved if the acquisition had taken place at the beginning of
each period, or that may result in the future.
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For the Years Ended October 31,

20094 2008® 20078

(in millions, except per share data) (unaudited) (unaudited) (unaudited)
Sales and TEVENUE, MEE . . ..ot i ettt et ee e $ 11,702 $ 14957 $ 12522
Income (loss) before extraordinary gain . ............ ... .. ... ... ... 295 171 (86)
Net income (J0SS) ..o v v vt et i e e 318 171 (86)
Pro forma basic earnings (loss) per share:

Income (loss) before extraordinary gain ....................... $ 415 $ 242 % (1.22)

Extraordinary gain,netoftax . .......... ... .o i 0.33 — —

Net income (I0S5) .« . oot vie ettt ettt e $ 448 $ 242§ (1.22)
Pro forma diluted earnings (loss) per share:

Income (loss) before extraordinary gain ....................... $ 411 $ 234§ (1.22)

Extraordinary gain,netoftax ............ ... .. i 0.32 — —

Net inCOmE (10SS) .« vt e v ettt e e ie e e e $ 443 $ 234§ (1.22)

(A) Effective June 1, 2009, BDP changed its fiscal year from December 31 to October 31. Also effective June 1, 2009, BDP is accounted for
as a consolidated subsidiary. The unaudited pro forma financial information for the year ended October 31, 2009, as presented above,
reflects the change in fiscal year and is based on the historical unaudited Consolidated Statement of Operations of BDP for the seven
months ended May 31, 2009 (through the date of acquisition) and results of operations of BDP from June 1, 2009 through October 31,
2009 as included in the our Consolidated Statement of Operations.

(B) The unaudited pro forma financial information for the years ended October 31, 2008 and 2007 is based on the historical audited
Consolidated Statements of Operations of BDP for the years ended December 31, 2008 and 2007, respectively. As such, the months of
November and December 2008 are included in both the unaudited pro forma financial information for the years ended October 31, 2009
and 2008. For the period of overlap, sales of manufactured products, net and net income of BDP were $38 million and $33 million,
respectively.

Monaco Coach Corporation

On June 4, 2009, we acquired certain assets of Monaco Coach Corporation (“Monaco’™), a former recreational
vehicle manufacturer for cash consideration of approximately $50 million including transaction costs and the
payment of certain tax liabilities of $5 million. The acquisition fits our strategy of leveraging our assets to
expand our diesel business, serving the end customer, and complements our Workhorse Custom Chassis
business. The fair value assigned to the net assets acquired exceeded the purchase price and was allocated as a
pro rata reduction of the amounts that would have otherwise been assigned to noncurrent assets that are not
held-for-sale, including property and equipment and other intangible assets. The excess that remained after
reducing to zero the amounts that otherwise would have been assigned to noncurrent assets was $23 million and
was recognized in Extraordinary gain, net of tax in our Truck segment. The fair values of Monaco’s assets and
liabilities as of the acquisition date after the pro rata allocations were $73 million of Inventories, $1 million of
Other noncurrent assets, and $1 million of Other current liabilities. The results of operations for Monaco have
been included in the Consolidated Statements of Operations since its acquisition in our Truck segment.

Blue Diamond Truck

BDT was formed in September 2001 as a joint venture between us and Ford to manufacture and develop certain
medium and light commercial trucks for sale to us and Ford. Historically, BDT has not resulted in material
amounts of Equity in income of non-consolidated affiliates. On June 9, 2009, pursuant to the provisions of the
Ford Settlement, we increased our equity interest in BDT from 51% to 75%, effective June 1, 2009. Our voting
interest in BDT remains 50%. The receipt of additional equity interest from Ford was among the various
components of the Ford Settlement, and no additional consideration was paid to Ford in connection with the
increase in equity interest in BDT.
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We determined the fair value of the increased interest in BDT based on a discounted cash flow model utilizing
BDT’s estimated future cash flows. No gain or loss was recognized in connection with the increased equity
interest in BDT. The settlement of executory contracts did not impact the transaction as they approximated fair
value. With the increase in our equity interest, we determined that we are now the primary beneficiary of BDT
and have consolidated the operating results of BDT since June 1, 2009 in our Truck segment. As we are
consolidating BDT as a result of being the primary beneficiary of the VIE, we recorded the initial consolidation
based on 100% of the fair values of BDT’s assets and liabilities. For additional information on the Ford
Settlement, see Note 2, Ford settlement and related charges.

Continental Diesel Systems US, LLC

On October 31, 2009, we acquired all membership interests and certain assets and assumed certain liabilities
associated with CDS’s Amplified Common Rail injector business, for total consideration of approximately $20
million consisting of $18 million of cash and $2 million of net consideration related to the settlement of prior
disputes between the Company and Continental. CDS is a leading manufacturer of injectors used in fuel systems
that are installed into various diesel engines. The acquisition, renamed Pure Power Technologies, LLC, will
allow us to further vertically integrate research and development, engineering and manufacturing capabilities to
produce world-class diesel power systems and advanced emissions control systems.

The preliminary fair value assigned to the net assets acquired exceeded the purchase price and was allocated as a
pro rata reduction of the amounts that would have otherwise been assigned to noncurrent assets including
property and equipment and other intangible assets. As the acquisition closed on October 31, 2009, the assets and
liabilities of CDS have been consolidated into our Consolidated Balance Sheet, while the results of operations
will be included in the Consolidated Statements of Operations beginning November 1, 2009 in our Engine
segment. For additional information on the settlement of prior disputes between the Company and Continental,
see Note 2, Ford settlement and related charges.

Workhorse Custom Chassis Escrow

As part of our 2005 acquisition of Workhorse Custom Chassis, LLC (“WCC”), $25 million of the purchase price
was set aside in an escrow account to be used to indemnify us for certain contingencies assumed upon
acquisition. As of October 31, 2008, $16 million remained in escrow and we have asserted claims in excess of
that amount for reimbursement from the seller. In 2009, we received $9 million from the escrow account as
resolution to our asserted claims. The purchase price was reduced by $7 million and was recorded as a reduction
to goodwill and we recognized $2 million in Costs of products sold.

Dealer operations

We acquire and dispose of dealerships from time to time to facilitate the transition of dealerships from one
independent owner to another. In 2007, we obtained 100% voting equity interest in two U.S based dealer
operations (“Dealcor”), for an aggregate purchase price of $9 million, which was paid primarily in cash. These
dealerships are included in our consolidated financial statements from their respective dates of acquisition in our
Truck segment. Goodwill, franchise rights, and customer base recognized in those transactions amounted to

$2 million, $2 million, and $1 million in 2007, respectively. The 2007 goodwill is not expected to be deductible
for tax purposes. We did not acquire any dealerships in 2009 or 2008..

We sold four of our Dealcors during 2009 and two of our Dealcors during each of the years ended October 31,
2008 and 2007. The gains or losses associated with the sales of these Dealcors were not material.
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Other

During 2008, we sold all of our interests in a heavy-duty truck parts remanufacturing business. In connection
with the sale, we received gross proceeds of $22 million, including liabilities assumed, resulting in a gain of $4
million.

4. Allowance for doubtful accounts

The activity related to our allowance for doubtful accounts for trade and other receivables and finance
receivables is summarized as follows:

2009 2008 2007
(in millions)
Allowance for doubtful accounts, at beginningof period . ..................... $ 113 $ 101 $ 75
Provision for doubtful accounts, net of recoveries .............vriienennn.. 50 65 52
Charge-off of accounts ........... ..o i (59) (53) (26)
Allowance for doubtful accounts, atend of period ....................... $ 104 $ 113 $ 101

Impaired finance receivables include accounts with specific loss reserves and certain accounts that are on
non-accrual status. Most balances with specific loss reserves are also on a non-accrual status. In certain cases, we
continue to collect payments on our impaired finance receivables.

Information regarding impaired finance receivables as of October 31:

2009 2008
(in millions)
Impaired finance receivables with specific lossreserves .............. ... ... ... .. ... $ 62 $ 356
Impaired finance receivables without specific loss reserves ............................. 3 4
Specific loss reserves on impaired finance receivables ........... ... .. ... .. .o 25 21
Finance receivables on non-accrual status ............. . ... ... it 89 66
Average balance of impaired finance receivables . . ........... .. ... .ol 64 47

The components of the allowance for doubtful accounts by receivable type are as follows as of October 31:

2009 2008
(in millions)
ACCOUNLS TECEIVADIE . ... ottt e e $ 47 $ 41
Rl NOtES . . .ottt e e e e e 45 61
FINance 1€aSes ... .ottt e e 11 10
Wholesale MOtES . . ..o ittt e e e e e 1 1
Allowance for doubtful accounts . ....... ... ... ... it e e $ 104 $ 113

Repossessions

We repossess sold and leased vehicles on defaulted finance receivables and leases, and place them into
Inventories. We liquidate these repossessions to partially recover the credit losses in our portfolio. Losses
recognized at the time of repossession and charged against the allowance for doubtful accounts were $44 million,
$37 million, and $18 million in 2009, 2008, and 2007, respectively. Losses recognized upon the sale of
repossessed vehicles were $8 million, $15 million, and $3 million in 2009, 2008, and 2007, respectively.
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A summary of the activity related to repossessed vehicles is as follows:

2009 2008
(in millions)
Repossessed vehicles, at beginning of year .......... ... ... . . i i i i $ 45 $§ 25
Vehicle repossessions, atfairvalue .......... .. .. . . L i 87 124
Sales of repossessed vehicles, at carrying value ............. ... . i i, (87) ©n
Impairments recognized priortosale ........... ... . i (13) (13)
Repossessed vehicles, atendof year .......... ... ... i i $ 32 %8 45

5. Finance receivables

Finance receivables are receivables of our financial services operations, which generally can be repaid or
refinanced without penalty prior to contractual maturity. Total finance receivables reported on the Consolidated
Balance Sheets are net of an allowance for doubtful accounts.

The primary business of our financial services operations is to provide wholesale, retail, and lease financing for
new and used trucks sold by us and our dealers and, as a result, our finance receivables and leases are
concentrated in the trucking industry. On a geographic basis, there is not a disproportionate concentration of
credit risk in any area of the U.S. or other countries where we have financial service operations. We retain as
collateral an ownership interest in the equipment associated with leases and, on our behalf and the behalf of the
various trusts, we maintain a security interest in equipment associated with generally all finance receivables.

All of the assets of our financial services operations are restricted through security agreements to benefit the
creditors of the respective finance subsidiary. Total on-balance sheet assets of our financial services operations
net of intercompany balances are $3.9 billion and $4.7 billion at October 31, 2009 and 2008, respectively.
Included in total assets are on-balance sheet finance receivables of $3.2 billion and $3.7 billion at October 31,
2009 and 2008, respectively.

As of October 31, our finance receivables by major classification are as follows:

2009 2008
(in millions)
AccoUunts receivable . ... i et e e e e $ 341 $ 230
Retail MOtES . ... i et 2,110 2,655
Finance leases . .........coueuuneenneenn.. J A 277 404
Wholesale NOLES . . ..ottt ittt ettt e e 245 267
Amounts due from sales of receivables ................. e 291 230
Total finance receivables . ........... . i e e 3,264 3,786
Less: Allowance for doubtful accounts ............. ... i ennnnnn.. (60) 49
Total finance receivables, Net . . ... ..ot i i e 3,204 3,737
Less: Current portion, NEt . .. . .....ott ittt i e (1,706) (1,789)
NONCUITENt POTtION, MEL . . .\ vttt ettt e ettt e e ettt an e e eiieaeeaans $ 1498 $ 1,948

The current portion of finance receivables is computed based on contractual maturities. Actual cash collections
typically vary from the contractual cash flows because of prepayments, extensions, delinquencies, credit losses,
and renewals.
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As of October 31, 2009, contractual maturities of our finance receivables are as follows:

Due from
Accounts Retail Finance Whole- Sale of
Receivable Notes Leases Sale Notes  Receivables Total

(in millions)
Due in:

2010 .. $ 341 $ 840 $ 114 $ 245 $ 291 §$ 1,831

2011 .o e 617 79 — — 696

2012 — 423 55 — — 478

2013 e — 242 54 — — 296

2014 .. — 110 17 — — 127

Thereafter ...................... — 58 13 — _ 71
Gross finance receivables ............. 341 2,290 332 245 291 3,499
Unearned finance income . ............. — (180) (55) — — (235)

Total finance receivables .......... $ 341 $ 2110 $ 277 $ 245 $ 291 $ 3,264
Securitizations

Our financial services operations transfer wholesale notes, accounts receivable, retail notes, finance leases, and
operating leases through SPEs, which generally are only permitted to purchase these assets, issue asset-backed
securities, and make payments on the securities. In addition to servicing receivables, our continued involvement
in the SPEs includes an economic interest in the transferred receivables and managing exposure to interest rates
using interest rate swaps, interest rate caps, and forward contracts. Certain sales of wholesale notes and accounts
receivable are considered to be sales in accordance with guidance on accounting for transfers and servicing of
financial assets and extinguishment of liabilities, and are accounted for off-balance sheet. For sales that do
qualify for off-balance sheet treatment, an initial gain (loss) is recorded at the time of the sale while servicing
fees and excess spread income are recorded as revenue when earned over the life of the finance receivables.

We received net proceeds of $346 million, $1.1 billion, and $887 million from securitizations of finance
receivables and investments in operating leases accounted for as secured borrowings in 2009, 2008, and 2007,
respectively.

Off-Balance Sheet Securitizations

We use an SPE that has in place a revolving wholesale note trust, which is a QSPE, which provides for the
funding of eligible wholesale notes through an investor certificate and a variable funding certificate (“VFC”).
The QSPE owned $763 million of wholesale notes as of October 31, 2009, and $819 million of wholesale notes
and $95 million of cash equivalents as of October 31, 2008. The QSPE held $96 million and $97 million of
wholesale notes with our Dealcors as of October 31, 2009 and 2008, respectively.

Components of available wholesale note trust funding certificates were as follows:

As of
October 31, October 31,
Maturity 2009 2008
(in millions)
Investor certificate ................. i February 2010 $ 212 § 212
Variable funding certificate ............ ... ... ... . .. oL August 2010 650 800
Total wholesale note funding .. ..................... ... ... $ 82 §$ 1012
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Unutilized funding related to the VFC was $300 million and $250 million at October 31, 2009 and 2008,
respectively. In August 2009, NFC entered into a renewal and extension of the VFC for $650 million, which
extended the maturity from October 2009 to August 2010. In November 2009, we completed the sale of $350
million of three-year asset-backed securities within the wholesale note trust funding facility. Concurrent with this
sale, the VFC facility commitment was reduced to $500 million. This sale was eligible for funding under the U.S.
Federal Reserve Term Asset-Backed Securities Loan Facility (“TALF”) program.

We use another SPE, Truck Retail Accounts Corporation (“TRAC”), that utilizes a $100 million conduit funding
arrangement, which provides for the funding of eligible accounts receivables. The SPE owned $89 million of
retail accounts and $20 million of cash equivalents as of October 31, 2009, and $123 million of retail accounts
and $23 million of cash equivalents as of October 31, 2008. There was $92 million and $52 million of unutilized
funding at October 31, 2009 and 2008, respectively. In July 2009, the maturity of the conduit was extended from
August 2009 to November 2009. In October 2009, the maturity was extended to October 2010.

In October 2009, our Mexican financial services operations securitized retail notes and financial leases of $53
million. The securitization was facilitated through off-balance sheet funding facilities and qualified as a sale of
financial assets.

For sold receivables, wholesale notes balances past due over 60 days were $1 million and $3 million as of
October 31, 2009 and 2008, respectively. Retail balances past due over 60 days for accounts receivable financing
were $2 million as of October 31, 2009. There were no past due retail balances as of October 31, 2008. No credit
losses on sold receivables were recorded in 2009 and 2008.

Retained Interests in Off-Balance Sheet Securitizations

Our financial services operations are under no obligation to repurchase any transferred receivables that become
delinquent in payment or are otherwise in default. The terms of receivable transfers generally require our
financial services operations to provide credit enhancements in the form of excess seller’s interests and/or cash
reserves, which are owned by the trust and conduit. The maximum exposure under all credit enhancements was
$291 million and $230 million as of October 31, 2009 and 2008, respectively, and consists entirely of retained
interests.

Retained interests, which arise from the credit enhancements, represent the fair value of the excess of the cash
flows from the assets held by the QSPE and conduit over the future payments of debt service to investors in the
QSPE and conduit. The securitization agreements entitle us to these excess cash flows. Our retained interests are
restricted assets that are subordinated to the interests of the investors in either the QSPE or the conduit. Our
retained interests are recognized as an asset in Finance receivables, net.

The following is a summary of our retained interests, or amounts due from sales of receivables, as of October 31:

2009 2008
(in millions)
EXCess Seller’ S IMEEIEStS . . . o oottt ittt et e e e $ 275 $ 219
Interest only SIEP . . . . ..ottt e 10 2
Restricted CaSh TESEIVES . .. vttt it ittt et et et e et s 6 9
Total amounts due from sales of receivables ........... ... ... ... oo, $ 291 $ 230
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The key economic assumptions and the sensitivity of the current fair values of residual cash flows comprising

our retained interests to an immediate adverse change of 10 percent and 20 percent in each assumption are as
follows:

Fair Value Change
As of at October 31, 2009
Adverse ~ Adverse
October 31,2009 October 31, 2008 10% 20%
(dollars in millions)
DiSCOUNETALE . o v e vttt ettt ettt eeneinenns 9.1t020.5% 14.6t023.0% $ 2 $ 6
Estimated credit 1osses ..., 0.0 to 0.24% 0.0 t0 0.24% —_ —_
Payment speed (percent of portfolio per month) ......... 49t070.8%  8.8t075.7% — 1

The lower end of the discount rate assumption range and the upper end of the payment speed assumption range
were used to value the retained interests in the retail account securitization. No percentage for estimated credit
losses was assumed for retail account securitizations as no losses have been incurred to date. The upper end of
the discount rate assumption range and the lower end of the payment speed assumption range were used to value
the retained interests in the wholesale note securitization facility.

The effect of a variation of a particular assumption on the fair value of the retained interests is calculated based
upon changing one assumption at a time. Oftentimes however, changes in one factor may result in changes in
another, which in turn could magnify or counteract these reported sensitivities.

Finance Revenues

Finance revenues derived from receivables that are both on and off-balance sheet consist of the following:

2009 2008
(in millions)
Finance revenues from on-balance sheet receivables:
Retail notes and finance leasesrevenue ............ ... . .0ttt $ 241 $ 309
Operating lease reVenUE ... ...... ...ttt iiiiaiiin i 22 22
Wholesale NOtes INTEreSt . .. ...t it it e et et e 19 31
Retail and wholesale accounts interest . ............ ...t tiremieeneeneeneenn. 21 26
(011472 g ¥ et o 1 17250 P 4 5
Total finance revenues from on-balance sheet receivables . ................ ... ... ... ... 307 393
Revenues from off-balance sheet securitization:
Fair value adjustments . . . ... ... . i 50 1
Excessspread income ........... ... .. i 29 20
Servicing feesrevenue ............ ... 8 10
Losses on sale of finance receivables . .......... ... ... . ... . ... (48) (923)
INVEStMENt FEVENUE . . . . . ... it it ettt e ee et 2 5
SeCUrtiZation INCOME . . . .. ittt et e e ettt 41 12
Gross fiNANCE TEVENUES . . ...ttt t ittt et et e et e ettt 348 405
Less: Intercompany revVenUES . ... ..ottt ittt 79) (80)
FINance reVEIUES . . .. oottt et et et et e e $ 269 $ 325
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Cash flows from off-balance sheet securitization transactions are as follows:

2009 2008 2007
(in millions)
Proceeds from sales of finance receivables .............. ... ... .. ... $ 4178 $ 4456 $ 5,056
Servicing fees .. ... e e 8 9 16
Cash fromnetexcessspread ..............oiiiiiiiiiiiiiiiinnn.n. 31 17 50
INVEStMENL INCOIME . . oottt ettt ittt ettt ettt e et e e e 1 4 7
Net cash from securitization transactions .................ovvuu.n. $ 4218 $ 4486 $ 5,129
* 6. Inventories
As of October 31, the components of inventories are as follows:
2009 2008
(in millions)
Finished products ... ...ttt e $ 840 $ 998
W OTK I PrOCESS . o ot vttt ettt it et ettt et e e e e 214 219
Raw mMaterials ... ...ttt e e e e 560 359
SUPPIES . .o e e 52 52
INVENLOTIES « . o o v e et et e e e e e e e e e e e e e $ 1,666 $ 1,628
7. Property and equipment, net
As of October 31, property and equipment, net included the following:
2009 2008
(in millions)
Land ... $ 53 § 45
Buildings . . . ..ottt e 376 421
Leasehold improvements .. .......... ... .. ittt 74 71
Machinery and eqUipment . .......... ...ttt e e 2,056 1,939
Fumniture, fixtures, andequipment ... ....... ... .. . ... .. i 182 162
Equipment leased to Others ... ...ttt i e e 405 424
ConStruCtion IM PIOZTESS . .« . o vt v ettt ettt e ettt et 86 42
Total property and equipment, at COSt .. ..........cuiirieunennenneenenn .. 3,232 3,104
Less: Accumulated depreciation and amortization . .. .............. ... ... ..., (1,765) (1,603)
Property and eqUipmMent, MEt . . . .. ..ottt ettt et e $ 1467 $ 1,501

Certain of our property and equipment serve as collateral for borrowings. See Note 11, Debt, for description of

borrowings.
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As of October 31, equipment leased to others and assets under financing arrangements and capital lease
obligations are as follows:

2009 2008
(in millions)
Equipment leased to Others .. ........ ..ot $ 405 $ 424
Less: Accumulated depreciation .. ... ..ot i e (163) (155)
Equipment leased to others,net ............. ... i $ 242 $§ 269
Assets under financing arrangements and capital lease obligations:
Buildings, machinery, and equipment ... ........ ... ..o $ 139 $ 115
Less: Accumulated depreciation and amortization . . ........ ... ... . (63) 24)
Assets under financing arrangements and capital lease obligations, net ............. $ 76 $ 91

For the years ended October 31, 2009, 2008, and 2007, depreciation expense, amortization expense related to
assets under financing arrangements and capital lease obligations, and interest capitalized on construction
projects are as follows:

2009 2008 2007
(in millions)
Depreciation eXpense . .............iiii i e $ 255 $ 290 $ 269
Depreciation of equipment leased toothers ................. ... ... 56 64 63
AmOrtization EXPEeNSE . .. .. ..o ottt 6 14 15
Interest capitalized ......... ... .. .. 1 5 7

Certain depreciation expense on buildings used for administrative purposes is recorded in Selling, general and
administrative expenses.

Capital Expenditures

At October 31, 2009, commitments for capital expenditures in progress were $62 million and there were no
contingent liabilities related to these commitments. At October 31, 2009, 2008, and 2007, labilities related to
capital expenditures that are included in accounts payable were $12 million, $18 million, and $22 million,
respectively.

Leases

We lease certain land, buildings, and equipment under non-cancelable operating leases and capital leases
expiring at various dates through 2024. Operating leases generally have 5 to 35 year terms, with one or more
renewal options, with terms to be negotiated at the time of renewal. Various leases include provisions for rent
escalation to recognize increased operating costs or require us to pay certain maintenance and utility costs. Our
rent expense for the years ended October 31, 2009, 2008, and 2007 was $54 million, $51 million, and

$50 million, respectively. Rental income from subleases was $5 million for the year ended October 31, 2009 and
$2 million for each of the years ended October 31, 2008 and 2007.
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Future minimum lease payments at October 31, 2009, for those leases having an initial or remaining

non-cancelable lease term in excess of one year and certain leases that are treated as finance lease obligations, are
as follows:

Financing
Arrangements
and Capital
Lease Operating

Obligations Leases Total
(in millions)
2000 e e e e $ 73 $ 48 $ 121
20 e e 100 41 141
2002 e e e e 35 37 72
2003 e e 65 31 96
2004 e e 20 27 47
Thereafter .. ... e e e 4 69 73

297 $ 253 $ 550
Less: Interest portion . ........... ..o (26)
TOtAl . oot $ 271

Asset Retirement Obligations

We have a number of asset retirement obligations in connection with certain owned and leased locations,
leasehold improvements, and sale and leaseback arrangements. Certain of our production facilities contain
asbestos that would have to be removed if such facilities were to be demolished or undergo a major renovation.
The fair value of the conditional asset retirement obligations as of the balance sheet date has been determined to
be immaterial. Asset retirement obligations relating to the cost of removing improvements to leased facilities or
returning leased equipment at the end of the associated agreements are not material.

8. Impairment of property and equipment

In the fourth quarter of 2009, the Truck segment recognized $26 million and $5 million of charges for
impairments of property and equipment related to asset groups at our Chatham and Conway facilities,
respectively. The asset groups were reviewed for recoverability by comparing the carrying values to estimated
future cash flows and those carrying values were determined to not be fully recoverable. We utilized the cost
approach and market approach to determine the fair value of assets within the asset groups. The impairments at
our Chatham facility reflect a slower than expected recovery of industry volumes and the continuation of our
unresolved negotiations with the CAW. The impairments at our Conway facility are related to a strategic
decision we made in the fourth quarter of 2009 to transfer bus production to our Tulsa facility in 2010.

In 2008, the Engine segment recognized $358 million of charges for impairments of property and equipment
related to asset groups in the VEE Business Unit. The VEE Business Unit was comprised of the following asset
groups: the Huntsville Engine Plant (“HEP”), IEP, and the VEE asset group which included HEP, IEP, and ICC.
The asset groups were reviewed for recoverability by comparing the carrying values to estimated future cash
flows and those carrying values were determined to not be fully recoverable. We utilized the cost approach and
market approach to determine the fair value of certain assets within the asset groups. The other portions of the
asset groups’ fair values were based on estimates of future cash flows developed by management. Fair values for
the asset groups reflect significant reduction in demand from Ford for diesel engines produced at the VEE
Business Unit.
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9. Goodwill and other intangible assets, net

As of October 31, 2009, we performed our annual impairment test for reporting units with goodwill. As part of
our impairment analysis for these reporting units, we determined the fair value of each of the reporting units
based on estimates of their respective future cash flows. Changes in the carrying amount of goodwill for each
operating segment are as follows:

Truck  Engine Parts Total

(in millions)

Asof October 31,2000 . ...t e $ 8 $ 188 $ 38 § 313
ACQUISIHIONS . .. v ettt et i e 2 e — 2
Currency translation . .......... .. . i i - 44 — 44
Adjustmentst® ... — 6 — 6)

Asof October 31,2007 ........ ... e 89 226 38 353
Impairments . ........... . 4) — — 4)
Currency translation . . ... — 36) — (36)
Adjustments(®) L e e — (15) — (15)
DiSpoSitions . ...ttt e €)) — — (1)

Asof October 31,2008 . ... .. it e 84 175 38 297
Impairments . ........... .o e 2) — — )
Currency translation . . ......... ... . — 36 — 36
Adjustments® .. @) %) — (12)
DiSpoOSItions . . ... ..ttt e e 1 — — n

Asof October 31,2009 . .. ... . i $ 74 $ 206 $ 38 $ 318

(A) Adjustments to goodwill primarily result from the tax benefit attributable to the amortization of tax deductible goodwill in excess of
goodwill recorded for financial statement purposes as measured in the MWM International (“MWM?”) balance sheet immediately after its
acquisition in 2005. Goodwill was also reduced in 2008 due to the favorable tax settlement of a Brazilian court case. Goodwill in the
Truck segment was reduced in 2009 as a result of an adjustment to our purchase price for WCC as a result of receipt of escrow payments
for settlement of a dispute.

Information regarding our intangible assets that are not subject to amortization as of October 31 is as follows:

2009 2008
(in millions)
Dealer franchise FIghtS . ... ...ttt e e $ 11 $ 21
Trademarks ... ... .. e 55 46
Intangible assets not subject t0 aMOrtization ...............vuurneeeeennnnaeerennnn. $§ 66 $ 67

Information regarding our intangible assets that are subject to amortization at October 31, 2009 and 2008 is as
follows:

Customer

Base and Supply
As of October 31, 2009 Relationships Trademarks Agreements Other Total
(in millions)
Gross carrying value .......................... $ 190 $ 59 $ 27 $ 238 299
Accumulated amortization ...................... (53) 12) 27 9) 101)
Net of amortization ........................... $ 137 $ 47 $ — $ 14 $ 198
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Customer

Base and Supply
As of October 31, 2008 Relationships Trademarks Agreements Other Total
(in millions)
Gross carrying value ............. ... .. $ 141 $ 59 $ 27 $ 12 $ 239
Accumulated amortization ...................... (38) 9 (18) ) 4)
Net of amortization ............................ $ 103 $ 50 $ 9 $ 3 % 165

We recorded amortization expense for our finite-lived intangible assets of $27 million, $25 million, and $24
million for the years ended October 31, 2009, 2008, and 2007, respectively. Total estimated amortization expense
for our finite-lived intangible assets for the next five years is as follows:

Estimated
Amortization

(in millions)

2000 e e e $ 24
27 0 1 PPt 26
200 e e e e e e 26
2003 e e 25
2004 e e e 23

10. Investments in and advances to non-consolidated affiliates

Investments in and advances to non-consolidated affiliates is comprised of our interests in twelve active,
partially-owned affiliates of which our ownership percentages range from 10 percent to 50 percent. We do not
control these affiliates, but have the ability to exercise significant influence over their operating and financial
policies. Our investment in these affiliates is an integral part of our operations, and we account for them using the
equity method of accounting.

We contributed $44 million and $17 million in new and incremental investments in these non-consolidated
affiliates during 2009 and 2008, respectively.

Prior to the Ford Settlement, our 49 percent interest in BDP and our 51 percent interest in BDT were included in
Investments in and advances to non-consolidated affiliates. Pursuant to the Ford Settlement, the equity interest in
BDP and BDT was increased to 75%. Effective as of June 1, 2009, BDP and BDT are accounted for as
consolidated subsidiaries. Equity in income of both BDP and BDT was $69 million and dividends from both
BDP and BDT were $78 million, including $26 million of non-cash dividends from BDT, through the date of our
increased equity interest. See Note 2, Ford settlement and related charges, and Note 3, Acquisition and disposal
of businesses, for further discussion.
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The following table summarizes 100% of the combined assets, liabilities, and equity of our equity method
affiliates as of October 31:

2009 ) 2008
(in millions) (Unaudited)
Assets:
CUITENE ASSEES .+« « v v v et et e e e et e e e e e e e e e et e e e e et e $ 122 $§ 412
NODNCUITENE ASSELS & v v v vttt et e ettt e ettt e ettt ettt e e 167 186
TOtAl ASSELS . . . o v et ettt e e e e e e e $ 289 $ 598
Liabilities and equity:
Current Habilities . . . . . oottt e e e e e e $ 88 $ 299
Noncurrent lHabilities . . . . ..ottt 33 34
Total HabIlities . . ..o oottt e ettt e e e e e e 121 333
Partners’ capital and stockholders’ equity:
NI . ottt e e e e e 70 160
TRIrd PArti€s . . . ..o ettt e 98 105
Total partners’ capital and stockholders’ equity ... ........ ... ... 168 265
Total liabilities and equity . ...................... e $ 289 $ 598

The following table summarizes 100% of the combined results of operations of our equity method affiliates for
the years ended October 31:

20094 2008 2007
(in millions) (Unaudited) (Unaudited) (Unaudited)
Nt SALES .« . o v oottt et e e e e $ 727 $ 1406 $ 2,036
Costs, expenses, and inCOMe tax €Xpense ... ........c.coovrnerrunnnnn. 643 1,236 1,854
NELINCOME . . o o v et e et et et et e e e e e e e ettt $ 84 §$ 170 $ 182

(A) Includes amounts for BDP and BDT through June 1, 2009.

