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PART I. FINANCIAL INFORMATION

[tem 1. FINANCIAL STATEMENTS

TEXTRON INC.
Consolidated Statements of Operations (Unaudited)
(In millions, except per share amounts)

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
201C 200¢ 201C 200¢
Revenues
M anufacturing revenues $ 2420 $ 2478 $ 7207 $ 7,408
Finance revenues 59 71 191 279
Total revenues 2,479 2,549 7,398 7,687
Costs, expenses and other
Cost of sales 2,037 2,047 6,000 6,144
Selling and administrative expense 301 348 886 1,034
Provision for losses on finance receivables 29 43 128 206
Interest expense 67 74 207 234
Gain on sale of assets — — — (50)
Special charges 114 42 136 203
Total costs, expenses and other 2,548 2,554 7,357 7,771
Income (loss) from continuing operations before income taxes (69) (5) 41 (84)
Income tax expense (benefit) (21) (11) 12 (71)
Income (loss) from continuing oper ations (48) 6 29 (13)
Income (loss) from discontinued operations, net of income taxes — (2) (3) 45
Net income (loss) $ (48) $ 4 $ 26 $ 32
Basic earnings per share
Continuing operations $ (017) $ 002 $ 011 $ (0.05)
Discontinued operations — (0.01) (0.01) 0.17
Basic earnings per share $ (017) $ 001 $ 010 $ 0.12
Diluted ear nings per share
Continuing operations $ (017) $ 002 $ 010 $ (0.05)
Discontinued operations — (0.02) (0.01) 0.17
Diluted ear nings per share $ (017) $ 001 $ 009 $ 0.12
Dividends per share
Common stock $ 002 $ 002 $ 006 $ 0.06

See Notes to the consolidated financial statements.



Consolidated Balance Sheets (Unaudited)
(Dollarsin millions, except share data)

Assets
Manufacturing group
Cash and equivalents
Accounts receivable, net
Inventories
Other current assets
Total current assets
Property, plant and equipment, less accumulated
depreciation and amorti zation of $2,798 and $2,666
Goodwill
Other assets
Total Manufacturing group assets
Finance group
Cash and equivalents
Finance receivables held for investment, net
Finance receivables held for sale
Other assets
Total Finance group assets
Total assets
Liabilitiesand shareholders' equity
Liabilities
Manufacturing group
Current portion of long-term debt
Accounts payable
Accrued liahilities
Total current liabilities
Other liahilities
L ong-term debt
Total Manufacturing group liabilities
Finance group
Other liahilities
Due to Manufacturing group
Debt
Total Finance group liabilities
Total liabilities
Shareholders' equity
Common stock
Capital surplus
Retained earnings
Accumulated other comprehensive |oss

Less cost of treasury shares
Total shareholders equity
Total liabilitiesand shareholders equity

Common shares outstanding (in thousands)

See Notes to the consolidated financial statements.

TEXTRON INC.

October 2, January 2,

2010 2010
802 $ 1,748
899 894
2,647 2,273
798 985
5,146 5,900
1,907 1,968
1,627 1,622
1,868 1,938
10,548 11,428
189 144
4,378 5,865
252 819
646 684
5,465 7,512
16,013 $ 18,940
18 $ 134
752 569
1,888 2,039
2,658 2,742
3,220 3,253
2,289 3,450
8,167 9,445
523 564
275 438
4,062 5,667
4,860 6,669
13,027 16,114
35 35
1,313 1,369
2,983 2,973
(1,226) (1,321)
3,105 3,056
119 230
2,986 2,826
16,013 $ 18,940
274,799 272,272



TEXTRON INC.
Consolidated Statements of Cash Flows (Unaudited)
For the Nine Months Ended October 2, 2010 and October 3, 2009, respectively

