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CUMMINS INC
INTRODUCTORY NOTE

Cummins Inc. is filing this Annual Report on Form 10-K to reflect the audited consolidated financial statements for the year ended December 31, 2002 and the audited
restatement of its consolidated financial statements for the years ended December 31, 2001 and 2000. The following discussion details the public disclosures we have made
during this period regarding the restatement and reaudit and the subsequent delay in filing this Annual Report on Form 10-K.

On January 30, 2003, we furnished a Current Report on Form 8-K announcing a potential accounting adjustment relating to an understatement of accounts
payable at one of our manufacturing locations related to the implementation of a new enterprise resource planning system.

On April 1, 2003, we filed a notification of late filing on Form 12b-25, disclosing that we were delaying the filing of our Annual Report on Form 10-K and the
issuance of audited consolidated financial statements for the year ended December 31, 2002, pending resolution of the accounting adjustment.

On April 14, 2003, we issued a press release to announce that we would restate our Consolidated Financial Statements for the years ended December 31, 2001
and 2000 and that the restated financial statements would be reaudited by our independent auditors, PricewaterhouseCoopers LLP (PwC). The financial
statements for the years ended December 31, 2001 and 2000 were included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2001



which was filed on March 13, 2002 (the "Original Filing") and were audited by Arthur Andersen LLP.

. On April 17, 2003, we furnished a Current Report on Form 8-K that included our press release announcing the restatement and reaudit of our Consolidated
Financial Statements for 2001 and 2000 and discussing first quarter 2003 results.

. On May 12, 2003, we furnished a Current Report on Form 8-K, electing to provide, under Regulation FD, unaudited Consolidated Financial Statements for the
years ended December 31, 2002 and 2001, as well as certain other financial and non-financial information. The financial information included in this filing was
subject to change based on the completion of the audits for the three years ended December 31, 2002, by PwC.

. On July 25, 2003, we reported second quarter 2003 earnings results and held a publicly accessible teleconference call to discuss the quarterly results. During that
teleconference, we said the reaudit for the years 2001 and 2000 was substantially complete and that we expect to file our Annual Report on Form 10-K for 2002
and our Quarterly Reports on Form 10-Q for the first and second quarters of 2003 with the SEC in the near future.

The audited Consolidated Financial Statements contained in this Annual Report supersede the unaudited Consolidated Financial Statements contained in the Current
Report on Form 8-K that was filed on May 12, 2003. The Consolidated Financial Statements and financial information contained in the Original Filing have been revised to
reflect the restatement adjustments described in Note 2, "Restatement of Previously Issued Financial Statements and Status of Debt Compliance" of the accompanying
Consolidated Financial Statements. We do not intend to amend our Annual Reports on Form 10-K or Quarterly Reports on Form 10-Q for the periods affected by the
restatement that ended prior to December 31, 2002. As a result, the financial statements and related information contained in such reports and in the Form 8-K referenced above
should no longer be relied upon.
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PART 1

Item 1. Business.
Overview
Cummins Inc. is a global power leader that designs, manufactures, distributes and services diesel and natural gas engines, electric power generation systems and engine-

related products, including filtration and emissions solutions, fuel systems, controls and air handling systems. We were founded in 1919 as one of the first manufacturers of
diesel engines and are headquartered in Columbus, Indiana. We sell our products to Original Equipment Manufacturers (OEMs), distributors and other customers worldwide.



We have long-standing relationships with many of the leading manufacturers in the markets we serve, including DaimlerChrysler, Volvo AB, PACCAR Inc., Navistar
International Corporation, CNH Global N.V., Scania AB and General Electric Company.

Our financial performance depends, in large part, on varying conditions in the markets we serve, particularly the automotive, construction and general industrial markets.
Demand in these markets tends to fluctuate in response to overall economic conditions and is particularly sensitive to changes in interest rate levels and fuel costs. OEM
inventory levels, production schedules and work stoppages also impact our sales. Economic downturns in the markets we serve generally result in a sales reduction, which
affect our profits and cash flow.

Since 2000, the markets we serve in North America have experienced a downturn, primarily markets for heavy-duty trucks, medium-duty trucks, construction equipment
and a number of consumer-driven markets, such as those for light-duty trucks. These conditions had a negative impact on the performance of our Engine Business. In addition,
weak conditions in the markets served by our Power Generation Business have resulted in reduced demand and high inventory levels, which have negatively affected our
performance in this segment. During the fourth quarter of 2000, the first quarter of 2001 and the second quarters of 2001 and 2002 we recorded restructuring charges as a result
of the downturn in the North American heavy-duty truck market and several other end-markets. These actions were necessary in order to achieve lower production costs and
improve operating efficiencies under difficult economic conditions. The charges related to the programs, included staffing reorganizations and reductions in our business
segments, asset impairment write-downs for manufacturing equipment and facility closure and consolidation costs. As of December 31, 2002 all activities associated with the
2000 and 2001 restructuring actions were completed.

In the fourth quarter 2002, we announced plans to consolidate our heavy-duty engine assembly and test operations at our Jamestown, New York engine plant.
Approximately 200 positions in the heavy-duty business were eliminated as a result of the consolidation, which was completed by the end of the first quarter 2003.

Competitive Strengths

We believe the following competitive strengths are instrumental to our success:

. Leading Brands. Our product portfolio includes products marketed under the following brands, each of which holds a leading position in its respective market:
. Cummins engines, electric power generation systems, components and parts;
* Onan generator sets;
. Newage alternators;
. Fleetguard filtration systems and components;
. Nelson intake and exhaust systems and components;
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. Kuss automotive in-tank fuel filtration;
. Universal Silencer large filtration systems and silencers; and
. Holset turbochargers.
. Customers and Partners. To maintain technology leadership and a global presence in a cost-effective manner, we have established strategic alliances with a

number of our leading customers. These partnerships provide us with a knowledge and understanding of our customers' technology and business needs, and
enable us to develop products and services, which better meet their requirements at lower costs. For example, we have both customer and supplier arrangements
with Komatsu, Ltd., including multiple manufacturing joint ventures and a product development joint venture through which we have partnered in the
development of several engines. We are also the exclusive supplier of engines for Komatsu mining equipment. In addition, we have been the exclusive diesel
engine supplier to DaimlerChrysler for its Dodge Ram truck since 1988, and our exclusivity agreement extends through model year 2007. We have long-term
agreements with Volvo, PACCAR and Navistar for the supply of heavy-duty truck engines. These agreements afford us long-term price stability and eliminate
certain dealer and end-user discounts. We also have multiple international joint ventures to manufacture midrange engines, including partnerships with Tata
Engineering and Locomotive Company, the leading truck manufacturer in India, and Dongfeng Automotive Corporation, the second largest truck manufacturer
in China.

. Global Presence. We have a strong global presence including a world class distribution system, manufacturing and engineering facilities around the world and a
network of global supply sources. Our worldwide presence has enabled us to take advantage of growth opportunities in international markets, with our sales
outside the US growing from 39 percent of total sales in 1999 to 45 percent of total sales in 2002. In the last 45 years, we have developed a distribution and
service network that includes more than 500 company-owned and independent distributor locations and 4,700 independent dealers located throughout 131
countries and territories. We also have manufacturing operations and product engineering centers around the world, with facilities in the United Kingdom (UK),
Brazil, Mexico, Canada, France, Australia, China, India, South Africa and Singapore. In addition, we have developed a global network of high-quality, low-cost
supply sources to support our manufacturing base.

. Leading Technology. We have an established reputation for delivering high-quality, technologically advanced products. We continuously work with our
customers to develop new products that improve the performance of their vehicles, equipment or systems at competitive cost levels. We are a leader in
developing technologies to reduce diesel engine emissions, a key concern of our customers and regulators around the world. We were the first company to
develop engines that were certified to meet new emissions standards governing heavy-duty diesel engines. These standards went into effect in the U.S. on
October 1, 2002. We also developed low-emission, high-performance natural gas engines as an alternative fuel option for the on-highway, industrial and power
generation markets. Our technology leadership enables us to develop integrated product solutions for the power generation and filtration markets, allowing our
customers to use a single high-performance, low-cost system as opposed to multiple components from different suppliers.

Business Strategy
The three key elements of our business strategy are as follows:

. Aggressively Pursue Cost Leadership. In many of our markets, product or system cost is a critical performance parameter for our customers. To achieve cost
leadership, we will continue to



leverage our innovative technology, economies of scale, global presence and customer partnerships. Beginning in 2000, we launched several focused initiatives
to dramatically reduce costs and lower our breakeven point:

. Six Sigma. This is the cornerstone of our cost reduction effort. Since the program's inception in 2000, we have trained 1,300 "belts" who have delivered
more than $400 million of savings and have substantially improved product and service quality.

. Direct/Indirect Purchasing. Our cost reduction efforts in supply chain management have saved more than $315 million in the cost of purchased
materials during the last four years.

. Overhead Reduction. We reduced selling, administrative and research expenses by $78 million in 2001 compared to 2000, and an additional $6 million
in 2002 compared to 2001.

. Restructuring. Since January 1, 2000, we have closed six plants, consolidated multiple operations and reduced our global headcount by over 17 percent.
These efforts resulted in savings of more than $80 million in 2002.

We will continue to pursue cost reduction opportunities through our Six Sigma initiatives, global sourcing, consolidation of operations and product design and
quality improvement.

. Expand into Related Markets. We will grow in related businesses where we can use our existing investments in products or technology, leading brand
names or market presence to establish a competitive advantage. We will target related markets that will offer us higher rates of growth, attractive returns
and more stable cash flows through product and end market diversity. For example, we are growing our International Distributor Business through
expansion of our aftermarket parts and service business by capitalizing on our global customer base. Through our Emission Solutions business, we will
leverage our filtration, exhaust and engine technologies to provide integrated solutions for our customers and meet increasingly stringent emissions
requirements. Our Power Generation Business is focused on increasing sales of power electronics and controls, such as transfer switches and switchgear.

. Maximize Return on Capital. Return on capital, specifically return on average net assets (ROANA), is our primary measure of financial performance.
Each of our business segments has ROANA targets, and we allocate capital based on segment performance against those targets.

As a result of our intense focus on ROANA, we have been able to reduce capital spending while still funding key development programs, including the
completion of a full range of emission-compliant engines. We have reduced our 2002 capital expenditure requirements over $100 million compared to capital
expenditures in the previous three years. In addition, despite unprecedented weakness in most of our markets, we generated an operating profit in both 2002 and
2001.

One of our goals is to regain an investment grade credit rating from the rating agencies. To achieve this goal, we have put significant management focus on
increasing earnings, improving cash flow and reducing financial leverage. To this end, we generated $193 million in cash flow from operations in 2002.

Our Business Segments

We operate four complementary business segments that share technology, customers, strategic partners, brands and our distribution network to gain a competitive
advantage in their respective markets. With our size and global presence, we provide world-class products, service and support to our
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customers in a cost- effective manner. In each of our business segments, we compete worldwide with a number of other manufacturers and distributors that produce and sell
similar products. Our products primarily compete on the basis of price, performance, fuel economy, speed of delivery, quality and customer support.

Engine Business

Our Engine Business manufactures and markets a broad array of diesel and natural gas-powered engines under the Cummins brand name for the heavy and medium-duty
truck, bus, recreational vehicle (RV), light-duty automotive, agricultural, construction, mining, marine, oil and gas, rail and governmental equipment markets. We offer a wide
variety of engine products with displacement from 3.3 liters to 91 liters and horsepower ranging from 60 to 3,500. In addition, we provide a full range of new parts and service,
as well as remanufactured parts and engines, through our extensive distribution network. Our Engine Business is our largest business segment, accounting for approximately
56 percent of total sales in 2002.

The principal customers of our heavy and medium-duty truck engines include truck manufacturers, such as International Truck and Engine, Volvo Trucks North America,
PACCAR and Freightliner, manufacturers of school, transit and shuttle buses and manufacturers of construction, agriculture and marine equipment. The principal customers of
our light-duty automotive engines are DaimlerChrysler and manufacturers of RVs.

In the markets served by our Engine Business, we compete with independent engine manufacturers as well as OEMs who manufacture engines for their own products. Our
primary competitors in North America are Caterpillar, Inc., Detroit Diesel Corporation, Mack Trucks, Inc. and Navistar. Our primary competitors in international markets vary
from country to country, with local manufacturers generally predominant in each geographic market. Other engine manufacturers in international markets include Mercedes
Benz, Volvo, Renault Vehicules Industriels, Scania and Nissan Diesel Motor Co., Ltd.

Our Engine Business organizes its engine, parts and service businesses around the following end-user focused groups:
Heavy-Duty Truck

We manufacture a complete line of diesel engines that range from 310 horsepower to 565 horsepower serving the worldwide heavy-duty truck market. We offer the ISL,
ISM, ISX and in Australia, the Signature 620 series engines, which we believe comprise the most modern product engine line in our industry. Most major heavy-duty truck
manufacturers in North America offer our diesel engines as standard or optional power. In 2002, we held a 24 percent share of the engine market for North American heavy-
duty trucks. We also have significant market share overseas, including Europe and Latin America, and are the market leader in Mexico, South Africa and Australia. Our largest
customer for heavy-duty truck engines in 2002 was International Truck and Engine Corporation with sales to this customer representing 5 percent of our net sales in 2002.

In order to reduce our cost structure, improve customer service and increase market share, we recently entered into long-term supply agreements with three key customers.
In October 2000, we entered into a long-term agreement with Volvo Trucks North America, Inc. under which we act as its sole external engine supplier. In 2001, we entered into



long-term supply agreements with PACCAR and International Truck and Engine covering our heavy-duty engine product line. These supply agreements provide long-term,
stable pricing for engines and eliminate certain dealer and end-user discounts, in order to provide our customers with full responsibility for total vehicle cost and pricing. In
addition, these agreements provide for joint work on engine/vehicle integration with a focus on reducing product proliferation. These efforts are expected to reduce product cost
while creating enhanced value for

end-users through better product quality and performance. The joint sales and service efforts also will provide better customer support at a significantly reduced cost to the
partners.

Medium-Duty Truck and Bus

We manufacture a product line of diesel engines ranging from 185 horsepower to 315 horsepower serving medium-duty and inter-city delivery truck customers worldwide.
We believe that our ISB and ISC series diesel engines comprise the most advanced product line in the industry. We entered the North American medium-duty truck market in
1990 and had a 13 percent share of the market for diesel powered medium-duty trucks in 2002. We also sell our ISB and ISC series engines and engine components outside
North America to medium-duty truck manufacturers in Asia, Europe and South America. Freightliner LLC, a division of DaimlerChrysler, was our largest customer in the
medium-duty truck market in 2002, representing 4 percent of our net sales.

We also offer both diesel and alternative fuel engines for school buses, transit buses and shuttle buses. We offer the ISB, ISC, ISL and ISM diesel engines for the bus
markets. We also offer our B and C series engines for natural gas applications, which are focused primarily on transit and school bus markets. The demand for alternative fuel
products continues to grow both domestically and internationally. Cummins Westport Inc., a joint venture formed in 2001 with Westport Innovations, Inc., offers low emission,
propane and natural gas engines that are currently used in municipal transportation markets in Los Angeles, Boston, Salt Lake City and Vancouver, BC.

Light-Duty Automotive

We are the exclusive provider of diesel engines used by DaimlerChrysler in its Dodge Ram trucks. Our relationship with DaimlerChrysler extends over 13 years, and in
2002 we shipped approximately 99,900 engines for use in Dodge Ram trucks. DaimlerChrysler was our largest customer for midrange engines in this market. In 2002, we were
selected as the exclusive diesel power provider for Dodge Ram truck models through the 2007 model year.

We are the leading manufacturer of diesel engines for use in the Class A recreational vehicle market. We hold a 30 percent share of the overall class A motorhome market,
representing a 70 percent share of the market for diesel-powered recreational vehicles. Sales of diesel engines to the recreational vehicle market have increased significantly
during the last five years. This indicates strong growth in the use of diesel power for these applications, as opposed to gasoline.

In 2002, our contract with the U.S. Department of Energy to develop a light-duty automotive engine suitable for use in light pickup truck and sport utility vehicles was
renewed. Prototype engines are currently undergoing test and development. We believe that we are well positioned to take advantage of the growing interest in diesel engines
for use in these vehicles.

Medium and Heavy-Duty Industrial

Our medium and heavy-duty engines power a wide variety of equipment in the construction, agricultural and marine markets throughout the world. Our major construction
OEM customers are in North America, Europe, South Korea and Japan. These OEMs manufacture approximately one million pieces of equipment per year for a diverse set of
applications and utilize engines from our complete product range. Agricultural OEM customers are primarily in North America, South America and Europe, serving end use
markets that span the globe. In the marine markets, our joint venture, Cummins Mercruiser Diesel Marine is the market share leader in the North American recreational boat
segment. Our engines are sold to both recreational and commercial boat builders, primarily in North America, Europe and Asia.
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High-Horsepower Industrial

We design, manufacture and market high-horsepower engines for mining, rail, government, oil and gas, power generation and marine applications. Our engine size ranges
from 19 liters to 91 liters, representing 550 horsepower to 3,500 horsepower, and is the most modern high-horsepower product line in the industry.

We offer a full product line for mining applications that compete in all segments from small underground mining equipment to 400-ton haul trucks. The launch of the
QSK78 at MINExpo 2000 extends our mining products up to 3,500 horsepower, the largest in the mining industry. We occupy the number two position in this market. Our sales
to the rail market are primarily in Europe and Asia, and we are a leader in the worldwide railcar market. With our new QSK60 and QSK78 engines, we will be able to move into
a larger proportion of the locomotive and railcar markets outside North America and commercial marine markets worldwide. Government sales represent a small portion of the
high-horsepower market and are primarily to defense contractors in North America and Europe. Our new high-horsepower engines allow us to offer our customers in the oil and
gas business a full line of high-horsepower products.

Power Generation Business

The Power Generation Business is our second largest business segment, representing 20 percent of our total sales in 2002. This business is one of the most integrated
providers of power solutions in the world, designing and manufacturing most of the components that make up power generation systems, including loose engines, controls,
alternators, transfer switches and switchgear. This business is a global provider of power generation systems and services for a diversified customer base needing self-generated
or standby power. Standby power solutions are provided to customers that rely on uninterrupted sources of power and sophisticated backup power systems. Prime power
customers include those in developing countries with less comprehensive electrical power infrastructures. We are also a key player in the distributed power generation market,
in which generating capacity is moved closer to end-users rather than kept solely in large, centralized utility plants.

Our power generation products are marketed under the Cummins, Onan and Newage brands, and include diesel and alternative fuel electrical generator sets for commercial
and residential applications, such as office buildings, hospitals, municipalities and homes. We offer reciprocating engine based power generation systems worldwide with a
power range of 2 kilowatts to 2 megawatts for either standby or prime power applications. Engines are offered with a choice of fuels, including diesel, natural gas or gasoline.
Our Newage division is a leader in the alternator industry, supplying alternators up to 4 megawatts. Newage supplies its products internally as well as to other generator set
assemblers.

We also sell engines, alternators, control systems and switchgear to other generator set assemblers, and are the worldwide leader in auxiliary generator sets for RVs and
diesel powered recreational marine applications. Our Power Rent business offers the rental of power equipment for both standby and prime power purposes. Our Power
Generation Business also markets service contracts, whereby it sells power by the hour rather than the actual power generating equipment and provides a range of services, such



as long-term maintenance contracts and turn-key power solutions.

This business segment continuously explores emerging technologies, such as microturbines and fuel cells, and is leveraging our experience in building business
partnerships to develop cost-effective and environmentally-sound power solutions.

Our customer base for our power generation products is highly diversified, with customer groups varying based upon their power needs. General Electric is one of our
largest customers of power generation products.

This business competes on a global scale with a variety of engine manufacturers and generator set assemblers. Caterpillar remains our primary competitor as a result of its
acquisition of MAK Americas Inc., Perkins Engines Inc. and FG Wilson Inc. DaimlerChrysler, through its acquisition of Detroit Diesel Corporation, and Volvo are other major
engine manufacturers with a presence in the high-speed generation segment of the market. Newage competes globally with Emerson Electric Co., Marathon Electric and
Meccalte, among others.

Filtration and Other Business

Our Filtration and Other Business produces filters, silencers and intake and exhaust systems under the Fleetguard, Nelson, Kuss and Universal Silencer brand names and is
the largest worldwide supplier of turbochargers for commercial applications through our Holset brand. This segment manufactures filtration and exhaust systems for on-and-off
highway heavy-duty equipment and is a supplier of filtration products for industrial and passenger car applications, exhaust systems for small engine equipment and silencing
systems for gas turbines. In addition, we operate an emission solutions business through which we develop systems to help our customers meet increasingly stringent emissions
standards. In 2002, our Filtration and Other Business segment accounted for approximately 15 percent of our net sales.

Fleetguard is a leading designer and manufacturer of filters and filtration systems for heavy-duty equipment. Its products are produced and sold in global markets,
including Europe, North America, South America, India, China, Australia and the Far East. In a recent 2002 North America on-highway truck market survey published by a
leading independent market research company, Fleetguard ranked as the top brand preference for diesel engine air, oil, fuel and coolant filtration products. Nelson
Industries, Inc., designs and manufactures air filtration and exhaust systems for on-and-off highway applications ranging from heavy duty equipment to small engine driven
consumer applications. Together, Fleetguard and Nelson provide advanced, integrated filtration systems, including air intake and exhaust filtration, emission and noise
reduction, engine filtration and mobile hydraulic filtration systems. Our Filtration and Other Business also makes products for the automotive specialty filtration market and the
industrial filtration market through our Kuss subsidiary, located in Findlay, Ohio, and Universal Silencer, located in Stoughton, Wisconsin. Our Filtration and Other Business'
revenue is split between first fit OEM customers (approximately 40 percent) and replacement part business (approximately 60 percent).

Holset designs, manufactures and markets turbochargers worldwide. Holset manufacturers turbochargers in five countries and has worldwide sales and distribution. Holset
provides critical technology for engines to meet worldwide emissions standards, including variable geometry turbochargers, and is the market leader in turbochargers for heavy-
duty equipment. Holset's joint venture with Tata Engineering and Locomotive Company assembled and shipped its first turbochargers in 1996. A joint venture with Wuxi
Littleswan Co., Ltd. in China also began production in 1996. In 1999, Holset began full production in the UK of a variable geometry turbocharger designed for truck
powertrains. In 2001, Holset completed consolidation of its U.S. manufacturing facilities into one site located in Charleston, South Carolina.

Customers of our Filtration and Other Business segment generally include truck manufacturers and other OEMs that are also customers of our Engine Business, such as
Deere, and other manufacturers that use our filtration products in their product platforms, such as Harley Davidson. Our customer base for replacement filtration parts is highly

fragmented, and primarily consists of various end-users of filtration systems.

Our Filtration and Other Business competes with other manufacturers of filtration systems and components and turbochargers. Our primary competitors in these markets
include Donaldson
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Company, Inc., Clarcor Inc., Mann+Hummel Group, Tokyo Roki Co., Ltd. and Honeywell International.
International Distributor Business

In the fourth quarter of 2001, we realigned our reporting structure and created the International Distributor Business as a result of the growing size and importance of the
retail distribution business. In 2002, International Distributor Business sales were 9 percent of our total net sales. Our International Distributor Business consists of 17 company-
owned distributors and two joint ventures that distribute the full range of our products and services to end-users at 111 locations in 50 countries and territories. Through this
network, our trained personnel provide parts and service to our customers, as well as full service solutions, including maintenance contracts, engineering services and integrated
products where we customize our products to cater to specific end-users. Our company-owned distributors are located in key markets, including India, China, Japan, Australia,
the UK and South Africa. Our distributors also serve the dealers and end-users in their territories by providing product maintenance, repair and overhaul services.

Our International Distributor Business serves a highly diverse customer base consisting of various end-users in the specific geographic markets in which our distributors
are located.

In our International Distributor Business, each distributor that we own or operate in a particular geographic region competes with other distributors and dealers that offer
similar products within that region. In many cases, competing distributors and dealers are owned by, or affiliated with, OEMs of those competing products.

Segment Financial Information

Financial information about our business segments is incorporated by reference from Note 17 of the Notes to Consolidated Financial Statements.
Supply

We have developed and maintain a world class supply base in terms of technology, quality and cost. We source our materials and manufactured components from leading
suppliers both domestically and internationally, and we have adequate sources of supply of raw materials and components. We machine and assemble many of the components
used in our engines, including blocks, heads, rods, turbochargers, crankshafts and fuel systems. We also have arrangements with certain suppliers who are the sole source for

specific products or supply items.

Patents and Trademarks



We own or control a significant number of patents and trademarks relating to the products we manufacture. These have been granted and registered over a period of years.
Although these patents and trademarks are generally considered beneficial to our operations, we do not believe any patent, group of patents, or trademark (other than our
leading brand house trademarks) is considered significant in relation to our business.

Seasonality
While individual product lines may experience modest seasonal declines in production, there is no material effect on the demand for the majority of our products on a
quarterly basis. However, our Power Generation Business normally experiences seasonal declines in the first quarter of the fiscal year due to general declines in construction

spending and our International Distributor Business normally experiences seasonal declines in first quarter sales due to holiday periods in Asia and Australia.
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Largest Customer

We have thousands of customers around the world and have developed long-standing business relationships with many of them. DaimlerChrysler is our largest customer,
accounting for approximately 14 percent of our net sales in 2002, primarily relating to sales of our ISB engine for use in Dodge Ram trucks and sales of our heavy and medium-
duty engines to the Freightliner division of DaimlerChrysler. While a significant number of our sales to DaimlerChrysler are under long-term supply agreements, these
agreements provide for the supply of DaimlerChrysler's engine requirements for particular models and not a specific number of engines. DaimlerChrysler is our only customer
accounting for more than 10 percent of our net sales in 2002, and accordingly, the loss of this customer or a significant decline in the production level of DaimlerChrysler
vehicles that use our engines would have an adverse effect on our business, results of operations and financial condition. We have been supplying engines to DaimlerChrysler
for more than 13 years. A summary of our principal customers for each of our business segments is included in the discussion of each of our segments.

Backlog

While we have supply agreements with some truck and off-highway equipment OEMs, most of our business is transacted through open purchase orders. These open orders
are historically subject to month-to-month releases and may be canceled on reasonable notice without cancellation charges and therefore are not considered technically firm.

Distribution

Over the last 45 years, we have developed a distribution and service network that includes more than 500 distributor locations and 4,700 dealers in 131 countries and
territories. This network is comprised of independent distributors, as well as distributors that are partially or wholly owned by us. Each distributor sells the full range of our
products, as well as complementary products and services. Our International Distributor Business operates within this network, operating company-owned distributors in 111
locations across 50 countries and territories.

Our distribution capability is a key element of our business strategy and competitive position, particularly in our efforts to increase customer access to aftermarket
replacement parts and repair service. There are approximately 8,900 locations in North America, primarily owned and operated by OEMs or their dealers, at which Cummins
trained service personnel and parts are available to service, maintain and repair our engines. We also have parts distribution centers located strategically throughout the world in
order to serve our customers.

We consolidate the financial results of all wholly-owned distributors and account for partially-owned distributors using the equity method of accounting (see Note 1 and
Note 5 of the Notes to Consolidated Financial Statements).

Research and Development

We have an extensive research and engineering program to achieve product improvements, innovations and cost reductions for our customers, as well as to satisfy
legislated emissions requirements. We are nearing completion of a program to renew and extend our engine range. We have introduced a variety of concepts in the diesel
industry that combine electronic controls, computing capability and information technology. We also offer alternative fuel engines for certain markets. In 2002, our research
and development expenditures were $201 million. We continue to invest in technologies to meet increasingly more stringent emissions standards. For example, we have had
three heavy-duty diesel truck engines certified by the EPA as in compliance with new emissions standards for heavy-duty diesel engines that went into effect in the U.S. on
October 1, 2002. We were the first company to have an engine certified by the EPA as being in compliance with the new EPA standards.
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Joint Ventures and Alliances

We have manufacturing facilities worldwide, including major operations in Europe, India, Mexico and Brazil. We also have parts distribution centers strategically located
in Brazil, Mexico, Australia, Singapore, China, India and Belgium to supply service parts to maintain and repair our engines. We have entered into the following joint venture
agreements and alliances with business partners in various areas of the world to increase our market penetration, expand our product lines, streamline our supply chain
management and develop new technologies:

. Cummins India Ltd. We are the majority owner of Cummins India Ltd., which is publicly listed on the Bombay Stock Exchange. This business grew out of a
partnership established in 1962 with the Kirloskar family and eventually expanded to include other local partners. Cummins India Ltd. produces midrange,
heavy-duty and high-horsepower engines for the Indian and export markets.

. Co lidated Diesel Company. Consolidated Diesel Company, located in the U.S. is a joint venture with CNH Global N.V. that began with Case Corporation in
1980. This partnership produces Cummins B series, C series and ISL Series engines and engine products for automotive and industrial markets in North America
and Europe.

. Cummins/Dongfeng Joint Venture. We partnered with Dongfeng International Ltd. in 1995 to form a joint venture in China, Dongfeng Cummins Engine

Co. Ltd., for the production of our C Series engines. This joint venture produces engines for the second largest truck manufacturer in China. We have also
licensed Dongfeng Automotive Corporation to manufacture Cummins B Series engines in China.

. Cummins/Komatsu Arrangements. We have formed a broad relationship with Komatsu Ltd., including three joint ventures and numerous exclusive supply

arrangements. Two joint ventures were formed in 1992, one to manufacture Cummins B Series engines in Japan, the other to build high-horsepower Komatsu-
designed engines in the U.S. In 1997, we established a third joint venture to design next generation industrial engines in Japan.

Tata Cummins Limited. In 1992, we formed a joint venture with Tata Engineering and Locomotive Company, the largest automotive company in India and a



member of the Tata group of companies. Tata Cummins Limited manufactures the Cummins B Series engine- in India for use in Tata trucks.

. Cummins/China National Heavy-Duty Truck Joint Venture In 1995, we formed a joint venture with China National Heavy-duty Truck Corporation in
Chonggqing, China to manufacture a broad line of our heavy-duty and high-horsepower diesel engines in China.

. The European Engine Alliance (EEA). The EEA was established in 1996 as a joint venture between our Company and two Fiat Group companies, Iveco N.V.
(trucks and buses) and CNH Global (agricultural equipment), to develop a new generation of 4, 5 and 6-liter engines based on our 4B and 6B Series engines.

. Cummins/Scania Joint Venture. We formed a joint venture with Scania in 1999 to produce fuel systems for heavy-duty diesel engines.

. Cummins/Westport Joint Venture In 2001, we formed a joint venture with Westport Innovations Inc., located in British Columbia, Canada, to develop and
market low-emissions, high-performance natural gas engines for on-highway, industrial and power generation markets.

. Newage/AvK/SEG Joint Venture. In 2001, Newage International Ltd., which operates within our Power Generation Business, formed a joint venture with
AVK/SEG Holding GmbH & Co. KG, a
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German alternator and power electronics company, to offer a broad range of industrial alternators.

. Cummins Mercruiser Diesel Marine LLC. In 2002, we formed a joint venture with Mercury Marine, a division of Brunswick Corporation, to develop,
manufacture and sell recreational marine diesel products, including engines, sterndrive packages, inboard packages, instrument and controls, service systems and
replacement and service parts and assemblies, complete integration systems and other related products.

In addition to these key joint ventures and agreements, we have entered into numerous joint ventures around the world that provide engine components, such as
turbochargers, alternators and filtration products. We have also entered into license agreements that provide for the manufacture and sale of our products in Turkey, China,
Pakistan, South Korea, Indonesia and other countries. We will continue to evaluate joint venture and partnership opportunities in order to penetrate new markets, develop new
products and generate manufacturing and operational efficiencies.

Financial information about our investments in joint ventures and alliances is incorporated by reference from Note 5 of the Notes to Consolidated Financial Statements.
Financial information about geographic areas is incorporated by reference from Note 17 of the Notes to Consolidated Financial Statements.

Employment

As of December 31, 2002, we employed approximately 23,700 persons worldwide. Approximately 9,700 of our employees are represented by various unions under
collective bargaining agreements that expire between 2003 and 2005. We believe that we have a good working relationship with our employees.

Environmental Compliance
Product Environmental Compliance

Our engines are subject to extensive statutory and regulatory requirements that directly or indirectly impose standards governing emissions and noise. Our products comply
with emissions standards that the U.S. Environmental Protection Agency (EPA), the California Air Resources Board (CARB) and other state regulatory agencies, as well as
other regulatory agencies around the world, have established for heavy-duty on-highway diesel and gas engines and off-highway engines produced through 2003. Our ability to
comply with these and future emissions standards is an essential element in maintaining our leadership position in regulated markets. We have made, and will continue to make,
significant capital and research expenditures to comply with these standards. Failure to comply with these standards could result in adverse effects on our future financial
results.

EPA Engine Certifications

In the fourth quarter 2002, we implemented new on-road emissions standards. These were implemented in accordance with the terms of a consent decree that we and a
number of other engine manufacturers entered into with the EPA, the U.S. Department of Justice and CARB. The consent decree was in response to concerns raised by these
agencies regarding the level of nitrogen oxide emissions (NOx) from heavy-duty diesel engines.

EPA regulations governing our operations also establish several means for the EPA to ensure and verify compliance with emissions standards, including tests of new
engines as they come off the assembly line (selective enforcement audits (SEAs)) and tests of field engines (in-use compliance tests). The EPA has used the SEA provisions for

several years to verify the compliance of heavy-duty engines. In the product development process, we anticipate SEA requirements when we set emissions design
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targets. If we fail an SEA, we might be required to cease production of any non-compliant engines and recall engines produced prior to the audit. None of our engines was
chosen for in-use compliance testing in 2003. The EPA will increase the in-use test rate in future years, and one or more of our engines may be selected.

In 1988, the CARB promulgated a rule that requires the reporting of failures of emissions related components when the failure rate reaches a specified level. At higher
failure rates, a recall may be required. In 2002, we did not submit any emissions-related component failure reports. EPA also requires the submission of defect reports. Pursuant
to this requirement, we notified EPA that 811 ISB engines produced at our Darlington Engine Plant in England contained pistons produced by a supplier that are not in

compliance with specifications, resulting in slightly higher particulate emissions. We have proposed a solution which is under review by the EPA.

A second element of the consent decree requires us to pull forward by one year to January 1, 2005, the implementation of Tier 3 emissions standards for off-road engines in
the horsepower range from 320 to 750 horsepower. Development is well under way for achieving this milestone for all engine families in all horsepower ranges.

Emissions standards in international markets, including Europe and Japan, are becoming more stringent. We believe that our experience in meeting U.S. emissions
standards leaves us well positioned to take advantage of opportunities in these markets as the need for emissions control capability grows.

Other Environmental Statutes and Regulations

We believe we are in compliance in all material respects with laws and regulations applicable to our plants and operations. During the last five years, expenditures for



environmental control activities and environmental remediation projects at our facilities in the U.S. have not been a substantial portion of annual capital outlays and are not
expected to be material in 2003. Pursuant to notices received from federal and state agencies and/or defendant parties in site environmental contribution actions, we have been
identified as potentially responsible parties (PRPs) under the Comprehensive Environmental Response, Compensation, and Liability Act of 1980, as amended, or similar state
laws, at approximately 10 waste disposal sites. Under such laws, we typically are jointly and severally liable for any investigation and remediation costs incurred with respect to
the sites. Therefore, our ultimate responsibility for such costs could be greater than the percentage of waste we actually contributed to the site.

We are unable to determine the aggregate cost of remediation at these sites. However, for each site we have attempted to calculate our liability by analyzing the amounts
and constituents of waste we contributed to the sites, the estimated costs for remediation at the sites, the number and identities of other PRPs and the level of our insurance
coverage. At some of these sites, we will be released from liability at the site as a de minimis PRP for a nominal amount. With respect to some sites at which we have been
named as a PRP, we cannot accurately estimate the future remediation costs. At several sites, the remedial action has not been determined. In other cases, we have only recently
been named a PRP and we are collecting information on the site. Finally, in some cases, we believe we have no liability at the site and are actively contesting our designation as
a PRP.

Based upon our experiences at similar sites, however, we believe that our aggregate future remediation costs will not be significant. We believe that we have good defenses
to liability at several of the sites while our percentage contribution at other sites is likely to be insignificant and that other PRPs will bear most of the future remediation costs at
the sites where we could have liability. Because environmental laws impose joint and several liability, our liability may be based upon many factors outside our control,
however, and could be material if we become obligated to pay a significant portion of expenses that would otherwise be the responsibility of other PRPs. Based upon
information presently available, we believe that such an outcome is unlikely at any site for which we have been named a PRP.
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Item 2. Properties.

Our worldwide manufacturing facilities occupy approximately 15 million square feet, including approximately 9 million square feet in the U.S. Principal manufacturing
facilities in the U.S. include our plants in Southern Indiana, Wisconsin, New York, Iowa, Tennessee and Minnesota, as well as an engine manufacturing facility in North
Carolina, which is operated in partnership with CNH Global N. V.

Manufacturing facilities outside of the U.S. include facilities located in the UK, Brazil, India, Mexico, Canada, France, China and Australia. In addition, engines and engine
components are manufactured by joint ventures or independent licensees at plants in the UK, France, China, India, Japan, Pakistan, South Korea, Turkey and Indonesia.

Item 3. Legal Proceedings.

We are at any one time party to a number of lawsuits or subject to claims arising out of the ordinary course of our business, including actions related to product liability,
patent, trademark or other intellectual property infringement, contractual liability, workplace safety and environmental claims and cases, some of which involve claims for
substantial damages. We and our subsidiaries are currently defendants in a number of pending legal actions, including actions related to use and performance of our products.
While we carry product liability insurance covering significant claims for damages involving personal injury and property damage, we cannot assure you that such insurance
would be adequate to cover the costs associated with a judgment against us with respect to these claims. We have also been identified as a PRP at several waste disposal sites
under federal and state environmental statutes, as more fully described above under "Environmental Compliance Other Environmental Statutes and Regulations." We deny
liability with respect to many of these legal actions and environmental proceedings and are vigorously defending such actions or proceedings. While we have established
accruals that we believe are adequate for our expected future liability with respect to our pending legal actions and proceedings, we cannot assure that our liability with respect
to any such action or proceeding would not exceed our established accruals. Further, we cannot assure that litigation having a material adverse affect on our financial condition
will not arise in the future. The information in Item 1 "Other Environmental Statutes and Regulations" is incorporated herein by reference. See also Note 19, Contingencies,
Guarantees and Indemnifications, of the Notes to Consolidated Financial Statements.

Item 4. Submission of Matters to a Vote of Security Holders.
There were no matters submitted to a vote of our security holders during the last quarter of the fiscal year ended December 31, 2002.
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PART 11

Item 5. Market for Registrant's Common Equity and Related Stockholder Matters.

Our common stock, par value $2.50 per share, is listed on the New York Stock Exchange and the Pacific Stock Exchange under the symbol "CUM". For information about
the quoted market prices of our common stock, information regarding dividends paid and the number of common stock shareholders, see Note 20 of the Notes to Consolidated
Financial Statements. For other matters related to our common stock and shareholders' investment, see Note 14 of the Notes to Consolidated Financial Statements.

According to our bylaws, we are not subject to the provisions of the Indiana Control Share Act. However, we are governed by certain other laws of the State of Indiana
applicable to transactions involving a potential change of control of the Company.

Item 6. Selected Financial Data.

The selected financial information presented below for the three years ended December 31, 2002 was derived from outConsolidated Financial Statements and the Notes
thereto, contained elsewhere in this report. The financial information for the years ended December 31, 1999 and 1998 was derived from our previously issued financial
statements for those years adjusted for the impact of the restatement adjustments discussed in Note 2 of the Consolidated Financial Statements. The selected financial
information should be read in conjunction with the Consolidated Financial Statements and related Notes and Management's Discussion and Analysis of Financial Condition and
Results of Operations.

As discussed in Note 2 of the accompanying Consolidated Financial Statements, the Consolidated Financial Statements for the years ended December 31, 2001 and 2000
have been restated. Please read Note 2 of the Consolidated Financial Statements for additional information about these restatements. The selected financial data that follows has
been adjusted to reflect these restatements. We have also provided a schedule below that reconciles the previously reported financial data for 1999 and 1998 to the unaudited



restated amounts.

For the year ended December 31

Restated Restated Restated Restated
2002 2001 2000 1999 1998
$ Millions, except per share

Statement of Earnings data:
Net sales $ 5853 § 5,681 6,597 6,639 6,266
Special charges — — — 92
Gross margin 1,045 1,013 1,267 1,392 1,243
Restructuring, asset impairment and other charges (credits) (8) 126 154 56 118
Loss on early extinguishment of debt 8 — — — —
Interest expense 61 77 87 75 72
Dividends on preferred securities 21 11 — — —
Cumulative effect of change in accounting principle, net of tax 3 — — —
Net earnings (loss) $ 82 3 (103) 14 132 (23)
For the year ending December 31:
Net earnings (loss) per share:

Basic $ 213§ (2.70) 35 3.41 (.59)

Diluted 2.13 (2.70) .35 341 (.59)
Dividends declared per share 1.20 1.20 1.20 1.125 1.10
Statement of Financial Position data as of December 31:
Total assets $ 4837 $ 4,311 4,500 4,697 4,542
Long-term debt 999 915 1,032 1,092 1,137
Mandatorily redeemable preferred securities 291 291 — — —
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See Management's Discussion and Analysis of Financial Condition and Results of Operations and the Notes to Consolidated Financial Statements for a discussion of

Restructuring, asset impairment and other charges (credits), Loss on early extinguishment of debt and the Cumulative effect of a change in accounting principle.

Reconciliation of 1999 and 1998 restated and unaudited selected financial data

The following schedule reconciles previously reported net earnings (loss) for 1999 and 1998 to restated net earnings (loss) for the same periods and presents a summary of
the restatement adjustments applicable to those years that were identified during the restatement and reaudit process for our Consolidated Financial Statements for the years
2002, 2001 and 2000. A description of the restatement adjustments and the impact of the adjustments on the Consolidated Financial Statements for 2002, 2001, 2000 and years

prior to 2000 is presented in Note 2 of the Consolidated Financial Statements.

Restated
For the year ending December 31 1999(a) 1998
$ Millions
Increase (decrease) in net earnings (loss)
Net earnings (loss)—as previously reported 160 $ 21)
Net adjustments (pre tax):
Manufacturing location adjustments (12) 2)
Items now recorded in period of occurrence (30) 8)
Other adjustments:
Accrual and reserve measurements 1 7
GAAP application adjustments 5) —
Restructuring adjustments 11 —
Other, net (1) —
Total net adjustments (pre tax) (36) A3)
Tax effect of adjustments 8 1
Total net adjustments, net of tax (28) 2)




Net earnings (loss)—as restated $ 132§ (23)

(a) The 1999 restatement adjustment amounts include items recorded in 1999 that were known to have occurred prior to January 1, 2000 but could not be associated with
a specific period.
Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.
Restatement of Previously-Issued Financial Statements

The Management's Discussion and Analysis of Financial Condition and Results of Operations set forth in this Item 7 has been revised to reflect the restatement of the
Company's Consolidated Financial Statements for the years 2001 and 2000 and certain events occurring subsequent to the original due date for filing this 2002 Annual Report
on Form 10-K. In addition, we have updated our disclosure with respect to recently issued accounting standards.

On April 14, 2003, we announced that we had determined that our previously issued financial statements for the years ended December 31, 2000 and 2001 would require
restatement and reaudit. The restatement was necessary to correct prior period accounting errors related primarily to unreconciled accounts payable accounts at two of our

manufacturing locations, the majority of which
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were associated with the integration of a new enterprise resource planning system into our accounting processes. We were required to have these restated financial statements
audited by our current auditors, since Arthur Andersen LLP, our predecessor auditor for the years subject to restatement, had ceased operations.

The restatement and reaudit of our financial statements included a comprehensive review of the accounting records underlying our financial statements for the related
periods. The accompanying financial statements reflect adjustments made to our previously reported information as a result of this comprehensive review and the work
performed during the restatement and reaudit process in order to correct accounting errors primarily associated with the period of accounting recognition. We have segregated
these adjustments into the following categories:

1. Adjustments stemming from the unreconciled accounts at our manufacturing locations referred to above. These errors resulted from deficiencies in our control
processes to identify and resolve the reconciliation issues in a timely manner.

2. Adjustments related to the correction of accounting errors previously recorded in the period management identified the error. Generally Accepted Accounting
Principles (GAAP) and SAB 99 permit these types of adjustments to be recorded in the period errors are identified to the extent they are not deemed material for
purposes of restating prior period financial statements. The most significant items in this category are related to the reconciliation of certain intercompany
accounts and other clearing or suspense accounts associated with receivables, accounts payable and accrued payroll. As a result of the restatement, management
has now reflected these items in the periods to which they relate.

3. Other adjustments to correct errors were identified during the restatement process and have been categorized and summarized as follows:

a. Revisions to various accounts (primarily reserve and accrual accounts) that relate to significant estimates, uncertainties and judgments where the
original amount was either calculated incorrectly or documentation directly supporting the original amount could not be located. The most significant
items in this category include adjustments to obligations associated with marketing programs, inventory overhead cost capitalization and product
liability reserves.

b. Adjustments to certain accounts to achieve proper and consistent application of GAAP throughout our organization. For example, this category
includes adjustments for liabilities or reserves not recorded by certain of our locations that are required by US GAAP. The most significant item in this
category relates to the omission of an accrual for long-term variable incentive compensation in 2001. This category also includes adjustments related to
the calculation of expense for certain non-US subsidiary defined benefit pension plans in accordance with US GAAP.

c. Corrections to previously reported restructuring charges. These adjustments primarily relate to the timing of when certain charges were accrued or when
excess reserves were reversed into earnings as a result of changes in estimates for restructuring actions. Approximately half of the adjustments to our
charges related to timing of recognition of certain employee related costs in one restructuring action. US GAAP requires that these costs be accrued
only after a specific announcement to employees. At one plant location, we accrued certain costs after management made the decision to terminate
employees but prior to an announcement meeting the specificity required by US GAAP. With regard to the excess reserve adjustments, we previously
reversed excess restructuring reserves at the time the associated restructuring plan was substantially complete. The adjustment was
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made to reverse the reserve in the period in which it was determined to be in excess, as required under US GAAP.
d. Other revisions to the financial statements, each of which impacted income by less than $.8 million, net of tax, less than $1 million pre-tax.

The following tables show the effect of the restatement adjustments on our previously issued financial statements:

Restated Restated
Increase (decrease) in net earnings ($ millions): 2002(a) 2001 2000 Pre-2000 Total
Net earnings (loss)—as previously reported $ 72 % (102) $ 8
Net adjustments (pre tax):
1. Manufacturing location adjustments(b) ®) (€9 “$ 13) $ (26)
2. Items now recorded in period of occurrence 20 5 23 (51) 3)

3. Other adjustments:
a. Accrual and reserve measurements ®) (1) (5) 15 1



b. GAAP application adjustments 17 4) 5) (8) —
c. Restructuring adjustments 7) (1) 3) 11 —
d. Other, net — 1) (€)) ?2) “)
Total net adjustments (pre tax) 14 3) 5 (48) (32)
Tax effect 4) 2 1 11 10
Total adjustments, net of tax 10 (1) 6 3 37 S (22)
Net earnings (loss)—as restated 82 $ (103) $ 14
Basic and diluted earnings per share—as previously reported 1.87 § (2.66) $ .20
Effect of restatement adjustments .26 (.04) 15
Basic and diluted earnings per share—as restated 213 § (2.70) $ 35
Summary of net expense adjustments by Statements of Earnings caption—increase
(decrease) to net earnings (loss):
Cost of goods sold 12 °$ ®)$ 8
Selling and administrative expenses 1 7 3
Research and engineering expenses 2 — 2)
Joint ventures and alliances income — — 2)
Restructuring, asset impairment and other charges 6) (1) 6
Interest expense 2 1 (1)
. 2 — (7
Other income (expense), net
Minority interests 1 = =
Total net adjustments (pre tax) 14 3 3 5
(a) This column shows the impact of the adjustments in 2002. Previously reported net income for 2002 represents the unaudited results that were included in the Form 8-K

furnished on May 12, 2003. The changes in Statements of Earnings captions are computed as changes from the related unaudited Statements of Earnings amounts

included in that Form 8-K.

(b) Amount includes $4 million of reconciling items written off in the fourth quarter of 2002 that could not be associated with a specific period.

Change in shareholders' investment ($ millions):

Shareholders' investment at December 31, 2001—as previously reported 1,025
Cumulative net decrease in net earnings—pre 2000 (37
Net increase in net earnings—2000 6
Net decrease in net earnings—2001 (1)
Reclassification of employee receivables related to stock purchases(a) (12)
Cumulative net change in comprehensive income 1
Other 1
Shareholders' investment as of December 31, 2001—as restated 983
(a) This item was previously reflected in ourStatements of Financial Position as a non current receivable.

Change in 2001 Statement of Financial Position ($ in millions) As Reported As Restated
Current assets $ 1,635 1,621
Non current assets 2,700 2,690
Current liabilities 970 1,064
Non current liabilities 2,049 1,973
Shareholders' investment 1,025 983

As a result of the restatement and reaudit, we delayed the filing of this Annual Report on Form 10-K for the year ended December 31, 2002, and our Quarterly Report on

Form 10-Q for the quarter ended March 30, 2003, with the Securities and Exchange Commission (SEC). As previously disclosed, the delay in filing resulted in a breach of a

requirement for timely satisfaction of SEC filing obligations under several of our credit agreements, the most significant of which are discussed below. A majority of our long-

term debt is governed by three Indenture agreements summarized as follows:

A November 20, 2002 Indenture between the Company and BNY Midwest Trust Company as trustee for $250 million in 9.5% senior notes;



. A June 18, 2001 Indenture between the Company and BNY Midwest Trust Company as trustee for $300 million in 7% convertible preferred securities; and,

. A March 1, 1986 Indenture between the Company and JPMorgan Chase Bank (formerly The Chase Manhattan Bank) for four series of securities with an
aggregate value of $765 million.

Under each of the Indentures, we are required to deliver to the respective Trustees a copy of our Annual Report on Form 10-K within specified periods of time after such
filings are due (March 31, 2003). The breach caused by the delay in filing our Annual Report on Form 10-K gave certain rights to the Trustees and debt holders under the
Indentures to accelerate maturity of our indebtedness if they give us notice and we do not cure the breach within 60 days. However, neither the Trustees nor the respective debt
holders have given us such notice. As a result, we continue to classify our debt as long-term in the Consolidated Statements of Financial Position.

In connection with the 2002 Indenture, we agreed to file an exchange offer registration statement with the SEC and complete that offer no later than May 19, 2003. As a
result of the delay in filing our Annual Report on Form 10-K with the SEC, we were unable to complete the exchange offer and became contractually obligated to pay an

additional 0.25% per annum interest on the notes issued under that Indenture. For each 90-day delay in the completion of the exchange offer, the interest rate
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on the notes will increase by an additional 0.25% per annum up to a 1% maximum increase until such time as the exchange offer is completed.

In connection with the 2001 Indenture governing the issue of our 7% convertible preferred securities, we exercised our right to suspend the use of the resale prospectus,
which is part of a shelf registration statement that we had filed and had declared effective to permit the resale of these securities, pending the filing of our Annual Report on
Form 10-K with the SEC. Effective March 31, 2003, this suspension resulted in an increase of 0.5% per annum in the dividend rate borne by these securities, which we will
continue to pay until we permit the resale prospectus to be used after the filing of our Annual Report on Form 10-K.

In November 2002, we entered into a new credit facility agreement that provides for aggregate borrowings of up to $385 million and is available on a revolving basis for a
period of three years. The agreement requires that we annually deliver audited financial statements to the lenders within a specified period of time. As a result of the restatement
and reaudit process, we received a waiver from our lenders through November 30, 2003 of any breach due to a delay in the delivery of our audited financial statements. There
were no amounts outstanding under this facility at December 31, 2002.

By filing this Annual Report on Form 10-K and our Quarterly Report on Form 10-Q for the first quarter ended March 30, 2003, with the SEC and by delivering a copy of
these filings to the Trustees of the Indentures and to our lender under the credit facility agreement, we will cure the noncompliance under the abovementioned Indentures and
comply with the terms of the credit facility agreement. We expect to satisfy our registration obligations relating to the 2002 and 2001 Indentures in the near term, following
which the incremental interest and dividend payments will be discontinued.

Overview

Our net earnings for 2002 were $82 million, or $2.13 per share, on sales of $5.85 billion, compared to a net loss of $103 million or ($2.70) per share on sales of
$5.68 billion for the prior year. Results for 2002, however, included a pre-tax credit of $8 million for costs associated with restructuring actions, an $8 million pre-tax charge
related to early extinguishment of debt and a $3 million after-tax credit for the cumulative effect of a change in accounting principle. Net earnings for 2002 also reflect a one-
time $57 million favorable tax adjustment related to the settlement of income tax audits for the years 1994 through 1999. In comparison, our 2001 loss of $103 million included
a net after tax charge of $84 million related to restructuring actions. In 2000, our net earnings were $14 million, or $0.35 per share, on sales of $6.60 billion and also included a
net after tax charge of $100 million for restructuring actions.

As reported, earnings before interest and taxes in 2002 were $139 million, or 2.4 percent of sales, excluding the effect of restructuring actions and early extinguishment of
debt. In comparison, earnings before interest and taxes, excluding the effects of restructuring actions in 2001 and 2000, were $82 million, or 1.4 percent of sales, and

$249 million, or 3.8 percent of sales, respectively.
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Net Sales

The table below sets forth net sales for each of our key business segments during the last three years:

2002 2001 2000
$ Millions

Engine $ 3435 § 3,121 § 4,050
Power Generation 1,226 1,422 1,395
Filtration and Other 951 889 902
International Distributor 574 562 555
Elimination of intersegment sales (333) (313) (305)

$ 5853 § 5,681 § 6,597

Sales increased in all of our business segments during 2002 compared to 2001 with the exception of our Power Generation Business. Sales of our Engine Business
increased $314 million, or 10 percent, primarily reflecting strong demand in the heavy-duty truck sector in advance of the October 1, 2002 EPA emissions deadline and higher
sales for the Dodge Ram truck. Power Generation sales were $1,226 million, down $196 million, or 14 percent compared to the prior year, as a result of lower demand from
slow economic activity. Sales in the Filtration and Other Business were $951 million, up $62 million or 7 percent year-over-year, reflecting demand improvement and increased
market penetration. In our International Distributor Business, sales increased $12 million, or 2 percent, compared to 2001, primarily due to increased business at our distributors
in Australia and Asia.

Net sales for 2001 were $5.68 billion, $916 million lower than 2000. The decrease was primarily due to lower engine sales, down $929 million, or 23 percent as a result of
reduced shipments to North American OEMs which were affected by the sharp downturn in the North American automotive industry and construction markets.

Gross Margin



Our gross margin was $1.05 billion in 2002, $1.01 billion in 2001 and $1.27 billion in 2000 with related gross margin percent of net sales of 17.9 percent, 17.8 percent, and
19.2 percent, respectively. Compared to the prior year, gross margin in 2002 was relatively flat on a net sales increase of $172 million, reflecting changes in sales mix as we
transitioned from mature engines to new engines where margins are typically lower at introduction. In addition, our margins were also affected by lower fixed cost absorption in
our Power Generation business due to a significant sales decline as a result of weak power generation demand. Product coverage costs were flat year over year at 3.4 percent in
2002 and 2001. The most significant factors affecting the decline in gross margin and gross margin percentage from 2000 to 2001 was lower absorption of fixed manufacturing
costs in our Engine Business as a result of declining sales volume. In addition, gross margin was also impacted by changes in sales mix partially offset by our cost reduction
efforts and lower product coverage costs, 3.4 percent in 2001 compared to 4.1 percent in 2000.

Selling and Administrative Expenses
Selling and administrative expenses were $736 million in 2002, an increase of $15 million, or 2 percent, compared to spending levels a year ago. The increase in selling
and administrative expenses year-over-year is primarily a result of volume variable expenditures, funding of focused growth initiatives and higher variable compensation

expense due to improved earnings, partially offset by cost reduction actions.

Selling and administrative expenses in 2001 were $721 million, down $52 million or 7 percent compared to 2000 expenses. A majority of the decrease resulted from our
cost reduction efforts, including benefits of restructuring actions and lower spending across all of our business segments.
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Research and Engineering Expenses

Research and engineering expenses in 2002 were $201 million, a decrease of $19 million or 9 percent, compared to 2001 expenses. Overall, research and engineering
expenses were lower due to cancellation of a major engine development program in the second quarter of 2001 and other cost reduction actions, partially offset by higher
engineering costs related to the development of our 2002 emissions products.

Research and engineering expenses in 2001 were $220 million, down $26 million, or 11 percent, compared to 2000. The decline is primarily a result of on-going cost
reduction efforts and the discontinuance of a new engine development program.

Income from Joint Ventures and Alliances

Our income from joint ventures and alliances was $22 million in 2002, compared to $10 million of income in 2001. The increase is primarily attributable to improved
earnings across most of our joint ventures, particularly our joint ventures with China National Heavy-duty Truck Corporation in Chongqing, which manufactures heavy-duty
and high-horsepower diesel engines and Dongfeng Motors, which manufactures our B and C Series midrange engines. Earnings at our partially owned distributor locations in
North America and our new marine joint venture, Cummins Mercruiser, also contributed to the increase in 2002.

Earnings from joint ventures and alliances were $10 million in 2001 compared to $7 million in 2000. The increase in income is attributable to improved earnings from our
joint ventures in China offset by lower earnings from our joint venture with Komatsu.

Restructuring Actions

We have continued a restructuring program initiated in 1998 to improve the Company's cost structure. During 2002, we recorded a net $8 million credit related to
restructuring actions comprised of a net $2 million charge in the second quarter and a reversal of $10 million of excess restructuring accruals in the fourth quarter. The second
quarter charge of $2 million was comprised of a $16 million charge for restructuring actions taken that quarter reduced by $14 million of reversals. The second and fourth
quarter reversals included 2001 and 2000 restructuring actions that were realigned or cancelled and the fourth quarter reversal included $3 million from a charge originally
recorded in 2000 and a $1 million reversal of the 2002 accrual.

During 2001 and 2000, we recorded restructuring charges of $126 million and $154 million, respectively, that were directly related to the downturn in the North American
heavy-duty truck market and several other end-markets. These actions were necessary to achieve lower production costs, improve operating efficiencies, and enhance
management effectiveness under difficult economic conditions. The charges included staffing reorganizations and reductions in various business segments, asset impairment
write-downs for manufacturing equipment, facility closure and consolidation costs, cancellation of a new engine development program and other exit costs related to small
business operations.

Note 7 of the Consolidated Financial Statements includes schedules that present by major cost component and by year of expense, activities related to restructuring actions
for the years 2000 through 2002, including adjustments to the original charges. As of December 31, 2002 all activities associated with our 2001 and 2000 restructuring actions
are completed. A discussion of our restructuring actions during this period follows:

2002 Restructuring Actions

In the second quarter 2002, we announced further restructuring actions precipitated by weak market conditions, related primarily to our Engine and Power Generation
Businesses and recorded additional restructuring charges of $16 million. The charges included $11 million attributable to
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workforce reduction actions, $3 million for asset impairments and $2 million related to facility closures and consolidations. Of this charge, $5 million was associated with our
Engine Business, $4 million with Power Generation, $3 million with Filtration and Other and $4 million with the International Distributor Business.

The charges included severance costs and related benefits of terminating approximately 220 salaried and 350 hourly employees and were based on amounts pursuant to
established benefit programs or statutory requirements of the affected operations. These actions reflect overall reductions in staffing levels due to closing operations and moving
production to available capacity. As of December 31, 2002 approximately 200 salaried and 350 hourly employees had been separated or terminated under this plan. The asset
impairment charge relates to equipment available for disposal. The carrying value of the equipment and the effect of suspending depreciation on the equipment were not
significant. In the fourth quarter 2002, the number and mix of employees that were terminated under this plan differed from our original estimate. As a result, we reversed
approximately $1 million of severance costs and related benefits to income.

During 2002, we paid approximately $10 million in liabilities related to this action. As of December 31, 2002, $2 million remained in accrued liabilities for this plan. The
majority of this restructuring action was completed by the end of the first quarter 2003 and we expect to complete the remainder by the end of 2003.

This action is expected to generate approximately $13 million in annual savings. For the year ended December 31, 2002, approximately $6 million in savings was



recognized in cost of goods sold.
2001 Restructuring Actions

In the first half of 2001, primarily as a result of the continuing downturn in the North American heavy-duty truck market and several other end-markets, we announced
further restructuring actions and recorded restructuring charges of $128 million, most of which was recorded in the second quarter. The charges included $18 million
attributable to workforce reduction actions, $68 million for asset impairment and $42 million related to cancellation of capital and tooling equipment purchase commitments. In
addition we recorded other charges of $1 million attributed to the divestiture of a small business operation. These charges were reduced by a $3 million reversal of excess 2000
restructuring accruals. Of the net $126 million charge, $113 million was associated with the Engine Business, $8 million with the Power Generation Business, $4 million with
the Filtration and Other Business and $1 million with the International Distributor Business.

The workforce reduction actions included overall reductions in staffing levels and the impact of divesting a small business operation. The charges included severance costs
and related benefits of terminating approximately 500 salaried and 350 hourly employees and were based on amounts pursuant to established benefit programs or statutory
requirements of the affected operations. All employees affected by this workforce reduction plan and the subsequent fourth quarter 2001 realignment plan were terminated by
the end of the fourth quarter of 2002.

The asset impairment charge and the charges for cancelled purchased commitments were for equipment, tooling and related investment supporting a new engine
development program that was cancelled in the second quarter of 2001. The charges included the investment in manufacturing equipment previously capitalized and cancellation
charges for capital and tooling purchase commitments. The charge was reduced by the estimated salvage value related to the planned equipment disposals. During 2002, we
recovered $9 million of salvage proceeds on planned equipment disposals, of which $6 million was in excess of previously estimated recoveries and was reversed against the
original restructuring charge. In the fourth quarter 2002, we transferred $3 million of previously impaired manufacturing equipment to a US plant as a result of consolidating our
ISX assembly and realigned our workforce reduction plan. These actions resulted in the reversal of an additional $12 million in excess charges related to this plan.
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During 2002, we paid approximately $9 million related to liabilities under this plan. As of December 31, 2002 approximately 511 salaried and 540 hourly employees have
been separated or terminated under the workforce reduction actions of this plan. The Company has completed this restructuring action as of December 31, 2002.

For the year ending December 31, 2002, we recognized approximately $24 million in savings under this plan comprised of $14 million in cost of goods sold, $7 million in
selling and administrative expenses and $3 million in research and engineering expenses.

2000 Restructuring Actions

During the fourth quarter of 2000, we announced restructuring plans primarily in response to the downturn in the North American heavy-duty truck market and several
other end-markets where our shipments had declined 35 percent from 1999 and recorded a $138 million restructuring charge. The charges included workforce reduction costs of
$39 million, $88 million for asset impairments (including $30 million for internally developed software) and $11 million associated with exit costs to close or consolidate a
number of small business operations. In addition, we recorded $13 million of other charges related to asset impairments not associated with the restructuring actions
($10 million for investments and $3 million for intangibles). In addition to the 2000 restructuring charge, we recorded a net $3 million charge related to prior years restructuring
actions. Of these amounts, $125 million was associated with our Engine Business, $18 million with our Power Generation Business and $11 million with our Filtration and
Other Business.