We recorded sales to certain of these affiliates totaling $320 million, $582 million, and $499 million in 2009,
2008, and 2007, respectively. We also purchased $410 million, $642 million, and $726 million of products and
services from certain of these affiliates in 2009, 2008, and 2007, respectively. The majority of these sales and a
substantial amount of these purchases related to our Blue Diamond affiliates, prior to our consolidation of these
entities.

Amounts due to and due from our affiliates arising from the sale and purchase of products and services as of
October 31 are as follows:

2009 2008
(in millions)
Receivables due from affiliates . . ...ttt e $ 11 $ 107%™
Payables due to affiliates . ......... ... . . i s 17 52®)

(A) Includes receivables due from BDP and BDT of $49 million and $42 million, respectively.
(B) Includes payables due to BDT of $48 million.

As of October 31, 2009, our share of undistributed losses in non-consolidated affiliates totaled $7 million.
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Presented below is summarized financial information for BDP, which was considered a significant
non-consolidated affiliate in 2008 and 2007. Effective as of June 1, 2009, BDP is accounted for as a consolidated
subsidiary. The carrying value of our investment in BDP was $9 million at October 31, 2008. Dividends received
from BDP were $76 million and $89 million million for the years ended October 31, 2008 and 2007,
respectively. Equity in income of non-consolidated affiliates includes BDP-related income of $85 million and
$76 million for the years ended October 31, 2008 and 2007, respectively. Balance sheet information for BDP was
insignificant to our Consolidated Balance Sheets.

Summarized statement of operations information from BDP’s financial statements for the twelve months ended
Décember 31, 2008 and December 31, 2007 is as follows:

2008 2007
(in millions) (Unaudited)
NEE SEIVICE TEVEINUE . . . o v ettt et ettt et e e e ettt et ta e e e ie e, $ 190 $ 187
NEL EXPEMSES . o\ o vttt ettt et ettt e e 15 30
Income before taX EXPense ... .. ...c.vuiiniiit ittt i i e 175 157
N[ B0 1T ) .4V = O 174 156

In December 2005, we finalized our joint venture with Mahindra & Mahindra Ltd., a leading Indian manufacturer
of multi-utility vehicles and tractors to produce vehicles in India. We have a 49% ownership in this joint venture,
which operates under the name of Mahindra Navistar Automotives Ltd. and provides us engineering services as
well as advantages of scale and global sourcing for a more competitive cost structure. The amount contributed to
this joint venture since inception through October 31, 2009 was $39 million.

In November 2007, we signed a joint venture agreement with Mahindra & Mahindra Ltd. to produce diesel
engines for medium and heavy commercial trucks and buses in India. We have a 49% ownership in this joint
venture, which operates under the name of Mahindra Navistar Engines Private Ltd. and affords us the
opportunity to enter a market in India that has significant growth potential for commercial vehicles and diesel
power. The amount contributed to this joint venture since inception through October 31, 2009 was $17 million.

In September 2007, we sold our ownership interest in Siemens Diesel Systems Technology (“SDST”) to our joint
venture partner, Siemens VDO Automotive Corporation. In conjunction with the sale, we received gross
proceeds of $49 million for our percentage ownership in SDST and recognized a gain amounting to $17 million.

In July 2007, Core Moldings Technologies, Inc. (“CMT") repurchased 3.6 million shares of its stock from us for

$26 million. As a result, our ownership interest in CMT was reduced to 9.9% and we recognized a gain on the
sale of these shares amounting to $9 million that was recorded in Other (income) expenses, net.
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11. Debt
2009 2008
(in millions)
Manufacturing operations
Facilities, due 2012 ... ... o e $ — % 1,330
8.25% Senior Notes, due 2021, net of unamortized discount of $37 million at
October 31,2009 . . ..o e e 963 —
3.0% Senior Subordinated Convertible Notes, due 2014 . ...................... 570 —
Debt of majority-owned dealerships .......... ... ..., 148 157
Financing arrangements and capital lease obligations ......................... 271 306
7.5% Senior Notes, due 2011 . ... e 15 15
9.95% Senior Notes, due 2011 ... ... i 4 6
Other .o e e e e 4 20
Total manufacturing operationsdebt . ............. .. .. ..., 1,975 1,834
Less: Current portion . . .. ...ttt et e 191) (195)
Net long-term manufacturing operationsdebt ........................... $ 1,784 $ 1,639
Financial services operations
Asset-backed debt issued by consolidated SPEs, at variable rates, due serially
through 2016 .. ... $ 1,227 $ 2,076
Bank revolvers, at fixed and variable rates, due dates from 2010 through 2015 .. ... 1,518 1,370
Revolving retail warehouse facility, at variable rates, due 2010 ................. 500 500
Commercial paper, at variable rates, due serially through 2010 .................. 52 162
Borrowings secured by operating and finance leases, at various rates, due serially
through 2016 . ... ... e 134 132
Total financial services operationsdebt ............... .. ... ... ... ... 3,431 4,240
Less: Current POrtion . . . .. ..ottt ittt et e (945) 470)
Net long-term financial services operationsdebt . ..................... ... $ 2486 $ 3,770

Manufacturing Operations

In October 2009, we completed the sale of $1.0 billion aggregate principal amount of our 8.25% Senior Notes
due 2021 (the “Senior Notes™). Interest is payable on May 1 and November 1 of each year beginning on May 1,
2010 until the maturity date of November 1, 2021. The Company received net proceeds of approximately $947
million, net of offering discount of $37 million and underwriter fees of $16 million. The discount and debt issue
costs are being amortized to Interest expense over the life of the Senior Notes for an effective rate of 8.96%, and
the debt issue costs are recorded in Other noncurrent assets. The proceeds, in conjunction with the proceeds of
the concurrent 3.0% senior subordinated convertible notes due 2014 (the “Convertible Notes™) discussed below,
were used to repay all amounts outstanding under the $1.5 billion loan facility (the “Facilities”), as well as
certain fees incurred in connection therewith, recorded in Other (income) expenses, net. The Senior Notes are
senior unsecured obligations of the Company.

The Senior Notes contain an optional redemption feature allowing the Company at any time prior to November 1,
2012 to redeem up to 35% of the aggregate principal amount of the notes using proceeds of certain public equity

offerings at a redemption price of 108.25% of the principal amount of the notes, plus accrued and unpaid interest,
if any. On or after November 1, 2014, the Company can redeem all or part of the Senior Notes during the twelve-
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month period beginning on November 1, 2014, 2015, 2016, 2017 and thereafter at a redemption price equal to
104.125%, 102.750%, 101.375%, and 100%, respectively, of the principal amount of the notes redeemed. In
addition, not more than once during each twelve-month period ending on November 1, 2010, 2011, 2012, 2013
and 2014, the Company may redeem up to $50 million in principal amount of the notes in each such twelve-
month period, at a redemption price equal to 103% of the principal amount of the notes redeemed, plus accrued
and unpaid interest, if any.

The Company may also redeem the Senior Notes at its election in whole or part at any time prior to November 1,
2014 at a redemption price equal to 100% of the principal amount thereof plus the Applicable Premium, plus
accrued and unpaid interest, to the redemption date. The Applicable Premium is defined as the greater of: 1% of
the principal amount and the excess, if any, of (i) the present value as of such date of redemption of (A) the
redemption price of such Note on November 1, 2014, plus (B) all required interest payments due on such Note
through November 1, 2014, computed using a discount rate equal to the Treasury Rate (as defined in the debt
agreement), plus 50 basis points over (ii) the then-outstanding principal of such Note.

In October 2009, we also completed the sale of $570 million aggregate principal amount of our Convertible
Notes, including over-allotment options. Interest is payable on April 15 and October 15 of each year beginning
on April 15, 2010 until the maturity date of October 15, 2014. The Company received net proceeds of
approximately $553 million, net of $17 million of underwriter fees. The debt issue costs are recorded in Other
noncurrent assets and are being amortized to Interest expense over the life of the Convertible Notes. The
Convertible Notes are senior subordinated unsecured obligations of the Company.

Holders may convert the Convertible Notes into common stock of the Company at any time on or after April 15,
2014. Holders may also convert the Convertible Notes at their option prior to April 15, 2014, under the following
circumstances: (i) during any fiscal quarter commencing after January 31, 2010, if the last reported sale price of
the common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive
trading days ending on the last trading day of the preceding fiscal quarter is greater than or equal to 130% of the
applicable conversion price on each such trading day; (ii) during the five business day period after any five
consecutive trading day period (the “Measurement Period”) in which the trading price per $1,000 principal
amount of notes for each trading day of that Measurement Period was less than 98% of the product of the last
reported sale price of the common stock and the applicable conversion rate on each such trading day; or

(iii) upon the occurrence of specified corporate events, as more fully described in the Convertible Indenture. The
conversion rate will initially be 19.8910 shares of common stock per $1,000 principal amount of Convertible
Notes (equivalent to an initial conversion price of approximately $50.27 per share of common stock). The
conversion rate may be adjusted for anti-dilution provisions and the conversion price may be decreased by the
Board of Directors to the extent permitted by law and listing requirements.

The Convertible Notes can be settled in common stock, cash, or a combination of common stock and cash. Upon
conversion, the Company will satisfy its conversion obligations by delivering, at its election, shares of the
common stock (plus cash in lieu of fractional shares), cash, or any combination of cash and shares of the
common stock. If the Company elects to settle in cash or a combination of cash and shares, the amounts due upon
conversion will be based on a daily conversion value calculated on a proportionate basis for each trading day in a
40 trading-day observation period. If a holder converts its Convertible Notes on or after April 15, 2014, and the
Company elects physical settlement as described above, the holder will not receive the shares of common stock
into which the Convertible Notes are convertible until after the expiration of the observation period described
above, even though the number of shares the holder will receive upon settlement will not change. It is our policy
to settle the principal and accrued interest on the Convertible Notes with cash. Subject to certain exceptions,
holders may require the Company to repurchase, for cash, all or part of the Convertible Notes at a price equal to
100% of the principal amount of the Convertible Notes being repurchased plus any accrued and unpaid interest.
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In connection with the sale of the Convertible Notes, the Company purchased call options for $125 million. The
call options cover, subject to adjustments, 11,370,870 shares of common stock at a strike price of $50.27. The
call options are intended to minimize share dilution associated with the Convertible Notes. In addition, in
connection with the sale of the Convertible Notes, the Company also entered into separate warrant transactions
whereby, the Company sold, for an aggregate purchase price of $87 million, warrants to purchase in the
aggregate 11,370,870 shares of common stock, subject to adjustments, at an exercise price of $60.14 per share of
common stock. As the call options and warrants are indexed to our common stock, we recognized them in
permanent equity in Additional paid in capital, and will not recognize subsequent changes in fair value as long as
the instruments remain classified as equity.

In January 2007, we entered into a $1.5 billion five-year term loan facility and synthetic revolving facility (the
“Facilities”). In January 2007, we borrowed an aggregate principal amount of $1.3 billion under the Facilities.
The proceeds were used to repay all amounts outstanding under the prior three year unsecured $1.5 billion loan
facility, entered into in February 2006, as well as certain fees incurred in connection therewith, resulting in a
write-off of debt issuance costs of $31 million, recorded in Other (income) expenses, net. The Facilities were
repaid in October 2009. All borrowings under the Facilities accrued interest at a rate equal to a base rate or an
adjusted London Interbank Offered Rate (“LIBOR”) plus a spread ranging from 200 to 400 basis points, which
was based on our credit rating in effect from time to time. The LIBOR spread as of October 28, 2009, or the date
when the proceeds of our Senior Notes and Convertible Notes were used to repay all amounts outstanding under
the Facilities, was 325 basis points.

In June 2007, we signed a definitive loan agreement relating to a five-year senior inventory-secured, asset-based
revolving credit facility in an aggregate principal amount of $200 million. This loan facility matures in June 2012
and is secured by certain of our domestic manufacturing plant inventory and service parts inventory as well as
our used truck inventory. All borrowings under this loan facility accrue interest at a rate equal to a base rate or an
adjusted LIBOR plus a spread. The spread, which is based on an availability-based measure, ranges from 25 to
75 basis points for Base Rate borrowings and from 125 to 175 basis points for LIBOR borrowings. The LIBOR
spread as of October 31, 2009 was 125 basis points. Borrowings under this facility are available for general
corporate purposes. As of October 31, 2009 we had no borrowings under this facility. There were no defaults or
Events of Default incurred under the loan agreement as we were, and continue to be, in compliance with all the
covenants contained in the definitive loan agreement.

Our majority-owned dealerships incur debt to finance their inventories, property, and equipment. The various
dealership debt instruments have interest rates that range from 3.5% to 11.6% and maturities that extend to 2015.

Included in our financing arrangements and capital lease obligations are financing arrangements of $262 million
and $287 million as of October 31, 2009 and 2008, respectively. These arrangements involve the sale and
leaseback of manufacturing equipment considered integral equipment. Accordingly, these arrangements are
accounted for as financings. Inception dates of these arrangements range from December 1999 to June 2002,
remaining terms range from 7 months to 5 years, effective interest rates vary from 3.2% to 9.5%, and buyout
option exercise dates ranged from December 2005 to June 2009. We exercised an early buyout option for one of
the arrangements in 2008 for $13 million. In addition, the amount of financing arrangements and capital lease
obligations include $9 million and $19 million of capital leases for real estate and equipment as of October 31,
2009 and October 31, 2008, respectively. Interest rates used in computing the net present value of the lease
payments under capital leases ranged from 4.0% to 10.3%.
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Financial Services Operations

NFC’s Revolving Credit Agreement dated March 2007, as amended, (“Credit Agreement”); has two primary
components, a term loan of $620 million and a revolving bank loan of $800 million. The revolving bank loan had
a Mexican sub-revolver of $100 million, which was used by NIC’s Mexican financial services operations.

Under the terms of the Credit Agreement, NFC was required to maintain a debt to tangible net worth ratio of no
greater than 7 to 1 through November 1, 2007, 6.5 to 1 for the period from November 1, 2007 through April 30,
2008, and 6 to 1 for all periods thereafter. In addition, the Credit Agreement required a twelve-month rolling
fixed charge coverage ratio of no less than 1.25 to 1.0 and a twelve-month rolling combined retail/lease losses to
liquidations ratio of no greater than 6%. The Credit Agreement granted security interests in substantially all of
NFC’s unsecuritized assets to the participants in the Credit Agreement. Compensating cash balances were not
required. Facility fees of 0.375% were paid quarterly on the revolving loan portion only, regardless of usage. The
term balance of the loan component was $597 million as of October 31, 2009 and the final principal payment was
due in 2010. '

Also under the terms of the Credit Agreement, the amount of dividends permitted to be paid from NFC to
Navistar, Inc. was $400 million plus net income and any non-core asset sale proceeds from May 1, 2007 through
the date of such payment. As of October 31, 2009, no dividends were available for distribution to Navistar, Inc.

In December 2009, this facility was refinanced with a $815 million, three year facility that matures in December
2012, with an interest rate of LIBOR plus 425 basis points. The new facility contains a term loan of $365 million
and a revolving loan of $450 million with a Mexican sub-revolver of $100 million. Under the new agreement,
NEC is subject to customary operational and financial covenants including an initial minimum collateral
coverage ratio of 120%. Concurrent with the refinancing, NFC completed a private retail asset sale and signed a
variable rate secured loan which in total generated proceeds of $304 million which matures in October 2016. As
a result of the refinancing, $1.1 billion of debt that was due in 2010 was reclassified to long term.

TRIP, a special purpose, wholly-owned subsidiary of NFC, has a $500 million revolving retail facility which
matures in June 2010 and is subject to optional early redemption in full without penalty or premium upon
satisfaction of certain terms and conditions on any date on or after April 15, 2010. NFC uses TRIP to temporarily
fund retail notes and retail leases, other than operating leases. This facility is used primarily during the periods
prior to a securitization of retail notes and finance leases. NFC retains a repurchase option against the retail notes
and leases sold into TRIP; therefore, TRIP’s assets and liabilities are included in our Consolidated Balance
Sheets. As of October 31, 2009 and 2008, NFC had $301 million and $243 million, respectively, in retail notes
and finance leases in TRIP.

The majority of asset-backed debt is issued by consolidated SPEs and is payable out of collections on the finance
receivables sold to the SPEs. This debt is the legal obligation of the SPEs and not NFC. The balance outstanding
was $1.2 billion and $2.0 billion as of October 31, 2009 and 2008, respectively. The carrying amount of the retail
notes and finance leases used as collateral was $1.3 billion and $2.0 billion as of October 31, 2009 and 2008,
respectively. In November 2009, we exercised our right to pay off retail securitization debt of $67 million in
advance of final maturity.

NFC enters into secured borrowing agreements involving vehicles subject to operating and finance leases with
retail customers. The balances are classified under financial services operations debt as borrowings secured by
leases. In connection with the securitizations and secured borrowing agreements of certain of its leasing portfolio
assets, NFC and its subsidiary, Navistar Leasing Services Corporation (“NLSC”), have established Navistar
Leasing Company (“NLC”), a Delaware business trust. NLC holds legal title to leased vehicles and is the lessor
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on substantially all leases originated by NFC. NLSC owns beneficial interests in the titles held by NLC and has
transferred other beneficial interests issued by NLC to purchasers under secured borrowing agreements and
securitizations. Neither the beneficial interests held by purchasers under secured borrowing agreements or the
assets represented thereby, nor legal interest in any assets of NLC, are available to NLSC, NFC, or its creditors.
The balance of the secured borrowings issued by NLC totaled $9 million and $2 million as of October 31, 2009
and 2008, respectively.

ITLC, a special purpose, wholly-owned subsidiary of NFC, provides NFC with another entity to obtain
borrowings secured by leases. The balances are classified under financial services operations debt as borrowings
secured by leases. ITLC’s assets are available to satisfy its creditors’ claims prior to such assets becoming
available for ITLC’s use or to NFC or affiliated companies. The balance of these secured borrowings issued by
ITLC totaled $125 million and $130 million as of October 31, 2009 and 2008, respectively. The carrying amount
of the finance and operating leases used as collateral was $105 million and $121 million as of October 31, 2009
and 2008, respectively. ITLC does not have any unsecured debt.

We borrow funds denominated in U.S. dollars and Mexican pesos to be used for investment in our Mexican
financial services operations. As of October 31, 2009, borrowings outstanding under these arrangements were
$338 million, of which 26% is denominated in dollars and 74% in pesos. As of October 31, 2008, borrowings
outstanding under these arrangements were $561 million, of which 33% is denominated in dollars and 67% in
pesos. The interest rates on the dollar-denominated debt are at a negotiated fixed rate or at a variable rate based
on LIBOR, and the interest rates on peso-denominated debt are based on the Interbank Interest Equilibrium Rate.
As of October 31, 2009 and 2008, $107 million and $299 million, respectively, of our Mexican financial services
operations’ receivables were pledged as collateral for bank borrowings.

Future Maturities

The aggregate contractual annual maturities for debt as of October 31, 2009, after giving consideration to the
terms of the December 2009 financial services refinancing discussed above, are as follows:
Financial

Manufacturing Services
Operations Operations Total

(in millions)

2000 . $ 191 $ 945 $ 1,136
200 119 258 377
200 L e e 37 47 84
2003 e 64 1,054 1,118
2004 . 597 348 945
Thereafter . ... 1,004 779 1,783

Total debt . ... i e 2,012 3,431 5,443
Less: Unamortized discount ............... it innneennn. 37 — 37

Netdebt ... .. e $ 1,975 $ 3431 $ 5,406

Debt and Lease Covenants

We have certain public and private debt agreements, including the indenture for our Senior Notes, that limit our
ability to incur additional indebtedness, pay dividends, buy back our stock, and take other actions. The terms of
our Convertible Notes do not contain financial or incurrence-based covenants that could limit the amount of debt
we may issue, or restrict us from paying dividends or repurchasing our other securities. However, the Convertible
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Notes Indenture defines circumstances under which the Company would be required to repurchase notes and
includes limitations on consolidation, merger, and sale of the Company’s assets. As of October 31, 2009, we
were in compliance with these covenants.

We are also required under certain agreements with public and private lenders of NFC to ensure that NFC and its
subsidiaries maintain their income before interest expense and income taxes at not less than 125% of their total
interest expense. Under these agreements, if NFC’s consolidated income before interest expense and income
taxes is less than 125% of its interest expense (“fixed charge coverage ratio”), NIC or Navistar, Inc. must make
payments to NFC to achieve the required ratio. In conjunction with the July 2005 NFC Credit Agreement, in May
2008, NFC received an Acknowledgement and Consent from the lenders under that 2005 Credit Agreement that
clarified certain definitions used to measure the fixed charge coverage ratio. Consistent with that
Acknowledgement and Consent the terms of the new Credit Agreement allow NFC to include contributions made
by NIC or Navistar, Inc. in NFC’s calculation of consolidated income before interest expense and income taxes.
During the years ended October 31, 2009 and 2008, $20 million and $60 million, respectively, of such payments
were required and made from Navistar, Inc. to NFC to ensure compliance with the covenant. No such payments
were required during the year ended October 31, 2007.

Our Mexican financial services operations also have debt covenants, which require the maintenance of certain
financial ratios. As of October 31, 2009, we were in compliance with those covenants.
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12. Postretirement benefits

Defined Benefit Plans

We provide postretirement benefits to a substantial portion of our employees. Costs associated with

postretirement benefits include pension and postretirement health care expenses for employees, retirees, and

surviving spouses and dependents.

Obligations and Funded Status

A summary of the changes in benefit obligations and plan assets is as follows:

Health and Life
Pension Benefits Insurance Benefits
2009 2008 2009 2008
(in millions)
Change in benefit obligations
Benefit obligations at beginningof year ................... $ 3031 $ 3772 $ 1443 $ 1907
Amendments ... ...ttt e e 4 19 — —
SEIVICE COSE & ittt ittt ettt et 15 23 6 13
Interest on obligations .............. ... ... .. . il 234 221 117 113
Actuarial loss (gain) .......... ... . i, 825 637) 203 (442)
Settlements and curtailments . . . ............ ... ... ... 6 (52) —_ 5
Contractual termination benefits .. ................. ... ... 9 5 3 2
Currency translation ............ ... .. ... .. i, — 35 — —
Plan participants’ contributions . . ......... ... ... oo — —— 31 33
Subsidy receipts . . . ..o it — — 23 21
Benefitspaid .......... ... o i 299) (355) (195) (209)
Benefit obligations atendof year .................. .. .... $ 385 $ 3031 $ 1,631 $ 1443
Change in plan assets
Fair value of plan assets at beginning of year . ......... P $ 2268 $ 3575 $ 464 $ 766
Actual return (loss) on planassets ....................... 301 (1,123) 63 (243)
Currency translation .............. . ... i, — 53 — —
Employer contributions .. ......... ... ... oo ol 37 108 3 8
Benefitspaid .......... ... . i (289) (345) 57) ©7)
Fair value of plan assets atend of year .................... $ 2317 $ 2268 $ 473 464
Funded statusatyearend ............................. $ (1,508) $ (763) $ (1,158) $ (979)
Amounts recognized in our consolidated balance sheets
consist of:
Current liability . ..........ovitiiiiii i $ 10) $ 10) $ 86) $ (86)
Noncurrent liability ............. ... iiiiiiiiiiina.. (1,498) (753) (1,072) (893)
Net liability recognized ..................ooiiiiiiinn.. $ (1,508) $ (763) $ (1,158) $ (979)
Amounts recognized in our accumulated other
comprehensive loss consist of:

Netactuarial JoSS . ... .oovvinn i $ 1,905 $ 1264 $ 227 $ 46

Net prior service cost (benefit) ...................... 5 3 32) 37

Net amount recognized .............ccvruiinein.. $ 1910 $ 1267 $ 195 $ 9
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The accumulated benefit obligation for pension benefits, a measure that excludes the effect of prospective salary
and wage increases, was $3.8 billion and $3.0 billion at October 31, 2009 and 2008, respectively.

The postretirement benefit adjustment included in the Consolidated Statements of Stockholders’ Deficit as of
October 31, 2009 is net of the residual effect of a change in judgment regarding the recoverability of U.S.
deferred taxes generated prior to 2002 of $326 million and $2 million of deferred taxes related to the Company’s
foreign postretirement benefit plans.

Information for pension plans with accumulated benefit obligations in excess of plan assets were as follows:

2009 2008
(in millions)
Projected benefit obligations . .. ...... ...ttt $ 3825 $ 2972
Accumulated benefit obligations . . ........... ... 3,756 2,929
Fair value of plan assets ... .........oiuninninme ettt 2,317 2,211

Generally, the pension plans are non-contributory. Our policy is to fund the pension plans in accordance with
applicable U.S. and Canadian government regulations and to make additional contributions from time to time. As
of October 31, 2009, we have met all regulatory minimum funding requirements. In 2009, we contributed $37
million to our pension plans to meet regulatory minimum funding requirements. We expect to contribute $153
million to our pension plans during 2010. '

We primarily fund other post-employment benefit (“OPEB”) obligations, such as retiree medical, in accordance
with a 1993 legal agreement, which requires us to fund a portion of the plans’ annual service cost. In 2009, we
contributed $3 million to our OPEB plans to meet legal funding requirements. We expect to contribute $3 million
to our OPEB plans during 2010.

We have certain unfunded pension plans, under which we make payments directly to employees. Benefit
payments of $10 million in 2009 and 2008 are included within the amount of “Benefits paid” in the “Change in
benefit obligation” section above, but are not included in the “Change in plan assets” section, because the
payments are made directly by us and not by separate trusts that are used in the funding of our other pension
plans.

We also have certain OPEB benefits that are paid from Company assets (instead of trust assets). Payments from
Company assets, net of participant contributions and subsidy receipts, result in differences between benefits paid
as presented under “Change in benefit obligation” and “Change in plan assets” of $84 million and $88 million for
2009 and 2008, respectively.

Components of Net Periodic Benefit Expense (Income) and Other Amounts Recognized in Other
Comprehensive Loss (Income)

The components of our postretirement benefits (income) expense included in our Consolidated Statements of
Operations for the years ended October 31 consist of the following:

2009 2008 2007

(in millions)

Pension expense (income) ........... S $ 154 $ 94 $ 35

Health and life insurance expense .................coiiiiiniiiiiiina... 79 52 87
Total postretirement benefits expense (income) ......................... $ 233 § 42) $ 122
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Net postretirement benefits expense included in our Consolidated Statements of Operations, and other amounts
recognized in other comprehensive loss (income), for the years ended October 31 is comprised of the following:

Health and Life Insurance
Pension Expense (Income) Expense
2009 2008 2007 2009 2008 2007
(in millions)
Service cost for benefits earned during the
Period ... $ 15 3 23§ 26 $ 6 $ 13 $ 15
Interest on obligation ....................... 234 221 221 117 113 114
Amortization of cumulative loss (gain) ......... 72 13 59 2) — 22
Amortization of prior service cost (benefit) ... .. 1 2 5 5) 6) ©)]
Settlements and curtailments ................. 6 41 — —_ 3) —
Contractual termination benefits .............. 9 5 — 3 2 —
Premiums on pension insurance .............. 6 2 1 — — —
Less: Expected return on plan assets ........... (189) (319) 277 (40) 67 57
Net postretirement benefits expense
(ANCOME) . .\ i vt iiaenn $ 154 § 94 $ 35 § 79§ 52 $ 87
Other changes in plan assets and benefit
obligations recognized in other
comprehensive loss (income)
Actuarial netloss (gain) ................. $ 711 $ 791 $ — $ 180 $ (130) $ —
Amortization of cumulative gain (loss) . . ... (72) (13) — 2 — —
Priorservice cost ..........c.couiuinan.. 4 3 — — — —
Amortization of prior service benefit
(0.1 J PO 1) 2) —_ 5 6 —
Settlements and curtailments ............. — 6 — — 8 —
Minimum pension liability . .............. — — (807) — — —

Total recognized in other comprehensive loss
(NCOME) .\ oo vt ees $ 642 $ 785 $ (807) $ 187 $ (116) § —

Total net postretirement benefits expense
(income) and other comprehensive loss
(INCOME) . .\ v et et iie e iiaans $ 796 $ 691 $ (772) $ 266 $ (64 $ 87

As discussed in Note 2, Ford settlement and related charges, the Company incurred restructuring charges related
to our VEE Business Unit in 2009. The charges included $16 million for a plan curtailment and related
contractual termination benefits.

In addition to the plan curtailment and related contractual termination benefits resulting from the Ford
Settlement, the Company recognized an additional $2 million of contractual termination benefits related to the
terminations of certain salaried employees in December 2008.

On December 16, 2007, the majority of Company employees represented by the UAW voted to ratify a new
contract that will run through September 30, 2010. Among the changes, as compared to the prior contract, was
the cessation of annual lump sum payments that had been made to certain retirees. We had accounted for such
payments as a defined benefit plan based on the historical substance of the underlying arrangement. The
elimination of these payments and other changes resulted in a net settlement and curtailment of the plan resulting
in income of $42 million, which is presented as a reduction of Selling, general and administrative expenses, for
the year ended October 31, 2008.
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During the third quarter of 2008, the Engine segment’s Indianapolis plant laid off over 400 employees. That
layoff was driven by a reduction in Ford’s production schedules that management believed, at that time, to be
temporary. In the fourth quarter of 2008, the Company concluded that it was probable that those employees, as
well as other employees from the facility laid off prior to the third quarter, would not return to work. As such, the
Company recognized net charges of $5 million representing curtailments and contractual termination benefits for
the plans for the year ended October 31, 2008.

The estimated amounts for the defined benefit pension plans and the other postretirement benefit plans that will
be amortized from AOCL into net periodic benefit expense over the next fiscal year are as follows:

Health
and Life
Pension  Insurance
Benefits Benefits

(in millions)
Amortization of prior service cost (benefit) .. ... ... $ 1 $ (5
Amortization of cumulative 10sses (ZaINS) . ........ ..ottt 97 6

Cumulative unrecognized actuarial gains and losses for postretirement benefit plans, where substantially all of
the plan participants are inactive, are amortized over the average remaining life expectancy of the inactive plan
participants. Otherwise, cumulative gains and losses are amortized over the average remaining service period of
active employees. Plan amendments arising from negotiated labor contracts are amortized over the length of the
contract. Plan amendments unrelated to negotiated labor contracts are amortized over the average remaining
service period of active employees.