(In millions)
Consolidated
2010 2009
Cash flows from operating activities:
Net income $ 26 $ 32
Income (loss) from discontinued operations (3) 45
Income (loss) from continuing operations 29 (13)
Adjustments to reconcile income (loss) from continuing operations to net cash
provided by (used in) operating activities:
Non-cash items:
Depreciation and amortization 282 297
Provision for losses on finance receivables held for investment 128 206
Portfolio losses on finance receivables 76 114
Deferred income taxes 4 (138)
Other, net 88 89
Changes in assets and liabilities:
Accounts receivable, net (7) (14)
Inventories (383) 368
Other assets 186 (57)
Accounts payable 185 (444)
Accrued and other liabilities (224) (69)
Captive finance receivables, net 403 187
Other operating activities, net — 29
Net cash provided by (used in) operating activities of continuing operations 767 555
Net cash used in operating activities of discontinued operations (8) (17)
Net cash provided by (used in) operating activities 759 538
Cash flows from investing activities:
Finance receivables originated or purchased (378) (2,613)
Finance receivables repaid 1,265 3,250
Proceeds on receivables sales, including securitizations 501 202
Capital expenditures (134) (165)
Net cash used in acquisitions (47) —
Proceeds from sale of repossessed assets and properties 92 176
Other investing activities, net 39 152
Net cash provided by (used in) investing activities of continuing operations 1,338 1,002
Net cash provided by investing activities of discontinued operations — 239
Net cash provided by (used in) investing activities 1,338 1,241
Cash flows from financing activities:
Payments on long-term lines of credit (1,167) (58)
Principal payments on long-term debt (1,863) (2,035)
Proceeds from issuance of long-term debt 47 641
Decrease in short-term debt — (1,637)
Proceeds from long-term lines of credit — 2,970
Payments on borrowings against officers life insurance policies — (411)
Proceeds from issuance of convertible notes, net of fees paid — 582
Purchase of convertible note call options — (140)
Proceeds from issuance of common stock and warrants — 333
Proceeds from option exercises 2 —
Dividends paid (16) (16)
Net cash provided by (used in) financing activities of continuing operations (2,997) 229
Effect of exchange rate changes on cash and equivalents (1) 21
Net increase (decrease) in cash and equivalents (901) 2,029
Cash and equivalents at beginning of period 1,892 547
Cash and equivalents at end of period $ 991 $ 2,576

See Notes to the consolidated financial statements



TEXTRON INC.

Consolidated Statements of Cash Flows (Unaudited) (Continued)

For the Nine Months Ended October 2, 2010 and October 3, 2009, respectively

Cash flows from operating activities:
Net income (loss)
Income (loss) from discontinued operations
Income (loss) from continuing operations
Adjustmentsto reconcile income (loss) from continuing operations to net cash
provided by (used in) operating activities:
Dividends received from the Finance group
Capital contribution paid to Finance group
Non-cash items:
Depreciation and amortization
Provision for losses on finance receivables held for investment
Portfolio losses on finance receivables
Deferred income taxes
Other, net
Changesin assets and liabilities:
Accountsreceivable, net
Inventories
Other assets
Accounts payable
Accrued and other liabilities
Other operating activities, net
Net cash provided by (used in) operating activities of continuing operations
Net cash used in operating activities of discontinued operations
Net cash provided by (used in) operating activities
Cash flowsfrom investing activities:
Finance receivables originated or purchased
Finance receivables repaid
Proceeds on receivabl es sales, including securitizations
Capital expenditures
Net cash used in acquisitions
Proceeds from sal e of repossessed assets and properties
Other investing activities, net
Net cash provided by (used in) investing activities of continuing operations
Net cash provided by (used in) investing activities of discontinued operations
Net cash provided by (used in) investing activities
Cash flows from financing activities:
Payments on long-term lines of credit
Intergroup financing
Principal payments on long-term debt
Proceeds from issuance of long-term debt
Decrease in short-term debt
Proceeds from long-term lines of credit
Payments on borrowings against officerslife insurance policies
Proceeds from issuance of convertible notes, net of fees paid
Purchase of convertible note call options
Proceeds from issuance of common stock and warrants
Proceeds from option exercises
Capital contributions paid to Finance group
Dividends paid
Net cash provided by (used in) financing activities of continuing operations
Effect of exchange rate changes on cash and equivalents
Net increase (decrease) in cash and equivalents
Cash and equivalents at beginning of period
Cash and equivalents at end of period
See Notes to the consolidated financial statements.