The workforce reduction actions included overall reductions in staffing levels and the impact of divesting a small business operation. The charges included severance and
benefit costs of terminating approximately 500 salaried and 630 hourly employees and were based on amounts pursuant to established benefit programs or statutory
requirements of the affected operations. In the fourth quarter 2001, we realigned our workforce reduction plan and reallocated $2 million of excess liabilities for termination
benefits to workforce reduction actions committed to during that quarter. All employees affected by this workforce reduction plan were separated or terminated by June 30,
2002 and all remaining severance costs and related benefits under this action were paid by December 31, 2002. Approximately 560 salaried and 380 hourly employees were
affected by the workforce reduction actions of this plan.

The asset impairment charge of $88 million was calculated in accordance with the provisions of Statement of Financial Accounting Standards No. 121, "Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of"'. Approximately $30 million of the charge consisted of capitalized software-in-process related
to manufacturing, financial and administrative information technology programs that were cancelled during program development and prior to implementation. The remaining
$58 million included $38 million for engine assembly and fuel system manufacturing equipment to be disposed of upon closure or consolidation of production operations. The
equipment was expected to continue in use and be depreciated for approximately two years from the date of the charge until closure or consolidation. The expected recovery
value of the equipment was based on estimated salvage value and was excluded from the impairment charge. The charge also included $11 million for equipment available for
disposal, $6 million for properties available for disposal, and $3 million for intangibles. The carrying value of assets held for disposal and the effect of suspending depreciation
on these assets was not significant.

In the second quarter 2002, we cancelled plans to close a filtration manufacturing plant ($1 million), transferred $2 million of previously impaired power generation
equipment slated for disposal to a foreign operation, realigned our workforce reduction plan ($1 million) and settled legal claims from a previous disposal action for less than
originally estimated ($2 million). These actions resulted in a reversal of $6 million in excess charges related to this plan. In the fourth quarter of 2002, we moved our ISX
assembly to another US plant which reduced the need for a previous accrual. As a
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result of this action, asset removal costs previously provided for at the two production facilities were no longer needed and $2 million in excess charges related to this plan were
reversed.

During 2002, we paid approximately $12 million related to liabilities under this plan. As of December 31, 2002, all activities associated with this restructuring plan are
completed.

For the year ending December 31, 2002, we recognized approximately $60 million in savings under this plan comprised of $46 million in cost of goods sold, $12 million in
selling, general and administrative expenses and $2 million in research and engineering expenses.

Interest Expense

Interest expense was $61 million in 2002 compared to $77 million in 2001, a decrease of $16 million. Lower borrowings as a result of our preferred securities issuance in
2001 and lower interest rates accounted for a majority of the decrease. Interest expense in 2001 was $10 million lower than 2000, primarily from the issuance of the preferred



securities in July 2001 and reduced debt levels. Cash payments of interest for 2002, 2001 and 2000 were $52 million, $80 million and $88 million, respectively and are
disclosed separately in the Consolidated Statements of Cash Flows.

Loss on Early Retirement of Debt

In November 2002 we elected to repay all of the outstanding 5.61% notes due 2010 issued by our Employee Stock Ownership Plan (ESOP) trust. The election to redeem
the notes early was a result of a covenant conflict with our new revolving credit facility that we entered into in November. The aggregate redemption price for the notes was
approximately $51 million, plus redemption premiums of $8 million and accrued interest of approximately $1 million. The $8 million redemption premium is classified in our
Consolidated Statements of Earnings as "Loss on early retirement of debt."

Other Income and Expense

Other income and expense was a net $9 million of income in 2002 compared to net expense of $0 million in 2001. A majority of the increase is a result of the
discontinuance of goodwill amortization in accordance with a newly adopted accounting standard (see Note 6 of the Notes to Consolidated Financial Statements). Other income
and expense in 2000 was a net $6 million expense compared to net expense of $0 million in 2001. Other income and expense includes several transactions comprising foreign
currency exchange, interest income, royalty income and other miscellaneous items. The major components of other income and expense are segregated between operating items
and non-operating items and are disclosed in Note 15 of the Notes to Consolidated Financial Statements.

Provision for Income Taxes

Our income tax provision in 2002 was a benefit of $38 million, including a one-time favorable tax adjustment credit of $57 million related to the settlement during 2002 of
the U.S. Internal Revenue Service income tax audits for the tax years 1994 through 1999. In addition, our effective income tax rate on operations in all years 2002 through 2000
was less than the 35 percent U.S. corporate income tax rate because of reduced taxes on export sales, research tax credits and (in 2002 and 2001) dividends on preferred
securities, which are deductible as interest expense for federal tax purposes. The 2002 effective tax rates were 34 percent for restructuring credits and 35 percent for early
retirement of debt charges. The effective tax rate on restructuring charges in 2001 was 33 percent and in 2000 was 35 percent. Note 12 of the Consolidated Financial Statements
includes a more complete disclosure of our income taxes. The amount of income taxes paid in 2002 and 2001 was $30 million and $20 million, respectively, and is disclosed in
our Consolidated Statements of Cash Flows.
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Minority Interest

Minority interest in income of our consolidated operations was $16 million in 2002 compared to $15 million in 2001 and $14 million in 2000. The increase over 2001 and
2000 is primarily from higher earnings due minority partners as a result of improved earnings in the operating results of Cummins India Limited and Wuxi Holset Ltd.

Dividends on Preferred Securities

Dividends on our preferred securities were $21 million in 2002 compared to $11 million in 2001. Our preferred securities were issued in June 2001 and results for that year
include dividend payments for the last two quarters while 2002 results include a full year of dividend payments. Effective July 1, 2003 dividends on our preferred securities will
be prospectively classified as interest expense in accordance with a new accounting standard issued by the Financial Accounting Standards Board (see Recently Issued
Accounting Pronouncements—SFAS No. 150).

Cumulative Effect of a Change in Accounting Principle

During the fourth quarter of 2002, we changed the measurement date for measuring our return on pension plan investments and our minimum liability for pension
obligations from September 30 to November 30. This change in measurement date aligns more closely with the date of our financial statements and we believe provides a more
current measurement of plan assets and obligations than previously presented. The impact of this change is reported in our Consolidated Statements of Earnings as a change in
accounting principle. The cumulative after-tax effect of the change was a $3 million credit, or $0.07 per share, recorded as of January 1, 2002. The effect of this accounting
change on 2002 net earnings was not significant.

Net Earnings

Net earnings for the year ending 2002 were $82 million, or $2.13 per share, compared to a net loss of $103 million or ($2.70) per share in 2001 and net earnings of
$14 million, or $0.35 per share in 2000. Net earnings for 2002 included a pre-tax credit of $8 million for excess restructuring accruals, an $8 million pre-tax loss on early
retirement of debt, and a $3 million net-of-tax credit for the cumulative effect of a change in accounting for pensions. Also reflected in 2002 net earnings is a one-time
$57 million favorable tax adjustment related to settlement of U.S. Internal Revenue Service income tax audits for the years 1994 through 1999. In comparison, our 2001 loss of
$103 million included a net after tax charge of $84 million related to restructuring actions and our 2000 net earnings of $14 million included a net after tax charge of
$100 million for restructuring actions.

As reported, earnings before interest and taxes in 2002, excluding the effect of restructuring and the loss on early extinguishment of debt, were $139 million, or 2.4 percent
of sales. In comparison, earnings before interest and taxes in 2001 and 2000, excluding the effects of restructuring actions, were $82 million, or 1.4 percent of sales, and
$249 million, or 3.8 percent of sales, respectively.

A majority of the increase in earnings before interest and taxes in 2002 compared to 2001 is attributable to higher sales volume and improved overhead absorption at our
manufacturing plants, earnings improvement in our Filtration and Other Business, improved earnings at our joint ventures and alliances and the discontinuance of goodwill
amortization, offset by lower earnings in our Power Generation Business. The most significant factor effecting the decrease in earnings before interest and taxes in 2001
compared to 2000 were lower gross margins in our Engine Business resulting from underabsorption of manufacturing costs due to declining sales volume and changes in sales
mix partially offset by cost reduction efforts and lower product coverage costs. In addition, earnings in our Filtration and Other Business were lower reflecting reduced sales for
OEM truck and construction products.
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Business Segment Results
Engine Business

The revenues and operating income for the Engine Business segment for the three years ended December 31, 2002 were as follows:



2002 2001 2000

$ Millions
Net Sales $ 3435 3,121  § 4,050
Earnings (loss) before interest, income taxes and restructuring and other
charges (credits) 37 (95) 34
Restructuring and other charges (credits) (12) 113 125
Earnings (loss) before interest and income taxes $ 49 3 (208) § (Ch))]

Total net sales for our Engine Business were $3.44 billion in 2002 compared to $3.12 billion in 2001, an increase of $314 million, or 10 percent, primarily due to strong
sales of our Dodge Ram truck engine and an upturn in heavy-duty OEM engine shipments prior to the October 1 new emissions standards. Net sales in 2001 were down
$929 million, or 23 percent, when compared to net sales in 2000, due primarily to the downturn experienced in the North American trucking industry characterized by high
inventory levels of new and used trucks.

A summary of net sales for the Engine Business by market follows:

2002 2001 2000
$ Millions
Heavy-Duty Truck $ 1,069 $ 940 § 1,444
Medium-Duty Truck and Bus 599 577 662
Light-Duty Automotive 781 576 830
Industrial 743 748 873
High-Horsepower industrial 243 280 241
$ 3435  $ 3,121 § 4,050

The Engine Business shipped 308,200 units in 2002, an increase of 24,000 units, or 8 percent, compared to 284,200 units shipped in 2001. Engine unit shipments were
down 108,500 units in 2001, or 28 percent lower than unit shipments in 2000. A summary unit shipments for the Engine Business by engine category follows:

Unit shipments 2002 2001 2000
Mid-Range 251,100 231,900 302,400
Heavy-Duty 53,600 48,200 86,300
High-Horsepower 3,500 4,100 4,000
308,200 284,200 392,700

Heavy-Duty Truck

Sales to the heavy-duty truck market were $1.07 billion in 2002, up $129 million, or 14 percent, compared to sales in 2001. The increase primarily reflects an upturn in
North American OEM engine shipments in response to accelerated purchases prior to the October 1, 2002 effective date of the new EPA emissions standards. Unit shipments of
our heavy-duty truck engines in 2002 were 43,400 units compared to 37,900 units in 2001, an increase of 15 percent year-over-year. Sales to the heavy-duty international truck
market were relatively flat compared to 2001. Shipments of our heavy-duty ISX truck engine more than doubled compared to the prior year. Sales of heavy-duty truck engines
in 2001 were 35 percent lower than 2000 reflecting the downturn in the North American trucking industry.
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Medium-Duty Truck and Bus

Medium-duty truck and bus revenues increased $22 million, or 4 percent, above sales levels a year ago reflecting a slight increase in demand as a result of the October 1,
2002 emissions standards. Unit shipments to the North American medium-duty truck market were down 24 percent compared to a year ago. Medium-duty shipments to
international markets increased 10 percent, primarily in Asia. Bus engine sales declined 8 percent globally while total unit shipments were down 11 percent, primarily to
international customers as shipments to North American OEMs declined 3 percent compared to 2001.

Sales to the medium-duty truck and bus market in 2001 were $85 million lower, or 13 percent below 2000 sales, primarily reflecting lower demand due to deteriorating
market conditions in the North American truck industry.

Light-Duty Automotive

Revenues from our light-duty automotive market increased $205 million, or 36 percent, compared to 2001 revenues. Total unit shipments were up 27 percent compared to
the prior year, with the increase evenly distributed between shipments to DaimlerChrysler and shipments to OEMs in the North American RV market. Shipments of our ISB
engine to DaimlerChrysler for the Dodge Ram truck were 99,900 units in 2002, an increase of 23,700 units, or 31 percent higher than a year ago, primarily driven by the
introduction of the new Dodge Ram truck model. Unit shipments to the recreational vehicle market were up 38 percent year-over-year from previously weak demand levels,
reflecting some recovery in consumer markets and growth in the diesel-powered segment of this market.

Sales to the light-duty automotive market in 2001 decreased $254 million, or 31 percent, compared to 2000 sales. Shipments to DaimlerChrysler were off 36 percent and
were impacted by production constraints preceding the 2002 model year changeover. Engine sales to the recreational vehicle market were down 7 percent compared to 2000
reflecting lower demand.

Industrial

Total industrial sales to the construction, marine and agricultural markets were down $5 million, or relatively flat compared to 2001. Sales to the construction segment of



this market were down slightly year-over-year with unit shipments to North America and international OEM's down 8 percent and 7 percent, respectively. Engine sales to the
agricultural equipment market were up 16 percent compared to 2001, primarily due to international OEM's in Latin America. Sales to the North American market increased
7 percent. In the marine market, sales were down 6 percent compared to the prior year, partially as a result of our new joint venture with Brunswick Corporation, Cummins
Mercruiser. Sales of engines for recreational marine applications are now recorded by the joint venture.

Industrial engine sales in 2001 were down 14 percent compared to 2000, with a majority of the decline in the construction market where sales were down 18 percent as
OEM's adjusted to lower market conditions.

High-Horsepower Industrial

Sales of our V, K and Q series high-horsepower industrial engines in 2002 were down $37 million or 13 percent compared to the prior year. Unit shipments to the North
American mining market declined 46 percent while shipments to international OEMs in the mining markets declined 11 percent compared to 2001. Shipments of high-
horsepower engines to the rail sector, which is primarily international business, were down 22 percent from the prior year. Shipments of our high-horsepower engines to

government markets, primarily V series military applications, were up 28 percent with the majority of the increase in North America.
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High-horsepower industrial engine sales in 2001 were up 16 percent compared to 2000, primarily driven by market share gains in the mining segment and increased sales to
the rail car market as a result of large orders in Europe and Asia.

Earnings from Operations

Earnings before interest, taxes and restructuring actions increased from a loss of $95 million in 2001 to earnings of $37 million in 2002, an improvement of $132 million.
The improvement is primarily a result of higher engine volumes and the accompanying benefit of fixed cost absorption at our manufacturing plants and our continued focus on
cost reduction. The $95 million loss before interest, taxes and restructuring actions in 2001 was $129 million worse on a comparable basis than 2000 results, primarily from
lower volumes due to the downturn in the North American truck industry. Over the last two years, the Engine Business has lowered its break-even results through restructuring
actions and cost-reduction efforts to better align its production costs with expected industry demand levels.

Consolidation of Heavy-Duty Assembly

As part of our continuing effort to reduce our production costs, we announced plans in the fourth quarter of 2002 to consolidate our heavy-duty engine assembly and test
operations at our Jamestown, New York plant. Approximately 200 employees in the heavy-duty engine business were eliminated as a result of consolidating assembly and test
operations at our Columbus, Indiana engine plant into existing assembly operations at our Jamestown plant. The consolidation was completed during the first quarter of 2003.
None of the costs associated with the consolidation were recorded as restructuring charges.

Power Generation Business

The revenue and operating income for the Power Generation Business segment for the three years ended December 31, 2002 were as follows:

2002 2001 2000
$ Millions
Net Sales $ 1,226 $ 1,422 § 1,395
Earnings (loss) before interest, income taxes and restructuring and other
charges (credits) (25) 82 95
Restructuring and other charges — 8 18
Earnings (loss) before interest and income taxes $ 25 $ 74 3 77

Sales in our Power Generation Business were $1.23 billion, down $196 million or 14 percent, compared to 2001. A majority of the sales decline is a result of lower
generator set sales, down 26 percent and lower generator drive sales, down 24 percent, offset by increased sales to the mobile and recreational vehicle markets, up 22 percent
compared to 2001. Total engine shipments for the power generation market were 23,700 units, down 4,000 units, or 14 percent lower than a year ago, reflecting weak demand
and slow economic growth in this market.

Power Generation revenues in 2001 were 2 percent higher than 2000, primarily driven by higher sales to Latin America and Brazil and offset by lower sales in North
America. Sales of small generator sets to the recreational vehicle industry were down 7 percent in 2001 compared to 2000.
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A summary of engine unit shipments for the Power Generation Business by engine category follows:

Unit Shipments 2002 2001 2000
Midrange 14,000 13,800 15,800
Heavy-duty 4,300 6,900 5,700
High-horsepower 5,400 7,000 7,800
23,700 27,700 29,300

Total unit sales of midrange engines to the power generation market were up 200 units, or 1 percent compared to 2001. Generator drive units powered by midrange engines
increased 18 percent over the same period while unit sales to the midrange generator set market were off 15 percent. Total unit sales of heavy-duty engines to the power
generation market decreased 2,600 units, or 38 percent, compared to 2001. Heavy-duty generator drive units were off 45 percent from a year ago while generator sets powered
by heavy-duty engines were down 21 percent year over year. High-horsepower unit sales in the power generation business decreased 1,600 units, or 23 percent compared to



2001. High-horsepower generator drive units declined 11 percent year-over-year while high-horsepower generator set units decreased 34 percent from the prior period. The
decline in unit shipments is attributable to weakening demand in the heavy-duty and high-horsepower power generation equipment markets.

Most of the decline in generator drive units for stationary power occurred in North America, Latin America and Europe and was offset by slight increases in shipments to
India and Southeast Asia markets. A majority of the decline in generator set units is attributable to weak demand in North America, Latin America and Europe.

Sales of alternators increased 6 percent in 2002 compared to 2001 while sales of small generator sets for recreational vehicles and other consumer applications increased
22 percent in 2002 reflecting strong demand in this segment.

Earnings from Operations

In 2002, Power Generation incurred an operating loss before interest and taxes of $25 million, compared to earnings before interest and taxes of $74 million in 2001. The
overall decline in margin and earnings before interest and taxes in the Power Generation Business is attributable to several factors. First is the decrease in volume due to weak
demand. Second is a shift in sales mix, with a decline in unit shipments of higher margin heavy-duty and high-horsepower products. Third, the overall decline in sales volume
resulted in underabsorption of fixed overhead costs at our manufacturing facilities. Fourth, excess inventory in the marketplace continues to create pricing pressures resulting in
heavier discounting to retain market share. Finally, utilization of Power Generation's rental fleet is lower in 2002 compared to last year due to overall weak demand, resulting in
reduced profitability of our rental fleet business.
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Filtration and Other Business

The revenues and operating income for the Filtration and Other Business segment for the three years ended December 31, 2002 were as follows:

2002 2001 2000
$ Millions
Net Sales $ 951 $ 889 § 902
Earnings before interest, income taxes and restructuring and other charges 94 68 91
Restructuring and other charges 4 11
Earnings before interest and income taxes $ 9% 3 64 $ 80

Filtration and Other Business revenues were $951 million in 2002, up $62 million, or 7 percent, compared to 2001 sales. Revenues from filtration products in the U.S. were
up $30 million, or 6 percent, over 2001, reflecting demand improvement and increased market penetration at North American OEMs. Sales to OEMs in Europe, Australia,
Mexico and other international locations also increased compared to 2001. Revenues from the sale of Holset turbochargers were up 15 percent compared to 2001, primarily
from continuing strong business in China. Approximately 27 percent of the increase in 2002 revenues for this business segment is attributable to Holset products.

Earnings from Operations

Earnings before interest, taxes and restructuring actions for the Filtration and Other Business in 2002 were $94 million, up $26 million, or 38 percent, compared to
$68 million in earnings a year earlier. The improvement in profitability is primarily a result of volume increases and the discontinuance of approximately $9 million in goodwill
amortization. In addition, incremental expenses from this segment's new Emission Solutions business were offset by benefits from restructuring actions and our Six Sigma cost
reduction efforts.

International Distributor Business

The revenues and operating income for the International Distributor Business segment for the three years ended December 31, 2002 were as follows:

2002 2001 2000
$ Millions
Net Sales $ 574§ 562§ 555
Earnings before interest, income taxes and restructuring and other charges 33 27 29
Restructuring and other charges 4 1
Earnings before interest and income taxes $ 29§ 26§ 29

Revenues from the International Distributor Business were $574 million, up $12 million, or 2 percent, compared to 2001. Sales of parts and engines increased at distributor
locations in Australia, East and Southeast Asia, partially offset by sales declines in Latin America, primarily Argentina, and Central Europe, primarily Germany. Sales for the
year ending 2001 and 2000 include $42 million and $46 million, respectively, of certain OEM sales that are now classified and reported as sales in the Engine Business
segment. This reporting change had no affect on earnings results in either business segment.
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Earnings from Operations

Earnings before interest and taxes for the International Distributor Business were $29 million in 2002 compared to $26 million in 2001 and $29 million in 2000. The
increase in earnings in 2002 is primarily a result of increased engine and parts sales at our distributors in East Asia, Southeast Asia and South Pacific and offset by lower sales
from distributors in Central Europe, primarily Germany. Earnings from operations in 2001 were lower primarily from the effect of foreign currency exchange losses at our Latin
America distributor in Argentina.



Geographic Markets

Sales to international markets in 2002 were $2.65 billion, or 45 percent of total net sales, compared to $2.64 billion, or 46 percent of total net sales in 2001 and
$2.82 billion, or 43 percent of total net sales in 2000. A summary of our net sales by geographic territory for the last three years follows:

2002 2001 2000
$ Millions
Unites States $ 3202 $ 3,045 § 3,775
Asia/Australia 1,023 901 905
Europe/CIS 763 832 860
Mexico/Latin America 423 471 451
Canada 283 303 418
Africa/Middle East 159 129 188
$ 5853 $ 5,681 § 6,597

Shipments of heavy-duty truck engines to international markets in 2002 decreased 3 percent compared to a year ago, primarily to Latin America and Central Europe,
partially offset by increased shipments to Mexican OEMs. Shipments of midrange automotive engines to international markets increased 10 percent in 2002, primarily to Latin
America OEMs. Engine shipments to the international bus market decreased 20 percent compared to a year ago, primarily to China, India and Mexico, where shipments
declined over 2000 units compared to 2001. Shipments of light-duty automotive engines to international markets declined 4 percent in 2002 compared to 2001. Engine
shipments to international agricultural and construction equipment markets were down 3 percent in 2002 compared to 2001 due to weak market conditions. Engine shipments to
international mining and rail markets were down 17 percent from the prior year.

Sales to the Asia/Australia region increased $122 million, or 14 percent compared to 2001, primarily from increased demand for engines, generator drives and sales at our
Australian distributorship. Sales to Europe/CIS, representing 13 percent of total sales and 29 percent of international sales in 2002, were down 8 percent compared to the prior
year, mostly in the heavy-duty truck markets in the UK. Business in Mexico, Brazil and Latin America decreased 10 percent in 2002 compared to 2001, primarily from lower
power generation revenues and a decline in bus sales, and offset by increased engine sales to the agricultural market. Sales to Canada, representing 5 percent of net sales in 2002,
were down 7 percent compared to 2001 due to lower heavy-duty truck production and lower sales of filtration products. Sales to Africa/Middle East increased 23 percent in
2002 compared to 2001, primarily from engines and parts sales at our distributors in Dubai, Zimbabwe and South Africa.

Net sales to international markets in 2001 compared to 2000 were down $186 million, or 7 percent, primarily due to weak demand in Europe/CIS, lower sales in Canada due
to the downturn in the North American heavy-duty truck market, and lower sales to Africa/Middle East, primarily Turkey.
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Liquidity and Capital Resources
Cash Flows

The following table sets forth key elements of the Company's cash flows for the last three years:

2002 2001 2000
$ Millions
Net cash provided by operating activities $ 193 § 152§ 472
Net cash used in investing activities (152) (140) (410)
Net cash provided by (used in) financing activities 131 2) (81)
Effect of exchange rate changes on cash 2 ) 2)
Net change in cash and cash equivalents $ 174§ 9 3 1)

Cash from Operations. Our operating activities provided positive cash flow of $193 million in 2002 compared to $152 million in 2001 and $472 million in 2000. The
increase in cash from operations in 2002 was largely due to improved net earnings, from a net loss of $103 million in 2001 to net earnings of $82 million in 2002, or an increase
of $185 million, partially offset by decreases in non-cash adjustments for restructuring and asset impairment charges, down $87 million, and non-cash adjustments for earnings
of our joint ventures and alliances, down $17 million. Depreciation and amortization declined $10 million from the prior year, primarily due to the discontinuance of
$11 million of goodwill amortization which does not affect cash flows. Cash flows from operating activities was reduced by a net $33 million from changes in accounts
receivable, inventories, accounts payable and other operating assets and liabilities. Accounts receivable increased $142 million, partially due to repayment of our securitization
program but the increase was offset by inventory reduction and an increase in accounts payable.

Investing Activities. Net cash used in investing activities was $152 million in 2002 compared to $140 million a year ago, an increase of $12 million but down
considerably from the $410 million cash used in investing activities in 2000. Cash flows from investing activities in 2001 benefited from $143 million in proceeds from sale-
leaseback transactions. Excluding the cash flows from these transactions, net cash used in investing activities was $283 million in 2001 compared to $152 million in 2002, or a
decrease of $131 million year-over-year. Most of the decline was a result of lower capital spending in 2002, down $116 million compared to 2001. Reduced capital spending
remains a priority in 2003 as we estimate our capital expenditures will be $110 million, up $20 million compared to 2002, but down considerably from the $200 million
spending levels of 2001 and 2000. Capital expenditures during the first half of 2001 included significant disbursements for a subsequently cancelled engine program.
Investments in and advances to our joint ventures and alliances represented a cash outflow of $60 million in 2002 compared to $48 million a year ago. The advances include
both long-term investment and short-term funding for working capital needs of our joint ventures. Cash inflows from investing activities in 2002 also included $23 million in
proceeds from the sale of a previously consolidated distributorship, $6 million in proceeds from the sale of a distributorship acquired during the second quarter ($5 million
outflow for business acquisition) and $9 million of proceeds from assets sold to the newly formed marine business joint venture, Cummins Mercruiser. Sales of marketable
securities provided $86 million of cash in 2002 but cash was reduced by the purchase $116 million in securities during the same period. During 2001, sales of marketable
securities provided $53 million of cash and $74 million of cash was used for the purchase of marketable securities.

Financing Activities. Net cash provided by financing activities was $131 million in 2002 compared to a net use of cash for financing activities of $2 million in 2001. A
significant financing activity providing cash in 2002 was the issuance of our 9.5% Senior Notes during the fourth quarter (See Note 8 to the Consolidated Financial Statements).
Net proceeds of $244 million from this issuance
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were used to repay borrowings under our accounts receivable securitization program and were also used to retire our 6.25% Notes that matured in March 2003. Significant
financing activities in 2001 included $291 million in proceeds from the issuance of our preferred securities in the second quarter of 2001 of which $247 million was used to
repay borrowings under our short-term credit agreements during that quarter. Payments on long-term borrowings were $87 million in 2002 and included early retirement of our
ESOP Trust Notes (See Note 8 to the Consolidated Financial Statements). Net borrowings under short-term credit agreements were $4 million during 2002 compared to

$248 million in 2001. Dividend payments on our common stock were $50 million in 2002, 2001 and 2000.

Cash and cash equivalents at December 31, 2002 were $224 million, an increase of $174 million compared to $50 million of cash and cash equivalents at the beginning of
the year. A majority of the increase in cash and cash equivalents occurred in the fourth quarter when we received proceeds of $244 million from the issuance of our 9.5% Senior
Notes.

Management Assessment of Liquidity

Since fiscal 2000, we have made a strategic effort to improve our cost structure and improve efficiencies from continuing operations through monetization of assets and
restructuring actions. As a result, we have undertaken various initiatives to improve cash flow, reduce debt obligations and improve our financial flexibility. Our operations
have historically generated sufficient cash to fund our businesses, capital expenditures, research and development and dividend payments. Cash provided by continuing
operations is a major source of our working capital funding. At certain times, cash provided by operations is subject to seasonal fluctuations, and as a result, periodic borrowings
are used to fund working capital requirements. We have available various short and long-term credit arrangements which are discussed below and disclosed in Note 8
"Borrowing Arrangements" of our Consolidated Financial Statements. These credit arrangements and our accounts receivable securitization program provide the financial
flexibility required to satisfy future short-term funding requirements for our debt service obligations, projected working capital requirements and capital spending. With the
exception of payments required under our operating lease agreements, there are no major fixed cash payment obligations occurring until March 2005 when our 6.45% Notes
with principal amount of $225 million mature. Based on projected cash flows from operations and existing credit facilities, management believes the Company has sufficient
liquidity available to meet anticipated capital, debt and dividend requirements in the foreseeable future.

During the fourth quarter of 2000, we entered into a receivable securitization program, which provides a cost-effective method to fund our trade accounts receivable. This
program diversifies our funding base by providing a flexible source of funding that is not reported on our balance sheet. As of December 31, 2002, there were no amounts
outstanding under this program. A more complete description of the securitization program, which discloses certain cash flows related to the program, is found in the following
section "Off Balance Sheet Financing—Accounts Receivable Securitization Program.

In the second quarter of 2001, we issued 6 million shares of cumulative convertible preferred securities subject to mandatory redemption through Cummins Capital Trust I,
a wholly-owned subsidiary. The net proceeds of $291 million from this issuance were used to repay outstanding indebtedness under our revolving credit agreement. Dividends
on the preferred securities are payable at an annual rate of 7% of the $50 liquidation preference on March 15, June 15, September 15 and December 15 of each year or
approximately $5.3 million in each quarter. A complete description of the preferred securities is disclosed in Note 9 of the Consolidated Financial Statements. See also Recently
Issued Accounting Pronouncements below regarding a new accounting standard applicable to these securities.

36

During the second and third quarters of 2001, we entered into two sale-leaseback transactions whereby we sold certain manufacturing equipment and aircraft and received
$143 million in proceeds from the transactions. The leases were accounted for as operating leases. We used the proceeds from these transactions to reduce our indebtedness and
to fund our working capital requirements. Note 18 to the Consolidated Financial Statements contains a description of the sale-leaseback transactions.

During 2002, 2001 and 2000, the Company recorded significant charges to restructure its operations, largely focused in the Engine Business. These actions and the
resulting charges were primarily taken in response to the downturn in the North American trucking industry and related conditions and included workforce reductions, asset
impairment losses, termination of a new engine development program and other charges. Total cash outflows associated with these actions approximated $59 million, the
majority of which has already been disbursed, including $23 million in 2002. The associated annual savings of these restructuring actions are estimated at $97 million upon
completion. Note 7 to the Consolidated Financial Statements describes in detail the restructuring actions we have taken during the last three years.

In November 2002, we entered into a new revolving credit facility that replaced our prior revolving credit facility. The new credit facility provides for aggregate
borrowings of up to $385 million and is available on a revolving basis for a period of three years. Borrowings are primarily available in U.S. dollars, although up to $60 million
of the new credit facility is available for multicurrency borrowing and letters of credit, up to $150 million is available for letters of credit and up to $50 million is available for
swing line loans. We and a number of our subsidiaries are permitted to borrow and obtain letters of credit under the new revolving credit facility, although the aggregate amount
of borrowings by, and letters of credit issued for the benefit of, our subsidiaries under the new facility may not exceed $60 million. As of December 31, 2002, there were no
borrowings outstanding under this credit facility and $94 million was utilized for letters of credit. Note 7 to the Consolidated Financial Statements contains a more complete
description of our new revolving credit facility.

In November 2002, we issued $250 million of unsecured 9.5% Senior Notes that mature in 2010. Proceeds from the issue were approximately $244 million, net of debt
issue costs. Proceeds from the notes were used to repay amounts outstanding under our receivable securitization program and $125 million of the proceeds were used to retire
our 6.25% Notes that matured in March 2003. Interest on the Notes is payable on June 1 and December 1 each year. We can redeem the Notes in whole or in part at any time
after December 1, 2006, at a premium equal to 104.75% of par, declining to par in 2008, plus accrued interest. A more complete description of our Senior Notes is disclosed in
Note 8 to the Consolidated Financial Statements.

Available Credit Capacity

The following table provides the components of the Company's available credit capacity as of December 31, 2002:

$ Millions
Revolving credit facility $ 291
International credit facilities 30
Accounts receivable securitization 56
$ 377

Contractual Obligations and Commercial Commitments



A summary of payments due by period of our contractual obligations and commercial commitments as of December 31, 2002 are shown in the tables below. A more
complete description of
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these obligations and commitments is included in the Notes to Consolidated Financial Statements as referenced below.

2004- 2006- After
Contractual Cash Obligations 2003 2005 2007 2007 Total
$ Millions
Revolving credit facility $ — 3 — 3 — — —
Loans payable 19 — — — 19
Long-term debt 119 245 4 750 1,118
Capital leases 1 1 1 1 4
Operating leases 70 104 81 193 448
Preferred securities of subsidiary trust — — — 291 291
$ 209 $ 350 $ 8 § 1,235 § 1,880
2004- 2006- After
Other Commercial Commitments 2003 2005 2007 2007 Total
$ Millions
Standby letters of credit $ 104 — — — 104
Guarantees 68 — — — 68
$ 172 $ — 3 — — 3 172

Financial Covenants and Credit Rating

A number of our contractual obligations and financing agreements, such as our accounts receivable securitization program, our financing arrangements for independent
distributors, our new revolving credit facility and our equipment sale-leaseback agreement, have restrictive covenants and/or pricing modifications that may be triggered in the
event of downward revisions to our corporate credit rating.

In April 2002, Moody's Investors Services, one of two major credit rating agencies, lowered our long-term and short-term debt ratings primarily as a result of the
continued weakness in the North American heavy-duty truck market. Moody's lowered our senior unsecured long-term debt rating to Bal from Baa3 with a Stable outlook. The
short-term rating, which applies to our short-term borrowings, was lowered to Not-Prime from Prime-3. Standard & Poors, the other major credit rating agency, reaffirmed its
rating of Cummins debt at BBB- and expected the Company's liquidity and credit protection measures to remain satisfactory for the current rating.

In October, Moody's confirmed the long-term rating of our senior debt at Bal but changed the outlook to Negative from Stable. Also in October, Standard & Poors
lowered our corporate credit rating to BB+ from BBB- with a Negative outlook, primarily as a result of declining power generation sales and weak heavy and medium-duty
truck demand. In November, Moody's lowered our long-term senior unsecured debt rating from Bal to Ba2 as a result of our securing borrowings under the revolving credit
facility.

Any rating can be revised upward or downward or withdrawn at any time by a rating agency if it decides the circumstances warrant that change, and there can be no
assurance that our debt ratings will not be lowered further or withdrawn by a rating agency. Any future lowering of our debt ratings could further increase the cost of our
financing agreements and arrangements, and also have a negative impact on our ability to access the capital markets or borrow funds at current rates. However, we do not
believe further downgrade of our credit rating will have a material impact on our financial results or our financial condition. The following is a discussion regarding the impact
of the credit ratings on our financing arrangements.
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Off Balance Sheet Financing—A ccounts Receivable Securitization Program

We entered into our accounts receivable securitization program in December 2000. As of December 31, 2002, there were no proceeds outstanding under the securitization
program and as of December 31, 2001, $55 million was outstanding under the program. The original agreement for this program required us to maintain a minimum investment
grade credit rating in our long-term senior unsecured debt. As a result of the Moody's downgrade in April 2002, we renegotiated the terms of the securitization agreement and
renewed the requirement to maintain a minimum investment grade credit rating. The terms of the new agreement provide for an increase in the interest rate and fees under this
program of approximately $0.5 million annually at current funding levels. As a result of amending the requirement, neither the October 2002 Standard & Poor's downgrade, or
the November 2002 Moody's downgrade affected our funding under this program. Further downgrade of our debt rating from Moody's will require us to renegotiate the terms
of our securitization agreement in order to continue funding under this program. Note 4 to the Consolidated Financial Statements provides a more complete discussion of our
accounts receivable securitization program.

Financing Arrangements for Related Parties

In accordance with the provisions of various joint venture agreements, we may purchase products and components from the joint ventures, sell products and components to
the joint ventures and the joint ventures may sell products and components to unrelated parties. Joint venture transfer prices to us may differ from normal selling prices. Certain
joint ventures agreements transfer product to us at cost, some transfer product to us on a cost-plus basis, and others transfer product to us at market value.

We purchase significant quantities of mid-range diesel and natural gas engines, components and service parts from Consolidated Diesel Company (CDC), an
unconsolidated general partnership. The partnership was formed in 1980 with J. I. Case (Case) to jointly fund engine development and manufacturing capacity. Cummins and
Case (now CNH Global N.V.) are general partners and each partner shares 50 percent ownership in CDC. Under the terms of the agreement, CDC is obligated to make its entire



production of diesel engines and related products available solely to the partners. Each partner is entitled to purchase up to one-half of CDC's actual production; a partner may
purchase in excess of one-half of actual production to the extent productive capacity is available beyond the other partner's purchase requirement. The partners are each
obligated, unconditionally and severally, to purchase annually at least one engine or engine kit produced by CDC, provided a minimum of one engine or kit is produced. The
transfer price of CDC's engines to the partners must be sufficient to cover its manufacturing cost in such annual accounting period, including interest and financing expenses,
depreciation expense and payment of principal on any of CDC's indebtedness. In addition, each partner is obligated to contribute one-half of the capital investment required to
maintain plant capacity and each partner has the right to invest unilaterally in plant capacity, which additional capacity can be utilized by the other partner for a fee. To date,
neither partner has made a unilateral investment in plant capacity at CDC.

We are not a guarantor of any of CDC's obligations or commitments; however, we are required to provide up to 50 percent of CDC's base working capital as defined by the
agreement. The amount of base working capital is calculated each quarter and if supplemental funding greater than the base working capital amount is required, the amount is
funded through third party financing arranged by CDC, or we may elect to fund the requirement although we are under no obligation to do so. To date, when supplemental
funding is required above the base working capital amount, we have elected to provide that funding to CDC. If the amount of supplemental funding required is less than the
base working capital amount, it is funded equally by the partners. Excess cash generated by CDC is remitted to Cummins until CDC's working capital amount is reduced to the
base working capital amount. Any further cash remittances from CDC to the partners are shared equally by the partners.
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Financing Arrangements and Guarantees for Distributors
U.S. Distributors

We guarantee the revolving loans, term loans and leases in excess of a specified borrowing base for certain independently owned and operated North American distributors
as well as distributors in which we own an equity interest. The agreement requires us to maintain a minimum investment grade credit rating for our long-term senior unsecured
debt. As a result of the Moody's downgrade in April 2002, our guarantee under the operating agreement for our guarantee program increased to the full amount of distributor
borrowings outstanding under the program. In the interim, the program lender agreed to waive the additional guarantees of distributor indebtedness that were required upon our
ratings downgrade and continued to fund the distributors under this program. We then amended the operating agreement with the lender under the program to lower the ratings
trigger one level. Subsequently, as a result of the Moody's downgrade in November 2002, our guarantee under the operating agreement for the guarantee program again
increased to the full amount of distributor borrowings under this program. We again amended the operating agreement with the lender under the program, lowering the rating
trigger for a period of approximately two years, at which time the rating trigger will resume to its prior level. Under the amended agreement, if our long-term senior unsecured
debt rating falls below "BB" with Standard & Poor's or below "Ba2" with Moody's, the lender under the program could elect to curtail distributor borrowings and the amount of
our guarantee would increase to the total distributor borrowings outstanding under the program. This rating level trigger remains in effect until August 31, 2004, at which time
the ratings trigger reverts to a rating of below "BBB-" for Standard & Poor's or below "Baa3" for Moody's.

In addition, in the event the rating on our long-term senior unsecured debt falls below the thresholds described above, we will also be required to pay the lender a monthly
fee equal to 0.50 percent on the daily average outstanding balance of each financing arrangement under the operating agreement. Further, in the event that any distributor
defaults under a particular financing arrangement, we will be required to purchase the assets of that distributor that secure its borrowings under the financing arrangement

The operating agreement will continue in effect until February 7, 2007, and may be renewed by the parties for additional one year terms. As of December 31, 2002, we had
guaranteed $43 million of financing arrangements under the operating agreement relating to U.S. distributor borrowings of $292 million.

Canadian Distributors

We have entered into a number of guarantee agreements with a Canadian lender pursuant to which we have agreed to guarantee borrowings of certain independent
distributors of our products in Canada. Under the terms of these agreements, our guarantee with respect to any one financing arrangement between a distributor and lender is
limited to 50 percent of the aggregate principal amount of the financing. As of December 31, 2002, we had $15 million of guarantees outstanding under these guarantee
agreements relating to distributor borrowings of $30 million.

New Revolving Credit Facility

In November 2002, we entered into a new revolving credit facility that replaced our prior revolving credit facility. The new revolving credit facility provides for aggregate
borrowings of up to $385 million and is available on a revolving basis for a period of three years. Borrowings are primarily available in U.S. dollars, although up to $60 million
of the new credit facility is available for multicurrency borrowing and letters of credit, up to $150 million is available for letters of credit and up to $50 million is available for

swing line loans. We and a number of our subsidiaries are permitted to borrow and obtain letters of credit under the new revolving credit facility, although the aggregate
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amount of borrowings by, and letters of credit issued for the benefit of, our subsidiaries under the new facility may not exceed $60 million.

We guarantee all borrowings of our subsidiaries under the new revolving credit facility. In addition, our principal domestic subsidiaries guarantee all borrowings under the
new revolving credit facility, although certain of those guarantees are limited by the terms of our existing public indenture (which governs a number of our existing notes and
debentures) that restrict the ability of our subsidiaries to incur or guarantee indebtedness, and are limited by similar terms in the indenture governing our $250 million senior
notes.

Borrowings under the new revolving credit facility (other than swing line loans) bear interest at a rate equal to, at our option:

. the London inter-bank offered rate (LIBOR) plus a spread ranging from 0.875 percent to 2.5 percent based on our credit rating and utilization of the credit
facility; or
. the Alternate Base Rate rate or ABR (which is the greater of the administrative agent's prime rate and the federal funds effective rate plus 0.5 percent) plus a

spread ranging from 0 percent to 1.5 percent based on our credit rating and utilization of the credit facility.

Following the November 2002 downgrade from Moody's, the effective rate of interest on our borrowings under the new revolving credit facility increased from LIBOR
plus 175 basis points (1.75%) to LIBOR plus 200 basis points (2.0%).

Swing line loans bear interest at the ABR rate plus a spread based on our credit rating and utilization of the new revolving credit facility, or such other rate as is agreed to
by us and the swing line lender. We are required to pay quarterly facility fees on unused commitments under the new revolving credit facility, which fees are based upon our
credit rating. We also are required to pay an annual administration fee to the administrative agent for the facility.



Our obligations and the obligations of our subsidiaries under the new revolving credit facility are collateralized by security interests in substantially all of our assets and the
assets of our domestic subsidiaries that guarantee obligations under the facility (other than shares of stock or indebtedness of our subsidiaries that are "restricted subsidiaries"
under the terms of our existing public indenture and other than assets that are considered "principal properties” of ours or of our "restricted subsidiaries" under the terms of our
existing public indenture).

The terms of the new revolving credit facility contain covenants that restrict our ability, and the ability of our subsidiaries, to among other things, incur liens, enter into sale
and leaseback transactions, enter into merger, consolidation or asset sale transactions, dispose of capital stock of subsidiaries, incur subsidiary indebtedness and enter into swap
transactions. The new revolving credit facility also restricts our ability to, under the terms of our existing public indenture, redesignate "unrestricted subsidiaries" as "restricted
subsidiaries" or designate future subsidiaries as "restricted subsidiaries". The new revolving credit facility also contains the following financial covenants:

. we may not permit our net worth to fall below an amount equal to the sum of (1) $1.15 billion and (2) 25 percent of the sum of our consolidated net earnings for
each of the fiscal quarters commencing after September 29, 2002 to and including the most recent fiscal quarter prior to the date on which the net worth
calculation is made and (3) 75 percent of the amount by which our net worth has increased as a result of our issuance of capital stock after September 29, 2002;

. we may not permit the ratio of (1) the sum of our consolidated indebtedness and our securitization financings to (2) the sum of our consolidated indebtedness,
securitization financings and net worth to be equal to or greater than 0.55 to 1.0; and
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. we may not permit the ratio of (1) our consolidated EBITDA minus capital expenditures to (2) our consolidated interest expense for any period of four
consecutive quarters, to be less than 1.50 to 1.0.

For purposes of the financial covenants described above, "net worth," "consolidated net income," "consolidated indebtedness," "consolidated EBITDA," "consolidated

interest expense" and other financial measurements are calculated in the manner provided by the terms of the new revolving credit facility agreement.

As of December 31, 2002, we did not have any outstanding borrowings under this revolving credit facility and we were in compliance with all of the covenants of this
agreement.

Equipment Sale-Leaseback Agreement

In 2001, we entered into a sale-leaseback agreement whereby we sold certain manufacturing equipment and leased it back under an operating lease. As a result of the
Moody's downgrade in April 2002, and the Standard & Poor's downgrade in October 2002, we were required under the lease agreement to obtain irrevocable, unconditional
standby letters of credit in an amount of $64 million. The letters of credit were posted to the benefit of the equipment lessor and lenders and will remain in effect until we
achieve and maintain a minimum investment grade credit rating for twelve consecutive months. If we had been unable to obtain these letters of credit, we would have satisfied
our obligation under the lease agreement by borrowing under our prior revolving credit facility and posting the proceeds as collateral. The November 2002, Moody's downgrade
had no effect on this agreement. The equipment sale-leaseback transaction is disclosed in Note 18 of the Consolidated Financial Statements.

Critical Accounting Policies

A summary of our significant accounting policies is included in Note 1 of our Wnsolidated Financial Statements of this annual report. We believe the application of our
accounting policies on a consistent basis enables us to provide financial statement users with useful, reliable and timely information about our earnings results, financial
condition and cash flows.

Our financial statements are prepared in accordance with generally accepted accounting principles that oftentimes require management to make judgments, estimates and
assumptions regarding uncertainties that affect the reported amounts presented and disclosed in our financial statements. Our management reviews these estimates and
assumptions based on historical experience, changes in business conditions and other relevant factors that they believe to be reasonable under the circumstances. In any given
reporting period, our actual results may differ from the estimates and assumptions used in preparing our financial statements.

Critical accounting policies are those that may have a material impact on our financial statements and also require management to exercise significant judgment due to a
high degree of uncertainty at the time estimates are made. Our senior management has discussed the development and selection of our accounting policies, related accounting
estimates and the disclosures set forth below with the Audit Committee of our Board of Directors. We believe our critical accounting policies include those addressing the
recoverability and useful lives of assets (including goodwill), estimation of liabilities for product coverage programs and accounting for income taxes, pensions and
postretirement benefits.

Recoverability of Long-lived Assets
Our investment in engine manufacturing equipment is depreciated using a modified units-of-production method. The cost of all other equipment is depreciated using the
straight-line method. Under the modified units-of-production method, the service life of our assets is measured in terms of units of product produced rather than the passage of

time. Depreciation expense under this
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method is likewise measured in terms of units of product produced subject to a minimum level or floor. The assumptions and estimates regarding asset service life, residual
value and units of production are based on a number of factors, including but not limited to, wear and tear, deterioration, and obsolescence. Actual results could differ from our
estimates due to changes in retirement or maintenance practices, the introduction of new technology and new products or other changes that may affect the expected service
lives of the assets. We evaluate the carrying value of our long-lived assets by performing impairment tests whenever events or changes in circumstances indicate possible
impairment. In addition, we perform an annual impairment test for the goodwill that is recorded in our Statement of Financial Position.

Product Coverage Costs

We estimate and record a liability for product coverage programs, other than product recalls, at the time our products are sold. Our estimates are based on historical
experience and reflect management's best estimates of expected costs at the time products are sold and subsequent adjustment to those expected costs when actual costs differ.
As a result of uncertainty surrounding the nature and frequency of product recall programs, the liability for such programs is recorded when the recall action is announced. Our
warranty liability is affected by component failure rates, repair costs, and the time of failure, partially offset by recovery from certain of our vendors. Future events and
circumstances related to these factors could materially change our estimates and require adjustments to our liability. Note 1 of the Consolidated Financial Statements contains a
summary of the activity in our product coverage liability account, including adjustments to pre-existing warranties during the period.



Realization of Deferred Tax Assets

We determine our provision for income taxes using the asset and liability method. Under this method, deferred tax assets and liabilities are recognized for the future tax
effects of temporary differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Future tax benefits of tax loss
and credit carryforwards are also recognized as deferred tax assets. We evaluate the realizability of our deferred tax assets each quarter by assessing the likelihood of future
profitability and available tax planning strategies that could be implemented to realize our net deferred tax assets. At December 31, 2002, the Company has recorded net
deferred tax assets of $768 million. These assets include $334 million for the value of tax loss and credit carryforwards that generally have a limited life and begin expiring in
2008. The ultimate realization of our net deferred tax assets will require a higher level of profitability than the Company has achieved in recent years. Having assessed the future
profit plans and tax planning strategies together with the years of expiration of carryforward benefits, a valuation allowance of $41 million has been recorded to reduce the tax
assets to the net value management believes is more likely than not to be realized. Should the Company's operating performance not improve, future assessments could conclude
a larger valuation allowance will be needed to further reduce the deferred tax assets. Factors that may affect our ability to achieve a higher level of profitability include, but are
not limited to, a decline in sales or gross margin, loss of market share, increased competition, and existing and future regulatory standards. In addition, we operate within
multiple taxing jurisdictions and are subject to tax audits in these jurisdictions. These audits can involve complex issues, which may require an extended period of time to
resolve. However, we believe we have made adequate provision for income taxes for all years that are subject to audit. A more complete description of our income taxes and the
future benefits of our tax loss and credit carryforwards are disclosed in Note 12 to the Consolidated Financial Statements.
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Pension and Other Postretirement Benefits

We sponsor a number of pension and other retirement plans in various countries. In the U.S. and the U.K. we have several major defined benefit plans that are separately
funded. We account for our pension and other postretirement benefit programs in accordance with SFAS No. 87 "Employers' Accounting for Pensions" and SFAS No. 106
"Employers' Accounting for Postretirement Benefits Other than Pensions". These standards require that amounts recognized in financial statements be determined using an
actuarial basis. As a result, our pension and other postretirement benefit programs are based on a number of statistical and judgmental assumptions that attempt to anticipate
future events and are used in calculating the expense and liability related to our plans. These assumptions include a discount rate, an expected return on plan assets rate, a future
compensation increase rate, and a health care cost trend rate. In addition, there are also subjective actuarial assumptions relating to retirement age, mortality rates and participant
withdrawals. The actuarial assumptions we use may differ significantly from actual results due to changing economic conditions, participant life span, withdrawal rates and
changes in actual costs of health care. These differences may result in a material impact to the amount of pension and other post-retirement benefit expenses that are recorded.

The most significant assumptions used in determining our pension income (expense) in accordance with SFAS No. 87 are the expected return on plan assets and the
discount rate for pension expense calculation purposes. In 2001 and 2002, we assumed the expected long-term return on our plan assets would be 10 percent for U.S. plans and
8.5 percent for U.K. plans. Over the past two years, global capital market developments have resulted in negative returns on our plan assets and a decline in the discount rate
used to estimate the related pension liability. As a result, at November 30, 2002, the present value of our pension obligation (the accumulated benefit obligation or "ABO")
exceeded the fair value of its assets, which required us to record a fourth quarter "minimum pension liability" adjustment of $415 million in accordance with SFAS No. 87. The
effect of this non-cash adjustment was to increase pension liabilities by $415 million, increase intangible assets by $13 million and increase other comprehensive loss, a contra
shareholders' account, by $402 million ($257 million after-tax). If the fair value of the pension plan assets exceeds the ABO in future years, the charge to shareholders' equity
would be reversed. Alternatively, if the fair market value of the pension plan assets experiences further declines or the discount rate is reduced, additional charges to
accumulated other comprehensive income (loss) may be required in future periods. The financial ratios and net worth covenants contained in our credit arrangements and debt
securities agreements were not affected by the 2002 minimum pension liability adjustment.

As a result of lower investment returns experienced in the past two years, we have changed our pension plan asset return assumptions which will impact pension expense in
future periods. Our expected long-term rate of return on assets has been lowered to 8.5 percent in the U.S. and 8.2 percent in the U.K. with consultation from and the
concurrence of our actuaries. The effect of lowering our long-term rate of return assumption will increase our 2003 pension expense, as measured in accordance with SFAS
No. 87, by approximately $30 million compared to the amount recorded in 2002. In addition, the discount rate for our U.S. plans has declined from 7.25 percent at
September 30, 2001, to 7.0 percent at November 30, 2002, and from 6.25 percent at September 30, 2001, to 5.8 percent at November 30, 2002, for our UK plans.

During the fourth quarter of 2002, we changed the date for measuring our return on pension plan assets and our minimum liability for pension obligations from
September 30 to November 30. We believe this change in measurement dates aligns more closely with the date of our financial statements and provides a more current
measurement of plan assets and obligations than previously presented. The impact of this change is reported in our Consolidated Statements of Earnings as a change in
accounting principle, and had a favorable cumulative after tax effect of $3 million, or $0.07 per share, recorded as of January 1, 2002. The effect on 2002 net earnings of this
accounting change was not material.
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During 2002 and 2001, we made cash contributions to our pension plans of $81 million and $84 million, respectively, and we expect to make cash contributions of
approximately $105 million during 2003. Note 11 of the Notes to the Consolidated Financial Statements provides a summary of our pension benefit plan activity, the funded
status of our plans and the amounts recognized in our Consolidated Financial Statements.

Recently Adopted Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standard No. 141 (SFAS 141), "Business Combinations"
concurrent with Statement of Financial Accounting Standards No. 142 (SFAS 142) "Goodwill and Other Intangible Assets". We adopted the new accounting standards on
January 1, 2002.

SFAS 141 requires that the purchase method of accounting be used for all business combinations initiated after June 30, 2001. SFAS 141 also provides new criteria in the
determination of intangible assets, including goodwill acquired in a business combination, and expands financial disclosures concerning business combinations. The adoption of
SFAS 141 did not affect previously reported amounts of goodwill and other intangible assets included in our Statements of Financial Position.

SFAS 142 requires that goodwill and certain other intangible assets with indefinite useful lives no longer be amortized but instead are allocated to applicable reporting
units for purposes of performing annual impairment tests using a two-step process. To the extent that impairment exists, we are required to perform a second test to measure the
amount of the impairment. During the first quarter 2002, we completed the first step of the transitional goodwill impairment test which required us to compare the fair value of
our reporting units to the carrying value of the net assets of our reporting units as of January 1, 2002. For each of our reporting units, the estimated fair value was determined
utilizing the expected present value of the future cash flows of the units. Based on this analysis, we concluded that the fair value of each of our reporting units exceeded their
carrying, or book value, including goodwill, and therefore we did not recognize any impairment of goodwill.

We elected to perform the annual impairment test of our recorded goodwill as required by SFAS 142 as of September 29, 2002, the end of our fiscal third quarter. The
results of this annual impairment test indicated that the fair value of each of our reporting units as of September 29, 2002, exceeded their carrying, or book value, including
goodwill, and therefore our recorded goodwill was not subject to impairment. As required by SFAS 142, our Consolidated Statements of Earnings for periods prior to its



adoption have not been restated. However, the effect on our net earnings and earnings per share of excluding goodwill amortization is shown in Note 6 of the Notes to the
Consolidated Financial Statements.

In August 2001, the FASB issued Statement of Financial Accounting Standard No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets" (SFAS 144),
which supersedes SFAS 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of". This Statement establishes a single
accounting model for the impairment or disposal of long-lived assets. We adopted the provisions of SFAS 144 on January 1, 2002, as required. The adoption did not have a
material impact on our results of operations or financial position in fiscal 2002.

Early Adoption of Accounting Pronouncement

In April 2002, the FASB issued Statement of Financial Accounting Standards No. 145, "Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections." (SFAS 145). This Statement, among other amendments, requires that certain gains and losses on the extinguishment of debt
previously recorded as extraordinary items be classified as income or loss from continuing operations. In the fourth quarter 2002, we retired our ESOP Trust notes and elected
to early adopt the provisions of this statement for fiscal year 2002. We paid $8 million in net
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premiums for the early retirement of our ESOP Trust Notes and the amount is classified as a separate caption from continuing operations in owConsolidated Statements of
Earnings. See Note 8 of the Consolidated Financial Statements. We will adopt the remaining provisions of SFAS 145 in fiscal 2003 and do not expect it to have a material
impact on our Consolidated Financial Statements.

Recently Issued Accounting Pronouncements

In June 2001, the FASB issued Statement of Financial Accounting Standard 143, "Accounting for Asset Retirement Obligations." This Statement establishes standards of
accounting for obligations associated with the retirement of tangible long-lived assets and the associated asset retirement costs. It requires obligations associated with the
retirement of long-lived assets to be capitalized as part of the carrying value of the related asset. We adopted the provisions of this standard on January 1, 2003. The adoption of
SFAS 143 is not expected to have a material impact on our Consolidated Financial Statements in fiscal 2003.

In June 2002, the FASB issued Statement of Financial Accounting Standard 146, "Accounting for Costs Associated with Exit or Disposal Activities" (SFAS 146). This
standard nullifies Emerging Issues Task Force (EITF) Issue No. 88-10 "Costs Associated with Lease Modification or Termination" and EITF Issue No. 94-3 "Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring)". SFAS 146 requires that a
liability for a cost associated with an exit or disposal activity be recognized and measured at its fair value when the liability is incurred. We adopted the provisions of SFAS 146
for exit or disposal activities, such as restructuring, involuntarily terminating employees, and costs associated with consolidating facilities, on January 1, 2003. The adoption of
SFAS 146 is not expected to have a material impact on our Consolidated Financial Statements in fiscal 2003.

In November 2002, the FASB issued FASB Interpretation No. 45 (FIN 45), "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others," an interpretation of SFAS Nos. 5, 57, and 107 and rescission of FASB Interpretation No. 34. FIN 45 elaborates on the disclosures to be
made by a guarantor about its obligations under certain guarantees that it has issued. In addition, the interpretation requires an entity to recognize, at the inception of a
guarantee, an initial liability for the fair value of an obligation assumed by issuing a guarantee. The disclosure provisions of FIN 45 are effective for financial statements issued
after December 15, 2002. The recognition and measurement provisions of FIN 45 are applicable only on a prospective basis for guarantees issued or modified after
December 31, 2002. See Note 19 to the Consolidated Financial Statements for a discussion of our guarantees existing at December 31, 2002, and Note 1 for an analysis of our
product coverage liabilities. We adopted the provisions FIN 45 on January 1, 2003. The adoption of FIN 45 is not expected to have a material impact on our Consolidated
Financial Statements in fiscal 2003.

In November 2002, the Emerging Issues Task Force released Issue No. 00-21, "Revenue Arrangements with Multiple Deliverables." This Issue provides guidance in
determining when an arrangement involving multiple deliverables contains more than one unit of accounting and when more than one unit of accounting exists how the
arrangement consideration should be allocated to the multiple units. The application of this issue could affect the timing of revenue recognition for multiple deliverable
arrangements. The guidance in this Issue is prospective for revenue arrangements entered into after June 30, 2003. We are in the process of analyzing the impact this EITF will
have, if any, on our revenue recognition in future accounting periods.

In December 2002, the FASB issued Statement of Financial Accounting Standard No. 148, "Accounting for Stock-Based Compensation—Transition and Disclosure, An
Amendment of SFAS No. 123" (SFAS 148). This Statement amends SFAS 123, "Accounting for Stock-Based Compensation", to provide alternative methods of transition for

companies that voluntarily change to the fair value
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based method of accounting for stock-based employee compensation. It also amends the disclosure provisions of that standard to require prominent disclosure about the effects
on reported net income of an entity's accounting policy decisions with respect to stock-based employee compensation. SFAS 148 also amends Accounting Principles Board
Opinion No. 28, "Interim Financial Reporting", to require disclosure about those effects in interim financial information. We adopted the provisions of SFAS 123 on January 1,
2003.

In January 2003, the FASB issued FASB Interpretation 46, "Consolidation of Variable Interest Entities", an Interpretation of Accounting Research Bulleting No. 51
"Consolidated Financial Statements". FIN 46 provides guidance related to identifying variable interest entities (VIEs), more commonly referred to as special purpose entities
(SPES) or off-balance sheet structures, and requires each company involved with a special purpose entity to determine whether it provides financial support to the special
purpose entity through a variable interest. Variable interests may arise from financial instruments, service contracts, minority ownership interests or other arrangements. If an
entity holds a majority of the variable interests, or a significant variable interest that is considerably more than any other party's variable interest, that entity would be required
to include the assets, liabilities and results of operations of the special purpose entity in its Consolidated Financial Statements. In addition, FIN 46 requires disclosure for both
VIEs that are consolidated as well as VIEs that are unconsolidated and hold a significant amount of beneficial interests, but not the majority. The disclosure provisions of FIN
46 are effective for financial statements issued after January 31, 2003, and the consolidation requirements applicable to Cummins are effective after June 15, 2003.

Currently, we have three SPEs, two of which are already consolidated (See Notes 4 and 9 of the Notes to the Consolidated Financial Statements). We are assessing the
impact of FIN 46 on the third SPE, an entity that is a party to our sale-leaseback transaction entered into in 2001. However, we do not believe that it is reasonably possible that
the adoption of FIN 46 will result in our consolidation of this SPE (See Note 1 regarding Off Balance Sheet Arrangements and Special Purpose Entities).

In April 2003, the FASB issued SFAS No. 149, "Amendment of Statement 133 on Derivative Instruments and Hedging Activities" (SFAS 149). SFAS 149 amends and
clarifies accounting and reporting for derivative instruments and hedging activities under SFAS 133, "Accounting for Derivative Instruments and Hedging Activities." The
Statement is effective for derivative instruments and hedging activities entered into or modified after June 30, 2003, except for certain forward purchase and sale securities. For
forward purchase and sale securities, SFAS 149 is effective for both new and existing securities after June 30, 2003. We do not believe the adoption of this statement will have a



material effect on our Consolidated Financial Statements.

In May 2003, the FASB issued Statement of Financial Accounting Standard No. 150, "Accounting for Certain Financial Instruments with Characteristics of both Liabilities
and Equity" (SFAS 150). SFAS 150 establishes accounting standards regarding the classification and measurement of certain financial instruments with characteristics of both
liabilities and equity. SFAS 150 requires financial instruments meeting certain criteria to be reported as liabilities that were previously reported as equity or were reported as
"mezzanine debt" between liabilities and equity. The Company's Convertible Preferred Securities of Subsidiary Trust (Note 9 of the Consolidated Financial Statements) fall
within the scope of SFAS No. 150 and will be classified as a liability in our Consolidated Statement of Financial Position effective after June 30, 2003. In addition, payments or
accruals of dividends on the preferred securities will also be prospectively classified as interest expense in our Consolidated Statement of Earnings. We do not believe adoption
of SFAS No. 150 will have a material effect on our Consolidated Financial Statements and will not effect our compliance with various financing arrangements or our revolving
credit facility.
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Forward Looking Statements

This annual report and our press releases, teleconferences and other external communications contain forward-looking statements that are based on current expectations,
estimates and projections about the industries in which we operate and management's beliefs and assumptions. Words, such as "expects," "anticipates," "intends," "plans,"
"believes," "seeks," "estimates," variations of such words and similar expressions are intended to identify such forward-looking statements. These statements are not guarantees
of future performance and involve certain risks, uncertainties and assumptions ("Future Factors") which are difficult to predict. Therefore, actual outcomes and results may
differ materially from what is expressed or forecasted in such forward-looking statements. We undertake no obligation to update publicly any forward-looking statements,

whether as a result of new information, future events or otherwise.