Assumptions

The weighted average rate assumptions used in determining benefit obligations for the years ended October 31,
2009 and 2008 were:

Health and Life
Pension Benefits Insurance Benefits

2009 2008 2009 2008

Discount rate used to determine present value of benefit obligation at end of
YA . e e 54% 83% 55% 8.4%
Expected rate of increase in future compensation levels .................. 35% 35% — —_—

The weighted average rate assumptions used in determining net postretirement benefits expense for 2009, 2008,
and 2007 were:

Pension Benefits Health and Life Insurance Benefits
2009 2008 2007 2009 2008 2007
Discountrate ...............ooiiiuniann.... 7.6%" 6.0% 5.6% 8.4% 6.1% 5.7%
Expected long-term rate of return on plan assets .. 9.0% 9.0% 9.0% 9.0% 9.0% 9.0%
Expected rate of increase in future compensation
levels ... .. oo 3.5% 3.5% 3.5 — — —

(A) The weighted average discount rate used to compute the expense for the period of November 1, 2008 through January 31, 2009 was
8.3%. Due to a plan remeasurement at January 31, 2009 at a rate of 6.5%, the weighted average discount rate for the full fiscal year 2009
was 7.6%.

The actuarial assumptions used to compute the net postretirement benefits expense (income) are based upon
information available as of the beginning of the year, specifically market interest rates, past experience, and our
best estimate of future economic conditions. Changes in these assumptions may impact the measurement of
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future benefit costs and obligations. In computing future costs and obligations, we must make assumptions about such
things as employee mortality and turnover, expected salary and wage increases, discount rates, expected returns on
plan assets, and expected future cost increases. Three of these items have a significant impact on the level of expense
recognized: (i) discount rates, (ii) expected rates of return on plan assets, and (iii) healthcare cost trend rates.

We estimate the discount rate for our U.S. pension and OPEB obligations by matching anticipated future benefit
payments for the plans to the Citigroup yield curve to establish a weighted average discount rate for each plan.

Health care cost trend rates have been established through a review of actual recent cost trends and projected
future trends. Our retiree medical and drug trend assumptions are our best estimate of expected inflationary
increases to healthcare costs. Due to the number of former employees and their beneficiaries included in our
retiree population (approximately 43,000), the trend assumptions are based upon both our specific trends and
nationally expected trends.

We determine our assumption as to expected return on plan assets by evaluating both historical returns as well as
estimates of future returns. Specifically, we analyze the average historical broad market returns for various
periods of time over the past 100 years for equities and over a 30-year period for fixed income securities, and
adjust the computed amount for any expected changes in the long-term outlook for both the equity and fixed
income markets. We consider the current asset mix as well as our targeted asset mix when establishing the
expected return on plan assets.

The weighted average rate of increase in the per capita cost of postretirement health care benefits provided
through U.S. plans representing 91% of our other postretirement benefit obligation, is projected to be 8% in 2010
and was estimated as 7.9% for 2009. Our projections assume that the rate will decrease to 5% by the year 2015
and remain at that level each year thereafter.

The effect of changing the health care cost trend rate by one-percentage point for each future year is as follows:

One-Percentage One-Percentage
Point Increase Point Decrease

(in millions)

Effect on total of service and interest cost components ..................... $ 11 $ 9)
Effect on postretirement benefit obligation . ................... .. ... 156 (133)
Plan Assets
The weighted average percentage of plan assets by category as of October 31, 2009 and 2008 is as follows:
Health and Life
Pension Benefits Insurance Benefits
Target Target
Asset Category Range w w _Ran;ge w Eﬂls
Equity securities
NIC common StOCK . .. vo vt 7% 8% 8% 10%
Other equity SECUrIties .. ........ovruunnnneerenann .. 52% 56% 46% 50%
Hedgefunds .............. ... .., 6% 10% 7% 15%
Private eqUity . ......c..iiiunmtiieri e 1% — % 2% — %
Total equity securities . . ..., 60-80% 66% 74% 50-85% 63% _15%
Debt SECUIILIES .+ . v v vt ot ettt ettt e e 30% 24% 32% 20%
Other, includingcash ... ... ... ... ... i 4% 2% 5% 5%
Total debt securities andother . .......... ... ..., 20-40% §i% __2_6_% 15-50% ﬂ % E%



Navistar International Corporation

Notes to Consolidated Financial Statements (Continued)

The plan investment strategies are to maximize returns while considering overall investment risk and the funded
status of the plans relative to their benefit obligations. The strategies take into account the long-term nature of the
benefit obligations, the liquidity needs of the plans, and the expected risk/return tradeoffs of the asset classes in
which the plans may choose to invest. Asset allocations are established through an investment policy, which is
updated periodically and reviewed by a fiduciary committee and our Board of Directors. Returns on common
stock over the long term are believed to be higher than returns from fixed-income securities as the historical
broad market indices have shown. Equity and fixed-income investments are made across a broad range of
industries and companies to provide protection against the impact of volatility in any single industry or company.

Expected Future Benefit Payments

The expected future benefit payments and federal subsidy receipts for the years ending October 31, 2010 through
2014 and the five years ending October 31, 2019 are estimated as follows:

Other Postretirement

Pension Postretirement Benefit Subsidy
Benefit Payments  Benefit Payments®) Receipts

(in millions)

2000 . $ 326 $ 154 $ 25
2000 322 162 26
2002 316 163 27
2003 L e 310 162 28
2004 304 160 29
2015 through 2019 ... ... ... ... ... ... 1,423 757 154

(1) Payments are net of expected participant contributions and exclude federal subsidy receipts.

Defined Contribution Plans and Other Contractual Arrangements

Our defined contribution plans cover a substantial portion of domestic salaried employees and certain domestic
represented employees. The defined contribution plans contain a 401(k) feature and provide most participants
with a matching contribution from the Company. Many participants covered by the plan receive annual Company
contributions to their retirement accounts based on an age-weighted percentage of the participant’s eligible
compensation for the calendar year.

Defined contribution expense pursuant to these plans was $27 million, $25 million, and $23 million in 2009,
2008, and 2007, respectively.

In accordance with the 1993 restructured health care and life insurance plans, an independent Retiree
Supplemental Benefit Trust (the “Trust”) was established. The Trust, and the benefits it provides to certain
retirees, is not part of the Company’s consolidated financial statements. The assets of the Trust arise from three
sources: (i) the Company’s 1993 contribution to the Trust of 25.5 million shares of our Class B common stock,
which was subsequently sold by the Trust prior to 2000, (ii) contingent profit-sharing contributions made by the
Company, and (ii1) net investment gains on the Trust’s assets, if any.

The Company’s contingent profit sharing obligations will continue until certain funding targets defined by the
1993 Settlement Agreement are met (“Profit Sharing Cessation”). Upon Profit Sharing Cessation, the Company
would assume responsibility for (i) establishing the investment policy for the Trust, (ii} approving or
disapproving of certain additional supplemental benefits to the extent such benefits would result in higher
expenditures than those contemplated upon the Profit Sharing Cessation, and (iii) making additional
contributions to the Trust as necessary to make up for investment and /or actuarial losses.
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We have recorded no profit sharing accruals based on the operating performance of the entities that are included
in the determination of qualifying profits.

13. Income taxes

The domestic and foreign components of Income (loss) before income tax, minority interest, and extraordinary
gain consist of the following for the years ended October 31:

2009 2008 2007
(in millions)
DOMIESHIC -+ o v v v e e e e et e e e e $ 441 $ 302 $ (199
FOTEIgN .. ..ot (82) 11y 126
Income (loss) before income tax, minority interest, and extraordinary gain ... ... $ 359 $ 191 $ (73)

The components of Income tax expense consist of the following for the years ended October 31:

2009 2008 2007

(in millions)

Current:
Federal . ..ottt s $ 3 3 9 § 1
State and 10cal . ... e 6 3 15
FOTEIEI . o\ vttt ettt e 14 33 14
Total current expense (benefit) .......... .. .. . i 23 21) 30
Deferred:
Federal .. ... e e e e — ¢)) (1)
State and 10Cal .. ..o e e e —_ 1 2)
FOreign ... oot e 14 78 20
Total deferred EXPense . . ... ..ottt i 14 78 17
Total INCOME tAX EXPEIMSE . .+« v« v v vvee e e et tia e ettt iienaae e eananaeeeenas $ 37 8 57 $ 47

A reconciliation of statutory federal income tax expense to recorded income tax expense is as follows for the
years ended October 31:

2009 2008 2007

(in millions)
Statutory federal income tax expense (benefit) ................ ...l $ 126 $ 67 $ (20)
State income taxes, net of federal benefit .......... ... ... ... .. i, 4 3 9
Alternative minimumM tAX . . ...ttt et iiet i in e 10 6 —
Credits and INCENIVES . . . oottt ettt et ittt e eeans (8) ®) 4)
Adjustments to valuation allowances ............. ... ... il (105) (18) 74
Medicare sUDSIAIES . . ..o v ittt i e e e an (13) a7
Differences in foreign tax rates and currency adjustments ..................... 13 @) (10)
Adjustments to accruals for tax contingencies ................. . oo 1 17 13
110537 o PP 7 4 8

Recorded inCOME taX EXPENSE .« ..o oo v ettt ereiinnaeae e $ 37§ 57§ 47
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Undistributed earnings of foreign subsidiaries were $354 million at October 31, 2009. Domestic income taxes
have not been provided on these undistributed earnings because they are considered to be permanently invested

in foreign subsidiaries. It is not practicable to estimate the amount of unrecognized deferred tax liabilities, if any,
for these undistributed foreign earnings.

The components of the deferred tax asset (liability) at October 31 are as follows:

2009 2008

(in millions)

Deferred tax assets attributable to:
Employee benefits liabilities ............... ... .. ... ... ... ... . $ 1,092 $ 760
NOLcarry forwards ................ i, 268 393
Product liability and warranty accruals ................ ... . ... . .00, 227 264
Research and development ............................................. 124 171
Financing arrangements . ..............iiitnt i 87 99
Tax credit carry forwards ............. . . . ‘ 143 134
Other ..o 301 280
Grossdeferred tax assets ................... it 2,242 2,101
Less: Valuation allowances ...................couuninmineennnnnn.. (2,050) (1,930)
Netdeferred tax assets ................... ... it uimeiaanni.. $ 192 § 171

Deferred tax liabilities attributable to:
Goodwill and intangibles assets ... ...ttt $ “7) $ (106)
Other . .. (80) (54)
Total deferred tax liabilities ............. ... .. ... ... .. .. ... ........ $ @7 $  (160)

At October 31, 2009, deferred tax assets attributable to NOL carry forwards include $101 million attributable to
U.S. federal NOL carry forwards, $102 million attributable to foreign NOL carry forwards, and $82 million
attributable to state NOL carry forwards. If not used to reduce future taxable income, U.S. federal tax return NOL
carry forwards are scheduled to expire in future taxable years as follows:

U.S federal NOLs
(in millions)
2023 $ 3
202 L 11
2 274
Lot .o $ 288

The differences in U.S. federal NOL carry forwards reported in our consolidated financial statements as
compared to amounts reported in our tax returns relate to the accounting for stock option exercises. A majority of
our U.S. federal NOLs and research and development credits can be carried forward for initial periods of

20 years, state NOLSs can be carried forward for initial periods of 5 to 20 years, and alternative minimum tax
credits can be carried forward indefinitely. We have state NOL carry forwards and research and development
credit carry forwards scheduled to expire in 2010 to 2029. Approximately one half of our foreign net operating
losses can be carried forward for initial periods of 20 years, the balance has no expiration date.

A valuation allowance is required to be established or maintained when, based on currently available information
and other factors, it is more likely than not that all or a portion of a deferred tax asset will not be realized. The
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guidance on accounting for income taxes provides important factors in determining whether a deferred tax asset
will be realized, including whether there has been sufficient taxable income in recent years and whether
sufficient taxable income can reasonably be expected in future years in order to utilize the deferred tax asset.

We have assessed the need to establish valuation allowances for deferred tax assets based on determinations of
whether it is more likely than not that deferred tax benefits will be realized through the generation of future
taxable income. Appropriate consideration is given to all available evidence, both positive and negative, in
assessing the need for a valuation allowance. Based on our review of historical operating results and future
income projections and considering the uncertainty of our U.S. financial outlook, we determined that it was more
likely than not that we would not be able to realize the value of our deferred tax assets attributable to U.S.
operations and we therefore continue to maintain valuation allowances against such U.S. assets. Additionally, we
established a full valuation allowance against Canadian deferred tax assets in the fourth quarter of 2008 and
continue to maintain such valuation allowance due to the uncertainty of the Canadian business operations. Total
deferred tax valuation allowances increased by $120 million in 2009, from $1.9 billion to $2.0 billion. In the
event that we release the U.S. valuation allowance, $52 million of tax benefits will be allocated to additional paid
in capital. We believe that it is more likely than not that the remaining deferred tax assets, after valuation
allowances, will be realized.

We adopted the guidance on accounting for uncertainty in income taxes on November 1, 2007. Upon adoption,
we increased our liability for uncertain tax positions by $4 million, resulting in a comparable increase to
Accumulated deficit. As of October 31, 2009 and 2008, the amount of liability for uncertain tax positions was
$150 million and $93 million, respectively. If these unrecognized tax benefits are recognized, $103 million
would impact our effective tax rate. However, to the extent we continue to maintain a full valuation allowance
against our deferred tax assets, the effect may be in the form of an increase in the deferred tax asset related to our
NOL carry forward, which would attract a full valuation allowance. Changes in the liability for uncertain tax
positions during the year ended October 31, 2009 are summarized as follows:

(in millions)

Liability for uncertain tax positions at October 31,2008 ............ ... ..ot $ 93
Increase as a result of positions taken in priorperiods ............... .. .o oo 5
Decrease as a result of positions taken in priorperiods .......... ... ... il (1)
Increase as a result of positions taken in the current period ........... ... ... il 57
SELIEITIEIIES . & . v ottt e e e e e e e e e e e e e e e e 1)
Lapse of statutes of lImitations .. ...... ... . it 3)

&L
[
w
o

Liability for uncertain tax positions at October 31,2009 ............ ... ..t

We recognize interest and penalties as part of Income tax expense. Total interest and penalties included in Income
tax expense for 2009 is $2 million. Cumulative interest and penalties included in the Consolidated Balance Sheet
as of October 31, 2009 and 2008 are $3 million and $16 million, respectively.

We have open tax years from 2002 to 2008 with various significant taxing jurisdictions including the U.S., Canada,
Mexico, and Brazil. In connection with examinations of tax returns, contingencies may arise that generally result
from differing interpretations of applicable tax laws and regulations as they relate to the amount, timing, or
inclusion of revenues or expenses in taxable income, or the sustainability of tax credits to reduce income taxes
payable. We believe we have sufficient accruals for our contingent tax liabilities. Annual tax provisions include
amounts considered sufficient to pay assessments that may result from examinations of prior year tax returns,
although actual results may differ. We believe it is probable that the liability for uncertain tax positions will
decrease during the next twelve months by approximately $35 million due to anticipated audit settlements. However
the impact to income tax expense and cash taxes will be minimal due to available net operating loss carry forwards.
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14. Fair value measurements

On November 1, 2008, we adopted guidance on accounting for fair value measurements, for assets and liabilities
measured at fair value on a recurring basis. The guidance:

*  defines fair value as the price that would be received to sell an asset or paid to transfer a liability (an exit
price) in an orderly transaction between market participants at the measurement date, and establishes a
framework for measuring fair value,

*  establishes a hierarchy of fair value measurements based upon the observability of inputs used to value
assets and liabilities,

*  requires consideration of nonperformance risk, and

*  expands disclosures about the methods used to measure fair value.

The guidance establishes a three-level hierarchy of measurements based upon the reliability of observable and
unobservable inputs used to arrive at fair value. Observable inputs are independent market data, while
unobservable inputs reflect our assumptions about valuation. Depending on the inputs, we classify each fair value
measurement as follows:

*  Level 1—based upon quoted prices for identical instruments in active markets,

*  Level 2—based upon quoted prices for similar instruments, prices for identical or similar instruments in
markets that are not active, or model-derived valuations all of whose significant inputs are observable, and

*  Level 3—based upon one or more significant unobservable inputs.

The following section describes key inputs and assumptions in our valuation methodologies:

Cash Equivalents and Restricted Cash Equivalents. We classify highly liquid investments, with a maturity of 90
days or less at the date of purchase, including U.S. Treasury bills, federal agency securities, and commercial
paper, as cash equivalents. We use quoted prices where available and use a matrix of observable market-based
inputs when quoted prices are unavailable.

Wholesale Notes. Wholesale notes are classified as held-for-sale and are valued at the lower of amortized cost or
fair value on an aggregate basis. Amortized cost approximates fair value as a result of the short-term nature and
variable interest terms inherent to wholesale notes.

Derivative Assets and Liabilities. We measure the fair value of derivatives assuming that the unit of account is an
individual derivative transaction and that derivative could be sold or transferred on a stand-alone basis. We
classify within Level 2 our derivatives that are traded over-the-counter and valued using internal models based on
readily available observable market inputs. In certain cases, market data is not available and we estimate inputs
such as in situations where trading in a particular commodity is not active, or for instruments with notional
amounts that fluctuate over time. Measurements based upon these unobservable assumptions are classified within
Level 3. For more information regarding derivatives, see Note 15, Financial instruments and commodity
contracts.

Retained Interests. We retain certain interests in receivables sold in off-balance sheet securitization
transactions. We estimate the fair value of retained interests using internal valuation models that incorporate
market inputs and our own assumptions about future cash flows. The fair value of retained interests is estimated
based on the present value of monthly collections on the sold finance receivables in excess of amounts accruing
to investors and other obligations arising in securitization transactions. In addition to the amount of debt and
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collateral held by the securitization vehicle, the three key inputs that affect the valuation of the retained interests

include credit losses, payment speed, and the discount rate. We classify these assets within Level 3. For more
- information regarding retained interest, see Note 5, Finance receivables.

The following table presents the financial instruments measured at fair value on a recurring basis as of
October 31, 2009:

Levell Level2 Level3 Total

(in millions)

Assets

Derivative financial inStruments . ... ...ttt $ — $ 5 % 33 $ 38

Retained INLEIESLS . . oot vt ettt et it e — — 291 291
TOAl ASSELS .+« v v v v ettt e e e e e e $ — $ 5 % 324 § 329

Liabilities

Derivative financial InStruments . . . ... ..vuttervr e eenneanenenenns $ — $ 34 $ 32 8§ 66
Total HabilitIes . .o v o e et e e e e e et et e $ — $ 34 $ 32 % 66

The table below presents the changes for those financial instruments classified within Level 3 of the valuation
hierarchy for the year ended October 31, 2009:
Derivative

Assets and  Retained
Liabilities  Interests

(in millions)

Balance at November 1,2008 ... ...ttt e $ 1 $ 230
Total gains (losses) (realized/unrealized)
Included in €arnings(®) . . . ... ...t 5) 5
Purchases, issuances, and settlements . .. ...........o it 5 56
Balance at October 31,2000 . ... .. ittt s $ 1 $ 291
Change in unrealized gains on assets and liabilities stillheld ........................ $ — $ —

(A) Net losses on derivative assets and liabilities for the year ended October 31, 2009, included in Inferest expense are $1 million and
included in Cost of products sold are $6 million. For retained interests, gains recognized in the Consolidated Statement of Operations are
included in Finance revenues.

The following table presents the financial instruments measured at fair value on a nonrecurring basis as of
October 31, 2009:

Level 2

(in millions)
FInance receivablestA) . . . ..ottt e e e $ 38

(A) Certain impaired finance receivables are measured at fair value on a nonrecurring basis. An impairment charge is recorded for the
amount by which the carrying value of the receivables exceeds the fair value of the underlying collateral, net of remarketing costs. As of
October 31, 2009, impaired receivables with a carrying amount of $62 million had specific loss reserves of $24 million and a fair value
of $38 million. Fair values of the underlying collateral are determined by reference to dealer vehicle value publications adjusted for
certain market factors.
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In addition to the methods and assumptions we use for the financial instruments recorded at fair value as
discussed above, we used the following methods and assumptions to estimate the fair value for our other
financial instruments which are not marked to market on a recurring basis. The carrying amounts of cash and
cash equivalents, restricted cash and cash equivalents, and accounts payable approximate fair values because of
the short-term maturity and highly liquid nature of these instruments. The carrying amounts of customer
receivables and retail and wholesale accounts approximate fair values as a result of the short-term nature of the
receivables. Due to the nature of the aforementioned financial instruments, they have been excluded from the fair
value amounts presented in the table below. The fair values of our finance receivables are estimated by
discounting expected cash flows at estimated current market rates. We also use quoted market prices, when
available, or the present value of estimated future cash flows to determine fair values of debt instruments.

The carrying values and estimated fair values of financial instruments as of October 31, 2009 are summarized in
the table below:

October 31, 2009 October 31, 2008

Carrying Estimated Carrying Estimated
Value  Fair Value Value Fair Value

(in millions)

Assets
Finance receivables .. ........... .. .. ... $ 2355% 2,177$ 2,922% 2,600
Notesreceivable ............ ... ... .. ... 16 16 13 13
Liabilities
Debt:
Manufacturing operations
Facilities, due 2012 ... ... .. —_ —_ 1,330 951
Debt of majority-owned dealerships . ........................ 148 145 157 154
8.25% Senior Notes, due 2021 .. ........................... 963 984 — —
3.0% Senior Subordinated Convertible Notes, due 2014 ......... 570 548 — —
Financing arrangements ...........................c.... ... 261 244 287 222
7.5% Senior Notes, due 2011 . ... .. ... .. ... ... ... ..... 15 15 15 14
9.95% Senior Notes, due 2011 ............................. 4 5 6 6
Other .. 4 5 20 19
Financial services operations
Asset-backed debt issued by consolidated SPEs, at variable rates,
due serially through 2016 ............................... 1,227 1,185 2,076 2,052
Bank revolvers, at fixed and variable rates, due dates from 2010
through2015 ... ... ... 1,518 1,470 1,370 1,344
Revolving retail warehouse facility, at variable rates, due 2010 . .. 500 489 500 500
Commercial paper, at variable rates, due serially through 2010 . .. 52 50 162 152
Borrowings secured by operating and finance leases, at various
rates, due serially through 2016 .......................... 134 136 132 132

15. Financial instruments and commodity contracts
Derivative Financial Instruments

We use derivative financial instruments as part of our overall interest rate, foreign currency and commodity risk
management strategies to reduce our interest rate exposure, to potentially increase the return on invested funds, to
reduce exchange rate risk for transactional exposures denominated in currencies other than the functional
currency and to minimize commodity price volatility. From time to time, we use foreign currency forward and
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option contracts to manage the risk of exchange rate movements that would reduce the value of our foreign
currency cash flows. Foreign currency exchange rate movements create a degree of risk by affecting the value of
sales made and costs incurred in currencies other than the functional currency. From time to time, we also use
commodity forward contracts to manage variability related to exposure to certain commodity price risk. In
connection with the sale of the Convertible Notes, the Company purchased call options for $125 million. The call
options are intended to minimize share dilution associated with the Convertible Notes. As the call options and
warrants are indexed to our common stock, we recognized them in permanent equity in Additional paid in
capital, and will not recognize subsequent changes in fair value as long as the instruments remain classified as
equity. For additional information on the purchased call options, see Note 11, Debt. We generally do not enter
into derivative financial instruments for speculative or trading purposes and did not during the years ended
October 31, 2009, 2008, or 2007. None of our derivatives qualified for hedge accounting treatment in 2009,
2008, or 2007.

Certain of our derivative contracts contain provisions that require us to provide collateral only if certain
thresholds are exceeded. No collateral was provided at October 31, 2009 and 2008. Collateral is not required to
be provided by our counter-parties for derivative contracts. We manage exposure to counter-party credit risk by
entering into derivative financial instruments with various major financial institutions that can be expected to
fully perform under the terms of such agreements. We do not anticipate nonperformance by any of the counter-
parties. Our exposure to credit risk in the event of nonperformance by the counter-parties is limited to those gains
that have been recorded, but have not yet been received in cash. At October 31, 2009 and 2008, our exposure to
credit risk was $38 million and $46 million, respectively.

Our financial services operations manage exposure to fluctuations in interest rates by limiting the amount of
fixed rate assets funded with variable rate debt. This is accomplished by funding fixed rate receivables utilizing a
combination of fixed rate and variable rate debt and derivative financial instruments to convert variable rate debt
to fixed. These derivative financial instruments may include interest rate swaps, interest rate caps, and forward
contracts. The fair value of these instruments is estimated by discounting expected future monthly settlements
and is subject to market risk, as the instruments may become less valuable due to changes in market conditions,
interest rates, or credit spreads of counterparties. Notional amounts of derivative financial instruments do not
represent exposure to credit loss.

The fair values of all derivatives are recorded as assets or liabilities on a gross basis in our Consolidated Balance
Sheets. At October 31, 2009 and 2008, the fair values of our derivatives and their respective balance sheet
locations are presented in the following table:

Asset Derivatives Liability Derivatives
Location in Location in

As of October 31, 2009 Consolidated Balance Sheets Fair Value Consolidated Balance Sheets Fair Value
(in millions)
Interest rate swaps:

Current portion .. ...... Other current assets $ 5 Other current liabilities $ 9

Noncurrent portion . . . .. Other noncurrent assets 27 Other noncurrent liabilities 52
Interest rate caps purchased .. Other noncurrent assets 5 Other noncurrent liabilities —
Interest rate caps sold ....... Other noncurrent assets —  Other noncurrent liabilities 4
Commodity contracts ....... Other current assets 1 Other current liabilities 1
Total fair value ............ 38 66
Less: Current portion ....... 6) 10)
Noncurrent portion ......... $ 32 $ 56
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Asset Derivatives Liability Derivatives

Location in Consolidated Balance Location in

As of October 31, 2008 Sheets Fair Value Consolidated Balance Sheets Fair Value
(in millions)
Interest rate swaps:
Current portion ........ Other current assets $ — Other current liabilities $ 2
Noncurrent portion . . ... Other noncurrent assets 39 Other noncurrent liabilities 80
Interest rate caps purchased .. Other noncurrent assets —  Other noncurrent liabilities 3
Interest rate caps sold ....... Other noncurrent assets 3 Other noncurrent liabilities —
Foreign currency contracts . .. Other current assets 3 Other current liabilities 3
Commodity contracts . ...... Other current assets 1 Other current liabilities —
Total fair value ............ 46 88
Less: Current portion ....... “ Q)
Noncurrent portion ......... $ 42 $ 83

The location and amount of gain (loss) recognized in income on derivatives are as follows for the years ended
October 31:

Amount of Gain
(Loss) Recognized

2009 2008 2007

Location in
Consolidated Statements of Operations

(in millions)
Interest rate swaps

Interest expense $ W s SHSs ®

Interest rate caps purchased ............ Interest expense 2 1 (D
Interestrate capssold . ................ Interest expense 1) 1) 1
Foreign currency contracts . ............ Other (income) expenses, net 5 — —
Commodity forward contracts .......... Costs of products sold 6) 1 —

Total loss $ W3 6% ®

Interest Rate Swaps and Caps

In September 2008, we entered into two floating-to-floating interest rate swaps (“basis swaps”) to economically
hedge a portion of the floating interest rate associated with our $1.5 billion five-year term loan facility and
synthetic revolving facility. The basis swaps had an aggregate notional amount of $1.1 billion and became
effective October 30, 2008. The basis swaps matured on January 30, 2009. For the year ended October 31, 2009,
we recognized a loss of $2 million under these arrangements.

In June 2005, TRIP entered into a $500 million revolving facility. Under the terms of this agreement, TRIP
purchases and holds fixed rate retail notes and finance leases from NFC. TRIP finances such purchases with its
revolving facility. TRIP purchased interest caps with a notional amount of $500 million to protect it against the
potential of rising commercial paper interest rates. To offset the economic cost of these caps, NFC sold identical
interest rate caps. The interest rate caps have a maturity date of June 30, 2016.

NFC has entered into various interest rate swap agreements in connection with the sale of retail notes and lease
receivables. The purpose and structure of these swaps is to convert the floating rate portion of the asset-backed
securities into fixed rate swap interest to match the interest basis of the receivables pool sold to the owner trust in
those periods, and to protect NFC from interest rate volatility. As of October 31, 2009 and 2008, the aggregate
notional amount of the outstanding interest rate swaps was $3.4 billion and $5.1 billion, respectively. The interest
rate swap agreements have several maturity dates ranging from 2010 to 2016.
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Foreign Currency Contracts

.In 2009, we entered into put option contracts for Canadian dollars as economic hedges of anticipated cash flows
denominated in Canadian dollars. These contracts were entered into to protect the revenue of certain contracts
denominated in Canadian dollars. In 2008, we entered into forward exchange contracts as economic hedges of
anticipated cash flows denominated in Indian rupees and South African rand. These contracts were entered into
to protect against the risk that the eventual cash flows resulting from such transactions will be adversely affected
by changes in exchange rates between the U.S. dollar and either the Indian rupee or South African rand. The
forward exchange contracts matured in October 2009. As of October 31, 2009, we had outstanding put options
with aggregate notional amounts of $81 million.

Commodity Forward Contracts

In 2009, we entered into commodity forward contracts as economic hedges of exposure to variability of
commodity prices for diesel fuel, lead and steel. These contracts were entered into to protect against the risk that
the eventual cash flows related to purchases of the commodities will be adversely affected by future changes in
prices. As of October 31, 2009, we had outstanding diesel fuel contracts with aggregate notional amounts of $2
million and outstanding steel contracts with aggregate notional values of $39 million. As of October 31, 2008, we
had outstanding diesel fuel commodity forward contracts with aggregate notional amounts of $9 million and
outstanding lead commodity forward contracts with aggregate notional amounts of $2 million. The commodity
forward contracts have several maturity dates ranging from January 2010 to September 2010.

16. Commitments and contingencies
Guarantees

We occasionally provide guarantees that could obligate us to make future payments if the primary entity fails to
perform under its contractual obligations. We have recognized liabilities for some of these guarantees in our
Consolidated Balance Sheets as they meet the recognition and measurement provisions of the guidance on
guarantor’s accounting and disclosure requirements for guarantees including indirect guarantees of the
indebtedness of others. In addition to the liabilities that have been recognized, we are contingently liable for
other potential losses under various guarantees. We do not believe that claims that may be made under such
guarantees would have a material effect on our financial condition, results of operations, or cash flows.

We have issued residual value guarantees in connection with various leases that extend through 2013. The
amounts of the guarantees are estimated and recorded as liabilities as of October 31, 2009. Our guarantees are
contingent upon the fair value of the leased assets at the end of the lease term.

We obtain certain stand-by letters of credit and surety bonds from third party financial institutions in the ordinary
course of business when required under contracts or to satisfy insurance-related requirements. The amount of
available stand-by letters of credit and surety bonds were $47 million at October 31, 2009.

We extend credit commitments to certain truck fleet customers, which allow them to purchase parts and services
from participating dealers. The participating dealers receive accelerated payments from us with the result that we
carry the receivables and absorb the credit risk related to these customers. At October 31, 2009, we have

$30 million of unused credit commitments outstanding under this program.

In addition, at October 31, 2009 we have entered into various purchase commitments of $114 million and
contracts that have cancellation fees of $9 million with various expiration dates through 2016.
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In the ordinary course of business, we also provide routine indemnifications and other guarantees, the terms of
which range in duration and often are not explicitly defined. We do not believe these will result in claims that
would have a material impact on our financial condition, results of operations, or cash flows.

The terms of the Ford Settlement require us to indemnify Ford with respect to intellectual property infringement
claims, if any, that are brought against Ford or others that use the 6.0 liter or 6.4 liter engines on behalf of Ford.
The maximum amount of future payments that we could potentially be required to pay under the indemnification
would depend upon whether any such claims are alleged in the future and thus cannot currently be determined.