(In millions)
M anufacturing Group Finance Group
2010 2009 2010 2009
$ 215 % 194 % (189) $ (162)
(3) 45 — —
218 149 (189) (162)
355 284 — —
(228) (197) — —
260 270 22 27
— — 128 206
— — 76 114
28 (22) (24) (116)
84 137 4 (48)
(7) (14) — —
(382) 372 — —
167 (73) 26 8
185 (444) — —
(249) (149) 25 80
— 4 — 25
431 317 68 134
(8 (17 — —
423 300 68 134
— — (662) (3,074)
— — 1,825 3,860
— — 628 252
(134) (165) — —
(47) — — —
— — 92 176
(26) (46) 40 149
(207) (211) 1,923 1,363
— 239 — —
(207) 28 1,923 1,363
(1,167) (58) — —
150 133 (163) (112)
(130) (212) (1,733) (1,823)
— 595 47 46
— (869) — (768)
— 1,230 — 1,740
— (411) — —
— 582 — —
— (140) — —
— 333 — —
2 — — —
— — 258 217
(16) (16) (355) (284)
(1,161) 1,167 (1,946) (984)
(1) 11 — 10
(946) 1,506 45 523
1,748 531 144 16
$ 802 $ 2,037 $ 189 $ 539




TEXTRON INC.
Notesto the Consolidated Financial Statements (Unaudited)

Note 1: Basisof Presentation

Our consolidated financial statements include the accounts of Textron Inc. and its majority-owned subsidiaries. We have
prepared these unaudited consolidated financial statements in accordance with accounting principles generally accepted in the
U.S. for interim financial information. Accordingly, these interim financia statements do not include all of the information and
footnotes required by accounting principles generally accepted in the U.S. for complete financial statements. The consolidated
interim financial statementsincluded in this quarterly report should be read in conjunction with the consolidated financial
statementsincluded in our Annual Report on Form 10-K for the year ended January 2, 2010. In the opinion of management, the
interim financial statements reflect all adjustments (consisting only of normal recurring adjustments) that are necessary for the
fair presentation of our consolidated financial position, results of operations and cash flows for the interim periods

presented. Theresults of operationsfor the interim periods are not necessarily indicative of the resultsto be expected for the
full year. We havereclassified certain prior period amounts to conform to the current period presentation.

Our financings are conducted through two separate borrowing groups. The Manufacturing group consists of Textron Inc.
consolidated with its majority-owned subsidiaries that operate in the Cessna, Bell, Textron Systems and Industrial

segments. The Finance group, which is also the Finance segment, consists of Textron Financial Corporation, its subsidiaries
and the securitization trusts consolidated into it, along with three other finance subsidiaries owned by Textron Inc. We
designed this framework to enhance our borrowing power by separating the Finance group. Our Manufacturing group
operations include the devel opment, production and delivery of tangible goods and services, while our Finance group provides
financial services. Dueto the fundamental differences between each borrowing group’s activities, investors, rating agencies
and analysts use different measures to evaluate each group’s performance. To support those eval uations, we present balance
sheet and cash flow information for each borrowing group within the consolidated financial statements. All significant
intercompany transactions are eliminated from the consolidated financial statements, including retail and wholesale financing
activities for inventory sold by our Manufacturing group and financed by our Finance group.

Note2: Special Charges

In the fourth quarter of 2008, we initiated arestructuring program to reduce overhead costs and improve productivity across the
company and announced the exit of portions of our commercial finance business. Our restructuring program primarily includes
corporate and segment direct and indirect workforce reductions and the consolidation of certain operations. By the end of 2010,
we expect to have eliminated approximately 12,200 positions worldwide representing approximately 28% of our global workforce
since the inception of the program. As of October 2, 2010, we have terminated approximately 11,100 employees and have exited
28 leased and owned facilities and plants under this program.