Future Factors include increasing price and product competition by foreign and domestic competitors, including new entrants; rapid technological developments and
changes; the ability to continue to introduce competitive new products on a timely, cost-effective basis; the mix of products; the achievement of lower costs and expenses;
domestic and foreign governmental and public policy changes, including environmental regulations; protection and validity of patent and other intellectual property rights;
reliance on large customers; technological, implementation and cost/financial risks in increasing use of large, multi-year contracts; the cyclical nature of our business; the
outcome of pending and future litigation and governmental proceedings; and continued availability of financing, financial instruments and financial resources in the amounts, at
the times and on the terms required to support our future business.

These are representative of the Future Factors that could affect the outcome of the forward-looking statements. In addition, such statements could be affected by general
industry and market conditions and growth rates, general domestic and international economic conditions, including interest rate and currency exchange rate fluctuations, and
other Future Factors.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

We are exposed to financial risk resulting from changes in foreign exchange rates, interest rates and commodity prices. This risk is closely monitored and managed through
the use of financial (derivative) instruments including price swaps, forward contracts and interest rate swaps. As clearly stated in our policies and procedures, financial
instruments are used expressly for hedging purposes, and under no circumstances are they used for speculative purposes. Our hedging transactions are entered into with banking
institutions that have strong credit ratings, and thus the credit risk associated with these transactions is not considered significant. The results and status of our hedging
transactions are reported to senior management on a monthly and quarterly basis. Note 13 of the Notes to Consolidated Financial Statements contains further information
regarding financial instruments and risk management.

The following describes our risk exposures and provides results of sensitivity analyses performed on December 31, 2002. The sensitivity test assumes instantaneous,
parallel shifts in foreign currency exchange rates, and commodity prices.

Foreign Exchange Rates

We are exposed to foreign currency exchange risk as a result of our international business presence. We transact extensively in foreign currencies and have significant
assets and liabilities denominated in foreign currencies. As a result, our earnings experience some volatility related to movements in foreign currency exchange rates. In order to
benefit from global diversification and naturally offsetting currency positions, we enter into forward contracts to hedge our existing exposures (recognized asset and liability)

and forecasted transactions. The objective of our hedging program is to
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reduce the impact of changes in foreign exchange rates on earnings by essentially creating offsetting currency exposures.

As of December 31, 2002, the potential gain or loss in the fair value of our outstanding foreign currency contracts, assuming a hypothetical 10 percent fluctuation in the
currencies of such contracts, would be approximately $.2 million. The sensitivity analysis of the effects of changes in foreign currency exchange rates assumes the notional
value to remain constant for the next 12 months. The analysis ignores the impact of foreign exchange movements on our competitive position and potential changes in sales
levels. It should be noted that any change in the value of the contracts, real or hypothetical, would be significantly offset by an inverse change in the value of the underlying
hedged items. (See Note 13 of the Consolidated Financial Statements.)

Interest Rates

We are also exposed to interest rate risk as result of our indebtedness. Our objective in managing our exposure to changes in interests rates is to limit the effect of interest
rate changes on earnings and cash flows and to lower our overall cost of borrowing. To achieve this objective, we primarily use interest rate swap agreements to manage
exposure to interest rate changes related to our borrowing arrangements.

In November 2002, we terminated an interest rate swap relating to our 6.45% Notes that mature in 2005. The swap converted $225 million notional amount from fixed rate
debt into floating rate debt and would have matured in 2005. The termination of this swap resulted in a $12 million gain. The gain is being amortized to earnings as a reduction
of interest expense over the remaining life of the debt. The amount of gain recognized in 2002 was $0.9 million. The remaining balance of the deferred gain is classified as
"Long-term debt" in our Consolidated Statements of Financial Position.

In March 2001, we terminated three fixed-to-floating interest rate swap agreements related to our 6.25% Notes with principal amount of $125 million due in 2003 and
6.45% Notes with principal amount of $225 million due in 2005. The termination of these swaps resulted in a $9 million gain. The gain is being amortized to earnings as a
reduction of interest expense over the remaining life of the debt. The amount of gain recognized in 2002 and 2001 was $2.9 million and $2.5 million, respectively.



As of December 31, 2002, we do not own any interest rate swap agreements. (See Note 13 of the Consolidated Financial Statements.)
Commodity Prices

We are also exposed to fluctuations in commodity prices through the purchase of raw materials as well as contractual agreements with component suppliers. To reduce the
effect of raw material price changes for select commodities, we enter into commodity swap contracts to hedge a portion of our anticipated raw material purchases.

As of December 31, 2002, the potential gain or loss related to the outstanding commodity swap contracts, assuming a hypothetical 10 percent fluctuation in the price of
such commodities, would be approximately $.3 million. The sensitivity analysis of the effects of changes in commodity prices assumes the notional value to remain constant for
the next 12 months. The analysis ignores the impact of commodity price movements on our competitive position and potential changes in sales levels. It should be noted that
any change in the value of the swaps, real or hypothetical, would be significantly offset by an inverse change in the value of the underlying hedged items. (See Note 13 of the
Consolidated Financial Statements.)

Item 8. Financial Statements and Supplementary Data.

See the Index to Financial Statements.
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Item 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure.

On April 1, 2002, our Board of Directors adopted the recommendation of its Audit Committee to replace Arthur Andersen LLP as our independent public accountants and
engaged PricewaterhouseCoopers LLP to serve as independent public accountants for the fiscal year 2002. On June 15, 2002, a jury in Houston, Texas found Arthur Andersen
LLP guilty of a Federal obstruction of justice charge arising from the Federal government's investigation of Enron Corporation. On August 31, 2002, Arthur Andersen LLP
ceased practicing before the Securities and Exchange Commission.

Arthur Andersen LLP provided us with auditing services for prior fiscal periods through December 31, 2001, including issuing an audit report with respect to our audited
Consolidated Financial Statements for each of the fiscal years ended December 31, 2001 and 2000. Andersen's report did not contain an adverse opinion or disclaimer of
opinion, nor was it qualified or modified as to uncertainty, audit scope or accounting principles. During the fiscal years ended December 31, 2001 and 2000 and the interim
period between December 31, 2001 and April 1, 2002, there were no disagreements with Andersen on any matter of accounting principles or practices, financial statement
disclosure or auditing scope or procedure. During this period there were also no disagreements, which, if not resolved to the satisfaction of Andersen, would have caused it to
make reference to the subject matter in its report on the Consolidated Financial Statements for such years.

During the years ended December 31, 2001 and 2000 and through April 1, 2002, there were no reportable events as defined in Item 304 (a) (1) (v) of Regulation S-K as
promulgated by the Securities and Exchange Commission. We have provided a copy of the foregoing disclosures to Andersen. A letter from Andersen stating its agreement with
such disclosures was attached as an Exhibit in our Form 8-K report filed with the Securities and Exchange Commission on April 3, 2002.

During the interim period between December 31, 2001, and April 1, 2002, we did not consult with PwC regarding the application of accounting principles to a specific
transaction, or the type of audit opinion that might be rendered on our Consolidated Financial Statements for the years ended December 31, 2001, and 2000, or any other matter
that was either the subject of a disagreement (as described above) or as a reportable event.
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PART III

Item 10. Directors and Executive Officers of the Registrant.

The information required by Item 10 relating to identification of directors is incorporated by reference from "Election of Directors" on pages 4 through 6 of our Proxy
Statement. Except as otherwise specifically incorporated by reference, the Proxy Statement is not deemed to be filed as part of this report.

Following are the names and ages of the executive officers of the Company, their positions with the Company as of July 15, 2003, and summaries of their backgrounds and

business experience:

Name and Age

Present Cummins Inc position and
year appointed to position

Principal position during the past
five years other than Cummins Inc
position currently held

Theodore M. Solso (56)

F. Joseph Loughrey (53)

Rick J. Mills (55)

Tom Linebarger (40)

Jean S. Blackwell (48)

Chairman and Chief Executive Officer (2000)

Executive Vice President and President—Engine Business
(1999)

Vice President and President—TFiltration and
Fleetguard, Inc. (2000)

Vice President and President Cummins Power Generation
(2003)

Vice President—Chief Financial Officer and Chief of Staff
(2003)

President and Chief Operating Officer (1995-2000)

Executive Vice President and Group President—Industrial
and Chief Technical Officer (1996-1999)

Vice President—Corporate Controller (1996-2000)

Vice President and Chief Financial Officer (2000-2003),
Vice President—Supply Chain Management (1998-2000),
Managing Director—Holset Engineering Company Ltd
(1997-1998)

Vice President—Cummins Business Services (2001-2003),
Vice President—Human Resources (1997-2001), Vice
President—General Counsel (1997)



Steve Chapman (49) Vice President—International and President International Vice President—International (2000-2002), Vice President

Distributor Business (2002) —China and Southeast Asia (1996-2000)
John C. Wall (51) Vice President—Chief Technical Officer (2000) Vice President—Research and Development (1995-2000)
Richard E. Harris (50) Vice President—Treasurer (2003) Previously Compaq Computer Corporation, Assistant

Treasurer (2000-2002), Director, Treasury Planning and
Banking Analysis (1998-2000)
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Susan K. Carter (44) Vice President of Finance and Chief Accounting Officer Vice President—Corporate Controller (2002), Previously
(2003) Vice President and Chief Financial Officer of a division of
Honeywell, Inc.(2000-2002), Director of Finance for a
division of Honeywell, Inc. (1998-2000)
Marya M. Rose (40) Vice President—General Counsel and Corporate Secretary Assistant General Counsel (2000), Director—Public
(2001) Relations and Communications Strategy (1999), Director

Public Relations (1998)
The Chairman and Chief Executive Officer is elected annually by the Board of Directors and holds office until the first meeting of the Board of Directors following the
annual meeting of the shareholders. Other officers are appointed by the Chairman and Chief Executive Officer, are ratified by the Board of Directors and hold office for such
period as the Chairman and Chief Executive Officer or the Board of Directors may prescribe.

Item 11. Executive Compensation.

The information in the Proxy Statement under the caption "Executive Compensation" and "Summary Compensation Table" is incorporated by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

(a) The information on the security ownership of certain beneficial owners in the Proxy Statement under the caption "Principal Security Ownership" is incorporated by
reference.

(b) The information on shares of common stock of Cummins Inc beneficially owned by, and under option to (i) each director, (ii) certain named executive officers and
y y p
(iii) the directors and officers as a group, contained in the Proxy Statement under the captions "Election of Directors" and "Security Ownership of Management" is

incorporated by reference.

(¢)  Change in control—None.

Item 13. Certain Relationships and Related Transactions.

The information in the Proxy Statement under the caption "The Board of Directors and Its Committees", "Executive Compensation" and "Other Transactions and
Agreements with Directors and Officers" is incorporated by reference.
Item 14. Controls and Procedures.

We maintain a system of internal controls and procedures and disclosure controls and procedures designed to provide reasonable assurance as to the reliability of our
Consolidated Financial Statements and other disclosures included in this report. Our Board of Directors, operating through its Audit Committee which is composed entirely of

independent outside directors, provides oversight to our financial reporting process.

During the course of their audit of our Consolidated Financial Statements for the year ended December 31, 2002, our independent auditors, PricewaterhouseCoopers LLP
(PwC) advised
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management and the Audit Committee of the Board of Directors that they had identified certain deficiencies in internal control. The deficiencies are considered to be a material
weakness as defined under standards established by the American Institute of Certified Public Accountants. The weakness relates to the failure of the Company's control
processes to identify material accounts payable reconciliation issues at two manufacturing locations.

In response to these issues, senior management and the Audit Committee directed the Company to dedicate resources and take additional steps to strengthen its control
processes and procedures to ensure that these internal control deficiencies do not result in a material misstatement of our Consolidated Financial Statements. Specifically, we

have implemented the following corrective actions as well as additional procedures:

. Instituted standard policies, procedures and controls regarding the completion of balance sheet reconciliations and timely resolution of reconciliation
discrepancies on a global basis;

. Expanded and enhanced our review and certification process for our annual and quarterly reports that are filed with the SEC;

. Implemented additional controls and procedures to ensure global compliance with U.S. GAAP;



. Instituted post implementation reviews on all new systems implementations; and
. Improved the capability of our global finance organization, including additional skills training and providing additional resources in certain areas.

We will continue to evaluate the effectiveness of our internal controls and procedures on an ongoing basis and implement actions to enhance our resources and training in
the area of financial reporting and disclosure responsibilities and to review such actions with the Audit Committee and PwC. We have discussed our corrective actions and
plans with the Audit Committee and PwC and as of the date of this report, we believe the actions outlined have corrected the deficiencies in internal controls that are considered
to be a material weakness. PwC is unable to assess the effectiveness of our actions until they have completed their audit for the fiscal year ended December 31, 2003.

Evaluation of Disclosure Controls

Within the 90-day period immediately preceding the filing of this report, an evaluation was carried out under the supervision and with the participation of the Company's
senior management, including its Chief Executive Officer and its Chief Financial Officer, of the effectiveness of the design and operation of its disclosure controls and
procedures pursuant to Rule 13a-14 of the Securities Exchange Act of 1934. Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that
there were no significant deficiencies or material weaknesses in the Company's disclosure controls and procedures and that the design and operation of these disclosure controls
and procedures are effective in timely alerting them to material information relating to Cummins Inc. required to be included in this Annual Report on Form 10-K.

In addition, we are aware of no significant changes in our internal controls or in other factors that could significantly affect these controls subsequent to the date that we
completed our evaluation.
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PART IV
Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K.

(a) The following documents are filed as part of this report:

(1) Financial Statements

. Responsibility for Financial Statements (p. 55)

. Report of Independent Auditors (p. 56)

. Consolidated Statements of Earnings (p. 57)

. Consolidated Statements of Financial Position (p.58)

. Consolidated Statements of Cash Flows (p.59)

. Consolidated Statements of Shareholders' Investment (pp. 60-61)
. Notes to Consolidated Financial Statements (pp. 62-109)

(b) Reports on Form 8-K
On October 28, 2003, the Company filed a Current Report on Form 8-K under Item 5 regarding a miscalculation of third quarter diluted earnings per share.
On November 6, 2003, the Company filed a Current Report on Form 8-K under Item 5 regarding its intention to issue $200 million of senior notes due 2010.
On November 6, 2003, the Company filed a Current Report on Form 8-K under Item 9 regarding disclosure of information relating to the issuance of the senior notes.

On November 20, 2003, the Company filed a Current Report on Form 8-K under Item 9 announcing it had completed the private placement offering of $250 million in
senior notes.

() Exhibit Index (pp. 111-112)
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RESPONSIBILITY FOR FINANCIAL STATEMENTS

We are responsible for the preparation and integrity of Cummins Consolidated Financial Statements and all related information appearing in this report. The statements and
notes have been prepared in conformity with accounting principles generally accepted in the U.S. and include some amounts, which are estimates based upon currently available
information and management's judgment of current conditions and circumstances. We engaged PricewaterhouseCoopers LLP, independent auditors, to audit our 2002
Consolidated Financial Statements and to reaudit our previously issued 2001 and 2000 Consolidated Financial Statements. Their report appears on the following page.

We are also responsible for maintaining a system of accounting and control, including an internal audit function to provide reasonable assurance, at an appropriate cost
benefit relationship, that assets are safeguarded against loss from unauthorized use or disposition and accounting transactions are authorized, recorded and reported properly.
The system of accounting and control is improved and modified in response to changes in business conditions and operations and recommendations made by our internal
auditors, including Ernst & Young LLP, whom we have engaged to provide a portion of our internal audit services in 2002, and PricewaterhouseCoopers LLP.

In accordance with the requirements of the Sarbanes-Oxley Act of 2002, we have filed our written certifications with the Securities and Exchange Commission. The
certifications have been filed as exhibits to our Form 10-K for the year ended December 31, 2002.



The Audit Committee of the Board of Directors, composed of outside directors, meets periodically with PricewaterhouseCoopers LLP, our internal audit department and,
when requested, with Ernst & Young LLP, to review internal accounting controls, audit plans and results of audit examinations, and their recommendations to improve our
system of accounting and controls and our responses to those recommendations. PricewaterhouseCoopers LLP has unrestricted access to the Audit Committee and may meet
with the committee with or without management present.

At Cummins we strive to always act with integrity, to do what is right and to do what we say we will do. This principle is the foundation of our relationships with each of
our stakeholders—our customers, employees, suppliers, shareholders and the communities in which we live and work. While recent legislation and regulatory developments
have imposed a greater duty upon U.S. corporate management, we have always placed a premium on honesty, integrity and fairness at Cummins. We have a strict "Cummins
Code of Business Conduct" that has been approved by our Board of Directors and is applicable to all of our employees, regardless of their position or the country in which they
work. We accept and will comply with all of the changes in the corporate governance environment, including the disclosure certifications and we will work to ensure that our
conduct is above reproach and is consistent with the high standards that have long been a part of Cummins.

/s/JEAN S. BLACKWELL /ssTHEODORE M. SOLSO
Vice President and Chief Director and Chairman
Financial Officer and and Chief Executive Olfficer
Chief of Staff
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors
and Stockholders of Cummins Inc.

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1) present fairly, in all material respects, the financial position of
Cummins Inc. and its subsidiaries as of December 31, 2002 and 2001, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2002, in conformity with accounting principles generally accepted in the United States of America. These financial statements are the responsibility of the
Company's management; our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in the United States of America, which require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes 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. We believe that
our audits provide a reasonable basis for our opinion.

As described in Note 2, Restatement of Previously Issued Financial Statements and Status of Debt Compliance, the Company has restated its financial statements as of
December 31, 2001 and for each of the two years then ended, previously audited by other independent accountants who have ceased operations.

As described in Note 1, Summary of Significant Accounting Policies, the Company made a change to its method of accounting for pension and postretirement employee
benefit plans during the year ended December 31, 2002. In addition, as discussed in Note 1, effective January 1, 2002 the Company changed the manner in which it accounts for

goodwill and other intangible assets upon the adoption of Statement of Financial Accounting Standards No. 142, "Goodwill and Other Intangible Assets."

/s’/PRICEWATERHOUSECOOPERS LLP
July 31, 2003
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CUMMINS INC.
CONSOLIDATED STATEMENTS OF EARNINGS

Restated Restated
2002 2001 2000

$ Millions, except per share amounts

Net sales (includes sales to related parties of $1,320, $1,388 and $1,484, respectively) $ 5853 § 5,681 $ 6,597

Cost of goods sold (includes purchases from related parties of $550, $547 and $621, respectively) 4,808 4,668 5,330

Gross margin 1,045 1,013 1,267

Selling and administrative expenses 736 721 773

Research and engineering expenses 201 220 246

Joint ventures and alliances income (22) (10) 7
Restructuring, asset impairment and other charges (credits) (8) 126 154

Interest expense 61 77 87

Loss on early retirement of debt 8

Other (income)expense, net 9) — 6

Earnings (loss) before income taxes, minority interest, dividends on preferred securities of subsidiary trust

and cumulative effect of change in accounting principle 78 (121) 8

Benefit for income taxes (38) (44) (20)
Minority interests 16 15 14

Dividends on preferred securities of subsidiary trust 21 11

Earnings (loss) before cumulative effect of change in accounting principle 79 (103) 14

Cumulative effect of change in accounting principle, net of tax of $1 3

Net earnings (loss) $ 82 $ (103) $ 14

Earnings (loss) per share
Basic



Earnings (loss) before cumulative effect of change in accounting principle 206 $ (2.70) 35
Cumulative effect of change in accounting principle, net of tax .07 — —
Net earnings (loss) 213 $ (2.70) 35
Diluted
Earnings (loss) before cumulative effect of change in accounting principle 206 $ (2.70) 35
Cumulative effect of change in accounting principle, net of tax .07 — —
Net earnings (loss) 213 $ (2.70) 35
The accompanying notes are an integral part of the consolidated financial statements.
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CUMMINS INC.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
Restated
Dec. 31 Dec. 31
2002 2001
$ Millions
Assets
Current assets
Cash and cash equivalents 224 $ 50
Marketable securities 74 44
Receivables, net 676 517
Receivables from related parties 129 119
Inventories 641 682
Other current assets 238 209
1,982 1,621
Property, plant and equipment
Land and buildings 580 594
Machinery, equipment and fixtures 2,303 2,255
Construction in process 69 164
2,952 3,013
Less accumulated depreciation 1,647 1,608
1,305 1,405
Investments in and advances to joint ventures and alliances 264 211
Goodwill 343 342
Other intangible assets 96 109
Deferred income taxes 640 429
Other noncurrent assets 207 194
Total assets 4837 $ 4,311
Liabilities and shareholders' investment
Current liabilities
Loans payable 9 3 21
Current maturities of long-term debt 119 9
Accounts payable 427 390
Accrued product coverage and marketing expenses 233 240
Other accrued expenses 531 404
1,329 1,064
Long-term debt 999 915
Other long-term liabilities 1,285 974
Minority interest 92 84
Cummins obligated mandatorily redeemable convertible preferred securities of subsidiary trust holding
solely convertible subordinated debentures of Cummins 291 291
Shareholders' investment
Common stock, $2.50 par value, 150 million shares authorized, 48.6 and 48.6 million shares issued 121 121
Additional contributed capital 1,115 1,119



Retained earnings 569 536

Accumulated other comprehensive income (527) (325)
Common stock in treasury, at cost, 7.0 and 7.2 million shares (280) (289)
Common stock held in trust for employee benefit plans, 2.6 and 2.9 million shares (128) (140)
Unearned compensation (29) 39)
841 983
Total liabilities and shareholders' investment $ 4837 $ 4,311

The accompanying notes are an integral part of the consolidated financial statements.
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CUMMINS INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Restated Restated
2002 2001 2000
$ Millions

Cash flows from operating activities
Net earnings (loss) $ 82 $ (103) $ 14
Adjustments to reconcile net earnings (loss) to net cash flows from operating activities:

Cumulative effect of change in accounting principle 3) — —
Loss on early extinguishment of debt 8 = =
Depreciation and amortization 219 229 240
Restructuring and other (21) 66 104
Equity in (earnings) losses of joint ventures and alliances ) 8 11
Minority interest 16 15 14
Translation and hedging activities 2 5 5)
Changes in assets and liabilities:
Receivables (87) 206 69
Proceeds (repayments) from sale of receivables (55) (164) 219
Inventories 46 71 12
Accounts payable and accrued expenses (25) (199) (236)
Other 20 18 30
Net cash provided by operating activities 193 152 472

Cash flows from investing activities

Property, plant and equipment:

Capital expenditures (90) (206) (228)
Investments in internal use software (20) (28) (56)
Proceeds from disposals 16 18 6
Proceeds from sale-leasebacks — 143 —
Investments in and advances to joint ventures and alliances (60) (48) (86)
Acquisitions and dispositions of business activities, net 32 1 (35)
Purchases of marketable securities (116) (74) (18)
Sales of marketable securities 86 53 8
Other — 1 (1)
Net cash used in investing activities (152) (140) (410)
Net cash provided by operating and investing activities 41 12 62

Cash flows from financing activities

Proceeds from borrowings 258 — 1

Payments on borrowings (87) ©) (10)
Net (payments) borrowings under short-term credit agreements 4) (248) 6)
Repurchases of common stock — — (16)
Dividend payments on common stock (50) (50) (50)
Proceeds from issue of preferred securities of subsidiary trust — 291 —
Other 14 14 —

Net cash provided by (used in) financing activities 131 2) (81)




Effect of exchange rate changes on cash and cash equivalents 2 (€)] 2)
Net change in cash and cash equivalents 174 9 21)
Cash and cash equivalents at beginning of year
50 41 62
Cash and cash equivalents at end of year $ 224 $ 50 $ 41
Cash payments during the year for:
Interest $ 52 % 80 $ 88
Income taxes 30 20 73
The accompanying notes are an integral part of the consolidated financial statements.
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CUMMINS INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' INVESTMENT
Restated Restated
2002 2001 2000
$ Millions
Common stock
Balance at beginning of year $ 121 $ 122 $ 121
Issued under incentive plans 1 — —
Retirement of stock issued under incentive plans 1) — —
Other — (1) 1
Balance at end of year 121 121 122
I I I
Additional contributed capital
Balance at beginning of year 1,119 1,124 1,120
Issued to trust for employee benefit plans 1 2) 3)
Issued under incentive plans 6 4 6
Retirements under incentive plans 7) (6) (1)
Change in receivables from employees for stock purchases 1) 1 “4)
Other 3) 2) 6
Balance at end of year 1,115 1,119 1,124
I I I
Retained earnings
Balance at beginning of year 536 689 725
Net earnings (loss) 82 $ 82 (103) $ (103) 14 3 14
Cash dividends on common stock (50) (50) (50)
Other 1 — —
Balance at end of year 569 536 689
I I I
Accumulated other comprehensive income (loss)
Balance at beginning of year (325) (159) 99)
Foreign currency translation, net of tax of $4, $5, and $7 50 (25) (59)
Minimum pension liability, net of tax of $145, $78, and $1 (257) (140) ?2)
Unrealized gain (loss) on securities 3 — 1
Unrealized (loss) on derivatives 2 (€))] —
Other comprehensive income (loss) (202) (202) (166) (166) (60) (60)
Comprehensive income (loss) $ (120) $ (269) $ (46)
Balance at end of year (527) (325) (159)
I I I
Common stock in treasury
Balance at beginning of year (289) (290) (274)
Repurchased — — (16)
Issued 9 1 —



Balance at end of year (280) (289) (290)

Common stock held in trust for employee benefit plans
Balance at beginning of year (140) (151) (164)
Allocated to benefit plans 12 11 13
Balance at end of year (128) (140) (151)
Unearned compensation
Balance at beginning of year 39) (55) (64)
Change in restricted stock unearned compensation, net 7 13 7

Shares allocated to ESOP participants

w
w
NS}

Balance at end of year (29) 39) (55)

Shareholders' investment $ 841 $ 983 $ 1,280
60
Restated Restated

Shares of stock (millions) 2002 2001 2000
Common stock, $2.50 par value, 150 million shares authorized

Balance at beginning of year 48.6 48.6 483

Shares issued — — 2

Shares issued under incentive plans 2 2 2

Retirements under incentive plans (.2) (.2) (.1)

Balance at end of year 48.6 48.6 48.6
Common stock in treasury

Balance at beginning of year 7.2 7.2 6.8

Shares repurchased — —

Shares issued (2) —

Balance at end of year 7.0 7.2 7.2
Common stock held in trust for employee benefit plans

Balance at beginning of year 2.9 3.1 34

Shares allocated to benefit plans 3) (.2) (.3)

Balance at end of year 2.6 2.9 3.1

The accompanying notes are an integral part of the consolidated financial statements.
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CUMMINS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies
Principles of Consolidation

Our Consolidated Financial Statements include the accounts of all majority-owned subsidiaries where our ownership is more than 50% of common stock. All significant
intercompany balances and transactions with majority-owned subsidiaries are eliminated in our Consolidated Financial Statements. Where our ownership interest is less than
100 percent, the minority ownership interest is reported in our Consolidated Statements of Financial Position as a liability. The minority ownership interest of our earnings or
loss, net of tax, is classified as "Minority interest” in our Consolidated Statements of Earnings.

Investments in Unconsolidated Entities

We use the equity method to account for our investments in joint ventures, affiliated companies and alliances in which we have the ability to exercise significant influence,
generally represented by common stock ownership or partnership equity of at least 20 percent but not more than 50 percent. Generally, under the equity method, original
investments in these entities are recorded at cost and subsequently adjusted by our share of equity in earnings or losses after the date of acquisition. Investment amounts in
excess of our share of a joint venture's assets are amortized over the life of the related asset creating the excess. If the excess is goodwill, then it is not amortized. Equity in
earnings or losses of each joint venture, affiliate and alliance is recorded according to our level of ownership; if losses accumulate, we record our share of losses until our
investment has been fully depleted. If our investment has been fully depleted, we recognize additional losses only when we are the primary funding source. Significant
transactions with unconsolidated entities are eliminated in our Consolidated Financial Statements. Our investments are classified as "Investments in and advances to joint



ventures and alliances" in our Consolidated Statements of Financial Position. Our share of the results from joint ventures, affiliated companies and alliances is reported in our
Consolidated Statements of Earnings as "Joint ventures and alliances income."

Use of Estimates

The preparation of consolidated financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions
that affect reported amounts presented and disclosed in the financial statements. Significant estimates require the exercise of judgment and are used for, but not limited to
allowance for doubtful accounts, depreciation and amortization, product coverage programs, retirement plans, restructuring and asset impairment costs, income taxes and
contingencies. Actual results could differ from these estimates.

Revenue Recognition

We recognize revenues on the sale of our products, net of estimated costs of returns, allowances and sales incentives, when our products are shipped to customers and title
and risk of ownership transfers. Products are generally sold on open account under credit terms customary to the geographic region of distribution. We perform ongoing credit
evaluations of our customers and generally do not require collateral to secure our accounts receivable. Engines, service parts, service tools and other items sold to independent
distributors and to partially owned distributors accounted for under the equity method are recorded when title and risk of ownership transfers. This transfer is based on the
agreement in effect with the respective distributor, and in the United States and most international locations occurs generally when the products are shipped. To the extent of our
ownership percentage,
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margins on sales to distributors accounted for under the equity method are deferred until the distributor sells the product to unrelated parties. We record a provision for estimated
sales returns from distributors at the time of sale based on historical experience of product returns and established maximum allowances for returned product.

Foreign Currency

We translate assets and liabilities of foreign entities to US dollars, where the local currency is the functional currency, at year-end exchange rates. We translate income and
expenses to US dollars using weighted average exchange rates for the year. We record adjustments resulting from translation in a separate component of shareholders'
investment and include the adjustments in net earnings only upon sale or liquidation of the underlying foreign investment.

Foreign currency transaction gains and losses are included currently in net earnings for the period. For foreign entities where the US dollar is the functional currency,
including those operating in highly inflationary economies, we translate inventory, property, plant and equipment balances and the related earnings statement using historical
exchange rates. We include the resulting gains and losses in the Consolidated Statements of Earnings, which combined with transaction gains and losses amounted to net losses
of $14 million in 2002, $11 million in 2001 and $13 million in 2000.

Derivative Instruments

We make use of derivative instruments in foreign exchange, commodity price and interest rate-hedging programs. Derivatives currently in use are foreign currency forward
contracts and commodity swap contracts. These contracts are used strictly for hedging and not for speculative purposes.

We are exposed to foreign currency exchange risk as a result of our international business presence. We transact extensively in foreign currencies and have significant
assets and liabilities denominated in foreign currencies. As a result, our earnings experience some volatility related to movements in foreign currency exchange rates. In order to
benefit from global diversification and naturally offsetting currency positions, we enter into forward contracts to hedge our existing exposures (recognized assets and liabilities)
and forecasted transactions.

We enter into commodity swaps to offset our exposure to price volatility for certain raw materials used in the manufacturing process and have the discretion to settle these
transactions either in cash or by taking physical delivery. As a result, we do not consider these contracts to be financial instruments for accounting purposes but account for them
as hedges.

We record all derivatives at fair value in our financial statements. Note 13 provides further information on our hedging strategy and accounting for derivative financial
instruments.

Income Tax Accounting

We determine our income tax provision using the asset and liability method. Under this method, deferred tax assets and liabilities are recognized for the future tax effects
of temporary differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. We also recognize future tax benefits
associated with tax loss and credit carryforwards as deferred tax assets. Our deferred tax assets are reduced by a valuation allowance to the extent there is uncertainty as to their
ultimate realization. We measure deferred tax assets and liabilities using enacted tax rates in effect for the year in which we expect to recover or settle the temporary differences.
The
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effect of a change in tax rates on deferred taxes is recognized in the period that the change is enacted. During interim reporting periods our income tax provision is based upon
the estimated annual effective tax rate of those taxable jurisdictions where we conduct business.

Cash Equivalents

Cash equivalents include all highly liquid investments with an original maturity of three months or less at the time of purchase.
Marketable Securities

We classify our investments in marketable securities as "available-for-sale" or "held-to-maturity" in accordance with the provisions of Statement of Financial Accounting
Standards No. 115, "Accounting for Certain Investments in Debt and Equity Securities" (SFAS 115). We do not have any investments classified as "trading." Investments that

we intend to hold for more than one year are classified as long-term investments. See Note 3 for a detailed description of our investments.

Available-for-sale securities are carried at fair value with the unrealized gain or loss, net of tax, reported in other comprehensive income. Held-to-maturity securities are
recorded at amortized cost. Unrealized losses considered to be "other-than-temporary" are recognized currently in earnings. The cost of securities sold is based on the specific



identification method. The fair value of most investment securities is determined by currently available market prices. Where quoted market prices are not available, we use the
market price of similar types of securities that are traded in the market to estimate fair value.

Earnings Per Share:

We calculate basic earnings per share (EPS) of common stock by dividing net earnings (loss) available to common shareholders by the weighted-average number of
common shares outstanding for the period. Diluted EPS reflects the potential dilution that occurs if options or securities are exercised or converted into common stock and the
effect of the exercise or conversion reduces EPS. We exclude shares of common stock held by the Company's Retirement Savings Plan in the Employee Benefits Trust (see
Note 14) from weighted average shares outstanding for the EPS calculation until those shares are distributed from the trust. Following is a reconciliation of net earnings (loss)
and weighted
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average common shares outstanding for purposes of calculating basic and diluted net earnings (loss) per share:

2002 2001 2000

$ Millions, except per share amounts

Earnings (loss) before cumulative effect of change in accounting principle $ 79 $ (103) $ 14

Weighted average common shares outstanding:

Basic 38.6 38.3 38.2
Dilutive effect of stock options 2 — —
Diluted 38.8 383 38.2

Earnings (loss) per share before cumulative effect of change in accounting principle:
Basic $ 206 $ (2.70) $ .35
Diluted 2.06 (2.70) 35

The weighted average diluted common shares outstanding for 2002 and 2001 excludes the effect of 6.3 and 2.9 million shares, respectively, attributable to the conversion
of our Preferred Securities of Subsidiary Trust because the effect was antidilutive. The calculation also excludes .1 million shares in 2001 attributable to the exercise of
outstanding options because their effect was antidilutive.

The weighted average diluted common shares outstanding for 2002, 2001 and 2000 excludes the effect of approximately 4.4 million, 3.8 million and 3.6 million common
stock options, respectively, since such options have an exercise price in excess of the average market value of our common stock during those years.

Inventories

Our inventories are stated at the lower of cost or net realizable value. At December 31, 2002 and 2001, approximately 26 percent and 22 percent, respectively, of our
domestic inventories (primarily heavy-duty and high-horsepower engines and parts) were valued using the last-in, first-out (LIFO) cost method. The cost of other inventories is
generally valued using the first-in, first-out (FIFO) cost method. Our inventories at interim reporting dates include estimates for adjustments related to annual physical inventory
results and for inventory cost changes under the LIFO cost method. Inventories at December 31 were as follows:

2002 2001
$ Millions
Finished products $ 381 $ 385
Work-in-process and raw materials 316 354
Inventories at FIFO cost 697 739
Excess of FIFO over LIFO (56) (57)
$ 641  § 682
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Property, Plant and Equipment

We record property, plant and equipment at cost. We depreciate the cost of substantially all engine production equipment using a modified units-of-production method,
which is based upon units produced subject to a minimum level. We depreciate the cost of all other equipment using the straight-line method with depreciable lives ranging
from 20 to 40 years for buildings and 3 to 20 years for machinery, equipment and fixtures. We expense normal maintenance and repair costs as incurred. Depreciation expense
totaled $183 million, $184 million and $200 million for the year ended December 31, 2002, 2001 and 2000, respectively.

Long Lived Assets

We evaluate the carrying value of our long-lived assets by performing impairment tests whenever adverse events or changes in circumstances indicate a possible
impairment loss. Such impairment tests are based on a comparison of the estimated undiscounted future cash flows to the carrying value of the asset. If impairment is indicated,
the asset carrying value is reduced to its fair market value or if fair market value is not readily available, the value is determined using an appropriate discount rate for expected
cash flows.



Goodwill

Goodwill represents the excess of purchase price paid over the fair value of net assets acquired in a business combination accounted for as a purchase.

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 142, "Goodwill and Other Intangible Assets"
(SFAS 142). We adopted SFAS 142 effective January 1, 2002. As required by SFAS 142, we no longer amortize goodwill, but rather we allocate goodwill to reporting units for
purposes of performing annual impairment tests using a fair-value-based analysis. See Note 6 for a further discussion about goodwill and the effects of discontinuing the
amortization of goodwill.

Software

We capitalize internal and external software costs (excluding research, reengineering and training) and amortize them generally over 3-5 years.
Product Coverage

We charge the estimated costs of product coverage programs, other than product recalls, to earnings at the time products are shipped to customers. We use historical
experience of product coverage programs to estimate the remaining liability for our various product coverage programs. As a result of the uncertainty surrounding the nature
and frequency of product recall programs, the liability for such programs is recorded when the recall action is announced. We review and assess the liability for these programs

on a quarterly basis.

66

Below is summary of the activity in our product coverage liability account for the year ended December 31, 2002, including adjustments to pre-existing warranties during
the period:

2002
$ Millions
Balance December 31, 2001 $ 322
Provision for warranties issued 144
Payments (204)
Changes in estimates for pre-existing warranties 56
Balance December 31, 2002 $ 318

Product Liability

From time to time, we issue indemnifications to our customers and joint venture partners which indicate that we will indemnify them against any loss suffered as a result of
a defective product we have sold them. In addition, periodically, we enter into license agreements or joint venture agreements where we license a patent, trademark or other
similar intangible asset and agree to indemnify the licensee against any losses suffered should the patent, trademark or intangible asset infringe upon a third party asset. We
provide reserves for these exposures when it is probable that we have suffered a loss, the loss is reasonably estimable and the loss exceeds any insurance coverage we may have.
The activity in our product liability accrual for the year ended December 31, 2002 was as follows:

2002
$ Millions
Balance December 31, 2001 $ 8
Provision 4
Payments (1)
Balance December 31, 2002 $ 11

Treasury Stock and Employee Stock Plans

We use the weighted average cost method to account for treasury stock transactions.

We account for stock option transactions and other stock based employee awards in accordance with Accounting Principles Board Opinion No. 25, "Accounting for Stock
Issued to Employees" (APB 25), as allowed under Statement of Financial Accounting Standards No. 123, "Accounting for Stock-based Compensation" (SFAS 123). Under
APB 25, we do not record compensation expense upon the issuance of stock options because the exercise price of stock options granted equals the market price on the grant

date. However, consistent with the provisions of SFAS No. 123, as amended by SFAS
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No. 148, the following table summarizes the pro forma net earnings and per share amounts as if we had accounted for stock options using the fair market value approach:

2002 2001 2000

$ Millions, except per share amounts

Net earnings (loss)
As reported $ 82 (103) $ 14



Add: Stock based employee compensation included in net earnings (loss), net of tax 4 7 9

Less: Stock based employee compensation determined under fair value method, net of tax (17) (24) (20)

Pro forma net earnings (loss) $ 69 $ (120) $ 3

Basic earnings (loss) per share

As reported $ 213 $ (2.70) $ .35

Pro forma 1.79 (3.14) .06
Diluted earnings (loss) per share

As reported $ 213 $ (2.70) $ .35

Pro forma 1.79 (3.14) .06

Under SFAS No. 123, the fair value of stock-based awards to employees is calculated through the use of option pricing models. The assumptions used in calculating this
fair value is more fully described in Note 14.

We compute compensation expense related to restricted stock awards based on the fair value of the stock at the grant date and amortize that expense ratably over the
vesting period of the award, as more fully described in Note 14.

Beginning January 1, 2003, we are changing our method of accounting for stock-based employee awards to the fair value method preferred by SFAS No. 123. The change
will be implemented on a prospective basis only for new option grants made on or after January 1, 2003.

Additional contributed capital in our Statements of Financial Position is presented net of employee loans for stock purchases. As of December 31, 2002, 2001 and 2000 the
loan amount was $13 million, $12 million and $13 million, respectively.

Shipping and Handling Costs

Our shipping and handling costs are expensed as incurred. The majority of these costs is associated with operations of our inventory distribution centers and warehouse
facilities and are classified as selling and administrative expenses in our Consolidated Statements of Earnings. For the years ended December 31, 2002, 2001 and 2000, these
costs were approximately $88 million, $93 million and $93 million, respectively.

Research and Development

We expense research and development expenditures, net of contract reimbursements, when incurred. Research and development expenses were $195 million in 2002,
$203 million in 2001 and $225 million in 2000.
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Allowance for Doubtful Accounts

We provide an allowance for doubtful accounts based on our collection experience and an analysis of our accounts receivable in light of the current economic
environment. In addition, when necessary, we provide for the full amount of specific accounts deemed to be uncollectable. The activity in our allowance for doubtful accounts
for the years ended December 31, 2002, 2001 and 2000 was as follows:

2002 2001 2000
$ Millions
Beginning balance $ 9 § 0 $ 10
Provision 8 3 3
Write-offs 3) (C) 3
Ending balance $ 14 3 9 3 10

Off-Balance Sheet Arrangements and Special Purpose Entities

We use a special purpose entity (SPE), Cummins Receivable Corporation, in connection with the sale of our trade accounts receivable. Cummins Receivable Corporation is
a wholly-owned, bankruptcy-remote special purpose subsidiary that transfers an interest in our receivables, without recourse, to limited purpose receivable securitization entities
(conduits) that are established and managed by an independent financial institution. Following the transfer of the sold receivables to the conduits, those receivables are no
longer assets of Cummins and the sold receivables no longer appear on our balance sheet. The use of this financing arrangement enables us to access highly liquid and efficient
markets to finance our working capital needs when receivables are sold and packaged in this type of structure. As of December 31, 2002, there were no proceeds outstanding
under the securitization program.

In June 2001, we issued 6 million shares of convertible quarterly income preferred securities through Cummins Capital Trust I, a Delaware special purpose trust and
wholly-owned subsidiary of Cummins. The proceeds from the issuance of the preferred securities of $291 million were invested by the Trust in convertible subordinated
debentures issued by Cummins. The sole assets of the Trust are the debentures.

None of our officers, directors or employees of Cummins or its affiliates hold any direct or indirect equity interests in either Cummins Receivable Corporation or
Cummins Capital Trust I other than through holdings of Cummins common stock.

In 2001, we entered into a lease agreement in which we sold and leased back certain heavy-duty engine manufacturing equipment with a nationally prominent,
creditworthy lessor who had an established SPE to facilitate the financing of the equipment for Cummins. The use of the SPE allows the parties providing the lease financing to
isolate particular assets in a single entity and thereby syndicate the financing to multiple third parties. This is a conventional financing technique used to lower the cost of
borrowing and thus, the lease cost to Cummins. There is a well-established market in which financial institutions participate in the financing of such property through their
purchase of interests in such SPE's. The SPE established to facilitate the equipment lease to Cummins is owned by an institution, which is independent and not affiliated with
Cummins. The financial institution maintains a substantial equity investment in the SPE.
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Reclassifiations
Certain reclassifications have been made to the 2001 and 2000 financial information to conform to the current year presentation.
Change in Accounting Principle

Effective January 1, 2002, we changed the annual measurement date of our pension plan assets used in determining their market-related value and of our plan liabilities for
our pension plans and postretirement benefit plans from September 30 to November 30. We made this change to more closely align the measurement date with our fiscal year
end. These plans are more fully discussed in Note 11.

As a result of this change, we recorded, retroactive to our first fiscal quarter, a favorable cumulative effect of a change in accounting principle of approximately $4 million,
or $3 million on an after-tax basis. This amount is disclosed as a separate line item in the accompanying Consolidated Statements of Earnings. The change did not have a
material impact on the amount of pension or postretirement expense recorded in 2002. Had we used a November 30 measurement date in prior periods, the amount of pension
and postretirement expense recorded in 2001 and 2000 would have been reduced by approximately $1.1 and $.7 million, respectively.

Early Adoption of Accounting Pronouncement

We have elected to early adopt the provisions of Statement of Financial Accounting Standard No. 145, "Rescission of FASB Statements No. 4, 44, and 64, Amendment of
FASB Statement No. 13, and Technical Corrections." Since FASB Statement No. 4 has been rescinded, retirements of debt are no longer automatically classified as an
extraordinary item. Rather, retirements of debt are only classified as extraordinary to the extent the specified criteria in Accounting Principles Board Opinion No. 30 "Reporting
the Results of Operations—Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions"
(APB No. 30) are met. As such, the loss from the early retirement of our ESOP Notes was not classified as extraordinary as we believe it did not meet the criteria of APB
No. 30. See Note 8 for further discussion of this transaction.

Recently Issued Accounting Pronouncements Not Yet Effective

In June 2001, the FASB issued Statement of Financial Accounting Standard No. 143, "Accounting for Asset Retirement Obligations" (SFAS No. 143). SFAS No. 143
requires obligations associated with retirement of long-lived assets to be capitalized as part of the carrying value of the related asset. We adopted this statement on January 1,
2003. The adoption of this statement did not have a material effect on our financial statements.

In June 2002, the FASB issued Statement of Financial Accounting Standard No. 146, "Accounting for Costs Associated with Exit or Disposal Activities" (SFAS 146). This
standard nullifies Emerging Issues Task Force (EITF) Issue No. 88-10 "Costs Associated with Lease Modification or Termination" and EITF Issue No. 94-3 "Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (Including Certain Costs Incurred in a Restructuring)." SFAS 146 requires that a
liability for a cost associated with an exit or disposal activity be recognized and measured at its fair value when the liability is incurred. We adopted the provisions of SFAS 146
for exit or disposal activities, such as restructuring, involuntarily terminating employees, and costs associated with consolidating facilities, for actions begun after December 31,
2002. The adoption of this statement did not have a material effect on our financial statements.
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In November 2002, the FASB issued FASB Interpretation No. 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others" (FIN 45). FIN 45 elaborates on the disclosures to be made by a guarantor about its obligations under certain guarantees that it has issued. In addition,
this interpretation will require a guarantor to recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee. The
disclosure provisions of FIN 45 are effective for annual or interim financial statements of periods ending after December 15, 2002. See Note 19 for a discussion of our
guarantees existing at December 31, 2002. We adopted the recognition provisions of FIN 45 for new or modified guarantees issued on or after January 1, 2003. The adoption of
this statement did not have a material effect on our financial statements.

In November 2002, the Emerging Issues Task Force (EITF) issued EITF Issue 00-21, "Revenue Arrangements with Multiple Deliverables." This issue provides guidance
as to how to determine when an arrangement involving multiple deliverables contains more than one unit of accounting and when more than one unit of accounting exists, how
the arrangement consideration should be allocated to the multiple units. The application of this issue could affect the timing of the recognition of revenue for multiple
deliverable arrangements. The guidance in this issue is prospective for revenue arrangements entered into after June 30, 2003. We are in the process of analyzing the impact this
EITF will have, if any, on our revenue recognition in the future.

In January 2003, the FASB issued FASB Interpretation No. 46, "Consolidation of Variable Interest Entities", an Interpretation of Accounting Research Bulletin No. 51
"Consolidated Financial Statements" (FIN 46). FIN 46 provides guidance related to identifying variable interest entities (VIEs), including entities more commonly referred to as
special purpose entities or SPEs, and in determining whether such entities should be consolidated by the entities' primary beneficiary, defined in FIN 46 as the entity that holds
the majority of the variable interests in the VIE. In addition, FIN 46 requires disclosure for both consolidated and non-consolidated VIEs. Certain disclosure provisions of FIN
46 are effective for financial statements issued after January 31, 2003, and the consolidation requirements applicable to Cummins are effective for all periods beginning after
June 15, 2003. Currently we participate in four VIEs, two of which are already consolidated (See Notes 4 and 9). We are assessing the impact of this interpretation on the other
two VIEs, one that is a party to our sale-leaseback transaction entered into in 2001 and a receivable securitization conduit to which our consolidated VIE sells receivables.
Although we are still assessing the impact, we currently do not believe we are considered the primary beneficiary of either VIE and therefore would not be required to
consolidate these entities. Our maximum potential loss related to the sale-leaseback SPE is limited to the amount of our residual value guarantee as discussed in Note 18. At
December 31, 2002, there is no potential loss related to the receivable securitization conduit, as the conduit does not hold any Cummins receivables at that date.

In May 2003, the FASB issued Statement of Financial Accounting Standard No. 150 "Accounting for Certain Financial Instruments with Characteristics of both Liabilities
and Equity" (SFAS 150). SFAS 150 establishes standards for how companies classify and measure certain financial instruments with characteristics of both liabilities and
equity. SFAS 150 requires financial instruments meeting certain criteria to be reported as liabilities that were previously reflected as equity or in between liabilities and equity.
We are required to adopt SFAS 150 for our existing financial instruments on July 1, 2003. The adoption of this statement will result in the classification of our obligations
associated with the Convertible Preferred Securities of Subsidiary Trust as a liability and will result in the classification of the dividend payments on these securities as interest
expense in our Consolidated Statements of Earnings. The adoption of this statement will have no impact on net earnings.
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Note 2. Restatement of Previously Issued Financial Statements and Status of Debt Compliance

On April 14, 2003, we announced that we had determined that our previously issued financial statements for the years ended December 31, 2000 and 2001 would require



restatement and reaudit. The restatement was necessary to correct prior period accounting errors related primarily to unreconciled accounts payable accounts at two of our
manufacturing locations, the majority of which were associated with the integration of a new enterprise resource planning system into our accounting processes. We were
required to have these restated financial statements audited by our current auditors, since Arthur Andersen LLP, our predecessor auditor for the years subject to restatement, had
ceased operations.

The restatement and reaudit of our financial statements included a comprehensive review of the accounting records underlying our financial statements for the related
periods. The accompanying financial statements reflect adjustments made to our previously reported information as a result of this comprehensive review and the work
performed during the restatement and reaudit process in order to correct accounting errors primarily associated with the period of accounting recognition. We have segregated
these adjustments into the following categories:

1. Adjustments stemming from the unreconciled accounts at our manufacturing locations referred to above. These errors resulted from deficiencies in our control
processes to identify and resolve the reconciliation issues in a timely manner.

2. Adjustments related to the correction of accounting errors previously recorded in the period management identified the error. Generally Accepted Accounting
Principles (GAAP) and SAB 99 permit these types of adjustments to be recorded in the period errors are identified to the extent they are not deemed material for
purposes of restating prior period financial statements. The most significant items in this category are related to the reconciliation of certain intercompany
accounts and other clearing or suspense accounts associated with receivables, accounts payable and accrued payroll. As a result of the restatement, management
has now reflected these items in the periods to which they relate.

3. Other adjustments to correct errors were identified during the restatement process and have been categorized and summarized as follows:

a. Revisions to various accounts (primarily reserve and accrual accounts) that relate to significant estimates, uncertainties and judgments where the
original amount was either calculated incorrectly or documentation directly supporting the original amount could not be located. The most significant
items in this category include adjustments to obligations associated with marketing programs, inventory overhead cost capitalization and product
liability reserves.

b. Adjustments to certain accounts to achieve proper and consistent application of GAAP throughout our organization. For example, this category
includes adjustments for liabilities or reserves not recorded by certain of our locations that are required by US GAAP. The most significant item in this
category relates to the omission of an accrual for long-term variable incentive compensation in 2001. This category also includes adjustments related to
the calculation of expense for certain non-US subsidiary defined benefit pension plans in accordance with US GAAP.

c. Corrections to previously reported restructuring charges. These adjustments primarily relate to the timing of when certain charges were accrued or when
excess reserves were reversed back into earnings as a result of changes in estimates for restructuring actions.
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Approximately half of the adjustments to our charges related to timing of recognition of certain employee related costs in one restructuring action. US
GAAP requires that these costs be accrued only after a specific announcement to employees. At one plant location, we accrued certain costs after
management made the decision to terminate employees but prior to an announcement meeting the specificity required by US GAAP. With regard to the
excess reserve adjustments, we previously reversed excess restructuring reserves at the time the associated restructuring plan was substantially complete.
The adjustment was made to reverse the reserve in the period in which it was determined to be in excess, as required under US GAAP.

d. Other revisions to the financial statements, each of which impacted net income by less than $.8 million, net of tax, less than $1 million pre-tax.
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The following tables show the effect of the restatement adjustments on our previously issued financial statements:

Restated Restated
Increase (decrease) in net earnings ($ millions): 2002(a) 2001 2000 Pre-2000 Total
Net earnings (loss)—as previously reported $ 72§ (102) $ 8
Net adjustments (pre tax):
1. Manufacturing location adjustments (b) ®) (1) @ $ 13) $ (26)
2. Items now recorded in period of occurrence 20 5 23 (51) 3)
3. Other adjustments:
a. Accrual and reserve measurements ®) (1) 5) 15 1
b. GAAP application adjustments 17 4) ) ® —
c. Restructuring adjustments (7 1) 3) 11 _
d. Other, net o (1) (1) 2) 4)
Total net adjustments (pre tax) 14 (3) 5 (48) (32)
Tax effect 4) 2 1 11 10
Total adjustments, net of tax 10 ) 6 $ 37$ (22)
Net earnings (loss)—as restated $ 82 $ (103) $ 14
Basic and diluted earnings per share—as previously reported $ 1.87 $ (2.66) $ 20
Effect of restatement adjustments .26 (.04) 15

Basic and diluted earnings per share—as restated $ 213 § (2.70) $ .35



Summary of net expense adjustments by Statements of Earnings caption—increase
(decrease) to net earnings (loss):

Cost of goods sold $ 12 $ ®)$ 8
Selling and administrative expenses 1 7 3
Research and engineering expenses 2 — ?2)
Joint ventures and alliances income — — 2)
Restructuring, asset impairment and other charges (6) (1) 6
Interest expense 2 (1) (1)
Other income (expense), net 2 — 7
Minority interests 1 — —
Total net adjustments (pre tax) $ 14 $ 3)$ 5

(a) This column shows the impact of the adjustments in 2002. Previously reported net income for 2002 represents the unaudited results that were included in the Form §-K
furnished on May 12, 2003. The changes in Statements of Earnings captions are computed as changes from the related unaudited Statements of Earnings amounts
included in that Form 8-K.
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(b) Amount includes $4 million of reconciling items written off in the fourth quarter of 2002 that could not be associated with a specific period.

Change in shareholders' investment ($ millions):

Shareholders' investment at December 31, 2001—as previously reported $ 1,025
Cumulative net decrease in net earnings—pre 2000 (37)
Net increase in net earnings—2000 6
Net decrease in net earnings—2001 (1)
Reclassification of employee receivables related to stock purchases (a) (12)
Cumulative net change in comprehensive income 1
Other 1
Shareholders' investment as of December 31, 2001—as restated $ 983
(a) This item was previously reflected in ourStatements of Financial Position as a non current receivable.

Change in 2001 Statements of Financial Position ($ in millions) As Reported As Restated
Current assets $ 1,635 $ 1,621
Non current assets 2,700 2,690
Current liabilities 970 1,064
Non current liabilities 2,049 1,973
Shareholders investment 1,025 983

As a result of the restatement and reaudit, we delayed the filing of this Annual Report on Form 10-K for the year ended December 31, 2002, and our Quarterly Report on
Form 10-Q for the quarter ended March 30, 2003, with the Securities and Exchange Commission (SEC). As previously disclosed, the delay in filing resulted in a breach of a
requirement for timely satisfaction of SEC filing obligations under several of our credit agreements, the most significant of which are discussed below. A majority of our long-
term debt is governed by three Indenture agreements summarized as follows:

. A November 20, 2002, Indenture between the Company and BNY Midwest Trust Company as trustee for $250 million in 9.5% senior notes;
. A June 18, 2001, Indenture between the Company and BNY Midwest Trust Company as trustee for $300 million in 7% convertible preferred securities; and,
. A March 1, 1986, Indenture between the Company and JPMorgan Chase Bank (formerly The Chase Manhattan Bank) for four series of securities with an

aggregate value of $765 million.

Under each of the Indentures, we are required to deliver to the respective Trustees a copy of our Annual Report on Form 10-K within specified periods of time after such
filings are due (March 31, 2003). The breach caused by the delay in filing our Annual Report on Form 10-K gave certain rights to the Trustees and debt holders under the
Indentures to accelerate maturity of our indebtedness if they give us notice and we do not cure the breach within 60 days. However, neither the Trustees nor the respective debt
holders have given us such notice. As a result, we continue to classify our debt as long-term in the Consolidated Statements of Financial Position.

In connection with the 2002 Indenture, we agreed to file an exchange offer registration statement with the SEC and complete that offer no later than May 19, 2003. As a
result of the delay in filing our Annual Report on Form 10-K with the SEC, we were unable to complete the exchange offer and
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became contractually obligated to pay an additional 0.25% per annum interest on the notes issued under that Indenture. For each 90-day delay in the completion of the exchange
offer, the interest rate on the notes will increase by an additional 0.25% per annum up to a 1% maximum increase until such time as the exchange offer is completed.

In connection with the 2001 Indenture governing the issue of our 7% convertible preferred securities, we exercised our right to suspend the use of the resale prospectus,



which is part of a shelf registration statement that we had filed and had declared effective to permit the resale of these securities, pending the filing of our Annual Report on
Form 10-K with the SEC. Effective March 31, 2003, this suspension resulted in an increase of 0.5% per annum in the dividend rate borne by these securities, which we will
continue to pay until we permit the resale prospectus to be used after the filing of our Annual Report on Form 10-K.

In November 2002, we entered into a new credit facility agreement that provides for aggregate borrowings of up to $385 million and is available on a revolving basis for a
period of three years. The agreement requires that we annually deliver audited financial statements to the lenders within a specified period of time. As a result of the restatement
and reaudit process, we received a waiver from our lenders through November 30, 2003, of any breach due to a delay in the delivery of our audited financial statements. There
were no amounts outstanding under this facility at December 31, 2002.

By filing this Annual Report on Form 10-K and our Quarterly Report on Form 10-Q for the first quarter ended March 30, 2003, with the SEC and by delivering a copy of
these filings to the Trustees of the Indentures and to our lender under the credit facility agreement, we will cure the noncompliance under the abovementioned Indentures and
comply with the terms of the credit facility agreement. We expect to satisfy our registration obligations relating to the 2002 and 2001 Indentures in the near term, following
which the incremental interest and dividend payments will be discontinued.

Note 3. Marketable Securities

The following is a summary of marketable securities at December 31:

2002 2001
Gross Gross Gross
unrealized Est. fair unrealized unrealized Est. fair
Cost gains value Cost gains losses value
$ Millions
Available-for-sale:
Debt mutual funds $ 44 $ 23 46 $ 16 $ — § — § 16
Government debt securities—non-US 8 1 9 9 — — 9
Corporate debt securities 14 — 14 6 1 —
Equity securities 5 — 5 9 — “4) 5
Held-to-maturity:
Commercial paper and other 5 — 5 12 — — 12
Total marketable securities $ 76 $ 38 79 $ 52°$ 18 s 49
Current $ 71 $ 39 74 $ 43 3 1$ — 3 44
Non-current 5 — 5 9 — 4) 5

Proceeds from sales of available-for-sale securities were $59 million, $19 million and $3 million in 2002, 2001 and 2000, respectively. Purchases of available-for-sale
securities were $95 million, $39 million and $6 million in 2002, 2001 and 2000, respectively. Gross realized gains from the sale of
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available-for-sale securities were $1 million in 2002 and $2 million in 2001. Gross realized gains and losses in 2000 were not material. During the fourth quarter of 2002, we
recorded a $4 million charge related to an "other-than-temporary" impairment of an investment in common stock.

The commercial paper and other investments mature during 2003. The fair value of available-for-sale investments in debt securities by contractual maturity at
December 31, 2002, is as follows:

Maturity date Fair value

($ Millions)
1 year or less $ 8
1-5 years 8
5-10 years 4
After 10 years 3

Note 4. Sales of Receivables

In December 2000, we entered into an agreement to sell an interest in designated pools of trade receivables to Cummins Receivable Corporation (CRC), a special purpose
subsidiary. The subsidiary transfers an interest in its receivables, without recourse, to limited purpose receivable securitization companies (conduits) that are established and
managed by an independent financial institution. The conduits fund their purchases of receivables from the subsidiary by issuing commercial paper. To maintain a balance in
the designated pools of receivables sold, we sell new receivables as existing receivables are collected. Receivables transferred to CRC that are not sold to the conduit are
classified in accounts receivable and are subordinate to the conduit's interest in the pool of receivables. The agreement for the sale of receivables provides for continuation of the
program on a revolving basis for a three-year period. We amended the agreement in April 2002 to change the requirement for maintaining an investment grade credit rating,
which resulted in an increase in the interest rate. The terms of the agreement contain certain covenants, which among other restrictions require us to maintain minimum credit
ratings, as amended, on our long-term senior unsecured debt of "BB" from Standard & Poor's and "Ba2" from Moody's.

No accounts receivable sold to the subsidiary were written off during 2002, 2001 or 2000. The weighted average interest rate on securitized repayments during 2002, 2001
and 2000 was 1.8 percent, 4.4 percent and 6.5 percent, respectively. The sold receivables servicing portfolio, which is included in receivables at December 31, and the proceeds
from the sale of receivables and other cash flows received from and paid to CRC follows:

2002 2001 2000

$ Millions

Sold receivables servicing portfolio $ 242§ 231 $ 355



Proceeds outstanding from receivable sales — 55 219

Receivables sold to CRC 3,420 2,986 741

Collections reinvested in CRC 3,409 3,110 385

Servicing fees and interest 2 8 —
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Note 5. Joint Ventures and Alliances and Related Party Transactions

Investments in and advances to joint ventures and alliances and our ownership percentage at December 31 were as follows:

Ownership % 2002 2001
$ Millions
Consolidated Diesel 50% $ 60 $ 47
European Engine Alliance 33% 56 44
AvVK/SEG Newage 50% 36 15
Dongfeng Cummins 50% 29 25
Komatsu alliances 20%—50% 25 19
Chongqing Cummins 50% 22 19
Tata Cummins 50% 18 17
Other Various 18 25
Total $ 264 $ 211

We have approximately $17 million in our investment account at December 31, 2002, that represents cumulative undistributed earnings in our joint ventures. Summary
financial information for our joint ventures and alliances was as follows:

2002 2001 2000
$ Millions
Net sales $ 1,682 §$ 1,573 §$ 1,626
Gross margin 282 222 189
Net earnings 41 21 16
Cummins share of net earnings 20 7 3
Current assets $ 617 § 426 3 448
Noncurrent assets 684 620 596
Current liabilities (424) (366) (405)
Noncurrent liabilities (511) (375) (291)
Net assets $ 366 $ 305§ 348
Cummins share of net assets $ 173§ 144 % 159

Related Party Transactions

In accordance with the provisions of various joint venture agreements, we may purchase products and components from the joint ventures, sell products and components to
the joint ventures and the joint ventures may sell products and components to unrelated parties. Joint venture transfer prices to us may differ from normal selling prices. Certain
joint ventures agreements transfer product to us at cost, some transfer product to us on a cost-plus basis, and others transfer product to us at market value.

We purchase significant quantities of midrange diesel and natural gas engines, components and service parts from Consolidated Diesel Company (CDC), an
unconsolidated general partnership. The partnership was formed in 1980 with J. I. Case (Case) to jointly fund engine development and manufacturing capacity. Cummins and

Case (now CNH Global N.V.) are general partners and each partner shares 50 percent ownership in CDC. Under the terms of the agreement, CDC is obligated to
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make its entire production of diesel engines and related products available solely to the partners. Each partner is entitled to purchase up to one-half of CDC's actual production; a
partner may purchase in excess of one-half of actual production to the extent productive capacity is available beyond the other partner's purchase requirement. The partners are
each obligated, unconditionally and severally, to purchase annually at least one engine or engine kit produced by CDC, provided a minimum of one engine or kit is produced.
The transfer price of CDC's engines to the partners must be sufficient to cover its manufacturing cost in such annual accounting period, including interest and financing
expenses, depreciation expense and payment of principal on any of CDC's indebtedness. In addition, each partner is obligated to contribute one-half of the capital investment
required to maintain plant capacity and each partner has the right to invest unilaterally in plant capacity, which additional capacity can be utilized by the other partner for a fee.
To date, neither partner has made a unilateral investment in plant capacity at CDC.