Environmental Liabilities

We have been named a potentially responsible party (“PRP”), in conjunction with other parties, in a number of
cases arising under an environmental protection law, the Comprehensive Environmental Response,
Compensation, and Liability Act, popularly known as the “Superfund” law. These cases involve sites that
allegedly received wastes from current or former Company locations. Based on information available to us
which, in most cases, consists of data related to quantities and characteristics of material generated at current or
former Company locations, material allegedly shipped by us to these disposal sites, as well as cost estimates from
PRPs and/or federal or state regulatory agencies for the cleanup of these sites, a reasonable estimate is calculated
of our share, if any, of the probable costs and accruals are recorded in our consolidated financial statements.
These accruals are generally recognized no later than completion of the remedial feasibility study and are not
discounted to their present value. We review all accruals on a regular basis and believe that, based on these
calculations, our share of the potential additional costs for the cleanup of each site will not have a material effect
on our financial condition, results of operations, or cash flows.

Four sites formerly owned by us, (i) Solar Turbines in San Diego, California, (ii) the West Pullman Plant in
Chicago, llinois, (iii) the Canton Plant in Canton, Illinois, and (iv) Wisconsin Steel in Chicago, Illinois, were
identified as having soil and groundwater contamination. Two sites in Sao Paulo, Brazil, one where we are
currently operating and another where we previously had operations, were identified as having soil and
groundwater contamination. While investigations and cleanup activities continue at all sites, we believe that we
have adequate accruals to cover costs to complete the cleanup of these sites.

We have accrued $14 million for these and other environmental matters that may arise, which are included within
Other current liabilities and Other noncurrent liabilities, as of October 31, 2009. The majority of these accrued
liabilities are expected to be paid out in 2010 and 2011.

Along with other vehicle manufacturers, we have been subject to an increase in the number of asbestos-related
claims in recent years. In general, these claims relate to illnesses alleged to have resulted from asbestos exposure
from component parts found in older vehicles, although some cases relate to the alleged presence of asbestos in
our facilities. In these claims, we are not the sole defendant, and the claims name as defendants numerous
manufacturers and suppliers of a wide variety of products allegedly containing asbestos. We have strongly
disputed these claims, and it has been our policy to defend against them vigorously. Historically, the actual
damages paid out to claimants have not been material in any year to our financial condition, results of operations,
or cash flows. It is possible that the number of these claims will continue to grow, and that the costs for resolving
asbestos related claims could become significant in the future.
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Legal Proceedings
Overview

We are subject to various claims arising in the ordinary course of business, and are parties to various legal
proceedings that constitute ordinary, routine litigation incidental to our business. The majority of these claims
and proceedings relate to commercial, product liability, and warranty matters. In our opinion, apart from the
actions set forth below, the disposition of these proceedings and claims, after taking into account recorded
accruals and the availability and limits of our insurance coverage, will not have a material adverse effect on our
business or our financial condition, results of operations, and cash flows.

Settlement of Ford Litigation

In January 2007, a complaint was filed against us in Oakland County Circuit Court in Michigan by Ford claiming
damages relating to warranty and pricing disputes with respect to certain engines purchased by Ford from us.
While Ford’s complaint did not quantify its alleged damages, we estimated that Ford may have been seeking in
excess of $500 million, and that this amount might have increased (i) as we continued to sell engines to Ford ata
price that Ford alleged was too high and (ii) as Ford paid its customers’ warranty claims, which Ford alleged
were attributable to us. We disagreed with Ford’s position and defended ourselves vigorously in the litigation.

We filed an answer to the complaint denying Ford’s allegations in all material respects. We also asserted
affirmative defenses to Ford’s claims, as well as counterclaims alleging that, among other things, Ford had
materially breached contracts between it and us in several different respects.

In June 2007, we filed a separate lawsuit against Ford in the Circuit Court of Cook County, Illinois, for breach of
contract relating to the manufacture of new diesel engines for Ford for use in vehicles including the F-150 pickup
truck. In that case we sought unspecified damages. In September 2007, the judge dismissed our lawsuit against
Ford, directing us to proceed with mediation. In February 2008, we re-filed the lawsuit against Ford because the
parties were unable to resolve the dispute through mediation. .

In January 2009, we announced that we had reached an agreement with Ford to restructure our ongoing business
relationship and settle all existing litigation between us and Ford. As part of the settlement agreement, both
companies agreed to terminate their respective lawsuits and release each other from various actual and potential
claims, including those brought in the lawsuits. We also received a cash payment from Ford and increased our
interests in the BDT and BDP joint ventures with Ford to 75%. Finally, we will end our current diesel engine
supply agreement with Ford effective December 31, 2009. We will however continue our diesel engine supply
arrangement with Ford in South America.

Continental Automotive Systems US, Inc.

In March 2009, Continental sent notice to Navistar, Inc. pursuant to a contract between them, making a demand
for binding arbitration for alleged breach of contract and alleged negligent misrepresentation relating to our
unexpected low volume of purchases of engine components from Continental and seeking monetary damages. In
April 2009, we sent Continental an answer to the notice of arbitration demand denying Continental’s allegations
in all material respects and asserting affirmative defenses to Continental’s claims, as well as counterclaims
alleging that, among other things, Continental materially breached contracts between it and us in several different
respects. In October 2009, before arbitration was scheduled, Continental and the Company resolved the business
disputes asserted by both parties in the arbitration pleadings.
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Litigation Relating to Accounting Controls and Financial Restatement

In December 2007, a complaint was filed against us by Norfolk County Retirement System and Brockton
Contributory Retirement System (collectively “Norfolk™), which was subsequently amended in May 2008. In
March 2008, an additional complaint was filed by Richard Garza, which was subsequently amended in October
2009. Both of these matters are pending in the United States District Court, Northern District of Illinois.

The plaintiffs in the Norfolk case allege they are shareholders suing on behalf of themselves and a class of other
shareholders who purchased shares of the Company’s common stock between February 14, 2003 and July 17,
2006. The amended complaint alleges that the defendants, which include the Company, one of its executive
officers, two of its former executive officers, and the Company’s former independent accountants, Deloitte &
Touche LLP (“Deloitte”), violated federal securities laws by making false and misleading statements about the
Company’s financial condition during that period. In March 2008, the court appointed Norfolk County
Retirement System and the Plumbers Local Union 519 Pension Trust as joint lead plaintiffs. On July 7, 2008, the
Company filed a motion to dismiss the amended complaint based on the plaintiffs’ failure to plead any facts
tending to show the defendants’ actual knowledge of the alleged false statements or that the plaintiffs suffered
damages. Deloitte also filed a motion to dismiss on similar grounds. On July 28, 2009, the Court granted
Deloitte’s motion to dismiss but denied the motion to dismiss as to all other defendants. On September 10, 2009
the Court entered a scheduling order that, among other things, required lead plaintiffs to file their motion for
class certification on March 19, 2010. The lead plaintiffs in this matter seek compensatory damages and
attorneys’ fees among other relief.

The plaintiff in the Garza case brought a derivative claim on behalf of the Company against one of the
Company’s executive officers, two of its former executive officers, and certain of its directors, alleging that all of
the defendants violated their fiduciary obligations under Delaware law by willfully ignoring certain accounting
and financial reporting problems at the Company, thereby knowingly disseminating false and misleading
financial information about the Company and certain of the defendants were unjustly enriched in connection with
their sale of Company stock during the December 2002 to January 2006 period. On November 30, 2009 the
defendants filed a motion to dismiss the amended complaint based on plaintiffs’ failure to state a claim and based
on plaintiffs’ failure to make a demand on the Board of Directors. The plaintiffs in this matter seek compensatory
damages, disgorgement of the proceeds of defendants’ profits from the sale of Company stock, attorneys’ fees,
and other equitable relief.

We strongly dispute the allegations in these amended complaints and will vigorously defend ourselves.

SEC Investigation

In January 2005, we announced that we would restate our financial results for 2002 and 2003 and the first three
quarters of 2004. Our restated Annual Report on Form 10-K was filed in February 2005. The SEC notified us on
February 9, 2005 that it was conducting an informal inquiry into our restatement. On March 17, 2005, we were
advised by the SEC that the status of the inquiry had been changed to a formal investigation. On April 7, 2006,
we announced that we would restate our financial results for 2002 through 2004 and for the first three quarters of
2005. We were subsequently informed by the SEC that it was expanding the investigation to include this
restatement. Our 2005 Annual Report on Form 10-K, which included the restated financial statements, was filed
in December 2007. We have been providing information to and fully cooperating with the SEC on this
investigation.

To resolve this matter we, along with our chief executive officer, have made offers of settlement to the
investigative staff of the SEC and the investigative staff has decided to recommend those offers of settlement to
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the SEC. As a result of the proposed settlement, in each case without admitting or denying wrongdoing, we
would consent to the entry of an administrative settlement and would not pay a civil penaity and our chief
executive officer would consent to the entry of an administrative settlement regarding our system of internal
accounting controls and return to us a portion of his bonus for 2004. These proposed settlements are subject to
mutual agreement on the specific language of the orders and to final approval by the SEC. We cannot assure you
the proposed settlement will be approved by the SEC and, in the event the proposed settlement is not approved,
what the ultimate resolution of this investigation will be.

Commercial Steam LLC and Andrew Harold vs. Ford Motor Co. and Navistar International Corporation.

In October 2009, Commercial Steam LLC and Andrew Harold (collectively, the “plaintiffs”) filed a complaint
against NIC in the United States District Court for the Southern District of West Virginia. The plaintiffs in this
case allege they are suing on behalf of themselves and a putative class of other West Virginia residents who
purchased a model year 2003 to 2006 Ford F-Series truck with a 6.0 liter Power Stroke engine. The complaint
alleges problems with these vehicles and engines, including, but not limited to, the fuel system, fuel injectors, oil
leaks, broken turbochargers and other warranty claims. The plaintiffs in this matter seek compensatory damages,
interest and attorneys’ fees among other relief.

17. Segment reporting
The following is a description of our four reporting segments:

e Our Truck segment manufactures and distributes a full line of class 4 through 8 trucks, buses under the
International and IC Bus, LLC (“IC”) brands, and Navistar Defense, LLC military vehicles. Our Truck
segment also produces chassis for motor homes and commercial step-van vehicles under the Workhorse
Custom Chassis, LLC (“WCC”) brand and recreational vehicles under the Monaco RV, LLC brands. In an
effort to strengthen and maintain our dealer network, this segment occasionally acquires and operates dealer
locations for the purpose of transitioning ownership or providing temporary operational assistance. At
October 31, 2009 and 2008, we had ownership interests in 17 and 21 Dealcor entities, representing 51 and
58 physical locations, respectively, with our ownership interests ranging from 10% to 100%.

+  Our Engine segment designs and manufactures diesel engines for use primarily in our class 6 and 7 medium
trucks and buses and selected class 8 heavy truck models, and for sale to OEMs primarily in North America.
In addition, we produce diesel engines in Brazil primarily for distribution in South America under the
MWM brand for sale to OEMs. We have an agreement with Ford to be its exclusive supplier of V-8 diesel
engines for all of its diesel-powered super-duty trucks and vans over 8,500 Ibs gross vehicle weight in North
America which expires on December 31, 2009. Also included in the Engine segment are the operating
results of BDP, which manages the sourcing, merchandising, and distribution of service parts for vehicles
we and Ford sell in North America.

e Our Parts segment provides customers with proprietary products needed to support the International truck,
IC bus, WCC chassis, Navistar Defense military vehicles, and the MaxxForce® engine lines. Our Parts
segment also provides a wide selection of other standard truck, trailer, and engine service parts. At
October 31, 2009, this segment operated 11 regional parts distribution centers that provide 24-hour
availability and shipment.

«  Our Financial Services segment provides retail, wholesale, and lease financing of products sold by the
Truck segment and its dealers within the U.S. and Mexico as well as financing for wholesale accounts and
selected retail accounts receivable. Our Mexican financial services operations’ primary business is to
provide wholesale, retail, and lease financing to dealers and retail customers in the Mexican market.
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Corporate contains those items that do not fit into our four segments.

Segment Profit (Loss)

We define segment profit (loss) as net income (loss) excluding income tax expense. Additional information about
segment profit (loss) is as follows:

¢ Postretirement benefits and medical expenses of active employees are allocated to the segments based upon
relative workforce data while the costs of retired employees are corporate expenses. Postretirement benefits
and medical expenses for 2009 include changes to the allocation methodology to reflect the allocation of
only service cost to segments as we believe these are more controllable by segment management. We have
revised 2008 and 2007 segment profit (loss) to reflect these changes in our allocation methodology.

¢ The UAW master contract and non-represented employee profit sharing, annual incentive compensation,
and the costs of contingent contributions to the Supplemental Trust are included in corporate expenses, if
applicable.

¢ Interest expense and interest income for the manufacturing operations are reported in corporate expenses.

e Certain sales to our dealers include interest-free periods that vary in length. The Financial Services segment
finances these sales and our Truck segment subsidizes and reimburses the Financial Services segment for
those finance charges.

¢ Intersegment purchases and sales between the Truck and Engine segments are recorded at our best estimates
of arms-length pricings. The MaxxForce Big-Bore engine program is being treated as a joint program with
the Truck and Engine segments sharing in certain costs of the program.

e Intersegment purchases from the Truck and Engine segments by the Parts segment are recorded at standard
production cost.

e We allocate “access fees” to the Parts segment from the Truck and Engine segments for certain engineering
and product development costs, depreciation expense, and selling, general and administrative expenses
incurred by the Truck and Engine segments based on the relative percentage of certain sales, as adjusted for
cyclicality.

»  Certain sales financed by the Financial Services segment, primarily NFC, require the manufacturing
operations, primarily the Truck segment, and the Financial Services segment to share a portion of customer
losses or the manufacturing operations may be required to repurchase the repossessed collateral from the
Financial Services segment at the principal value of the receivable.

e Other than the items discussed above, the selected financial information presented below is recognized in
accordance with our policies described in Note 1, Summary of significant accounting policies.
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Selected financial information as of and for the years ended October 31 is as follows:

Corporate
Financial and
Truck Engine© Parts Servicesw  Eliminations Total

(in millions)
October 31, 2009
External sales and revenues, net .... $ 7,294 $ 2,031 1,975 $ 269 $ — $ 11,569
Intersegment sales and revenues . ... 3 659 198 79 939) —
Total sales and revenues, net ....... $ 7,297 $ 2,69 2,173 $ 348 $ (939 $ 11,569
Depreciation and amortization . . . . .. $ 159 111 6 $ 25§ 16 $ 317
Interest expense ................. — — — 161 90 251
Equity in income (loss) of

non-consolidated affiliates ....... 5) 45 6 —_ —_ 46
Income (loss) before income tax,

minority interest, and extraordinary

AN ... 124 278 436 40 (519) 359
Minority interest in net income of

subsidiaries, netof tax .......... — (25) —_ — —_ 25)
Extraordinary gain, netof tax ...... 23 — — — — 23
Segment profit (108s) ............. $ 147 253 436 $ 40 $ (519 $ 357
Segment assets .................. $ 2,660 1,517 664 $ 4,136 $ 1,050 $ 10,027
Capital expenditures® ............ 65 56 13 3 14 151
October 31, 2008
External sales and revenues, net .... $ 10,314 2,499 1,586 $ 325 $ — $ 14,724
Intersegment sales and revenues .. .. 3 758 238 80 (1,079) —
Total sales and revenues, net . ...... $ 10,317 3,257 1,824 405 $ (1,079) 14,724
Depreciation and amortization . . . ... $ 183 161 7 22 $ 20 $ 393
Interest expense ................. — — — 313 156 469
Equity in income (loss) of

non-consolidated affiliates ....... (14) 80 5 — — 71
Segment profit (loss) ............. 805 (366) 254 (24) 478) 191
Segmentassets .................. 2,796 1,374 711 4,879 630 10,390
Capital expenditures® .. ... .. .. .. 84 76 6 8 2 176
October 31, 2007
External sales and revenues, net .... $ 7,804 2,798 1,308 $ 385 $ — $ 12,295
Intersegment sales and revenues . ... 5 663 254 132 (1,054) —_
Total sales and revenues, net ....... $ 7,809 3,461 1,562 517 $ (1,054 $ 12,295
Depreciation and amortization . ... .. $ 164 159 7 24 % 17  $ 371
Interest expense ................. — — — 306 196 502
Equity in income of non-consolidated

affiliates ..................... 6 64 4 — — 74
Segment profit (loss) ............. 160 142 160 127 (662) (73)
Capital expenditures® . ........... 200 88 7 3 14 312

(A) Total sales and revenues in the Financial Services segment include interest revenues of $304 million, $386 million, and $438 million for

2009, 2008, and 2007, respectively.
(B) Exclusive of purchases of equipment leased to others.

(C) See Note 2, Ford settlement and related charges, and Note 13, Commitments and contingencies, for further discussion.
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Following is information about our two customers from which we derived more than 10% of our consolidated
Sales and revenues, net:

. Sales of vehicles and service parts to the U.S. government were 25%, 27%, and 4% of consolidated sales
and revenues for 2009, 2008, and 2007, respectively. Sales of vehicles and service parts to the U.S.
government are reported in our Truck and Parts segments.

. Sales of diesel engines to Ford were 9%, 7%, and 14% of consolidated sales and revenues for 2009, 2008,
and 2007, respectively. Ford accounted for 42%, 44%, and 58% of our diesel unit volume (including
intercompany transactions) for 2009, 2008, and 2007, respectively.

Information concerning principal geographic areas for the years ended October 31, 2009, 2008, and 2007 is as
follows:

20094 2008 2007

(in millions)
Sales and revenues:

United States .. ..ottt $ 9262 $ 10,796 $ 8,460

Canada . ... .. 748 949 982

M EXICO .ottt 467 959 990

Brazil . ... . 638 936 702

(117> P 454 1,084 1,161
Long-lived assets: B

United STALES ... vt o e ettt e e e $ 1344 $ 1,354

Canada . ... e e 164 213

MeEXICO .ottt 72 68

Brazil .. ... 466 395

Other . .o e e 3 —

(A) In 2009, we changed our methodology of reporting the categorization of sales based on “selling” location to a “sold to” location. Prior
period amounts have been revised to reflect this change in methodology.
(B) Long-lived assets consist of Property and equipment, net, Goodwill, and Intangible assets, net.

18. Stockholders’ deficit
Preferred and Preference Stocks

NIC has authorized 30 million shares of preferred stock, none of which have been issued, with a par value of
$1.00 per share. NIC also has authorized 10 million shares of preference stock with a par value of $1.00 per
share.

The UAW holds the Series B Nonconvertible Junior Preference Stock (“Series B”) and is currently entitled to
elect one member of our Board of Directors. As of October 31, 2009 and 2008, there was one share of Series B
Preference stock authorized and outstanding.

As of October 31, 2009 and 2008, there were 148,926 and 149,594 shares, respectively, of Series D Convertible
Junior Preference Stock (“Series D”) issued and outstanding. These shares were issued with a par value of $1.00
per share, an optional redemption price, and a liquidation preference of $25 per share plus accrued dividends.
The Series D stock may be converted into NIC common stock at the holder’s option (subject to adjustment in
certain circumstances); upon conversion each share of Series D stock is converted to 0.3125 shares of common
stock. The Series D stock ranks senior to common stock as to dividends and liquidation and receives dividends at
a rate of 120% of the cash dividends on common stock as declared on an as-converted basis.
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In July 2007, the Company filed a Certificate of Designation to its Restated Certificate of Incorporation creating
a series of 110,000 shares of Preferred Stock designated as Junior Participating Preferred Stock, Series A, par
value $1.00 per share. The Junior Participating Preferred Stock, Series A are entitled to dividends and shall have
the voting and such other rights as provided for in the Certificate of Designation.

Common Stock

NIC has authorized 110 million shares of common stock with a par value of $0.10 per share. There were
70.7 million shares and 71.3 million shares of common stock outstanding, net of common stock held in treasury,
at October 31, 2009 and 2008, respectively.

Loans to officers and directors are recorded as reductions of additional paid-in capital. These loans accrue
interest at the applicable federal rate (as determined by Section 1274(d) of the Internal Revenue Code) on the
common stock purchase dates for loans of stated maturity. The loans are unsecured and interest is compounded
annually over a nine-year term. Principal and interest are due at maturity and a loan may be prepaid at any time at
the participant’s option. Loans to officers and directors, which were made primarily to finance the purchase of
shares of NIC common stock, were less than $1 million at October 31, 2009 and 2008. Effective July 31, 2002,
we no longer offer such loans. All amounts due under these loans are deemed fully collectible.

Additional Paid in Capital

In connection with the sale of the Convertible Notes, the Company purchased call options for $125 million and
entered into separate warrant transactions whereby, the Company sold, for an aggregate purchase price of $87
million, warrants to purchase shares of common stock. As the call options and warrants are indexed to our
common stock, we recognized them in permanent equity in Additional paid in capital, and will not recognize
subsequent changes in fair value as long as the instruments remain classified as equity. See Note 11, Debt, for
further discussion.

Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss consists of the following as of October 31:

2009 2008 2007
(in millions)
Postretirement and other postemployment benefits . ...................... $ (1,772) $ (944) $ (281)
Foreign currency translation adjustments .............. .. ... ... ... 98 1 126
Accumulated other comprehensive loss ........... ... ... . ... $ (1,674 $ (943) $ (155)

Dividend Restrictions

Under the General Corporation Law of the State of Delaware, dividends may only be paid out of surplus or out of
net profits for the year in which the dividend is declared or the preceding year, and no dividend may be paid on
common stock at any time during which the capital of outstanding preferred stock or preference stock exceeds
our net assets.

As set forth in the Senior Indenture, the terms of our Senior Notes include various financial covenants and
restrictions including, among others, certain limitations on dividends. We have not paid dividends on our

common stock since 1980.
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Share Repurchase Program

In July 2008, our Board of Directors authorized a $36 million share repurchase program, which expired in July
2009. Under this program, we repurchased 1,000,000 shares of our common stock at an average price of $28.89.

19. Earnings (loss) per share

The following table shows the information used in the calculation of our basic and diluted earnings (loss) per
share as of October 31:

2009 2008 2007
(in millions, except per share data)
Numerator:
Income (loss) before extraordinary gain .............................. $ 297 $ 134 $ (120)
Extraordinary gain, netoftax .............. .. . . it iiiiiiiiaii, 23 e —
Net income (loss) available to common stockholders . ................... $ 320 $ 134 $ (120
Denominator:
Weighted average shares outstanding . ........... ... .. ... ... ... .....
BasiC . .o 71.0 70.7 70.3
Effect of dilutive securities ...............viuiiriiinenannennann .. 0.8 2.5 —
Diluted ... .. 71.8 73.2 70.3
Basic earnings (loss) per share:
Income (loss) before extraordinary gain .................................. $ 418 $ 189 $ (1.70)
Extraordinary gain, net of tax ............ ... .. i e 0.33 — —
Net inCome (JOSS) . .ot v ottt et e e e e $ 451 $ 189 $ (1.70)
Diluted earnings (loss) per share:
Income (loss) before extraordinary gain .................................. $ 414 $ 182 $ (1.70)
Extraordinary gain, netoftax ........... ... .. .. .. . i i, 0.32 — —
Netincome (10SS) . ..o vttt ittt et ettt et et ettt et et et $ 446 $ 182 $ (1.70)

The aggregate shares not included in the computation of diluted earnings (loss) per share, as they would be anti-
dilutive, were 22.9 million in 2009, an immaterial amount in 2008, and 2.2 million in 2007, respectively. The
22.9 million shares not included in the 2009 computation include 11.4 million shares related to our Convertible
Notes which are anti-dilutive as our average stock price was less than $50.27 per share and 11.4 million shares
related to the sale of warrants which are anti-dilutive as our average stock price was less than $60.14 per share.
We also purchased call options, covering 11.4 million shares at a strike price of $50.27 per share, which are
intended to minimize share dilution associated with the Convertible Notes. Under accounting guidance these call
options cannot be utilized to offset the dilution of the Convertible Notes for determining diluted earnings (loss)
per share.

20. Stock-based compensation plans

We have various stock-based compensation plans, approved by the Compensation Committee of the Board of

Directors, which provide for granting of stock options to employees and directors for purchase of our common
stock at the fair market value of the stock on the date of grant. The grants generally have a 10-year contractual
life. Below is a brief description of the material features of each plan.
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From March 1, 2006 and continuing through September 11, 2008, we had been subject to the blackout trading
rules of Regulation BTR of the SEC, which generally prohibit our directors and executive officers from engaging
in any transaction involving Company stock where participants in an individual account plan (such as a

401(k) plan) are temporarily prohibited from engaging in transactions in the Company’s stock in their Company-
sponsored individual account plan. We were subject to Regulation BTR because of the delay in filing our 2007
financial results and inability to continue to offer our common stock as an investment option under our

401(k) plans.

Redeemable Equity Securities. Our options contained provisions allowing for a cash settlement in the event of a
change in control and when certain other conditions existed. Accordingly, the intrinsic value of these options was
reflected as mezzanine equity. In the first quarter of 2009, we modified the terms of certain outstanding stock
options classified as mezzanine equity. The modification, which required the consent of plan participants,
eliminated the feature that allowed for cash settlement in the event of a change in control when certain other
conditions existed. As a result, the value of the modified award is no longer required to be presented as
mezzanine equity under the guidance on the classification and measurement of redeemable securities. The
modification has resulted in a reduction of $130 million of Redeemable equity securities and a corresponding
increase to Additional paid in capital. As additional plan participants consent to the modification, exercise their
stock option, or they expire, additional amounts will be reclassified from Redeemable equity securities to
Additional paid in capital.

2004 Performance Incentive Plan. Our 2004 Performance Incentive Plan (“2004 Plan”) was approved by our
Board of Directors and subsequently by our stockholders on February 17, 2004. We subsequently amended the
2004 Plan on April 21, 2004, March 23, 2005, December 13, 2005, April 16, 2007, June 18, 2007, May 27,

2008, December 16, 2008, January 9, 2009, and December 14, 2009. The 2004 Plan replaced, on a prospective
basis, our 1994 Performance Incentive Plan and 1998 Supplemental Stock Plan, both of which expired
December 16, 2003, and our 1998 Non-Employee Director Stock Option Plan (the “Prior Plans”). No new grants
are being made under the Prior Plans and any awards previously granted under the Prior Plans continue to vest
and/or are exercisable in accordance with their original terms and conditions. In addition, after February 17,
2004, restoration stock options have been or may be granted under the 2004 Plan. Prior to February 17, 2004,
restoration stock options were granted under our 1998 Supplemental Stock Plan (a non-stockholder approved
plan), as supplemented by the Restoration Stock Option Program (as more fully described below). In December
2008, the 2004 Plan was further amended to remove the restoration feature for future grants and to comply with
certain 409A tax safe harbor regulations. Stock options awarded under the 2004 Plan generally have a term of not
more than 10 years and become exercisable as to one-third of the shares on each of the first three anniversaries of
the date of grant so that in three years the shares are 100% vested. Awards of restricted stock and restricted stock
units granted under the 2004 Plan, as well as other award grants, are established by our Board of Directors or
committee thereof at the time of issuance. A total of 3,250,000 shares of common stock were reserved for awards
under the 2004 Plan. Shares subject to awards under the 2004 Plan, or any other Prior Plans after February 17,
2004, that are cancelled, expired, forfeited, settled in cash, tendered to satisfy the purchase price of an award,
withheld to satisfy tax obligations or otherwise terminated without a delivery of shares to the participant become
available for future awards. As of October 31, 2009, 3,341,982 awards remain available for future issuance under
the 2004 Plan.

1994 Performance Incentive Plan. Our 1994 Performance Incentive Plan (“1994 Plan”) was approved by our
Board of Directors and subsequently by our stockholders on March 16, 1994. For each year during the term of
the 1994 Plan, one percent of the outstanding shares of our common stock as of the end of the immediately
preceding year were reserved for issuance. Shares not issued in a year carried over to the subsequent year.
Forfeited and lapsed shares could be reissued. Stock options awarded under the 1994 Plan generally have a term
of not more than 10 years and become exercisable as to one-third of the shares on each of the first three
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anniversaries of the date of grant so that in three years the shares are 100% vested. As of October 31, 2009,
1,387,648 awards remain outstanding for shares of common stock reserved for issuance under the 1994 Plan. Our
1994 Plan expired on December 16, 2003.

The following plans were approved by our Board of Directors but were not approved and were not required to be
approved by our stockholders: the 1998 Supplemental Stock Plan as supplemented by the Restoration Stock
Option Program (the “Supplemental Plan”), the Executive Stock Ownership Program (the “Ownership
Program”), the 1998 Non-Employee Director Stock Option Plan (the “Director Stock Option Plan”), and the
Non-Employee Directors Deferred Fee Plan (the “Deferred Fee Plan”).

Supplemental Plan. The Supplemental Plan was approved by our Board of Directors on December 15, 1998. A
total of 4,500,000 shares of common stock were reserved for awards under the Supplemental Plan. Shares subject
to awards under the Supplemental Plan, or any other Plans prior to February 17, 2004, that were cancelled,
expired, forfeited, settled in cash, or otherwise terminated without a delivery of shares to the participant of the
plan, including shares used to pay the option exercise price of an option issued under the Plan or any other plan
or to pay taxes with respect to such an option again became available for awards. The Supplemental Plan is
separate from and intended to supplement the 1994 Plan. Stock options awarded under the Supplemental Plan
generally have a term of not more than 10 years and become exercisable as to one-third of the shares on each of
the first three anniversaries of the date of grant so that in three years the shares are 100% vested. Awards of
restricted stock granted under the Supplemental Plan were established by our Board of Directors or committee
thereof at the time of issuance. In addition, prior to February 17, 2004, the Restoration Stock Option Program
supplemented the Supplemental Plan. Under the program, generally an option holder may exercise vested options
by presenting shares that have been held for at least six months and have a total market value equal to the option
price times the number of options. Restoration options are then granted at the market price in an amount equal to
the number of mature shares that were used to exercise the original option, plus the number of shares that are
withheld for the required tax liability. Participants who own non-qualified stock options that were vested prior to
December 31, 2004, may also defer the receipt of shares of NIC common stock due in connection with a
restoration stock option exercise of these options. Participants who elect to defer receipt of these shares will
receive deferred stock units. The deferral feature is not available for non-qualified stock options that vest on or
after January 1, 2005. As of October 31, 2009, 1,863,367 awards remain outstanding for shares of common stock
reserved for issuance under the Supplemental Plan. The Supplemental Plan expired December 16, 2003.

Ownership Program. On June 16, 1997, our Board of Directors approved the terms of the Ownership Program, and
has since amended it from time to time. In general, the Ownership Program requires all officers and senior
managers to acquire, by direct purchase or through salary or annual bonus reduction, an ownership interest in the
Company by acquiring a designated amount of our common stock at specified timelines. Participants are required to
hold such stock for the entire period in which they are employed by the Company. Participants may defer their cash
bonus into deferred share units (“DSUs”). The DSUs vest immediately. There are 9,342 DSUs (which include 3,607
DSUs granted under the 2004 Plan after February 17, 2004) outstanding as of October 31, 2009. Premium share
units (“PSUs”) may also be awarded to participants who complete their ownership requirement on an accelerated
basis. PSUs vest as to one-third of the shares on each of the first three anniversaries of the date of grant, so that in
three years the shares are 100% vested. There were 68,503 PSUs (which includes 27,478 PSUs granted under the
2004 Plan after February 17, 2004) outstanding as of October 31, 2009. Each vested DSU and PSU will be settled
by delivery of one share of common stock. Such settlement will occur within 10 days after a participant’s
termination of employment or at such later date as required by Internal Revenue Code Section Rule 409A. After
February 17, 2004, PSU’s and DSU’s awarded under this program are issued under the 2004 Plan.