Since the inception of the restructuring program in the fourth quarter of 2008, we have incurred the following costs through
October 2, 2010:

Curtailment

Severance Charges, Asset Contract
(Inmillions) Costs Net Impairments Terminations Total
Cessna $ 114 $ 26 $ 54 % 9 % 203
Industrial 22 (4) 9 4 31
Bell 10 — — — 10
Textron Systems 1 2 — 1 14
Finance 32 1 11 5 49
Corporate 38 — — 1 39

$ 271 $ 25 $ 74 $ 20 $ 346




Special charges by segment for the three months ended October 2, 2010 and October 2, 2009 are as follows:

Restructuring

Severance Asset Contract
(Inmillions) Costs  Impairments  Terminations Other Total
Three Months Ended October 2, 2010
Cessna $ 15 $ — $ —$ — $ 15
Textron Systems 4 — — — 4
Industrial — — 1 — 1
Finance 1 — 2 91 94
$ 209 —$ 3% 91 $ 114
Three Months Ended October 3, 2009
Cessna $ 10 $ 2% 5% — 3 17
Bell 8 — — — 8
Textron Systems 1 — — — 1
Industrial 1 — — — 1
Finance 1 — — — 1
Corporate 14 — — — 14
$ 3H S 2% 5% —$ 42
Special charges by segment for the nine months ended October 2, 2010 and October 3, 2009 are as follows:
Restructuring
Curtailment

Severance Charges, Asset Contract
(In millions) Costs Net Impairments  Terminations Other Total
Nine Months Ended October 2,
2010
Cessna $ 29 $ — $ — $ 2 3 — 31
Bell 1 — — — — 1
Textron Systems 5 — — — — 5
Industrial — — — 1 — 1
Finance 6 — — 3 91 100
Corporate (2) — — — — (2)

$ 39 % — $ — $ 6 $ 91 136
Nine Months Ended October 3,
2009
Cessna $ 74 $ 26 $ 54 $ $ — 160
Bell 8 — — — — 8
Textron Systems 2 2 — — — 4
Industrial 6 4 — 1 — 3
Finance 7 1 — 1 — 9
Corporate 19 — — — — 19

$ 116 $ 5 $ 54 % 8 $ — 203

In the third quarter of 2010, we substantially liquidated the assets held by a Canadian entity within the Finance
segment. Accordingly, we recorded a non-cash charge of $91 million ($74 million after-tax) within special chargesto reclassify

the entity’s cumulative currency translation adjustment amount within other comprehensive income to the income

statement. The reclassification of thisamount had no impact on shareholders' equity.



An analysis of our restructuring reserve activity is summarized below:

(Inmillions)

Balance at January 2, 2010
Provisions

Reversals

Cash paid

Balance at October 2, 2010

Severance Contract
Costs Terminations Total
$ 48 $ 33 51
41 6 47
) — )
42 @) 43
$ 45 $ 8 $ 53

We estimate that we will incur approximately $10 million in restructuring costs in the fourth quarter of 2010, primarily related to
severance costs at the Cessna and Finance segments, most of which will be paid in the fourth quarter. We anticipate that the
program will be substantially completed in 2010; however, we expect to incur additional restructuring costs of up to $15 million
in 2011 as we compl ete the restructuring actions we have already announced, including severance costs related to our exit from
the non-captive portion of our commercial finance business and severance and other cash costs related to the consolidation

and relocation of Cessna' sfacilities.

Note 3: Retirement Plans

We provide defined benefit pension plans and other postretirement benefitsto eligible employees. The components of net

periodic benefit cost for these plans are as follows:

(Inmillions)

Three Months Ended

Service cost

I nterest cost

Expected return on plan assets
Amortization of prior service cost (credit)
Amortization of net loss

Net periodic benefit cost

Nine Months Ended

Service cost

Interest cost

Expected return on plan assets
Amortization of prior service cost (credit)
Amortization of net |oss

Net periodic benefit cost

Note 4: Income Tax Expense (Benefit)

(In millions)