We are not a guarantor of any of CDC's obligations or commitments; however, we are required to provide up to 50 percent of CDC's base working capital as defined by the
agreement. The amount of base working capital is calculated each quarter and if supplemental funding greater than the base working capital amount is required, the amount is
funded through third party financing arranged by CDC, or we may elect to fund the requirement although we are under no obligation to do so. To date, when supplemental
funding is required above the base working capital amount, we have elected to provide that funding to CDC. If the amount of supplemental funding required is less than the
base working capital amount, it is funded equally by the partners. Excess cash generated by CDC is remitted to Cummins until CDC's working capital amount is reduced to the
base working capital amount. Any further cash remittances from CDC to the partners are shared equally by the partners.



All marketing, selling, warranty and research and development expenses related to CDC products are the responsibility of the partners and CDC does not incur any of these
expenses. Cummins also provides purchasing and administrative procurement services to CDC for an annual fee shared by the partners.

All of our engine purchases from CDC are shipped directly from CDC to our customers and recorded as Cost of goods sold in outConsolidated Statements of Earnings.
Our engine purchases from CDC are recorded at CDC's transfer price which is based upon total production costs of products shipped and an allocation of all other costs incurred
during the reporting period, resulting in break-even operating results for CDC. We account for our investment in CDC under the equity method of accounting (see Note 1). Our
investment in CDC is classified as "Investments in and advances to joint ventures and alliances" in our Consolidated Statements of Financial Position.

The following table summarizes our related party purchases included in Cost of goods sold in ourConsolidated Statements of Earnings:

2002 2001 2000
$ Millions
Engines, parts and components—CDC $ 457  $ 452§ 541
Engines, parts and components—other JV's 93 95 80

The Consolidated Statements of Cash Flows include the earnings of joint ventures and alliances as reported above as well as other non-cash adjustments. The most
significant adjustment included in the statement of cash flows is depreciation recorded by Consolidated Diesel, which is allocated to the joint venture partners based on the
amount of their purchases. We classify depreciation and other noncash expenses related to Consolidated Diesel as "Cost of goods sold" and "Other (income) expense",
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respectively, in the Consolidated Statements of Earnings. The adjustments relating to Consolidated Diesel were $12 million in 2002, $16 million in 2001 and $14 million in
2000.

Distributors

We have an extensive worldwide distributor and dealer network through which we sell and distribute our products and services. Generally, our distributors are divided by
geographic region. Some of our distributors are wholly-owned by Cummins, some partially-owned and the majority are independently owned. We consolidate all wholly-owned
distributors and account for partially-owned distributors using the equity method of accounting (see Note 1).

We are contractually obligated to repurchase new engines, parts and components and signage from our North American distributors following an ownership transfer or
termination of the distributor. Outside of North America, repurchase obligations and practices vary by region. In addition, we provide guarantees related to certain obligations
of some distributors as more fully discussed in Note 19. We continually monitor the financial condition of these independent distributors. We recognize revenue on sales to
these distributors when we have concluded that our performance under these guarantees is unlikely. All distributors that are partially-owned and those who participate in the
guaranteed loan program are considered to be related parties in our Consolidated Financial Statements.

Note 6. Goodwill and Other Intangible Assets

In June 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 142 "Goodwill and Other Intangible Assets"
(SFAS 142), which addresses financial accounting and reporting for goodwill and intangible assets. Under SFAS 142, goodwill and certain other intangible assets having
indefinite useful lives are no longer amortized but are allocated to applicable reporting units for purposes of performing annual impairment tests using a fair-value-based
analysis.

As required by SFAS 142, we applied this new accounting standard on January 1, 2002, to our previously recognized goodwill and intangible assets. At December 31,
2001, our net goodwill related to consolidated entities was approximately $343 million. For purposes of impairment testing, we assigned $332 million of goodwill to a
component within the Filtration and Other reporting segment, $6 million to a component within the Engine Business reporting segment and $5 million to the International
Distributor reporting segment. During the first quarter 2002, we completed the first step of the transitional goodwill impairment test, which required us to compare the fair value
of our reporting units to the carrying value of the net assets of our reporting units as of January 1, 2002. For each of our reporting units, the estimated fair value was determined
utilizing the expected present value of the future cash flows of the units. Based on this analysis, we concluded that the fair value of each of our reporting units exceeded their
carrying, or book value, including goodwill, and therefore we did not recognize any impairment of goodwill. As a result there was no change to our goodwill amounts during the
year.

We have elected to perform the annual impairment test of our recorded goodwill as required by SFAS 142 as of the end of our fiscal third quarter. The results of this annual
impairment test indicated that the fair value of each of our reporting units as of September 29, 2002, exceeded their carrying, or book value, including goodwill, and therefore

our recorded goodwill was not subject to impairment.
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As required by SFAS 142, our Consolidated Statements of Earnings for periods prior to its adoption have not been restated. However, the effect on our net earnings and
earnings per share of excluding goodwill amortization is shown in the table below:

2002 2001 2000
$ Millions
Net earnings (loss)
As reported $ 82 3 (103) $ 14
Goodwill amortization — 11 11
Net earnings (loss) as adjusted $ 82 3 92) $ 25

Basic earnings (loss) per share
As reported $ 213 $ (2.70) $ 35
Goodwill amortization — 28 31



As adjusted $ 213 $ (24 $ 66

Diluted earnings (loss) per share

As reported $ 213 $ (2.70) $ 35
Goodwill amortization — 28 31
As adjusted $ 213 $ 2.42) $ .66

The following table summarizes our other intangible assets with finite useful lives that are subject to amortization as of December 31:

2002 2001
$ Millions

Software $ 208 $ 186
Accumulated amortization (113) (81)

Net software 95 105
Trademarks and patents 4 8
Accumulated amortization 3) 4)

Net trademarks and patents 1 4

Total $ % $ 109

Amortization expense for software and other intangibles totaled $35 million, $34 million and $29 million for the years ended December 31, 2002, 2001 and 2000,
respectively. Internal and external software costs (excluding those related to research, reengineering and training) and trademarks and patents are amortized generally over a
five-year period. The projected amortization expense of our intangible assets, assuming no further acquisitions or dispositions, is approximately $38 million in 2003,
$26 million in 2004, $18 million in 2005, $10 million in 2006 and $4 million in 2007.

Note 7. Restructuring, Asset Impairment and Other Charges
We have continued a restructuring program initiated in 1998 to improve the Company's cost structure. The charges related to this program include staffing reorganizations
and reductions in various business segments, asset impairment write-downs for manufacturing equipment, facility closure and consolidation costs, dissolution costs and

restructuring actions related to joint venture operations, cancellation of a new engine development program and exit costs related to several small business
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operations. As of December 31, 2001 all activities associated with the 1998 and 1999 restructuring actions were complete. The 2000 and 2001 actions were a result of the
downturn in the North American heavy-duty truck market and several other end-markets and were taken in order to achieve lower production costs and improve operating
efficiencies under difficult economic conditions. As of December 31, 2002 all activities associated with the 2000 and 2001 restructuring actions were complete.

A detailed discussion of the restructuring charges incurred during 2002, 2001 and 2000 accompanied by schedules that present, by major cost component and by year of
provision, activity related to the restructuring charges, including adjustments to the original charges, follow:

Restructuring Plan—2002

Facility
Workforce Asset Consolidation
Reduction Impairment and Exit Costs Total
$ Millions
Total restructuring charged to expense $ 11 3 3 8 2 3 16
Cash payments ) — 1) (10)
Non-cash charges — 3) — 3)
Reversal of restructuring accruals [€)) — — 1)
Balance at December 31, 2002 $ 1 3 — 3 1 3 2

In the second quarter 2002, we took further restructuring actions precipitated by continued weak market conditions across most of our businesses and recorded a
restructuring charge of $16 million. For the year, the charge was more than offset by a $8 million reversal of excess 2000 restructuring reserves, a $12 million reversal of excess
2001 restructuring reserves and a recovery of $3 million from a non-recurring charge originally taken in 2000. The charge included $11 million attributable to workforce
reduction actions, $3 million for asset impairment and $2 million related to facility closures and consolidations. Of this charge, $5 million was associated with the Engine
Business, $4 million with Power Generation, $3 million with Filtration and Other and $4 million with the International Distributor Business.

The charges included severance cost and benefit costs of terminating approximately 220 salaried and 350 hourly employees and were based on amounts pursuant to
established benefit programs or statutory requirements of the affected operations. These actions reflect overall reductions in staffing levels due to closing operations and moving
production to locations with available capacity. As of December 31, 2002 approximately 200 salaried and 350 hourly employees had been separated or terminated under this
plan. The asset impairment charge related to equipment that was made available for disposal. The carrying value of the equipment and the effect of suspending depreciation on



the equipment were not significant. The demographics of the workforce that was terminated differed from original expectations. As such costs were $1 million lower than the
original estimates and the amount was reversed to income in the fourth quarter of 2002. As of December 31, 2002, $2 million of restructuring charges remained in accrued
liabilities. The majority of this action was completed by June 29, 2003 and we expect to complete the remaining items by the end of 2003.
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Restructuring and Other Charges—2001
Workforce Asset Other Exit
Reduction Impairment Costs Other Total
$ Millions
Total restructuring charged to expense $ 18 8 68 $ 42 3 1 S 129
Cash payments 9 (42) — (51)
Non-cash charges — (68) — (14) (82)
Cash receipts — — — 13 13
Reallocation of excess accruals 3 — — — 3
Balance at December 31, 2001 12 — — — 12
Cash payments 9) — — — )
Cash receipts — 6 — — 6
Adjustment to asset carrying value — 3 — — 3
Reversal of restructuring accruals 3) 9) — — (12)
Balance at December 31, 2002 $ — 3 — 3 — 3 — 3 —

In the first half of 2001, as a result of the continuing downturn in the North American heavy-duty truck market and several other end-markets, we announced further
restructuring actions and recorded restructuring charges of $128 million, most of which occurred in the second quarter. The restructuring charges included $18 million
attributable to workforce reduction actions, $68 million for asset impairment, and $42 million for cancellation charges on capital and tooling equipment commitments. In
addition we also recorded a non-recurring charge of $1 million attributed to the divestiture of a small business operation. These charges were offset in the 2001 Statement of
Earnings by a $3 million recovery of excess 2000 restructuring accruals. Of the net $126 million charge, $113 million was associated with the Engine Business, $8 million with
the Power Generation Business and $4 million with the Filtration and Other Business and $1 million with the International Distributor Business.

The workforce reduction actions included overall reductions in staffing levels and the impact of divesting a small business operation. The charges included severance and
benefit costs of terminating approximately 500 salaried and 350 hourly employees and were based on amounts pursuant to established benefit programs or statutory
requirements of the affected operations. All employees affected by this workforce reduction plan and the subsequent fourth quarter 2001 realignment plan were terminated by
the end of the fourth quarter 2002.

The asset impairment charge was for equipment, tooling and related investment supporting a new engine development program that was cancelled during the second quarter
0of 2001. The charges included the investment in manufacturing equipment previously capitalized and cancellation charges for capital and tooling purchase commitments. The
charge was reduced by the estimated salvage value related to the planned equipment disposals. During 2002, we recovered $9 million of salvage proceeds on planned equipment
disposals, of which $6 million was in excess of previously estimated recoveries and was reversed against the original restructuring charge. In the fourth quarter 2002, we
transferred $3 million of previously impaired engine equipment to a US plant as a result of moving our ISX assembly operations and realigned our workforce reduction plan.
These actions resulted in a reversal of $12 million in excess charges related to this plan.

As of December 31, 2002, 511 salaried and 540 hourly employees have been separated or terminated under the workforce reduction actions of this plan. As of
December 31, 2002, the Company has concluded these actions.
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Restructuring and Other Charges—2000
Facility
Consolidation
Workforce Asset and Exit
Reduction Impairment Costs Other Total
$ Millions
Total restructuring charged to expense $ 39§ 8 3 11 3 13 S 151
Cash payments 3) 2) — — 5)
Non-cash charges — (86) 3) (13) (102)
Balance at December 31, 2000 36 — 8 — 44
Cash payments (18) — 3) — 21)
Non-cash charges — — — — —
Reversal of restructuring accruals 3) — — — 3)

Reallocation of excess accruals 3) — — — 3)




Balance at December 31, 2001 12 — 5 — 17

Cash payments (1 — 1) — (12)

Adjustment to asset carrying value — 3 — — 3

Reversal of restructuring accruals (@) 3) )] — (®)
Balance at December 31, 2002 $ — 3 — % — — —

During the fourth quarter of 2000, we announced restructuring plans in response to the downturn in the North American heavy-duty truck market where our shipments had
declined 35 percent from 1999 and recorded a restructuring charge of $138 million. The restructuring charges included workforce reduction costs of $39 million, $88 million
for asset impairments (including $30 million for software developed for internal use), and $11 million associated with exit costs to close or consolidate a number of small
business operations. In addition, we recorded $13 million of other non-recurring charges related to asset impairments not associated with the restructuring ($10 million for
investments and $3 million for intangibles). In addition to the 2000 restructuring charge, we recorded a net $3 million charge related to prior years restructuring actions. Of
these amounts, $125 million was associated with our Engine Business, $18 million with our Power Generation Business and $11 million with our Filtration and Other Business.

The workforce reduction actions included overall reductions in staffing levels and the impact of divesting a small business operation. The charges included severance and
benefit costs of terminating approximately 500 salaried and 630 hourly employees and were based on amounts pursuant to established benefit programs or statutory
requirements of the affected operations. In the fourth quarter 2001, we realigned our workforce reduction plans and reallocated $3 million of excess liabilities for termination
benefits to workforce reduction actions committed to during that quarter. All employees affected by this workforce reduction plan were separated or terminated by June 30,
2002 and all related costs have been paid. Approximately 560 salaried and 380 hourly employees were affected by the workforce reduction actions associated with this plan.

The asset impairment charge of $88 million was calculated in accordance with the provisions of SFAS 121. Approximately $30 million of the charge consisted of
capitalized software-in-process related to manufacturing, financial and administrative information technology programs that were cancelled during program development and

prior to implementation. The remaining $58 million included
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$38 million for engine assembly and fuel system manufacturing equipment to be disposed of upon closure or consolidation of production operations. The equipment was
expected to continue in use and be depreciated for approximately two years from the date of the change until closure or consolidation. The expected recovery value of the
equipment was based on estimated salvage value and was excluded from the impairment charge. The charge also included $11 million for equipment available for disposal,
$6 million for properties available for disposal and $3 million for intangibles. The carrying value of assets held for disposal and the effect of suspending depreciation on such
assets is not significant.

In the second quarter 2002, we cancelled plans to close a filtration manufacturing plant ($1 million), transferred $2 million of previously impaired power generation
equipment that was previously slated for disposal to a foreign operation, realigned our workforce reduction plan ($1 million) and settled legal claims from a previous disposal
action for less than originally estimated ($2 million). These actions resulted in a reversal of $6 million in excess charges related to this plan. In the fourth quarter 2002, we
moved our ISX assembly to a US plant which reduced the need for a previous accrual. This action resulted in a reversal of $2 million in excess charges related to this plan. The
Company has concluded this restructuring action.

Note 8. Borrowing Arrangements

2002 2001
$ Millions
Short-term borrowings:
Loans payable $ 19 3 5
Bank overdrafts — 16
Current maturities of long-term debt 119 9
Total $ 138 $ 30

Loans payable consisted of notes payable to financial institutions of $19 million in 2002 and $5 million in 2001. The weighted average interest rate for notes payable, bank
overdrafts and current maturities of long-term debt at December 31, 2002 and 2001 was 6.69 percent and 5.52 percent, respectively.

As of December 31, 2002, in addition to the $385 million revolving credit agreement discussed below, we had $128 million of unused domestic and international short-
term credit facilities. The
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amount of borrowings outstanding under these short-term facilities at December 31, 2002, was $19 million.

2002 2001
$ Millions
Long-term debt: Revolving Credit Facility $ — 8 —
Notes 6.25% due 2003 115 125
Notes 6.45% due 2005 225 225
Notes 5.61% due 2010 (ESOP Trust) — 55
Senior Notes 9.5% due 2010 250 —
Debentures 6.75% due 2027 120 120
Debentures 7.125% due 2028 250 250

Debentures 5.65% due 2098 (effective interest rate 7.48%) 165 165



Other 29 16

1,154 956
Unamortized discount (40) (37)
Capital leases 4 5
Total 1,118 924
Current maturities (119) )
Net long-term debt $ 999 § 915

Principal payments required of long-term debt during the next five years are $119 million in 2003, $17 million in 2004, $228 million in 2005, $2 million in 2006 and
$2 million in 2007.

In 1997, we issued $120 million of unsecured 6.75% debentures that mature in 2027. Net proceeds of the issue were used to repay commercial paper borrowings. Interest
on the debentures is payable on February 15 and August 15 each year. Holders of the debentures may elect to be repaid on February 15, 2007, at par value together with
accrued interest to February 15, 2007. Such election, which is irrevocable, must be made between December 15, 2006 and January 15, 2007. The debentures are also
redeemable at our option after February 15, 2007, at a redemption price of par value plus accrued interest or an amount designed to ensure that the debenture holders are not
penalized by the early redemption.

In February 1998, we issued $765 million of debt securities under a $1 billion shelf registration statement that was filed with the Securities and Exchange Commission in
1997. The issuance was comprised separately of $125 million 6.25% Notes, $225 million 6.45% Notes, $250 million 7.125% Debentures and $165 million 5.65% Debentures.
Proceeds from the issuance, net of debt discount and debt issue costs, were used to finance the acquisition of Nelson Industries and to repay commercial paper borrowings. All
of the Notes and Debentures bear interest at the respective rates shown in the table above and interest on each series of Notes and Debentures is payable on March 1 and
September 1 of each year. The Notes and Debentures are unsecured and are not subject to any sinking fund requirements. The 2003 Notes and the 2005 Notes are not
redeemable prior to maturity. We can redeem the 2028 Debentures and the 2098 Debentures at any time prior to maturity at the greater of par plus accrued interest or an amount
designed to ensure that the debenture holders are not penalized by the early redemption.

In November 2002, we repaid all of the outstanding 5.61% notes due 2010 issued by the ESOP Trust. The aggregate redemption price was approximately $51 million, plus
accrued interest and an
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$8 million redemption premium. The loss due to the redemption premium is reflected as "Loss on early retirement of debt" on outConsolidated Statements of Earnings.

In November 2002, we entered into a new revolving credit facility that replaced our prior revolving credit facility. The new facility provides for aggregate borrowings of up
to $385 million and expires in November 2005. Up to $150 million of the facility is available for total letters of credit. Up to $60 million of the facility may be used for multi-
currency borrowings or multi-currency letters of credit. Interest on the facility varies based upon the London interbank offered rate or the ABR rate plus a spread depending
upon our credit rating. Our obligations under the revolving credit facility are collateralized by a security interest in certain of our domestic assets (primarily current assets,
investments in joint ventures and certain intangible assets) and a pledge of a portion of the stock of certain foreign subsidiaries. As of December 31, 2002, we had $291 million
available for borrowings under this facility. We are required to pay a quarterly facilities fee on unused commitments under this facility based on our credit rating. The fee was
0.40% at December 31, 2002.

In November 2002, we issued $250 million of unsecured 9.5% Senior Notes that mature in 2010. Proceeds from the issuance of approximately $244 million, net of debt
issue costs, were used to repay amounts outstanding under our Sale of Receivables facility (see Note 4) and for general corporate purposes. Interest on the Notes is payable on
June 1 and December 1 each year. We can redeem the Notes in whole or in part at any time after December 1, 2006, at a premium equal to 104.75% of par, declining to par in
2008, plus accrued interest. We have entered into a registration rights agreement with holders of the Notes that required us to register the Notes with the SEC within 180 days of
the closing date of the offering. We were unable to complete the registration within the 180 days and as a result are paying additional interest, as more fully described in Note 2.

Our debt agreements contain several restrictive covenants. The most restrictive of these covenants applies to the $250 million 9.5% Senior Notes and our new credit facility
which will, among other things, limit our ability to incur additional debt or issue preferred stock, enter into sale/leaseback transactions, pay dividends, sell or create liens on our
assets, make investments and merge or consolidate with any other person. In addition, we are subject to various financial covenants including a minimum net worth, a minimum
debt-to-equity ratio and a minimum interest coverage ratio. As of December 31, 2002, we were in compliance with all of the covenants under our borrowing agreements. See
Note 2 regarding current status of debt compliance subsequent to December 31, 2002.

Commitments under outstanding letters of credit, guarantees and contingencies at December 31, 2002, were approximately $104 million.
Note 9. Convertible Preferred Securities of Subsidiary Trust

In June 2001, Cummins Capital Trust I (the "Trust"), a Delaware business trust and our wholly-owned subsidiary, issued 6 million shares of 7% convertible quarterly
income preferred securities ("Preferred Securities"), to qualified institutional buyers for net proceeds of $291 million. The Preferred Securities represent an undivided beneficial
ownership interest in the assets of the Trust. The total proceeds from the issuance of the Preferred Securities by the Trust were invested in $309 million aggregate principal
amount of 7% convertible subordinated debentures (the "Debentures") that we issued. The Debentures are the sole assets of the Trust.

Holders of the Preferred Securities are entitled to receive preferential cumulative cash dividends at an annual rate of 7% of the $50 per share liquidation value. In addition,
we are accreting the difference between the liquidation amount and the original proceeds received as additional dividends to the mandatory redemption date. The distribution

rate and payment dates for the Preferred Securities
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correspond to the interest rate and payment dates for the Debentures. We may defer interest payments on the Debentures for a period not to exceed 20 consecutive quarters. If a
deferral is made, the Trust will defer distributions on the Preferred Securities for a corresponding period but will continue to accrue for the distribution. We guarantee, on a
subordinated basis, distributions and other payments due on the Preferred Securities, to the extent the Trust has available assets and subject to certain other restrictions (the
"Guarantee"). The Guarantee, when taken together with our obligations under the Debentures, the indenture pursuant to which the Debentures were issued, and the obligations
under the Trust Agreement, provides a full and unconditional guarantee of amounts due on the Preferred Securities.



The Debentures are redeemable for cash, at our option, in whole or in part, on or after June 15, 2006. The debentures are also redeemable under certain circumstances
pursuant to a federal tax event, at par, plus accrued and unpaid interest. Upon any redemption of the Debentures, the Trust will redeem a like aggregate liquidation amount of
Preferred Securities. The Preferred Securities do not have a stated maturity date, however, they are subject to mandatory redemption upon maturity of the Debentures on
June 15, 2031, or upon earlier redemption or upon the occurrence of an event of default.

Each Preferred Security and the related Debenture are convertible at any time prior to the close of business on June 13, 2031, at the option of the holder into shares of our
common stock at the rate of 1.0519 shares per Preferred Security (equivalent to a conversion price of $47.53 per share of Cummins Inc. common stock). The Trust will convert

Debentures only upon notice of conversion by a holder of Preferred Securities.

Note 10. Other Liabilities

2002 2001
$ Millions

Current:
Accrued salaries and wages $ 124§ 95
Accrued retirement 176 127
Income taxes payable 28 9
Other 203 173

$ 531§ 404
Non-current:
Accrued retirement and post employment benefits $ 1,010 $ 704
Accrued product coverage and marketing expenses 136 134
Accrued compensation 46 51
Deferred income taxes 22 18
Other 71 67

Note 11. Pension and Other Postretirement Benefits
Pension Plans

We have several contributory and noncontributory pension plans covering substantially all employees. Generally, hourly employee pension benefits are earned based on
years of service and
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compensation during active employment while future benefits for salaried employees are determined using a cash balance formula. The level of benefits and terms of vesting,
however, may vary among plans. Pension plan assets are administered by trustees and are principally invested in equity securities and fixed income securities. As of

December 31, 2002 and 2001, pension plan assets included Cummins common stock with market values of $105 million and $144 million, respectively. It is our policy to make
contributions to the various plans in accordance with statutory funding requirements and any additional funding that our actuarial consultants advise to be appropriate. Plan
liabilities and the market-related value of our plan assets are determined based on a November 30 measurement date.

Other Postretirement Benefits

Our postretirement benefit plans provide various health care and life insurance benefits to eligible employees who retire and satisfy certain age and service requirements
and their dependents. The plans are contributory and contain cost-sharing features such as deductibles, coinsurance and spousal contributions. Retiree contributions for health
care benefits are adjusted annually and we reserve the right to change benefits covered under these plans. There were no plan assets for the postretirement benefit plans as our
policy is to fund benefits and expenses for these plans as claims and premiums are incurred. Plan liabilities are determined based on a November 30 measurement date.
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The following tables present the changes in the benefit obligations and the various plan assets, the funded status of the plans, and the amounts recognized in the Company's
Consolidated Statements of Financial Position at December 31, 2002 and 2001:

Pension Postretirement
2002 2001 2002 2001
$ Millions
Change in benefit obligation
Benefit obligation at beginning of year $ 2,099 $ 1,988 §$ 697 $ 665
Service cost 50 53 6 6
Interest cost 145 141 49 50
Participant contributions 8 8 3 2
Amendments 25 — —
Actuarial (gain) loss 46 70 (61) 17
Benefits paid (201) (150) (50) (43)

Other 55 (11) — —



Benefit obligation at end of year $ 2,227 $ 2,099 $ 644 $ 697
Change in plan assets

Fair value of plan assets at beginning of year $ 1,709 $ 2,019 $ $ —
Actual return on plan assets (55) (241) — —
Company contributions 81 84 47 41
Participant contributions 8 8 3 2
Benefits paid (201) (150) (50) (43)
Other 39 (11) — —
Fair value of plan assets at end of year $ 1,581 $ 1,709 $ $ —
Reconciliation of Funded Status

Funded status $ (646) $ (390) $ (644) $ (697)
Unrecognized actuarial (gain)loss 750 449 25 87
Unrecognized prior service (gain) loss 50 33 (10) (11)
Net amount recognized $ 154 $ 92 § 629) $ (621)
Amounts recognized in Consolidated Statements of Financial Position

Prepaid benefit cost $ 9 8 100 $ — 3 —
Accrued benefit liability—current (116) (73) (54) (49)
Accrued benefit liability—long term (446) (226) (575) (572)
Intangible asset 83 70 — —
Accumulated other comprehensive income 624 221 — —
Net amount recognized $ 154  $ 92 § 629) $ (621)

Included in the above table at December 31, 2002 and 2001, were underfunded pension plans with aggregate projected benefit obligations of $2,200 million and
$1,406 million, respectively, and accumulated benefit obligations of $2,120 million and $1,336 million, respectively. The fair value of plan assets for these plans was
$1,550 million and $1,027 million, respectively. A minimum pension liability adjustment is required when the actuarial present value of accumulated benefits exceeds plan
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assets and accrued pension liabilities. The minimum pension liability adjustment for 2002 and 2001 was $415 million and $249 million, respectively, and included charges to
shareholder's investment of $402 million ($257 million after tax) in 2002 and $218 million ($140 million after tax) in 2001.

The following table presents the net periodic pension and postretirement expense under our plans:

Pension Postretirement
2002 2001 2000 2002 2001 2000
$ Millions
Service cost $ 50 $ 53 % 52§ 6 6 6
Interest cost 145 141 129 49 50 46
Expected return on plan assets (188) (176) (163) — —
Amortization of transition asset — (1) 2) — — —
Other 14 9 9 3 4 3
Net periodic benefit cost $ 21§ 26 $ 25 $ 58 60 $ 55

The table below presents various assumptions used in determining the above information and reflects weighted average percentages for the various plans (Non-US is

primarily the United Kingdom):

Pension Postretirement
2002 2001 2000 2002 2001 2000
Us Non-US Us Non-US Us Non-US
Discount rate 7.00% 5.91% 7.25% 6.34% 7.75% 6.36% 7.00% 7.25% 7.75%
Expected return on plan assets 8.50% 8.44% 10.00% 8.53% 10.00% 7.35% N/A N/A N/A
Compensation increase rate 4.75% 3.40% 4.75% 3.39% 5.25% 3.65% N/A N/A N/A

For measurement purposes, we used a 10 percent annual increase in the valuation of postretirement health care benefits declining to 5 percent over the next five years and
remaining constant thereafter. A change in health care cost trends of 1 percent would change our accumulated postretirement benefit obligation by $33 million as of
December 31, 2002, and the net periodic postretirement benefit cost for 2002 by $3 million.

Note 12. Income Taxes

The benefit for income taxes consists of the following:



2002 2001 2000

$ Millions
Current:
US Federal and state $ an s an s 19
Foreign 47 32 35
36 21 54
Deferred:
US Federal and state (69) (79) 92)
Foreign 5) 14 18
(74) (65) (74)
Benefit $ 38 $ 44 3 (20)
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A reconciliation of the income tax benefit at the US Federal income tax rate of 35 percent to the actual income tax benefit shown above is as follows:

2002 2001 2000

$ Millions

Earnings (loss) before income taxes:

u.s. $ 24 $ (234) $ (116)
Foreign 102 113 124
78 (121) 8
Provision (benefit) for income taxes:
Tax at U.S. statutory rate 27 (42) 3
State taxes 2 1 2
Nondeductible special charges — 2 4
Nondeductible goodwill amortization — 3 3
Deductible dividends on preferred securities 7 4) —
Research tax credits (@) ) (13)
Export tax benefits (11) 7) (18)
Differences in rates and taxability of foreign subsidiaries 15 9 1)
Settlement of IRS examinations (57) — —
All other, net — 3 —
Benefit $ 38) $ 44) 3 (20)

The one-time 2002 tax benefit of $57 million relates to the conclusion during 2002 of the US Internal Revenue Service examinations of tax years 1994 to 1999. The
$57 million includes a $20 million reversal of tax accruals no longer required for the potential loss of export tax benefits, research credits, and foreign tax credits claimed during
the audit period. The remaining $37 million relates to the tax benefit of deductions related to the valuation of assets for tax purposes settled during the audit period.
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Carryforward tax benefits and the tax effect of temporary differences between financial and tax reporting that give rise to net deferred tax assets at December 31 are:

2002 2001
$ Millions
US federal carryforward benefits:

Net operating loss, expiring 2021 and 2022 $ 173§ 125
Research tax credits, expiring 2008 to 2022 97 92
Minimum tax credits, no expiration 10 12

280 229
US state carryforward benefits 32 26
Foreign carryforward benefits 22 13
Employee benefit plans 226 253

Minimum pension liability 223 79



Product coverage and marketing expenses 111 103

Other 96 72
Gross deferred tax assets 990 775
Valuation allowance (41) 31
Deferred tax assets 949 744

Property, plant and equipment (134) (140)

Other 47) (46)
Deferred tax liabilities (181) (186)
Net deferred tax assets $ 768 $ 558

A valuation allowance is recorded to reduce the gross deferred tax assets to an amount management believes is more likely than not to be realized. The valuation
allowance was increased in 2002 and 2001 by $10 million and $13 million, respectively. The valuation allowance is primarily attributable to the uncertainty regarding the
realization of a portion of the US state and foreign net operating loss and tax credit carryforward benefits.

The deferred income tax balances are classified in the Consolidated Statements of Financial Position as follows:

2002 2001
$ Millions
Current assets $ 150 $ 147
Noncurrent assets 640 429
Noncurrent liabilities (22) (18)
$ 768 $ 558

Note 13. Derivatives and Other Financial Instruments
We are exposed to financial risk resulting from volatility in foreign exchange rates, interest rates and commodity prices. This risk is closely monitored and managed
through the use of financial derivative instruments. As stated in our policies and procedures, financial derivatives are used expressly for hedging purposes, and under no

circumstances are they used for speculation or trading. Our
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derivative transactions are entered into only with banking institutions that have strong credit ratings, and thus the credit risk associated with these contracts is not considered
significant. The status and results of our hedging program activities are reported to senior management on a periodic basis. The following table summarizes our outstanding
derivatives by risk category and instrument type at December 31:

2002 2001
Notional Amount Fair Value Notional Amount Fair Value
$ Millions
Foreign Currency:
Forward Contracts $ 295§ 4 8 119 3 1
Interest Rate:
Swaps — — 225 4
Commodity Price:
Fixed Price Swap 5 — 11 (1)
$ 300 $ 4 8 355 $ 4

Foreign Currency Exchange Rate Risks

Due to our international business presence, we are exposed to foreign currency exchange risks. We transact business extensively in foreign currencies and, as a result, our
earnings experience some volatility related to movements in foreign currency exchange rates. To help manage our exposure to exchange rate volatility, we use foreign exchange
forward contracts on a regular basis to hedge forecasted intercompany and third party sales and purchases denominated in non-functional currencies. In April 2002, we began
hedging our foreign currency exposure to variability in the functional currency equivalent cash flows associated with forecasted transactions. These forward contracts are
designated and qualify as foreign currency cash flow hedges under SFAS No. 133 "Accounting for Derivative Instruments and Hedging Activities" and are recorded in the
Consolidated Statements of Financial Position at fair value in "Other current assets" and "Other accrued liabilities." The effective portion of the unrealized gain or loss on the
forward contract is deferred and reported as a component of "Accumulated other comprehensive income." When the hedged forecasted transaction (sale or purchase) occurs, the
unrealized gain or loss is reclassified into earnings in the same line item associated with the hedged transaction in the same period or periods during which the hedged
transaction affects earnings. For the year ended December 31, 2002, $4 million of gain was reclassified from "Accumulated other comprehensive income" to earnings. The
ineffective portion of the hedge, unrealized gain or loss, if any, is recognized in "Other (income) expense" in current earnings during the period of change. As of December 31,
2002, $2 million of deferred gains were included in "Accumulated other comprehensive income" in the Consolidated Statements of Financial Position and are expected to be
reclassified to earnings over the next twelve months. For the year ended December 31, 2002, there were no circumstances that would have resulted in the discontinuance of a
cash flow hedge.



Our internal policy allows for managing anticipated foreign currency cash flow for up to one year. As of December 31, 2002, approximately 97 percent of the notional
amount of the forward contracts shown in the table above were attributable to five currencies, the British Pound (49 percent), the Australian Dollar (19 percent), the Euro
(15 percent), the Mexican Peso (9 percent) and the Japanese Yen (5 percent). As of December 31, 2001, approximately 82 percent of the contracts were attributable
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to three currencies, the British Pound (28 percent), the Australia Dollar (29 percent) and the Euro (25 percent).

To minimize the earnings volatility resulting from the remeasurement of receivables, payables and payables denominated in foreign currency, we enter into foreign
currency forward contracts. The objective is to offset the gain or loss from remeasurement with the fair market valuation of the forward contract. These derivative instruments
are not designated as hedges under Statement of Financial Accounting Standards No. 133, "Accounting Standards for Derivative Instruments and Hedging Activities." Gain or
loss on the derivative instrument and remeasurement of the receivable and payable is reported as "Other (income) expense" in our Consolidated Statements of Earnings and
included a loss of $7 million and a gain of $1 million for the years ended December 31, 2002 and 2001, respectively.

Interest Rate Swaps

We are exposed to market risk from fluctuations in interest rates. We manage our exposure to interest rate fluctuations through the use of interest rate swaps. The objective
of the swaps is to more effectively balance our borrowing costs and interest rate risk. Currently, we have no interest rate swaps outstanding.

In November 2002, we terminated an interest rate swap relating to our 6.45% Notes that mature in 2005. The swap acted as a fair value hedge and converted $225 million
notional amount from fixed rate debt into floating rate debt and would have matured in 2005. The termination of the swap resulted in a $12.3 million gain. The gain is being
amortized to earnings as a reduction of interest expense over the remaining life of the debt. The amount of gain recognized during 2002 was $0.9 million. The remaining balance
of the deferred gain is classified with "Long-term debt" in our Consolidated Statements of Financial Position.

In March 2001, we terminated three fixed-to-floating interest rate swap agreements related to Cummins 6.25% Notes with principal amount of $125 million due in 2003
and 6.45% Notes with principal amount of $225 million due in 2005. The termination of these swaps resulted in a $9.0 million gain. The gain is being amortized to earnings as a
reduction of interest expense over the remaining life of the debt. The amount of gain recognized during 2002 and 2001 was $2.9 million and $2.5 million, respectively. The
remaining balance of the deferred gain is classified with "Long-term debt" in our Consolidated Statements of Financial Position.

We have equity method investees whose financial results are not consolidated that have entered into floating-to-fixed interest rate swap agreements. The swaps have been
designated and qualify as cash flow hedges under SFAS 133. We record our share of the gain or loss on these instruments in "Accumulated other comprehensive income." As of
December 31, 2002, the gains and losses related to these swaps were not material.

Commodity Price Swaps

We are exposed to fluctuations in commodity prices due to contractual agreements with component suppliers. In order to protect ourselves against future price volatility
and, consequently, fluctuations in gross margins, we enter into fixed price swaps with designated banks to fix the cost of certain raw material purchases with the objective of
minimizing changes in inventory cost due to market price fluctuations. The fixed price swaps are derivative contracts and are designated as cash flow hedges under SFAS
No. 133 "Accounting for Derivative Instruments and Hedging Activities" and are recorded in the Consolidated Statements of Financial Position at fair value in Other Current
Assets and Other Accrued Liabilities. The effective portion of the unrealized gain or loss is deferred and reported as a
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component of "Accumulated other comprehensive income." When the hedged forecasted transaction (purchase) occurs, the unrealized gain or loss is reclassified into earnings in
the same line item associated with the hedged transaction in the same period or periods during which the hedged transaction affects earnings. The ineffective portion of the
hedge is recognized in "Other (income) expense" in current earnings in the period in which the ineffectiveness occurs. As of December 31, 2002, unrealized gains and losses
related to commodity swaps were not material.

Our internal policy allows for managing these cash flow hedges for up to three years. For the year ended December 31, 2002, there were no circumstances that would have
resulted in the discontinuance of a cash flow hedge.

Fair Value of Financial Instruments

Based on borrowing rates currently available to the Company for bank loans with similar terms and average maturities, the fair value of total debt, including current
maturities, at December 31, 2002, was approximately $1,058 million. The carrying value at that date was $1,137 million. At December 31, 2001, the fair and carrying values of
total debt, including current maturities, were $822 million and $945 million, respectively. The carrying values of all other receivables and liabilities approximated fair values.

Note 14. Shareholders' Investment
Treasury Stock

In a series of authorizations beginning in 1994, our Board of Directors authorized the purchase of up to 8 million shares of Cummins common stock in the open market. As
of December 31, 2002, we had purchased approximately 5.5 million treasury shares under that authorization, with the last purchase occurring in 2000. Treasury stock activity
for the three-year period ended December 31, 2002, consisting of shares repurchased and shares issued and the respective amounts thereof is presented in the Consolidated
Statements of Shareholder's Investment.

Shareholders' Rights Plan

We have a shareholders' rights plan that was adopted in 1986. The rights plan provides that each share of Cummins common stock has associated with it a stock purchase
right. The rights plan becomes operative when a person or entity acquires 15 percent of Cummins' common stock or commences a tender offer to purchase 20 percent or more
of Cummins common stock without the approval of our Board of Directors. In the event a person or entity acquires 15 percent of Cummins common stock, each right, except
for the acquiring person's rights, can be exercised to purchase $400 worth of common stock for $200. In addition, for a period of 10 days after such acquisition, our Board of
Directors can exchange such right for a new right which permits the holders to purchase one share of Cummins common stock for $1. If a person or entity commences a tender
offer to purchase 20 percent or more of Cummins common stock, unless the Board of Directors redeems the rights within 10 days of the event for a redemption price equal to
$.01 per whole right, each right can be exercised to purchase one share for $200. If the person or entity becomes an acquiring person, then the provisions noted above apply. The
rights plan also allows holders of the rights to purchase shares of the acquiring person's stock at a discount if we are acquired or 50 percent of our assets or earnings power are
transferred to an acquiring person.
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Employee Stock Ownership Plan

We have an Employee Stock Ownership Plan (ESOP) Trust that was established in 1989 for certain domestic salaried employees participating in our 401(k) Retirement
and Savings Plan (RSP). The ESOP was leveraged when the Trust borrowed $75 million from us and purchased 2.3 million shares of Cummins Inc. common stock at $31.75
per share (amounts reflect two-for-one common stock split). In 1990, the Trust issued notes in a private placement and repaid the principal amount owed to us. We guaranteed
the Trust's notes and recorded a liability for them on the Consolidated Statements of Financial Position as "Long-term debt." In connection with the issuance of the 9.5% Senior
Notes and the new Revolving Credit Facility, the ESOP notes were repaid (see Note 8). As a result of the repayment of the ESOP notes, the ESOP now has a note payable to us
which will be funded through future company contributions to the Trust.

Our annual cash contribution to the ESOP together with dividends received on the common stock held by the ESOP were used to fund interest and principal on the ESOP
notes and will be used to fund the note payable to us in the future. As the debt is repaid, shares are allocated to participants in proportion to their contributions to the RSP.
Compensation expense is recorded as shares are allocated to plan participants each year and reduced by the common stock dividends received by the Trust. Unearned
compensation is included in the Consolidated Statements of Shareholder's Investmentand represents compensation expense we will record in the future as the remaining shares
are allocated to participants. All shares issued to the ESOP Trust are considered outstanding for purposes of computing earnings per share. Cash contributions to the Trust and
dividends received by the Trust on ESOP shares were $7.4 million and $2.2 million in 2002, $7.0 million and $2.3 million in 2001, and $6.6 million and $2.4 million in 2000.
Annual compensation expense for the ESOP was $3.2 million in 2002 and $3.6 million in 2001 and 2000. At December 31, 2002, the ESOP Trust held 894,055 shares allocated
to participants and 852,909 unallocated shares.

Employee Benefits Trust

In 1997, we established the Employee Benefits Trust funded with common stock for use in meeting its future obligations under employee benefit and compensation plans.
While the trust may be used to fund a number of these plans, the principal use, in addition to shares of its common stock held in the ESOP, is in funding matching contributions
to employee accounts in the Retirement and Savings Plan made in proportion to employee contributions under terms of the RSP. We allocate shares to employee accounts as our
matching contributions are made to the Trust. Contributions charged to earnings were $7.5 million in 2002, $7.7 million in 2001 and $7.3 million in 2000.

Stock Incentive and Stock Option Plans

We had a stock incentive plan, which expired on December 31, 2002, that provided for the issuance of stock appreciation rights and restricted stock and the granting of
common stock options to officers and other eligible employees. Under the provisions of the plan, up to one percent of our outstanding shares of common stock at the end of
each year was available for issuance each succeeding calendar year in which the plan was in effect. During 2002 and 2001 we granted 285,300 and 2,073,350 common stock

options, respectively, some of which were granted outside the plan at the discretion of the Compensation Committee of our Board of Directors.

Under the stock incentive plan and other awards, restricted common stock was awarded at no cost to certain employees. Participants are entitled to cash dividends and
voting rights. Restrictions limit the sale or transfer of the shares during a four-year period whereby the restrictions lapse after two years
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and thirty days. One-third of the shares issued are released each year thereafter thirty days following the anniversary grant date, provided the participant remains an employee.
Upon issuance of stock pursuant to the awards, unearned compensation equivalent to the market price of the stock at the date of grant is charged to shareholder's investment and
amortized as compensation expense over the four-year restriction period. Restricted shares granted under these programs in 2002, 2001 and 2000 were 6,200, 18,000 and
241,300 shares, respectively. The weighted average fair value per share of shares granted during 2002, 2001 and 2000 was $30.55, $37.71 and $39.54, respectively.
Compensation expense under these programs was $6.9 million, $11.2 million and $14.1 million in 2002, 2001 and 2000, respectively.

The table below summarizes activity in our stock incentive and option plans for the three-year period ended December 31, 2002:

Weighted Average
Options Exercise Price
Balance, December 31, 1999 3,023,070 $ 46.66
Granted 937,700 37.05
Exercised (11,900) 36.40
Cancelled (84,650) 44.13
Balance, December 31, 2000 3,864,220 44 .42
Granted 2,073,350 37.42
Exercised (60,850) 37.09
Cancelled (300,460) 43.26
Balance, December 31, 2001 5,576,260 41.96
Granted 285,300 33.22
Exercised (242,925) 37.52
Cancelled (262,895) 40.92
Balance, December 31, 2002 5,355,740 $ 41.75
Exercisable, December 31, 2000 2,159,170  § 47.63
Exercisable, December 31, 2001 2,784,160 $ 46.00
Exercisable, December 31, 2002 3,332,640 $ 44.27

The weighted average fair value of options granted during the last three years follows:



2000 $ 19.14
2001 $ 17.02
2002 $ 13.06

Our fair value calculations were made using the Black-Scholes option pricing model with the following weighted average assumptions:

2002 2001 2000
Expected Life 10 years 10 years 10 years
Risk-free interest rate 4.9% 5.4% 6.8%
Volatility 41% 47% 47%
Dividend Yield 3.0% 2.7% 2.2%
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The table below summarizes stock option information at December 31, 2002:
Options Outstanding Options Exercisable
Weighted Average
Remaining Weighted Average Weighted Average
Exercise Price Range Number of Options Contractual Life Exercise Price Number of Options Exercise Price
$21.93-29.06 107,700 97 $ 24.99 82,700 $ 25.09
29.07-43.60 4,041,700 6.8 38.47 2,058,600 39.23
43.61-65.40 1,190,290 4.5 54.05 1,175,290 54.14
65.41-79.81 16,050 4.8 66.48 16,050 66.48
5,355,740 63 $ 41.75 3,332,640 $ 44.27
Note 15. Other (Income) Expense
The major components of other (income) expense included in the Consolidated Statements of Earnings are shown below
2002 2001 2000
$ Millions
Operating expense:
Amortization of goodwill and other intangibles $ 2 8 12 8 14
Scrap income 2) 2) 3)
Refund of customs duty 2) 2 2)
Foreign currency losses 14 11 13
Loss (gain) on sale of businesses and distributors 3) 1 2)
Royalty income (1) 2) (1)
Other 2) (5) 3)
Total operating expense 6 13 16
Non-Operating income
Interest income (11) ®) (13)
Rental income “4) 9) 7)
Bank charges 5 4 4
Loss (gain) on available for sale securities 4 2) —
Non-operating partnership costs 3 4 4
Technology income from JV partners 7 — —
Other, net ®) 2) 2
Total non-operating income (15) (13) (10)
Total other income $ ©9) — 8 6
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Note 16. Accumulated Other Comprehensive Loss



Foreign Minimum

Currency Pension GU.nrilaliz)ed U lized
Translation Liability ain (loss) on nrealize Accumulated Other
B B Marketable Gain (loss) on .
Adjustment Adjustment Securities Derivatives Comprehensive Loss
$ Millions

Balance, Dec 31, 1999 $ o7 $ — 2 $ — 99)
Net change (59) 2) 1 — (60)
Balance, Dec 31, 2000 (156) @) 1) - (159)
Net change (25) (140) — (1) (166)
Balance, Dec 31, 2001 (181) (142) 0 6) (325)
Net change 50 (257) 3 2 (202)
Balance, Dec 31, 2002 $ (131) $ (399) $ 2 S 1 s (527)

Note 17. Business Segments and Geographic Information

We have four reportable business segments: Engine, Power Generation, Filtration and Other and International Distributors. This reporting structure is organized according
to the products and markets each segment serves. This type of reporting structure allows management to focus its efforts on providing enhanced service to a wide range of
customers.

The Engine segment produces engines and parts for sale to customers in automotive and various industrial markets. The engines are used in trucks of all sizes, buses and
recreational vehicles, as well as various industrial applications including construction, mining, agriculture, marine, rail and military. The Power Generation segment is an
integrated provider of power systems selling engines, generator sets and alternators and providing rental of power equipment for both standby and prime power uses. The
Filtration and Other segment includes sales of filtration products, exhaust systems and turbochargers. The International Distributor segment includes company owned
distributorships engaged in selling engines, generator sets, and service parts, performing service and repair activities on our products and maintaining relationships with various
original equipment manufacturers.

The accounting policies of the segments are the same as those described in Note 1, Summary of Significant Accounting Policies. Profit before interest and taxes and other
nonrecurring charges and return on average net assets excluding debt, taxes, minimum pension liability adjustment and nonrecurring accruals are the primary bases for the chief
operating decision maker, our Chairman and Chief Executive Officer, to evaluate the performance of each of our business segments. As a result, no allocation of debt-related
items, minimum pension liability or income taxes is made to the individual segments. The segment information below has been restated to reflect the adjustments described in
Note 2. In addition, the segment net asset information has been recast to reflect management's current methodology of allocating assets to segments.
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Summarized financial information regarding our reportable business segments is shown in the table below:

Power Filtration International
Engine Generation and Other Distributor Eliminations Total
$ Millions

2002
Net sales $ 3435 § 1,226 $ 951 § 574 $ (333) $ 5,853
Depreciation and amortization 134 48 32 5 — 219
Income from joint ventures and alliances 12 2 6 2 — 22
Earnings (loss) before interest, taxes, restructuring, asset
impairment and other and cumulative effect of change in
accounting principle 37 (25) 94 33 — 139
Restructuring, asset impairment and other (12) — — 4 — ®)
Earnings (loss) before interest, taxes, loss on early
retirement of debt and cumulative effect of change in
accounting principle 49 (25) 94 29 — 147
Net assets 909 522 645 168 — 2,244
Investment in joint ventures and alliances 186 55 13 10 — 264
Capital expenditures 47 24 14 5 — 90

2001
Net sales $ 3,121 § 1,422 $ 889 $ 562 $ (313) $ 5,681
Depreciation and amortization 139 45 40 5 — 229
Income from joint ventures and alliances 3 2 4 1 — 10
Earnings before interest, taxes and restructuring, asset
impairment and other 95) 82 68 27 — 82
Restructuring, asset impairment and other 113 8 4 1 — 126
Earnings (loss) before interest and taxes (208) 74 64 26 — (44)
Net assets 844 391 627 165 — 2,027
Investment in joint ventures and alliances 160 36 8 7 — 211
Capital expenditures 147 33 18 8 — 206

2000
Net sales $ 4,050 $ 1,395 $ 902 $ 555§ (305) $ 6,597
Depreciation and amortization 151 47 39 3 — 240

Income from joint ventures and alliances 3 0 3 1 — 7



Earnings before interest, taxes and restructuring, asset

impairment, and other 34 95 91 29 — 249
Restructuring, asset impairment, debt extinguishment and

other 125 18 11 — — 154
Earnings (loss) before interest and taxes 91) 77 80 29 — 95
Net assets 885 408 683 174 — 2,150
Investment in joint ventures and alliances 159 18 6 6 — 189
Capital expenditures 142 39 39 8 — 228
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A reconciliation of our segment information to the corresponding amounts in theConsolidated Financial Statements is shown in the table below:

2002 2001 2000
$ Millions
Earnings (loss) before interest, taxes, loss on early retirement of debt and cumulative effect for business
segments $ 147 $ “44) $ 95
Loss on early retirement of debt 3) — —
Interest expense (61) (77) (87)
Benefit for income taxes 38 44 20
Minority interest (16) (15) (14)
Dividends on preferred securities of subsidiary trust 21) (11) —
Cumulative effect of change in accounting principle, net of tax 3 — —
Net earnings (loss) $ 82 (103) $ 14
2002 2001 2000
$ Millions
Net assets for business segments $ 2,244 § 2,027 $ 2,150
Liabilities deducted in arriving at net assets 2,402 1,911 1,847
Minimum pension liability excluded from net assets (624) (222) “)
Deferred tax assets not allocated to segments 790 576 436
Debt-related costs not allocated to segments 25 19 19
Total assets $ 4,837 $ 4311 § 4,448

The table below presents certain segment information by geographic area. Net sales attributed to geographic areas are based on the location of the customer.

2002 2001 2000
$ Millions
United States $ 3202 $ 3,045 § 3,775
United Kingdom 310 371 382
Canada 283 303 418
Other foreign countries 2,058 1,962 2,022
Net sales $ 5853 §$ 5681 $ 6,597
United States $ 1,216 § 1,277 $ 1,458
United Kingdom 229 227 213
Other foreign countries 331 305 285
Long-lived assets $ 1,776  $ 1,809 § 1,956

Our largest customer is DaimlerChrysler AG and its subsidiaries. Worldwide sales to this customer were $0.8 billion in 2002, $0.8 billion in 2001 and $1.2 billion in 2000,
representing 14 percent, 14 percent and 19 percent, respectively, of consolidated net sales. No other customer accounted for more than 10 percent of consolidated net sales.

102

Note 18. Leases

We lease certain manufacturing equipment, facilities, warehouses, office space and equipment, aircraft and automobiles for varying periods under lease agreements. Most
of the leases are non-cancelable operating leases with fixed rental payments, expire over the next ten years and contain renewal provisions. Rent expense under these leases
approximated $87 million, $75 million and $79 million in 2002, 2001 and 2000, respectively. We have guaranteed residual values of $8.4 million under certain operating leases
at December 31, 2002, excluding the Power Rent and Sale/Leaseback transactions discussed below.

Following is a summary of the future minimum lease payments under capital and operating leases with terms of more than one year at December 31, 2002, together with
the net present value of the minimum payments under capital leases:



Capital Leases Operating Leases

$ Millions

2003 $ 1.1 $ 70
2004 1.0 58
2005 9 46
2006 9 41
2007 3 40
After 2007 7 193
Total minimum lease payments 49 § 448
Interest (:3)

Present value of net minimum lease payments $ 4.1

In addition, we have subleased certain of the facilities under operating lease to third parties. The future minimum lease payments due from lessees under those
arrangements are $1.1 million in 2003, $1.1 million in 2004, $1.0 million in 2005, $1.1 million in 2006, $1.1 million in 2007 and $2.6 million thereafter.

Power Rent Business

In 1999, our Power Generation Business entered into an ongoing leasing program in which it builds and sells power generation equipment inventory to a financial
institution and leases the equipment and related components back under a one year, noncancelable lease arrangement. The equipment is sold at cost and pursuant to lease
accounting rules, the excess of the fair value of the equipment sold over its cost is recognized as prepaid rent and reflects the normal profit margin that would have been realized
at the time of sale. The margins on the equipment sales are deferred and the leases recorded as operating leases. We sublease the equipment to customers under short-term rental
agreements with terms that vary based upon customer and geographic region. At the end of the lease term, we may either negotiate a lease extension with the lessor, purchase
the equipment based on rates derived from the equipment's expected residual value or arrange the sale of the equipment to an unrelated third party for fair market value. When
the equipment is sold, we are obligated to pay the lessor the difference, if any, between the sale proceeds of the equipment and the lessor's unamortized value of the equipment
up to a maximum of 87 percent. The maximum amount of this guarantee at December 31, 2002, was $95 million. The lessor or we may terminate the leasing program at any
time with respect to any equipment not yet leased. In the event of such termination, we must arrange for
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and effect not later than one year from the termination date or upon expiration of the lease term, whichever occurs first, a termination of all leased equipment and a sale of all
equipment provided that in the event the program is terminated or the equipment is sold, the unguaranteed residual value of the equipment shall equal $0. Should the lessor
terminate the leasing program, we have the right to purchase all of the equipment at its then unamortized value not later than one year from the termination date or upon
expiration of the lease term, whichever occurs first. Since the inception of the rental program, we have not incurred any losses on equipment sales under this program. Upon
termination of the leases, the previously deferred margins on the sale to the financial institution are recorded as income.

At December 31, 2002, we had $199 million of power generation equipment in the leasing program. Future minimum lease payments under the rental program are included
in the table above.

Sale and Leaseback Transactions

In June 2001, we entered into a bridge lease agreement whereby we sold and leased back certain heavy-duty engine manufacturing equipment. The lease was accounted for
as an operating lease. Proceeds from the transaction were $119 million and were used to reduce debt and working capital and fund lease transaction costs. The net book value of
the equipment was $104 million resulting in a $15 million pre-tax deferred gain.

The bridge lease contained a fixed purchase option that we exercised in December 2001. Under the option, we reacquired the equipment and refinanced the initial leaseback
transaction by entering into a new sale-leaseback agreement. The resulting lease was accounted for as an operating lease. Under the new lease, we received proceeds of
$125 million, $6 million higher than the June proceeds, primarily as a result of an increase in the appraised value of the equipment during the interim period. We recorded a
deferred gain of $23 million that will be amortized over the lease term net of a $9 million lease residual value guarantee. The lease term is 11.5 years, expiring June 28, 2013,
and contains an early buyout purchase option on January 14, 2009. The early buyout option can be exercised for approximately $81 million, or 65 percent of the equipment's fair
market value at the inception of the lease. If we do not exercise the early buyout option, we are obligated to purchase insurance that insures the residual value of the equipment.
At the end of the lease term, we are obligated to pay the difference, if any, between the amount of the residual value guarantee and the fair market value of the equipment. Rent
expense under the lease agreements approximated $12 million and $6 million in 2002 and 2001, respectively. The future minimum payments under the lease, excluding the
residual value guarantee, are included in the table shown above.

The lease agreement includes certain default provisions requiring us to make timely rent payments, maintain, service, repair and insure the equipment, procure residual
value insurance and maintain minimum debt ratings for our long-term senior unsecured debt obligations.

In September 2001, we entered into two sale-leaseback transactions with an aggregate value of $18 million, whereby we sold and leased back two aircraft. The leases were
accounted for as operating leases. The transactions resulted in the recording of a pre-tax deferred gain of $8 million that is being amortized over the life of the leases as a
reduction in rent expense. The base lease term for both leases is 124 months and provides for an early buyout option in January 2009 at expected fair market value or we may
purchase the aircraft at the end of the lease term for its then fair market value. Rent expense under these leases approximated $.8 million and $.2 million in 2002 and 2001,
respectively. Future minimum lease payments under the leases are included in the table above.
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Note 19. Contingencies, Guarantees and Indemnifications

We are defendants in a number of pending legal actions, including actions related to the use and performance of our products. We carry product liability insurance
covering significant claims for damages involving personal injury and property damage. In the event we are determined to be liable for damages in connection with actions and
proceedings, the unaccrued portion of such liability is not expected to be material. We also have been identified as a potentially responsible party at several waste disposal sites
under U.S. and related state environmental statutes and regulations and have joint and several liability for any investigation and remediation costs incurred with respect to such



sites. We deny liability with respect to many of these legal actions and environmental proceedings and are vigorously defending such actions or proceedings. We have
established reserves that we believe are adequate for our expected future liability in such actions and proceedings where the nature and extent of such liability can be reasonably
estimated based upon presently available information.

Our engine products are also subject to extensive statutory and regulatory requirements that directly or indirectly impose standards with respect to emissions and noise. In
April 2002, we received certification from the U.S. Environmental Protection Agency (EPA) for our ISX heavy-duty diesel truck engine. In May 2002, we received certification
from the EPA for our medium-duty 5.9-litre ISB engine that is used in trucks, buses, RV's, step vans and other medium-duty applications. In September 2002, the EPA certified
our ISM heavy-duty diesel truck engine. These certifications affirm our compliance with stringent new emission standards that became effective October 1, 2002, and permit us
to produce and sell these engines under the new emissions standards. The standards were established in a consent decree that we entered into with the EPA, the U.S. Department
of Justice and the California Air Resources Board (CARB) in October 1998 along with other diesel engine manufacturers. In issuing our certifications, the EPA also affirmed
the use of Auxiliary Emissions Control Devices (AECD) that we submitted.

We believe we are on schedule to meet the requirements to pull forward the reduction of emissions levels for off-highway engines of 300 to 750 horsepower that become
effective under the consent decree on January 1, 2005. We believe meeting this requirement has been facilitated by our development work for the on-highway heavy-duty and
medium-duty engines.

U.S. Distributor Guarantees

We have entered into an operating agreement with Citicorp Leasing, Inc. pursuant to which we agreed to guarantee revolving loans, equipment term loans and leases, real
property loans and letters of credit made by Citicorp Leasing, Inc. to certain independent Cummins and Onan distributors in the United States, as well as certain distributors in
which we own an equity interest. Under the terms of the operating agreement, our guarantee of any particular financing will be limited to the amount of the financing in excess
of a particular distributor's "borrowing base." The "borrowing base" of any particular distributor is equal to the amount that Citicorp Leasing, Inc. would have allowed the
distributor to borrow absent our guarantee.

In the event that any distributor is in default under any financing or:

. at any time on or before August 31, 2004, the rating on our long-term senior unsecured debt from Standard & Poor's is less than "BB" or from Moody's is less
than "Ba2"; or
. at any time on or after September 1, 2004, the rating on our long-term senior unsecured debt from Standard & Poor's is less than "BBB-" or from Moody's is less
than "Baa3";
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then we will be required to guarantee the entire amount of each financing under the terms of the operating agreement. In addition, in the event the rating on our long-term senior
unsecured debt falls below the thresholds described above, we will also be required to pay to Citicorp Leasing, Inc. a monthly fee equal to 0.50% per annum on the daily
average outstanding balance of each financing arrangement under the operating agreement. Further, in the event that any distributor defaults under a particular financing
arrangement, we will be required to purchase the assets of that distributor that secure its borrowings under the financing arrangement.

The operating agreement will continue in effect until February 7, 2007, and may be renewed by the parties for additional one-year terms. As of December 31 2002, we had
$43 million of guarantees outstanding under the operating agreement relating to distributor borrowings of $292 million.

Canadian Distributor Guarantees

We have entered into a number of guarantee agreements with The Bank of Nova Scotia pursuant to which we have agreed to guarantee borrowings of certain independent
distributors of our products. Under the terms of these agreements, our guarantee with respect to any one financing arrangement between a distributor and The Bank of Nova
Scotia is limited to 50% of the aggregate principal amount of the financing. As of December 31, 2002, we had $15 million of guarantees outstanding under these guarantee
agreements relating to distributor borrowings of $30 million.

Other Guarantees

In addition to the guarantees discussed above, from time to time we enter into other guarantee arrangements, including sale of foreign receivables with recourse, guarantees
of non-U.S. distributor financing and other miscellaneous guarantees of third party debt. The maximum potential loss related to these other guarantees is $10 million at
December 31, 2002.

Indemnifications

Periodically, we enter into various contractual arrangements where we agree to indemnify a third party against certain types of losses. Common types of indemnifications
include:

. asset sale agreements where we agree to indemnify the purchaser against future environmental exposures related to the asset sold
. any contractual agreement where we agree to indemnify the counter-party for losses suffered as a result of a misrepresentation in the contract

Because the indemnifications are not related to specified known liabilities and due to the their uncertain nature, we are unable to estimate the maximum amount of the potential
loss associated with these indemnifications.

Note 20. Restated Selected Quarterly Financial Data (unaudited)

The selected quarterly financial data presented below have been restated from the information previously presented in our Form 10-Qs for the applicable periods to reflect
the adjustments described
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in Note 2. As a result, the information presented in our previously filed quarterly reports on Form 10-Q can no longer be relied upon.