Director Stock Option Plan. The Director Stock Option Plan provides for an annual option grant to each
non-employee director of the Company to purchase 4,000 shares of our common stock. The option exercise price
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in each case was 100% of the fair market value of our common stock on the business day following the day of
grant. Stock options awarded under the Director Stock Option Plan generally became exercisable in whole or in
part after the commencement of the second year of the term of the option for which the term was 10 years. The
optionee was also required to remain in the service of the Company for at least one year from the date of grant.
The Director Stock Option Plan was terminated on February 17, 2004. Any future grants to non-employee
directors will be issued under the 2004 Plan. As of October 31, 2009, 71,000 awards remain outstanding for
shares of common stock reserved for issuance under the Director Stock Option Plans.

Deferred Fee Plan. Under the Deferred Fee Plan, non-employee directors may elect to defer payment of all or a
portion of their retainer fees and meeting fees in cash (with interest) or in stock units. Deferrals in the deferred
stock account are valued as if each deferral was vested in NIC common stock as of the deferral date. As of
October 31, 2009, 36,559 deferred shares remain outstanding for shares of common stock reserved for issuance
under the Deferred Fee Plan.

The following summarizes stock option activity for the years ended October 31:

2009 2008 2007

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price

(shares in thousands)
Options outstanding, at beginning of year . . ....... 5589 $ 3460 7,143 $ 3464 7507 $ 3454
Granted ... ... e 951 22.66 — — — —
Exercised . .....coiiriiii e (456) 30.29 (1,366) 35.14 (6) 25.07
Forfeited/expired ............. ... ... ... .. ... 167) 31.81 (188) 3227 (358) 32.74
Options outstanding, atend of year . ............. 5,917 33.09 5,589 3460 7,143 34.64
Options exercisable, atendof year .............. 5023 $ 3495 5589 $ 3460 6443 - $ 34.80

Options available for grant, atend of year ........ 938

The following tables summarize information about stock options outstanding and exercisable at October 31, 2009:

Options Outstanding
Weighted
Average Weighted
Remaining Average Aggregate
Number Contractual Exercise Intrinsic
Range of Exercise Prices Outstanding Life Price Value
(in thousands) (in years) (in millions)
$21.22-831.81 ... 2,851 5.7 $ 2475 $ 24
$3218-841.53 ... 2,055 3.0 39.77 —
$4248 -8 5175 .o 1,011 4.1 43.04 —
Options Exercisable
Weighted

Average Weighted
Remaining Average Aggregate

Number Contractual Exercise Intrinsic
Range of Exercise Prices Outstanding Life Price Value
(in thousands) (in years) (in millions)
$21.22 83181 ..o 1,957 4.1 $ 2571 $ 15
$32.18 841,53 . . 2,055 3.0 39.77 e
$A4248 — S 51,75 ..o e 1,011 4.1 43.04 —
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The weighted average fair value at date of grant for options granted during the year ended October 31, 2009 was

$10.35 and was estimated using the Black-Scholes option-pricing model with the following weighted average
assumptions:

2009
Risk-free INtErest rate . . ... ..ottt e et et e e e e 1.34%
Dividend yield . .. ... ... e e e 0.00%
Expected vOlatility . .. ... ... e e 47.30%
Expected life in years . .. ... v it e e e e 5.9

The use of the Black-Scholes option-pricing model requires us to make certain estimates and assumptions. The
risk-free interest rate utilized is the implied yield on U.S. Treasury zero-coupon issues with a remaining term
equal to the expected term assumption on the grant date, rounded to the nearest half year. A dividend yield
assumption of 0% is used for all grants based on the Company’s history of not paying a dividend to any class of
stock. The expected volatility for each individual grant is based on the historical adjusted closing prices over a
period of time commensurate with the expected term of the option, ending on the date of grant, including as
appropriate recent trends in historical volatility and the market implied volatility of the share price based on
publicly traded instruments. For options granted in December 2008, we used the history from November 1, 1998
to the beginning of that year to determine the expected life for all grants during that year. The weighted average
expected life in years for all grants as a group is then calculated for each year. We monitor share option exercise
and employee termination patterns to estimate forfeiture rates.

Compensation expense related to stock options was $5 million in 2009. As of October 31, 2009, unrecognized
compensation expense related to outstanding unvested options approximated $4 million, and we expect to
recognize this cost over a weighted average period of 2.1 years. The intrinsic value of stock options exercised in
2009 was $14 million.

In April 2008, the Board of Directors approved the 2008 Emergence Long-Term Incentive Grant, under the 2004
Performance Incentive Plan, to certain employees, consultants, and non-employee directors to primarily replace
equity-based compensation forgone during the blackout period, described above. The grant was for restricted
stock units that vest 25% on the first anniversary of the grant date, 25% on the second anniversary, and 50% on
the third anniversary. A grant of 542,670 shares, with a fair value of $60.86 per share, was made in the fourth
quarter of 2008 to approximately 270 participants following the expiration of the blackout period. Compensation
expense related to these awards was approximately $7 million and $11 million in 2009 and 2008, respectively.
The remaining share-based compensation expense expected to be recognized in connection with these awards is
approximately $11 million, which will generally be recognized on a straight-line basis over the remaining vesting
period of the individual awards. We expect to recognize this cost over a weighted average period of 1.9 years. As
of October 31, 2009, 140,409 shares were vested and 21,384 shares were forfeited.

In December 2008, a grant of 191,739 restricted stock units, with a fair value of $22.66 per share, was made under
the 2004 Performance Incentive Plan. The grants vest as to 1/3 of the shares on each anniversary date of the grant so
that in 3 years the units are 100% vested. Compensation expense related to these awards was approximately $2
million in 2009. The remaining share-based compensation expense expected to be recognized in connection with
these awards is approximately $2 million which will generally be recognized on a straight-line basis over the
remaining vesting period of the individual awards. We expect to recognize this cost over a weighted average period
of 2.1 years. As of October 31, 2009, 7,396 shares vested and 5,094 shares were forfeited.

In connection with the 2004 Performance Incentive Plan, from time to time we award shares of restricted stock to
key executives. These shares are issued upon such terms and conditions as approved by the Board or
Compensation Committee thereof and typically are contingent on continued service to the Company for a
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specified period of time (the “vesting period”). During any vesting period, the restricted shares are not transferable,
although the executives may have some of the rights of a shareholder, including the rights to vote and to receive
dividends. Except in the event of death, disability, or retirement, if the executives fail to satisfy the vesting conditions
(such as by terminating employment prior to completion of the vesting period) they forfeit their right to the unvested
shares. At October 31, 2009, there were no restricted stock awards outstanding and unvested. We valued these awards
as of their issuance date and are recognizing their cost over the requisite service period of these executives. The share-
based compensation expense for these awards in 2009 was less than $1 million. The remaining share-based
compensation expense to be recognized in connection with these awards in the future is immaterial.

During 2009, the Company received cash of $13 million related to stock awards exercised and did not use cash to
settle stock awards. The Company realized a tax benefit from stock awards exercised during 2008 of $1 million,
but did not realize any tax benefit for 2009 or 2007.

21. Supplemental cash flow information

The following table provides additional information about the Company’s Consolidated Statements of Cash
Flows for the years ended October 31, 2009, 2008 and 2007.

For the Years Ended
October 31,
2009 2008 2007
(in millions)
Equity in income of affiliated companies, net of dividends
Equity in income of non-consolidated affiliates ........................... $ @6)$ (THS (74
Dividends from non-consolidated affiliates . . .......... ... ... ... ... ....... 59 85 111
Equity in income of affiliated companies, net of dividends .................. $ 135 14 % 37
Other non-cash operating activities
Gain (loss) on salesof affiliates . . ... ... ... ... . i $ 1% @®Hs$ (26
Extraordinary gain on acquisition of subsidiary ............... ... .. ... .. (23) — —
Gain on increased equity interest in subsidiary ............. ... ... ... 23) — —
Loss on sale of property and equipment ................. ... 8 1 9
Loss on sale and impairment of repossessed collateral ...................... 32 28 3
Loss on sale of finance receivables ............. ... .. ... .. ... ... .. 48 24 9
Write-off of debt issuance cost . ............ ... i 1 — 31
Other non-cash operating activities ................. ... i, $ 549 49 $ 26
Changes in other assets and liabilities
Other CUITENL ASSEES .« « o o o oot ettt e et e e et et e e e e e $ 35S 33 8 (32)
PenSion @SSELS . ..ottt e e — 103 (268)
Other NONCUITENE ASSEIS . . v v it ittt ettt e et e e e e 10) 7N (1)
Other current liabilities .. ... .. ... ... . . . e (85) (180) (183)
Postretirement benefits liabilities . . . .. ........ .. .. . i 97 (362) 192
Other noncurrent liabilities . ... ... i i e e e 102) 37 7
O her, NEt . .ot e e A3) 3 (1)
Changes in other assets and liabilities ............ ... $ A31H$ (B73)$ (296)
Cash paid during the year
Interest, net of amounts capitalized ............ ... ... . ... $ 211 $ 399 $ 519
Income taxes, netof refunds . ......... ... .. 5) 73 103
Non-cash investing and financing activities
Property and equipment acquired under capital leases ...................... 6 3 12
Transfers from inventories to property and equipment for leases to others ...... 32 39 25
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22. Condensed consolidating guarantor and non-guarantor financial information

The following tables set forth condensed consolidating balance sheets as of October 31, 2009 and 2008, and
condensed consolidating statements of operations and condensed consolidating statements of cash flows for the
years ended October 31, 2009, 2008, and 2007. The information is presented as a result of Navistar, Inc.’s
guarantee, exclusive of its subsidiaries, of NIC’s indebtedness under its 7.5% Senior Notes due 2011 and 8.25%
Senior Notes due 2021. Navistar, Inc. is a direct wholly-owned subsidiary of NIC. None of NIC’s other
subsidiaries guarantee any of these notes. The guarantee is full and unconditional. Separate financial statements
and other disclosures concerning Navistar, Inc. have not been presented because management believes that such
information is not material to investors. Within this disclosure only, “NIC” includes the consolidated financial
results of the parent company only, with all of its wholly-owned subsidiaries accounted for under the equity
method. Likewise, “Navistar, Inc.,” for purposes of this disclosure only, includes the consolidated financial
results of its wholly-owned subsidiaries accounted for under the equity method and its operating units accounted
for on a consolidated basis. “Non-Guarantor Subsidiaries” includes the combined financial results of all other
non-guarantor subsidiaries. “Eliminations and Other” includes all eliminations and reclassifications to reconcile
to the consolidated financial statements. NIC files a consolidated U.S. federal income tax return that includes
Navistar, Inc. and its U.S. subsidiaries. Navistar, Inc. has a tax allocation agreement (“Tax Agreement”) with
NIC which requires Navistar, Inc. to compute its separate federal income tax liability and remit any resulting tax
liability to NIC. Tax benefits that may arise from net operating losses of Navistar, Inc. are not refunded to
Navistar, Inc. but may be used to offset future required tax payments under the Tax agreement. The effect of the
Tax Agreement is to allow NIC, the parent company, rather than Navistar, Inc., to utilize current U.S. taxable
losses of Navistar, Inc. and all other direct or indirect subsidiaries of NIC.

Navistar, Non-Guarantor Eliminations

NIC Inc. Subsidiaries and Other Consolidated

(in millions)
Condensed Consolidating Statement of

Operations for the Year Ended October 31,

2009
Sales and revenues,net ................... $ — $ 6210 $ 11,013 $ (5,654) $ 11,569
Costsof productssold ..................... 6 5,859 9,139 (5,638) 9,366
Impairment of property and equipment . . ...... — 1 32 — 31
Restructuring charges ..................... — 59 — — 59
All other operating expenses (income) ........ €))] 1,139 778 (110) 1,800
Total costs and expenses .................. (§)) 7,056 9,949 (5,748) 11,256
Equity in income (loss) of non-consolidated

affiliates ................ ... ... .. ..., 320 983 51 (1,308) 46
Income (loss) before income tax, minority

interest, and extraordinary gain ............ 321 137 1,115 (1,214) 359
Income tax benefit (expense) ............... ) 48 (84) —_ 37
Income (loss) before minority interest and

extraordinary gain ...................... 320 185 1,031 (1,214) 322
Minority interest in net income of subsidiaries,

netoftax ............... .. ... . ........ — _— 25) — (25)
Income (loss) before extraordinary gain ....... 320 185 1,006 . (1,214) 297
Extraordinary gain, netoftax ............... — —_ 23 — 23
Netincome (loss) ........................ $ 320 $ 185 $ 1,029 $ (1,214 $ 320
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(in millions)

Condensed Consolidating Balance Sheet
as of October 31, 2009

Assets

Cash and cash equivalents ...............
Restricted cash and cash equivalents . .. ....
Finance and other receivables,net .........
Inventories ..........ccoiiiiiiiiin.,
Goodwill ....... ... i
Property and equipment,net .............
Investments in and advances to affiliates ...
Deferredtaxes,net ..........coovevnn.n.
Other ...t

Totalassets ...........ccuviveeneeenn.

Liabilities, redeemable equity securities,
and stockholders’ equity (deficit)

DeEbt .t e
Postretirement benefits liabilities .........
Amounts due to (from) affiliates ..........
Other liabilities ............ ...

Total liabilities .......................
Minority interest .....................
Redeemable equity securities ...........
Stockholders’ equity (deficit) ...........

Total liabilities, redeemable equity
securities, and stockholders’ equity

(deficit) ............. .. ... ... ... ..

Navistar,

Non-Guarantor

Eliminations

NIC Inc. Subsidiaries and Other Consolidated
792 $ 36 $ 384 $ — $ 1212
21 10 454 — 485
4 131 4,134 (184) 4,085
—_ 766 942 (42) 1,666
— — 318 — 318
— 432 1,036 1) 1,467
3,764) 4,317 53 (544) 62
—_ 29 129 1 159
43 107 426 3 573
2904) $ 5828 $ 7,876 $ (773) $ 10,027
1,548 $ 268 $ 3,819 $ (229) $ 5,406
—_— 2,437 231 — 2,668
(4,343) 7,046 (2,623) (80) —_
1,691 191 1,914 (104) 3,692
(1,104) 9,942 3,341 (413) 11,766
_— —_ 61 - 61
13 — — —_ 13
(1,813) 4,114) 4,474 (360) (1,813)
2904) $ 5828 $ 7876 $ (773) $ 10,027
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Navistar, Non-Guarantor Eliminations

NIC Inc. Subsidiaries and Other Consolidated

(in millions)
Condensed Consolidating Statement of Cash Flows

for the Year ended October 31, 2009
Net cash provided by (used in) operations ........ $ 165 % (55) $ 874 $ 234 $ 1,218
Cash flow from investment activities
Net change in restricted cash and cash equivalents . . . . 19) C)) 94 — 71
Net sales of marketable securities ............... . 1 — 1 — 2
Capital expenditures ................... ..., —_ (46) (151) —_ 197)
Other investing activities ........................ — (71) (78) 61 (88)
Net cash provided by (used in) investment

activities ............. ... . ... ... ... 18) (121 (134) 61 (212)
Cash flow from financing activities
Net borrowings (repayments) of debt .............. 202 185 (803) (234) (650)
Other financing activities . ....................... (89) —_ 56 (61) 94)
Net cash provided by (used in) financing

activities ............ ... ... ... L. 113 185 (747) (295) (744)
Effect of exchange rate changes on cash and cash

equivalents .................. ... ... ... ... — —_ 9 —_ 9
Cash and cash equivalents .
Increase (decrease) during the period .............. 260 9 2 — 271
Increase in cash and cash equivalents upon

consolidation of BDPand BDT ................. — —_ 80 —_ 80
Atbeginning of theperiod ....................... 532 27 302 — 861
Cash and cash equivalents at end of the period .... $ 792 § 36 $ 384 $ — $ 1,212

Navistar, Non-Guarantor Eliminations
NIC Inc. Subsidiaries and Other Consolidated

(in millions)
Condensed Consolidating Statement of Operations

for the Year Ended October 31, 2008
Sales and revenues,net . ....................... $ — $ 7909 $ 13524 $ (6,709 $ 14,724
Costsof productssold .......................... — 7,159 11,355 (6,584) 11,930
Impairment of property and equipment . ............ — 274 84 — 358
All other operating expenses (income) ............. (74) 1,517 979 (106) 2,316
Total costs and expenses ....................... (74) 8,950 12,418 (6,690) 14,604
Equity in income (loss) of non-consolidated

affiliates . ...t e 61 997 68 (1,055) 71
Income (loss) before income tax .................. 135 44) 1,174 (1,074) 191
Income tax (expense) benefit .................... (D) 4) @7 &) &)
Netincome (loss) ............ ... .. ... ... ..... $ 134 8% 48 $ 1,127 $ (1,079 $ 134
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Navistar International Corporation

Notes to Consolidated Financial Statements (Continued)

(in millions)

Condensed Consolidating Balance Sheet
as of October 31, 2008

Assets

Cash and cash equivalents (includes

marketable securities of $2) .. ..........
Restricted cash and cash equivalents . ......
Finance and other receivables, net . ........
Inventories ..........ccovniiiiniin...
Goodwill ..........cc i
Property and equipment, net .............

Investments in and advances to

non-consolidated affiliates .............
Deferred taxes, net . ..........covueen..
Other ...t et

Totalassets ...................coco...

Liabilities, redeemable equity securities
and stockholders’ equity (deficit)

Debt ...
Postretirement benefits liabilities .........
Amounts due to (from) affiliates ..........
Other liabilities .......................

Total liabilities .......................
Minority interest .....................
Redeemable equity securities ...........
Stockholders’ equity (deficit) ...........

Total liabilities, redeemable equity
securities and stockholders’ equity

(deficit) ............. ... . ... ...

Navistar, Non-Guarantor Eliminations

NIC Inc. Subsidiaries and Other  Consolidated
532 $ 28 $ 303 $ — $ 863

2 6 549 — 557

_— 222 4,579 (8) 4,793
— 664 1,063 (99) 1,628
— — 297 —_ 297
— 489 1,017 &) 1,501
(3,281) 3,239 154 44 156
1 13 102 — 116

24 88 367 — 479
2,722) $ 4,749 $ 8431 $ (68 $ 10,390
1,346 $ 317 $ 4,638 $ 227) $ 6,074
-— 1,595 149 — 1,744

(3.,871) 5,908 (2,095) 58 —

1,155 512 2,349 98) 3918
(1,370) 8,332 5,041 (267) 11,736
— — 6 —_ 6
143 — — —_ 143
(1,495) (3,583) 3,384 199 (1,495)
2,722) $ 4749 $ 8,431 $ (68 $ 10,390
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Navistar International Corporation

Notes to Consolidated Financial Statements (Continued)

Navistar, Non-Guarantor Eliminations
NIC Inc. Subsidiaries and Other Consolidated
(in millions)
Condensed Consolidating Statement of Cash
Flows for the Year Ended October 31, 2008 :
Net cash provided by (used in) operations . . . .. $ 104 $(349) $ 986 $ 379 $ 1,120
Cash flow from investment activities
Net change in restricted cash and cash
equivalents ............... ... ... 1 6 (150) — (143)
Net sales of marketable securities ............. 3 — 1 — 4
Capital expenditures . . ...................... — (26) (192) 3 (215)
Other investing activities .................... 3 (58) 4 72 21
Net cash provided by (used in) investment
activities ............... ... . ... . ..... 7 (78) (337) 75 (333)
Cash flow from financing activities
Net borrowings (repayments) of debt .......... — 407 (632) (481) (706)
Other financing activities . ................... 30 — 27 27 30
Net cash provided by (used in) financing
activities ............... ... ... .. ... .. 30 407 (659) (454) (676)
Effect of exchange rate changes on cash and
cashequivalents ........................ — — (1)) — 27
Cash and cash equivalents
Increase (decrease) during the year ............ 141 20 37N — 84
At beginning of theyear .................... 391 47 339 — 777
Cash and cash equivalents at end of the year .. $ 532 $ 27 $ 302 $ — $ 861
Navistar, Non-Guarantor Eliminations
NIC Inc. Subsidiaries and Other  Consolidated
(in millions)
Condensed Consolidating Statement of
Operations for the Year Ended
October 31, 2007
Sales and revenues,net .................. $ — $ 7117 $ 9,638 $ (4,460) $ 127295
Costs of productssold .................... —_ 6,422 8,044 4,357) 10,109
All other operating expenses (income) ....... (69) 1,658 899 (155) 2,333
Total costs and expenses ................. (69) 8,080 8,943 4,512) 12,442
Equity in income (loss) of non-consolidated
affilates ............... ... ... ...... (191) 643 62 (440) 74
Income (loss) before income tax ............ (122) (320) 757 (388) (73)
Income tax (expense) benefit ............... 2 4 “42) 3) @7
Netincome (loss) . ....................... $ (12008 (3249 $ 715 $ @39 $ (120)
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Navistar International Corporation

Notes to Consolidated Financial Statements (Continued)

Navistar, Non-Guarantor Eliminations

NIC Inc. Subsidiaries and Other  Consolidated

(in millions)
Condensed Consolidating Statement of Cash

Flows for the Year Ended October 31, 2007
Net cash provided by (used in) operations ... $ (321) $ (645) § 935 $ 293 $ 262
Cash flow from investment activities
Net change in restricted cash and cash

equivalents .......... ...l (1) 25 257 — 281
Net sales of marketable securities ............ 85 — 45 —— 130
Capital expenditures ...................... — (99) (250) — (349)
Other investing activities ................... 7 65 39 (16) 95
Net cash provided by (used in) investment

activities ........... ... ... .. 91 C)) 91 (16) 157
Cash flow from financing activities
Net borrowings (repayments) of debt ......... (193) 681 (592) (702) (806)
Other financing activities . .. ................ — — (425) 425 —
Net cash provided by (used in) financing

activities . .......... .. .. . (193) 681 (1,017) Q77 (806)
Effect of exchange rate changes on cash and

cash equivalents ....................... — — 7 — 7
Cash and cash equivalents
Increase (decrease) during the year ........... (423) 27 16 — (380)
Atbeginning of theyear ................... 814 20. 1323 — 1,157
Cash and cash equivalents at end of the

VAT ..t $ 391 $ 47 §% 339 $ — $ 1M
23. Selected quarterly financial data (Unaudited)
Quarterly Condensed Consolidated Statements of Operations and F inancial Data

15t Quarter Ended 2nd Quarter Ended
January 31, April 30,
2009 2008 2009 2008

(in millions, except per share data and percentages)
Sales and revenues, net
Manufacturing gross margin(AX®
Net income (loss)B
Basic earnings (loss) per share
Diluted earnings (loss) per share
Market price range-common stock

High

150

. 0% 2970 $ 2954 $ 2,808 $ 3949

.. 572 397 446 653
.. 234 (65) 12 211
.. 3.28 (0.92) 0.16 3.00
.. 3.27 (0.92) 0.16 2.88
.. 33.34 64.45 38.10 66.05
.. 15.24 43.75 22.25 48.00



Navistar International Corporation

Notes to Consolidated Financial Statements (Continued)

3rd Quarter Ended 4t Quarter Ended
July 31, October 31,
2009 2008 2009 2008®
(in millions, except per share data and percentages)
Salesandrevenues, net ............cuovueunununenennnnn. $ 2506 $ 3951 $ 3,285 $ 3,870
Manufacturing gross margin®® ... ... . ... ... .. 314 824 602 583
Impairment of property and equipment© .................. — — 3 358
Income (loss) before extraordinary gain® ................. 35) 331 86 (343)
Extraordinary gain, netoftax ........................... 23 — —_ —
Netincome (loss)B) .. ... ... ... ... i, 12) 331 86 (343)
Basic earnings (loss) per share:
Income (loss) before extraordinary gain ............... 0.49) 4.68 1.21 (4.81)
Netincome (I0SS) . ..o vvvein e ettt (0.16) 4.68 1.21 (4.81)
Diluted earnings (loss) per share:
Income (loss) before extraordinary gain ............... (0.49) 447 1.19 “4.81)
Netincome (I0SS) . ..o vt i et et e (0.16) 4.47 1.19 4.81)
Market price range-common stock
High .. ... 48.94 79.05 48.26 63.50
LOW 35.84 50.29 31.71 21.95

(A) Manufacturing gross margin is calculated by subtracting Costs of products sold from Sales of manufactured products, net.

(B) We record adjustments to our product warranty accrual to reflect changes in our estimate of warranty costs for products sold in prior
periods. Such adjustments typically occur when claims experience deviates from historic and expected trends. In the fourth quarter of
2008, we recorded material adjustments for changes in estimates related to our warranty accrual of $66 million.

(C) In the fourth quarter of 2008, we recognized $358 million of charges for impairment of property and equipment related to asset groups in
the VEE business unit, for additional information; see Note 8, Impairment of property and equipment and related charges.
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Item 9. Changes in and Disagreements with Accountants on Accounting and F inancial Disclosure

None.

Item 9A. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) are
designed to ensure that information required to be disclosed in reports filed or submitted under the Exchange Act
is recorded, processed, summarized, and reported within the time periods specified in SEC rules and forms and
that such information is accumulated and communicated to management, including the Chief Executive Officer
and the Chief Financial Officer, to allow timely decisions regarding required disclosures.

In connection with the preparation of this Report, our management, under the supervision and with the
participation of the Chief Executive Officer and Chief Financial Officer, conducted an evaluation of the
effectiveness of the design and operation of our disclosure controls and procedures as of October 31, 2009. Based
on the evaluation, management has concluded that the disclosure controls and procedures were effective as of
October 31, 2009.

(b) Changes in Internal Control over Financial Reporting

As previously disclosed under “Item 9A—Controls and Procedures” in our Annual Report on Form 10-K for the
fiscal year ended October 31, 2008, management concluded that our internal control over financial reporting was
not effective based on the material weaknesses identified. Management worked throughout the year to remediate
the material weaknesses that existed as of October 31, 2008. In the fourth quarter ended October 31, 2009,
management had sufficient evidence to conclude that remediation was completed for the eight material
weaknesses previously reported. The significant changes in internal control over financial reporting that resulted
in the remediation of the material weaknesses are as follows:

o Accounting Policies and Procedures. To remediate this material weakness, management performed the
following actions:

«  Compliance with Policies and Procedures: Management sustained the improvements that were
implemented in fiscal 2008 to ensure Navistar’s accounting policies and procedures were aligned with
U.S. GAAP, and to ensure that accounting personnel were adequately trained on the accounting
policies and procedures to enable compliance. Additionally, management sustained a strong level of
communication regarding the importance of ethics, integrity and internal controls through informal
communications and through formal training and presentations related to the Code of Conduct, Foreign
Corrupt Practices Act, and internal control compliance. During 2009, management continued to
implement and strengthen monitoring controls to allow for early detection of non-compliance with
accounting policies and procedures. The significant controls implemented in 2009 to ensure
compliance with accounting policies and procedures were monitoring over (i) account reconciliations,
(ii) journal entries, (iii) company-wide business analytics, and (iv) foreign entities. Follow-up
procedures are in place to ensure any identified anomalies or open analytical inquiries are timely
addressed, properly accounted for and adequately disclosed. The monitoring controls are described in
more detail under the applicable material weakness sections below.

o Technical Accounting Decision Framework: Management formalized a process to resolve technical
accounting issues in a timely manner. As part of that process, roles and responsibilities related to
certain technical accounting areas were defined. In addition, regular meetings were established between
corporate accounting and the segment accounting constituents to discuss and resolve technical
accounting issues.
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Period End Close Process. To remediate this material weakness, management performed the following
actions:

Company-Wide Business Analytics: Business analysis procedures were enhanced to improve the level
of management review and response time to resolve unexpected results or account balances. In
addition, management instituted quarterly analytics meetings in which management, with the
appropriate level of authority, performs reviews of segment financial statements, discusses
explanations for significant variances, and ensures that non-routine transactions are reflected accurately
in the financial statements.

Foreign Currency: Management published comprehensive foreign currency transaction accounting
policies and provided training for finance and accounting personnel related to the proper accounting for
foreign currency transactions and the translation of foreign entity financial statements in accordance
with those policies. In addition, management designed and implemented new controls to ensure foreign
currency transactions and foreign entity financial statements are reviewed timely. Those controls
include: (i) monthly foreign exchange business analytics and reports to the appropriate level of
management, (ii) management reviews over foreign exchange gains/losses resulting from foreign
currency fluctuations, (iii) functional currency analysis reviews and approvals, (iv) monthly reviews of
cumulative translation adjustment balances, and (v) reviews and approvals of exchange rates to ensure
the appropriate rates are used for executing foreign currency transactions, for recording the appropriate
amounts in the financial statements and for the translation of foreign entity financial statements.

Consolidation and Eliminations: Management enhanced its review over intercompany and
consolidation transactions by developing and reviewing monthly and quarterly corporate analysis
packages. Identified anomalies or unexpected results are explained and addressed in a timely manner.

Consolidated Statement of Cash Flows: Management performed the controls implemented at the end of
2008 including (i) review of a cash flow validation package to verify the cash flow activities are
properly reflected in the statement of cash flows, (ii) completion of a detailed cash flow procedure
checklist outlining the procedures required to prepare the statement of cash flows, and (iii) validation
on a quarterly basis with the appropriate level of accounting and finance management that the key
transactions are properly addressed in the statement of cash flows to ensure the completeness and
accuracy of the statement.

Foreign Entities: Management improved its monitoring of, and training for, foreign entities, including
(i) the addition of an international controller to directly monitor critical accounting activities at the
foreign entities, (ii) U.S. GAAP training for the foreign entities’ accounting and finance personnel, and
(iii) enhanced foreign business analysis procedures to improve the level of management review and
response time to resolve anomalies and unexpected results.

Monitoring Controls: As discussed throughout this Item 9A, management continued to implement
monitoring controls to allow for early detection of control breakdowns that could lead to material
misstatemnents within the financial statements. The significant monitoring controls implemented in
2009 were monitoring over (i) account reconciliations, (ii) journal entries, (iii) company-wide business
analytics, and (iv) foreign entities. Follow-up procedures are in place to ensure anomalies or
unexpected results are timely addressed, accounted for and adequately disclosed.

Account Reconciliations. To remediate this material weakness, management performed the following
actions:

Account Reconciliation Controls: Management performed account reconciliations across the company
consistently and according to company policies and procedures, including appropriate level of
management reviews, timeliness of the reviews and the appropriate quality of the account
reconciliations.
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Monitoring Controls: Management implemented a monitoring control to review the completion status
of account reconciliations across the company. Monthly reporting is provided to management with the
appropriate level of authority for review and follow-up to ensure account reconciliations are performed
timely and according to company policies and procedures. In addition, peer reviews over account
reconciliations were implemented by most of our business units to review the status and quality of
account reconciliations on a test basis. Follow-up is performed for exceptions and additional training is
performed as needed.