Income tax expense (benefit)
Effective tax rate

Pension Benefits

Postretirement Benefits
Other Than Pensions

October 2, October 3, October 2, October 3,
2010 2009 2010 2009
$ 31 $ 27 $ 2 $ 2
79 78 9 9
(92) (96) — —
4 4 ) (N
9 1 3 2
$ 31 $ 14 3 12 % 12
$ 93 $ N % 6 $ 6
237 233 25 28
(276) (291) — —
12 13 (4) 4
27 9 9 6
$ 93 $ 54 $ 36 $ 36
Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
2010 2009 2010 2009
$ (1) $ (1) $ 12 $ (72)
(30.4)% (220.0)% 29.3% (84.5)%

The third quarter 2010 effective tax rate benefit differs from the U.S. Federal statutory rate primarily due to a detriment of 21%
related to the nondeductible portion of a cumulative currency translation charge resulting from the substantial liquidation of a
Canadian entity within the Finance segment, as discussed in Note 2. This detriment was partially offset by a 16% benefit related
to ahigher proportion of income attributabl e to international operationsin countries with lower tax rates.



For the nine months ended October 2, 2010, the effective tax rate provision differsfrom the U.S. Federa statutory rate primarily
due to a 36% detriment related to the nondeductible portion of a cumulative currency translation charge resulting from the
substantial liquidation of a Canadian entity within the Finance segment and a 27% detriment related to a change in the tax
treatment of the Medicare Part D program related to U.S. health-care | egislation enacted in the first quarter, offset by a69%
benefit related to changesin the functional currency of two Canadian subsidiaries and benefits related to a higher proportion of
income attributable to international operationsin countries with lower tax rates.

In the third quarter of 2009, the rate included a 416% benefit attributed to our international operations as aresult of favorabl e tax
settlements of prior year tax disputes, partially offset by a 173% detriment for unbenefited losses attributabl e to CitationAir. For
the nine months ended October 3, 2009, the effective tax rate benefit differs from the U.S. Federa statutory rate due primarily to
a 34% favorable impact attributed to our international operations as aresult of favorable tax settlements of prior year tax
disputes and the benefit attributable to the adoption, for Canadian income tax purposes, of the U.S. dollar as the functional
currency for one of our wholly-owned Canadian subsidiaries; 14% due to a reduction in unrecognized tax benefits resulting
from acapital gain on the sale of CESCOM and 9% due to areduction in avaluation allowance related to contingent payments
on aprior year transaction.

Note5: Comprehensivelncome

Our comprehensive income, net of taxes, is provided below:

Three Months Ended Nine Months Ended
October 2,  October 3, October 2, October 3,
(In millions) 2010 2009 2010 2009
Net income (loss) $ 48) $ 4 3 26 $ 32
Other comprehensive income (10ss):
Recognition of foreign currency translation loss upon
substantial liquidation of Canadian entity, net of income tax
benefit of $17 74 — 74 —
Recognition of prior service cost and unrealized
losses on pension and postretirement benefits 11 4 31 16
Deferred gains (losses) on hedge contracts 3 24 10 54
Unrealized gain on pension, net of income taxes of $48 — — — 82
Pension curtailment, net of income taxes of $10 — — — 15
Foreign currency translation and other 21 (2) (20) 23
Comprehensive income $ 61 $ 30 3 121 $ 222

Note6: EarningsPer Shareand Shareholders Equity

Earnings Per Share

We calculate basic and diluted earnings per share based on net income, which approxi mates income available to common
shareholders for each period. Basic earnings per share is calculated using the two-class method. This method includes the
weighted-average number of common shares outstanding during the period and restricted stock unitsto be paid in stock, which
are deemed participating securities as they provide nonforfeitablerightsto dividends. Diluted earnings per share considersthe
dilutive effect of all potential future common stock, including convertible preferred shares, stock options, restricted stock units
and the shares that could be issued upon the conversion of our 4.50% Convertible Notes and upon the exercise of the related
warrants. The convertible note call options purchased in connection with the issuance of the 4.50% Convertible Notes are
excluded from the calculation of diluted EPS as their impact is always anti-dilutive.