2002—As restated (a)

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

$ Millions, except per share amounts

Net sales $ 1,333 § 1,458 $ 1,648 $ 1,414 § 5,853
Gross margin 233 277 313 222 1,045
Earnings (loss) before cumulative effect of change in accounting principle (d), (f) 27) 16 44 46 79
Cumulative effect of change in accounting principle, net of tax (c) 3 — — — 3
Net earnings (loss) (d), () (24) 16 44 46 82

Per common share:

Basic
Earnings (loss) before cumulative effect of change in accounting principle $ (.69) $ 41 $ 1.14 $ 120 $ 2.06
Cumulative effect of change in accounting principle, net of tax .07 — — — .07
Net earnings (loss) $ (.62) $ 413 1.14 $ 120 $ 2.13
Diluted
Earnings (loss) before cumulative effect of change in accounting principle $ (.69) $ 40 $ 1.06 $ 1.10 $ 2.06
Cumulative effect of change in accounting principle, net of tax .07 — — — .07
Net earnings (loss) $ (.62) $ 40 S 1.06 $ 1.10 $ 2.13
Dividends .30 .30 .30 .30 1.20

Stock price per share
High $ 47.96 $ 50.19 $ 33.14 $ 31.44
Low 35.00 30.62 23.42 19.69

2001—As restated (b)

Net sales $ 1,349 $ 1,461 $ 1,408 $ 1,463 § 5,681
Gross margin 241 263 258 251 1,013
Net earnings (loss) (e) 21) (83) 6 ) (103)

Per common share

Basic $ (55) % (2.16) $ 14 3 (13) 8 (2.70)
Diluted (.55) (2.16) 14 (.13) (2.70)
Dividends 30 30 30 30 1.20

Stock price per share
High $ 4327 $ 4550 $ 43.50 $ 39.65
Low 34.40 35.77 28.00 30.75

(a) The information presented in the table below reconciles our restated net income for the first three quarters of 2002 from the net income previously presented in our
Form 10-Qs for the applicable periods. The information
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for the fourth quarter of 2002 has been reconciled from the net income amount previously provided in our Form 8-K dated May 12, 2003. See Note 2 for a description of
the adjustments:

2002
Fourth
First Second Third Quarter Total
Quarter Quarter Quarter ® (€3]
$ Millions
Net earnings—as previously reported $ 26) $ 12§ 40 $ 46 $ 72

Net restatement adjustments (pre tax):



1. Manufacturing location adjustments
2. Items now recorded in period of occurrence
3. Other adjustments:

a. Accrual and reserve measurements

b. GAAP application adjustments

c. Restructuring adjustments

d. Other, net

Total net adjustments
Tax effect

Total adjustments, net of tax

Net earnings—as restated

— — — ®) ®)
1 5 6 8 20
2 1) (C] 1) ®)
4 3 4 6 17
— 3 — ()] (7
3 4 6 1 14
) — 2) 1) (C))
2 4 4 — 10
$ 24 $ 16 $ 44 8 46 S 82

(b) The information presented in the table below reconciles our restated net income for the first three quarters of 2001 from the net income previously presented in our
Form 10-Qs for the applicable periods. The information for the fourth quarter of 2001 has been reconciled from the net income amount previously reported in our 2001

Form 10-K. See note 2 for a description of the adjustments:

2001
First Second Third Fourth
Quarter Quarter Quarter Quarter Total
$ Millions, except per share amounts
Net earnings—as previously reported $ 26) $ ®2) $ 3 8 3 8 (102)
Net restatement adjustments (pre tax):
1. Manufacturing location adjustments — (1) — — (1)
2. Items now recorded in period of occurrence 6 (€)] — — 5
3. Other adjustments:
a. Accrual and reserve measurements 5 1 4 (11) (1)
b. GAAP application adjustments 2) (1) — (1) 4)
c. Restructuring adjustments 3) — — 2 (1)
d. Other, net — 1 — 2) (1)
Total net adjustments 6 [€)] 4 (12) 3)
Tax effect (1) — (1) 4 2
Total adjustments, net of tax 5 (€)] 3 ®) 1)
Net earnings—as restated $ 21 3 ®3) $ 6 $ 5) $ (103)
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(c) The first quarter 2002 data has been restated to reflect a change in accounting principle related to our benefit plan measurement date as discussed in Note 1. The decision

to change was made in the fourth quarter of 2002, and the impact of the change is reflected retroactively as of the beginning of the fiscal year.

(d) Included in the fourth quarter 2002 net loss is a charge of $8 million related to the early retirement of the ESOP notes.

(e) Included in the second quarter 2001 net loss are restructuring, asset impairment and other charges of $125 million ($84 million net of tax).

® The fourth quarter of 2002 includes $4 million of reconciling items written off in that quarter that could not be associated with a specific period.

(g) This column shows the effect of the adjustments in 2002. Previously reported net income for the fourth quarter of 2002 and the total 2002 column represents the
unaudited results that were included in the Form 8-K furnished on May 12, 2003.

At December 31, 2002, there were approximately 4,391 holders of record of the Company's $2.50 par value common stock.
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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
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EXHIBIT INDEX

Exhibit No. Description of Exhibit

3(a) Restated Articles of Incorporation of Cummins Inc., as amended (incorporated by reference to Quarterly Report on Form 10-Q for the quarter ended March
25,2001, by reference to Quarterly Report on Form 10-Q for the quarter ended April 3, 1994, by reference to Quarterly Report on Form 10-Q for the quarter
ended October 1, 1989 and by reference to Form 8-K dated July 26, 1990).

3(b) By-laws of Cummins Inc., as amended and restated effective as of October 8, 2002 (filed herewith).
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111
10(e) Financial Counseling Program (incorporated by reference to Quarterly Report on Form 10-Q for the quarter ended July 3, 1994).
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EXHIBIT 3 (b)

BY-LAWS
OF
CUMMINS INC.
(As amended and restated effective as of October 8, 2002)

ARTICLE I
MEETINGS OF SHAREHOLDERS

SECTION 1.1. ANNUAL MEETINGS. Annual meetings of the shareholders of the
Corporation shall be held each year on such date, at such hour and at such place
within or without the State of Indiana as shall be designated by the Board of
Directors. In the absence of such designation, the meeting shall be held on the
first Tuesday of April of each year at the principal office of the Corporation
at 11:00 a.m. (local time). The Board of Directors may, by resolution, change
the date or time of such annual meeting. If the day fixed for any annual meeting
of shareholders shall fall on a legal holiday, then such annual meeting shall be
held on the first following business day that is not a legal holiday.

SECTION 1.2. SPECIAL MEETINGS. Special meetings of the shareholders of the
Corporation may be called at any time only by the Board of Directors or the
Chairman of the Board.

SECTION 1.3. PROPER BUSINESS. To be properly brought before an annual meeting,
business must be specified in the notice of the meeting (or any supplement
thereto) given by or at the direction of the Board of Directors, otherwise
properly brought before the meeting by or at the direction of the Board of
Directors, or otherwise properly brought before the meeting by a shareholder.
For business to be properly brought before an annual meeting by a shareholder,
the shareholder must have given written notification thereof, either by personal
delivery or by United States mail, postage prepaid, to the Secretary of the
Corporation not later than 90 days in advance of the Originally Scheduled Date
of such meeting (provided, however, that if the Originally Scheduled Date of
such meeting is earlier than the date specified in these By-Laws as the date of
the annual meeting if the Board of Directors does not determine otherwise, such
written notice may be so given and received not later than the close of business
on the 10th day following the date of the first public disclosure, which may
include any public filing by the Corporation with the Securities and Exchange
Commission, of the Originally Schedule Date of such
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meeting). Any such notification by a shareholder shall set forth as to each
matter the shareholder proposes to bring before the meeting (a) brief
description of the business described to be brought before the meeting and the
reasons for conducting such business at the meeting, (b) the name and address of
the shareholder proposing such business, (c) a representation that the
shareholder is a holder of record of stock of the Corporation entitled to vote
at such meeting and intends to appear in person or by proxy at the meeting to
propose such business, and (d) any material interest of the shareholder in such
business. To be properly brought before a special meeting of shareholders called
pursuant to Section 1.2, business must be specified in the notice of the meeting
(or any supplement thereto) given by or at the direction of the Board of
Directors or must otherwise be properly brought before the meeting by or at the
direction of the Board of Directors. No business shall be conducted at a meeting
of shareholders except in accordance with this paragraph, and the chairman of
any meeting of shareholders may refuse to permit any business to be brought
before a meeting without compliance with the foregoing procedures. For purposes
of these By-Laws, the "Originally Scheduled Date" of any meeting of shareholders
shall be the date such meeting is scheduled to occur in the notice of such
meeting first given to shareholders regardless of whether any subsequent notice
is given for such meeting or the record date of such meeting is changed.

SECTION 1.4. NOTICES. A written notice, stating the date, time and place of any
meeting of the shareholders, and in the case of a special meeting the purpose or
purposes for which such meeting is called, shall be delivered or mailed by the
Secretary of the Corporation, to each shareholder of record of the Corporation
entitled to notice of or to vote at such meeting no fewer than ten (10) nor more
than sixty (60) days before the date of the meeting. Notice of shareholders'
meetings, if mailed, shall be mailed, postage prepaid, to each shareholder at
the shareholder's address shown in the Corporation's current record of
shareholders.

Except as provided by the Indiana Business Corporation Law or the
Corporation's Restated Articles of Incorporation, notice of a meeting of
shareholders is required to be given only to shareholders entitled to vote at
the meeting; provided, however, notice of a meeting of shareholders shall be
given to shareholders not entitled to vote if a purpose for the meeting is to
vote on any amendment to the Corporation's Restated Articles of Incorporation, a
merger or share exchange to which the
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Corporation would be a party, a sale of the Corporation's assets, or dissolution
of the Corporation.

A shareholder or the shareholder's proxy may at any time waive notice of a
meeting if the waiver is in writing and is delivered to the Corporation for
inclusion in the minutes or filing with the Corporation's records. A
shareholder's attendance at a meeting, whether in person or by proxy, (a) waives
objection to lack of notice or defective notice of the meeting, unless the
shareholder or the shareholder's proxy at the beginning of the meeting objects
to holding the meeting or transacting business at the meeting, and (b) waives
objection to consideration of a particular matter at the meeting that is not
within the purpose or purposes described in the meeting notice, unless the
shareholder or the shareholder's proxy objects to considering the matter when it
is presented. Each shareholder who has in the matter above provided waived
notice or objection to notice of a shareholders' meeting shall be conclusively
presumed to have been given due notice of such meeting, including the purpose or
purposes thereof.

If an annual or special shareholders' meeting is adjourned to a different
date, time or place, notice need not be given of the new date, time or place if
the new date, time or place is announced at the meeting before adjournment,
unless a new record date is or must be established for the adjourned meeting.

SECTION 1.5. VOTING. Except as otherwise provided by the Indiana Business
Corporation Law or the Corporation's Restated Articles of Incorporation, each
share of the capital stock of any class of the Corporation that is outstanding
at the record date established for any annual or special meeting of shareholders
and is outstanding at the time of and represented in person or by proxy at the
annual or special meeting, shall entitle the record holder thereof, or the
record holder's proxy, to one (1) vote on each matter voted on at the meeting.

SECTION 1.6. QUORUM. Unless the Corporation's Restated Articles of
Incorporation or the Indiana Business Corporation Law provides otherwise, at all
meetings of shareholders a majority of the votes entitled to be cast on a
matter, represented in person or by proxy, constitutes a quorum for action on
the matter. Action may be taken at a shareholders' meeting only on matters with
respect to which a quorum exists; provided, however, that any meeting of
shareholders, including annual and special meetings and any adjournments
thereof, may be adjourned to a later date although less than a quorum is
present. Once a share is
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represented for any purpose at a meeting, it is deemed present for quorum
purposes for the remainder of the meeting and for any adjournment of that
meeting unless a new record date is or must be set for that adjourned meeting.

SECTION 1.7. VOTE REQUIRED TO TAKE ACTION. If a quorum exists as to a matter to
be considered at a meeting of shareholders, action on such matter (other than
the election of Directors) is approved if the votes properly cast favoring the
action exceed the votes properly cast opposing the action, except as the
Corporation's Restated Articles of Incorporation or the Indiana Business
Corporation Law require a greater number of affirmative votes. Directors shall
be elected by a plurality of the votes properly cast.

SECTION 1.8. RECORD DATE. Only such persons shall be entitled to notice of or
to vote, in person or by proxy, at any shareholders' meeting as shall appear as
shareholders upon the books of the Corporation as of such record date as the
Board of Directors shall determine, which date may not be earlier than the date
seventy (70) days immediately preceding the meeting. In the absence of such
determination, the record date shall be the fiftieth (50th) day immediately
preceding the date of such meeting. Unless otherwise provided by the Board of
Directors, shareholders shall be determined as of the close of business on the
record date.

SECTION 1.9. PROXIES. A shareholder's shares may be voted either in person or
by proxy. A shareholder may appoint a proxy to vote or otherwise act for the
shareholder (including authorizing the proxy to receive, or to waive, notice of
any shareholders' meetings within the effective period of such proxy) by signing
an appointment form, either personally or by the shareholder's attorney-in-fact.
An appointment of a proxy is effective when received by the Secretary or other
officer or agent authorized to tabulate votes and is effective for eleven (11)
months unless a shorter or longer period is expressly provided in the
appointment form. The proxy's authority may be limited to a particular meeting
or may be general and authorize the proxy to represent the shareholder at any
meeting of shareholders held within the time provided in the appointment form.
Subject to the Indiana Business Corporation Law and to any express limitation on
the proxy's authority appearing on the face of the appointment form, the
Corporation is entitled to accept the proxy's vote or other action as that of
the shareholder making the appointment.
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SECTION 1.10. ORGANIZATION. At every meeting of the shareholders, the Chairman
of the Board, or, in the Chairman's absence, a person designated by the Chairman
shall act as a chairman. The Secretary of the Corporation shall act as secretary
of such meeting or, in the Secretary's absence, the chairman shall appoint a
secretary.

SECTION 1.11. VOTING LISTS. At least five business days before each meeting of
shareholders, the officer or agent having charge of the stock transfer books
shall make a complete list of the shareholders entitled to notice of a
shareholders' meeting, arranged in alphabetical order, with the address and
number of shares so entitled to vote held by each, which list shall be on file
at the principal office of the Corporation and subject to inspection by any
shareholder entitled to vote at the meeting. Such list shall be produced and
kept open at the time and place of the meeting and subject to the inspection of
any shareholder during the holding of such meeting. The original stock register
or transfer book, or a duplicate thereof, kept in this state, shall be the only
evidence as to who are the shareholders entitled to examine such list or the
stock ledger or transfer book or to vote at any meeting of the shareholders.

SECTION 1.12. INSPECTORS OF ELECTION. The Board of Directors may appoint
Inspectors of Election to serve at meetings of shareholders. If, at the time of
any meeting, any Inspector so appointed shall be absent, the presiding officer
may appoint an Inspector to serve in place of the absent Inspector.

SECTION 1.13. CONDUCT OF MEETING. At any meeting of shareholders of the
Corporation, the Chairman of the Board (or, in the absence of the Chairman of
the Board, such person designated by the Chairman pursuant to Section 1.10 of
these By-Laws) shall prescribe the order of business to be conducted at the
meeting and establish procedures incident thereto.

ARTICLE II
DIRECTORS

SECTION 2.1. NUMBER, QUALIFICATION AND TERMS. The business and affairs of the
Corporation shall be managed under the direction of a Board of Directors. The
number of Directors shall be fixed by resolution of the Board of Directors from
time to time. It shall be the policy of the Corporation that no person
seventy-two years of age or more shall be elected to the Board of Directors. Any
Director who attains the age of seventy-two years during the
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Director's term of office shall be eligible to remain a Director for the
duration of the term for which the Director was elected but shall not be
eligible for re-election.

Each Director shall be elected for a term of office to expire at the annual
meeting of shareholders next following the Director's election, except that each
Director elected pursuant to Section 2.2 of this Article II shall hold office
until the next annual meeting of shareholders. Despite the expiration of a
Director's term, the Director shall continue to serve until the Director's
successor 1is elected and qualified, or until the earlier of the Director's
death, resignation, disqualification or removal, or until there is a decrease in
the number of Directors.

The Directors and each of them shall have no authority to bind the
Corporation except when acting as a Board.

SECTION 2.2. VACANCIES. Any vacancy occurring in the Board of Directors, from
whatever cause arising, including an increase in the number of Directors, shall
be filled by selection of a successor by a majority vote of the remaining
members of the Board of Directors (although less than a quorum) until the next
annual meeting of the shareholders.

SECTION 2.3. QUORUM AND VOTE REQUIRED TO TAKE ACTION. A majority of the whole
Board of Directors shall be necessary to constitute a quorum for the transaction
of any business, except the filling of vacancies; provided that less than two
Directors shall not constitute a quorum. If a quorum is present when a vote is
taken, the affirmative vote of a majority of the Directors present shall be the
act of the Board of Directors, unless the act of a greater number is required by
the Indiana Business Corporation Law, the Corporation's Restated Articles of
Incorporation or these By-Laws.

SECTION 2.4. REGULAR MEETINGS. The Board of Directors shall meet regularly,
without notice, at such times and places as may be specified from time to time
by the Board of Directors or the Chairman of the Board (but no fewer than one
time annually) for the purpose of transacting such business as properly may come
before the meeting.

SECTION 2.5. SPECIAL MEETINGS. Special meetings of the Board of Directors may
be called by the Chairman of the Board or a majority of the Directors upon not



less than twenty-four (24) hours' notice given to each Director of the date,
time and place of the meeting, which notice need not specify the purpose or
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purposes of the special meeting. Such notice may be communicated in person
(either in writing or orally), by telephone, telegraph, teletype or other form
of wire or wireless communication, or by mail, and shall be effective at the
earlier of the time of its receipt or, if mailed, five (5) days after its
mailing. Notice of any meeting of the Board may be waived in writing at any time
if the waiver is signed by the Director entitled to the notice and is filed with
the minutes or corporate records. A Director's attendance at or participation in
a meeting waives any required notice to the Director of the meeting, unless the
Director at the beginning of the meeting (or promptly upon the Director's
arrival) objects to holding the meeting or transacting business at the meeting
and does not thereafter vote for or assent to action taken at the meeting.

SECTION 2.6. WRITTEN CONSENTS. Any action required or permitted to be taken at
any meeting of the Board of Directors may be taken without a meeting if the
action is taken by all members of the Board. The action must be evidenced by one
(1) or more written consents describing the action taken, signed by each
Director, and included in the minutes or filed with the corporate records
reflecting the action taken. Action taken under this Section 2.6. is effective
when the last Director signs the consent, unless the consent specifies a
different prior or subsequent effective date, in which cases the action is
effective on or as of the specified date. A consent signed under this Section
2.6 shall have the same effect as a unanimous meeting vote of all members of the
Board and may be described as such in any document.

SECTION 2.7. PARTICIPATION BY CONFERENCE TELEPHONE. The Board of Directors may
permit any or all Directors to participate in a regular or special meeting by,
or through the use of, any means of communication, such as conference telephone,
by which all Directors participating may simultaneously hear each other during
the meeting. A Director participating in a meeting by such means shall be deemed
to be present in person at the meeting.

SECTION 2.8. ORGANIZATION. At every meeting of the Board of Directors, the
Chairman of the Board, or in the Chairman's absence, a person designated by the
Chairman, shall act as chairman. The Secretary of the Corporation shall act as
secretary of such meeting or, in the Secretary's absence, the Chairman shall
appoint a secretary.

SECTION 2.9. RESIGNATION. A Director may resign at any time by delivering
written notice to the Chairman of the Board, the
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Secretary of the Corporation, the Board of Directors, or such other officer as
the Board of Directors may designate, and such resignation shall become
effective upon such delivery unless the notice specifies a later effective date.

SECTION 2.10. COMPENSATION. Any Director who is also an officer of the
Corporation shall receive no separate compensation for serving as Director. Each
Director who is not an officer of the Corporation shall be paid such
compensation, by way of salary, fees for attendance at meetings of the Board of
Directors, special consulting fees, or other remuneration, as shall be fixed
from time to time by resolution of the Board of Directors. Each Director shall
be reimbursed by the Corporation for travel expenses incurred in attending such
meetings.

SECTION 2.11. NOMINATIONS. Nominations for the election of Directors may be made
by the Board of Directors or by any shareholder entitled to vote for the
election of Directors who complies fully with the requirements of these By-Laws.
Any shareholder entitled to vote for the election of Directors at a meeting may
nominate a person or persons for election as Directors only if written notice of
such shareholder's intent to make such nominations is given, either by personal
delivery or by United States mail, postage prepaid, to the Secretary of the
Corporation not later than 90 days in advance of the Originally Scheduled Date
of such annual meeting (provided, however, that if the Originally Scheduled Date
of such meeting is earlier than the date specified in these By-Laws as the date
of the annual meeting if the Board of Directors does not determine otherwise,
such written notice may be so given and received not later than the close of
business on the 10th day following the date of the first public disclosure,
which may include any public filing by the Corporation with the Securities and
Exchange Commission, of the Originally Scheduled Date of such meetings). Each
such notice shall set forth (a) the name and address of the shareholder who
intends to make the nomination and of the person or persons to be nominated; (b)
a representation that the shareholder is a holder of record of stock of the
Corporation entitled to vote at such meeting and intends to appear in person or
by proxy at the meeting to nominate the person or persons specified in the
notice; (c) a description of all arrangements or understandings between the
shareholder and each nominee and any other person or persons (naming such person
or persons) pursuant to which the nomination or nominations are to be made by



the shareholder; (d) such other information regarding each nominee proposed by
such shareholder as would have been required to be included in a proxy statement
filed pursuant to the proxy rules of the Securities and
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Exchange Commission had each nominee been nominated, or intended to be
nominated, by the Board of Directors; and (e) the consent of each nominee to
serve as a Director of the Corporation if so elected. The chairman of any
meeting of shareholders to elect Directors and the Board of Directors may refuse
to acknowledge the nomination of any person not made in compliance with the
foregoing procedure. This Section 2.11 shall not affect the right of the holders
of either Preference or Preferred Stock to nominate and elect Directors in the
event such right arises.

SECTION 2.12. CHAIRMAN OF THE EXECUTIVE COMMITTEE. The Board of Directors shall

elect a Chairman of the Executive Committee from among the members of the Board

of Directors. The Chairman of the Executive Committee shall preside at meetings

of the Executive Committee, and shall perform such other duties and functions as
may be assigned to the Chairman of such Committee from time to time by the Board
of Directors.

ARTICLE III
COMMITTEES OF THE BOARD OF DIRECTORS

SECTION 3.1. GENERAL.

(a) The Board of Directors may create one (1) or more committees and
appoint members of the Board of Directors to serve on them, by resolution of the
Board of Directors adopted by a majority of all the Directors in office when the
resolution is adopted. Each committee may have one (1) or more members, and all
the members of a committee shall serve at the pleasure of the Board of
Directors.

(b) To the extent specified by the Board of Directors in the resolution
creating a committee (as such resolution may be amended by the Board of
Directors from time to time), and except as otherwise provided in the Indiana
Business Corporation Law, each committee may exercise all of the authority of
the Board of Directors.

(c) Except to the extent inconsistent with the resolutions creating a
committee, the provisions of these By-Laws which govern meetings, action without
meetings, notice and waiver of notice, quorum and voting requirements and
telephone participation in meetings of the Board of Directors, apply to each
committee and its members as well.
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(d) A member of a committee of the Board of Directors who is also an
officer of the Corporation shall receive no separate compensation for serving as
a member of such committee. Each member of a committee of the Board of Directors
who is not an officer of the Corporation shall be paid such compensation for
attendance at committee meetings as shall be fixed from time to time by
resolution of the Board of Directors. Committee members shall be reimbursed by
the Corporation for travel expenses incurred in attending committee meetings.

SECTION 3.2. EXECUTIVE COMMITTEE.

(a) The Board of Directors shall elect from its members an Executive
Committee consisting of not less than three members to serve at the pleasure of
the Board of Directors. During the intervals between the meetings of the Board
of Directors, the Executive Committee shall possess and may exercise, except as
described in Section 3.1(b) of this Article III, all the power of the Board of
Directors in the management and direction of the business and affairs of the
Corporation. All Directors, including those Directors who are not designated
members of the Executive Committee, may attend meetings of the Executive
Committee. The Chairman of the Executive Committee shall preside at all meetings
of such Committee. The Secretary of the Corporation, or, in the Secretary's
absence, a person appointed by the Chairman of the Executive Committee, shall
act as secretary of such Committee.

(b) The Executive Committee shall keep regular minutes of its proceedings
and all action by the Committee shall be reported to the Board of Directors at
its meeting next following the meeting of the Committee.

ARTICLE IV
OFFICERS

SECTION 4.1. DESIGNATION AND SELECTION. The Board of Directors shall elect as
officers of the Corporation a Chairman of the Board and a Chief Executive
Officer. The Chief Executive Officer shall appoint a Secretary and such other
officers of the Corporation as the Chief Executive Officer deems appropriate,
which appointments shall be presented to the Board of Directors for



ratification.
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SECTION 4.2. DUTIES AND FUNCTIONS.

(a) CHAIRMAN OF THE BOARD. The Chairman of the Board shall be a member of
the Board of Directors and shall, when present, preside at all meetings of the
Board of Directors and of the shareholders. The Chairman of the Board shall
perform such other duties and functions as may be assigned to the Chairman of
the Board from time to time by the Board of Directors.

(b) CHIEF EXECUTIVE OFFICER. The Chief Executive Officer shall be a member
of the Board of Directors and shall perform such other duties and functions as
may be assigned from time to time by the Board of Directors.

(c) SECRETARY. The Secretary shall keep a record of proceedings at all
meetings of the Board of Directors and of the shareholders, shall have custody
of the corporate records and seal of the Corporation, shall be responsible for
authenticating records of the Corporation, and shall perform such other duties
and functions as may be assigned to the Secretary from time to time by the
Chairman of the Board.

(d) OTHER OFFICERS. Each other officer appointed by the Chairman of the
Board shall have and perform such powers, duties and functions as may be
assigned to such officer from time to time by the Board of Directors, the
Chairman of the Board or the Chief Executive Officer.

SECTION 4.3. REMOVAL. The Board of Directors may remove any officer at any time
with or without cause by resolution adopted by a majority of the whole Board of
Directors. An officer appointed by the Chairman of the Board may also be removed
at any time, with or without cause, by the Chairman of the Board.

SECTION 4.4. RESIGNATIONS. Any corporate officer may resign at any time by
delivering written notice thereof to the Board of Directors, the Chairman of the
Board or the Secretary. Such resignation shall take effect at the time delivered
unless a later time is specified therein. The acceptance of such resignation
shall not be necessary to make it effective.

SECTION 4.5. COMPENSATION. The Board of Directors shall fix the salary and
other compensation for officers of the Corporation who are also Directors of the
Corporation and may delegate to the Chairman of the Board authority to fix
salaries and other compensation of all remaining officers of the Corporation.
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SECTION 4.6. SPECIAL AUTHORITY. The Chairman of the Board, or other officers
designated by the Chairman, shall have authority to execute guarantees,
indentures for monies borrowed by the Corporation, appointments of powers of
attorney and proxies to act on behalf of the Corporation, instruments for the
devise or conveyance of real estate or creation of mortgages, bank forms
required to open, maintain or close bank accounts, and any other written
agreements to which the Corporation shall be a party which pertain to the
routine operation of the Corporation and are regularly being made in the
ordinary course of carrying on such operations.

ARTICLE V
STOCK

SECTION 5.1. EXECUTION. The certificates of stock of the Corporation shall be
signed by the Chief Executive Officer or a Vice President and the Secretary;
provided, however, that where such certificates are also signed by a transfer
agent or a registrar or both, the signature of such corporate officers may be
facsimiles. In case any officer, transfer agent, or registrar who has signed or
whose facsimile signature has been placed upon a certificate shall have ceased
to be such officer, transfer agent, or registrar before such certificate is
issued, it may be issued by the Corporation with the same effect as if such
person were such officer, transfer agent, or registrar at the date of its issue.

SECTION 5.2. CONTENTS. Each certificate shall state on its face the name of the
Corporation and that it is organized under the laws of the State of Indiana, the
name of the person to whom it is issued, and the number and class of shares and
the designation of the series, if any, the certificate represents, and shall
state conspicuously on its front or back that the Corporation will furnish the
shareholder, upon the shareholder's written request and without charge, a
summary of the designations, relative rights, preferences and limitations
applicable to each class and the variations in rights, preferences and
limitations determined for each series (and the authority of the Board of
Directors to determine variations for future series).

SECTION 5.3. TRANSFER AGENTS AND REGISTRARS. The Corporation may have one or
more transfer agents and one or more registrars of its shares, whose respective
duties the Board of Directors may from time to time define. No certificate for



shares shall be valid until countersigned by a transfer agent if the Corporation
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has a transfer agent or until registered by a registrar if the Corporation has a
registrar.

SECTION 5.4. TRANSFERS. Shares of stock shall be transferable on the books of
the Corporation by the person named in the certificate or by such person's
attorney upon surrender of the certificate properly endorsed. The Corporation
may deem and treat the person in whose name shares of stock stand on the books
of the Corporation as the owner thereof for purposes of voting, dividends and
all other purposes.

SECTION 5.5. STOCK TRANSFER RECORDS. There shall be entered upon the stock
records of the Corporation the number of each certificate issued, the name and
address of the registered holder of such certificate, the number, kind and class
of shares represented by such certificate, the date of issue, whether the shares
are originally issued or transferred, the registered holder from whom
transferred and such other information as is commonly required to be shown by
such records. The stock records of the Corporation shall be kept as its
principal office, unless the Corporation appoints a transfer agent or registrar,
in which case the Corporation shall keep at its principal office a complete and
accurate shareholders' list giving the names and addresses of all shareholders
and the number and class of shares held by each. If a transfer agent is
appointed by the Corporation, shareholders shall give written notice of any
changes in their addresses from time to time to the transfer agent.

SECTION 5.6. LOSS, DESTRUCTION OR MUTILATION OF CERTIFICATES. The holder of any
shares of the capital stock of the Corporation shall immediately notify the
Corporation of any loss, destruction or mutilation of the certificate therefor,
and the Board of Directors may, in its discretion, cause to be issued to the
holder a new certificate or certificates of stock, upon the surrender of the
mutilated certificate, or, in the case of loss or destruction, upon satisfactory
proof of such loss or destruction. The Board of Directors may, in its
discretion, require the holder of the lost or destroyed certificate or the
holder's legal representative to give the Corporation a bond in such sum and in
such form, and with such surety or sureties as it may direct, to indemnify the
Corporation, its transfer agents and registrars, if any, against any claim that
may be made against them or any of them with respect to the capital stock
represented by the certificate or certificates alleged to have been lost or
destroyed, but the Board of Directors may, in its discretion,
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refuse to issue a new certificate or certificates, save upon the order of a
court having jurisdiction in such matters.

SECTION 5.7. FORM OF CERTIFICATES. The form of the certificates for shares of
the capital stock of the Corporation shall conform to the requirements of
Section 5.2 of the By-Laws and be in such printed form as shall from time to
time be approved by resolution of the Board of Directors.

ARTICLE VI
INDEMNIFICATION OF DIRECTORS AND OFFICERS

SECTION 6.1. MANDATORY. The Corporation shall, to the fullest extent permitted
by Sections 1 through 13 of Indiana Code Ch. 23-1-37 as in effect April 1, 1986,
(i) indemnify any person who is or was a Director or officer of the Corporation
(and the heirs and legal representatives thereof) against expenses (including
attorneys' fees), judgments, fines, and penalties and amounts paid in settlement
resulting from any action, suit or proceeding threatened or brought against such
person by reason of such person's serving in such position or serving another
enterprise in any capacity at the request of the Corporation, and (ii) pay for
or reimburse the reasonable expenses incurred by such person in advance of the
final disposition of the action, suit or proceeding.

SECTION 6.2. DISCRETIONARY. Separate and apart from, and in addition to, the
mandatory indemnification required under Section 6.1 of this Article, the
Corporation may, in its sole discretion, provide for indemnification of any
person in accordance with the provisions of Indiana Code Ch. 23-1-37, as from
time to time amended, or superseding statutory provisions.

SECTION 6.3. OTHER CAPACITY SERVICE. Any Director or officer of the Corporation
serving in any capacity (i) another corporation, of which a majority of the
shares entitled to vote in the election of its directors is held, directly or
indirectly, by the Corporation, or (ii) any employee benefit plan of the
Corporation or of another corporation described in Subsection (i) of this
Section, shall be deemed to be doing so at the request of the Corporation.

SECTION 6.4. APPLICABLE LAW. Any person entitled to be indemnified as a matter
of right pursuant to this Article VI may
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elect to have the right to indemnification interpreted on the basis of the
applicable law in effect at the time of the occurrence of the event or events
giving rise to the action, suit or proceeding, to the extent permitted by
Indiana law, or on the basis of the applicable law in effect at the time
indemnification is sought.

SECTION 6.5. RIGHTS. The right to be indemnified pursuant to this Article VI
(i) shall be a contract right of each individual entitled to be indemnified
hereunder, (ii) is intended to be retroactive and shall be available with
respect to events occurring prior to the adoption hereof, and (iii) shall
continue to exist with respect to events occurring prior to any rescission or
restrictive modification of this Article VI.

SECTION 6.6. CLAIMS. If a claim for indemnification pursuant to this Article VI
is not paid in full by the Corporation within ninety days after a written
request therefor has been received by the Corporation, the claimant may at any
time thereafter bring suit against the Corporation to recover the unpaid amount
of the claim and, if successful in whole or in part, the claimant shall be
entitled also to be paid the expense of prosecuting such claim. Neither the
failure of the Corporation (including its Board of Directors, special legal
counsel or its shareholders) to have made a determination prior to the
commencement of such action that indemnification of the claimant is proper in
the circumstances because the claimant has met the applicable standard of
conduct, nor an actual determination by the Corporation (including its Board of
Directors, special legal counsel or its shareholders) that the claimant had not
met such applicable standard of conduct, shall be a defense to the action or
create a presumption that the claimant had not met the applicable standard of
conduct.

ARTICLE VII
MISCELLANEOUS

SECTION 7.1. INDIANA BUSINESS CORPORATION LAW. The provisions of the Indiana
Business Corporation Law, as amended, applicable to all matters relevant to, but
not specifically covered by, these By-Laws are hereby, by reference,
incorporated in and made a part of these By-Laws.

SECTION 7.2. FISCAL YEAR. The fiscal year of the Corporation shall end on the
31st of December of each year.
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SECTION 7.3. CONTROL SHARE ACT. The provisions of Chapter 42 of the Indiana
Business Corporation Law, Ind. Code Section 23-1-42-1 ET SEQ., shall not apply
to control share acquisitions of shares of the Corporation.

SECTION 7.4. SEAL. The Corporation shall have a corporate seal, which shall
have inscribed the name of the Corporation and the word "INDIANA" around the
outer edge and the words "CORPORATE SEAL" in the center.

SECTION 7.5. CONTRACTS AND OTHER INSTRUMENTS. Bonds, contracts, deeds, leases
and other obligations and instruments of the Corporation may be signed in the
name of and on behalf of the Corporation by (i) officers or their designees, and
(ii) agents of the Corporation as may be specifically authorized by resolution
of the Board of Directors.

SECTION 7.6. BOOKS AND RECORDS. Subject to the laws of the State of Indiana,
the books of account, records, documents and papers of the Corporation may be
kept at any place or places within or without the State of Indiana.

SECTION 7.7. AMENDMENTS. These By-Laws may be rescinded, changed or amended,
and provisions hereof may be waived, at any meeting of the Board of Directors by
the affirmative vote of a majority of the entire number of Directors at the
time, except as otherwise required by the Corporation's Restated Articles of
Incorporation or by the Indiana Business Corporation Law.

SECTION 7.8. DEFINITION OF ARTICLES OF INCORPORATION AND RESTATED ARTICLES OF
INCORPORATION. The term "Articles of Incorporation" and "Restated Articles of
Incorporation" as used in these By-Laws mean the Restated Articles of
Incorporation of the Corporation as from time to time in effect.
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EXHIBIT 4 (a)

$385,000,000.00
THREE YEAR

CREDIT AGREEMENT
dated as of
November 5, 2002
among
CUMMINS INC.,
CUMMINS ENGINE CO. LTD.,
CUMMINS POWER GENERATION LTD.,
NEWAGE INTERNATIONAL LIMITED,
THE ELIGIBLE SUBSIDIARIES REFERRED TO HEREIN

The Lenders Party Hereto,

JPMORGAN CHASE BANK,
as Administrative Agent and Collateral Agent,

CITICORP USA, INC.,
as Syndication Agent,

and

BANK OF AMERICA, N.A.
and

THE BANK OF NOVA SCOTIA,
as Co-Documentation Agents.

J.P. MORGAN SECURITIES INC.
and

SALOMON SMITH BARNEY INC.,
as Joint Bookrunners and Co-Lead Arrangers
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CREDIT AGREEMENT dated as of November 5, 2002 among CUMMINS INC., CUMMINS
ENGINE CO. LTD., CUMMINS POWER GENERATION LTD., NEWAGE INTERNATIONAL LIMITED,
the ELIGIBLE SUBSIDIARIES referred to herein, the LENDERS party hereto, JPMORGAN
CHASE BANK, as Administrative Agent and Collateral Agent, CITICORP USA, INC., as
Syndication Agent, and BANK OF AMERICA, N.A. and THE BANK OF NOVA SCOTIA, as
Co-Documentation Agents.

The parties hereto agree as follows:

ARTICLE 1
DEFINITIONS

Section 1.01. DEFINED TERMS. As used in this Agreement, the following terms
have the meanings specified below:

"ABR", when used in reference to any Loan or Borrowing, refers to whether
such Loan, or the Loans comprising such Borrowing, are bearing interest at a
rate determined by reference to the Alternate Base Rate.

"ADDITIONAL LETTER OF CREDIT" means a letter of credit issued hereunder by
the Issuing Bank on or after the Effective Date.

"ADJUSTED LIBO RATE" means, with respect to any Euro-Currency Borrowing for
any Interest Period, an interest rate per annum (rounded upwards, if necessary,
to the next 1/16 of 1%) equal to (a) the LIBO Rate for such Interest Period
multiplied by (b) the Statutory Reserve Rate.

"ADMINISTRATIVE AGENT" means JPMorgan Chase Bank, in its capacity as
administrative agent for the Lenders hereunder.

"ADMINISTRATIVE QUESTIONNAIRE" means an Administrative Questionnaire in a
form supplied by the Administrative Agent.

"AFFILIATE" means, with respect to a specified Person, another Person that
directly, or indirectly through one or more intermediaries, Controls or is
Controlled by or is under common Control with the Person specified.

"AGENTS" means the Administrative Agent, the Syndication Agent, each
Co-Documentation Agent and the Collateral Agent.

"ALTERNATE BASE RATE" means, for any day, a rate per annum equal to the
greater of (a) the Prime Rate in effect on such day and (b) the Federal Funds
Effective Rate in effect on such day plus 1/2 of 1%. Any change in the Alternate
Base Rate due to a change in the Prime Rate or the Federal Funds Effective Rate
shall be effective from and including the effective date of such change in the
Prime Rate or the Federal Funds Effective Rate, respectively.

"ALTERNATIVE CURRENCY" means Euro or Pound Sterling.
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"ALTERNATIVE CURRENCY LOAN" means a Revolving Loan that is made in an
Alternative Currency pursuant to the applicable Borrowing Request. Any Loan made
in the currency of a Participating Member State before the date on which such
Participating Member State adopts the Euro as its currency (the "ENTRY DATE")
and still outstanding on the Entry Date shall be prepaid on the last day of the
Interest Period applicable thereto on the Entry Date.

"ALTERNATIVE CURRENCY SUBLIMIT" means $60,000,000.

"APPLICABLE LENDING OFFICE" means, with respect to any Lender, (a) in the
case of its ABR Loans, its Domestic Lending Office, (b) in the case of its
Euro-Currency Loans, its Euro-Currency Lending Office and (c) in the case of its
Swingline Loans, its Swingline Lending Office.

"APPLICABLE PERCENTAGE" means, with respect to any Lender, the percentage
of the total Commitments represented by such Lender's Commitment. If the
Commitments have terminated or expired, the Applicable Percentages shall be
determined based upon the Commitments most recently in effect, giving effect to
any assignments.

"APPLICABLE RATE" means, for any day, with respect to any ABR Loan or
Euro-Currency Loan, or with respect to the commitment fees payable hereunder, as
the case may be, the applicable rate per annum for ABR Loans and Euro-Currency
Loans or the Commitment Fee Rate, respectively, in each case as determined for
such day in accordance with the Pricing Schedule.

"APPROVED FUND" has the meaning assigned to such term in Section 12.04.

"ASSIGNMENT AND ASSUMPTION" means an assignment and assumption entered into
by a Lender and an assignee (with the consent of any party whose consent is
required by Section 12.04), and accepted by the Administrative Agent, in the
form of Exhibit A or any other form approved by the Administrative Agent and the
Company .



"ATTRIBUTABLE VALUE" of any Sale and Lease-Back Transaction means, at any
time, an amount equal to the product of (a) the greater of (i) the net proceeds
of the sale of the property subject thereto and (ii) the fair market value of
such property at the time of such sale (as determined by the board of directors
of the Company or by an independent appraiser) and (b) a fraction the numerator
of which equals the number of full years in the term of the relevant lease
remaining at such time and the denominator of which equals the number of full
years in the term of such lease at such time, in each case computed without
regard to any renewal or extension options (other than those at the option of
the lessor) contained in such lease.

"AVAILABILITY PERIOD" means the period from and including the Effective
Date to but excluding the earlier of the Maturity Date and the date of
termination of the Commitments.

"BOARD" means the Board of Governors of the Federal Reserve System of the
United States of America.

"BORROWER" means the Company, any Original Subsidiary Borrower or any
Eligible Subsidiary, as the context may require, and their respective
successors, and "BORROWERS" means

<Page>

all of the foregoing. When used in relation to any Loan or Letter of Credit,
references to "the Borrower" are to the particular Borrower to which such Loan
is or is to be made or at whose request such Letter of Credit is or is to be
issued.

"BORROWING" means (a) Revolving Loans of the same Type, made, converted or
continued on the same date and, in the case of Euro-Currency Loans, denominated
in the same currency and as to which a single Interest Period is in effect or
(b) a Swingline Loan.

"BORROWING REQUEST" means a request by the Borrower for a Revolving
Borrowing in accordance with Section 2.03.

"CAPITAL EXPENDITURES" means, for any period, without duplication, (a) the
additions to property, plant and equipment and other capital expenditures of the
Company and its Subsidiaries that are (or would be) set forth in a consolidated
statement of cash flows of the Company and its Subsidiaries for such period
prepared in accordance with GAAP and (b) any Capital Lease Obligations incurred
by the Company and its Subsidiaries during such period.

"CAPITAL LEASE OBLIGATIONS" of any Person means the obligations of such
Person to pay rent or other amounts under any lease of (or other arrangement
conveying the right to use) real or personal property, or a combination thereof,
which obligations are required to be classified and accounted for as capital
leases on a balance sheet of such Person under GAAP, and the amount of such
obligations shall be the capitalized amount thereof determined in accordance
with GAAP.

"CASH COLLATERAL ACCOUNT" has the meaning specified in Section 1 of the
Security Agreement.

"CDC" means Consolidated Diesel Company, a North Carolina general
partnership.

"CHANGE IN CONTROL" means that (a) any Person or group of persons within
the meaning of Section 13(d) (3) of the Securities Exchange Act of 1934 becomes
the beneficial owner, directly or indirectly, of 30% or more of the outstanding
common stock of the Company or (b) individuals who constitute the Continuing
Directors cease for any reason to constitute at least a majority of the board of
directors of the Company (which, for the purpose of this definition, shall be
deemed not to mean any committee of the board of directors of the Company) .

"CHANGE IN LAW" means (a) the adoption of any law, rule or regulation after
the date of this Agreement, (b) any change in any law, rule or regulation or in
the interpretation or application thereof by any Governmental Authority after
the date of this Agreement or (c) compliance by any Lender or the Issuing Bank
(or, for purposes of Section 2.14(b), by any Applicable Lending Office of such
Lender or by such Lender's or the Issuing Bank's holding company, if any) with
any request, guideline or directive (whether or not having the force of law) of
any Governmental Authority made or issued after the date of this Agreement.

"CLASS", when used in reference to any Loan or Borrowing, refers to whether
such Loan, or the Loans comprising such Borrowing, are Revolving Loans or
Swingline Loans.

"CLO" has the meaning assigned to such term in Section 12.04.
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"CO-DOCUMENTATION AGENTS" means Bank of America, N.A. and The Bank of Nova
Scotia, in their capacity as co-documentation agents in respect of this
Agreement.

"CODE" means the Internal Revenue Code of 1986, as amended from time to
time.

"COLLATERAL" means any and all "Collateral" as defined in any Security
Document.

"COLLATERAL AGENT" means JPMorgan Chase Bank, in its capacity as Collateral
Agent under the Security Agreement and the other Security Documents, and its
successors in such capacity.

"COLLATERAL AND GUARANTEE REQUIREMENT" means the requirement that:

(a) the Collateral Agent shall have received from the Company and each
Material Subsidiary which is neither a Foreign Subsidiary nor an Exempt SPV
either (i) a duly executed and delivered counterpart of the Security Agreement
or (ii) in the case of any Person which becomes a Material Subsidiary which is
neither a Foreign Subsidiary nor an Exempt SPV after the Effective Date, a
supplement to the Security Agreement, in the form specified therein, duly
executed and delivered on behalf of such Material Subsidiary;

(b) all outstanding Equity Interests in any Material Subsidiary which is an
Unrestricted Subsidiary owned directly by the Company or any Subsidiary
Guarantor shall have been pledged pursuant to the Security Agreement (except
that neither the Company nor any Subsidiary Guarantor shall be required to
pledge more than 65% of the outstanding voting Equity Interests in any Foreign
Subsidiary) and the Collateral Agent shall have received all certificates or
other instruments representing such Equity Interests, together with stock powers
or other instruments of transfer with respect thereto endorsed in blank;

(c) all outstanding Intercompany Notes held directly by the Company or any
Subsidiary Guarantor shall have been pledged to the extent required pursuant to
the Security Agreement and the Collateral Agent shall have received all such
Intercompany Notes, together with bond powers or other instruments of transfer
with respect thereto endorsed in blank;

(d) all documents and instruments, including Uniform Commercial Code
financing statements, required by law or reasonably requested by the Collateral
Agent to be filed, registered or recorded to create the Liens intended to be
created by the Security Documents and perfect or record such Liens to the
extent, and with the priority, required by the Security Documents, shall have
been filed, registered or recorded or delivered to the Collateral Agent for
filing, registration or recording;

(e) the Company and each Subsidiary Guarantor shall have obtained all
consents and approvals required to be obtained by it in connection with the
execution and delivery of all Security Documents to which it is a party, the
performance of its obligations thereunder and the granting of the Liens granted
by it thereunder; and

(f) the Company and each Subsidiary Guarantor shall have taken all other
action required under the Security Documents to be completed on or prior to the
Effective Date to perfect, register and/or record the Liens granted by it
thereunder.
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For avoidance of doubt, none of clauses (a) through (f) above shall require the
creation of any mortgage, pledge, lien, security interest or encumbrance on any
Principal Property (as defined in the Indenture) or on any stock or indebtedness
of any Restricted Subsidiary (as such terms are used in the Indenture).

"COMMITMENT" means, with respect to each Lender, the commitment of such
Lender to make Revolving Loans and to acquire participations in Letters of
Credit and Swingline Loans hereunder, expressed as an amount representing the
maximum aggregate Dollar Amount of such Lender's Revolving Credit Exposure
hereunder, as such commitment may be (a) reduced from time to time pursuant to
Section 2.08 and (b) reduced or increased from time to time pursuant to
assignments by or to such Lender pursuant to Section 12.04. The initial amount
of each Lender's Commitment is set forth on Schedule 2.01, or in the Assignment
and Assumption pursuant to which such Lender shall have assumed its Commitment,
as applicable. The initial aggregate amount of the Lenders' Commitments is
$385,000,000.

"COMMITMENT FEE RATE" means the applicable rate determined in accordance
with the Pricing Schedule.

"COMPANY" means Cummins Inc., an Indiana corporation.

"CONSOLIDATED" means, as applied to any financial or accounting term with



respect to any Person, such term determined on a consolidated basis in
accordance with GAAP for such Person and all consolidated subsidiaries thereof.

"CONSOLIDATED EBITDA" means, for any period, Consolidated Net Income for
such period plus (a) without duplication and to the extent deducted in
determining such Consolidated Net Income, the sum of (i) consolidated interest
expense for such period, (ii) consolidated income tax expense for such period,
(iii) all amounts attributable to depreciation and amortization for such period
and (iv) any extraordinary or non-recurring non-cash charges for such period and
minus (b) without duplication and to the extent included in determining such
Consolidated Net Income, (i) any extraordinary gains for such period and (ii)
any income of any joint venture, except to the extent that dividends or other
distributions were actually paid by such joint venture to the Company and its
Subsidiaries during such period, all determined on a consolidated basis in
accordance with GAAP.

"CONSOLIDATED INDEBTEDNESS" means the Indebtedness of the Company and its
Subsidiaries, Consolidated in accordance with GAAP; PROVIDED, however, that the
term "Consolidated Indebtedness" shall in any event exclude (i) Indebtedness of
CDC and its subsidiaries, except to the extent that the portion thereof
attributable to the Company (through the Company's interest in CDC) exceeds
$100,000,000, (ii) Guarantees of the Company outstanding from time to time in an
aggregate amount not to exceed $85,000,000 and (iii) any Indebtedness
attributable to convertible cumulative quarterly income preferred securities
issued by Cummins Capital Trust I prior to the date hereof.

"CONSOLIDATED INTEREST EXPENSE" means, for any period, the interest expense
(including imputed interest expense in respect of Capital Lease Obligations) of
the Company and its Subsidiaries for such period, determined on a Consolidated
basis in accordance with GAAP.

<Page>

"CONSOLIDATED NET INCOME" means, for any period, the net earnings (loss) of
the Company and its Subsidiaries for such period, computed and Consolidated in
accordance with GAAP.

"CONSOLIDATED SUBSIDIARY" means, at any date, any Subsidiary or other
entity the accounts of which would be Consolidated with those of the Company in
its consolidated financial statements if such statements were prepared as of
such date.

"CONTINUING DIRECTOR" means any member of the board of directors of the
Company who is (i) a director of the Company on the date of this Agreement, (ii)
nominated by the board of directors of the Company or (iii) appointed by
directors so nominated.

"CONTROL" means the possession, directly or indirectly, of the power to
direct or cause the direction of the management or policies of a Person, whether
through the ability to exercise voting power, by contract or otherwise.
"CONTROLLING" and "CONTROLLED" have meanings correlative thereto.

"CREDIT PARTY" means each Borrower and each Subsidiary Guarantor.
"DEFAULT" means any event or condition which constitutes an Event of
Default or which upon notice, lapse of time or both would, unless cured or

waived, become an Event of Default.

"DISCLOSED MATTERS" means the actions, suits and proceedings and the
environmental matters disclosed in Schedule 3.13.

"DOLLARS" or "$" refers to lawful money of the United States of America.
"DOLLAR AMOUNT" means, at any time:

(a) with respect to any Dollar-Denominated Loan, the principal
amount thereof then outstanding;

(b) with respect to any Alternative Currency Loan, the principal
amount thereof then outstanding in the relevant Alternative Currency,
converted to Dollars in accordance with Section 2.20(a); and

(c) with respect to any Letter of Credit or LC Disbursement, (A)
if denominated in Dollars, the amount thereof and (B) if denominated in an
Alternative Currency, the amount thereof converted to Dollars in accordance
with Section 2.20(b).

"DOLLAR-DENOMINATED LOAN" means a Loan that is made in Dollars.

"DOMESTIC BUSINESS DAY" means any day except a Saturday, Sunday or other
day on which commercial banks in New York City are authorized by law to close.

"DOMESTIC LENDING OFFICE" means, as to each Lender, its office located at
its address set forth in its Administrative Questionnaire (or identified in its



Administrative Questionnaire as its
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Domestic Lending Office) or such other office as such Lender may hereafter
designate as its Domestic Lending Office by notice to the Company and the
Administrative Agent.

"EFFECTIVE DATE" means the date on which the conditions specified in
Section 4.01 are satisfied (or waived in accordance with Section 12.02).

"ELECTION TO PARTICIPATE" means an Election to Participate substantially in
the form of Exhibit D.

"ELECTION TO TERMINATE" means an Election to Terminate substantially in the
form of Exhibit E.

"ELIGIBLE SUBSIDIARY" means any Wholly-Owned Consolidated Subsidiary as to
which an Election to Participate shall have been delivered to the Administrative
Agent and as to which an Election to Terminate with respect to such Election to
Participate shall not have been delivered to the Administrative Agent. Each such
Election to Participate and Election to Terminate shall be duly executed on
behalf of such Wholly-Owned Consolidated Subsidiary and the Company in such
number of copies as the Administrative Agent may request. If at any time a
Subsidiary theretofore designated as an Eligible Subsidiary no longer qualifies
as a Wholly-Owned Consolidated Subsidiary, the Company shall cause to be
delivered to the Administrative Agent an Election to Terminate terminating the
status of such Subsidiary as an Eligible Subsidiary. The delivery of an Election
to Terminate shall not affect any obligation of an Eligible Subsidiary
theretofore incurred or the Company's guarantee thereof. The Administrative
Agent shall promptly give notice to the Lenders of the receipt of any Election
to Participate or Election to Terminate.

"ENVIRONMENTAL LAWS" means all laws, rules, regulations, codes, ordinances,
orders, decrees, judgments, injunctions, notices or binding agreements issued,
promulgated or entered into by any Governmental Authority, relating in any way
to the environment, preservation or reclamation of natural resources, the
management, release or threatened release of any Hazardous Material or to health
and safety matters.

"ENVIRONMENTAL LIABILITY" means any liability, contingent or otherwise
(including any liability for damages, costs of environmental remediation, fines,
penalties or indemnities), of the Company or any Subsidiary directly or
indirectly resulting from or based upon (a) violation of any Environmental Law,
(b) the generation, use, handling, transportation, storage, treatment or
disposal of any Hazardous Materials, (c) exposure to any Hazardous Materials,
(d) the release or threatened release of any Hazardous Materials into the
environment or (e) any contract, agreement or other consensual arrangement
pursuant to which liability is assumed or imposed with respect to any of the
foregoing.

"EQUITY INTERESTS" means shares of capital stock, partnership interests,
membership interests in a limited liability company, beneficial interests in a
trust or other equity ownership interests in a Person, and any warrants, options
or other rights entitling the holder thereof to purchase or acquire any such
equity interest.

"ERISA" means the Employee Retirement Income Security Act of 1974, as
amended from time to time.
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"ERISA AFFILIATE" means any trade or business (whether or not incorporated)
that, together with the Borrower, is treated as a single employer under Section
414 (b) or (c) of the Code or, solely for purposes of Section 302 of ERISA and
Section 412 of the Code, is treated as a single employer under Section 414 of
the Code.

"ERISA EVENT" means (a) any "reportable event", as defined in Section 4043
of ERISA or the regulations issued thereunder with respect to a Plan (other than
an event for which the 30-day notice period is waived), (b) the existence with
respect to any Plan of an "accumulated funding deficiency" (as defined in
Section 412 of the Code or Section 302 of ERISA), whether or not waived, (c) the
filing pursuant to Section 412(d) of the Code or Section 303(d) of ERISA of an
application for a waiver of the minimum funding standard with respect to any
Plan, (d) the incurrence by the Company or any of its ERISA Affiliates of any
liability under Title IV of ERISA with respect to the termination of any Plan,
(e) the receipt by the Company or any ERISA Affiliate from the PBGC or a plan
administrator of any notice relating to an intention to terminate any Plan or
Plans or to appoint a trustee to administer any Plan, (f) the incurrence by the
Company or any of its ERISA Affiliates of any liability with respect to the
withdrawal or partial withdrawal from any Plan or Multiemployer Plan, or (g) the
receipt by the Company or any ERISA Affiliate of any notice, or the receipt by



any Multiemployer Plan from the Company or any ERISA Affiliate of any notice,
concerning the imposition of Withdrawal Liability or a determination that a
Multiemployer Plan is, or is expected to be, insolvent or in reorganization,
within the meaning of Title IV of ERISA.

"EURO" means the single currency of the Participating Member States.

"EURO-CURRENCY BUSINESS DAY" means a Euro Dollar Business Day; PROVIDED
that (a) when used in connection with an Alternative Currency Loan or LC
Exposure denominated in an Alternative Currency, the term "Euro-Currency
Business Day" shall exclude any day on which banks are not open for dealings in
deposits in the applicable currency in the London interbank market and (b) when
used in connection with any Loan or LC Exposure denominated in Euro, the term
"Euro-Currency Business Day" shall exclude any day on which the TARGET payment
system is not open for the settlement of payment in Euro.

"EURO-CURRENCY LENDING OFFICE" means, as to each Lender, its office, branch
or affiliate located at its address set forth in its Administrative
Questionnaire (or identified in its Administrative Questionnaire as its
Euro-Currency Lending Office) or such other office, branch or affiliate of such
Lender as it may hereafter designate as its Euro-Currency Lending Office by
notice to the Company and the Administrative Agent; PROVIDED that any Lender may
from time to time by notice to the Borrower and the Administrative Agent
designate separate Euro-Currency Lending Offices for its Loans in different
currencies, in which case all references herein to the Euro-Currency Lending
Office of such Lender shall be deemed to refer to any or all of such offices, as
the context may require.

"EURO-CURRENCY LOAN" means either a Euro-Dollar Loan or an Alternative
Currency Loan.
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"EURO-DOLLAR", when used in reference to any Loan or Borrowing made in
Dollars, refers to whether such Loan, or the Loans comprising such Borrowing,
are bearing interest at a rate determined by reference to the Adjusted LIBO
Rate.

"EURO-DOLLAR BUSINESS DAY" means any Domestic Business Day on which
commercial banks are open for international business (including dealings in
Dollar deposits) in London.

"EVENT OF DEFAULT" has the meaning assigned to such term in Article 8.

"EVERGREEN LETTER OF CREDIT" means a Letter of Credit that is automatically
extended unless the Issuing Bank gives notice to the beneficiary thereof stating
that such Letter of Credit will not be extended.

"EXCLUDED TAXES" means, with respect to the Administrative Agent, any
Lender, the Issuing Bank or any other recipient of any payment to be made by or
on account of any obligation of the Borrower under any Loan Document, (a) income
or franchise taxes imposed on (or measured by) its net income by the United
States of America, or by the jurisdiction under the laws of which such recipient
is organized or in which its principal office is located or, in the case of any
Lender, in which its Applicable Lending Office is located, (b) any branch
profits taxes imposed by the United States of America or any similar tax imposed
by any other jurisdiction described in clause (a) above and (c) in the case of a
Foreign Lender (other than an assignee pursuant to a request by the Borrower
under Section 2.19(b)), any withholding tax that (i) is imposed on amounts
payable to such Foreign Lender at the time such Foreign Lender becomes a party
to this Agreement (or designates a new Applicable Lending Office), except to the
extent that such Foreign Lender (or its assignor, if any) was entitled, at the
time of designation of a new Applicable Lending Office (or assignment), to
receive additional amounts from the Borrower with respect to such withholding
tax pursuant to Section 2.16(a) or (ii) is attributable to such Foreign Lender's
failure to comply with Section 2.16(e).

"EXEMPT SPV" means Cummins Receivables Corp. and any other special purpose
entity that is (a) created and utilized by the Company or any Subsidiary solely
to effect a securitization transaction, (b) identified by the Company in written
notice to the Administrative Agent as an Exempt SPV and (c) approved in writing
by the Administrative Agent (such approval not to be unreasonably withheld), and
their respective successors.

"EXISTING CREDIT AGREEMENT" means the Amended and Restated Credit Agreement
dated as of January 8, 1998, as amended, among the Company, the banks parties
thereto and JPMorgan Chase Bank, formerly Morgan Guaranty Trust Company of New
York, as agent, as amended to the Effective Date.

"EXISTING LETTERS OF CREDIT" means the letters of credit issued by the
Issuing Bank before the Effective Date and listed in Schedule 2.05.

"FEDERAL FUNDS EFFECTIVE RATE" means, for any day, the weighted average
(rounded upwards, if necessary, to the next 1/100 of 1%) of the rates on



overnight Federal funds transactions with members of the Federal Reserve System
arranged by Federal funds brokers, as published on the next succeeding Domestic
Business Day by the Federal Reserve Bank of New York, or, if such rate is not so
published for any day that is a Domestic Business Day, the
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average (rounded upwards, if necessary, to the next 1/100 of 1%) of the
quotations for such day for such transactions received by the Administrative
Agent from three Federal funds brokers of recognized standing selected by it.

"FINANCIAL OFFICER" means the chief financial officer, principal accounting
officer, treasurer or assistant treasurer.

"FOREIGN LENDER" means any Lender that is organized under the laws of a
jurisdiction other than that in which the Company is located. For purposes of
this definition, the United States of America, each State thereof and the
District of Columbia shall be deemed to constitute a single jurisdiction.

"FOREIGN SUBSIDIARY" means any Subsidiary which is a "controlled foreign
corporation" within the meaning of the Code.

"GAAP" means generally accepted accounting principles in the United States
as described in Section 1.04.

"GOVERNMENTAL AUTHORITY" means the government of the United States of
America, any other nation or any political subdivision thereof, whether state or
local, and any agency, authority, instrumentality, regulatory body, court,
central bank or other entity exercising executive, legislative, judicial,
taxing, regulatory or administrative powers or functions of or pertaining to
government.

"GUARANTEE" of or by any Person means any obligation, contingent or
otherwise, of such Person guaranteeing or having the economic effect of
guaranteeing any Indebtedness of any other Person (the "primary obligor") in any
manner, whether directly or indirectly, and including any obligation of such
Person, direct or indirect, (a) to purchase or pay (or advance or supply funds
for the purchase or payment of) such Indebtedness or to purchase (or to advance
or supply funds for the purchase of) any security for the payment of such
Indebtedness, (b) to purchase property, securities or services for the purpose
of assuring the owner of such Indebtedness of the payment of such Indebtedness
or (c) to maintain working capital, equity capital or other financial statement
condition or liquidity of the primary obligor so as to enable the primary
obligor to pay such Indebtedness; PROVIDED, however, that, the term "Guarantee"
shall not include endorsements for collection or deposit in the ordinary course
of business.

"HAZARDOUS MATERIALS" means all explosive or radioactive substances or
wastes and all hazardous or toxic substances, wastes or other pollutants,
including petroleum or petroleum distillates, asbestos or asbestos containing
materials, polychlorinated biphenyls, radon gas, infectious or medical wastes
and all other substances or wastes of any nature regulated pursuant to any
Environmental Law.

"INDEBTEDNESS" of any Person means, without duplication, (a) all
obligations of such Person for borrowed money or with respect to deposits or
advances of any kind, (b) all obligations of such Person evidenced by bonds,
debentures, notes or similar instruments, (c) all obligations of such Person
upon which interest charges are customarily paid, (d) all obligations of such
Person under conditional sale or other title retention agreements relating to
property or assets purchased by such Person, (e) all obligations of such Person
issued or assumed as the
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deferred purchase price of property or services, (f) all Indebtedness of others
secured by (or for which the holder of such Indebtedness has an existing right,
contingent or otherwise, to be secured by) any Lien on property owned or
acquired by such Person, whether or not the obligations secured thereby have
been assumed, (g) all Guarantees by such Person of Indebtedness of others, (h)
all Capital Lease Obligations of such Person and (i) all obligations of such
Person as an account party in respect of letters of credit and bankers'
acceptances. The Indebtedness of any Person shall also include the Indebtedness
of any partnership in which such Person is a general partner, except to the
extent that recourse against such general partner (as a general partner) has
been contractually waived or limited. Notwithstanding the foregoing, the term
"Indebtedness", in respect of the Company and its Subsidiaries, shall not
include (i) deferred compensation for officers and employees of the Company or
any of its Subsidiaries and (ii) trade payables incurred in the ordinary course
of business.