Journal Entries. To remediate this material weakness, management performed the following actions:

Journal Entry Controls: Management performed the journal entry controls across the company
according to company policies and procedures, including appropriate level of management reviews and
approvals of journal entries.

Monitoring Controls: Monthly reporting is provided to management with the appropriate level of
authority for review and follow-up to ensure journal entry controls are performed according to
company policies and procedures.

Revenue Accounting. To remediate this material weakness, management performed the following actions:

Management Reviews and Monitoring: Management improved the review and monitoring controls
over revenue accounting transactions including (i) accounting personnel review significant customer
contracts and significant contract modifications and document the appropriate revenue recognition
treatment as well as any other accounting implications, (ii) implementation of sales reconciliations and
management reviews to ensure customer shipments/services were invoiced in the proper period,

(iii) verification that revenue entries have supporting customer acceptance and the revenue amounts
recorded are accurate and in the proper period, and (iv) performance of management reviews and
approvals over revenue transactions, including adjustments and invoicing exceptions, to ensure proper
revenue accounting.

Accounting Personnel: Management increased the number of accounting personnel with appropriate
levels of revenue accounting knowledge, experience and training.

Inventory Accounting: To remediate this material weakness, management performed the following actions:

Physical Inventory Procedures: Management performed and supervised the periodic physical inventory
counts according to company policies and procedures. Variances and adjustments were reviewed by
appropriate levels of management for reasonableness and resolution as needed.

Cost Accounting: Management performed reviews over material, labor and overhead costs periodically
to monitor the trends and variances from expectations to ensure inventory was properly valued. In
addition, management review controls were implemented over bill of material changes to quantities
and costs to ensure updates were valid, complete and accurate.

Inventory Valuation: Lower of cost or market calculations and resulting adjustments were
independently reviewed and approved in accordance with company policies and procedures.

Inventory Open Receipts Accrual: A system interface was implemented between one of the Company’s
manufacturing systems and the Company’s accounts payable system to automate the calculation of the
inventory open receipts accrual, which enables a complete and accurate accrual.

Inventory Reserves: Provisions for excess and obsolescence, shrink, defective and scrapped material
were effectively reviewed and approved by appropriate levels of management for reasonableness.

Management Reviews and Monitoring: As described above, management implemented monitoring
controls to timely detect control breakdowns including monitoring over physical inventory procedures,
cost accounting, and inventory valuation. In addition, management implemented reviews over inventory
rollforward reconciliations to ensure the reasonableness of the ending balance when considering the
inputs and outputs that occurred during the period. Further, management performed confirmations and
counts with third-parties to verify the accuracy of the inventory balances held offsite.
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*  Accounting Personnel: Management increased the number of accounting personnel with appropriate
levels of inventory accounting knowledge, experience and training.

*  Warranty Accounting. To remediate this material weakness, management performed the following actions:

*  Management Reviews: Management enhanced the review over warranty data inputs, estimates and
trends by performing detailed monthly reviews to ensure the reasonableness of the warranty accruals.

*  System Interfaces: System interface controls were designed and implemented between the warranty
systems to reconcile record counts and dollar amounts between systems. In addition, management
enhanced monitoring and error-handling procedures over existing interfaces in order to detect and
resolve interface issues in a timely manner.

*  Business Reorganization: Several organizational changes were made, including a change whereby a
central point of management oversight was established for the engineering, manufacturing, supplier
and administration activities and monitoring over the relationship between warranty spend data and the
related warranty accruals.

*  Monitoring Controls: Management implemented monitoring controls to timely detect control
breakdowns including (i) periodic validation of warranty accrual estimates by outside actuaries and
(ii) periodic review of warranty spend data to allow for timely consideration of the effects on warranty
accruals.

*  Segregation of Duties. To remediate this material weakness, management performed the following actions:

*  Mitigating Controls Improvement: Management remediated direct and indirect mitigating controls that
help reduce the risk related to segregation of duties, including account reconciliations, journal entries
and comprehensive business analytics.

*  Segregation of Duties Conflicts Removal: Management identified and removed responsibilities from
individuals that had unmitigated segregation of duties conflicts.

*  User Access Reviews: Management continues to periodically review the user capabilities in the key
financial system applications to mitigate the risk of inappropriate access which indirectly reduces the
number of segregation of duties conflicts. User access is reviewed twice a year and corrective actions
are taken as necessary.

There were no other material changes in our internal control over financial reporting identified in connection
with the evaluation required by Rules 13a-15 and 15d-15 that occurred during the quarter ended October 31,
2009 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

(c) Management’s Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as
defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. Internal control over financial reporting is a
process designed by, and under the supervision of, our Chief Executive Officer and Chief Financial Officer and
effected by management and our Board of Directors to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with U.S.
GAARP. Internal control over financial reporting includes those policies and procedures that:

*  Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of assets of the Company.

*  Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with U.S. GAAP and that receipts and expenditures of the Company are being
made in accordance with authorization of our management and our Board of Directors.
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«  Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of our assets that could have a material effect on our consolidated financial statements.

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

In connection with the preparation of this Report, our management, under the supervision and with the
participation of our Chief Executive Officer and Chief Financial Officer, conducted an evaluation of the
effectiveness of the internal control over financial reporting as of October 31, 2009 using the criteria set forth by
the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) in Internal Control—
Integrated Framework. As a result of that evaluation, management concluded that our internal control over
financial reporting was effective as of October 31, 2009. Our independent registered public accounting firm,
KPMG LLP, has audited the Company’s consolidated financial statements and the effectiveness of the
Company’s internal control over financial reporting as of October 31, 2009. Their report appears in this Annual
Report on Form 10-K.

Item 9B. Other Information

None.
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PART I11

Item 10. Directors, Executive Officers, and Corporate Governance

A list of our executive officers and biographical information appears in Part I, Item 1 of this report. Information
about our directors may be found under the caption “Proposal 1—Election of Directors” in our Proxy Statement
for the Annual Meeting of Stockholders to be held February 16, 2010 (the “Proxy Statement™). Information about
our Audit Committee may be found under the caption “Board Meetings, Communications and Committees” and
“Audit Committee Report” in the Proxy Statement. That information is incorporated herein by reference.

The information in the Proxy Statement set forth under the caption “Section 16(a) Beneficial Ownership
Reporting Compliance” and “Code of Conduct” is incorporated herein by reference.

Item 11. Executive Compensation

The information in the Proxy Statement set forth under the caption “Compensation” is incorporated herein by
reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information in the Proxy Statement set forth under the captions “Persons Owning More Than Five Percent of
Navistar Common Stock,” “Navistar Common Stock Owned by Executive Officers and Directors,” and “Equity
Compensation Plan Information” is incorporated herein by reference.

Item 13.  Certain Relationships and Related Transactions and Director Independence

The information set forth in the Proxy Statement under the captions “Related Party Transactions and Approval
Policy” and “Director Independence Determinations” is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

Information concerning principal accountant fees and services appears in the Proxy Statement under the heading
“Independent Registered Public Accounting Firm Fee Information” and is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
Financial Statements
See Item 8—Financial Statements and Supplementary Data

Financial statement schedules are omitted because of the absence of the conditions under which they are
required or because information called for is shown in the consolidated financial statements and notes thereto.

Exhibit: P_mgﬁ
(1) Underwriting AZreement . .. ... ...ttt ettt E-1
3) Articles of Incorporation and By-Laws .......... . ... i E-2
) Instruments Defining the Rights of Security Holders, Including Indentures . ............... E-3
(10) Material CONMIACES . . o o v v e e et et e et e e et e e e et E-5
(1 Computation of Earnings per Share (incorporated by reference from Note 19, Earnings (loss)

per share, to the accompanying consolidated financial statements) .................... 139
(12) Computation of Ratio of Earnings to Fixed Charges ........... ... e E-20
[2)) Subsidiaries of the ReGISIrant . . . ... ...ttt E-21
(23) Consent of Independent Registered Public Accounting Firm ......................oo.0. E-22
(24) POWEr Of AtOIMEY . . oo\ ottt ettt et et E-23
311 CEO Certification pursuant to Section 302 of the Sarbanes-Oxley Actof 2002 ............. E-24
(31.2) CFO Certification pursuant to Section 302 of the Sarbanes-Oxley Actof 2002 ............. E-25
(32.1) CEO Certification pursuant to Section 906 of the Sarbanes-Oxley Actof 2002 ............. E-26
(32.2) CFO Certification pursuant to Section 906 of the Sarbanes-Oxley Actof 2002 ............. E-27
(99.1) Additional Financial Information (Unaudited) ......... ... ... .. o . E-28

All exhibits other than those indicated above are omitted because of the absence of the conditions under which
they are required or because the information called for is shown in the financial statements and notes thereto in
the 2009 Annual Report on Form 10-K.
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NAVISTAR INTERNATIONAL CORPORATION
AND CONSOLIDATED SUBSIDIARIES

SIGNATURE

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

NAVISTAR INTERNATIONAL CORPORATION
(Registrant)

/s/  JOHN P. WALDRON

John P, Waldron
Vice President and Controller
(Principal Accounting Officer)

December 21, 2009

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated:

Signature Title Date
/s/  DANIEL C. USTIAN ' Chaiman, President and. December 21, 2009
Darie C. Usta Chict Bxecutive Officerund Dirctor
/s/  ANDREW J. CEDEROTH Execqtive Yice Presideng an.d December 21, 2009
Andrew J. Cederoth Chief Flgﬁ;zgila(])glf(f:?:e(rl))rlnClpal
/s!/  EUGENIO CLARIOND Director December 21, 2009

Eugenio Clariond

/s/  JoHN D. CORRENTI Director » December 21, 2009
John D. Correnti

/s/  DIANE H. GuLYAS . Director December 21, 2009
Diane H. Gulyas

/s/  MICHAEL N. HAMMES Director December 21, 2009

Michael N. Hammes

/s/ DaviD D. HARRISON Director December 21, 2009

David D. Harrison

/s/  James H. KEYES Director December 21, 2009
James H. Keyes

/s/  STEVEN J. KLINGER Director December 21, 2009

Steven J. Klinger

/s/ WIiLLIAM H. OSBORNE Director December 21, 2009
William H. Osborne

/s/ DENNIS D. WILLIAMS Director December 21, 2009
Dennis D. Williams
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EXHIBIT 1

NAVISTAR INTERNATIONAL CORPORATION
AND CONSOLIDATED SUBSIDIARIES

ARTICLES OF INCORPORATION AND BY-LAWS

The following documents of Navistar International Corporation are incorporated herein by reference:

1.1

1.2

Underwriting Agreement for the 8.25% Senior Notes due 2021, dated as of October 22, 2009, by and
among Navistar International Corporation and the several Underwriters named therein. Filed as Exhibit
1.1 to Current Report on Form 8-K, which was dated and filed on October 28, 2009. Commission File
No. 001-09618.

Underwriting Agreement for the 3.00% Senior Subordinated Convertible Notes due 2014, dated as of
October 22, 2009, by and among Navistar International Corporation and the several Underwriters named
therein. Filed as Exhibit 1.2 to Current Report on Form 8-K, which was dated and filed on October 28,
2009. Commission File No. 001-09618.
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EXHIBIT 3

NAVISTAR INTERNATIONAL CORPORATION
AND CONSOLIDATED SUBSIDIARIES

ARTICLES OF INCORPORATION AND BY-LAWS

The following documents of Navistar International Corporation are incorporated herein by reference:

3.1

32

33

34

Restated Certificate of Incorporation of Navistar International Corporation effective July 1, 1993. Filed
as Exhibit 3.2 to Annual Report on Form 10-K for the period ended October 31, 1993, which was dated
and filed on January 27, 1994. Commission File No. 1-9618, and amended as of May 4, 1998.

Certificate of Retirement of Stock filed with the Secretary of State for the State of Delaware effective
July 30, 2003 retiring the Class B common stock of Navistar International Corporation in accordance
with the Restated Certificate of Incorporation of Navistar International Corporation. Filed as Exhibit 3.2
to Quarterly Report on Form 10-Q for the period ended July 31, 2003, which was dated and filed on
September 12, 2003. Commission File No. 001-09618.

The Amended and Restated By-Laws of Navistar International Corporation effective August 26, 2008
(marked to indicate all changes from the June 17, 2008 version). Filed as Exhibit 3.3 to Quarterly Report
on Form 10-Q for the period ended July 31, 2008, which was dated and filed on September 3, 2008.
Commission File No. 001-09618.

Certificate of Designation, Preferences and Rights of Junior Participating Preferred Stock, Series A filed
with the Secretary of State for the State of Delaware effective July 23, 2007 establishing the Series A
Preferred Stock of Navistar International Corporation in accordance with the Restated Certificate of
Incorporation of Navistar International Corporation. Filed as Exhibit 3.1 to Current Report on Form 8-K
which was dated and filed on July 23, 2007. Commission File No. 001-09618.
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EXHIBIT 4

NAVISTAR INTERNATIONAL CORPORATION
AND CONSOLIDATED SUBSIDIARIES

INSTRUMENTS DEFINING RIGHTS OF SECURITY HOLDERS,
INCLUDING INDENTURES

The following instruments of Navistar International Corporation and its principal subsidiary Navistar, Inc., and
its indirect subsidiary Navistar Financial Corporation, defining the rights of security holders are incorporated
herein by reference.

4.1

4.2

43

4.4

4.5

4.6

4.7

4.8

Navistar International Corporation Restated Stock Certificate filed as Exhibit 4.20 to Form 10-Q for the
period ended January 31, 2002, which was dated and filed March 11, 2002. Commission File No. 1-9618.

Registration Rights Agreement, dated as of November 8, 2002, by and between Navistar International
Corporation and the Investors party thereto. Filed as Exhibit 4.3 to Form S-3 dated and filed December 6,
2002. Registration No. 333-101684.

Indenture, dated as of June 2, 2004, by and among Navistar International Corporation, International
Truck and Engine Corporation and BNY Midwest Trust Company, as Trustee, for 7 1/2% Senior Notes
due 2011 for $250,000,000. Filed as Exhibit 4.1 to Form 8-K dated and filed June 4, 2004. Commission
File No. 001-09618.

First Supplement to Indenture, dated as of June 2, 2004, by and among Navistar International
Corporation, International Truck and Engine Corporation and BNY Midwest Trust Company, as Trustee,
for 7 1/2% Senior Notes due 2011 for $250,000,000. Filed as Exhibit 4.2 to Form 8-K dated and filed
June 4, 2004. Commission File No. 001-09618.

500,000,000 Mexican Peso Short Term Commercial Paper Program (Programa de Certificados Bursatiles
a Corto Plazo) authorized on April 15, 2005, by Servicios Financieros Navistar, S.A. de C.V. and placed
in the market by the intermediate underwriter Scotialnverlat Casa de Bolsa, S.A. de C.V. The Registrant
agrees to furnish to the Commission upon request a copy of the agreement dated April 27, 2005 between
the two parties, which it has elected not to file under the provisions of Regulation 601(b)(4)(iii).

250,000,000 Mexican Peso Short Term Commercial Paper Program (Programa de Certificados Bursatiles
a Corto Plazo) authorized on May 21, 2007, by Arrendadora Financiera Navistar, S.A. de C.V.
Organizacion auuxiliary de Credito and placed in the market by the intermediate underwriter
Scotialnverlat Casa de Bolsa, S.A. de C.V. The Registrant agrees to furnish to the Commission upon
request a copy of the agreement dated May 23, 2007 between the two parties, which it has elected not to
file under the provisions of Regulation 601(b)(4)(iii).

Second Supplement to Indenture, dated as of March 6, 2006, by and among Navistar International
Corporation, International Truck and Engine Corporation and BNY Midwest Trust Company, as Trustee,
for 7 1/2% Senior Notes due 2011 for $250,000,000. Filed as Exhibit 4.39 to Form 8-K dated and filed
March 8, 2006. Commission File No. 001-09618.

Indenture, dated as of October 28, 2009, by and among Navistar International Corporation, as Issuer,
Navistar, Inc., as Guarantor, and The Bank of New York Mellon Trust Company, as Trustee, for Navistar
International Corporation’s 8.25% Senior Notes due 2021. Filed as Exhibit 4.1 to Current Report on
Form 8-K dated and filed October 28, 2009. Commission File No. 001-09618.
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4.9

4.10

Indenture, dated as of October 28, 2009, by and between Navistar International Corporation, as Issuer,
and The Bank of New York Mellon Trust Company, as Trustee, for Navistar International
Corporation’s 3.00% Senior Subordinated Convertible Notes due 2014. Filed as Exhibit 4.2 to Current
Report on Form 8-K dated and filed October 28, 2009. Commission File No. 001-09618.

Trust Agreement between Servicios Financieros Navistar, S. A. de C. V., Sociedad Financiera de
Objeto Limitado, a wholly owned subsidiary of the Registrant, and Banco J.P. Morgan, S.A., Institution
de Banca Multiple, J. P. Morgan Grupo Financiero, Division Fiduciaria as trustee creating irrevocable
trust No. F/00098 dated December, 2004 under which the trust issued and placed in the Mexican Stock
Exchange, Certificados Bursatiles, Series A, having an aggregate original principal amount of
$516,000,000.00 Mexican Pesos, under the revolving securitization program authorized by the Mexican
National Banking and Securities Commission in an aggregate amount of $1,100,000.00 Mexican Pesos.
Filed as Exhibit 10.44 to Form 10-K for the period ended October 31, 2004, which was dated

February 14, 2005, and filed February 15, 2005. Commission File No. 001-09618. This document is an
English translation of the Mexican language original. The Registrant agrees to furnish to the
Commission upon request a copy of the Mexican language original.

Instruments defining the rights of holders of other unregistered long-term debt of Navistar and its subsidiaries
have been omitted from this exhibit index because the amount of debt authorized under any such instrument does
not exceed 10% of the total assets of the Registrant and its consolidated subsidiaries. The Registrant agrees to
furnish a copy of any such instrument to the Commission upon request.
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EXHIBIT 10

NAVISTAR INTERNATIONAL CORPORATION
AND CONSOLIDATED SUBSIDIARIES

MATERIAL CONTRACTS

The following documents of Navistar International Corporation, its principal subsidiary Navistar, Inc. and its
indirect subsidiary Navistar Financial Corporation are incorporated herein by reference.

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

Pooling and Servicing Agreement dated as of June 8, 1995, among Navistar Financial Corporation, as
Servicer, Navistar Financial Securities Corporation, as Seller, Chemical Bank, as 1990 Trust Trustee,
and The Bank of New York, as Master Trust Trustee. Filed as Exhibit 4.1 to Navistar Financial
Securities Corporation’s Form 8-K dated and filed December 12, 2003. Commission File No.
033-87374.

First Amendment to the Pooling and Servicing Agreement dated as of September 12, 1995, among
Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller and
The Bank of New York, as Master Trust Trustee. Filed as Exhibit 10.103 to Navistar Financial
Corporation’s Form 10-K dated and filed December 10, 2007. Commission File No. 001-04146.

Second Amendment to the Pooling and Servicing Agreement dated as of March 27, 1996, among
Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller and
The Bank of New York, as Master Trust Trustee. Filed as Exhibit 10.104 to Navistar Financial
Corporation’s Form 10-K dated and filed December 10, 2007. Commission File No. 001-04146.

Third Amendment to the Pooling and Servicing Agreement dated as of July 17, 1998, among Navistar
Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller and The Bank of
New York, as Master Trust Trustee. Filed as Exhibit 10.105 to Navistar Financial Corporation’s Form
10-K dated and filed December 10, 2007. Commission File No. 001-04146.

Fourth Amendment to the Pooling and Servicing Agreement dated as of June 2, 2000, among Navistar
Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller and The Bank of
New York, as Master Trust Trustee. Filed as Exhibit 4.7 to Navistar Financial Securities Corporation’s
Form S-3/A dated and filed June 12, 2000. Commission File No. 333-32960.

Fifth Amendment to the Pooling and Servicing Agreement dated as of July 13, 2000, among Navistar
Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller and The Bank of
New York, as Master Trust Trustee. Filed as Exhibit 4.2 to Navistar Financial Dealer Note Master
Trust’s Form 8-K dated July 13, 2000 and filed July 14, 2000. Commission File No. 033-36767-03.

Sixth Amendment to the Pooling and Servicing Agreement dated as of October 31, 2003, among
Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller and
The Bank of New York, as Master Trust Trustee. Filed as Exhibit 4.7 to Navistar Financial Dealer Note
Master Owner Trust’s Form S-3/A dated and filed December 23, 2003. Commission File No.
333-104639-01.

Seventh Amendment to the Pooling and Servicing Agreement dated as of June 10, 2004, among
Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller and
The Bank of New York, as Master Trust Trustee. Filed as Exhibit 4.6 to Navistar Financial Dealer Note
Master Owner Trust’s Form 8-K dated June 10, 2004 and filed June 14, 2004. Commission File No.
333-104639-01.

Eight Amendment to the Pooling and Servicing Agreement dated as of November 10, 2009, among
Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller and
The Bank of New York Mellon, as Master Trust Trustee. Filed as Exhibit 10.2 to Navistar Financial
Corporation Form 8-K dated and filed November 17, 2009. Commission File No. 001-04146.
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10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

Series 2000-VFC Supplement to the Pooling and Servicing Agreement, dated as of January 28, 2000,
among Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as
Seller, and the Bank of New York, as Master Trust Trustee on behalf of the Series 2000-VFC
Certificateholders. Filed as Exhibit 10.71 to Navistar Financial Corporation’s Form 10-Q for the
period ended January 31, 2005, which was dated and filed April 19, 2005. Commission File No.
001-04146.

Amendment No. 1 dated as of January 22, 2003 to the Series 2000-VFC Supplement to the Pooling
and Servicing Agreement dated January 28, 2000, by and among Navistar Financial Corporation, as
Servicer, Navistar Financial Securities Corporation, as Seller, and the Bank of New York, as Master
Trust Trustee. Filed as Exhibit 10.72 to Navistar Financial Corporation’s Form 10-Q for the period
ended January 31, 2005, which was dated and filed April 19, 2005. Commission File No. 001-04146.

Amendment No. 2 dated October 25, 2007 to the Series 2000-VFC Supplement to the Pooling and
Servicing Agreement dated January 28, 2000, by and among Navistar Financial Corporation, as
Servicer, Navistar Financial Securities Corporation, as Seller and The Bank of New York, a New York
banking corporation, as Master Trust Trustee. Filed as Exhibit 10.149 to Navistar Financial
Corporation’s Form 10-K on December 10, 2007. Commission File No. 001-04146.

Amendment No. 3 dated October 20, 2008 to the Series 2000-VFC Supplement to the Pooling and
Servicing Agreement dated January 28, 2000, by and among Navistar Financial Corporation, as
Servicer, Navistar Financial Securities Corporation, as Seller and The Bank of New York, a New York
banking corporation, as Master Trust Trustee. Filed as Exhibit 10.2 to Navistar Financial
Corporation’s Form 8-K dated October 15, 2008 and filed October 21, 2008. Commission File No.
001-04146.

Amendment No. 4 dated August 25, 2009 to the Series 2000-VFC Supplement to the Pooling and
Servicing Agreement dated January 28, 2000, by and among Navistar Financial Corporation, as
Servicer, Navistar Financial Securities Corporation, as Seller and The Bank of New York Mellon, a
New York banking corporation, as Master Trust Trustee. Filed as Exhibit 10.1 to Navistar Financial
Corporation’s Form 8-K dated and filed August 26, 2009. Commission File No. 001-04146.

Amendment No. 5 dated November 10, 2009 to the Series 2000-VFC Supplement to the Pooling and
Servicing Agreement dated January 28, 2000, by and among Navistar Financial Corporation, as
Servicer, Navistar Financial Securities Corporation, as Seller and The Bank of New York Mellon, a
New York banking corporation, as Master Trust Trustee. Filed as Exhibit 10.5 to Navistar Financial
Corporation’s Form 8-K dated and filed November 17, 2009. Commission File No. 001-04146.

Series 2004-1 Supplement to the Pooling and Servicing Agreement, dated as of June 10, 2004, by and
among Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as
Seller, and the Bank of New York, as Master Trust Trustee on behalf of the Series 2004-1
Certificateholders. Filed as Exhibit 4.1 to Navistar Financial Dealer Note Master Owner Trust’s
Form 8-K on June 14, 2004. Commission File No. 333-104639-01.

Amendment No. 1 to the Series 2004-1 Supplement to the Pooling and Servicing Agreement, dated as
of November 10, 2009, by and among Navistar Financial Corporation, as Servicer, Navistar Financial
Securities Corporation, as Seller, and the Bank of New York, as Master Trust Trustee on behalf of the
Series 2004-1 Certificateholders. Filed as Exhibit 10.3 to Navistar Financial Corporation’s Form 8-K
dated and filed November 17, 2009. Commission File No. 001-04146.

Certificate Purchase Agreement, dated as of January 28, 2000, by and among Navistar Financial
Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller, Receivables Capital
Corporation, as the Conduit Purchaser and Bank of America, National Association, as Administrative
Agent for the Purchasers, and as a Committed Purchaser. Filed as Exhibit 1.1 to Navistar Financial
Securities Corporation’s Form 8-K dated and filed February 24, 2000. Commission File No.
033-87374.
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10.19

10.20

10.21

10.22

10.23

10.24

10.25

Extension to the Certificate Purchase Agreement, dated as of January 25, 2001, by and among Navistar
Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller, Receivables
Capital Corporation, as the Conduit Purchaser and Bank of America, National Association, as a
Committed Purchaser. Filed as Exhibit 10.106 to Navistar Financial Corporation’s Form 10-K dated
and filed December 10, 2007. Commission File No. 001-04146.

Extension and Amendment to the Certificate Purchase Agreement, dated as of January 23, 2002, by
and among Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as
Seller, Receivables Capital Corporation, as the Conduit Purchaser and Bank of America, National
Association, as a Committed Purchaser. Filed as Exhibit 10.107 to Navistar Financial Corporation’s
Form 10-K dated and filed December 10, 2007. Commission File No. 001-04146.

First Amendment to the Certificate Purchase Agreement, dated as of January 27, 2003, by and among
Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller,
Receivables Capital Corporation, as the Conduit Purchaser and Bank of America, National
Association, as Administrative Agent for the Purchasers and as a Committed Purchaser. Filed as
Exhibit 10.108 to Navistar Financial Corporation’s Form 10-K dated and filed December 10, 2007.
Commission File No. 001-04146.

Amended and Restated Certificate Purchase Agreement, dated as of December 27, 2004, among
Navistar Financial Corporation, as Servicer, Navistar Financial Securities Corporation, as Seller, Kitty
Hawk Funding Corporation, as a Conduit Purchaser, Liberty Street Funding Corp., as a Conduit
Purchaser, Bank of America, National Association, as Administrative Agent for the Purchasers, a
Managing Agent, and as a Committed Purchaser and the Bank of Nova Scotia, as a Committed
Purchaser and as a Managing Agent. Filed as Exhibit 10.73 to Navistar Financial Corporation’s

Form 10-Q for the period ended January 31, 2005, which was dated and filed Aprit 19, 2005.
Commission File No. 001-04146.

Amendment dated October 31, 2006 to the Amended and Restated Certificate Purchase Agreement,
dated as of December 27, 2004, by and among Navistar Financial Corporation, as Servicer, Navistar
Financial Securities Corporation, as Seller, Kitty Hawk Funding Corporation, as a Conduit Purchaser,
Bank of America, National Association, as Administrative Agent for the Purchasers and as a
Managing Agent and as a Committed Purchaser and the Bank of Nova Scotia, as a Committed
Purchaser and as a Managing Agent. Filed as Exhibit 10.132 to Navistar Financial Corporation’s
Form 10-K dated and filed December 10, 2007. Commission File No. 001-04146.

Amendment, Waiver and Extension dated March 24, 2006 to the Amended and Restated Certificate
Purchase Agreement, dated as of December 27, 2004, by and among Navistar Financial Corporation,
as Servicer, Navistar Financial Securities Corporation, as Seller, Kitty Hawk Funding Corporation, as
a Conduit Purchaser, Liberty Street Funding Corporation, as a Conduit Purchaser, Bank of America,
National Association, as Administrative Agent for the Purchasers and as a Managing Agent and as a
Committed Purchaser and the Bank of Nova Scotia, as a Committed Purchaser and as a Managing
Agent. Filed as Exhibit 10.133 to Navistar Financial Corporation’s Form 10-K dated and filed
December 10, 2007. Commission File No. 001-04146.

Amendment, Waiver and Extension to Amended and Restated Certificate Purchase Agreement, dated
as of May 26, 2006, by and among Navistar Financial Corporation, as Servicer, Navistar Financial
Securities Corporation, as Seller, Kitty Hawk Funding Corporation, as a Conduit Purchaser, Liberty
Street Funding Corporation, as a Conduit Purchaser, Bank of America, National Association, as
Administrative Agent for the Purchasers and as a Managing Agent and as a Committed Purchaser and
the Bank of Nova Scotia, as a Committed Purchaser and as a Managing Agent. Filed as Exhibit 10.110
to Navistar Financial Corporation’s Form 10-K dated and filed December 10, 2007. Commission File
No. 001-04146.
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10.26

10.27

10.28

10.29

10.30

10.31

Amendment and Waiver dated as of October 23, 2007 to the Amended and Restated Certificate
Purchase Agreement dated December 27, 2004, by and among Navistar Financial Corporation, as
Servicer, Navistar Financial Securities Corporation, as Seller, Kitty Hawk Funding Corporation, as a
Conduit Purchaser, Liberty Street Funding LLC (f/k/a Liberty Street Funding Corporation), as a
Conduit Purchaser, Bank of America, National Association, as Administrative Agent for the
Purchasers and as a Managing Agent and as a Committed Purchaser and the Bank of Nova Scotia, as a
Committed Purchaser and as a Managing Agent. Filed as Exhibit 10.147 to Navistar Financial
Corporation’s Form 10-K dated and filed December 10, 2007. Commission File No. 001-04146.

Amended and Restated Fee Letter dated as of October 23, 2007 to the Restated Fee Letter dated

May 26, 2006 by and among Navistar Financial Corporation, as Servicer, Navistar Financial Securities
Corporation, as Seller, Kitty Hawk Funding Corporation, as a Conduit Purchaser, Liberty Street
Funding LLC (f/k/a Liberty Street Funding Corporation), as a Conduit Purchaser, Bank of America,
National Association, as Administrative Agent for the Purchasers and as a Managing Agent and as a
Committed Purchaser and the Bank of Nova Scotia, as a Committed Purchaser and as a Managing
Agent. Filed as Exhibit 10.148 to Navistar Financial Corporation’s Form 10-K dated and filed
December 10, 2007. Commission File No. 001-04146.

Amendment, Waiver and Extension dated December 7, 2007 to the Amended and Restated Certificate
Purchase Agreement dated December 27, 2004 by and among Navistar Financial Corporation, as
Servicer, Navistar Financial Securities Corporation, as Seller, Kitty Hawk Funding Corporation, as a
Conduit Purchaser, Liberty Street Funding LLC (f/k/a Liberty Street Funding Corporation), as a
Conduit Purchaser, Bank of America, National Association, as Administrative Agent for the
Purchasers and as a Managing Agent and as a Committed Purchaser and the Bank of Nova Scotia, as a
Committed Purchaser and as a Managing Agent. Filed as Exhibit 10.6 to Navistar Financial
Corporation’s Form 8-K dated and filed December 14, 2007. Commission File No. 001-04146.