Upon conversion of our 4.50% Convertible Notes, as described in Note 9, the principal amount would be settled in cash and the

excess of the conversion value, as defined, over the principal amount may be settled in cash and/or shares of our common
stock. Therefore, only the shares of our common stock potentially issuable with respect to

10



the excess of the notes’' conversion value over the principal amount, if any, are considered dilutive potential common shares for
purposes of calculating diluted EPS.

The weighted-average shares outstanding for basic and diluted earnings per share are asfollows:

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,

(In thousands) 2010 2009 2010 2009
Basic weighted-average shares outstanding 274,896 271,224 274,056 260,099
Dilutive effect of Convertible Notes, stock optionsand

warrants,restricted stock units and convertible preferred

stock — 7,205 26,354 —
Diluted weighted-average shares outstanding 274,896 278,429 300,410 260,099

Stock options to purchase 7 million shares of common stock outstanding are excluded from our cal culation of diluted weighted-
average shares outstanding for both the three- and nine-month periods ended October 2, 2010 as the exercise prices were
greater than the average market price of our common stock for the periods. These securities may dilute earnings per sharein the
future. For the three months ended October 2, 2010, the potential dilutive effect of 23 million weighted-average shares of stock
options, restricted stock units and the shares that could be issued upon the conversion of our 4.50% Convertible Notes and
upon the exercise of the related warrants was excluded from the computation of diluted weighted-average shares outstanding as
the shares would have an anti-dilutive effect on the loss from continuing operations.

For the three and nine months ended October 3, 2009, stock options to purchase 8 million and 9 million shares, respectively, of
common stock outstanding are excluded from our cal culation of diluted weighted-average shares outstanding as the exercise
prices were greater than the average market price of our common stock for the periods. For the nine months ended October 3,
2009, the potentia dilutive effect of 3.5 million weighted-average shares of stock options, restricted stock units, convertible
preferred stock and the shares that could be issued upon the conversion of our 4.50% Convertible Notes and upon the exercise
of the related warrants was excluded from the computation of diluted weighted-average shares outstanding as the shares would
have an anti-dilutive effect on the loss from continuing operations.

Shareholders Equity - Stock Option Exchange Program

On April 28, 2010, Textron's sharehol ders approved a proposal to allow for a one-time stock option exchange program. The
program provided eligible employees, other than executive officers, an opportunity to exchange certain outstanding stock
options with exercise prices substantially above the current market price of our common stock for alesser number of stock
options with an exercise price set at current market value and afair value that was approximately 15% lower than the fair value of
the “out of the money” options which they replaced. We believe that this program was necessary to motivate and retain key
employees and to reinforce the alignment of our employees’ interests with those of our shareholders. The program commenced
on July 2, 2010 and expired on July 30, 2010. Asaresult of this program, 2.6 million outstanding eligible stock options were
exchanged for 1.0 million new options at an exercise price of $20.76. The new options will vest the later of 12 months from the
exchange date or the remaining term of the eligible stock option for which it was exchanged. The new options were treated as a
modification under the accounting guidance for equity-based compensation. Accordingly, since we discounted the fair value
of the new options by 15% of the fair value of the options exchanged, we did not incur incremental expense associated with the
modification.

11



Stock option activity under the 2007 Long-Term Incentive Plan for the nine months ended October 2, 2010 is asfollows:

Weighted-
Average
Weighted- Remaining
Number of Average Contractual
Options Exercise Life
(In thousands) Price (Inyears)
Outstanding at beginning of period 8545 $ 35.67 6
Granted 1,968 20.49
Exercised (92) 19.90
Canceled, expired or forfeited (2,972 45.33
Outstanding at end of period 7449 $ 28.01 5
Exercisable at end of period 4626 $ 32.16 4

At October 2, 2010, our outstanding options had an aggregate intrinsic value of $13 million and our exercisable options had an
aggregate intrinsic value of $5 million.