"INDEMNIFIED TAXES" means Taxes other than Excluded Taxes.



"INDENTURE" means the indenture dated as of March 1, 1986 between the
Company and JPMorgan Chase Bank (formerly known as The Chase Manhattan Bank,
formerly known as Chemical Bank, successor by merger to The Chase Manhattan Bank
(National Association)), as trustee, as amended and supplemented prior to the
Effective Date.

"INFORMATION MEMORANDUM" means the Confidential Information Memorandum
dated May 2002 relating to the Company and the Transactions.

"INTERCOMPANY NOTE" means a promissory note evidencing loans or advances
made by the Company or any Subsidiary Guarantor to any Material Subsidiary that
is an Unrestricted Subsidiary.

"INTEREST ELECTION REQUEST" means a request by the Borrower to convert or
continue a Revolving Borrowing in accordance with Section 2.07.

"INTEREST PAYMENT DATE" means (a) with respect to any ABR Loan (other than
a Swingline Loan), the last day of each March, June, September and December, (b)
with respect to any Euro-Currency Loan, the last day of the Interest Period
applicable to the Borrowing of which such Loan is a part and, in the case of a
Euro-Currency Borrowing with an Interest Period of more than three months'
duration, each day prior to the last day of such Interest Period that occurs at
intervals of three months' duration after the first day of such Interest Period
and (c) with respect to any Swingline Loan, the day that such Loan is required
to be repaid.

"INTEREST PERIOD" means, with respect to any Euro-Currency Borrowing, the
period commencing on the date of such Borrowing and ending on the numerically
corresponding day in the calendar month that is one, two, three or six months,
or (subject to the availability of matching deposits for such periods in the
London interbank market) nine or twelve months thereafter, as the Borrower may
elect; PROVIDED, that: (a) if any Interest Period would end on a day other than
a Euro-Currency Business Day, such Interest Period shall be extended to the next
succeeding Euro-Currency Business Day unless such next succeeding Euro-Currency
Business Day would fall in the next calendar month, in which case such Interest
Period shall end on the next preceding Euro-Currency Business Day; and (b) any
Interest Period pertaining to a Euro-
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Currency Borrowing that commences on the last Euro-Currency Business Day of a
calendar month (or on a day for which there is no numerically corresponding day
in the last calendar month of such Interest Period) shall end on the last
Euro-Currency Business Day of the last calendar month of such Interest Period.
For purposes hereof, the date of a Borrowing initially shall be the date on
which such Borrowing is made and thereafter shall be the effective date of the
most recent conversion or continuation of such Borrowing.

"ISSUING BANK" means JPMorgan Chase Bank, in its capacity as the issuer of
Letters of Credit hereunder, and its successors in such capacity as provided in
Section 2.05(j). The Issuing Bank may, in its discretion, arrange for one or
more Letters of Credit to be issued by Affiliates of the Issuing Bank, in which
case the term "Issuing Bank" shall include any such Affiliate with respect to
Letters of Credit issued by such Affiliate.

"LC DISBURSEMENT" means a payment made by the Issuing Bank pursuant to a
Letter of Credit.

"LC EXPOSURE" means, at any time, the sum of (a) the aggregate Dollar
Amount of the undrawn amount of all outstanding Letters of Credit at such time
plus (b) the aggregate Dollar Amount of all LC Disbursements that have not yet
been reimbursed by or on behalf of the Borrower at such time. The LC Exposure of
any Lender at any time shall be its Applicable Percentage of the total LC
Exposure at such time.

"LENDERS" means the Persons listed on Schedule 2.01 and any other Person
that shall have become a party hereto pursuant to an Assignment and Assumption,
other than any such Person that ceases to be a party hereto pursuant to an
Assignment and Assumption. Unless the context otherwise requires, the term
"LENDERS" includes the Swingline Lender.

"LETTER OF CREDIT" means any Existing Letter of Credit or Additional Letter
of Credit.

"LIBO RATE" means, with respect to any Euro-Currency Borrowing for any
Interest Period, the rate appearing on the Screen at approximately 11:00 a.m.,
London time, two Euro-Currency Business Days prior to the commencement of such
Interest Period, as the rate for deposits in Dollars or the relevant Alternative
Currency with a maturity comparable to such Interest Period. In the event that
such rate is not available for such currency at such time for any reason, then
the "LIBO RATE" with respect to such Euro-Currency Borrowing for such Interest
Period shall be the rate at which deposits of the relevant currency with a
maturity comparable to such Interest Period are offered by the principal London
office of the Administrative Agent in immediately available funds in the London



interbank market at approximately 11:00 a.m., London time, two Euro-Currency
Business Days prior to the commencement of such Interest Period.

"LIEN" means, with respect to any asset, (a) any mortgage, deed of trust,
lien, pledge, hypothecation, encumbrance, charge or security interest in or on
such asset, (b) the interest of a vendor or a lessor under any conditional sale
agreement, capital lease or title retention agreement (or any financing lease
having substantially the same economic effect as any of the foregoing) relating
to such asset and (c) in the case of securities, any purchase option, call or
similar right of a third party with respect to such securities.
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"LOAN DOCUMENTS" means this Agreement and the Security Documents.

"LOANS" means the loans made by the Lenders to the Borrowers pursuant to
this Agreement.

"MATERIAL ADVERSE EFFECT" means a material adverse effect on (a) the
business, assets, operations, prospects or condition, financial or otherwise, of
the Company and the Subsidiaries taken as a whole, (b) the ability of the
Company in any material respect to perform any of its obligations under the Loan
Documents or (c) the rights of or benefits available to the Lenders under the
Loan Documents.

"MATERIAL SUBSIDIARY" means each Subsidiary listed on Schedule 3.07 and
identified on such Schedule as a Material Subsidiary, and any other (a)
Unrestricted Subsidiary with total assets of more than $25,000,000 or (b)
Restricted Subsidiary with total assets of more than $100,000,000, in each case
calculated as of the last day of the most recent fiscal quarter of the Company
for which financial statements were delivered under Section 5.04.

"MATURITY DATE" means November 5, 2005, or, if such day is not a
Euro-Currency Business Day, the next preceding Euro-Currency Business Day.

"MOODY'S" means Moody's Investors Service, Inc.

"MULTIEMPLOYER PLAN" means a multiemployer plan as defined in Section
4001 (a) (3) of ERISA.

"NET WORTH" means, at any date, (a) the sum of the Company's Consolidated
capital stock, additional contributed capital, earnings retained in the business
and any other account (less treasury stock) which, in accordance with GAAP,
constitutes Consolidated shareholders' investment (which does not include
minority interests of persons other than the Company and the Subsidiaries in
Subsidiaries); less (b) (i) all write-ups subsequent to September 29, 2002 in
the book value of any asset owned by the Company or its Subsidiaries (other than
purchase accounting adjustments in connection with assets acquired after
September 29, 2002) and (ii) cash held in a sinking or other analogous fund,
established for the purpose of redeeming, retiring or prepaying any capital
stock; PROVIDED, however, that in determining Net Worth the effect of (x) any
minimum pension liability adjustments pursuant to paragraph 37 of Statement of
Financial Accounting Standards No. 87 and (y) any foreign currency translation
adjustments shall be excluded.

"ORIGINAL SUBSIDIARY BORROWER" means each of Cummins Engine Co. Ltd., a
company incorporated under the laws of England and Wales in the United Kingdom,
Cummins Power Generation Ltd., a company incorporated under the laws of England
and Wales in the United Kingdom, and Newage International Limited, a company
incorporated under the laws of England and Wales in the United Kingdom.

"OTHER TAXES" means any and all present or future stamp or documentary
taxes or any other excise or property taxes, charges or similar levies arising
from any payment made under any Loan Document or from the execution, delivery or
enforcement of, or otherwise with respect to, any Loan Document.

13
<Page>

"PARTICIPANT" has the meaning set forth in Section 12.04.

"PARTICIPATING MEMBER STATES" means those members of the European Union
from time to time which adopt a single, shared currency.

"PBGC" means the Pension Benefit Guaranty Corporation referred to and
defined in ERISA and any successor entity performing similar functions.

"PERFECTION CERTIFICATE" means a certificate in the form of Exhibit E to
the Security Agreement or any other form approved by the Collateral Agent.

"PERSON" means any natural person, corporation, limited liability company,
trust, joint venture, association, company, partnership, Governmental Authority
or other entity.



"PLAN" means any employee pension benefit plan (other than a Multiemployer
Plan) subject to the provisions of Title IV of ERISA or Section 412 of the Code
or Section 302 of ERISA, and in respect of which the Borrower or any ERISA
Affiliate is (or, if such plan were terminated, would under Section 4069 of
ERISA be deemed to be) an "employer" as defined in Section 3(5) of ERISA.

"POUND STERLING" means the lawful currency of the United Kingdom.
"PRICING SCHEDULE" means Schedule 1.01.

"PRIME RATE" means the rate of interest per annum publicly announced from
time to time by JPMorgan Chase Bank as its prime rate in effect at its principal
office in New York City. Each change in the Prime Rate shall be effective from
and including the date such change is publicly announced as being effective.

"PRIORITY INDEBTEDNESS" shall mean, at any time, without duplication, (i)
the aggregate principal amount of all Indebtedness of the Company and all the
Subsidiaries then outstanding which Indebtedness is secured by Liens on property
and assets of the Company or any Subsidiary (other than Indebtedness secured by
Liens described in paragraphs (a) through (k) of Section 6.01), (ii) the
Attributable Value at such time of all Sale and Lease-Back Transactions which
are restricted by Section 6.02 and (iii) the aggregate principal amount of all
Indebtedness of all the Subsidiaries then outstanding (other than (x)
Indebtedness hereunder, (y) Indebtedness of Subsidiaries payable to the Company
or any Wholly-Owned Consolidated Subsidiary and (z) any unsecured Guarantee of
Indebtedness under notes or bonds issued by the Company after the Effective
Date, which Indebtedness is not prohibited hereunder, by either (A) Material
Subsidiaries which are Unrestricted Subsidiaries acquired or formed after the
Effective Date, or (B) Universal Silencer, Inc., or their successors; PROVIDED
that the Collateral and Guarantee Requirement shall have been satisfied with
respect to such Material Subsidiary on or prior to the date on which such
Guarantee is given).

"REGISTER" has the meaning set forth in Section 12.04.

"REGULATION D" shall mean Regulation D of the Board, as the same is from
time to time in effect, and all official rulings and interpretations thereunder
or thereof.
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"REGULATION U" shall mean Regulation U of the Board, as from time to time
in effect, and all official rulings and interpretations thereunder or thereof.

"REGULATION X" shall mean Regulation X of the Board, as from time to time
in effect, and all official rulings and interpretations thereunder or thereof.

"RELATED PARTIES" means, with respect to any specified Person, such
Person's Affiliates and the respective directors, officers, employees, agents
and advisors of such Person and such Person's Affiliates.

"REQUIRED LENDERS" means, at any time, Lenders having Revolving Credit
Exposures and unused Commitments representing more than 50% of the sum of the
total Revolving Credit Exposures and unused Commitments at such time.

"RESTRICTED SUBSIDIARY" has the meaning set forth in the Indenture.

"REVOLVING CREDIT EXPOSURE" means, with respect to any Lender at any time,
the sum of the outstanding Dollar Amount of such Lender's Revolving Loans and
the aggregate of its LC Exposure and Swingline Exposure at such time.

"REVOLVING LOAN" means a Loan made pursuant to Section 2.03.
"S&P" means Standard & Poor's.

"SALE AND LEASE-BACK TRANSACTION" has the meaning set forth in Section

"SCREEN" means (a) with respect to Dollar-Denominated Loans, Telerate Page
3750 and (b) with respect to Alternative Currency Loans, the Telerate Page
selected by the Administrative Agent that displays rates for interbank deposits
in the appropriate Alternative Currency or, in the case of either (a) or (b),
any successor or substitute Telerate Page or any successor to or substitute
source for such rates, providing rate quotations comparable to those currently
provided on such Telerate Page, as determined by the Administrative Agent from
time to time for purposes of providing quotations of interest rates applicable
to deposits in the London interbank market.

"SECURED GUARANTEE" has the meaning specified in Section 1 of the Security
Agreement.

"SECURED OBLIGATIONS" has the meaning specified in Section 1 of the
Security Agreement.



"SECURED PARTIES" has the meaning specified in Section 1 of the Security
Agreement.

"SECURITIZATION FINANCING" means, at any date, the aggregate amount of
financing raised through securitization transactions by the Company and its
Consolidated Subsidiaries and outstanding at such date to the extent the same do
not give rise to Indebtedness of the Company or a Consolidated Subsidiary.
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"SECURITY AGREEMENT" means the Guarantee and Security Agreement among the
Credit Parties and the Collateral Agent, substantially in the form of Exhibit H.

"SECURITY DOCUMENTS" means the Security Agreement and each other security
agreement, instrument or document executed and delivered pursuant to Section
5.10 or 5.11 to secure any of the Secured Obligations.

"SIGNIFICANT SUBSIDIARY" means any Subsidiary (which term, as used in this
definition, includes such Subsidiary's subsidiaries) which meets any of the
following conditions:

(1) the Company's and the other Subsidiaries' investments in and
advances to such Subsidiary exceed 10% of the Consolidated total
assets of the Company as of the end of the most recently completed
fiscal year of the Company for which financial statements have been
delivered pursuant to Section 5.04(a);

(11) the total assets (after intercompany eliminations) of such
Subsidiary exceed 10% of the Consolidated total assets of the
Company as of the end of the most recently completed fiscal year of
the Company for which financial statements have been delivered
pursuant to Section 5.04(a);

(111) the net sales of such Subsidiary exceed 10% of the Consolidated net
sales of the Company for the most recently completed fiscal year of
the Company for which financial statements have been delivered
pursuant to Section 5.04(a); or

(iv) such Subsidiary is deemed to be a Significant Subsidiary pursuant
to Section 6.03(b) (1) .

"SPOT RATE" means, for any Alternative Currency on any day, the average of
the Administrative Agent's spot buying and selling rates for the exchange of
such Alternative Currency and Dollars as of approximately 11:00 A.M. (London
time) on such day.

"STATUTORY RESERVE RATE" means a fraction (expressed as a decimal), the
numerator of which is the number one and the denominator of which is the number
one minus the aggregate of the maximum reserve percentages (including any
marginal, special, emergency or supplemental reserves) expressed as a decimal
established by the Board to which the Administrative Agent is subject for
eurocurrency funding (currently referred to as "Eurocurrency Liabilities" in
Regulation D). Such reserve percentages shall include those imposed pursuant to
Regulation D. Euro-Currency Loans shall be deemed to constitute eurocurrency
funding and to be subject to such reserve requirements without benefit of or
credit for proration, exemptions or offsets that may be available from time to
time to any Lender under Regulation D or any comparable regulation. The
Statutory Reserve Rate shall be adjusted automatically on and as of the
effective date of any change in any reserve percentage.

"SUBSIDIARY" means, with respect to any Person (herein referred to as the
"PARENT"), any corporation, association or other business entity (a) of which
securities or other ownership interests representing more than 50% of the
ordinary voting power are, at the time any determination is being made, owned,
controlled or held by the parent or one or more subsidiaries
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of the parent or (b) which is, at the time any determination is made, otherwise
controlled (by contract or agreement or otherwise) by the parent or one or more
subsidiaries of the parent.

"SUBSIDIARY" means any subsidiary of the Company; PROVIDED, HOWEVER, that
neither CDC nor any foreign joint venture in which the Company has the right to
designate the general manager of the joint venture shall be deemed to be a
subsidiary of the Company by reason solely of meeting the requirements of clause
(b) in the definition of the term "subsidiary" if, at the time of any such
determination, such entity is not included as a Consolidated subsidiary in the
Consolidated financial statements of the Company and its Consolidated
subsidiaries.

"SUBSIDIARY GUARANTOR" has the meaning specified in Section 1 of the
Security Agreement.



"SWAP AGREEMENT" means any agreement with respect to any swap, forward,
future or derivative transaction or option or similar agreement involving, or
settled by reference to, one or more rates, currencies, commodities, equity or
debt instruments or securities, or economic, financial or pricing indices or
measures of economic, financial or pricing risk or value or any similar
transaction or any combination of these transactions; PROVIDED that no phantom
stock or similar plan providing for payments only on account of services
provided by current or former directors, officers, employees or consultants of
the Company or the Subsidiaries shall be a Swap Agreement.

"SWINGLINE EXPOSURE" means, at any time, the aggregate Dollar Amount of all
Swingline Loans outstanding at such time. The Swingline Exposure of any Lender
at any time shall be its Applicable Percentage of the total Swingline Exposure
at such time.

"SWINGLINE LENDER" means JPMorgan Chase Bank, in its capacity as lender of
Swingline Loans hereunder.

"SWINGLINE LENDING OFFICE" means, as to the Swingline Lender, its office
located at its address set forth in its Administrative Questionnaire (or
identified in its Administrative Questionnaire as its Swingline Lending Office)
or such other office as such Lender may hereafter designate as its Swingline
Lending Office by notice to the Company and the Administrative Agent.

"SWINGLINE LOAN" means a Loan made pursuant to Section 2.04.

"SYNDICATION AGENT" means Citicorp USA, Inc., in its capacity as
syndication agent in respect of this Agreement.

"TAXES" means any and all present or future taxes, levies, imposts, duties,
deductions, charges or withholdings imposed by any Governmental Authority.

"TRANSACTION LIENS" means Liens on Collateral granted by the Company and
the Subsidiary Guarantors under the Security Documents.
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"TRANSACTIONS" means the execution, delivery and performance by the Credit
Parties of the Loan Documents, the borrowing of Loans, the use of the proceeds
thereof and the issuance of Letters of Credit hereunder.

"TYPE", when used in reference to any Loan or Borrowing, refers to whether
the rate of interest on such Loan, or on the Loans comprising such Borrowing, is
determined by reference to the Adjusted LIBO Rate or the Alternate Base Rate.

"UNITED STATES" means the United States of America, including the States
thereof and the District of Columbia, but excluding its territories and
possessions.

"UNRESTRICTED SUBSIDIARY" has the meaning set forth in the Indenture.

"WHOLLY-OWNED CONSOLIDATED SUBSIDIARY" means any Consolidated Subsidiary
all of the shares of capital stock or other ownership interests of which (except
directors' qualifying shares) are at the time owned by the Company or one or
more Wholly-Owned Consolidated Subsidiaries.

"WITHDRAWAL LIABILITY" means liability to a Multiemployer Plan as a result
of a complete or partial withdrawal from such Multiemployer Plan, as such terms
are defined in Part I of Subtitle E of Title IV of ERISA.

Section 1.02. CLASSIFICATION OF LOANS AND BORROWINGS. For purposes of this
Agreement, Loans may be classified and referred to by Class (E.G., a "REVOLVING
LOAN") or by Type (E.G., a "ABR LOAN") or by Class and Type (E.G., a "ABR
REVOLVING LOAN"). Borrowings also may be classified and referred to by Class
(E.G., a "REVOLVING BORROWING") or by Type (E.G., a "ABR BORROWING") or by Class
and Type (E.G., a "ABR REVOLVING BORROWING") .

Section 1.03. TERMS GENERALLY. The definitions of terms herein shall apply
equally to the singular and plural forms of the terms defined. Whenever the
context may require, any pronoun shall include the corresponding masculine,
feminine and neuter forms. The words "include", "includes" and "including" shall
be deemed to be followed by the phrase "without limitation". The word "will"
shall be construed to have the same meaning and effect as the word "shall" and
the word "permit" shall be construed to have the same meaning and effect as the
word "suffer". Unless the context requires otherwise (a) any definition of or
reference to any agreement, instrument or other document herein shall be
construed as referring to such agreement, instrument or other document as from
time to time amended, supplemented or otherwise modified (subject to any
restrictions on such amendments, supplements or modifications set forth herein),
(b) any reference herein to any Person shall be construed to include such
Person's successors and assigns, (c) the words "herein", "hereof" and
"hereunder", and words of similar import, shall be construed to refer to this
Agreement in its entirety and not to any particular provision hereof, (d) all



references herein to Articles, Sections, Exhibits and Schedules shall be
construed to refer to Articles and Sections of, and Exhibits and Schedules to,
this Agreement and (e) the words "asset" and "property" shall be construed to
have the same meaning and effect and to refer to any and all tangible and
intangible assets and properties, including cash, securities, accounts and
contract rights.
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Section 1.04. ACCOUNTING TERMS; GAAP. Unless otherwise specified herein,
all accounting terms used herein shall be interpreted, all accounting
determinations hereunder shall be made, and all financial statements required to
be delivered hereunder shall be prepared in accordance with GAAP; PROVIDED that,
if the Company notifies the Administrative Agent that the Company wishes to
amend any provision hereof to eliminate the effect of any change in GAAP (or if
the Administrative Agent notifies the Company that the Required Lenders wish to
amend any provision hereof for such purpose), then such provision shall be
applied on the basis of GAAP in effect immediately before the relevant change in
GAAP became effective, until either such notice is withdrawn or such provision
is amended in a manner satisfactory to the Company and the Required Lenders.

ARTICLE 2
THE CREDITS

Section 2.01. COMMITMENTS. Subject to the terms and conditions set forth
herein, each Lender agrees to make Revolving Loans denominated in Dollars or in
an Alternative Currency as the Borrower elects pursuant to Section 2.03 to the
Borrower from time to time during the Availability Period; PROVIDED that,
immediately after each such Loan is made, (x) the amount of each Lender's
Revolving Credit Exposure shall not exceed such Lender's Commitment and (y) the
aggregate Revolving Credit Exposure of the Lenders to all Borrowers other than
the Company shall not exceed $60,000,000. Within the foregoing limits and
subject to the terms and conditions set forth herein, the Borrower may borrow,
prepay and reborrow Revolving Loans.

Section 2.02. LOANS AND BORROWINGS. (a) Each Revolving Loan shall be made
as part of a Borrowing consisting of Revolving Loans made by the Lenders ratably
in accordance with their respective Commitments. The failure of any Lender to
make any Loan required to be made by it shall not relieve any other Lender of
its obligations hereunder; PROVIDED that the Commitments of the Lenders are
several and no Lender shall be responsible for any other Lender's failure to
make Loans as required.

(b) Subject to Section 2.13, each Revolving Borrowing shall be comprised
entirely of ABR Loans or Euro-Currency Loans as the Borrower may request in
accordance herewith. Each Lender at its option may make any Euro-Currency Loan
by causing any domestic or foreign branch or Affiliate of such Lender to make
such Loan; PROVIDED that any exercise of such option shall not affect the
obligation of the Borrower to repay such Loan in accordance with the terms of
this Agreement.

(c) At the time that any Revolving Borrowing is made, such Borrowing
shall be in an aggregate Dollar Amount that is not less than $10,000,000 and, in
the case of a Dollar-Denominated Borrowing, an integral multiple of $1,000,000;
PROVIDED that an ABR Revolving Borrowing may be in an aggregate amount that is
equal to the entire unused balance of the total Commitments or that is required
to finance the reimbursement of an LC Disbursement as contemplated by Section
2.05(f). Each Swingline Loan shall be in an amount that is an integral multiple
of $100,000 and not less than $500,000. Borrowings of more than one Type and
Class may be outstanding at the same time; PROVIDED that there shall not at any
time be more than a total of six Euro-Currency Borrowings outstanding.
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(d) Notwithstanding any other provision of this Agreement, the Borrower
shall not be entitled to request, or to elect to convert or continue, any
Borrowing if the Interest Period requested with respect thereto would end after
the Maturity Date.

Section 2.03. REQUESTS FOR REVOLVING BORROWINGS. To request a Revolving
Borrowing, the Borrower shall notify the Administrative Agent of such request by
telephone (a) in the case of a Euro-Dollar Borrowing, not later than 11:00 a.m.,
New York City time, three Euro-Dollar Business Days before the date of the
proposed Borrowing, (b) in the case of an Alternative Currency Borrowing, at its
London office not later than 11:00 a.m. London time, three Euro-Currency
Business Days before the date of the proposed Borrowing or (c) in the case of an
ABR Borrowing, not later than 11:00 a.m., New York City time, one Domestic
Business Day before the date of the proposed Borrowing; PROVIDED that any such
notice of an ABR Revolving Borrowing to finance the reimbursement of an LC
Disbursement as contemplated by Section 2.05(f) may be given not later than
10:00 a.m., New York City time, on the date of the proposed Borrowing. Each such
telephonic Borrowing Request shall be irrevocable and shall be confirmed
promptly by hand delivery or facsimile to the Administrative Agent of a written



Borrowing Request in a form approved by the Administrative Agent and signed by
the Borrower. Each such telephonic and written Borrowing Request shall specify
the following information in compliance with Section 2.02:

(i) the currency and the aggregate amount (in such currency) of the
requested Borrowing;

(ii) the date of such Borrowing, which shall be a Domestic Business
Day in the case of an ABR Revolving Borrowing and a Euro-Currency Business
Day in the case of a Euro-Currency Borrowing;

(1i11) in the case of a Revolving Borrowing in Dollars, whether such
Borrowing is to be an ABR Borrowing or a Euro-Dollar Borrowing;

(iv) in the case of a Euro-Currency Borrowing, the initial Interest
Period to be applicable thereto, which shall be a period contemplated by
the definition of the term "Interest Period"; and

(v) the location and number of the Borrower's account to which
funds are to be disbursed, which shall comply with the requirements of
Section 2.06.

If no election as to the Type of Revolving Borrowing is specified, then the
requested Revolving Borrowing shall be an ABR Borrowing. If no Interest Period
is specified with respect to any requested Euro-Currency Borrowing, then the
Borrower shall be deemed to have selected an Interest Period of one month's
duration. Promptly following receipt of a Borrowing Request in accordance with
this Section, the Administrative Agent shall advise each Lender of the details
thereof and of the amount of such Lender's Loan to be made as part of the
requested Borrowing.

Section 2.04. SWINGLINE LOANS. (a) Subject to the terms and conditions set
forth herein, the Swingline Lender agrees to make Swingline Loans to the Company
in Dollars from time to time during the Availability Period, in an aggregate
principal amount at any time outstanding that will not result in (i) the
aggregate principal amount of outstanding Swingline Loans
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exceeding $50,000,000 or (ii) the total Revolving Credit Exposures of all
Lenders exceeding the total Commitments; PROVIDED that the Swingline Lender
shall not be required to make a Swingline Loan to refinance an outstanding
Swingline Loan. Within the foregoing limits and subject to the terms and
conditions set forth herein, the Company may borrow, prepay and reborrow
Swingline Loans.

(b) To request a Swingline Loan, the Company shall notify the
Administrative Agent of such request by telephone (confirmed by facsimile), not
later than 2:00 p.m., New York City time, on the day of a proposed Swingline
Loan. Each such notice shall be irrevocable and shall specify the requested date
(which shall be a Domestic Business Day) and amount of the requested Swingline
Loan. The Administrative Agent will promptly advise the Swingline Lender of any
such notice received from the Company. The Swingline Lender shall make each
Swingline Loan available to the Company by means of a credit to the general
deposit account of the Company with the Swingline Lender (or, in the case of a
Swingline Loan made to finance the reimbursement of an LC Disbursement as
provided in Section 2.05(f), by remittance to the Issuing Bank) by 4:00 p.m.,
New York City time, on the requested date of such Swingline Loan.

(c) The Swingline Lender may by written notice given to the Administrative
Agent not later than 10:00 a.m., New York City time, on any Domestic Business
Day require the Lenders to acquire participations on such Domestic Business Day
in all or a portion of the Swingline Loans outstanding. Such notice shall
specify the aggregate amount of Swingline Loans in which Lenders will
participate. Promptly upon receipt of such notice, the Administrative Agent will
give notice thereof to each Lender, specifying in such notice such Lender's
Applicable Percentage of such Swingline Loan or Swingline Loans. Each Lender
hereby absolutely and unconditionally agrees, upon receipt of notice as provided
above, to pay to the Administrative Agent, for the account of the Swingline
Lender, such Lender's Applicable Percentage of such Swingline Loan or Swingline
Loans. Each Lender acknowledges and agrees that its obligation to acquire
participations in Swingline Loans pursuant to this paragraph is absolute and
unconditional and shall not be affected by any circumstance whatsoever,
including the occurrence and continuance of a Default or reduction or
termination of the Commitments, and that each such payment shall be made without
any offset, abatement, withholding or reduction whatsoever. Each Lender shall
comply with its obligation under this paragraph by wire transfer of immediately
available funds, in the same manner as provided in Section 2.06 with respect to
Loans made by such Lender (and Section 2.06 shall apply, MUTATIS MUTANDIS, to
the payment obligations of the Lenders), and the Administrative Agent shall
promptly pay to the Swingline Lender the amounts so received by it from the
Lenders. The Administrative Agent shall notify the Company of any participations
in any Swingline Loan acquired pursuant to this paragraph, and thereafter
payments in respect of such Swingline Loan shall be made to the Administrative



Agent and not to the Swingline Lender. Any amounts received by the Swingline
Lender from the Company (or other party on behalf of the Company) in respect of
a Swingline Loan after receipt by the Swingline Lender of the proceeds of a sale
of participations therein shall be promptly remitted to the Administrative
Agent; any such amounts received by the Administrative Agent shall be promptly
remitted by the Administrative Agent to the Lenders that shall have made their
payments pursuant to this paragraph and to the Swingline Lender, as their
interests may appear; PROVIDED that any such payment so remitted shall be repaid
to the Swingline Lender or to the Administrative Agent, as applicable, if and to
the extent such payment is required to be
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refunded to the Company for any reason. The purchase of participations in a
Swingline Loan pursuant to this paragraph shall not relieve the Company of any
default in the payment thereof.

Section 2.05. LETTERS OF CREDIT. (a) EXISTING LETTERS OF CREDIT. On the
Effective Date, without further action by any party hereto, the Issuing Bank
shall be deemed to have granted to each Lender, and each Lender shall be deemed
to have acquired from the Issuing Bank, a participation in each Existing Letter
of Credit equal to such Lender's Applicable Percentage of (i) the aggregate
amount available to be drawn thereunder and (ii) the aggregate unpaid amount of
any outstanding reimbursement obligations in respect thereof. Such
participations shall be on all the same terms and conditions as participations
granted in Additional Letters of Credit under Section 2.05(e).

(b) GENERAL. Subject to the terms and conditions set forth herein, any
Borrower may request the issuance of Additional Letters of Credit denominated in
Dollars or in an Alternative Currency for its own account in a form acceptable
to the Administrative Agent and the Issuing Bank, at any time and from time to
time during the Availability Period. In the event of any inconsistency between
the terms and conditions of this Agreement and the terms and conditions of any
form of letter of credit application or other agreement submitted by the
Borrower to, or entered into by the Borrower with, the Issuing Bank relating to
any Additional Letter of Credit, the terms and conditions of this Agreement
shall control.

(c) NOTICE OF ISSUANCE, AMENDMENT, RENEWAL, EXTENSION; CERTAIN CONDITIONS.
To request the issuance of an Additional Letter of Credit (or the amendment,
renewal or extension of an outstanding Letter of Credit), the Borrower shall
hand deliver or facsimile (or transmit by electronic communication, if
arrangements for doing so have been approved by the Issuing Bank) to the Issuing
Bank and the Administrative Agent (reasonably in advance of the requested date
of issuance, amendment, renewal or extension) a notice requesting the issuance
of an Additional Letter of Credit, or identifying the Letter of Credit to be
amended, renewed or extended, and specifying the date of issuance, amendment,
renewal or extension (which shall be a Euro-Currency Business Day), the date on
which such Letter of Credit is to expire (which shall comply with paragraph (d)
of this Section), the currency and amount in such currency of such Additional
Letter of Credit, the name and address of the beneficiary thereof and such other
information as shall be necessary to prepare, amend, renew or extend such Letter
of Credit. If requested by the Issuing Bank, the Borrower also shall submit a
letter of credit application on the Issuing Bank's standard form in connection
with any request for a Letter of Credit. A Letter of Credit shall be issued,
amended, renewed or extended only if (and upon issuance, amendment, renewal or
extension of each Letter of Credit the Borrower shall be deemed to represent and
warrant that), after giving effect to such issuance, amendment, renewal or
extension (i) the LC Exposure shall not exceed $150,000,000, (ii) the aggregate
Revolving Credit Exposure of the Lenders to all Borrowers other than the Company
shall not exceed $60,000,000 and (iii) the total Revolving Credit Exposures of
all Lenders shall not exceed the total Commitments.

(d) EXPIRATION DATE. Each Letter of Credit shall expire at or prior to the
close of business on the earlier of (i) the date one year after the date of the
issuance of such Additional Letter of Credit or, in the case of any renewal or
extension thereof, one year after such renewal or extension (or, if any such day
is not a Euro-Currency Business Day, the next preceding Euro-Currency Business
Day) and (ii) the date that is five Euro-Currency Business Days prior to the
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Maturity Date. The expiry date of any Letter of Credit may be extended from time
to time (i) at the Borrower's request in accordance with (c) above or (ii) in
the case of an Evergreen Letter of Credit, automatically, in each case so long
as such extension is for a period not exceeding one year, does not extend beyond
the date referred to in clause (ii) of the immediately preceding sentence and is
granted (or the last day on which notice can be given to prevent such extension
occurs) no earlier than three months before the then existing expiry date
thereof.

(e) PARTICIPATIONS. By the issuance of an Additional Letter of Credit (or
an amendment to a Letter of Credit increasing the amount thereof) and without



any further action on the part of the Issuing Bank or the Lenders, the Issuing
Bank hereby grants to each Lender, and each Lender hereby acquires from the
Issuing Bank, a participation in such Letter of Credit equal to such Lender's
Applicable Percentage of the aggregate amount available to be drawn under such
Letter of Credit. In consideration and in furtherance of the foregoing, each
Lender hereby absolutely and unconditionally agrees to pay to the Administrative
Agent, for the account of the Issuing Bank in the applicable currency, such
Lender's Applicable Percentage of each LC Disbursement made by the Issuing Bank
and not reimbursed by the Borrower on the date due as provided in paragraph (f)
of this Section, or of any reimbursement payment required to be refunded to the
Borrower for any reason. Each Lender acknowledges and agrees that its obligation
to acquire participations pursuant to this paragraph in respect of Letters of
Credit is absolute and unconditional and shall not be affected by any
circumstance whatsoever, including any amendment, renewal or extension of any
Letter of Credit or the occurrence and continuance of a Default or reduction or
termination of the Commitments, and that each such payment shall be made without
any offset, abatement, withholding or reduction whatsoever.

(f) REIMBURSEMENT. If the Issuing Bank shall make any LC Disbursement in
respect of a Letter of Credit, the Borrower shall reimburse such LC Disbursement
by paying to the Administrative Agent an amount equal to such LC Disbursement in
the currency of such LC Disbursement (i) if such LC Disbursement shall have been
denominated in Dollars, not later than 2:00 p.m., New York City time, on the
date that such LC Disbursement is made, if the Borrower shall have received
notice of such LC Disbursement prior to 9:00 a.m., New York City time, on such
date, or, if such notice has not been received by the Borrower prior to such
time on such date, then not later than 2:00 p.m., New York City time, on (x) the
Domestic Business Day that the Borrower receives such notice, if such notice is
received prior to 9:00 a.m., New York City time, on the day of receipt or (y)
the Domestic Business Day immediately following the day that the Borrower
receives such notice, if such notice is not received prior to such time on the
day of receipt and (ii) if such LC Disbursement shall have been denominated in
an Alternative Currency, not later than 12:00 noon, London time, on the
Euro-Currency Business Day following the date that such LC Disbursement is made,
if the Borrower shall have received notice of such LC Disbursement prior to 4:00
p.m., London time, on the date such LC Disbursement is made, or, if such notice
has not been received by the Borrower prior to such time on such date, then not
later than 12:00 noon, London time, on (x) the Euro-Currency Business Day
following the date that the Borrower receives such notice, if such notice is
received prior to 4:00 p.m., London time, on the day of receipt or (y) the
second Euro-Currency Business Day immediately following the day that the
Borrower receives such notice, if such notice is not received prior to such time
on the day of receipt; PROVIDED that the Borrower may, subject to the conditions
to borrowing set forth herein, request in accordance with Section 2.03 or 2.04
that such payment be financed with (A) in the case of LC Disbursements
denominated in Dollars, an ABR Revolving Borrowing (of
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not less than $10,000,000) or a Swingline Loan (of not less than $500,000) in an
equivalent Dollar amount and (B) in the case of LC Disbursements denominated in
an Alternative Currency, a Euro-Currency Borrowing for an equivalent amount in
such currency and, to the extent so financed, the Borrower's obligation to make
such payment shall be discharged and replaced by the resulting ABR Revolving
Borrowing or Swingline Loan or Euro-Currency Loan. If the Borrower fails to make
such payment when due, the Administrative Agent shall notify each Lender of the
applicable LC Disbursement, the payment then due from the Borrower in respect
thereof and such Lender's Applicable Percentage thereof. Promptly following
receipt of such notice, each Lender shall pay to the Administrative Agent its
Applicable Percentage of the payment then due from the Borrower, in the same
manner as provided in Section 2.06 with respect to Loans made by such Lender
(and Section 2.06 shall apply, MUTATIS MUTANDIS, to the payment obligations of
the Lenders), and the Administrative Agent shall promptly pay to the Issuing
Bank the amounts so received by it from the Lenders. Promptly following receipt
by the Administrative Agent of any payment from the Borrower pursuant to this
paragraph, the Administrative Agent shall distribute such payment to the Issuing
Bank or, to the extent that Lenders have made payments pursuant to this
paragraph to reimburse the Issuing Bank, then to such Lenders and the Issuing
Bank as their interests may appear. Any payment made by a Lender pursuant to
this paragraph to reimburse the Issuing Bank for any LC Disbursement (other than
the funding of ABR Revolving Loans or a Swingline Loan as contemplated above)
shall not constitute a Loan and shall not relieve the Borrower of its obligation
to reimburse such LC Disbursement.

(g) OBLIGATIONS ABSOLUTE. The Borrower's obligation to reimburse LC
Disbursements as provided in paragraph (f) of this Section shall be absolute,
unconditional and irrevocable, and shall be performed strictly in accordance
with the terms of this Agreement under any and all circumstances whatsoever and
irrespective of (i) any lack of validity or enforceability of any Letter of
Credit or this Agreement, or any term or provision therein, (ii) any draft or
other document presented under a Letter of Credit proving to be forged,
fraudulent or invalid in any respect or any statement therein being untrue or
inaccurate in any respect, (iii) payment by the Issuing Bank under a Letter of
Credit against presentation of a draft or other document that does not comply



with the terms of such Letter of Credit, or (iv) any other event or circumstance
whatsoever, whether or not similar to any of the foregoing, that might, but for
the provisions of this Section, constitute a legal or equitable discharge of, or
provide a right of setoff against, the Borrower's obligations hereunder. Neither
the Administrative Agent, the Lenders nor the Issuing Bank, nor any of their
Related Parties, shall have any liability or responsibility by reason of or in
connection with the issuance or transfer of any Letter of Credit or any payment
or failure to make any payment thereunder (irrespective of any of the
circumstances referred to in the preceding sentence), or any error, omission,
interruption, loss or delay in transmission or delivery of any draft, notice or
other communication under or relating to any Letter of Credit (including any
document required to make a drawing thereunder), any error in interpretation of
technical terms or any consequence arising from causes beyond the control of the
Issuing Bank; PROVIDED that the foregoing shall not be construed to excuse the
Issuing Bank from liability to the Borrower to the extent of any direct damages
(as opposed to consequential damages, claims in respect of which are hereby
waived by the Borrower to the extent permitted by applicable law) suffered by
the Borrower that are caused by the Issuing Bank's failure to exercise care when
determining whether drafts and other documents presented under a Letter of
Credit comply with the terms thereof. The parties hereto expressly agree that,
in the absence of gross negligence or
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willful misconduct on the part of the Issuing Bank (as finally determined by a
court of competent jurisdiction), the Issuing Bank shall be deemed to have
exercised care in each such determination. In furtherance of the foregoing and
without limiting the generality thereof, the parties agree that, with respect to
documents presented which appear on their face to be in substantial compliance
with the terms of a Letter of Credit, the Issuing Bank may, in its sole
discretion, either accept and make payment upon such documents without
responsibility for further investigation, regardless of any notice or
information to the contrary, or refuse to accept and make payment upon such
documents if such documents are not in strict compliance with the terms of such
Letter of Credit.

(h) DISBURSEMENT PROCEDURES. The Issuing Bank shall, promptly following
its receipt thereof, examine all documents purporting to represent a demand for
payment under a Letter of Credit. The Issuing Bank shall promptly notify the
Administrative Agent and the Borrower by telephone (confirmed by facsimile) of
such demand for payment and whether the Issuing Bank has made or will make an LC
Disbursement thereunder; PROVIDED that any failure to give or delay in giving
such notice shall not relieve the Borrower of its obligation to reimburse the
Issuing Bank and the Lenders with respect to any such LC Disbursement.

(1) INTERIM INTEREST. If the Issuing Bank shall make any LC Disbursement,
then, unless the Borrower shall reimburse such LC Disbursement in full on the
date such LC Disbursement is made, the unpaid amount thereof shall bear
interest, for each day from and including the date such LC Disbursement is made
to but excluding the date that the Borrower reimburses such LC Disbursement, (i)
if such amount is denominated in Dollars, at the rate per annum then applicable
to ABR Revolving Loans, (ii) if such amount is denominated in an Alternative
Currency, at the rate per annum equal to the sum of the Applicable Rate with
respect to Euro-Currency Loans plus the rate per annum at which one-day deposits
in relevant currency in an amount approximately equal to such unpaid amount are
offered by the principal London office of the Administrative Agent in the London
Interbank market for such day; PROVIDED that, if the Borrower fails to reimburse
such LC Disbursement when due pursuant to paragraph (f) of this Section, then
Section 2.12(d) shall apply. Interest accrued pursuant to this paragraph shall
be for the account of the Issuing Bank, except that interest accrued on and
after the date of payment by any Lender pursuant to paragraph (f) of this
Section to reimburse the Issuing Bank shall be for the account of such Lender to
the extent of such payment.

(3) REPLACEMENT OF THE ISSUING BANK. The Issuing Bank may be replaced at
any time by written agreement among the Borrower, the Administrative Agent, the
replaced Issuing Bank and the successor Issuing Bank. The Administrative Agent
shall notify the Lenders of any such replacement of the Issuing Bank. At the
time any such replacement shall become effective, the Borrower shall pay all
unpaid fees accrued for the account of the replaced Issuing Bank pursuant to
Section 2.11(b). From and after the effective date of any such replacement, (i)
the successor Issuing Bank shall have all the rights and obligations of the
Issuing Bank under this Agreement with respect to Letters of Credit to be issued
thereafter and (ii) references herein to the term "Issuing Bank" shall be deemed
to refer to such successor or to any previous Issuing Bank, or to such successor
and all previous Issuing Banks, as the context shall require. After the
replacement of an Issuing Bank hereunder, the replaced Issuing Bank shall remain
a party hereto and shall continue to have all the rights and obligations of an
Issuing Bank under this Agreement
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with respect to Letters of Credit issued by it prior to such replacement, but



shall not be required to issue additional Letters of Credit.

(k) CASH COLLATERALIZATION. If any Event of Default shall occur and be
continuing, on the Domestic Business Day that the Company receives notice from
the Administrative Agent on behalf of the Required Lenders (or, if the maturity
of the Loans has been accelerated, Lenders with LC Exposure representing greater
than 50% of the total LC Exposure) demanding the deposit of cash collateral
pursuant to this paragraph, the Company shall deposit in its Cash Collateral
Account an amount in cash in the relevant currency equal to the LC Exposure as
of such date plus any accrued and unpaid interest thereon; PROVIDED that the
obligation to deposit such cash collateral will become effective immediately,
and such deposit will become immediately due and payable, without demand or
other notice of any kind, upon the occurrence of any Event of Default with
respect to the Borrower described in clause (g) or (h) of Article 8. Any amount
so deposited (including any earnings thereon) will be withdrawn from the
Company's Cash Collateral Account by the Collateral Agent and applied to
reimburse LC Disbursements as they become due; PROVIDED that (i) if at any time
all Events of Default have been cured or waived, such amount (to the extent not
theretofore so applied) will be returned to the Company upon its request and
(ii) i1f at any time the maturity of the Loans has been accelerated, such amount
(to the extent no theretofore so applied or returned) will be applied to pay the
Secured Obligations as provided in Section 18 of the Security Agreement.

Section 2.06. FUNDING OF BORROWINGS. (a) Each Lender shall make each Loan
to be made by it hereunder on the proposed date thereof:

(1) if such Borrowing is to be made in Dollars, not later than
12:00 Noon (New York City time), in funds immediately available in New York
City, to the account of the Administrative Agent most recently designated
for such purpose by notice to the Lenders; PROVIDED that Swingline Loans
shall be made as provided in Section 2.04; or

(11) if such Borrowing is to be made in an Alternative Currency, not
later than 12:00 Noon (London time), in such Alternative Currency (in such
funds as may then be customary for the settlement of international
transactions in such Alternative Currency) to the account of the
Administrative Agent as shall have most recently been designated by the
Administrative Agent for such purpose by notice to the Lenders.

The Administrative Agent will make such Loans available to the Borrower by
promptly crediting the amounts so received, in like funds, to an account of the
Borrower designated by the Borrower in the applicable Borrowing Request;
PROVIDED that Loans made to finance the reimbursement of an LC Disbursement as
provided in Section 2.05(f) shall be remitted by the Administrative Agent to the
Issuing Bank.

(b) Unless the Administrative Agent shall have received notice from a
Lender prior to the proposed date of any Borrowing that such Lender will not
make available to the Administrative Agent such Lender's share of such
Borrowing, the Administrative Agent may assume that such Lender has made such
share available on such date in accordance with paragraph (a) of this Section
and may, in reliance upon such assumption, make available to the Borrower a
corresponding amount. In such event, if a Lender has not in fact made its share
of
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the applicable Borrowing available to the Administrative Agent, then the
applicable Lender and the Borrower severally agree to pay to the Administrative
Agent forthwith on demand such corresponding amount with interest thereon, for
each day from and including the date such amount is made available to the
Borrower to but excluding the date of payment to the Administrative Agent, at
the Federal Funds Effective Rate (if such amount was distributed in Dollars) or
the rate per annum at which one-day deposits in the relevant currency are
offered by the principal London office of the Administrative Agent in the London
interbank market (if such amount was distributed in an Alternative Currency) .

Section 2.07. INTEREST ELECTIONS. (a) Each Dollar-Denominated Revolving
Borrowing initially shall be of the Type specified in the applicable Borrowing
Request and, in the case of a Euro-Dollar Borrowing, shall have an initial
Interest Period as specified in such Borrowing Request. Thereafter, the Borrower
may elect to convert such Borrowing to a different Type or to continue such
Borrowing and, in the case of a Euro-Dollar Borrowing, may elect Interest
Periods therefor, all as provided in this Section. The Borrower may elect
different options with respect to different portions of the affected Borrowing,
in which case each such portion shall be allocated ratably among the Lenders
holding the Loans comprising such Borrowing, and the Loans comprising each such
portion shall be considered a separate Borrowing. This Section shall not apply
to Swingline Borrowings, which may not be converted or continued.

(b) To make an election pursuant to Section 2.07(a), the Borrower shall
notify the Administrative Agent of such election by telephone by the time that a
Borrowing Request would be required under Section 2.03 if the Borrower were
requesting a Dollar-Denominated Loan of the Type resulting from such election to



be made on the effective date of such election. Each such telephonic Interest
Election Request shall be irrevocable and shall be confirmed promptly by hand
delivery or facsimile to the Administrative Agent of a written Interest Election
Request in a form approved by the Administrative Agent and signed by the
Borrower.

(c) Each telephonic and written Interest Election Request shall specify
the following information in compliance with Section 2.02:

(1) the Borrowing to which such Interest Election Request applies
and, if different options are being elected with respect to different
portions thereof, the portions thereof to be allocated to each resulting
Borrowing (in which case the information to be specified pursuant to
paragraphs (iii) and (iv) below shall be specified for each resulting
Borrowing) ;

(11) the effective date of the election made pursuant to such
Interest Election Request, which shall be a Domestic Business Day in the
case of an ABR Borrowing and a Euro-Dollar Business Day in the case of a
Euro-Dollar Borrowing;

(1i1d) whether the resulting Borrowing is to be an ABR Borrowing or a
Euro-Dollar Borrowing; and

(iv) if the resulting Borrowing is a Euro-Dollar Borrowing, the
Interest Period to be applicable thereto after giving effect to such
election, which shall be a period contemplated by the definition of the
term "Interest Period".
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If any such Interest Election Request requests a Euro-Dollar Borrowing but does
not specify an Interest Period, then the Borrower shall be deemed to have
selected an Interest Period of one month's duration.

(d) Promptly following receipt of an Interest Election Request, the
Administrative Agent shall advise each Lender of the details thereof and of such
Lender's portion of each resulting Borrowing.

(e) If the Borrower fails to deliver a timely Interest Election Request
with respect to a Euro-Dollar Borrowing prior to the end of the Interest Period
applicable thereto, then, unless such Borrowing is repaid as provided herein, at
the end of such Interest Period such Borrowing shall be converted to an ABR
Borrowing. Notwithstanding any contrary provision hereof, if an Event of Default
has occurred and is continuing and the Administrative Agent, at the request of
the Required Lenders, so notifies the Borrower, then, so long as an Event of
Default is continuing (i) no outstanding Revolving Borrowing may be converted to
or continued as a Euro-Dollar Borrowing and (ii) unless repaid, each Euro-Dollar
Borrowing shall be converted to an ABR Borrowing at the end of the Interest
Period applicable thereto.

(f) Each Alternative Currency Loan shall have an initial Interest Period
as specified in the applicable Borrowing Request. Thereafter, the Borrower may
elect to continue such Borrowing and may elect Interest Periods therefore, by
notifying the Administrative Agent of such election by telephone by the time and
at the office that a Borrowing Request would be required under Section 2.03 if
the Borrower were requesting an Alternative Currency Loan to be made on the
effective date of such election. The Borrower may elect different options with
respect to different portions of the affected Borrowing, in which case each such
portion shall be allocated ratably among the Lenders holding the Loans
comprising such Borrowing, and the Loans comprising each such portion shall be
considered a separate Borrowing. Promptly following receipt of such Interest
Election Request the Administrative Agent shall advise each Lender of the
details thereof and of such Lender's portion of each resulting Borrowing. If the
Borrower fails to deliver a timely Interest Election Request with respect to an
Alternative Currency Borrowing prior to the end of the Interest Period
applicable thereto, or any Interest Election Request fails to specify an
Interest Period, then unless such Borrowing is repaid as provided herein, the
Borrower shall be deemed to have elected a subsequent Interest Period of one
month's duration.

Section 2.08. TERMINATION AND REDUCTION OF COMMITMENTS. (a) Unless
previously terminated, the Commitments shall terminate on the Maturity Date.

(b) The Company may at any time terminate, or from time to time reduce,
the Commitments; PROVIDED that (i) each reduction of the Commitments shall be in
an amount that is an integral multiple of $5,000,000 and not less than
$10,000,000 and (ii) the Company shall not terminate or reduce the Commitments
if, after giving effect to any concurrent prepayment of the Loans in accordance
with Section 2.10, the total Revolving Credit Exposures of all Lenders would
exceed the total Commitments.

(c) The Company shall notify the Administrative Agent of any election to
terminate or reduce the Commitments under paragraph (b) of this Section at least



five Domestic Business
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Days prior to the effective date of such termination or reduction, specifying
such election and the effective date thereof. Promptly following receipt of any
notice, the Administrative Agent shall advise the Lenders of the contents
thereof. Each notice delivered by the Company pursuant to this Section shall be
irrevocable; PROVIDED that a notice of termination of the Commitments delivered
by the Company may state that such notice is conditioned upon the effectiveness
of other credit facilities, in which case such notice may be revoked by the
Company (by notice to the Administrative Agent on or prior to the specified
effective date) if such condition is not satisfied. Any termination or reduction
of the Commitments shall be permanent. Each reduction of the Commitments shall
be made ratably among the Lenders in accordance with their respective
Commitments.

Section 2.09. REPAYMENT OF LOANS; EVIDENCE OF DEBT. (a) The Borrower hereby
unconditionally promises to pay (i) to the Administrative Agent for the account
of each Lender the then unpaid principal amount of each Revolving Loan on the
Maturity Date, and (ii) to the Swingline Lender the then unpaid principal amount
of each Swingline Loan on the earlier of the Maturity Date and the date which is
15 Domestic Business Days after such Swingline Loan is made.

(b) Each Lender shall maintain in accordance with its usual practice an
account or accounts evidencing the indebtedness of the Borrower to such Lender
resulting from each Loan made by such Lender, including the amounts of principal
and interest payable and paid to such Lender from time to time hereunder.

(c) The Administrative Agent shall maintain accounts in which it shall
record (i) the currency and amount of each Loan made hereunder, the Class and
Type thereof and the Interest Period applicable thereto, (ii) the amount of any
principal or interest due and payable or to become due and payable from the
Borrower to each Lender hereunder and (iii) the amount of any sum received by
the Administrative Agent hereunder for the account of the Lenders and each
Lender's share thereof.

(d) The entries made in the accounts maintained pursuant to paragraph (b)
or (c) of this Section shall be PRIMA FACIE evidence of the existence and
amounts of the obligations recorded therein; PROVIDED that the failure of any
Lender or the Administrative Agent to maintain such accounts or any error
therein shall not in any manner affect the obligation of the Borrowers to repay
the Loans in accordance with the terms of this Agreement.

(e) Any Lender may request that Loans made by it to any Borrower be
evidenced by a promissory note. In such event, such Borrower shall prepare,
execute and deliver to such Lender a promissory note payable to the order of
such Lender (or, if requested by such Lender, to such Lender and its registered
assigns) and in a form approved by the Administrative Agent and the Borrower.
Thereafter, the Loans evidenced by such promissory note and interest thereon
shall at all times (including after assignment pursuant to Section 12.04) be
represented by one or more promissory notes in such form payable to the order of
the payee named therein (or, if such promissory note is a registered note, to
such payee and its registered assigns).
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Section 2.10. PREPAYMENT OF LOANS. (a) The Borrower shall have the right at
any time and from time to time to prepay any Borrowing in whole or in part,
subject to prior notice in accordance with paragraph (b) of this Section.

(b) The Borrower shall notify the Administrative Agent (and, in the case
of prepayment of a Swingline Loan, the Swingline Lender) by telephone (confirmed
by facsimile) of any prepayment hereunder (i) in the case of prepayment of a
Euro-Dollar Borrowing, not later than 11:00 a.m., New York City time, three
Euro-Dollar Business Days before the date of prepayment, (ii) in the case of
prepayment of an Alternative Currency Borrowing, to its London office not later
than 11:00 a.m. London time three Euro-Currency Business Days before the date of
prepayment, (iii) in the case of prepayment of an ABR Revolving Borrowing, not
later than 11:00 a.m., New York City time, one Domestic Business Day before the
date of prepayment or (iv) in the case of prepayment of a Swingline Loan, not
later than 12:00 noon, New York City time, on the date of prepayment. Each such
notice shall be irrevocable and shall specify the prepayment date and the
principal amount of each Borrowing or portion thereof to be prepaid; PROVIDED
that, if a notice of prepayment is given in connection with a conditional notice
of termination of the Commitments as contemplated by Section 2.08, then such
notice of prepayment may be revoked if such notice of termination is revoked in
accordance with Section 2.08. Promptly following receipt of any such notice
relating to a Revolving Borrowing, the Administrative Agent shall advise the
Lenders of the contents thereof. Each partial prepayment of any Revolving
Borrowing shall be in an amount that would be permitted in the case of an
advance of a Revolving Borrowing of the same Type as provided in Section 2.02.
Each prepayment shall be applied ratably to the Loans included in the prepaid



Borrowing. Prepayments shall be accompanied by accrued interest to the extent
required by Section 2.12.

Section 2.11. FEES. (a) The Company agrees to pay to the Administrative
Agent for the account of each Lender a commitment fee in Dollars, which shall
accrue at the Applicable Rate on the average daily unused amount of the
Commitment of such Lender during the period from and including the Effective
Date to but excluding the date on which such Commitment terminates. Accrued
commitment fees shall be payable in arrears on the last day of March, June,
September and December of each year and on the date on which the Commitments
terminate, commencing on the first such date to occur after the date hereof. All
commitment fees shall be computed on the basis of a year of 360 days and shall
be payable for the actual number of days elapsed (including the first day but
excluding the last day).

(b) The Borrower agrees to pay (i) to the Administrative Agent for the
account of each Lender a participation fee in Dollars with respect to its
participations in Letters of Credit, which shall accrue at the same Applicable
Rate used to determine the interest rate applicable to Euro-Dollar Loans on such
Lender's average daily LC Exposure (excluding any portion thereof attributable
to unreimbursed LC Disbursements) during the period from and including the
Effective Date to but excluding the later of the date on which such Lender's
Commitment terminates and the date on which such Lender ceases to have any LC
Exposure and (ii) to the Issuing Bank a fronting fee in Dollars, which shall
accrue at the rate of 0.125% per annum on the average daily LC Exposure
(excluding any portion thereof attributable to unreimbursed LC Disbursements)
during the period from and including the Effective Date to but excluding the
later of the date of termination of the Commitments and the date on which there
ceases to be any LC Exposure, as well as the Issuing Bank's standard fees with
respect to the issuance,
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amendment, renewal or extension of any Letter of Credit or processing of
drawings thereunder. Participation fees and fronting fees accrued through and
including the last day of March, June, September and December of each year shall
be payable on the third Domestic Business Day following such last day,
commencing on the first such date to occur after the Effective Date; PROVIDED
that all such fees shall be payable on the date on which the Commitments
terminate and any such fees accruing after the date on which the Commitments
terminate shall be payable on demand. Any other fees payable to the Issuing Bank
pursuant to this paragraph shall be payable within 10 days after demand. All
participation fees and fronting fees shall be computed on the basis of a year of
360 days and shall be payable for the actual number of days elapsed (including
the first day but excluding the last day).

(c) All fees payable hereunder shall be paid on the dates due, in
immediately available funds, to the Administrative Agent (or to the Issuing
Bank, in the case of fees payable to it) for distribution, in the case of
commitment fees and participation fees, to the Lenders. Fees paid shall not be
refundable under any circumstances.

Section 2.12. INTEREST. (a) The Loans comprising each ABR Borrowing shall
bear interest at the Alternate Base Rate plus the Applicable Rate.

(b) The Loans comprising each Euro-Currency Borrowing shall bear interest
at the Adjusted LIBO Rate for the Interest Period in effect for such Borrowing
plus the Applicable Rate.

(c) The Loans comprising each Swingline Borrowing shall bear interest at
the Alternative Base Rate plus the Applicable Rate, or at such other rate as
shall from time to time be agreed between the Swingline Lender and the Company.

(d) Notwithstanding the foregoing, if any principal of or interest on any
Loan or any fee or other amount payable by the Borrower hereunder is not paid
when due, whether at stated maturity, upon acceleration or otherwise, such
overdue amount shall bear interest, after as well as before judgment, at a rate
per annum equal to (i) in the case of overdue principal of any Loan, 2% plus the
rate otherwise applicable to such Loan as provided in the preceding paragraphs
of this Section or (ii) in the case of any other amount, 2% plus the rate
applicable to ABR Loans as provided in paragraph (a) of this Section.

(e) Accrued interest on each Loan shall be payable in arrears on each
Interest Payment Date for such Loan and, in the case of Revolving Loans, upon
termination of the Commitments; PROVIDED that (i) interest accrued pursuant to
paragraph (d) of this Section shall be payable on demand, (ii) in the event of
any repayment or prepayment of any Loan (other than a prepayment of an ABR
Revolving Loan prior to the end of the Availability Period), accrued interest on
the principal amount repaid or prepaid shall be payable on the date of such
repayment or prepayment and (iii) in the event of any conversion of any
Euro-Currency Loan prior to the end of the current Interest Period therefor,
accrued interest on such Loan shall be payable on the effective date of such
conversion.



(f) All interest hereunder shall be computed on the basis of a year of 360
days, except that (i) interest computed by reference to the Alternate Base Rate
at times when the Alternate
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Base Rate is based on the Prime Rate shall be computed on the basis of a year of
365 days (or 366 days in a leap year) and (ii) interest computed with respect to
Loans denominated in Pound Sterling shall be computed on the basis of a year of
365 days, and in each case shall be payable for the actual number of days
elapsed (including the first day but excluding the last day). The applicable
Alternate Base Rate or Adjusted LIBO Rate shall be determined by the
Administrative Agent, and such determination shall be conclusive absent manifest
error.

Section 2.13. ALTERNATE RATE OF INTEREST. If prior to the commencement of
any Interest Period for a Euro-Currency Borrowing:

(a) the Administrative Agent determines (which determination shall be
conclusive absent manifest error) that adequate and reasonable means do not
exist for ascertaining the Adjusted LIBO Rate for deposits in the relevant
currency for such Interest Period; or

(b) the Administrative Agent is advised by the Required Lenders that the
Adjusted LIBO Rate applicable to Euro-Currency Borrowings in the relevant
currency for such Interest Period will not adequately and fairly reflect the
cost to such Lenders (or Lender) of making or maintaining their Loans (or its
Loan) included in such Borrowing for such Interest Period;

then the Administrative Agent shall give notice thereof to the Company and the
Lenders by telephone or facsimile as promptly as practicable thereafter and,
until the Administrative Agent notifies the Company and the Lenders that the
circumstances giving rise to such notice no longer exist (which the
Administrative Agent shall do promptly after becoming aware thereof), (i) any
Interest Election Request that requests the conversion of any Revolving
Borrowing to, or continuation of any Revolving Borrowing as, a Euro-Currency
Borrowing of the affected currency shall be ineffective and (ii) if any
Borrowing Request requests a Euro-Currency Borrowing in the affected currency,
such Borrowing shall be made as an ABR Borrowing in an equal Dollar Amount.

Section 2.14. INCREASED COSTS. (a) If any Change in Law shall

(1) impose, modify or deem applicable any reserve, special deposit
or similar requirement against assets of, deposits with or for the account
of, or credit extended by, any Lender or its Applicable Lending Office
(except any such reserve requirement reflected in the Adjusted LIBO Rate)
or the Issuing Bank; or

(ii) impose on any Lender (or its Applicable Lending Office) or the
Issuing Bank or the London interbank market any other condition affecting
this Agreement or Euro-Currency Loans made by such Lender or any Letter of
Credit or participation therein;

and the result of any of the foregoing shall be to increase the cost to such
Lender (or its Applicable Lending Office) of making or maintaining any
Euro-Currency Loan (or of maintaining its obligation to make any such Loan) or
to increase the cost to such Lender (or its Applicable Lending Office) or the
Issuing Bank of participating in, issuing or maintaining any Letter of Credit or
to reduce the amount of any sum received or receivable by such Lender (or its
Applicable Lending Office) or the Issuing Bank hereunder (whether of principal,
interest or
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otherwise), then the Company will pay (or will cause the relevant Borrower to
pay) to such Lender or the Issuing Bank, as the case may be, such additional
amount or amounts as will compensate such Lender or the Issuing Bank, as the
case may be, for such additional costs incurred or reduction suffered.