Amendment, Waiver and Extension to Amended and Restated Certificate Purchase Agreement, dated
as of January 31, 2007, by and among Navistar Financial Corporation, as Servicer, Navistar Financial
Securities Corporation, as Seller, Kitty Hawk Funding Corporation, as a Conduit Purchaser, Liberty
Street Funding Corporation, as a Conduit Purchaser, Bank of America, National Association, as
Administrative Agent for the Purchasers and as a Managing Agent and as a Committed Purchaser and
the Bank of Nova Scotia, as a Committed Purchaser and as a Managing Agent. Filed as Exhibit 10.111
to Navistar Financial Corporation’s Form 10-K dated and filed December 10, 2007. Commission File
No. 001-04146.

Amendment and Extension to Amended and Restated Certificate Purchase Agreement, dated as of
October 15, 2008, by and among Navistar Financial Corporation, as Servicer, Navistar Financial
Securities Corporation, as Seller, Kitty Hawk Funding Corporation, as a Conduit Purchaser, Liberty
Street Funding LLC (f/k/a Liberty Street Funding Corporation), as a Conduit Purchaser, Bank of
America, National Association, as Administrative Agent for the Purchasers and as a Managing Agent
and as a Committed Purchaser and the Bank of Nova Scotia, as a Committed Purchaser and as a
Managing Agent. Filed as Exhibit 10.1 to Navistar Financial Corporation’s Form 8-K dated

October 15, 2008 and filed October 21, 2008. Commission File No. 001-04146.

Amendment and Extension to Amended and Restated Certificate Purchase Agreement, dated as of
August 25, 2009, by and among Navistar Financial Corporation, as Servicer, Navistar Financial
Securities Corporation, as Seller, Kitty Hawk Funding Corporation, as a Conduit Purchaser, Liberty
Street Funding LLC (f/k/a Liberty Street Funding Corp.) as a Conduit Purchaser, Bank of America,
National Association, as Administrative Agent for the Purchasers and as a Managing Agent and as a
Committed Purchaser and the Bank of Nova Scotia, as a Committed Purchaser and as a Managing
Agent. Filed as Exhibit 10.2 to Navistar Financial Corporation’s Form 10-K dated and filed August 26,
2009. Commission File No. 001-04146.



10.32

10.33

10.34

10.35

10.36

10.37

*10.38

*10.39

*10.40

*10.41

*10.42

Amendment to Amended and Restated Certificate Purchase Agreement, dated as of November 10,
2009, by and among Navistar Financial Corporation, as Servicer, Navistar Financial Securities
Corporation, as Seller, Kitty Hawk Funding Corporation, as a Conduit Purchaser, Liberty Street
Funding LLC (f/k/a Liberty Street Funding Corp.) as a Conduit Purchaser, Bank of America,
National Association, as Administrative Agent for the Purchasers and as a Managing Agent and as a
Committed Purchaser and the Bank of Nova Scotia, as a Committed Purchaser and as a Managing
Agent. Filed as Exhibit 10.6 to Navistar Financial Corporation’s Form 10-K dated and filed
November 17, 2009. Commission File No. 001-04146.

Master Owner Trust Agreement dated as of June 10, 2004, between Navistar Financial Securities
Corporation, as Seller and Chase Manhattan Bank USA, N.A. as Master Owner Trust Trustee. Filed
as Exhibit 4.5 to Navistar Financial Dealer Note Master Owner Trust’s Form 8-K dated June 10,
2004 and filed June 14, 2004. Commission File No. 333-104639-01.

Amendment No. 1 dated November 10, 2009 to the Master Owner Trust Agreement dated as of June
10, 2004, between Navistar Financial Securities Corporation, as Seller and Deutsche Bank Trust
Company Delaware (as successor-in-interest to Chase Manhattan Bank USA, N.A.) as Master Owner
Trust Trustee. Filed as Exhibit 10.4 to Navistar Financial Corporation’s Form 8-K dated and filed
November 17, 2009. Commission File No. 001-04146.

Indenture, dated as of June 10, 2004, between Navistar Financial Dealer Notes Master Owner Trust,
as Issuer and the Bank of New York, as Indenture Trustee. Filed as Exhibit 4.2 to Navistar Financial
Dealer Note Master Owner Trust’s Form 8-K dated June 10, 2004 and filed June 14, 2004.
Commission File No. 333-104639-01.

Series 2005-1 Indenture Supplement dated February 28, 2005, to the Indenture dated as of June 10,
2004, between Navistar Financial Dealer Note Master Owner Trust, as Issuer, and The Bank of
New York, as Indenture Trustee. Filed as Exhibit 4.1 to Navistar Financial Dealer Note Master
Owner Trust’s Form 8-K dated March 3, 2005 and filed March 4, 2005. Commission File No.
333-104639-01.

Series 2009-1 Indenture Supplement dated November 10, 2009, to the Indenture dated June 10, 2004,
between Navistar Financial Dealer Note Master Owner Trust, as Issuer, and The Bank of New York
Mellon, as Indenture Trustee. Filed as Exhibit 10.1 to Navistar Financial Corporation’s Form 8-K
dated and filed November 17, 2009. Commission File No. 001-04146.

Navistar International Corporation 1994 Performance Incentive Plan, as amended. Filed as Exhibit
10.31 to Form 10-Q for the period ended January 31, 2002, which was dated and filed March 11,
2002. Commission File No. 001-09618. ‘

Navistar International Corporation 1998 Supplemental Stock Plan, as amended and supplemented by
the Restoration Stock Option Program. Filed as Exhibit 10.32 to Form 10-Q for the period ended
January 31, 2002, which was dated and filed March 11, 2002 Commission File No. 1-9618.

Board of Directors resolution amending the 1994 Performance Incentive Plan, the 1998 Supplemental
Stock Plan and the 1998 Non-Employee Director Stock Option Plan to prohibit the repricing and
discounting of options. Filed as Exhibit 10.36 to Form 10-K for the period ended October 31, 2003,
which was dated December 18, 2003 and filed December 19, 2003. Commission File No. 001-09618.

Navistar International Corporation 1998 Non-Employee Director Stock Option Plan, as amended.
Filed as Exhibit 10.1 to Form S-8 dated April 19, 2002 and filed April 23, 2002. Registration
No. 333-86754.

Board of Directors resolution terminating the 1998 Non-Employee Directors Plan. Filed as Exhibit
10.39 to Form 10-Q for the period ended April 30, 2004, which was dated and filed June 9, 2004.
Commission File No. 001-09618.
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*10.43

10.44

*10.45
&10.46

*10.47
&10.48

10.49

10.50

10.51

10.52

Navistar International Corporation’s offer of employment to William Caton, a new executive officer
of Navistar, which contains the terms and conditions of certain compensation awards. Filed as
Exhibit 10.1 to Form 8-K dated and filed October 4, 2005. Commission File No. 001-09618.

Credit Agreement dated January 19, 2007 among Navistar International Corporation, as Borrower,
the Subsidiary Guarantors party thereto, the Lenders party thereto, JP Morgan Chase Bank, N.A., as
administrative agent for the Lenders, and the other Agents party thereto. Filed as Exhibit 10.59 to
Form 8-K/A dated and filed January 25, 2007. Commission File No. 001-09618. PLEASE NOTE
THIS AGREEMENT IS NO LONGER EFFECTIVE AS IT WAS REFINANCED WITH THE
PUBLIC DEBT ISSUED OCTOBER 28, 2009.

Compensation Committee and Board of Directors resolutions approving certain technical
amendments to Navistar’s 1994 Performance Incentive Plan, 1998 Supplemental Stock Plan, 1998
Interim Stock Plan, 1998 Non-Employee Directors Stock Option Plan and 2004 Performance
Incentive Plan. Filed as Exhibits 10.69 and 10.70 to Form 8-K dated and filed April 20, 2007.
Commission File No. 001-09618.

Compensation Committee and Board of Directors resolutions approving certain change of control
amendments to Navistar’s 2004 Performance Incentive Plan, 1998 Non-Employee Directors Stock
Option Plan, 1988 Non-Employee Directors Stock Option Plan, 1994 Performance Incentive Plan,
1998 Supplemental Stock Plan and 1998 Interim Stock Plan. Filed as Exhibits 10.72 and 10.73 to
Form 8-K dated and filed June 22, 2007. Commission File No. 001-09618.

Amended and Restated Credit Agreement dated July 1, 2005 among Navistar Financial Corporation,
Arrendadora Financiera Navistar, S.A. De C.V., Servicios Financieros Navistar, S.A. De C.V. and
Navistar Comercial, S.A. De C.V., as Borrowers, JPMorgan Chase Bank, N.A., as Administrative
Agent, Bank of America, N.A., as the Syndication Agent, the Bank of Nova Scotia, as
Documentation Agent, J.P Morgan Securities Inc. and Banc of America Securities, LLC, as Joint
Book Managers and Joint Lead Arrangers and the lenders party thereto. Filed as Exhibit 10.01 to
Navistar Financial Corporation’s Form 8-K dated and filed September 1, 2005. Commission File No.
001-04146.

Amended and Restated Security, Pledge and Trust Agreement dated as of July 1, 2005, between
Navistar Financial Corporation and Deutsche Bank Trust Company Americas, as Trustee, pursuant
to the terms of the Credit Agreement. Filed as Exhibit 10.02 to Navistar Financial Corporation’s
Form 8-K dated and filed July 1, 2005. Commission File No. 001-04146.

First Waiver and Consent dated January 17, 2006 to Amended and Restated Credit Agreement dated
July 1, 2005 among Arrendadora Financiera Navistar, S.A. De C.V., Organizacion Auxiliar del
Credito, Servicios Financieros Navistar, S.A. De C.V., Sociedad Financiera De Objecto Limitado,
Navistar Comercial, S.A. De C.V., the lenders party thereto, JP Morgan Chase Bank, N.A., as
administrative agent, Bank of America, N.A., as syndication agent and The Bank of Nova Scotia, as
documentation agent. Filed as Exhibit 99.1 to Navistar Financial Corporation’s Form 8-K dated and
filed March 8, 2006. Commission File No. 001-04146.

Second Waiver and Consent dated March 2, 2006 to Amended and Restated Credit Agreement dated
July 1, 2005 among Arrendadora Financiera Navistar, S.A. De C.V., Organizacion Auxiliar del
Credito, Servicios Financieros Navistar, S.A. De C.V., Sociedad Financiera De Objecto Limitado,
Navistar Comercial, S.A. De C.V., the lenders party thereto, JP Morgan Chase Bank, N.A., as
administrative agent, Bank of America, N.A., as syndication agent and The Bank of Nova Scotia, as
documentation agent. Filed as Exhibit 99.2 to Navistar Financial Corporation’s Form 8-K dated and
filed March 8, 2006. Commission File No. 001-04146.
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10.53

10.54

10.55

10.56

*10.57

10.58

10.59

Third Waiver and Consent dated November 16, 2006 to Amended and Restated Credit Agreement
dated July 1, 2005 among Arrendadora Financiera Navistar, S.A. De C.V., Organizacion Auxiliar del
Credito, Servicios Financieros Navistar, S.A. De C.V., Sociedad Financiera De Objecto Limitado,
Navistar Comercial, S.A. De C.V., the lenders party thereto, JP Morgan Chase Bank, N.A., as
administrative agent, Bank of America, N.A., as syndication agent and The Bank of Nova Scotia, as
documentation agent. Filed as Exhibit 10.1 to Navistar Financial Corporation’s Form §-K dated and
filed November 20, 2006. Commission File No. 001-04146.

First Amendment dated March 28, 2007 to Amended and Restated Credit Agreement dated July 1,
2005 among Arrendadora Financiera Navistar, S.A. De C.V., Organizacion Auxiliar del Credito,
Servicios Financieros Navistar, S.A. De C.V., Sociedad Financiera De Objecto Limitado, Navistar
Comercial, S.A. De C.V., the lenders party thereto, JP Morgan Chase Bank, N.A., as administrative
agent, Bank of America, N.A., as syndication agent and The Bank of Nova Scotia, as documentation
agent. Filed as Exhibit 10.1 to Navistar Financial Corporation’s Form 8-K dated March 28, 2007 and
filed April 3, 2007. Commission File No. 001-04146.

ABL Credit Agreement dated June 15, 2007 among International Truck and Engine Corporation and
four of its other manufacturing subsidiaries, namely, IC Corporation, IC of Oklahoma, LLC, SST
Truck Company LP and International Diesel of Alabama, LLC, the lenders thereto, Credit Suisse, as
administrative agent, Bank of America, N.A, as collateral agent, Banc of America Securities LLC
and JPMorgan Chase Bank, N.A., as co-syndication agents, General Electric Capital Corporation and
Woachovia Capital Finance Corporation (Central), as co-documentation agents, Credit Suisse
Securities (USA) LLC, Banc of America Securities LLC and J.P. Morgan Securities Inc. as joint lead
bookrunners, and Credit Suisse Securities (USA) LLC and Banc of America Securities LLC, as joint
lead arrangers. Filed as Exhibit 10.71 to Form 8-K dated and filed June 19, 2007. Commission File
No. 001-09618.

Second Amendment and Fourth Waiver dated October 23, 2007 to Amended and Restated Credit
Agreement dated July 1, 2005 among Arrendadora Financiera Navistar, S.A. De C.V., Organizacion
Auxiliar del Credito, Servicios Financieros Navistar, S.A. De C.V., Sociedad Financiera De Objecto
Limitado, Navistar Comercial, S.A. De C.V,, the lenders party thereto, JP Morgan Chase Bank, N.A.,
as administrative agent, Bank of America, N.A., as syndication agent and The Bank of Nova Scotia,
as documentation agent. Filed as Exhibit 10.1 to Navistar Financial Corporation’s Form 8-K dated
and filed October 23, 2007. Commission File No. 001-04146.

Compensation Committee of the Board of Directors resolution recommending the appointment of
Mr. William A. Caton as Executive Vice President and Chief Financial Officer of Navistar,
increasing his annual base salary by $95,000 to $625,000, authorizing the award of a discretionary
cash bonus in an amount not to exceed $200,000 and providing Mr. Caton certain other benefits
commensurate with his Chief Financial Officer position. Filed as Exhibit 10.101 to Form 10-K for
the period ended October 31, 2005, which was dated December 7, 2007 and filed December 10, 2007.
Commission File No. 001-09618.

Amended and Restated Parents’ Side Agreement dated July 1, 2005 among Navistar International
Corporation and JPMorgan Chase Bank, N.A., as Administrative Agent for the lenders indicated
therein in respect of Navistar Financial Corporation’s Amended and Restated Credit Agreement dated
July 1, 2005. Filed as Exhibit 10.104 to Form 10-K for the period ended October 31, 2005, which was
dated December 7, 2007 and filed December 10, 2007. Commission File No. 001-09618.

Amended and Restated Parent Guarantee dated July 1, 2005 among Navistar International
Corporation and JPMorgan Chase Bank, N.A., as Administrative Agent for the lenders indicated
therein in respect of Navistar Financial Corporation’s Amended and Restated Credit Agreement dated
July 1, 2005. Filed as Exhibit 10.105 to Form 10-K for the period ended October 31, 2005, which was
dated December 7, 2007 and filed December 10, 2007. Commission File No. 001-09618.
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Compensation Committee of the Board of Directors resolutions approving the Annual Incentive Plan
Criteria for 2008 for named executive officers. Filed as Exhibit 10.106 to Form 8-K dated and ﬁled
December 14, 2007. Commission File No. 001-09618.

Form of revised Executive Severance Agreement which is executed with all executive officers dated
December 31, 2007. Filed as Exhibit 10.107 to Form 8-K dated and filed December 14, 2007.
Commission File No. 001-09618.

Fifth Waiver dated November 28, 2007 to Amended and Restated Credit Agreement dated July 1,
2005 among Arrendadora Financiera Navistar, S.A. De C.V., Organizacion Auxiliar del Credito,
Servicios Financieros Navistar, S.A. De C.V., Sociedad Financiera De Objecto Limitado, Navistar
Comercial, S.A. De C.V., the lenders party thereto, JP Morgan Chase Bank, N.A., as administrative
agent, Bank of America, N.A., as syndication agent and The Bank of Nova Scotia, as documentation
agent. Filed as Exhibit 10.1 to Navistar Financial Corporation’s Form 8-K dated and filed
December 14, 2007. Commission File No. 001-04146.

Form of Indemnification Agreement which is executed with all non-employee directors dated
December 11, 2007. Filed as Exhibit 10.93 to Form 10-K for the period ended October 31, 2007,
which was dated and filed May 29, 2008. Commission File No. 001-09618.

Board of Directors resolution approving an additional retainer for the lead director of the Board of

. Directors. Filed as Exhibit 10.94 to Form 10-K for the period ended October 31, 2007, which was

dated and filed May 29, 2008. Commission File No. 001-09618.

Compensation Committee and Board of Directors approval of 2008 long term emergence incentive
grants to non-employee directors and named executive officers. Filed as Exhibit 10.95 to Form 10-Q
for the period ended April 30, 2008, which was dated and filed June 27, 2008. Commission File No.
001-09618.

Navistar, Inc. Supplemental Executive Retirement Plan, as amended and restated effective as of
January 1, 2005 (including amendment through July 31, 2008). Filed as Exhibit 10.82 to Quarterly
Report on Form 10-Q for the period ended July 31, 2008, which was dated and filed on September 3,
2008. Commission File No. 001-09618.

Navistar, Inc. Managerial Retirement Objective Plan, as amended and restated effective as of January
1, 2005 (including amendments through July 31, 2008). Filed as Exhibit 10.83 to Quarterly Report on
Form 10-Q for the period ended July 31, 2008, which was dated and filed on September 3, 2008.
Commission File No. 001-09618. In December 2008, the Navistar Financial Corporation Managerial
Retirement Objective Plan was merged with and into the Navistar, Inc. Managerial Retirement
Objective Plan without requiring material modifications to the Nav1star Inc. Managerial Retirement
Objective Plan as the plans were substantially identical.

Navistar, Inc. Supplemental Retirement Accumulation Plan, effective as of January 31, 2008
(including amendments through July 31, 2008). Filed as Exhibit 10.85 to Quarterly Report on Form
10-Q for the period ended July 31, 2008, which was dated and filed on September 3, 2008.
Commission File No. 001-09618.

Form of Incentive Stock Option Award Agreement. Filed as Exhibit 10.87 to Quarterly Report on
Form 10-Q for the period ended July 31, 2008, which was dated and filed on September 3, 2008.
Commission File No. 001-09618.

Form of Supplement to Incentive Stock Option Award Agreement. Filed as Exhibit 10.97 to
Quarterly Report on Form 10-Q for the period ended January 31, 2009, which was dated and filed on
March 11, 2009. Commission File No. 001-09618.

Form of Non-Qualified Stock Option Award Agreement. Filed as Exhibit 10.89 to Quarterly Report
on Form 10-Q for the period ended July 31, 2008, which was dated and filed on September 3, 2008.
Commission File No. 001-09618.
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Form of Supplement to Non-Qualified Stock Option Award Agreement. Filed as Exhibit 10.95 to
Quarterly Report on Form 10-Q for the period ended January 31, 2009, which was dated and filed on
Marchr11, 2009. Commission File No. 001-09618.

Form of Restoration Stock Option Award Agreement. Filed as Exhibit 10.91 to Quarterly Report on
Form 10-Q for the period ended July 31, 2008, which was dated and filed on September 3, 2008.
Commission File No. 001-09618.

Form of Supplement to Restoration Stock Option Award Agreement. Filed as Exhibit 10.94 to
Quarterly Report on Form 10-Q for the period ended January 31, 2009, which was dated and filed on
March 11, 2009. Commission File No. 001-09618.

Form of Non-Employee Director Stock Option Award Agreement. Filed as Exhibit 10.93 to
Quarterly Report on Form 10-Q for the period ended July 31, 2008, which was dated and filed on
September 3, 2008. Commission File No. 001-09618.

Form of Supplement to Non-Employee Director Stock Option Award Agreement. Filed as Exhibit
10.94 to Quarterly Report on Form 10-Q for the period ended January 31, 2009, which was dated and
filed on March 11, 2009. Commission File No. 001-09618.

Form of Restricted Stock Award Agreement. Filed as Exhibit 10.95 to Quarterly Report on
Form 10-Q for the period ended July 31, 2008, which was dated and filed on September 3, 2008.
Commission File No. 001-09618.

Form of Deferred Share Unit Certificate. Filed as Exhibit 10.97 to Quarterly Report on Form 10-Q
for the period ended July 31, 2008, which was dated and filed on September 3, 2008. Commission
File No. 001-09618.

Board of Directors resolution amending the 1998 Non-Employee Director Stock Option Plan to
permit net settlement of shares. Filed as Exhibit 10.98 to Quarterly Report on Form 10-Q for the
pe;‘iod ended July 31, 2008, which was dated and filed on September 3, 2008. Commission File No.
001-09618.

Compensation Committee resolutions amending the Navistar’s 1994 Performance Incentive Plan,
1998 Interim Stock Plan, 1998 Supplemental Stock Plan, 2004 Performance Incentive Plan and the
1998 Non-Employee Director Stock Option Plan, to permit net settlement of shares. Filed as Exhibit
10.99 to Quarterly Report on Form 10-Q for the period ended July 31, 2008, which was dated and
filed on September 3, 2008. Commission File No. 001-09618.

Amendment No. 1 to William A. Caton’s Executive Severance Agreement. Filed as Exhibit 10.100 to
Quarterly Report on Form 10-Q for the period ended July 31, 2008, which was dated and filed on
September 3, 2008. Commission File No. 001-09618.

Form of Restricted Stock Unit Award Notice and Agreement. Filed as Exhibit 10.101 to Quarterly
Report on Form 10-Q for the period ended July 31, 2008, which was dated and filed on September 3,
2008. Commission File No. 001-09618.

Form of Premium Share Unit Certificate, as amended. Filed as Exhibit 10.80 to Annual Report on
Form 10-K for the period ended October 31, 2008, which was dated and filed on December 30, 2008.
Commission File No. 001-09618.

Form of Premium Share Deferral Election Form. Filed as Exhibit 10.81 to Annual Report on
Form 10-K for the period ended October 31, 2008, which was dated and filed on December 30, 2008.
Commission File No. 001-09618.

Navistar International Corporation Non-Employee Directors’ Deferred Fee Plan, as amended and
restated December 16, 2008. Filed as Exhibit 10.83 to Annual Report on Form 10-K for the period
ended October 31, 2008, which was dated and filed on December 30, 2008. Commission File No.
001-09618.
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*10.94

*10.95
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Compensation Committee and Board of Directors approval of 2009 long term incentive equity grant
awards to non-employee directors and named executive officers. Filed as Exhibit 10.85 to Annual
Report on Form 10-K for the period ended October 31, 2008, which was dated and filed on December
30, 2008. Commission File No. 001-09618.

First Amendment to the Navistar, Inc. Supplemental Retirement Accumulation Plan. Filed as Exhibit
10.86 to Annual Report on Form 10-K for the period ended October 31, 2008, which was dated and
filed on December 30, 2008. Commission File No. 001-09618.

Navistar International Corporation Amended and Restated Executive Stock Ownership Program
dated January 9, 2009. Filed as Exhibit 10.98 to Quarterly Report on Form 10-Q for the period ended
January 31, 2009, which was dated and filed on March 11, 2009. Commission File No. 001-09618.

Compensation Committee and Board of Director resolutions amending the Navistar 1998 Non-
Employee Director Stock Option Plan, the Navistar 1988 Non-Employee Director Stock Option Plan,
the Navistar 1994 Performance Incentive Plan, the Navistar 1998 Interim Stock Plan and the Navistar
1998 Supplemental Stock Plan. Filed as Exhibit 10.99 to Quarterly Report on Form 10-Q for the
period ended January 31, 2009, which was dated and filed on March 11, 2009. Commission File No.
001-09618.

Truck Business Relationship Agreement, dated as of April 3, 2009, by and among Caterpillar, Inc.,
Navistar Inc. and Navistar International Corporation. Filed as Exhibit 10.1 to Current Report on
Form 8-K dated and filed April 7, 2009. Commission File No. 001-09618.

Joint Venture Operating Agreement, dated as of September 9, 2009, by and among Caterpillar, Inc.
Navistar, Inc. and NC2 Global, LLC. Filed as Exhibit 10.1 to Current Report on Form 8-K dated and
filed September 15, 2009. Commission File No. 001-09_618.

Identical Forms of a (1) Base Call Option Transaction Confirmation, (2) Side Letter Agreement to the
Base Call Option Transaction Confirmation, (3) Base Warrants Confirmation and (4) Side Letter
Agreement to Base Warrants Confirmation, all dated October 22, 2009, were entered into between
Navistar International Corporation and each of JPMorgan Chase Bank, National Association, Credit
Suisse International, Deutsche Bank AG and Bank of America, N.A. in connection with certain
convertible note hedge transactions. Copies of these agreements were filed as Exhibit 10.1(a) -
10.1(h) and 10.2(a) — 10.2(h) to Current Report on Form 8-K dated and filed October 28, 2009.
Commission File No. 001-09618. On October 28, 2009, Navistar International Corporation entered
into additional (1) Base Call Option Transaction Confirmation, (2) Side Letter Agreement to the
Base Call Option Transaction Confirmation, (3) Base Warrants Confirmation and (4) Side Letter
Agreement to Base Warrants Confirmation with Credit Suisse International in respect of the issuance
of an additional $20,000,000 of convertible notes. Navistar International Corporation has not filed
these additional agreements in reliance upon Instruction 2 to Item 601 of Regulation S-K in that each
is substantially identical in all material respects to those agreements previously filed.

Board of Director Resolution approving the CEQO Achievement Award. Filed as Exhibit 10.6 to
Form 8-K dated and filed December 18, 2009. Commission File No. 001-09618.

Navistar International Corporation 2004 Performance Incentive Plan, Amended and Restated as of
December 15, 2009 (marked to indicate all changes from the January 9, 2009 version). Filed as
Exhibit 10.7 to Form 8-K dated and filed December 18, 2009. Commission File No. 001-09618.

Compensation Committee of the Board of Directors resolutions approving the Annual Incentive Plan
Criteria for 2010 for named executive officers. Filed as Exhibit 10.8 to Form 8-K dated and filed
December 18, 2009. Commission File No. 001-09618.

Form of Amended and Restated CEO Executive Severance Agreement to be dated January 1, 2010.
Filed as Exhibit 10.9 to Form 8-K dated and filed December 18, 2009. Commission File No. 001-
09618. PLEASE NOTE THIS AGREEMENT WILL REPLACE THE EXISTING FORM OF EXECUTIVE
SEVERANCE AGREEMENT REFERENCED IN EXHIBIT 10.61 ABOVE EFFECTIVE JANUARY 1, 2010.
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Form of Amended and Restated Executive Severance Agreement with all executive officers other
than the CEO to be dated January 1, 2010. Filed as Exhibit 10.10 to Form 8-K dated and filed
December 18, 2009. Commission File No. 001-09618. PLEASE NOTE THIS AGREEMENT WILL
REPLACE THE EXISTING FORM OF EXECUTIVE SEVERANCE AGREEMENT REFERENCED IN EXHIBIT
10.61 ABOVE EFFECTIVE JANUARY 1, 2010.

Amended and Restated Credit Agreement, dated as of December 16, 2009, by and among Navistar
Financial Corporation, a Delaware corporation, and Navistar Financial, S.A. DE C.V., Sociedad
Financiera De Objeto Multiple, Entidad No Regulada, a Mexican corporation, as borrowers, the
lenders party thereto, JPMorgan Chase Bank, N.A., as administrative agent, Bank of America, N.A,,
as syndication agent, and The Bank of Nova Scotia, as documentation agent. Filed as Exhibit 10.1 to
Navistar Financial Corporation’s Form 8-K dated and filed December 18, 2009. Commission File No.
001-04146. PLEASE NOTE THIS AGREEMENT REPLACES THE NFC CREDIT AGREEMENT REFERENCED
IN EXHIBIT 10.49 ABOVE EFFECTIVE DECEMBER 16, 2009.

Second Amended and Restated Parents’ Side Agreement, dated as of December 16, 2009, by and
between Navistar International Corporation, a Delaware corporation, and Navistar, Inc. (formerly
known as International Truck and Engine Corporation), a Delaware corporation, for the benefit of the
lenders from time to time party to the Amended and Restated Credit Agreement. Filed as Exhibit 10.3
to Navistar Financial Corporation’s Form 8-K dated and filed December 18, 2009. Commission File
No. 001-04146. PLEASE NOTE THIS AGREEMENT REPLACES THE AMENDED AND RESTATED PARENTS’
SIDE AGREEMENT REFERENCED IN EXHIBIT 10.58 ABOVE EFFECTIVE DECEMBER 16, 2009.

Second Amended and Restated Parent Guarantee, dated as of December 16, 2009, by Navistar
International Corporation, a Delaware corporation, in favor of JPMorgan Chase Bank, N.A., as
administrative agent for the lenders party to the Amended and Restated Credit Agreement. Filed as
Exhibit 10.2 to Navistar Financial Corporation’s Form 8-K dated and filed December 18, 2009.
Commission File No. 001-04146. PLEASE NOTE THIS AGREEMENT REPLACES THE AMENDED AND
RESTATED PARENT GUARANTY REFERENCED IN EXHIBIT 10.59 ABOVE EFFECTIVE DECEMBER 16,
2009.

First Amendment, dated as of December 16, 2009, to the Amended and Restated Security, Pledge and
Trust Agreement, dated as of July 1, 2005, between Navistar Financial Corporation, a Delaware
corporation, and Deutsche Bank Trust Company Americas, a corporation duly organized and existing
under the laws of the State of New York, acting individually and as trustee for the holders of the secured
obligations under the Amended and Restated Credit Agreement. Filed as Exhibit 10.4 to Navistar
Financial Corporation’s Form 8-K dated and filed December 18, 2009. Commission File No. 001-04146

Intercreditor Agreement, dated as of December 16, 2009, by and among Navistar Financial
Corporation, a Delaware corporation, Wells Fargo Equipment Finance, Inc., a Minnesota corporation,
Deutsche Bank Trust Company Americas, a corporation duly organized and existing under the laws
of the State of New York, acting individually and as trustee for the holders of the secured obligations
under the Amended and Restated Credit Agreement, and JPMorgan Chase Bank, N.A., as
administrative agent for the lenders party to the Amended and Restated Credit Agreement. Filed as
Exhibit 10.9 to Navistar Financial Corporation’s Form 8-K dated and filed December 18, 2009.
Commission File No. 001-04146
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The following documents of Navistar International Corporation are filed herewith:

*10.103 Letter dated October 20, 2009 to William A, Caton regarding extension of additional healthcare
provisions.

*10.104 Compensation Committee and Board of Directors approval of 2010 long term incentive equity grant
awards to non-employee directors and named executive officers.

*  Indicates a management contract or compensatory plan or arrangement required to be filed or incorporated
by reference as an exhibit to this report.
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EXHIBIT 10.103

WICSTAR' Navistar, Inc.
NAYISTAR et roud

Warrenville, IL 60555 USA

P: 630-753-5000
W: navistar.com

October 20, 2009

Mr. William A. Caton
427 Brantley Place
Wheaton, IL 60187

Dear Bill:

As approved by Navistar International Corporation’s Compensation Committee of the Board of Directors on
October 19, 2009, this letter confirms an additional agreement item beyond what was agreed to in your July 2,
2008 letter from Steven Covey and me and your Amendment of Executive Severance Agreement (ESA) effective
June 17, 2008.

