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and $8 in 2001. When translating into U.S. dollars, income and expense items are translated at average
monthly rates of exchange and assets and liabilities are translated at the rates of exchange at the balance
sheet date. Translation adjustments resulting from translating the functional currency into U.S. dollars
are deferred as a component of accumulated other comprehensive income in shareholders’ equity. For
affiliates operating in highly inflationary economies, non-monetary assets are translated into U.S. dollars
at historical exchange rates and monetary assets are translated at current exchange rates. Translation
adjustments for these affiliates are included in net earnings.

Inventories

Inventories are valued at the lower of cost or market. Cost is generally determined on the last-in,
first-out (LIFO) basis for U.S. inventories and on the first-in, first-out (FIFO) or average cost basis for
non-U.S. inventories.

Goodwill

Prior to 2002, we amortized goodwill over the periods of expected benefit ranging from 10 to
40 years. As of January 1, 2002, we adopted the new accounting pronouncement related to goodwill (see
Note 6). In lieu of amortization, we test goodwill for impairment on an annual basis, unless conditions
arise that would require a more frequent evaluation. In assessing the recoverability of goodwill,
projections regarding estimated future cash flows and other factors are made to determine the fair value
of the respective assets. If these estimates or related projections change in the future, we may be
required to record impairment charges for goodwill at that time.

Pre-Production Costs Related to Long-Term Supply Arrangements

The costs of tooling used to make products sold under long-term supply arrangements are capitalized
as part of property, plant and equipment and amortized over their useful lives if we own the tooling.
These costs are also capitalized and amortized if we fund the purchase but our customer owns the
tooling and grants us the noncancelable right to use the tooling over the contract period. Costs incurred
in connection with the design and development of tooling that will be billed to customers upon
completion are carried as a component of other accounts receivable. Design and development costs
related to customer products are deferred if we have an agreement to collect such costs from the
customer; otherwise, they are expensed when incurred.

Lease Financing

Lease financing consists of direct financing leases, leveraged leases and equipment on operating
leases. Income on direct financing leases is recognized by a method which produces a constant periodic
rate of return on the outstanding investment in the lease. Income on leveraged leases is recognized by a
method which produces a constant rate of return on the outstanding net investment in the lease, net of
the related deferred tax liability, in the years in which the net investment is positive. Initial direct costs
are deferred and amortized using the interest method over the lease period. Equipment under operating
leases is recorded at cost, net of accumulated depreciation. Income from operating leases is recognized
ratably over the term of the leases.

Allowance for Losses on Lease Financing
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