(b) If any Lender or the Issuing Bank determines that any Change in Law
regarding capital requirements has or would have the effect of reducing the rate
of return on such Lender's or the Issuing Bank's capital or on the capital of
such Lender's or the Issuing Bank's holding company, if any, as a consequence of
this Agreement or the Loans made by, or participations in Letters of Credit held
by, such Lender, or the Letters of Credit issued by the Issuing Bank, to a level
below that which such Lender or the Issuing Bank or such Lender's or the Issuing
Bank's holding company could have achieved but for such Change in Law (taking
into consideration such Lender's or the Issuing Bank's policies and the policies
of such Lender's or the Issuing Bank's holding company with respect to capital
adequacy), then from time to time the Company will pay (or will cause the
relevant Borrower to pay) to such Lender or the Issuing Bank, as the case may
be, such additional amount or amounts as will compensate such Lender or the
Issuing Bank or such Lender's or the Issuing Bank's holding company for any such



reduction suffered.

(c) A certificate of a Lender or the Issuing Bank setting forth the amount
or amounts necessary to compensate such Lender or the Issuing Bank or its
holding company, as the case may be, as specified in paragraph (a) or (b) of
this Section and the calculation of such amount or amounts in reasonable detail
shall be delivered to the Company and shall be conclusive absent manifest error.
The Company or the relevant Borrower, as the case may be, shall pay such Lender
or the Issuing Bank, as the case may be, the amount shown as due on any such
certificate within 10 days after receipt thereof.

(d) Failure or delay on the part of any Lender or the Issuing Bank to
demand compensation pursuant to this Section shall not constitute a waiver of
such Lender's or the Issuing Bank's right to demand such compensation, as the
case may be; PROVIDED that the Borrower shall not be required to compensate a
Lender or the Issuing Bank pursuant to this Section 2.14 for any increased costs
or reductions incurred more than 120 days prior to the date that such Lender or
the Issuing Bank, as the case may be, notifies the Borrower of the Change in Law
giving rise to such increased costs or reductions and of such Lender's or the
Issuing Bank's intention to claim compensation therefor; PROVIDED FURTHER that,
if the Change in Law giving rise to such increased costs or reductions is
retroactive, then the 120-day period referred to above shall be extended to
include the period of retroactive effect thereof.

Section 2.15. BREAK FUNDING PAYMENTS. In the event of (a) the payment of
any principal of any Euro-Currency Loan other than on the last day of an
Interest Period applicable thereto (including as a result of an Event of
Default), (b) the conversion of any Euro-Currency Loan other than on the last
day of the Interest Period applicable thereto, (c) the failure to borrow,
convert, continue or prepay any Euro-Currency Loan on the date specified in any
notice delivered pursuant hereto (regardless of whether such notice may be
revoked under Section 2.10(b) and is revoked in accordance therewith) or (d) the
assignment of any Euro-Currency Loan other than on the last day of the Interest
Period applicable thereto as a result of a request by the Borrower pursuant to
Section 2.19, then, in any such event, the relevant Borrower shall compensate
each Lender for the loss, cost and expense attributable to such event. Such
loss, cost
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or expense to any Lender shall be deemed to include an amount determined by such
Lender to be the excess, if any, of (i) the amount of interest which would have
accrued on the principal amount of such Loan had such event not occurred, at the
Adjusted LIBO Rate that would have been applicable to such Loan, for the period
from the date of such event to the last day of the then current Interest Period
therefor (or, in the case of a failure to borrow, convert or continue, for the
period that would have been the Interest Period for such Loan), over (ii) the
amount of interest which would accrue on such principal amount for such period
at the interest rate which such Lender would bid were it to bid, at the
commencement of such period, for deposits in Dollars or other applicable
currency of a comparable amount and period from other banks in the London
interbank market. A certificate of any Lender setting forth any amount or
amounts that such Lender is entitled to receive pursuant to this Section shall
be delivered to the Borrower and shall be conclusive absent manifest error. The
Borrower shall pay such Lender the amount shown as due on any such certificate
within 10 days after receipt thereof.

Section 2.16. TAXES. (a) Any and all payments by or on account of any
obligation of any Borrower under the Loan Documents shall be made free and clear
of and without deduction for any Indemnified Taxes or Other Taxes; PROVIDED that
if any Borrower shall be required to deduct any Indemnified Taxes or Other Taxes
from such payments, then (i) the sum payable shall be increased as necessary so
that after making all required deductions (including deductions applicable to
additional sums payable under this Section) the Administrative Agent, Lender or
Issuing Bank (as the case may be) receives an amount equal to the sum it would
have received had no such deductions been made, (ii) such Borrower shall make
such deductions and (iii) such Borrower shall pay the full amount deducted to
the relevant Governmental Authority in accordance with applicable law.

(b) In addition, each Borrower shall pay any Other Taxes to the relevant
Governmental Authority in accordance with applicable law.

(c) The relevant Borrower shall indemnify the Administrative Agent, each
Lender and the Issuing Bank, within 10 days after written demand therefor, for
the full amount of any Indemnified Taxes or Other Taxes paid by the
Administrative Agent, such Lender or the Issuing Bank, as the case may be, on or
with respect to any payment by or on account of any obligation of such Borrower
under the Loan Documents (including Indemnified Taxes or Other Taxes imposed or
asserted on or attributable to amounts payable under this Section) and any
penalties, interest and reasonable expenses arising therefrom or with respect
thereto, whether or not such Indemnified Taxes or Other Taxes were correctly or
legally imposed or asserted by the relevant Governmental Authority; PROVIDED,
that the relevant Borrower shall not be obligated to indemnify the
Administrative Agent, such Lender or the Issuing Bank, as the case may be,



pursuant to this Section in respect of penalties, interest or similar
liabilities arising therefrom or with respect thereto to the extent such
penalties, interest or similar liabilities are attributable to the gross
negligence or willful misconduct by the Administrative Agent, such Lender or the
Issuing Bank. A certificate as to the amount of such payment or liability
delivered to the relevant Borrower by a Lender or the Issuing Bank, or by the
Administrative Agent on its own behalf or on behalf of a Lender or the Issuing
Bank, shall be conclusive absent manifest error.

(d) As soon as practicable after any payment of Indemnified Taxes or Other
Taxes by any Borrower to a Governmental Authority, such Borrower shall deliver
to the Administrative
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Agent the original or a certified copy of a receipt issued by such Governmental
Authority evidencing such payment, a copy of the return reporting such payment
or other evidence of such payment reasonably satisfactory to the Administrative
Agent.

(e) Any Foreign Lender that is entitled to an exemption from or reduction
of withholding tax under the law of the jurisdiction in which a Borrower is
located, or any treaty to which such jurisdiction is a party, with respect to
payments under any Loan Document shall deliver to the Company (with a copy to
the Administrative Agent), at the time or times prescribed by applicable law,
such properly completed and executed documentation prescribed by applicable law
or reasonably requested by the Company as will permit such payments to be made
without withholding or at a reduced rate.

(f) If the Administrative Agent or a Lender determines, in its sole
discretion, that it has received a refund of any Taxes or Other Taxes as to
which it has been indemnified by any Borrower or with respect to which any
Borrower has paid additional amounts pursuant to this Section 2.16, it shall pay
over such refund to such Borrower (but only to the extent of indemnity payments
made, or additional amounts paid, by such Borrower under this Section 2.16 with
respect to the Taxes or Other Taxes giving rise to such refund), net of all
out-of-pocket expenses with respect to such refund of the Administrative Agent
or such Lender and without interest (other than any interest paid by the
relevant Governmental Authority with respect to such refund); PROVIDED, that
such Borrower, upon the request of the Administrative Agent or such Lender,
agrees to repay the amount paid over to the Borrower (plus any penalties,
interest or other charges imposed by the relevant Governmental Authority) to the
Administrative Agent or such Lender in the event the Administrative Agent or
such Lender is required to repay such refund to such Governmental Authority.
This Section shall not be construed to require the Administrative Agent or any
Lender to make available its tax returns (or any other information relating to
its taxes which it deems confidential) to the Borrower or any other Person.

Section 2.17. FOREIGN SUBSIDIARY COSTS. If the cost to any Lender of making
or maintaining any Loan to or of issuing or maintaining any Letter of Credit for
the account of an Eligible Subsidiary is increased, or (except as permitted by
Section 2.16), the amount of any sum received or receivable by any Lender (or
its Applicable Lending Office) is reduced in each case by an amount deemed by
such Lender to be material, by reason of the fact that such Eligible Subsidiary
is incorporated in, or conducts business in, a jurisdiction outside the United
States, the Company shall indemnify such Lender for such increased cost or
reduction within 10 days after demand by such Lender (with a copy to the
Administrative Agent). A certificate of such Lender claiming compensation under
this Section 2.17 and setting forth the additional amount or amounts to be paid
to it hereunder shall be conclusive in the absence of manifest error.

Section 2.18. PAYMENTS GENERALLY; PRO RATA TREATMENT; SHARING OF SET-OFFS.
(a) The Borrower shall make each payment of principal of, and interest on, the
Dollar-Denominated Loans, of LC Exposures denominated in Dollars and of fees
hereunder, not later than 12:00 Noon (New York City time) on the date when due,
in Dollars in funds immediately available in New York City. The Borrower shall
make each payment of principal of, and interest on, the Alternative Currency
Loans and of LC Exposures denominated in an Alternative Currency in the relevant
Alternative Currency in such funds as may then be customary for the settlement
of international transactions in such Alternative Currency. Each such payment
shall be made
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without reduction by reason of any set-off or counterclaim. Any amounts received
after such time on any date may, in the discretion of the Administrative Agent,
be deemed to have been received on the next succeeding Domestic Business Day (in
the case of amounts denominated in Dollars) or Euro-Currency Business Day (in
the case of amounts denominated in an Alternative Currency) for purposes of
calculating interest thereon. All such payments shall be made to the
Administrative Agent at its offices at 270 Park Avenue, New York, New York,
except payments to be made directly to the Issuing Bank or Swingline Lender as
expressly provided herein and except that payments pursuant to Sections 2.14,



2.15, 2.16, 2.17 and 12.03 shall be made directly to the Persons entitled
thereto. The Administrative Agent shall distribute any such payments received by
it for the account of any other Person to the appropriate recipient promptly
following receipt thereof. If any payment hereunder shall be due on a day that
is not a Domestic Business Day (in the case of ABR Loans and LC Exposures
denominated in Dollars) or a Euro-Currency Business Day (in the case of
Euro-Currency Loans and LC Exposures denominated in an Alternative Currency),
the date for payment shall be extended to the next succeeding Domestic Business
Day (in the case of ABR Loans and LC Exposures denominated in Dollars) or
Euro-Currency Business Day (in the case of Euro-Currency Loans and LC Exposures
denominated an Alternative Currency), and, in the case of any payment accruing
interest, interest thereon shall be payable for the period of such extension.

(b) If at any time insufficient funds are received by and available to the
Administrative Agent to pay fully all amounts of principal, unreimbursed LC
Disbursements, interest and fees then due hereunder, such funds shall be applied
(i) first, towards payment of interest and fees then due hereunder, ratably
among the parties entitled thereto in accordance with the amounts of interest
and fees then due to such parties, and (ii) second, towards payment of principal
and unreimbursed LC Disbursements then due hereunder, ratably among the parties
entitled thereto in accordance with the amounts of principal and unreimbursed LC
Disbursements then due to such parties.

(c) If any Lender shall, by exercising any right of set-off or
counterclaim or otherwise, obtain payment in respect of any principal of or
interest on any of its Revolving Loans or participations in LC Disbursements or
Swingline Loans resulting in such Lender receiving payment of a greater
proportion of the aggregate amount of its Revolving Loans and participations in
LC Disbursements and Swingline Loans and accrued interest thereon than the
proportion received by any other Lender, then the Lender receiving such greater
proportion shall purchase (for cash at face value) participations in the
Revolving Loans and participations in LC Disbursements and Swingline Loans of
other Lenders to the extent necessary so that the benefit of all such payments
shall be shared by the Lenders ratably in accordance with the aggregate amount
of principal of and accrued interest on their respective Revolving Loans and
participations in LC Disbursements and Swingline Loans; PROVIDED that (i) if any
such participations are purchased and all or any portion of the payment giving
rise thereto is recovered, such participations shall be rescinded and the
purchase price restored to the extent of such recovery, without interest, and
(ii) the provisions of this paragraph shall not be construed to apply to any
payment made by any Borrower pursuant to and in accordance with the express
terms of this Agreement or any payment obtained by a Lender as consideration for
the assignment of or sale of a participation in any of its Loans or
participations in LC Disbursements to any assignee or participant, other than to
the Company or any Subsidiary or Affiliate thereof (as to which the provisions
of this paragraph shall apply). Each Borrower consents to the
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foregoing and agrees, to the extent it may effectively do so under applicable
law, that any Lender acquiring a participation pursuant to the foregoing
arrangements may exercise against such Borrower rights of set-off and
counterclaim with respect to such participation as fully as if such Lender were
a direct creditor of such Borrower in the amount of such participation.

(d) Unless the Administrative Agent shall have received notice from the
Company or the applicable Borrower prior to the date on which any payment is due
to the Administrative Agent for the account of the Lenders or the Issuing Bank
hereunder that a Borrower will not make such payment, the Administrative Agent
may assume that such Borrower has made such payment on such date in accordance
herewith and may, in reliance upon such assumption, distribute to the Lenders or
the Issuing Bank, as the case may be, the amount due. In such event, if such
Borrower has not in fact made such payment, then each of the Lenders or the
Issuing Bank, as the case may be, severally agrees to repay to the
Administrative Agent forthwith on demand the amount so distributed to such
Lender or Issuing Bank with interest thereon, for each day from and including
the date such amount is distributed to it to but excluding the date of payment
to the Administrative Agent, at (i) the Federal Funds Effective Rate (if such
distribution was made in Dollars) or (ii) the rate per annum at which one-day
deposits in the relevant currency are offered by the principal London office of
the Administrative Agent in the London interbank market (if such distribution
was made in an Alternative Currency).

(e) If any Lender shall fail to make any payment required to be made by it
pursuant to Section 2.04(c), 2.05(e), 2.05(f), 2.06(b) or 2.18(d), then the
Administrative Agent may, in its discretion (notwithstanding any contrary
provision hereof), apply any amounts thereafter received by the Administrative
Agent for the account of such Lender to satisfy such Lender's obligations under
such Sections until all such unsatisfied obligations are fully paid.

Section 2.19. MITIGATION OBLIGATIONS; REPLACEMENT OF LENDERS. (a) If any
Lender requests compensation under Section 2.14 or 2.17, or if any Borrower is
required to pay any additional amount to any Lender or any Governmental
Authority for the account of any Lender pursuant to Section 2.16, then such



Lender shall use reasonable efforts to designate a different Applicable Lending
Office for funding or booking its Loans hereunder or to assign its rights and
obligations hereunder to another of its offices, branches or affiliates, if, in
the judgment of such Lender, such designation or assignment (i) would eliminate
or reduce amounts payable pursuant to Section 2.14, 2.16 or 2.17, as the case
may be, in the future and (ii) would not subject such Lender to any unreimbursed
cost or expense and would not otherwise be disadvantageous to such Lender. The
Company hereby agrees to pay all reasonable costs and expenses incurred by any
Lender in connection with any such designation or assignment.

(b) If any Lender requests compensation under Section 2.14 or 2.17, or if
any Borrower is required to pay any additional amount to any Lender or any
Governmental Authority for the account of any Lender pursuant to Section 2.16,
or if any Lender defaults in its obligation to fund Loans hereunder, then the
Company may, at its sole expense and effort, upon notice to such Lender and the
Administrative Agent, require such Lender to assign and delegate, without
recourse (in accordance with and subject to the restrictions contained in
Section 12.04), all its interests, rights and obligations under this Agreement
to an assignee that shall assume such obligations (which assignee may be another
Lender, if a Lender accepts such assignment); PROVIDED that (i) the Company
shall have received the prior written consent of the Administrative
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Agent, which consent shall not unreasonably be withheld, (ii) such Lender shall
have received payment of an amount equal to the outstanding principal of its
Loans and participations in LC Disbursements and Swingline Loans, accrued
interest thereon, accrued fees and all other amounts payable to it hereunder,
from the assignee (to the extent of such outstanding principal and accrued
interest and fees) or the Company or the relevant Borrower (in the case of all
other amounts) and (iii) in the case of any such assignment resulting from a
claim for compensation under Section 2.14 or 2.17 or payments required to be
made pursuant to Section 2.16, such assignment will result in a reduction in
such compensation or payments. A Lender shall not be required to make any such
assignment and delegation if, prior thereto, as a result of a waiver by such
Lender or otherwise, the circumstances entitling the Company to require such
assignment and delegation cease to apply.

Section 2.20. CURRENCY EQUIVALENTS. (a) The Administrative Agent shall
determine the Dollar Amount of each Alternative Currency Loan as of the first
day of each Interest Period applicable thereto and, in the case of any such
Interest Period of more than three months, at three-month intervals after the
first day thereof, and shall promptly notify the Borrower and the Lenders of
each Dollar Amount so determined by it. Each such determination shall be based
on the Spot Rate (i) on the date of the related Borrowing Request for purposes
of the initial such determination for any Alternative Currency Loan and (ii) on
the fourth Euro-Currency Business Day prior to the date as of which such Dollar
Amount is to be determined, for purposes of any subsequent determination.

(b) The Administrative Agent shall determine the LC Exposure related to
each Letter of Credit as of the date of issuance thereof and at three-month
intervals after the date of issuance thereof. Each such determination shall be
based on the Spot Rate (i) on the date of the related notice of issuance, in the
case of the initial determination in respect of any Letter of Credit and (ii) on
the fourth Euro-Currency Business Day prior to the date as of which such Dollar
Amount is to be determined, in the case of any subsequent determination with
respect to an outstanding Letter of Credit.

(c) 1If after giving effect to any such determination of a Dollar Amount,
the total Revolving Credit Exposures of all Lenders exceed the aggregate amount
of the Commitments or the aggregate Dollar Amount of Alternative Currency Loans
and LC Exposures denominated in an Alternative Currency exceeds 105% of the
Alternative Currency Sublimit, the Borrowers shall within five Euro-Currency
Business Days prepay outstanding Loans (as selected by the Company and notified
to the Lenders through the Administrative Agent not less than three
Euro-Currency Business Days prior to the date of prepayment) or take other
action to the extent necessary to eliminate any such excess.

ARTICLE 3
REPRESENTATIONS AND WARRANTIES

The Company and each Original Subsidiary Borrower represents and warrants
to the Administrative Agent and the Lenders that:
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Section 3.01. ORGANIZATION; POWERS. The Company and each Subsidiary (a) is
duly organized, validly existing and in good standing under the laws of the
jurisdiction of its organization, (b) has all requisite power and authority to
own its property and assets and to carry on its business as now conducted and as
proposed to be conducted, (c) is qualified to do business in every jurisdiction
where such qualification is required, except where the failure so to qualify
could not reasonably be expected to result in a Material Adverse Effect, and (d)



has the power and authority to execute, deliver and perform its obligations
under each Loan Document to which it is a party and under each other agreement
or instrument contemplated thereby to which it is or will be a party and, in the
case of any Borrower, to borrow hereunder.

Section 3.02. AUTHORIZATION. The Transactions (a) have been duly authorized
by all requisite corporate, partnership, limited liability company or analogous
and, i1f required, stockholder, partner, member or analogous action and (b) will
not (i) materially violate any provision of law, statute, rule or regulation, or
of the certificate or articles of incorporation or other constitutive documents
or by-laws of the Company or any Subsidiary, (ii) materially violate any order
of any Governmental Authority or (iii) materially violate any provision of any
material indenture, agreement or other instrument to which the Company or any
Subsidiary is a party or by which any of them or any of their property is or may
be bound, (iv) be in material conflict with, result in a material breach of or
constitute (alone or with notice or lapse of time or both) a material default
under any such indenture, agreement or other instrument or (v) result in the
creation or imposition of any Lien (other than the Transaction Liens) upon any
property or assets of the Company or any Subsidiary.

Section 3.03. ENFORCEABILITY. This Agreement has been duly executed and
delivered by the Company and each Original Subsidiary Borrower and constitutes,
and each other Loan Document to which any Credit Party is party, when executed
and delivered by such Credit Party, will constitute, a legal, valid and binding
obligation of each such Credit Party enforceable against each such Credit Party
in accordance with its terms, subject to applicable bankruptcy, insolvency,
reorganization, moratorium or other similar laws affecting creditors' rights
generally and subject to general principles of equity, regardless of whether
considered in a proceeding in equity or at law. The Loans and all other
obligations or liabilities of the Company and each Original Subsidiary Borrower
hereunder shall not be subordinated in right of payment to any other
Indebtedness of the Company or such Original Subsidiary Borrower, respectively.

Section 3.04. GOVERNMENTAL APPROVALS. No action, consent or approval of,
registration or filing with or other action by any Governmental Authority is or
will be required in connection with the Transactions, except (a) such as will
have been made or obtained on or before the Effective Date and thereafter will
be in full force and effect and (b) filings required to be made pursuant to the
Security Agreement to perfect the Transaction Liens.

Section 3.05. FINANCIAL STATEMENTS. (a) The Company has heretofore
furnished to the Lenders (i) its Consolidated statement of financial position
and related Consolidated statements of earnings, cash flows and shareholders'
investment as of and for the fiscal year ended December 31, 2001, audited by and
accompanied by the opinion of Arthur Andersen LLP, independent public
accountants, (ii) its Consolidated statement of financial position and related
Consolidated statements of earnings and cash flows as of and for the fiscal
quarter ended June 30, 2002, certified by its chief financial officer, and (iii)
the consolidating statements of financial

39
<Page>

position and related consolidating statements of earnings and cash flows of the
Company and its Subsidiaries for the fiscal quarter ended June 30, 2002,
certified by its chief financial officer. Such financial statements present
fairly in all material respects the financial position of the Company and its
Consolidated Subsidiaries as of such dates and their results of operations and
cash flows for such periods. Such statements of financial position and the notes
thereto disclose all material liabilities, direct or contingent, of the Company
and its Consolidated Subsidiaries as of the dates thereof. Such financial
statements were prepared in accordance with GAAP applied on a consistent basis.

(b) Since December 31, 2001, there has been no material adverse change in
the business, assets, property, condition (financial or otherwise) or prospects
of the Company and its Subsidiaries taken as whole.

Section 3.06. TITLE TO PROPERTIES; POSSESSION UNDER LEASES. (a) The Company
and each of the Subsidiaries has good and marketable title to, or wvalid
leasehold interests in, all its material properties and assets, except for minor
defects in title that do not interfere with its ability to conduct its business
as currently conducted or to utilize such properties and assets for their
intended purposes. All such material properties and assets are free and clear of
Liens, other than Liens expressly permitted by Section 6.01.

(b) The Company and each of the Subsidiaries has complied with all
obligations under all material leases to which it is a party and all such leases
are in full force and effect. The Company and each of the Subsidiaries enjoys
peaceful and undisturbed possession under all such material leases.

Section 3.07. SUBSIDIARIES. Schedule 3.07 sets forth as of the Effective
Date a list of each Subsidiary of the Company that is a Significant Subsidiary,
a Material Subsidiary, an Excluded SPV or an Unrestricted Subsidiary and
identifies them as such, and sets forth the percentage ownership interest of the
Company and any intermediate Subsidiary therein.



Section 3.08. LITIGATION; COMPLIANCE WITH LAWS. (a) There are not any
actions, suits, proceedings, inquiries or investigations at law or in equity or
by or before any Governmental Authority now pending or, to the knowledge of the
Company or any Original Subsidiary Borrower, threatened against or affecting the
Company or any Subsidiary or any business, property or rights of any such Person
(1) which involve the Loan Documents or the Transactions or (ii) as to which
there is a reasonable possibility of an adverse determination and which, if
adversely determined, could, individually or in the aggregate, reasonably be
expected to result in a Material Adverse Effect.

(b) Neither the Company nor any of the Subsidiaries is in violation of any
law, rule or regulation, or in default with respect to any judgment, writ,
injunction or decree of any Governmental Authority, where such violation or
default could reasonably be expected to result in a Material Adverse Effect.

Section 3.09. NON-EXISTENCE OF CERTAIN TYPES OF AGREEMENTS OR OBLIGATIONS.
(a) As of the Effective Date, neither the Company nor any of the Subsidiaries is
a party to any agreement
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or instrument or subject to any corporate restriction that has resulted or could
reasonably be expected to result in a Material Adverse Effect.

(b) Neither the Company nor any of the Subsidiaries is in default in any
manner under any provision of any material agreement or instrument (excluding
any indenture or other agreement or instrument evidencing Indebtedness) to which
it is a party or by which it or any of its properties or assets are or may be
bound, where such default could reasonably be expected to result in a Material
Adverse Effect.

(c) Except as set forth in Schedule 3.09(c), as of the Effective Date
neither the Company nor any Subsidiary is a party to or is bound by the terms of
(i) any indenture or other agreement or instrument evidencing Indebtedness or
(ii) any certificate of designation or other certificate, agreement or
instrument relating to any capital stock, in either case which contains a
provision granting the holders thereof the right to require the Company or any
Subsidiary to buy all or any part of such Indebtedness or capital stock (or any
other provision having substantially the same effect) other than sinking fund
and conversion provisions and provisions requiring repayment upon default.

(d) Schedule 3.09(d) sets forth the total amount of each category of
Priority Indebtedness (as set forth in the definition thereof) of the Company
and its Subsidiaries existing as of the Effective Date.

(e) Schedule 3.09(e) sets forth the total amount of all Guarantees by the
Company and its Subsidiaries of Indebtedness (other than Indebtedness under the
Loan Documents and Indebtedness of the Company or any Subsidiary owing to the
Company or any Subsidiary) existing as of the Effective Date.

Section 3.10. FEDERAL RESERVE REGULATIONS. The making of the Loans
hereunder and the use of the proceeds thereof as contemplated hereby will not
violate or be inconsistent with Regulation U or Regulation X.

Section 3.11. NO REGULATORY RESTRICTIONS ON BORROWING. Neither the Company
nor any Original Subsidiary Borrower is (a) an "INVESTMENT COMPANY" as defined
in, or subject to regulation under, the Investment Company Act of 1940, as
amended, (b) a "HOLDING COMPANY" or a "SUBSIDIARY COMPANY" of a holding company
as defined in, or subject to regulation under, the Public Utility Holding
Company Act of 1935 or (c) subject to any other applicable regulatory scheme
which restricts its ability to incur the indebtedness to be incurred hereunder.

Section 3.12. TAX RETURNS. The Company and each Subsidiary has filed or
caused to be filed all Federal, state and local tax returns required to have
been filed by it and has paid or caused to be paid all taxes shown to be due and
payable on such returns or on any assessments received by it, except (a) taxes
that are being contested in accordance with Section 5.03 or (b) to the extent
that the failure to do so could not reasonably be expected to result in a
Material Adverse Effect.

Section 3.13. ENVIRONMENTAL MATTERS. Except for the Disclosed Matters and
except with respect to any other matters that, individually or in the aggregate,
could not reasonably be expected to result in a Material Adverse Effect, neither
the Company nor any of its Subsidiaries
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(i) has failed to comply with any Environmental Law or to obtain, maintain or
comply with any permit, license or other approval required under any
Environmental Law, (ii) has become subject to any Environmental Liability, (iii)
has received written notice of any claim with respect to any Environmental
Liability or (iv) knows of any basis for any Environmental Liability.



Section 3.14. ERISA. No ERISA Event has occurred or is reasonably expected
to occur that, when taken together with all other such ERISA Events for which
liability is reasonably expected to occur, could reasonably be expected to
result in a Material Adverse Effect. The present value of all accumulated
benefit obligations under each Plan (based on the assumptions used for purposes
of Statement of Financial Accounting Standards No. 87) did not, as of the date
of the most recent financial statements reflecting such amounts, exceed by more
than a material amount the fair market value of the assets of such Plan.

Section 3.15. NO MATERIAL MISSTATEMENTS. (a) As of the Effective Date, the
Information Memorandum does not contain any material misstatement of fact or
omit to state any material fact necessary to make the statements therein, in the
light of the circumstances under which they are made, not materially misleading,
and (b) no other information, report, financial statement, exhibit or schedule
furnished by or on behalf of the Company or any Subsidiary to the Administrative
Agent or any Lender in connection with the negotiation of the Loan Documents or
included therein or delivered pursuant thereto, when taken together with all
other such information, reports, financial statements, exhibits or schedules,
contained, contains or will contain any material misstatement of fact or
omitted, omits or will omit to state any material fact necessary to make the
statements therein, in the light of the circumstances under which they were, are
or will be made, not materially misleading.

Section 3.16. SOLVENCY. Immediately following the making of each Borrowing
and after giving effect to the application of the proceeds of such Borrowing,
the Company and its Subsidiaries on a consolidated basis will be Solvent. The
Company and its Subsidiaries on a consolidated basis do not intend to, and do
not believe that the Company and its Subsidiaries on a consolidated basis will,
incur debts beyond their ability to pay such debts as they mature, taking into
account the timing of and amounts of cash anticipated to be received by the
Company and its Subsidiaries on a consolidated basis and the timing of the
amounts of cash anticipated to be payable on or in respect of the Indebtedness
of the Company and its Subsidiaries on a consolidated basis. For the purpose of
this Section, "SOLVENT" means, with respect to any Person on a particular date,
that on such date (a) the fair value of the property owned by such Person is
greater than the total amount of liabilities, including, without limitation,
contingent liabilities, of such Person, (b) such Person is able to meet its
obligations as those obligations mature and (c) such Person is not engaged in
business or a transaction for which such Person's property would constitute an
unreasonably small capital. The amount of contingent liabilities at any time
shall be computed as the amount that, in the light of all the facts and
circumstances existing at such time, represents the amount that can reasonably
be expected to become an actual or matured liability.
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ARTICLE 4
CONDITIONS

Section 4.01. EFFECTIVE DATE. The obligations of the Lenders to make Loans
and of the Issuing Bank to issue Letters of Credit hereunder shall not become
effective until the date on which each of the following conditions is satisfied
(or waived in accordance with Section 12.02):

(a) The Administrative Agent (or its counsel) shall have received from
each party hereto either (i) a counterpart of this Agreement signed on behalf of
such party or (ii) written evidence satisfactory to the Administrative Agent
(which may include facsimile transmission of a signed signature page of this
Agreement) that such party has signed a counterpart of this Agreement.

(b) The Administrative Agent shall have received a favorable written
opinion (addressed to the Administrative Agent and the Lenders and dated the
Effective Date) of Cravath, Swaine & Moore, special New York counsel for the
Company, substantially in the form of Exhibit B-1, Maria M. Rose, internal
counsel to the Company, substantially in the form of Exhibit B-2, Raymond S.
Egres, internal counsel to the Original Subsidiary Borrowers, substantially in
the form of Exhibit B-3, and Morris, James, Hitchens & Williams LLP, special
Delaware counsel to the Company, substantially in the form of Exhibit B-4, in
each case covering such other matters relating to the Credit Parties, the Loan
Documents or the Transactions as the Administrative Agent shall reasonably
request. The Company and each Original Subsidiary Borrower hereby requests such
counsel to deliver such opinions.

(c) The Administrative Agent shall have received an opinion of Davis Polk
& Wardwell, special counsel for the Administrative Agent, substantially in the
form of Exhibit C and covering such additional matters relating to the
transactions contemplated by the Loan Documents as the Administrative Agent may
reasonably require.

(d) The Administrative Agent shall have received such documents and
certificates as the Administrative Agent or its counsel may reasonably request
relating to the organization, existence and good standing of the Borrowers and
the Subsidiary Guarantors, the authorization of the Transactions and any other



legal matters relating to the Borrowers and the Subsidiary Guarantors, the Loan
Documents or the Transactions, all in form and substance reasonably satisfactory
to the Administrative Agent and its counsel.

(e) The Administrative Agent shall have received a certificate, dated the
Effective Date and signed by the President, a Vice President or a Financial
Officer of the Company, confirming compliance with the conditions set forth in
paragraphs (a) and (b) of Section 4.02.

(f) The Administrative Agent shall have received all fees and other
amounts due and payable on or prior to the Effective Date, including, to the
extent invoiced, reimbursement or payment of all out-of-pocket expenses required
to be reimbursed or paid by the Borrowers under the Loan Documents.

(g) The Administrative Agent shall have received evidence reasonably
satisfactory to it of the payment of all principal of and interest on any loans
outstanding under, and all accrued commitment fees under, the Existing Credit
Agreement.
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(h) The Collateral and Guarantee Requirement shall have been satisfied in
full and the Collateral Agent shall have received a completed Perfection
Certificate dated the Effective Date and signed by a Financial Officer or other
executive officer of the Company, together with all attachments contemplated
thereby.

The Administrative Agent shall notify the Company and the Lenders of the
Effective Date, and such notice shall be conclusive and binding. The Company and
the Lenders party to the Existing Credit Agreement (the "CONTINUING LENDERS")
hereby agree that if, on or prior to the Effective Date, one or more Required
Exiting Lenders give their written consent to the matters set forth in clauses
(i) through (iii) of this sentence, then: (i) the commitments of the banks under
the Existing Credit Agreement shall terminate in their entirety immediately and
automatically on the Effective Date, without further action by any party to the
Existing Credit Agreement, (ii) all accrued facility fees under the Existing
Credit Agreement shall be due and payable at such time and (iii) subject to
Section 2.15 of the Existing Credit Agreement, the Company may prepay any and
all loans outstanding thereunder on the Effective Date and any requirement for
notice of such prepayment shall be waived. For the purpose hereof "REQUIRED
EXITING LENDERS" means lenders party to the Existing Credit Agreement (other
than the Continuing Lenders) who, together with the Continuing Lenders,
constitute "REQUIRED LENDERS" for the purpose of the Existing Credit Agreement.

Section 4.02. EACH CREDIT EVENT. The obligation of each Lender to make a
Loan on the occasion of any Borrowing, and of the Issuing Bank to issue, amend,
renew or extend any Letter of Credit, is subject to the satisfaction of the
following conditions:

(a) The representations and warranties of each Credit Party set forth in
each Loan Document to which it is party (other than, solely in the case of a
Borrowing to be made to repay maturing commercial paper of the Company, that set
forth in Section 3.05(b)) shall be true and correct on and as of the date of
such Borrowing or the date of issuance, amendment, renewal or extension of such
Letter of Credit, as applicable, except to the extent such representations and
warranties expressly relate to an earlier date in which case such
representations and warranties shall be true and correct in all material
respects as of such earlier date.

(b) At the time of and immediately after giving effect to such Borrowing
or the issuance, amendment, renewal or extension of such Letter of Credit, as
applicable, no Default shall have occurred and be continuing.

Each Borrowing and each issuance, amendment, renewal or extension of a Letter of
Credit shall be deemed to constitute a representation and warranty by the
Borrower on the date thereof as to the matters specified in paragraphs (a) and
(b) of this Section.

Section 4.03. FIRST BORROWING BY EACH ELIGIBLE SUBSIDIARY. The obligation
of each Lender to make a Loan, and the obligation of an Issuing Bank to issue a
Letter of Credit, on the occasion of the first Borrowing by or issuance of a
Letter of Credit for the account of each Eligible Subsidiary is subject to the
satisfaction of the following further conditions:

(a) Receipt by the Administrative Agent of an opinion of counsel for such
Eligible Subsidiary reasonably acceptable to the Administrative Agent,
substantially to the effect of
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Exhibit F hereto and covering such other matters relating to the transactions
contemplated hereby as the Required Lenders may reasonably require.



(b) Receipt by the Administrative Agent of all documents which it may
reasonably request relating to the existence of such Eligible Subsidiary, the
corporate authority for and the validity of the Election to Participate of such
Eligible Subsidiary and this Agreement of such Eligible Subsidiary, and any
other matters relevant thereto, all in form and substance reasonably
satisfactory to the Administrative Agent.

ARTICLE 5
AFFIRMATIVE COVENANTS

Until the Commitments have expired or been terminated and the principal of
and interest on each Loan and all fees payable hereunder shall have been paid in
full and all Letters of Credit shall have expired or terminated and all LC
Disbursements shall have been reimbursed, the Company covenants and agrees with
the Lenders that it will, and will cause each of its Subsidiaries to:

Section 5.01. EXISTENCE; BUSINESSES AND PROPERTIES. (a) Do or cause to be
done all things necessary to preserve, renew and keep in full force and effect
its legal existence, except (i) in the case of each Subsidiary that is not a
Borrower to the extent that the failure to take any such action could not
reasonably be expected to have a Material Adverse Effect or (ii) as otherwise
expressly permitted under Section 6.03.

(b) Do or cause to be done all things necessary to (i) obtain, preserve,
renew, extend and keep in full force and effect the rights, licenses, permits,
franchises, authorizations, patents, copyrights, trademarks and trade names
material to the conduct of its business; (ii) comply in all material respects
with all applicable laws, rules, regulations and orders of any Governmental
Authority, whether now in effect or hereafter enacted and (iii) at all times
maintain and preserve all property material to the conduct of such business and
keep such property in good repair, working order and condition (ordinary wear
and tear excepted) and from time to time make, or cause to be made, all needful
and proper repairs, renewals, additions, improvements and replacements thereto
necessary in order that the business carried on in connection therewith may be
properly conducted at all times.

Section 5.02. INSURANCE. Keep its insurable properties insured at all times
by financially sound and reputable insurers in such amounts (with no greater
risk retention) and against such risks as are customarily maintained by
companies of established repute engaged in the same or similar businesses
operating in the same or similar locations; maintain such other insurance, to
such extent and against such risks, including fire and other risks insured
against by extended coverage, as is customary with companies in the same or
similar businesses, including public liability insurance against claims for
personal injury or death or property damage occurring upon, in, about or in
connection with the use of any properties owned, occupied or controlled by it;
and maintain such other insurance as may be required by law.
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Section 5.03. OBLIGATIONS AND TAXES. Pay its obligations (other than
Indebtedness) promptly and in accordance with their terms and pay and discharge
promptly all taxes, assessments and governmental charges or levies imposed upon
it or upon its income or profits or in respect of its property, before the same
shall become delinquent or in default, as well as all lawful claims for labor,
materials and supplies or otherwise which, if unpaid, might give rise to a Lien
upon such properties or any part thereof; PROVIDED that such payment and
discharge shall not be required with respect to any such tax, assessment,
charge, levy or claim so long as the validity or amount thereof shall be
contested in good faith by appropriate proceedings and the Company or such
Subsidiary shall, to the extent required by GAAP applied on a consistent basis,
set aside on its books adequate reserves with respect thereto.

Section 5.04. FINANCIAL STATEMENTS, REPORTS, ETC. In the case of the
Company, furnish to the Administrative Agent and each Lender:

(a) within 90 days after the end of each fiscal year, its Consolidated
statement of financial position and related Consolidated statements of earnings,
cash flows and shareholders' investment, showing the financial position of the
Company and its Consolidated Subsidiaries as of the close of such fiscal year
and their results of operations and cash flows for such year, all audited by
PricewaterhouseCoopers LLP or other independent public accountants of recognized
national standing and accompanied by an opinion of such accountants (which shall
not be qualified in any material respect except with the consent of the Required
Lenders) to the effect that such Consolidated financial statements fairly
present in all material respects the financial position, results of operations
and cash flows of the Company on a Consolidated basis in accordance with GAAP
consistently applied;

(b) within 45 days after the end of each of the first three fiscal
quarters of each fiscal year, its Consolidated statement of financial position
and related Consolidated statements of earnings and cash flows showing the
financial position of the Company and its Consolidated Subsidiaries as of the
close of such fiscal quarter and their results of operations for such fiscal



quarter and the then elapsed portion of the fiscal year and their cash flows for
the then elapsed portion of the fiscal year, all certified by one of its
Financial Officers as fairly presenting the financial position, results of
operations and cash flows of the Company on a Consolidated basis in accordance
with GAAP consistently applied, subject to normal year-end audit adjustments;

(c) concurrently with any delivery of financial statements under paragraph
(a) or (b) above, a corresponding consolidating statement of financial position
and related consolidating statements of earnings, cash flow and shareholders'
investment (which need not be audited), showing the financial position of the
Company and its Subsidiaries as of the end of the corresponding period, and
their results of operations and cash flows for such period, all certified by one
of the Company's Financial Officers as fairly presenting the financial position,
results of operations and cash flows of the Company and its Subsidiaries on a
consolidating basis in accordance with GAAP consistently applied, subject to
normal year-end adjustments;

(d) concurrently with any delivery of financial statements under paragraph
(a) or (b) above, a certificate, substantially in the form of Exhibit G hereto,
of the accounting firm or Financial Officer opining on or certifying such
statements (which certificate, when furnished by an accounting firm, may be
limited to accounting matters and disclaim responsibility for legal
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interpretations) (i) certifying that no Default has occurred or, if such Default
has occurred, specifying the nature and extent thereof and any corrective action
taken or proposed to be taken with respect thereto and (ii) setting forth
computations in reasonable detail reasonably satisfactory to the Administrative
Agent demonstrating compliance with the covenants contained in Sections 7.01,
7.02 and Section 7.03;

(e) promptly after the occurrence of any event or condition which makes
the information thereon inaccurate, incomplete or untrue, an update to Schedule
3.07;

(f) promptly after the same become publicly available, copies of all
periodic and other reports, proxy statements and other materials filed by it
with the Securities and Exchange Commission, or any governmental authority
succeeding to any of or all the functions of such Commission, or with any
national securities exchange, or distributed to its shareholders, as the case
may be; and

(g) promptly, from time to time, such other information regarding the
operations, business affairs and financial condition of the Company or any
Subsidiary, or compliance with the terms of the Loan Documents, as the
Administrative Agent may reasonably request.

Information required to be delivered pursuant to paragraphs 5.04(a), 5.04(b) or
5.04 (f) above shall be deemed to have been delivered on the date on which the
Company provides notice to the Lenders that such information has been posted on
the Company's website on the Internet at www.cummins.com, at
sec.gov/edaux/searches.htm or at another website identified in such notice and
accessible by the Lenders without charge; PROVIDED that (i) such notice may be
included in a certificate delivered pursuant to paragraph 5.04(d) and (ii) the
Borrower shall deliver paper copies of the information referred to in paragraphs
5.04(a), 5.04(b) or 5.04(f) to any Lender which requests such delivery.

Section 5.05. LITIGATION AND OTHER NOTICES. Furnish to the Administrative
Agent and each Lender prompt written notice of the following:

(a) any Default, specifying the nature and extent thereof and the
corrective action (if any) proposed to be taken with respect thereto;

(b) the filing or commencement of, or any written threat or notice of
intention of any Person to file or commence, any action, suit or proceeding,
whether at law or in equity or by or before any Governmental Authority, against
the Company or any Affiliate thereof as to which there is a reasonable
possibility of an adverse determination and which, if adversely determined,
could reasonably be expected to result in a Material Adverse Effect;

(c) the occurrence of any ERISA Event that, alone or together with any
other ERISA Events which have occurred, could reasonably be expected to result
in a Material Adverse Effect;

(d) any development that has resulted in, or could reasonably be expected
to result in, a Material Adverse Effect; and
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(e) any change in the Company's senior unsecured debt rating from S&P or
Moody's or in its corporate credit rating from S&P.



Section 5.06. INFORMATION REGARDING COLLATERAL. (a) In the case of the
Company, furnish to the Collateral Agent prompt written notice of any change in
(i) the Company's or any Subsidiary Guarantor's legal name or domicile, (ii) the
Company's or any Subsidiary Guarantor's identity or corporate structure or (iii)
the Company's or any Subsidiary Guarantor's Federal Taxpayer Identification
Number. The Company will not, and will not permit any Subsidiary Guarantor to,
effect or permit any change referred to in the preceding sentence unless all
filings are made under the Uniform Commercial Code and all other actions are
taken that are required in any such case within the time frame specified in the
Security Agreement or (if not so specified) as required by applicable law, so
that such change will not at any time adversely affect the validity, perfection
or priority of any Transaction Lien on any of the Collateral. The Company will
also promptly notify the Collateral Agent if any material portion of the
Collateral is damaged or destroyed.

(b) In the case of the Company, at the time annual financial statements
with respect to any Fiscal Year are delivered pursuant to Section 5.04(a),
deliver to the Collateral Agent a certificate of a Financial Officer of the
Company (i) setting forth the information required pursuant to Sections Al and
A2 of the Perfection Certificate or confirming that there has been no change in
such information since the date of the Perfection Certificate delivered on the
Effective Date or the date of the most recent certificate delivered pursuant to
this subsection other than changes specified in such certificate and (ii)
certifying that all Uniform Commercial Code financing statements or other
appropriate filings, recordings or registrations, including all refilings,
rerecordings and reregistrations, containing a description of the Collateral
have been filed of record in each appropriate office in each jurisdiction
identified pursuant to clause (i) above to the extent required by the terms of
the Security Documents to protect and perfect the Transaction Liens for a period
of at least 18 months after the date of such certificate (except as noted
therein with respect to any continuation statements to be filed within such
period) .

Section 5.07. MAINTAINING RECORDS; ACCESS TO PROPERTIES AND INSPECTIONS.
Maintain all financial records in accordance with GAAP and permit any
representatives designated by the Administrative Agent or any Lender, upon
reasonable prior notice, to visit and inspect the financial records and the
properties of the Company or any Subsidiary at reasonable times and as often as
reasonably requested and to make extracts from and copies of such financial
records, and permit any representatives designated by any Administrative Agent
or any Lender to discuss the affairs, finances and condition of the Company or
any Subsidiary with the officers thereof and independent accountants therefor;
PROVIDED that (i) the Company or such Subsidiary may require that a
representative appointed by it be present at such inspections or discussions and
(ii) the obligations of the Company and its Subsidiaries under this Section are
subject to, and the Administrative Agent and any such Lender shall comply with,
all applicable confidentiality restrictions.

Section 5.08. USE OF PROCEEDS AND LETTERS OF CREDIT. Use the proceeds of
the Loans and request the issuance of Letters of Credit only for the general
corporate purposes of the Company and its Subsidiaries. No part of the proceeds
of any Loan will be used, whether directly or indirectly, (a) for any purpose
that entails a violation of any of the Regulations of the Board,
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including Regulation T, Regulation U and Regulation X, or (b) in any hostile
acquisition of another Person.

Section 5.09. COMPLIANCE WITH LAWS. Comply with all applicable laws,
statutes, rules and regulations (including all applicable Environmental Laws)
and obtain, maintain and comply with, in each case in all material respects, any
and all licenses, approvals, notifications, registrations or permits required by
applicable laws, statutes, rules and regulations (including all applicable
Environmental Laws) except to the extent that, in any such case, failure to do
so could not be reasonably expected to have a Material Adverse Effect.

Section 5.10. ADDITIONAL SUBSIDIARIES. In the case of the Company, if any
additional Subsidiary is formed or acquired after the Effective Date, within ten
Domestic Business Days after such Subsidiary is formed or acquired, notify the
Collateral Agent thereof and, if such Subsidiary is, or an existing Subsidiary
becomes, a Material Subsidiary, cause the Collateral and Guarantee Requirement
to be satisfied with respect to such Material Subsidiary, subject to the
limitations set forth therein and in the Security Agreement.

Section 5.11. SECURITY DOCUMENTS; FURTHER ASSURANCES. (a) In the case of
the Company and each Subsidiary Guarantor, execute and deliver any and all
further documents, financing statements, agreements and instruments, and take
all such further actions (including the filing and recording of financing
statements and other documents), that may be required under any applicable law,
or that the Collateral Agent or the Required Lenders may reasonably request, to
cause the Collateral and Guarantee Requirement to be and remain satisfied, all
at the Company's expense. The Company will, within 60 days after the Effective
Date, provide to the Collateral Agent the results of a search of the Uniform



Commercial Code (or equivalent) filings made with respect to the Credit Parties
in the jurisdictions contemplated by the Perfection Certificate and copies of
the financing statements (or similar documents) disclosed by such search and
evidence reasonably satisfactory to the Collateral Agent that the Liens
indicated by such financing statements (or similar documents) are permitted by
Section 6.01 or have been released.

(b) In the case of the Company and each Subsidiary Guarantor, if any
material assets are acquired by the Company or any Subsidiary Guarantor after
the Effective Date (other than (i) assets constituting Collateral that become
subject to Transaction Liens upon acquisition thereof, (ii) any Principal
Property (as defined in the Indenture) or any stock or indebtedness of any
Restricted Subsidiary (as such terms are used in the Indenture) or (iii) other
real property which is not owned in fee), notify the Collateral Agent thereof,
and, 1f requested by the Collateral Agent or the Required Lenders, cause such
assets to be subjected to a Transaction Lien securing the Secured Obligations
and take such actions, or cause such Subsidiary Guarantor to take such actions,
as shall be necessary or reasonably requested by the Collateral Agent to grant
and perfect or record such Transaction Lien, including actions described in this
Section 5.11, all at the Company's expense; PROVIDED that the Company shall not
be required to take such action if doing so, in its reasonable judgment, would
require equally and ratably securing the bonds issued under the Indenture.
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ARTICLE 6
NEGATIVE COVENANTS

Until the Commitments have expired or terminated and the principal of and
interest on each Loan and all fees payable hereunder have been paid in full and
all Letters of Credit have expired or terminated and all LC Disbursements shall
have been reimbursed, the Company covenants and agrees with the Lenders that it
will not, and will not cause or permit any of its Subsidiaries to:

Section 6.01. NEGATIVE PLEDGE. Create, incur, assume or permit to exist any
Lien on any property or assets (including stock or other securities of
Subsidiaries) now owned or hereafter acquired by it or on any income or rights
in respect of any thereof, except:

(a) Transaction Liens;

(b) Liens imposed by law for taxes that are not yet due or are being
contested in compliance with Section 5.03;

(c) carriers', warehousemen's, mechanics', materialmen's, repairmen's and
other like Liens imposed by law, arising in the ordinary course of business and
securing obligations that are not overdue by more than 30 days or are being
contested in compliance with Section 5.03;

(d) pledges and deposits and other Liens made in the ordinary course of
business in compliance with workers' compensation, unemployment insurance and
other social security laws or regulations;

(e) Liens (including deposits) to secure the performance of bids, tenders,
trade contracts, leases, statutory obligations, surety and appeal bonds,
performance bonds and other obligations of like nature, in each case in the
ordinary course of business;

(f) easements, zoning restrictions, rights-of-way and similar encumbrances
on real property imposed by law or arising in the ordinary course of business
that do not secure any monetary obligations and do not materially detract from
the value of the affected property or interfere materially with the ordinary
conduct of business of the Company or any Subsidiary;

(g) any Lien existing on any property or asset prior to the acquisition
thereof by the Company or any Subsidiary; PROVIDED that (i) such Lien is not
created in contemplation of or in connection with such acquisition and (ii) such
Lien does not apply to any other property or assets of the Company or any
Subsidiary;

(h) Liens (including deposits) in connection with self-insurance;

(1) Jjudgment or other similar Liens in connection with legal proceedings
in an aggregate principal amount (net of amounts for which relevant insurance
providers have delivered written acknowledgements of coverage) not to exceed
$125,000,000, PROVIDED that the execution or other enforcement of such liens is
effectively stayed and the claims secured thereby are being actively contested
in good faith by appropriate proceedings;
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(3j) Liens arising in connection with advances or progress payments under
government contracts;



(k) Liens on assets of Subsidiaries securing Indebtedness payable to the
Company or any Wholly-Owned Consolidated Subsidiary; and

(1) Liens securing Indebtedness (other than Indebtedness described in
paragraphs (a) through (k) above) to the extent and only to the extent that the
aggregate amount of Priority Indebtedness shall not exceed $200,000,000 at any
time.

Section 6.02. SALE AND LEASE-BACK TRANSACTIONS. Enter into any arrangement,
directly or indirectly, with any Person whereby it shall sell or transfer any
property, real or personal, used or useful in its business, whether now owned or
hereafter acquired, and thereafter rent or lease such property or other property
which it intends to use for substantially the same purpose or purposes as the
property being sold or transferred (a "SALE AND LEASE-BACK TRANSACTION"),
unless, after giving effect to such Sale and Lease-Back Transaction, the
aggregate amount of Priority Indebtedness shall not exceed $200,000,000, except
that the Company or any Subsidiary may enter into Sale and Lease-Back
Transactions without restriction if the property subject to such Sale and
Lease-Back Transaction was purchased by the Company or any Subsidiary within six
months of the date of such Sale and Leaseback Transaction.

Section 6.03. MERGERS, CONSOLIDATIONS, AND SALES OF ASSETS. In the case of
the Company and any Significant Subsidiary, merge with or into or consolidate
with any other Person, or sell, transfer, lease or otherwise dispose of (in one
transaction or in a series of transactions) all or any substantial part of its
assets (whether now owned or hereafter acquired), except (a) that the Company
and any Significant Subsidiary may sell inventory or receivables in the ordinary
course of business, (b) that if at the time thereof and immediately after giving
effect thereto no Default has occurred and is continuing (i) any Significant
Subsidiary which is not a Subsidiary Guarantor may merge with or into, or sell,
transfer, lease or otherwise dispose of all or any substantial part of its
assets to, the Company or a Wholly-Owned Consolidated Subsidiary; PROVIDED that
such Wholly-Owned Consolidated Subsidiary shall thereafter be deemed a
Significant Subsidiary hereunder and (ii) any Subsidiary may merge with or into,
or sell, transfer, lease or otherwise dispose of all or any substantial part of
its assets to the Company or any Subsidiary Guarantor and (iii) any Credit Party
or any other Significant Subsidiary may merge with or into or consolidate with
any other Person if the surviving corporation in such merger or consolidation
shall be such Credit Party or such Significant Subsidiary; PROVIDED that in each
case under clause (b) above the Company shall have delivered to the Banks a
certificate of a Financial Officer of the Company and an opinion of counsel for
the Company, each stating that such consolidation, merger, sale, transfer, lease
or other disposition complies with this Section 6.03 and that all conditions
precedent herein provided for relating to such transaction have been complied
with and (c) as otherwise permitted by Section 5.01(a); and PROVIDED FURTHER
that it is understood that this Section 6.03 does not place any restriction on
securitization transactions which are not otherwise prohibited hereunder.

Section 6.04. OBLIGATIONS OF SUBSIDIARIES. In the case of the Subsidiaries,
incur, create, assume or permit to exist any Indebtedness if, after giving
effect thereto, Priority Indebtedness would exceed $200,000,000.
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Section 6.05. AMENDMENTS OF CERTAIN AGREEMENTS. In any respect material and
adverse to the Lenders, amend, modify, supplement or waive any of the provisions
of any instrument evidencing or relating to any subordinated Indebtedness unless
such amendment, modification, supplement or waiver is approved in writing by the
Required Lenders.

Section 6.06. SWAP AGREEMENTS. Enter into any Swap Agreement, except (a)
Swap Agreements entered into to hedge or mitigate risks to which the Company or
any Subsidiary has actual exposure (other than those in respect of Equity
Interests of the Company or any of its Subsidiaries), and (b) Swap Agreements
entered into in order to effectively cap, collar or exchange interest rates
(from fixed to floating rates, from one floating rate to another floating rate
or otherwise) with respect to any interest-bearing liability or investment of
the Company or any Subsidiary.

Section 6.07. RESTRICTIVE AGREEMENTS. Directly or indirectly, enter into,
incur or permit to exist any agreement or other arrangement that prohibits,
restricts or imposes any condition upon (a) the ability of the Company or any
Subsidiary to create, incur or permit to exist any Lien upon any of its property
or assets securing the Secured Obligations or (b) the ability of any Subsidiary
to pay dividends or other distributions with respect to any shares of its
capital stock or to make or repay loans or advances to the Company or any other
Subsidiary or to Guarantee Indebtedness of the Company or any other Subsidiary;
PROVIDED that (i) the foregoing shall not apply to restrictions and conditions
imposed by law or by the Loan Documents, (ii) the foregoing shall not apply to
restrictions and conditions existing on the date hereof identified on Schedule
6.07 (or any extension or renewal of, or any amendment or modification to, or
any other restriction or condition contained in the agreements governing future
Indebtedness of the Company that is substantially identical in substance to,



such restriction or condition that does not expand the scope of such restriction
or condition), (iii) the foregoing shall not apply to customary restrictions and
conditions contained in agreements relating to the sale of a Subsidiary or other
asset pending such sale, provided such restrictions and conditions apply only to
the Subsidiary or other asset that is to be sold and such sale is permitted
hereunder, (iv) clause (a) of the foregoing shall not apply to restrictions or
conditions imposed by any agreement relating to assets securing any
Indebtedness, (v) clause (a) of the foregoing shall not apply to customary
provisions in leases and other contracts restricting the assignment thereof and
(vi) clause (b) of the foregoing shall not apply to customary restrictions
contained in senior unsecured notes or bonds issued by the Company.

Section 6.08. OWNERSHIP OF SIGNIFICANT SUBSIDIARIES. Cease to maintain at
any time direct or indirect ownership of securities or other ownership interests
representing not less than the greater of (a) a majority of the ordinary voting
power of each Significant Subsidiary and (b) such voting power as provides
effective control of the policy and direction of each Significant Subsidiary.

Section 6.09. FUNDAMENTAL CHANGES. Engage to any material extent in any
business except businesses of the types conducted by the Borrowers and their
respective Subsidiaries on the date of this Agreement and businesses reasonably
related thereto.

Section 6.10. UNRESTRICTED SUBSIDIARIES. In the case of the Company, (i)
permit any Unrestricted Subsidiary (or any Subsidiary formed or acquired after
the Effective Date) to be
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designated as a Restricted Subsidiary or (ii) permit any Unrestricted Subsidiary
to merge or consolidate with or into, or sell, transfer, lease or otherwise
dispose of (in one transaction or in a series of transactions) all or any
substantial part of its assets (whether now owned or hereafter acquired) to any
other Subsidiary except (x) dispositions of assets in the ordinary course of
business or (y) a transaction otherwise permitted hereunder in which an
Unrestricted Subsidiary is the resulting, surviving or transferee entity.

ARTICLE 7
FINANCIAL COVENANTS

Section 7.01. NET WORTH. The Company will not permit Net Worth to be at any
time less than the sum of (a) $1,150,000,000 PLUS (b) an amount equal to 25% of
the sum of the amounts of Consolidated Net Income for each of the fiscal
quarters commencing after September 29, 2002 to and including the most recent
fiscal quarter ended prior to the date on which the calculation of Net Worth is
made (without including any fiscal quarter in which such Consolidated Net Income
is a negative number) plus (c) an amount equal to 75% of the amount by which Net
Worth shall have been increased by any issuance of any capital stock by the
Company occurring after September 29, 2002.

Section 7.02. LEVERAGE. The Company will not permit the ratio of (a) the
sum of Consolidated Indebtedness and Securitization Financing to (b) the sum of
Consolidated Indebtedness, Securitization Financing and Net Worth to be at any
time greater than 0.55 to 1.0.

Section 7.03. COVERAGE RATIO. The Company will not permit the ratio of (a)
Consolidated EBITDA minus Capital Expenditures to (b) Consolidated Interest
Expense, for any period of four consecutive fiscal quarters ending on any date
on or after the Effective Date, to be less than 1.50:1.

ARTICLE 8
EVENTS OF DEFAULT

If any of the following events ("EVENTS OF DEFAULT") shall occur:

(a) any representation or warranty made, or deemed made, in or in
connection with the Loan Documents or the Borrowings hereunder, or any
representation, warranty, statement or information contained in any report,
certificate, financial statement or other instrument furnished in connection
with or pursuant to the Loan Documents, shall prove to have been false or
misleading in any material respect when so made, deemed made or furnished;

(b) default shall be made in the payment of any principal of any Loan or
any reimbursement obligation in respect of any LC Disbursement when and as the
same shall become due and payable, whether at the due date thereof or at a date
fixed for prepayment thereof or pursuant to any provision of the Loan Documents
or otherwise;
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(c) default shall be made in the payment of any interest on any Loan or
any fee or any other amount (other than an amount referred to in (b) above) due
under the Loan Documents, when and as the same shall become due and payable, and



such default shall continue unremedied for a period of five Domestic Business
Days;

(d) default shall be made in the due observance or performance by the
Company or any Subsidiary of any covenant, condition or agreement contained in
Section 5.05(a) or Section 5.05(b), Section 5.08, Article 6 or Article 7 and
such default shall continue unremedied for a period of five Domestic Business
Days after the earlier of (i) a Financial Officer of the Company becoming aware
thereof and (ii) notice thereof from the Administrative Agent or any Lender to
the Company;

(e) default shall be made in the due observance or performance by the
Company or any Subsidiary of any covenant, condition or agreement contained in
the Loan Documents (other than those specified in (b), (c) or (d) above) and
such default shall continue unremedied for a period of ten Domestic Business
Days after notice thereof from the Administrative Agent or any Lender to the
Company;

(f) the Company or any Subsidiary shall (i) fail to pay any of its
Indebtedness in excess of $10,000,000 in the aggregate when due and such failure
shall continue after the applicable grace period, if any, specified in the
agreement or instrument relating to such Indebtedness or (ii) fail to observe or
perform any term, covenant or condition on its part to be observed or performed
under any agreement or instrument relating to any such Indebtedness, when
required to be observed or performed, and such failure shall continue after the
applicable grace period, if any, specified in such agreement or instrument, if
the effect of such failure is to accelerate, or permit the acceleration of, the
maturity of such Indebtedness or such Indebtedness has been accelerated and such
acceleration has not been rescinded; or any amount of Indebtedness in excess of
$10,000,000 shall be required to be prepaid, defeased, purchased or otherwise
acquired by the Company or any Subsidiary (other than by a regularly scheduled
required prepayment and other than secured Indebtedness that becomes due as a
result of the voluntary transfer of assets securing such Indebtedness), prior to
the stated maturity thereof;

(g) an involuntary proceeding shall be commenced or an involuntary
petition shall be filed in a court of competent jurisdiction seeking (i) relief
in respect of the Company or any Subsidiary, or of a substantial part of the
property or assets of the Company or any Subsidiary, under Title 11 of the
United States Code, as now constituted or hereafter amended, or any other
Federal or state bankruptcy, insolvency, receivership or similar law, (ii) the
appointment of a receiver, trustee, custodian, sequestrator, conservator or
similar official for the Company or any Subsidiary, or for a substantial part of
the property or assets of the Company or any Subsidiary, or (iii) the winding-up
or liquidation of the Company or any Subsidiary; and such proceeding or petition
shall continue undismissed for 60 days, or an order or decree approving or
ordering any of the foregoing shall be entered;

(h) the Company or any Subsidiary shall (i) voluntarily commence any
proceeding or file any petition seeking relief under Title 11 of the United
States Code, as now constituted or hereafter amended, or any other Federal or
state bankruptcy, insolvency, receivership or similar law, (ii) consent to the
institution of, or fail to contest in a timely and appropriate manner, any
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proceeding or the filing of any petition described in (g) above, (iii) apply for
or consent to the appointment of a receiver, trustee, custodian, sequestrator,
conservator or similar official for the Company or any Subsidiary, or for a
substantial part of the property or assets of the Company or any Subsidiary,

(iv) file an answer admitting the material allegations of a petition filed
against it in any such proceeding, (v) make a general assignment for the benefit
of creditors, (vi) admit in writing its inability or fail generally to pay its
debts as they become due or (vii) take any action for the purpose of effecting
any of the foregoing;

(i) one or more judgments for the payment of money in an aggregate amount
in excess of $10,000,000 shall be rendered against the Company, any Subsidiary
or any combination thereof and the same shall remain undischarged for a period
of 30 consecutive days during which execution shall not be effectively stayed;

(j) a Change in Control shall occur;

(k) the provisions of Article 11 shall cease to constitute valid, binding
and enforceable obligations of the Company for any reason, or the Company or any
Eligible Subsidiary shall have so asserted in writing;

(1) an ERISA Event shall have occurred that, when taken together with all
other ERISA Events that have occurred, could reasonably be expected to result in
a Material Adverse Effect; or

(m) any Lien purported to be created under any Security Document shall
cease to be, or shall be asserted in writing by the Company or any Subsidiary
Guarantor not to be, a valid and perfected Lien on Collateral having a value of



$5,000,000 or more, with the priority required by the applicable Security
Document, except (i) as a result of a sale or other disposition of the
applicable Collateral in a transaction permitted under the Loan Documents or
(ii) as a result of the Collateral Agent's failure to maintain possession of any
stock certificates, promissory notes or other documents delivered to it under
the Security Agreement or to file continuation statements; or

(n) any Subsidiary Guarantor's Secured Guarantee shall cease to constitute
a valid and binding obligation of such Subsidiary Guarantor or any Credit Party
shall so assert in writing.

then, and in every such event (other than an event with respect to any Borrower
described in paragraph (g) or (h) above), and at any time thereafter during the
continuance of such event, the Administrative Agent shall, at the request of the
Required Lenders, by notice to the Company, take either or both of the following
actions at the same or different times: (i) terminate forthwith the Commitments
and (ii) declare the Loans then outstanding to be forthwith due and payable,
whereupon the principal of the Loans, together with accrued interest thereon and
any unpaid accrued fees and all other liabilities of any Borrower accrued
hereunder, shall become forthwith due and payable, without presentment, demand,
protest or any other notice of any kind, all of which are hereby expressly
waived by each Borrower, anything contained herein to the contrary
notwithstanding; and upon the occurrence of any event described in paragraph (g)
or (h) above with respect to any Borrower, the Commitments shall automatically
terminate and the principal of all Loans then outstanding, together with accrued
interest thereon and any unpaid accrued fees
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and all other liabilities of the Borrowers accrued hereunder, shall
automatically become due and payable, without presentment, demand, protest or
any other notice of any kind, all of which are hereby expressly waived by each
Borrower, anything contained herein to the contrary notwithstanding.