Your Amendment of ESA provided you with “continued healthcare coverage for the 36 month period
immediately after the date of Termination, with the same coverage option as in effect immediately before the
date of Termination...” If after this 36 month period of continued coverage, you are not able to purchase
comparable healthcare coverage for you and your spouse, Navistar will provide you with the opportunity to
purchase Navistar’s coverage at the 100% cost of coverage rate, in affect at the time, until which time you and/or
your spouse, Vicci, are eligible for Medicare benefits.

Sincerely,
/s/ GREG W. ELLIOTT

Greg W. Elliott
Senior VP, HR and Administration
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2010 Long-Term Incentive Equity Grants

EXHIBIT 10.104

On December 15, 2009 the Compensation Committee and Board of Directors approved the long-term incentive

equity grants to those individuals set forth below in the amount and upon the terms and conditions set forth

below.

General Terms of Grant:

*  Form of grant: A combination of stock option and restricted stock unit awards for executive officers and

only stock options for non-employee directors.

*  Vesting: Both the stock option grant and the award of restricted stock units vest equally over a 3 year period.

*  Grant and expiration date: Grant date—December 15, 2009. Expiration date—December 15, 2016.

*  Exercise Price for Stock Options: $35.805.

*  Number of stock options and restricted stock units:

Daniel C. Ustian, Chairman, Presidentand CEO ....................

William A. Caton, formerly Executive Vice

President and Chief Risk Officer! .. ....... ... ... ... .. . o,

Terry M. Endsley, formerly Executive Vice

President and Chief Financial Officer? .. ... ... ... ... ... ... .. ...

Andrew J. Cederoth, Executive Vice President

and Chief Financial Officer ............ ... ... ... .. .. .. ... ...
Deepak T. Kapur, President—Truck Group ........................

Pamela J. Turbeville, formerly SVP & CEO

Navistar Financial Corporation® . ............ ... ... .. ... ........

Steven K. Covey, SVP, General Counsel

and Chief Ethics Officer . ... ... i i i e e e

Stock Option RSU
91,656 18,058
0 0
0 0
31,959 10,000
31,959 6,297
0 0
20,703 4,079

Each Non-Employee Director—4,000 stock options in accordance with their annual stock option grant.

1 Mr. Caton retired from the company effective October 31, 2009.

2 Mr. Endsley passed away on April 14, 2009.

3 Ms. Turbeville retired from the company effective January 31, 2009.
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EXHIBIT 12

Computation of Ratio of Earnings to Fixed Charges

The computation of Ratio of Earnings to Fixed Charges as shown on this Exhibit 12 is provided pursuant to Items
503(d) and 601(12) of Regulation S-K.

2009 2008 2007 2006 2005
(in millions)
Income (loss) before income tax (expense) benefit® . ... ... $ 28 $ 120 $ (147) $ 29 $ 55
Dividends from non-consolidated affiliates . . ............. 59 85 111 83 83
Interest expense® .. ........ ... ... .. il 235 456 493 418 300
Debt amortization expense . . ....... e 16 13 9 13 8
Interest portion of rent expense© .......... . ... ... ... 18 17 17 15 15
Totalearnings ...............c.. i, 616 691 483 825 461
Capitalized interest ............ ... ... ... .. .. 1 5 7 6 1
Interest expense®) ... ... ... 253 473 510 433 315
Debt amortization expense . . .............oviiiiiniin.. 16 13 9 13 8
Total fixedcharges .............. ... .. .. .. .. .... 270 491 526 452 324
Ratio of earnings to fixedcharges .................... 2.28 1.41 — 1.83 1.42
Earningsshortfall . .. ......... ... .. ... ... ... .... —_ — 43) —_ —

(A) Excludes equity in income of non-consolidated affiliates and minority interest.
(B) Excludes interest expense on income tax contingencies.
(C) Represents an estimated amount of rental expense (33%) that is deemed to be representative of the interest factor.
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EXHIBIT 21

NAVISTAR INTERNATIONAL CORPORATION
AND CONSOLIDATED SUBSIDIARIES

SUBSIDIARIES OF THE REGISTRANT

AS OF OCTOBER 31, 2009
STATE OR COUNTRY
IN WHICH
SUBSIDIARY
ORGANIZED

Subsidiaries that are 100% owned:

Navistar, INC. ...t e e e e Delaware

International of Mexico Holding Corporation .................. ... iooiu... Delaware
Subsidiaries that are 100% owned by Navistar, Inc.:

Navistar Canada, Inc. ......... .. i i i Canada

Navistar Financial Corporation ............ ...t Delaware

IC BUS, LLC .o o e e e e e Arkansas

SST Truck Company, LLC ........ ... Delaware

Navistar Defense, LLC . ... ... .o i i it Delaware
Subsidiaries that are 100% owned by International of Mexico Holding Corporation:

International Truck and Engine Corporation Cayman Islands Holding Company . . .. Cayman Islands

Camiones y Motores International de Mexico, S.A.deC.V. .................... Mexico
Subsidiaries that are 100% owned by Navistar Canada, Inc.:

MWM International Industria De Motores Da America Do Sul Ltda. ............. Brazil
Subsidiaries less than 100% owned by Navistar, Inc., but considered to be a significant

subsidiary:
Blue Diamond Parts LLC . . ... ... .. .. i i e Delaware

Subsidiaries not shown by name in the above listing, if considered in the aggregate as a single subsidiary, would
not constitute a significant subsidiary.
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EXHIBIT 23
Consent of Independent Registered Public Accounting Firm

The Board of Directors
Navistar International Corporation:

We consent to the incorporation by reference in the registration statements on Form S-8 (Nos. 2-70979,
33-26847, 333-29301, 333-77781, 333-86756, 333-86754, 333-113896, and 333-162266) and on Form S-3 (No.
333-162588) of Navistar International Corporation of our report dated December 21, 2009, with respect to the
consolidated balance sheets of Navistar International Corporation and subsidiaries as of October 31, 2009 and
2008, and the related consolidated statements of operations, stockholders’ deficit, and cash flows for each of the
years in the three-year period ended October 31, 2009 and the effectiveness of internal control over financial
reporting as of October 31, 2009, which report appears in the October 31, 2009 annual report on Form 10-K of
Navistar International Corporation.

As described in Note 1 to the accompanying consolidated financial statements, the Company adopted accounting
standards on accounting for uncertainty in income taxes as of November 1, 2007.

/s/ KPMG LLP

Chicago, Illinois
December 21, 2009
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EXHIBIT 24
NAVISTAR INTERNATIONAL CORPORATION AND CONSOLIDATED SUBSIDIARIES

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below does hereby
make, constitute and appoint Daniel C. Ustian, Andrew J. Cederoth and John P. Waldron, and each of them
acting individually, his or her true and lawful attorneys-in-fact and agents, with full power of substitution, for
them and in their name, place and stead, in any and all capacities, to sign Navistar International Corporation’s
Annual Report on Form 10-K for the fiscal year ended October 31, 2009, and any amendments thereto, and to
file the same with all exhibits thereto, and other documents in connection therewith, with the U.S. Securities and
Exchange Commission, granting unto said attorneys-in-fact and agents, full power and authority to do and
perform each and every act and thing requisite and necessary to be done in connection therewith, as fully to all
intents and purposes as he or she might or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact and agents may lawfully do or cause to be done by virtue hereof.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated:

Signature Title Date
/s/  DANIEL C. USTIAN Chairman, President and December 21, 2009
Daniel C. Ustian Chief Executive Officer and Director

(Principal Executive Officer)

/s/  ANDREW J. CEDEROTH Executive Vice President and December 21, 2009
Andrew J. Cederoth Chief Financial Officer
(Principal Financial Officer)

/s/  EUGENIO CLARIOND Director December 21, 2009

Eugenio Clariond

/s/ JoHN D. CORRENTI Director December 21, 2009
John D. Correnti

/s/ DIANE H. GULYAS Director December 21, 2009
Diane H. Gulyas

/s/ MicHAEL N. HAMMES Director December 21, 2009

Michael N. Hammes

/s/  DAVID D. HARRISON Director December 21, 2009

David D. Harrison

/s/  JAMES H. KEYES Director December 21, 2009
James H. Keyes

/s/  STEVEN J. KLINGER Director December 21, 2009
Steven J. Klinger

/s/  WILLIAM H. OSBORNE Director December 21, 2009
William H. Osborne

/s/ DENNIS D. WILLIAMS Director December 21, 2009

Dennis D. Williams
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EXHIBIT 31.1
CERTIFICATION

I, Daniel C. Ustian, certify that:

1.
2.

I'have reviewed this annual report on Form 10-K of Navistar International Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have: :

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s Board of Directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: December 21, 2009

/s/  DANIEL C. USTIAN

Daniel C. Ustian
Chairman, President and Chief Executive Officer
(Principal Executive Officer)
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EXHIBIT 31.2
CERTIFICATION

I, Andrew J. Cederoth, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Navistar International Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared,

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s Board of Directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: December 21, 2009

/s/  ANDREW J. CEDEROTH

Andrew J. Cederoth

Executive Vice President and Chief Financial Officer

(Principal Financial Officer)
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Navistar International Corporation (the “Company”’) on Form 10-K for
the period ended October 31, 2009 as filed with the Securities and Exchange Commission (the “SEC”) on the
date hereof (the “Report™), I, Daniel C. Ustian, Chief Executive Officer of the Company, certify, pursuant to 18
U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been
provided to the Company and will be retained by the Company and furnished to the SEC or its staff upon request.

Date: December 21, 2009

/s/ DANIEL C. USTIAN

Daniel C. Ustian
Chairman, President and Chief Executive Officer
(Principal Executive Officer)

This certification accompanies the Report pursuant to § 906 of the Sarbanes-Oxley Act of 2002 and shall not be
deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or
otherwise subject to the liability of that section. This certification shall also not be deemed to be incorporated by
reference into any filing under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934,
as amended, except to the extent that the Company specifically incorporates it by reference.
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Navistar International Corporation (the “Company”) on Form 10-K for
the period ended October 31, 2009 as filed with the Securities and Exchange Commission (the “SEC”) on the
date hereof (the “Report”), I, Andrew J. Cederoth, Chief Financial Officer of the Company, certify, pursuant to
18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been
provided to the Company and will be retained by the Company and furnished to the SEC or its staff upon request.

Date: December 21, 2009

/s/ ANDREW J. CEDEROTH

Andrew J. Cederoth
Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

This certification accompanies the Report pursuant to § 906 of the Sarbanes-Oxley Act of 2002 and shall not be
deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or
otherwise subject to the liability of that section. This certification shall also not be deemed to be incorporated by
reference into any filing under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934,
as amended, except to the extent that the Company specifically incorporates it by reference.
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EXHIBIT 99.1

Additional Financial Information (Unaudited)

The following additional financial information is provided based upon the continuing interest of certain
stockholders and creditors to assist them in understanding our core manufacturing business with our financial
services operations on a pre-tax equity basis. Our manufacturing operations, for this purpose, include our Truck
segment, Engine segment, Parts segment, and Corporate items. The manufacturing operations financial
information represents non-GAAP financial measures. The reconciling differences between these non-GAAP
financial measures and our GAAP consolidated financial statements in Item 8 are our financial services
operations, which are included on a pre-tax equity basis. Certain of our subsidiaries in our manufacturing
operations have debt outstanding with our financial services operations (“intercompany debt”). In the condensed
statements of assets, liabilities and stockholders’ deficit, the intercompany debt is reflected as accounts payable.
The change in the intercompany debt is reflected in the net cash provided by operating activities in the condensed
statements of cash activities.

Condensed Statements of Revenues and Expenses
Navistar International Corporation (with financial services operations on a pre-tax equity basis)

For the Year Ended October 31, 2009

Financial Consolidated
Manufacturing Services Statement of
Operations Operations Adjustments  Operations
(in millions)
Sales of manufactured products,net .................. $ 11,300 $ $ — $ 11,300
Financerevenues .................cviuiruuninnn.. —_ 348 79) 269
Sales and revenues,net . .. ........................ 11,300 348 79 11,569
Costs of productssold ............................. 9,366 — — 9,366
Restructuring charges ............................. 59 — — 59
Impairment of property and equipment ............... 31 — — 31
Selling, general and administrative expenses ........... 1,218 130 “@ 1,344
Engineering and product development costs ........... 433 — — 433
Interest eXpense . . . .....c.ov it 99 162 10) 251
Other (income) expense, net ..................ovn... 179) 16 (65) (228)
Total costsand expenses ...................... 11,027 308 79) 11,256
Equity in income of non-consolidated affiliates ......... 46 — — 46
Income before income taxes, minority interest,
extraordinary gain, and equity income from financial
Services Operations ...................eiiaan.... 319 40 — 359
Equity income from financial services operations . ...... 40 — (40) —
Income before income taxes, minority interest, and
extraordinary gain ........... .. ... ... ... 359 40 (40) 359
Income tax eXpense . ..........c.viuieunenneinann... 37 — — 37
Income before minority interest and extraordinary gain .. 322 40 (40) 322
Minority interest in net income of subsidiaries, net of
BAX e 25) — — (25)
Income before extraordinary gain . ................... 297 40 (40) 297
Extraordinary gain, net of WX 23 —_ —_ 23
Netincome ................coiiiiiineeinnn.. $ 320 $ 40 $ 40 $ 320




(in millions)

Sales of manufactured products,net ..................

Finance revenues

Salesandrevenues,net . ................c0uinan..

Costsof products sold .. ......... .o,
Impairment of property and equipment ...............
Selling, general and administrative expenses ...........
Engineering and product development costs ...........

Interest expense .

.................................

Other (income) eXpense, Net . ........ooovvuerunanenn.

Total costs and expenses . .....................
Equity in income of non-consolidated affiliates .........

Income (loss) before income taxes and equity income
from financial services operations .................
Equity loss from financial services operations ..........

Income (loss) before income taxes ...................
INCOmME tax EXPense . . . ..o vvvvv i

Net income (loss)
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For the Year Ended October 31, 2008

Financial Consolidated
Manufacturing Services Statement of
Operations Operations Adjustments  Operations

$ 14399 $§ — $ — $ 14,399
- 405 (80) 325
14,399 405 (80) 14,724
11,942 — —_ 11,942
358 — — 358
1,292 149 4) 1,437
384 — — 384
156 313 — , 469
123 (33) (76) 14
14,255 429 (80) 14,604
71 — — 71
215 (24) — 191
(24) _ 24 —
191 (24) 24 191
57 — — 57

$ 134 $ (24) $ 24 § 134




(in millions)
Sales of manufactured products, net
Finance revenues

Sales and revenues, net

Costs of products sold
Selling, general and administrative expenses
Engineering and product development costs
Interest expense
Other (income) expense, net

Total costs and expenses
Equity in income of non-consolidated affiliates

..............................

....................

..................

.....

Income (loss) before income taxes, and equity income
from financial services operations
Equity income from financial services operations

Income (loss) before income taxes
Income tax expense

Net income (loss)

e

e e
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For the Year Ended October 31, 2007
Consolidated

Financial

Manufacturing Services Statement of
Operations Operations Adjustments  Operations
$ 11,910 $ — $ — $ 11,910
— 518 (133) 385
11,910 518 (133) 12,295
10,109 — — 10,109
1,380 113 3) 1,490

375 — — 375

197 305 — 502

123 @7 (130) (34)
12,184 391 (133) 12,442

74 — — 74

(200) 127 — (73)

127 — (127) —

73) 127 (127) (73)

47 — —_ 47

$ (1200 $ 127 $ 127 $ (120)




Condensed Statements of Assets, Liabilities, Redeemable Equity Securities, and Stockholders’ Deficit
Navistar International Corporation (Manufacturing operations with financial services operations on a

pre-tax equity basis)

(in millions)

Cash and cash equivalents . . ....................
Restricted cash and cash equivalents .............
Accounts receivables ... ... .o e
INVENtOries . ... ovvvvei i

Investments in and advances to financial services

OPETations ... ....ooivuunenenniiianeeenn

Investments in and advances to non-consolidated

affiliates . .. ...t
Property and equipment,net ....................
Goodwill and intangible assets,net...............
Deferred taxes, NEL . ... .. vviitvieeneennnunnn
Other assets . ....vviiiteeeeeiia s

Total assets . . . ....covvreerenineennn

Accounts payable ............. ... ...
Postretirement benefits liabilities ................

Minority interest ........... ...t
Redeemable equity securities ...................
Stockholders’ deficit .......... ... ... ... ...

Total liabilities, redeemable equity securities,

and stockholders’ equity(deficit) .........
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As of October 31, 2009
Financial
Manufacturing Services Consolidated
Operations Operations  Adjustments  Balance Sheet
$ 1,152 $ 60 $ — $ 1212
30 455 — 485
915 3,358 (188) 4,085
1,634 32 — 1,666
423 — (423) —
62 — —_ 62
1,345 122 —_ 1,467
582 — — 582
102 57 — 159
257 52 — 309
6,502 $ 4,136 (611) $ 10,027
1,929 $ 131 (188) $ 1,872
2,635 33 — 2,668
1,975 3,431 — 5,406
1,702 118 —_ 1,820
61 — — 61
13 — — 13
(1,813) 423 423) (1,813)
$ 6,502 $ 4136 $ (611) $ 10,027




(in millions)

Cash and cash equivalents . .....................
Restricted cash and cash equivalents .............
Accountsreceivables . ........... ... ... ...
Inventories . .............. ... ... ... ...

Investments in and advances to financial services

OPETALIONS . ...ttt iie e iaennn,

Investments in and advances to non-consolidated

affiliates ... ........ .
Property and equipment, net ....................
Goodwill and intangible assets,net...............
Deferred taxes,net ...........................
Otherassets ..........covuiiiinnineeennnn.

Accountspayable ................. ... ... ...,
Postretirement benefits liabilities ................
Debt ...

Redeemable equity securities ...................
Stockholders’ deficit ..........................

Total liabilities, redeemable equity securities,

and stockholders’ equity(deficit) .........
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As of October 31, 2008

Financial
Manufacturing Services Consolidated
Operations Operations  Adjustments Balance Sheet
$ 775 $ 8 $ — $ 861
8 549 — 557
1,051 3,951 (209) 4,793
1,584 44 — 1,628
387 7 (394) —
156 — — 156
1,390 111 —_ 1,501
529 — — 529
67 49 — 116
177 72 — 249
6,124 $ 4869 $ (603) $ 10,390
2,162 $ 74 $ (209 $ 2,027
1,726 18 — 1,744
1,834 4,240 — 6,074
1,754 143 — 1,897
143 — — 143
(1,495) 394 (394) (1,495)
$ 6,124 $ 4869 $ (603) $ 10,390




Condensed Statements of Cash Activities

Navistar International Corporation (with financial services operations on a pre-tax equity basis)

For the Year ended October 31, 2009

Financial
Manufacturing Services
Operations Operations

Condensed
Consolidated
Statement of
Adjustments  Cash Flows

(in millions)
Cash flows from operating activities
NEtINCOME ..\t v vttt tre et a e $ 320 $ 40
Adjustments to reconcile net loss to cash provided by
(used in) operating activities:

$ @) $ 32

Depreciation and amortization .................. 290 14 — 304
Depreciation of equipment leased to others ........ 35 21 — 56
Deferred income taxes . .........oveieeeneinrnn (14) @) — 18)
Impairment of property and equipment, goodwill and
intangibles ......... ... .. i 41 —_ —_— 41
Extraordinary gain on acquisition of subsidiary . ... 23) — — 23)
Gain on increased equity interest in subsidiary ... .. 23) —_ — 23)
Equity in income of non-consolidated affiliates .. .. (46) — _ (46)
Equity in income of financial services affiliates .. .. (40) — 40 —
Dividends from non-consolidated affiliates ........ 59 —_ — 59
Other, Net ..o iit et e (85) 633 —_— 548
Net cash provided by operating activities ....... 514 704 — 1,218
Cash flows from investing activities
Purchases of marketable securities . .. ................ (382) — —_ (382)
Sales or maturities of marketable securities . ........... 384 — — 384
Net change in restricted cash and cash equivalents ... ... 23) 94 —_ 71
Capital expenditures . ... (148) ()] —_ (151)
Purchase of equipment leased to others ............... ?2) (44) —_ (46)
Business acquisitions, net of escrow receipt ........... (60) —_ — (60)
Other investing activities .......................... (51) 3 20 (28)
Net cash provided by (used in) investing
activities . . ....... ... ... (282) 50 20 (212)
Net cash used in financing activities . ........... 56 (780) (20) (744)
Effect of exchange rate changes on cash and cash
equivalents .. .......... ... ... 9 — —_ 9
Decrease in cash and cash equivalents .............. 297 (26) — 271
Increase in cash and cash equivalents upon
consolidation of BDPand BDT .................. 80 — — 80
Cash and cash equivalents at beginning of the
period .. ... 775 86 — 861
Cash and cash equivalents at end of the period . . . . ... $ 1,152 $ 60 $ — $ 1,212
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For the Year ended October 31, 2008

Condensed
Financial Consolidated
Manufacturing Services Statement of

Operations Operations Adjustments  Cash Flows

(in millions)
Cash flows from operating activities
Netincome ..........iinniniiniin . $ 134 $ (24 $ 24 $ 134
Adjustments to reconcile net loss to cash provided by
(used in) operating activities:

Depreciation and amortization .................. 333 11 — 344
Depreciation of equipment leased to others . ....... 44 20 — 64
Deferred income taxes ........................ 82 (26) e 56
Impairment of goodwill and intangibles .......... 372 — — 372
Equity in income of financial services affiliates .. .. 24 — (24) —
Equity in income of non-consolidated affiliates . ... a1 — — an
Dividends from financial services operations . .. ... 25 — (25) —_
Dividends from non-consolidated affiliates . ....... 85 — — 85
Other,net ......... ... .. .. i, (599) 735 — 136
Net cash provided by operating activities ....... 429 716 (25) 1,120
Cash flows from investing activities
Purchases of marketable securities . .. ................ 42) — — 42)
Sales or maturities of marketable securities ............ 46 — — 46
Net change in restricted cash and cash equivalents . . . ... 7 (150) — (143)
Capital expenditures .............. ... ..., (168) ® — (176)
Purchase of equipment leased toothers . .............. — 39) — 39
Contributions toNFC . .................. ... ...... (60) — 60 —
Business acquisitions, net of escrow receipt ........... — — — —
Other investing activities .......................... 1 20 — 21
Net cash provided by (used in) investing
activities . . .. ........ ... ... oL (216) a77) 60 (333)
Net cash used in financing activities . ........... (133) (508) 35) (676)
Effect of exchange rate changes on cash and cash
equivalents . .................................. 20 6) — 27
Decrease in cash and cash equivalents .............. 59 25 — - 84
Cash and cash equivalents at beginning of the
period . ... ... 716 61 — 771
Cash and cash equivalents at end of the period . . . . . .. $ 775 $ 86 $ — $ 861
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(in millions)

Cash flows from operating activities

NetinCome . .....covriniii i ianennennn

Adjustments to reconcile net loss to cash provided by

(used in) operating activities:

Depreciation and amortization . .................
Depreciation of equipment leased to others ........
Deferred income taxes ................oouen.n.
Impairment of goodwill and intangibles ..........
Equity in income of financial services affiliates . ...
Equity in income of non-consolidated affiliates .. ..
Dividends from financial services operations ......
Dividends from non-consolidated affiliates ........
Other,net ........ccovviiniiiiiiiinieienaen

Net cash provided by operating activities .......

Cash flows from investing activities

Purchases of marketable securities . ..................
Sales or maturities of marketable securities ............
Net change in restricted cash and cash equivalents ... ...
Capital expenditures . ...
Purchase of equipment leased toothers ...............
Business acquisitions, net of escrow receipt ...........
ContributionstoNFC . ........ ... ... ... ... ..
Other investing activities ..........................

Net cash provided by (used in) investing
activities . .. ....... . ... ... i

Net cash used in financing activities . ...........

Effect of exchange rate changes on cash and cash
equivalents . . ........... ...

Decrease in cash and cash equivalents ..............
Cash and cash equivalents at beginning of the
period . ... ... ..

Cash and cash equivalents at end of the period . . . . ...
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For the Year ended October 31, 2007

Condensed
Financial Consolidated
Manufacturing Services Statement of
Operations Operations  Adjustments  Cash Flows
$ (120 $ 127 $ 127 $  (120)
312 5 — 317

40 23 — 63
39 40) —_ 98

(127) — 127 —
74) — — 74)

400 — (400) —

111 — — 111
(412) 378 — (34)
169 493 (400) 262
(221) — — 221)

351 — — 351

24 257 — 281
(309) (3) - (312)
— (37 — (37
(7 — — (N

92 10 — 102

(70) 227 — 157
(480) (726) 400 (806)

19 (12) — 7
(362) (18) — (380)
1,078 79 — 1,157

$ 716 $ ol $ — $ 1777
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BOARD OF DIRECTORS

Daniel C. Ustian

Chairman, President and Chief
Executive Officer, Navistar International
Corporation

Committee: 1

Eugenio Clariond

Retired Chairman and Chief Executive
Officer of Group IMSA, S.A., a producer
of steel, plastic, aluminum and other
related products

Committees: 3, 4

John D. Correnti

Chairman and Chief Executive Officer

of SteelCorr, LLC, a steel mill operational
and development company

Committees: 2 (Chair), 3, 5

Diane H. Gulyas

Group Vice President, E.Il. DuPont

de Nemours & Company, a science-
based products and services company
Committee: 4

Annual Meeting

The annual meeting of shareholders
will be held at 11:00 a.m. Central time
Tuesday, February 16, 2010, at:

Hyatt Lisle

1400 Corporetum Drive

Lisle, IL 60532

USA

Investor Relations

For information about shareholder
matters, please contact the investor
relations team:

Website: http://ir.navistar.com/
Telephone: (630) 753-2143

Email: investor.relations@navistar.com

Michael N. Hammes

Lead Director

Retired Chairman and Chief Executive
Officer of Sunrise Medical Inc.,

a designer, manufacturer and marketer
of home medical equipment worldwide
Committees: 1, 2, 3 (Chair), 4 (Chair)

David D. Harrison

Retired Executive Vice President and
Chief Financial Officer of Pentair, Inc.,
a global manufacturing company
Committees: 4, 5

James H. Keyes

Retired Chairman of the Board of
Johnson Controls, Inc., an automotive
system and facility management and
control company

Committees: 1, 2, 8, 5 (Chair)

Steven J. Klinger

President and Chief Operating Officer,
Smurfit-Stone Container Corporation,

a global paperboard and paper-based

packaging company

Committees: 2, 5

SEC Filings

Filings with the U.S. Securities and
Exchange Commission, including
the latest 10-K and proxy statement,
are available on our Website at
http://ir.navistar.com/

Transfer Agent

For inquiries regarding name changes,
changes of address or missing
certificates, please contact our
shareholder service provider:

BNY Mellon Shareowner Services
P.O. Box 3315

South Hackensack, NJ O
480 Washington Blvd.
Jersey City, NJ 07310
Telephone: (888) 884-9359

6-1915

William H. Osborne

President & CEO, Federal Signal Corporation,
a manufacturer and marketer of fire, safety

and municipal infrastructure equipment
Committee: 4

Dennis D. Williams

Director of Region 4, United Auto
Workers, an international union
Committee: 4

COMMITTEES:

1. Executive

2. Compensation

3. Nominating and Governance
4. Finance

5. Audit

Stock Trading Information

Navistar International Corporation is
listed on the New York Stock Exchange.
Ticker Symbol: NAV

Independent Auditor
KPMG LLP

303 East Wacker Drive
Chicago, IL 60601

Corporate Headquarters
Navistar International Corporation
4201 Winfield Road

Warrenville, IL 60555

Telephone: (630) 753-5000

GAAP RECONCILIATION .
FY 2007 FY 2008 FY 2009
($ Millions}
Manufacturing segment profit* (excluding items listed below) $462 $1,088 $707
Ford settlement net of related charges - ($37) $160
Impairment of property, plant and equipment - ($358) ($31)
Manufacturing Segment Profit* $462 $693 $836
Corporate items {excluding items listed below) ($435) {$322) ($418)
Wiite-off debt issuance cost ($31) - $11)
Total Corp Items ($466) ($322) ($429)
Interest Expense, Corporate ($196) {$156) $90) o
Financial Services profit (loss) $127 ($24) $40
Below the line range ($535) ($502) ($479)
(loss) excluding i tax ($73) $191 $357 e
Income tax benefit (expense) ($47) ($67) ($37)
Net i (loss) ($120) $134 $320
Diluted earnings per share (excluding items listed below) $1.27) $7.21 $2.86
Ford settlement net of related charges - ($0.50) $2.19
Impairment of property, plant and equipment - ($4.89) ($0.43)
Write-off debt issuance cost (0.43) - ($0.16)
Diluted earnings (loss) per share ($'s ($1.70) $1.82 $4.46
Weighted average shares outstanding: diluted (millions) 70.3 73.2 718

* Includes: minority interest in net income of subsidiaries net of tax; extraordinary gain net of tax

The financial measures presented above are unaudited non-GAAP, This is not in

with, or an alternative for, U.S. g

lly accepted accounting principles (GAAP). The non-GAAP financial information presented herein should be considered

supplemental to, and not as a substitute for, or superior to, financial measures calculated in accordance with GAAP. However, we believe that non-GAAP reporting, giving effect to the adjustments shown in the reconciliation above, provides meaningful
information and therefore we use it to supplement our GAAP reporting by identifying items that may not be related to the core manufacturing business. Management often uses this information to assess and measure the performance of our operating
segments, We have chosen to provide this supplemental information to investors, analysts and other interested parties to enable them to perform additional analyses of operating results, to iflustrate the results of operations giving effect to the non-GAAP
adjustments shown in the above reconciliations, and to provide an additional measure of performance.

FORWARD-LOOKING STATEMENTS
fi provided and

contained in this report that are not purely historical are forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended (“Securities Act"), Section 21E of the Securities

Exchange Act of 1934, as amended (“Exchange Act”), and the Private Securities Litigation Reform Act of 1995. Such forward-looking statements only speak as of the date of this report and the Company assumes no obligation to update the information
included in this report. Such forward-looking statements include information concerning our possible or assumed future results of operations, including descriptions of our business strategy. These statements often include words such as “believe,’ “expect.’
“anticipate;’ “intend!" “plan;’ “estimate;’ or similar expressions. These statements are not guarantees of performance or results and they involve risks, uncertainties, and assumptions. For a further description of these factors, see ltem 1A. Risk Factors of our
Form 10-K for the fiscal year ended October 31, 2009, which was filed on December 21, 2008. Although we believe that these forward-looking statements are based on reasonable assumptions, there are many factors that could affect our actual financial
results or results of operations and could cause actual results to differ materially from those in the forward-looking statements. All future written and oral forward-looking statements by us or persons acting on our behalf are expressly qualified in their
entirety by the cautionary statements contained or referred to above. Except for our ongoing obligations to disclose material information as required by the federal securities laws, we do not have any obligations or intention 1o release publicly any revisions
to any forward-looking statements to reflect events or circumstances in the future or to reflect the occurrence of unanticipated events.
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