ARTICLE 9
THE AGENTS

Section 9.01. APPOINTMENT AND AUTHORIZATION OF ADMINISTRATIVE AGENT. Each
of the Lenders and the Issuing Bank hereby irrevocably appoints each of the
Administrative Agent and the Collateral Agent as its agent and authorizes them
to take such actions on its behalf and to exercise such powers as are delegated
to them by the terms of the Loan Documents (including with respect to the
Collateral Agent, to sign and deliver the Security Documents), together with
such actions and powers as are reasonably incidental thereto. Without limiting
the foregoing, each Lender and the Issuing Bank hereby agrees to the
restrictions set forth in Section 26 of the Security Agreement. References in
this Article 9, other than Sections 9.06 and 9.08, to the Administrative Agent
shall be deemed to include a reference to the Collateral Agent.

Section 9.02. RIGHTS AND POWERS OF ADMINISTRATIVE AGENT AS A LENDER. The
bank serving as the Administrative Agent hereunder shall have the same rights
and powers in its capacity as a Lender as any other Lender and may exercise the
same as though it were not the Administrative Agent, and such bank and its
Affiliates may accept deposits from, lend money to and generally engage in any
kind of business with the Company or any Subsidiary or other Affiliate thereof
as if it were not the Administrative Agent hereunder.

Section 9.03. LIMITED DUTIES AND RESPONSIBILITIES OF ADMINISTRATIVE AGENT.
The Administrative Agent shall not have any duties or obligations except those
expressly set forth in the Loan Documents. Without limiting the generality of
the foregoing, (a) the Administrative Agent shall not be subject to any
fiduciary or other implied duties, regardless of whether a Default has occurred
and is continuing, (b) the Administrative Agent shall not have any duty to take
any discretionary action or exercise any discretionary powers, except
discretionary rights and powers expressly contemplated hereby that the
Administrative Agent is required to exercise in writing as directed by the
Required Lenders (or such other number or percentage of the Lenders as shall be
necessary under the circumstances as provided in Section 12.02) and (c) except
as expressly set forth in any Loan Document, the Administrative Agent shall not
have any duty to disclose, and shall not be liable for the failure to disclose,
any information relating to the Company or any of its Subsidiaries that is
communicated to or obtained by the bank serving as Administrative Agent or any
of its Affiliates in any capacity. The Administrative Agent shall not be liable
for any action taken or not taken by it with the consent or at the request of
the Required Lenders (or such other number or percentage of the Lenders as shall
be necessary under the circumstances as provided in Section 12.02) or in the
absence of its own gross negligence or willful misconduct. The Administrative
Agent shall be deemed not to have knowledge of any Default unless and until
written notice thereof is given to the Administrative Agent by the Company or a
Lender, and the Administrative Agent shall not be responsible for or have any
duty to ascertain or inquire into (i) any statement, warranty or representation
made in or in connection with any Loan Document, (ii) the contents of any
certificate, report or other
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document delivered under any Loan Document or in connection therewith, (iii) the
performance or observance of any of the covenants, agreements or other terms or
conditions set forth in any Loan Document, (iv) the validity, enforceability,
effectiveness or genuineness of any Loan Document or any other agreement,
instrument or document or (v) the satisfaction of any condition set forth in
Article 4 or elsewhere in any Loan Document, other than to confirm receipt of
items expressly required to be delivered to the Administrative Agent.

Section 9.04. AUTHORITY OF ADMINISTRATIVE AGENT TO RELY ON CERTAIN
WRITINGS, STATEMENTS AND ADVICE. The Administrative Agent shall be entitled to
rely upon, and shall not incur any liability for relying upon, any notice,
request, certificate, consent, statement, instrument, document or other writing
believed by it to be genuine and to have been signed or sent by the proper
Person. The Administrative Agent also may rely upon any statement made to it
orally or by telephone and believed by it to be made by the proper Person, and
shall not incur any liability for relying thereon. The Administrative Agent may
consult with legal counsel (who may be counsel for the Borrower), independent
accountants and other experts selected by it, and shall not be liable for any
action taken or not taken by it in accordance with the advice of any such
counsel, accountants or experts.

Section 9.05. SUB-AGENTS AND RELATED PARTIES. The Administrative Agent may
perform any and all its duties and exercise its rights and powers by or through
any one or more sub-agents appointed by the Administrative Agent. The
Administrative Agent and any such sub-agent may perform any and all its duties
and exercise its rights and powers through their respective Related Parties. The
exculpatory provisions of the preceding paragraphs shall apply to any such
sub-agent and to the Related Parties of the Administrative Agent and any such
sub-agent, and shall apply to their respective activities in connection with the
syndication of the credit facilities provided for herein as well as activities
as Administrative Agent.

Section 9.06. RESIGNATION; SUCCESSOR ADMINISTRATIVE AGENT. Subject to the
appointment and acceptance of a successor Administrative Agent as provided in
this paragraph, the Administrative Agent may resign at any time by notifying the
Lenders, the Issuing Bank and the Borrower. Upon any such resignation, the
Required Lenders shall have the right, in consultation with the Company, to
appoint a successor. If no successor shall have been so appointed by the
Required Lenders and shall have accepted such appointment within 30 days after
the retiring Administrative Agent gives notice of its resignation, then the
retiring Administrative Agent may, on behalf of the Lenders and the Issuing
Bank, appoint a successor Administrative Agent which shall be a bank with an
office in New York, New York, or an Affiliate of any such bank. Upon the
acceptance of its appointment as Administrative Agent hereunder by a successor,
such successor shall succeed to and become vested with all the rights, powers,
privileges and duties of the retiring Administrative Agent, and the retiring
Administrative Agent shall be discharged from its duties and obligations
hereunder. The fees payable by the Company to a successor Administrative Agent
shall be the same as those payable to its predecessor unless otherwise agreed
between the Company and such successor. After the Administrative Agent's
resignation hereunder, the provisions of this Article and Section 12.03 shall
continue in effect for the benefit of such retiring Administrative Agent, its
sub-agents and their respective Related Parties in respect of any actions taken
or omitted to be taken by any of them while it was acting as Administrative
Agent.
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Section 9.07. CREDIT DECISIONS BY LENDERS. Each Lender acknowledges that it
has, independently and without reliance upon the Administrative Agent or any
other Lender and based on such documents and information as it has deemed
appropriate, made its own credit analysis and decision to enter into this
Agreement. Each Lender also acknowledges that it will, independently and without
reliance upon the Administrative Agent or any other Lender and based on such
documents and information as it shall from time to time deem appropriate,
continue to make its own decisions in taking or not taking action under or based
upon the Loan Documents, any related agreement or any document furnished
hereunder or thereunder.

Section 9.08. ADMINISTRATIVE AGENT'S FEE. The Company agrees to pay to the
Administrative Agent, for its own account, fees payable in the amounts and at
the times separately agreed upon between the Company and the Administrative
Agent.

Section 9.09. OTHER AGENTS. Nothing in the Loan Documents shall impose on
any Agent other than the Administrative Agent and the Collateral Agent, in their
capacity as such Agent, any obligation or liability whatsoever.

ARTICLE 10
REPRESENTATIONS AND WARRANTIES OF ELIGIBLE SUBSIDIARIES



Each Eligible Subsidiary shall be deemed by the execution and delivery of
its Election to Participate to have represented and warranted as of the date
thereof that:

Section 10.01. ORGANIZATION; POWERS. Such Eligible Subsidiary (a) is duly
organized, validly existing and in good standing under the laws of the
jurisdiction of its organization, (b) has the power and authority to execute,
deliver and perform its obligations hereunder and under each other agreement or
instrument contemplated thereby to which it is or will be a party and to borrow
hereunder and (c) is a Wholly-Owned Consolidated Subsidiary.

Section 10.02. AUTHORIZATION. The Transactions and the execution and
delivery by such Eligible Subsidiary of its Election to Participate and the
performance by such Eligible Subsidiary of this Agreement, (a) have been duly
authorized by all requisite corporate, partnership, limited liability company or
analogous and, if required, stockholder, partner, member or analogous action and
(b) will not (i) materially violate any provision of law, statute, rule or
regulation, or of the certificate or articles of incorporation or other
constitutive documents or by-laws of the Company or any Subsidiary, (ii)
materially violate any order of any Governmental Authority or (iii) materially
violate any provision of any material indenture, agreement or other instrument
to which the Company or any Subsidiary is a party or by which any of them or any
of their property is or may be bound, (iv) be in material conflict with, result
in a breach of or constitute (alone or with notice or lapse of time or both) a
material default under any such indenture, agreement or other instrument or (v)
result in the creation or imposition of any Lien (other than the Transaction
Liens) upon any property or assets of the Company or any Subsidiary.

Section 10.03. ENFORCEABILITY. Its Election to Participate has been duly
executed and delivered by such Eligible Subsidiary, and this Agreement
constitutes a legal, valid and binding
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obligation of such Eligible Subsidiary enforceable against such Eligible
Subsidiary in accordance with its terms.

Section 10.04. TAXES. Except as disclosed in such Election to Participate,
there is no income, stamp or other tax of any country, or any taxing authority
thereof or therein, imposed by or in the nature of withholding or otherwise,
which is imposed on any payment to be made by such Eligible Subsidiary pursuant
hereto, or is imposed on or by virtue of the execution, delivery or enforcement
of its Election to Participate.

ARTICLE 11
GUARANTY

Section 11.01. THE GUARANTY. The Company hereby unconditionally and
absolutely guarantees the full and punctual payment (whether at stated maturity,
upon acceleration or otherwise) of the principal of and interest on each Loan
made to and each obligation to reimburse any LC Disbursement incurred by each
Borrower (other than the Company) pursuant to this Agreement, and the full and
punctual payment of all other amounts payable by each Borrower (other than the
Company) under this Agreement. Upon failure by any Borrower (other than the
Company) to pay punctually any such amount, the Company shall forthwith on
demand pay the amount not so paid at the place and in the manner specified in
this Agreement.

Section 11.02. GUARANTY UNCONDITIONAL. The obligations of the Company
hereunder shall be unconditional and absolute and, without limiting the
generality of the foregoing, shall not be released, discharged or otherwise
affected by:

(a) any extension, renewal, settlement, compromise, waiver or release in
respect of any obligation of any Borrower, any Subsidiary Guarantor or any other
Person under any Loan Document or by operation of law or otherwise;

(b) any modification or amendment of or supplement to any Loan Document;

(c) any release, impairment, non-perfection or invalidity of any direct or
indirect security for any obligation of any Borrower, any Subsidiary Guarantor
or any other Person under any Loan Document;

(d) any change in the corporate existence, structure or ownership of any
Borrower, any Subsidiary Guarantor or any other Person or any insolvency,
bankruptcy, reorganization or other similar proceeding affecting any Borrower,
any Subsidiary Guarantor or any other Person or its assets or any resulting
release or discharge of any obligation of any Borrower, any Subsidiary Guarantor
or any other Person contained in any Loan Document;

(e) the existence of any claim, set-off or other rights which the Company
may have at any time against any Borrower, any Subsidiary Guarantor, the
Administrative Agent, any Lender or any other Person, whether in connection
herewith or any unrelated transactions; PROVIDED that nothing herein shall



prevent the assertion of any such claim by separate suit or compulsory
counterclaim;

59
<Page>

(f) any invalidity or unenforceability relating to or against any
Borrower, any Subsidiary Guarantor or any other Person for any reason of any
Loan Document, or any provision of applicable law or regulation purporting to
prohibit the payment by any Borrower of the principal of or interest or any
other amount payable by it under any Loan Document; or

(g) any other act or omission to act or delay of any kind by any Borrower,
any Subsidiary Guarantor, the Administrative Agent, any Lender or any other
Person or any other circumstance whatsoever which might, but for the provisions
of this paragraph, constitute a legal or equitable discharge of the Company's
obligations hereunder (in each case other than payment in full of the
obligations guaranteed hereunder) .

Section 11.03. DISCHARGE ONLY UPON PAYMENT IN FULL; REINSTATEMENT IN
CERTAIN CIRCUMSTANCES. The Company's obligations hereunder shall remain in full
force and effect until the Commitments shall have terminated and the principal
of and interest on the Loans and all other amounts payable hereunder by the
Company and each Borrower under this Agreement shall have been paid in full and
all LC Disbursements shall have been reimbursed. If at any time any payment of
the principal of or interest on any Loan or any other amount payable by any
Borrower under this Agreement is rescinded or must be otherwise restored or
returned upon the insolvency, bankruptcy or reorganization of any Borrower or
otherwise, the Company's obligations hereunder with respect to such payment
shall be reinstated at such time as though such payment had been due but not
made at such time.

Section 11.04. WAIVER BY THE COMPANY. The Company irrevocably waives
acceptance hereof, presentment, demand, protest and any notice not provided for
herein, as well as any requirement that at any time any action be taken by any
Person against any Borrower or any other Person.

Section 11.05. SUBROGATION. Upon making any payment with respect to any
Borrower hereunder, the Company shall be subrogated to the rights of the payee
against such Borrower with respect to such payment; PROVIDED that the Company
shall not enforce any payment by way of subrogation unless all amounts of
principal of and interest on the Loans to such Borrower and all other amounts
payable by such Borrower under this Agreement have been paid in full.

Section 11.06. STAY OF ACCELERATION. If acceleration of the time for
payment of any amount payable by any Borrower under this Agreement is stayed
upon insolvency, bankruptcy or reorganization of such Borrower, all such amounts
otherwise subject to acceleration under the terms of this Agreement shall
nonetheless be payable by the Company hereunder forthwith on demand by the
Administrative Agent made at the request of the Required Lenders.

Section 11.07. CONTINUING GUARANTEE. The Company's Guarantee hereunder is a
continuing guarantee, shall be binding on the Company and its successors and
assigns, and shall be enforceable by the Lenders . If all or part of any
Lender's interest in any obligation guaranteed by the Company is assigned or
otherwise transferred, the transferor's rights under the Company's guarantee, to
the extent applicable to the obligation so transferred, shall automatically be
transferred with such obligation.
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ARTICLE 12
MISCELLANEOUS

Section 12.01. NOTICES. (a) Except in the case of notices and other
communications expressly permitted to be given by telephone (and subject to
paragraph (b) below), all notices and other communications provided for herein
shall be in writing and shall be delivered by hand or overnight courier service,
mailed by certified or registered mail or sent by facsimile, as follows:

(1) if to the Company, to it at Cummins Inc., 500 Jackson Street,
Box 3005, Columbus, Indiana 47202-3005, Attention of Vice
President-Treasurer (Facsimile No. (812) 377-3347);

(ii) if to any other Borrower or Eligible Subsidiary, to it care of
the Company;

(111) if to the Administrative Agent:

(A) if such notice is required by the terms hereof to be
given to the Administrative Agent at its London office, to J.P. Morgan
Europe Limited, 125 London Wall, London EC24 5AJ, Attention of Steve
Clark/Nichola Hall, (Facsimile No. 44 207 777 2360), with a copy to
JPMorgan Chase Bank, 270 Park Avenue, New York, New York 10017,



Attention of Frank Giacalone (Facsimile No. 212-552-5650);

(B) otherwise to JPMorgan Chase Bank, 1 Chase Manhattan
Plaza, New York, New York 10081, Attention of Frank Giacalone
(Facsimile No. 212-552-5650);

(iv) if to the Issuing Bank, to it at JPMorgan Chase Bank, 10420
Highland Manor Drive, Tampa, Florida 33610, Attention of Standby LC Dept.
James Alonzo/Ralph Davis (Facsimile No. 813-432-5161);

(v) if to the Swingline Lender, to it at JPMorgan Chase Bank, 1
Chase Manhattan Plaza, New York, New York 10081, Attention of Frank
Giacalone (Facsimile No. 212-552-5650); and

(vi) if to any other Lender, to it at its address (or facsimile
number) set forth in its Administrative Questionnaire.

(b) Notices and other communications to the Lenders hereunder may be
delivered or furnished by electronic communications pursuant to procedures
approved by the Administrative Agent; PROVIDED that the foregoing shall not
apply to notices pursuant to Article 2 unless otherwise agreed by the
Administrative Agent and the applicable Lender. The Administrative Agent or the
Borrower may, in its discretion, agree to accept notices and other
communications to it hereunder by electronic communications pursuant to
procedures approved by it; PROVIDED that approval of such procedures may be
limited to particular notices or communications.
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(c) Any party hereto may change its address or facsimile number for
notices and other communications hereunder by notice to the other parties
hereto. All notices and other communications given to any party hereto in
accordance with the provisions of this Agreement shall be deemed to have been
given on the date of receipt.

Section 12.02. WAIVERS; AMENDMENTS. (a) No failure or delay by the
Administrative Agent, the Collateral Agent, the Issuing Bank or any Lender in
exercising any right or power under any Loan Document shall operate as a waiver
thereof, nor shall any single or partial exercise of any such right or power, or
any abandonment or discontinuance of steps to enforce such a right or power,
preclude any other or further exercise thereof or the exercise of any other
right or power. The rights and remedies of the Administrative Agent, the
Collateral Agent, the Issuing Bank and the Lenders under the Loan Documents are
cumulative and are not exclusive of any rights or remedies that they would
otherwise have. No waiver of any provision of any Loan Document or consent to
any departure by any Borrower or any Subsidiary Guarantor therefrom shall in any
event be effective unless the same shall be permitted by paragraph (b) of this
Section, and then such waiver or consent shall be effective only in the specific
instance and for the purpose for which given. Without limiting the generality of
the foregoing, the making of a Loan or issuance of a Letter of Credit shall not
be construed as a waiver of any Default, regardless of whether the
Administrative Agent, any Lender or the Issuing Bank may have had notice or
knowledge of such Default at the time.

(b) No Loan Document nor any provision thereof may be waived, amended or
modified except pursuant to an agreement or agreements in writing entered into
(x) in the case of this Agreement, by the Company and the Required Lenders or
(y) in the case of any other Loan Document, by each Credit Party to be bound
thereby and the Administrative Agent or the Collateral Agent, as applicable,
with the consent of the Required Lenders; PROVIDED that no such agreement shall

(1) (A) increase the Commitment of any Lender without the written
consent of such Lender, (B) reduce the principal amount of any Loan or LC
Disbursement or reduce the rate of interest thereon, or reduce any fees
payable hereunder, without the written consent of each Lender affected
thereby, (C) postpone the scheduled date of payment of the principal amount
of any Loan or LC Disbursement, or any interest thereon, or any fees
payable hereunder, or reduce the amount of, waive or excuse any such
payment, or postpone the scheduled date of expiration of any Commitment,
without the written consent of each Lender affected thereby, (D) change
Section 2.18(b) or Section 2.18(c) in a manner that would alter the pro
rata sharing of payments required thereby, without the written consent of
each Lender, (E) change any of the provisions of this Section or the
definition of "Required Lenders" or any other provision of any Loan
Document specifying the number or percentage of Lenders required to waive,
amend or modify any rights thereunder or make any determination or grant
any consent thereunder, without the written consent of each Lender, (F)
release the Company from its guarantee under Article 11 hereof (except as
expressly permitted by Article 11) or any Subsidiary Guarantor from its
Secured Guarantee (except as expressly permitted in the Security
Agreement), or in either case limit its liability in respect of such
guarantee or (G) release any substantial portion of the Collateral from the
Transaction Liens (except as expressly provided in the Security Documents);
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(ii) amend, modify or otherwise affect the rights or duties of the
Administrative Agent, the Collateral Agent, the Issuing Bank or the
Swingline Lender under any Loan Document without the prior written consent
of the Administrative Agent, the Collateral Agent, the Issuing Bank or the
Swingline Lender, as the case may be; or

(iii) (A) subject any Eligible Subsidiary or Original Subsidiary
Borrower to any additional obligation without the written consent of such
Borrower, (B) increase the principal of or rate of interest on any
outstanding Loan of any Eligible Subsidiary or Original Subsidiary Borrower
without the written consent of such Borrower, (C) accelerate the stated
maturity of any outstanding Loan of any Eligible Subsidiary or Original
Subsidiary Borrower without the written consent of such Borrower or (D)
change this PROVISO (iii) without the prior written consent of each
Eligible Subsidiary and each Original Subsidiary Borrower.

Section 12.03. EXPENSES; INDEMNITY; DAMAGE WAIVER. (a) The Company shall
pay (i) all reasonable out-of-pocket expenses incurred by the Administrative
Agent, the Collateral Agent and their Affiliates, including the reasonable fees,
charges and disbursements of counsel for the Administrative Agent, in connection
with the syndication of the credit facilities provided for herein, the
preparation and administration of the Loan Documents or any amendments,
modifications or waivers of the provisions thereof (whether or not the
transactions contemplated hereby or thereby shall be consummated), (ii) all
reasonable out-of-pocket expenses incurred by the Issuing Bank in connection
with the issuance, amendment, renewal or extension of any Letter of Credit or
any demand for payment thereunder and (iii) all out-of-pocket expenses incurred
by the Administrative Agent, the Collateral Agent, the Issuing Bank or any
Lender, including the fees, charges and disbursements of any counsel for the
Administrative Agent, the Collateral Agent, the Issuing Bank or any Lender, in
connection with the enforcement or protection of its rights in connection with
the Loan Documents, including its rights under this Section, or in connection
with the Loans made or Letters of Credit issued hereunder, including all such
out-of-pocket expenses incurred during any workout, restructuring or
negotiations in respect of such Loans or Letters of Credit.

(b) The Company shall indemnify the Administrative Agent, the Collateral
Agent, the Issuing Bank and each Lender, and each Related Party of any of the
foregoing Persons (each such Person being called an "INDEMNITEE") against, and
hold each Indemnitee harmless from, any and all losses, claims, damages,
liabilities and related expenses, including the reasonable fees, charges and
disbursements of any counsel for any Indemnitee, incurred by or asserted against
any Indemnitee arising out of, in connection with, or as a result of (i) the
execution or delivery of the Loan Documents or any agreement or instrument
contemplated thereby, the performance by the parties thereto of their respective
obligations thereunder or the consummation of the Transactions or any other
transactions contemplated thereby, (ii) any Loan or Letter of Credit or the use
of the proceeds therefrom (including any refusal by the Issuing Bank to honor a
demand for payment under a Letter of Credit if the documents presented in
connection with such demand do not strictly comply with the terms of such Letter
of Credit), (iii) any actual or alleged presence or release of Hazardous
Materials on or from any property owned or operated by the Company or any of its
Subsidiaries, or any Environmental Liability related in any way to the Company
or any of its Subsidiaries, or (iv) any actual or prospective claim, litigation,
investigation or proceeding relating to any of the foregoing, whether based on
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contract, tort or any other theory and regardless of whether any Indemnitee is a
party thereto; PROVIDED that such indemnity shall not, as to any Indemnitee, be
available to the extent that such losses, claims, damages, liabilities or
related expenses are determined by a court of competent jurisdiction by final
and nonappealable judgment to have resulted from the gross negligence or willful
misconduct of such Indemnitee.

(c) To the extent that the Company fails to pay any amount required to be
paid by it to the Administrative Agent, the Collateral Agent, the Issuing Bank
or the Swingline Lender under paragraph (a) or (b) of this Section, each Lender
severally agrees to pay to the Administrative Agent, the Collateral Agent, the
Issuing Bank or the Swingline Lender, as the case may be, such Lender's
Applicable Percentage (determined as of the time that the applicable
unreimbursed expense or indemnity payment is sought) of such unpaid amount;
PROVIDED that the unreimbursed expense or indemnified loss, claim, damage,
liability or related expense, as the case may be, was incurred by or asserted
against the Administrative Agent, the Collateral Agent, the Issuing Bank or the
Swingline Lender in its capacity as such.

(d) To the extent permitted by applicable law, the Company shall not
assert, and hereby waives, any claim against any Indemnitee, on any theory of
liability, for special, indirect, consequential or punitive damages (as opposed
to direct or actual damages) arising out of, in connection with, or as a result



of, the Loan Documents or any agreement or instrument contemplated thereby, the
Transactions, any Loan or Letter of Credit or the use of the proceeds thereof.

(e) All amounts due under this Section shall be payable promptly after
written demand therefor.

Section 12.04. SUCCESSORS AND ASSIGNS. (a) The provisions of this Agreement
shall be binding upon and inure to the benefit of the parties hereto and their
respective successors and assigns permitted hereby (including any Affiliate of
the Issuing Bank that issues any Letter of Credit), except that (i) the
Borrowers may not assign or otherwise transfer any of their rights or
obligations hereunder without the prior written consent of each Lender (and any
attempted assignment or transfer by any Borrower without such consent shall be
null and void) and (ii) no Lender may assign or otherwise transfer its rights or
obligations hereunder except in accordance with this Section. Nothing in this
Agreement, expressed or implied, shall be construed to confer upon any Person
(other than the parties hereto, their respective successors and assigns
permitted hereby (including any Affiliate of the Issuing Bank that issues any
Letter of Credit), Participants (to the extent provided in paragraph (c) of this
Section) and, to the extent expressly contemplated hereby, the Related Parties
of each of the Administrative Agent, the Issuing Bank and the Lenders) any legal
or equitable right, remedy or claim under or by reason of this Agreement.

(b) (i) Subject to the conditions set forth in paragraph (b) (ii) below,
any Lender may assign to one or more assignees all or a portion of its rights
and obligations under this Agreement (including all or a portion of its
Commitment and the Loans at the time owing to it) with the prior written consent
(such consent not to be unreasonably withheld) of:

(A) the Company; PROVIDED that no consent of the Company
shall be required for an assignment to a Lender, an Affiliate of a
Lender, an Approved
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Fund (as defined below) or, if an Event of Default under paragraph
(b), (c), (g) or (h) of Article 8 has occurred and is continuing, any
other assignee; and

(B) the Administrative Agent; PROVIDED that no consent of
the Administrative Agent shall be required for an assignment to an
assignee that is a Lender immediately prior to giving effect to such
assignment.

(ii) Assignments shall be subject to the following additional
conditions:

(A) except in the case of an assignment to a Lender or an
Affiliate of a Lender or an assignment of the entire remaining amount
of the assigning Lender's Commitment, the amount of the Commitment of
the assigning Lender subject to each such assignment (determined as of
the date the Assignment and Assumption with respect to such assignment
is delivered to the Administrative Agent) shall not be less than
$1,000,000 unless each of the Company and the Administrative Agent
otherwise consent; PROVIDED that no such consent of the Company shall
be required if an Event of Default under paragraph (b), (c), (g) or
(h) of Article 8 has occurred and is continuing;

(B) each partial assignment shall be made as an assignment
of a proportionate part of all the assigning Lender's rights and
obligations under this Agreement;

(C) the parties to each assignment shall execute and deliver
to the Administrative Agent an Assignment and Assumption, together
with a processing and recordation fee of $3,500;

(D) the assignee, if it shall not be a Lender, shall deliver
to the Administrative Agent an Administrative Questionnaire; and

(E) in the case of an assignment to a CLO (as defined
below), the assigning Lender shall retain the sole right to approve
any amendment, modification or waiver of any provision of this
Agreement, PROVIDED that the Assignment and Assumption between such
Lender and such CLO may provide that such Lender will not, without the
consent of such CLO, agree to any amendment, modification or waiver
described in paragraph (i) of the first proviso to Section 12.02 (b)
that affects such CLO.

For the purposes of this Section 12.04 (b), the terms "APPROVED
FUND" and "CLO" have the following meanings:

"APPROVED FUND" means (a) a CLO and (b) with respect to any
Lender that is a fund which invests in bank loans and similar
extensions of credit, any other fund that invests in bank loans and



similar extensions of credit and is managed by the same investment
advisor as such Lender or by an Affiliate of such investment advisor.
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"CLO" means any entity (whether a corporation, partnership,
trust or otherwise) that is engaged in making, purchasing, holding or
otherwise investing in bank loans and similar extensions of credit in
the ordinary course of its business and is administered or managed by
a Lender or an Affiliate of such Lender.

(iii) Subject to acceptance and recording thereof pursuant to
paragraph (b) (iv) of this Section, from and after the effective date
specified in each Assignment and Assumption the assignee thereunder shall
be a party hereto and, to the extent of the interest assigned by such
Assignment and Assumption, have the rights and obligations of a Lender
under this Agreement, and the assigning Lender thereunder shall, to the
extent of the interest assigned by such Assignment and Assumption, be
released from its obligations under this Agreement (and, in the case of an
Assignment and Assumption covering all of the assigning Lender's rights and
obligations under this Agreement, such Lender shall cease to be a party
hereto but shall continue to be entitled to the benefits of Sections 2.14,
2.15, 2.16, 2.17 and 12.03). Any assignment or transfer by a Lender of
rights or obligations under this Agreement that does not comply with this
Section 12.04 shall be treated for purposes of this Agreement as a sale by
such Lender of a participation in such rights and obligations in accordance
with paragraph (c) of this Section.

(iv) The Administrative Agent, acting for this purpose as an agent
of the Borrowers, shall maintain at one of its offices a copy of each
Assignment and Assumption delivered to it and a register for the
recordation of the names and addresses of the Lenders, and the Commitment
of, and principal amount of the Loans and LC Disbursements owing to, each
Lender pursuant to the terms hereof from time to time (the "REGISTER"). The
entries in the Register shall be conclusive absent manifest error, and each
Borrower, the Administrative Agent, the Issuing Bank and the Lenders may
treat each Person whose name is recorded in the Register pursuant to the
terms hereof as a Lender hereunder for all purposes of this Agreement,
notwithstanding notice to the contrary. The Register shall be available for
inspection by the Company, the Issuing Bank and any Lender, at any
reasonable time and from time to time upon reasonable prior notice.

(v) Upon its receipt of a duly completed Assignment and Assumption
executed by an assigning Lender and an assignee, the assignee's completed
Administrative Questionnaire (unless the assignee shall already be a Lender
hereunder), the processing and recordation fee referred to in paragraph (b)
of this Section and any written consent to such assignment required by
paragraph (b) of this Section, the Administrative Agent shall accept such
Assignment and Assumption and record the information contained therein in
the Register. No assignment shall be effective for purposes of this
Agreement unless it has been recorded in the Register as provided in this
paragraph.

(c) (i) Any Lender may, without the consent of any Borrower, the
Administrative Agent, the Issuing Bank or the Swingline Lender, sell
participations to one or more banks or other entities (a "PARTICIPANT") in all
or a portion of such Lender's rights and obligations under this Agreement
(including all or a portion of its Commitment and the Loans owing to it);
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PROVIDED that (A) such Lender's obligations under this Agreement shall remain
unchanged, (B) such Lender shall remain solely responsible to the other parties
hereto for the performance of such obligations and (C) each Borrower, the
Administrative Agent, the Issuing Bank and the other Lenders shall continue to
deal solely and directly with such Lender in connection with such Lender's
rights and obligations under this Agreement. Any agreement or instrument
pursuant to which a Lender sells such a participation shall provide that such
Lender shall retain the sole right to enforce this Agreement and to approve any
amendment, modification or waiver of any provision of this Agreement; PROVIDED
that such agreement or instrument may provide that such Lender will not, without
the consent of the Participant, agree to any amendment, modification or waiver
described in paragraph (i) of the first proviso to Section 12.02(b) that affects
such Participant. Subject to paragraph (c) (ii) of this Section, the Borrower
agrees that each Participant shall be entitled to the benefits of Sections 2.14,
2.15, 2.16 and Section 2.17 to the same extent as if it were a Lender and had
acquired its interest by assignment pursuant to paragraph (b) of this Section.
To the extent permitted by law, each Participant also shall be entitled to the
benefits of Section 12.08 as though it were a Lender, PROVIDED such Participant
agrees to be subject to Section 2.18(c) as though it were a Lender.

(ii) A Participant shall not be entitled to receive any greater
payment under Section 2.14, 2.16 or 2.17 than the applicable Lender would



have been entitled to receive with respect to the participation sold to
such Participant, unless the sale of the participation to such Participant
is made with the Borrower's prior written consent. A Participant that would
be a Foreign Lender if it were a Lender shall not be entitled to the
benefits of Section 2.16 unless the Borrower is notified of the
participation sold to such Participant and such Participant agrees, for the
benefit of the Borrower, to comply with Section 2.16(e) as though it were a
Lender.

(d) Any Lender may at any time pledge or assign a security interest in all
or any portion of its rights under this Agreement to secure obligations of such
Lender, including any pledge or assignment to secure obligations to a Federal
Reserve Bank, and this Section shall not apply to any such pledge or assignment
of a security interest; PROVIDED that no such pledge or assignment of a security
interest shall release a Lender from any of its obligations hereunder or
substitute any such pledgee or assignee for such Lender as a party hereto.

Section 12.05. SURVIVAL. All covenants, agreements, representations and
warranties made by the Company and any Borrower herein and in the certificates
or other instruments delivered in connection with or pursuant to this Agreement
shall be considered to have been relied upon by the other parties hereto and
shall survive the execution and delivery of this Agreement and the making of any
Loans and issuance of any Letters of Credit, regardless of any investigation
made by any such other party or on its behalf and notwithstanding that the
Administrative Agent, the Issuing Bank or any Lender may have had notice or
knowledge of any Default or incorrect representation or warranty at the time any
credit is extended hereunder, and shall continue in full force and effect as
long as the principal of or any accrued interest on any Loan or any fee or any
other amount payable under this Agreement is outstanding and unpaid or any
Letter of Credit is outstanding and so long as the Commitments have not expired
or terminated. The provisions of Sections 2.14, 2.15, 2.16, 2.17 and 12.03 and
Article 9 shall survive and remain in full force and effect regardless of the
consummation of the transactions contemplated hereby, the repayment of
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the Loans, the expiration or termination of the Letters of Credit and the
Commitments or the termination of this Agreement or any provision hereof.

Section 12.06. COUNTERPARTS; INTEGRATION; EFFECTIVENESS. This Agreement may
be executed in counterparts (and by different parties hereto on different
counterparts), each of which shall constitute an original, but all of which when
taken together shall constitute a single contract. This Agreement, the other
Loan Documents and any separate letter agreements with respect to fees payable
to the Administrative Agent constitute the entire contract among the parties
relating to the subject matter hereof and supersede any and all previous
agreements and understandings, oral or written, relating to the subject matter
hereof. Except as provided in Section 4.01, this Agreement shall become
effective when it shall have been executed by the Administrative Agent and when
the Administrative Agent shall have received counterparts hereof which, when
taken together, bear the signatures of each of the other parties hereto, and
thereafter shall be binding upon and inure to the benefit of the parties hereto
and their respective successors and assigns. Delivery of an executed counterpart
of a signature page of this Agreement by facsimile shall be effective as
delivery of a manually executed counterpart of this Agreement.

Section 12.07. SEVERABILITY. Any provision of this Agreement held to be
invalid, illegal or unenforceable in any jurisdiction shall, as to such
jurisdiction, be ineffective to the extent of such invalidity, illegality or
unenforceability without affecting the validity, legality and enforceability of
the remaining provisions hereof; and the invalidity of a particular provision in
a particular jurisdiction shall not invalidate such provision in any other
jurisdiction.

Section 12.08. RIGHT OF SET-OFF. If an Event of Default shall have occurred
and be continuing, each Lender and each of its Affiliates is hereby authorized
at any time and from time to time, to the fullest extent permitted by law, to
set-off and apply any and all deposits (general or special, time or demand,
provisional or final) at any time held and other obligations at any time owing
by such Lender or Affiliate to or for the credit or the account of the Borrower
against any of and all the obligations of the Borrower now or hereafter existing
under this Agreement held by such Lender, irrespective of whether or not such
Lender shall have made any demand under this Agreement and although such
obligations may be unmatured. The rights of each Lender under this Section are
in addition to other rights and remedies (including other rights of setoff)
which such Lender may have.

Section 12.09. GOVERNING LAW; JURISDICTION; CONSENT TO SERVICE OF PROCESS.
(a) This Agreement shall be construed in accordance with and governed by the law
of the State of New York.

(b) Each Borrower hereby irrevocably and unconditionally submits, for
itself and its property, to the nonexclusive jurisdiction of the Supreme Court
of the State of New York sitting in New York County and of the United States



District Court of the Southern District of New York, and any appellate court
from any thereof, in any action or proceeding arising out of or relating to any
Loan Document, or for recognition or enforcement of any judgment arising out of
or relating to any Loan Document, and each of the parties hereto hereby
irrevocably and unconditionally agrees that all claims in respect of any such
action or proceeding may be heard and determined in such New York State or, to
the extent permitted by law, in such Federal court.
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Each of the parties hereto agrees that a final judgment in any such action or
proceeding shall be conclusive and may be enforced in other jurisdictions by
suit on the judgment or in any other manner provided by law. Nothing in any Loan
Document shall affect any right that the Administrative Agent, the Issuing Bank
or any Lender may otherwise have to bring any action or proceeding relating to
any Loan Document against any Borrower or Subsidiary Guarantor or its properties
in the courts of any jurisdiction.

(c) Each Borrower hereby irrevocably and unconditionally waives, to the
fullest extent it may legally and effectively do so, any objection which it may
now or hereafter have to the laying of venue of any suit, action or proceeding
arising out of or relating to any Loan Document in any court referred to in
paragraph (b) of this Section. Each of the parties hereto hereby irrevocably
waives, to the fullest extent permitted by law, the defense of an inconvenient
forum to the maintenance of such action or proceeding in any such court.

(d) Each party to this Agreement irrevocably consents to service of
process in the manner provided for notices in Section 12.01. Nothing in any Loan
Document will affect the right of any party to this Agreement to serve process
in any other manner permitted by law.

Section 12.10. WAIVER OF JURY TRIAL. EACH PARTY HERETO HEREBY WAIVES, TO
THE FULLEST EXTENT PERMITTED BY APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL
BY JURY IN ANY LEGAL PROCEEDING DIRECTLY OR INDIRECTLY ARISING OUT OF OR
RELATING TO ANY LOAN DOCUMENT OR THE TRANSACTIONS CONTEMPLATED THEREBY (WHETHER
BASED ON CONTRACT, TORT OR ANY OTHER THEORY). EACH PARTY HERETO (A) CERTIFIES
THAT NO REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER PARTY HAS REPRESENTED,
EXPRESSLY OR OTHERWISE, THAT SUCH OTHER PARTY WOULD NOT, IN THE EVENT OF
LITIGATION, SEEK TO ENFORCE THE FOREGOING WAIVER AND (B) ACKNOWLEDGES THAT IT
AND THE OTHER PARTIES HERETO HAVE BEEN INDUCED TO ENTER INTO THIS AGREEMENT BY,
AMONG OTHER THINGS, THE MUTUAL WAIVERS AND CERTIFICATIONS IN THIS SECTION.

Section 12.11. JUDGMENT CURRENCY. If, under any applicable law and whether
pursuant to a judgment being made or registered against any Borrower or for any
other reason, any payment under or in connection with any Loan Document is made
or satisfied in a currency (the "OTHER CURRENCY") other than that in which the
relevant payment is due (the "REQUIRED CURRENCY") then, to the extent that the
payment (when converted into the Required Currency at the rate of exchange on
the date of payment or, if it is not practicable for the party entitled thereto
(the "Payee") to purchase the Required Currency with the Other Currency on the
date of payment, at the rate of exchange as soon thereafter as it is practicable
for it to do so) actually received by the Payee falls short of the amount due
under the terms of any Loan Document, such Borrower shall, to the extent
permitted by law, as a separate and independent obligation, indemnify and hold
harmless the Payee against the amount of such short-fall. For the purpose of
this Section, "rate of exchange" means the rate at which the Payee is able on
the relevant date to purchase the Required Currency with the Other Currency and
shall take into account any premium and other costs of exchange.
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Section 12.12. HEADINGS. Article and Section headings and the Table of
Contents used herein are for convenience of reference only, are not part of this
Agreement and shall not affect the construction of, or be taken into
consideration in interpreting, this Agreement.

Section 12.13. CONFIDENTIALITY. Each of the Administrative Agent, the
Issuing Bank and the Lenders agrees to maintain the confidentiality of the
Information (as defined below), except that Information may be disclosed (a) to
its and its Affiliates' directors, officers, employees and agents, including
accountants, legal counsel and other advisors (it being understood that the
Persons to whom such disclosure is made will be informed of the confidential
nature of such Information and will agree to keep such Information
confidential), (b) to the extent requested by any regulatory authority having
jurisdiction over it, (c) to the extent required by applicable laws or
regulations or by any subpoena or similar legal process, (d) to any other party
to this Agreement, (e) in connection with the exercise of any remedies hereunder
or any suit, action or proceeding relating to any Loan Agreement or the
enforcement of rights hereunder, (f) subject to an agreement containing
provisions substantially the same as those of this Section, to (i) any assignee
of or Participant in, or any prospective assignee of or Participant in, any of
its rights or obligations under this Agreement or (ii) any actual or prospective
counterparty (or its advisors) to any swap or derivative transaction relating to



the Borrower and its obligations under this Agreement, (g) with the consent of
the Borrower or (h) to the extent such Information (i) becomes publicly
available other than as a result of a breach of this Section or (ii) becomes
available to the Administrative Agent, the Issuing Bank or any Lender on a
nonconfidential basis from a source other than the Borrower. For the purposes of
this Section, "INFORMATION" means all information received from the Borrower
relating to the Borrower or its business, other than any such information that
is available to the Administrative Agent, the Issuing Bank or any Lender on a
nonconfidential basis prior to disclosure by the Borrower; PROVIDED that, in the
case of information received from the Borrower after the date hereof, such
information is clearly identified at the time of delivery as confidential. Any
Person required to maintain the confidentiality of Information as provided in
this Section shall be considered to have complied with its obligation to do so
if such Person has exercised the same degree of care to maintain the
confidentiality of such Information as such Person would accord to its own
confidential information.
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
duly executed by their respective authorized officers as of the day and year
first above written.

CUMMINS INC.

CUMMINS ENGINE CO. LTD.

CUMMINS POWER GENERATION LTD.

NEWAGE INTERNATIONAL LIMITED

<Page>
JPMORGAN CHASE BANK

as Administrative Agent, Collateral Agent,
Swingline Lender, Issuing Bank and Lender

CITICORP USA, INC.

as Syndication Agent and Lender



BANK OF AMERICA, N.A.

as Co-Documentation Agent and Lender

THE BANK OF NOVA SCOTIA

as Co-Documentation Agent and Lender
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LENDERS :

THE ROYAL BANK OF SCOTLAND plc.

THE BANK OF NEW YORK

BANK OF TOKYO-MITSUBISHI LTD.

THE NORTHERN TRUST COMPANY

EXPORT DEVELOPMENT CANADA

<Page>
SCHEDULE 1.01
PRICING SCHEDULE

The Applicable Rate means, for any day with respect to any ABR Loan or any
Euro-Currency Loan or with respect to the commitment fees payable hereunder, the
rate set forth below in the row opposite the term "ABR SPREAD," "EURO-CURRENCY
SPREAD" and "COMMITMENT FEE RATE," respectively, and in the column corresponding
to the "PRICING LEVEL" that applies on such day:

<Table>
<Caption>



Level I Level II Level III Level IV Level V

<S> <C> <C> <C> <C> <C>
Commitment Fee Rate 0.175% 0.225% 0.25% 0.35% 0.40%

Euro-Currency Spread

Utilization LESS THAN OR EQUAL TO 33.3% 0.875% 1.25% 1.375% 1.75% 2.00%
Utilization GREATER THAN 33.3% 1.00% 1.375% 1.50% 1.875% 2.125%

ABR Spread

Utilization LESS THAN OR EQUAL TO 33.3% 0.00% 0.25% 0.375% 0.75% 1.00%
Utilization GREATER THAN 33.3% 0.00% 0.375% 0.50% 0.875% 1.125%
</Table>

For purposes of this Schedule, the following terms have the following
meanings, subject to the concluding paragraph of this Schedule:

"LEVEL I PRICING" applies at any date if, at such date, the Company's
senior unsecured long-term debt is rated (x) BBB or higher by S&P and Baa3 or
higher by Moody's or (y) BBB- or higher by S&P and Baa2 or higher by Moody's.

"LEVEL II PRICING" applies at any date if, at such date, the Company's
senior unsecured long-term debt is rated BBB- by S&P and Baa3 by Moody's.

"LEVEL III PRICING" applies at any date if, at such date, the Company's
senior unsecured long-term debt is (x) rated BBB- or higher by S&P and Bal by
Moody's or (y) BB+ by S&P and Baa3 or higher by Moody's.

"LEVEL IV PRICING" applies at any date if, at such date, the Company's
senior unsecured long-term debt is rated BB+ by S&P and Bal by Moody's.

"LEVEL V PRICING" applies at any date if, at such date, the Company's
senior unsecured long-term debt is rated BB or higher by S&P and Ba2 or higher
by Moody's and none of Levels I through IV applies.

"LEVEL VI PRICING" applies at any date if, at such date, no other Pricing
Level applies.

"PRICING LEVEL" refers to the determination of which of Level I, Level II,
Level III, Level IV, Level V or Level VI Pricing applies at any date.
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"UTILIZATION" means, on any day, a fraction expressed as a percentage, (i)
the numerator of which is the total Revolving Credit Exposures of all Lenders on
such day, after giving effect to any borrowing or payment on such day, and (ii)
the denominator of which is the aggregate amount of the Commitments on such day,
after giving effect to any reduction of the Commitments on such day.

The credit ratings to be utilized for purposes of this Schedule are those
assigned by S&P or Moody's to the senior unsecured long-term debt securities of
the Company without third-party credit enhancement, and any rating assigned to
any other debt security of the Company shall be disregarded. The rating in
effect at any date is that in effect at the close of business on such date.
Notwithstanding the definition of Level V Pricing above, if the rating system of
Moody's or S&P shall change, or if either such rating agency shall cease to be
in the business of rating corporate debt obligations, the Company and the
Administrative Agent shall negotiate in good faith to amend this Pricing
Schedule to reflect such changed rating system or the nonavailability of ratings
from such rating agency and, pending the effectiveness of any such amendment,
the Pricing Level shall be determined by reference to the rating most recently
in effect prior to such change or cessation.
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SCHEDULE 2.01
COMMITMENTS
<Table>
<Caption>
Percentage
of Total
Commitment Commitment
<S> <C> <C>
JPMorgan Chase Bank $ 70,000,000.00 18%
Citicorp USA, Inc. $ 70,000,000.00 18%
Bank of America, N.A. $ 55,000,000.00 14%
The Bank of Nova Scotia S 45,000,000.00 11%

Level VI

<C>
0.50%

2.375%
2.50%

1.375%
1.50%



The Royal Bank of Scotland plc. $ 35,000,000.00 9%
The Bank of New York $ 35,000,000.00 9%
Bank of Tokyo-Mitsubishi Ltd. $ 25,000,000.00 6%
The Northern Trust Company $ 25,000,000.00 6%
Export Development Canada $ 25,000,000.00 6%
Total $ 385,000,000.00 100%
</Table>
76
<Page>
SCHEDULE 2.05
CUMMINS INC. LETTERS OF CREDIT
As of 10/29/2002
<Table>
<Caption>
EXPIRATION
ISSUING BANK APPLICANT L/C NUMBER CURRENCY VALUE - USD DATE
<S> <C> <C> <C> <C> <C>
JP Morgan Chase - US Cummins Inc P213038 USsD S 981,000.00 May-03
JP Morgan Chase - US Cummins Inc P215972 UsSD S 37,942.00 Jul-03
JP Morgan Chase - US Cummins Inc P216733 USsD $ 1,775,000.00 Aug-03
JP Morgan Chase - US Cummins Inc P217656 UsSDh $ 1,000,000.00 Sep-03
JP Morgan Chase - US COER P217658 CAD S 47,377.50 Sep-03
JP Morgan Chase - US Cummins Inc P225526 UsSD S 487,700.00 May-03
JP Morgan Chase - US Cummins Inc P226733 USD $ 15,903,885.17 Jun-03
JP Morgan Chase - US Cummins Inc P226734 UsSD $ 15,903,885.17 Jun-03
JP Morgan Chase - US Cummins Inc P287904 USsD $ 3,660,000.00 May-03
JP Morgan Chase - US Cummins Inc P296091 UsSD S 23,670.00 Dec-03
JP Morgan Chase - US Cummins Inc P399334 USD $ 1,500,000.00 Jul-03
JP Morgan Chase - US Cummins Inc P854309 UsSD S 13,250.00 Nov-02
JP Morgan Chase - US Onan International Ltd P854311 USsD S 5,950.00 Feb-02
JP Morgan Chase - US Cummins Engine Co Ltd P854312 USsD S 20,735.00 Jul-02
JP Morgan Chase - US Cummins Inc P854315 USsD S 375,436.00 Feb-03
JP Morgan Chase - US Cummins Inc P854317 UsSD $ 5,436,708.00 Apr-03
JP Morgan Chase - US Cummins Inc P854318 USsD $ 1,874,400.00 Apr-03
$ 49,046,938.84
JP Morgan Chase - UK Cummins Engine Co Ltd PNL0O0/600989 UsD $ 201,760.00 Sep-02
JP Morgan Chase - UK Cummins Engine Co Ltd PNL00/600990 USD S 67,874.90 Sep-06
JP Morgan Chase - UK Cummins Engine Co Ltd PNL00/600996 UsD $ 101,492.00 Oct-02
JP Morgan Chase - UK Cummins Engine Co Ltd PNL00/601010 USD S 2,226.00 Oct-02
JP Morgan Chase - UK Cummins Engine Co Ltd PNL00/601028 UsD $ 10,056.00 Jun-03
JP Morgan Chase - UK Cummins Engine Co Ltd PNL0O0/601039 GBP $ 5,810,625.00 Dec-02
JP Morgan Chase - UK Cummins Engine Co Ltd PNL01/601186 UsD $ 77,300.00 Jul-03
JP Morgan Chase - UK Cummins Engine Co Ltd PNL01/601208 GBP S 108,311.60 Aug-03
JP Morgan Chase - UK Cummins Engine Co Ltd PNL01/601209 GBP $ 42,611.25 Dec-02
JP Morgan Chase - UK Cummins Engine Co Ltd PNL01/601228 EUR S 7,460.73 May-05
JP Morgan Chase - UK Cummins Engine Co Ltd PNL01/601346 UsD $ 79,133.00 Aug-02
JP Morgan Chase - UK Cummins Engine Co Ltd PNL01/601353 USD S 24,761.00 Jun-03
JP Morgan Chase - UK Cummins Engine Co Ltd PNL01/601355 UsD $ 13,696.46 Sep-02
JP Morgan Chase - UK Cummins Engine Co Ltd PNL98/600352 EUR S 856,331.09 Nov-02
JP Morgan Chase - UK Cummins Engine Co Ltd PNL99/600668 UsD $ 37,564.96 Sep-02
$ 7,441,203.99
JP Morgan Chase - UK Cummins PowerGen Ltd PNLO0/600887 UsD $ 500,000.00 Jun-06
JP Morgan Chase - UK Cummins PowerGen Ltd PNL01/601064 EUR S 53,819.44 Jan-04
JP Morgan Chase - UK Cummins PowerGen Ltd PNL98/600394 GBP $ 10,381.65 Jan-03
JP Morgan Chase - UK Cummins PowerGen Ltd PNL99/600579 GBP S 10,536.60 Oct-02
JP Morgan Chase - UK Cummins PowerGen Ltd PNL99/600615 GBP $ 8,932.40 Sep-05
$ 583,670.09
JP Morgan Chase - UK Newage International Ltd PNLO1/601155 EUR $ 3,244,588.74 Aug-05
$ 3,244,588.74
JP Morgan Chase - Singapore Cummins Inc USsD S 12,402.00
$ 12,402.00
TOTAL $ 60,328,803.66
</Table>
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<Table>
<Caption>
Exchange Rates

<S> <C>

UsD 1.0000

CAD 0.6317

EUR 0.9793

GBP 1.5495
</Table>
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SUBSIDIARIES

(Including Percentage of Ownership)

<Table>
<Caption>

DOMESTIC ENTITIES

<S>
14-15 Corporation
A.F. Shane, Inc.

Atlas Crankshaft Corp.
Cal Disposition, Inc.

Cummins
Cummins
Cummins
Cummins
Cummins
Cummins
Cummins

Cummins
Cummins
Cummins
Cummins
Cummins
Cummins

Americas, Inc.

Corporation

Diesel Sales Corporation
Engine Holding Co., Inc.
Engine IP, Inc.

Engine Venture Corporation
Filtration IP, Inc.

Financial, Inc.
Funding Corporation

Intellectual Property, Inc.
International Finance Corp.

Military Systems Company
Natural Gas Engines, Inc.

Cummins Power Generation, Inc.
Cummins PowerGen IP, Inc.
Cummins Receivables Corp.
Exempt SPV

Cummins Venture Corporation
Cummins-Scania High Pressure
Injection, LLC

Dieselcomp, Inc.

Fleetguard, Inc.

Sub

Fleetguard International Corp.
HPI Company

Kuss Corporation

Lubricant Consultants, Inc.
Newage Ltd.

NWMW, Inc.

Ona Corporation

Onan Corporation

Significant

Onan Foreign Holdings, Ltd.
Universal Silencer, Inc.
</Table>
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<Table>
<Caption>

INTERNATIONAL ENTITIES

<S>
Auto Diesel Power Plant Ltd.

CBM Technologies Pty. Ltd.

CECO Diesel

RESTRICTED/
UNRESTRICTED

UR
UR
UR
UR

UR

y)

el sl )

UR

o m

UR

UR

o m

el sl )

UR

RESTRICTED/
UNRESTRICTED

UR

UR

OWNED BY (PERCENTAGE)
<C>
Cummins Inc. (100%)
Onan Inc. (100%)
14-15 Corporation (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Kuss Corporation (52%)
Fleetguard, Inc. (48%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Onan Corporation (100%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Cummins Inc. (70%)
Cummins Inc. (100%)
Cummins Inc. (100%)
Fleetguard, Inc. (100%)
Cummins Inc. (100%)
Fleetguard, Inc. (100%)
Fleetguard, Inc. (100%)
Newage International Ltd.
Cummins Inc. (100%)
Onan Corporation (100%)
Cummins Inc. (100%)
Onan Inc. (100%)
Cummins Inc. (100%)
OWNED BY (PERCENTAGE)
<C>

Cummins Power Generation Ltd.

(100%)

Cummins Engine Company Pty. Ltd.

(100%)

No. 379 Taurus Ventures Ltd.

(90%)

SCHEDULE 3.07

Northwest Dieselguard Ltd.

(100%)

Material

Material

Material

Material

Material

Material

Material

COMMENTS

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary and

& Significant

Subsidiary &

Subsidiary

Material

Subsidiary

COMMENTS



Cummins Auto Services Ltd. UR Cummins Diesel Sales & Service
(India) Ltd. (100%)

Cummins Brasil Ltda. R Cummins International Finance
Corp. (100%)
Cummins Comercializadora S. de R.L. R Emprasas Cummins S.A. de C.V.
de C.V. (100%)
Cummins de Centro America Ltda. UR Cummins Americas, Inc. (98%)
Cummins Diesel Botswana Ltd. UR Cummins Diesel of South Africa
(Pty.) Ltd. (100%)
Cummins Diesel Deutschland GmbH UR Cummins Diesel Sales Corp. (100%)
Cummins Diesel FZE UR Cummins Engine Company Ltd.
(100%)
Cummins Diesel International Limited R Cummins International Finance
Corporation (100%)
Cummins Diesel Italia S.P.A. UR Cummins Diesel Sales Corp. (100%)
Cummins Diesel Japan Ltd. UR Cummins Inc. (100%)
Cummins Diesel Limited UR No. 379 Taurus Ventures Ltd.
(100%)
Cummins Diesel N.V. UR Cummins Diesel Sales Corp. (100%)
Cummins Diesel of Canada Limited R Cummins Inc. (100%)
Cummins Diesel Sales and Service R Cummins India Ltd. (100%)
(India) Ltd.
Cummins Diesel Sales and Service UR Cummins Korea Ltd. (100%)
(Korea) Ltd.
Cummins Diesel of South Africa (Pty.) UR Cummins International Finance
Ltd. Corporation (100%)
Cummins Distributor Belgium S.A. N.V. UR Cummins Diesel N.V. (100%)
</Table>
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<Table>
<Caption>
RESTRICTED/
INTERNATIONAL ENTITIES UNRESTRICTED OWNED BY (PERCENTAGE) COMMENTS
<S> <C> <C> <C>
Cummins Eastern Canada Inc. R Cummins International Finance
Corporation (100%)
Cummins Engine (Beijing) Co., Ltd. UR Cummins Engine (China)
Investment Co. Ltd. (100%)
Cummins Engine (China) Investment Co. UR Cummins Inc. (100%) Material Subsidiary
Ltd.
Cummins Engine Company Limited (NZ) UR Cummins Engine Company Pty. Ltd.
(100%)
Cummins Engine Company Limited (UK) R Cummins U.K. Ltd. (100%)
Cummins Engine Company Pty. Limited UR Cummins Inc. (100%) Material Subsidiary
Cummins Engine Shanghai Services and UR Cummins Engine (China)
Trading Co. Ltd. Investment Co. Ltd. (100%)
Cummins Engine (Singapore) Pte. Ltd. UR Cummins Diesel Sales Corp. (100%)
Cummins Hong Kong Ltd. UR Cummins International Finance
Corp. (100%)
Cummins India Holdings Ltd. UR Cummins Inc. (100%)
Cummins India Ltd. R Cummins Inc. (51%)
Cummins Infotech Ltd. UR Cummins Inc. (88%)
Cummins India Ltd. (12%)
Cummins Korea Ltd. UR Cummins International Finance
Corp. (100%)
Cummins Mexicana S.A. de C.V. R Cummins Inc. (100%)
Cummins Power Generation Australia R Cummins Engine Company Pty. Ltd.
Pty. Ltd. (100%)
Cummins Power Generation Ltd. R Power Group International Ltd.
(100%)
Cummins Power Generation Mali S.A. UR Cummins Power Generation Ltd.
(100%)
Cummins Power Generation (S) Pte. Ltd. R PGI (Overseas Holdings) B.V.
(100%)
Cummins Power Rent Comercio, Locacao, UR Cummins Brasil Ltda. (60%)
Ltd.
Cummins Power Rent (SEA) Pte. Ltd. UR Cummins International Finance
Corp. (100%)
Cummins Power Service and Parts UR Cummins Hong Kong Ltd. (53%)
Corporation
Cummins Power Solutions Ltd. UR Cummins India Ltd. (100%)
Cummins S. de R.L. de C.V. R Emprasas Cummins S.A. de C.V.
(100%)
Cummins Sales & Service Philippines, UR Cummins Inc. (100%)
Inc.
Cummins Ten Holdings Ltd. UR No. 379 Taurus Ventures Ltd.
(100%)
</Table>
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<Table>
<Caption>
RESTRICTED/

INTERNATIONAL ENTITIES UNRESTRICTED OWNED BY (PERCENTAGE) COMMENTS
<S> <C> <C> <C>
Cummins U.K. Limited R Cummins International Finance

Corp. (88%)

Onan Foreign Holdings, Ltd. (12%)
Cummins Xiangfan Machining Co. Ltd. UR Cummins Inc. (100%)
Cummins Zimbabwe Pvt. Ltd. UR Cummins Inc. (90%)
Diesel Recon de Mexico, S.A. de C.V. UR Cummins Inc. (100%)
Distribuidora Cummins Ltda. UR Cummins Inc. (100%)

(Argentina)

Distribuidora Cummins Sao Paulo Ltda. UR Cummins Brasil Ltda. (100%)
Empresas Cummins S.A. de C.V. R Cummins Inc. (100%)
Fleetguard Korea Ltd. UR Fleetguard, Inc. (100%)
Fleetguard Nelson Brasil Comercial UR Fleetguard, Inc. (90%)

Ltda. Cummins Brasil, Ltda. (10%)
Fleetguard Nelson Mexico S. de R.L. UR Fleetguard, Inc. (100%)

de C.V.

Fleetguard SARL R Fleetguard International Corp.
(100%)

FLNL Servicios S. de R.L. de C.V. UR Fleetguard, Inc. (100%)

Holset Engineering Company Ltd. R Cummins Engine Company Ltd.
(U.K.) (100%)

Industria e Comercio Cummins Ltda. R Cummins International Finance
Corp. (99.5%)

Markon Engineering Company Ltd. R Newage International Ltd. (100%)

Nelson Burgess Ltd. UR Fleetguard, Inc. (100%)

Nelson Engine Systems India Private UR Fleetguard, Inc. (50%)

Ltd. Cummins India Ltd. (50%)

Nelson Export Sales Corp. UR Fleetguard, Inc. (100%)

Nelson Industries Europe GmbH UR Fleetguard, Inc. (100%)

Nelson Muffler Canada, Inc. UR Fleetguard, Inc. (100%)

Newage Asia Pacific Pte. Ltd. R Newage International Ltd. (100%)

Newage Engineers GmbH R Newage International Ltd. (100%)

Newage Engineers Pty. Ltd. R Newage International Ltd. (100%)

Newage International Ltd. R Cummins U.K. Ltd. (100%)

Newage Italia S.R.L. R Newage International Ltd. (100%)

</Table>
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<Table>

<Caption>

RESTRICTED/

INTERNATIONAL ENTITIES UNRESTRICTED OWNED BY (PERCENTAGE) COMMENTS

<S> <C> <C> <C>

Newage Ltd. (U.K.) R Newage International Ltd. (100%)

Newage Machine Tools Ltd. R Newage International Ltd. (100%)

Newage Norge A/S R Newage International Ltd. (100%)

No. 379 Taurus Ventures Ltd. UR Cummins International Finance
Corp. (100%)

Northwest Dieselguard, Ltd. UR Cummins Diesel Ltd. (100%)

Onan International Limited R Onan C