Note 7: Accounts Receivable and Finance Receivables Held for I nvestment

October 2, January 2,

(Inmillions) 2010 2010

Accounts receivable - Commercial $ 538 $ 470
Accounts receivable - U.S. Government contracts 381 447
Gross accounts receivable 919 917
Allowance for doubtful accounts (20) (23)
Accounts receivable, net $ 899 $ 894
Finance receivables held for investment $ 4733 $ 6,206
Allowance for loan losses (355) (341)
Finance receivables held for investment, net $ 4378 $ 5,865

We have unbillable receivables on U.S. Government contracts that arise when the revenues we have appropriately recognized
based on performance cannot be billed yet under terms of the contract. Unbillable receivables within accounts receivable
totaled $171 million at October 2, 2010 and $170 million at January 2, 2010.

The activity in the Finance group’s alowances for loan losses is provided bel ow:

Three Months Ended Nine Months Ended

October 2, Octaober 3, October 2, October 3,
(Inmillions) 2010 2009 2010 2009
Reserve at the beginning of period $ 352 $ 284 $ M1 $ 191
Provision for losses 29 43 128 206
Net charge-offs (26) (23) (114) (93)
Transfers — (2) — (2)
Reserve at the end of period $ 355 $ 302 $ 355 $ 302

We periodically evaluate individual non-homogeneous finance receivables held for investment for impairment. We also
evaluate portfolios of homogeneous loans and | oans in non-homogeneous portfolios that are not specifically identified as
impaired for impairment on a portfolio basis, as opposed to on an individual loan basis, and establish the necessary allowance
for loan losses on a quarterly basis. Finance receivables classified as held for sale are reflected at the lower of cost or fair value
and are excluded from these evaluations.

A financereceivableis considered impaired when it is probable that we will be unable to collect all amounts due according to
the contractual terms of the loan agreement. Impaired finance receivables are classified as either

12



nonaccrual or accrual loans. We have suspended the accrual of interest income on nonaccrual finance receivables, which
include accounts that are contractually delinguent by more than three months, unless collection is not doubtful, and accounts
for which interest has been suspended based on detailed individual review without regard to contractual delinquency. Wedo
not use the cash basis method to recognize interest income on these receivables. Impaired accrual finance receivables represent
loans with original termsthat have been or are expected to be significantly modified to reflect deferred principal payments,
generally at market interest rates, for which collection of principal and interest is not doubtful.

Our impaired finance receivables are asfollows:

October 2, January 2,

(Inmillions) 2010 2010
Impaired nonaccrual finance receivables $ 824 $ 984
Impaired accrual finance receivables 168 217
Total impaired finance receivables 992 1,201
Less: Impaired finance receivables without identified reserve requirements (including all impaired

accrual finance receivables) 265 362
Impaired nonaccrua finance receivables with identified reserve requirements $ 7271 $ 839
Allowance for losses on impaired nonaccrual finance receivables $ 193 $ 153

The average recorded investment in impaired nonaccrual finance receivables was $898 million and $508 million for the nine
months ended October 2, 2010 and October 3, 2009, respectively. The average recorded investment in impaired accrua finance
receivables amounted to $130 million and $116 million for the nine months ended October 2, 2010 and October 3, 2009,
respectively.

Our nonaccrual finance receivablesinclude impaired finance receivables, as well as accounts in homogeneous loan portfolios
that are not considered to be impaired but are contractually delinquent by more than three months. At October 2, 2010 and
January 2, 2010, nonaccrual finance receivables totaled $876 million and $1.04 billion, respectively. The reduction in nonaccrual
finance receivables primarily reflects the resolution of several significant accounts through repossession of collateral,
restructure of finance receivables and cash collections, partially offset by new finance receivablesidentified as nonaccrual in
2010. New finance receivablesidentified as nonaccrual were primarily comprised of accounts secured by golf course property,
aircraft and marinas. The net reductions by collateral type include $93 million for general aviation aircraft, $40 million of dealer
inventory, $34 million for golf course property and $20 million for hotels, partially offset by a $38 million increase in accounts
secured by marinas.

Note 8: Inventories

October 2, January 2,

(Inmillions) 2010 2010
Finished goods $ 913 $ 735
Work in process 2,299 1,861
Raw materials 517 613
3,729 3,209
Progress/milestone payments (1,082) (936)
$ 2,647 $ 2,273
Note 9: Debt

On May 5, 2009, weissued $600 million of 4.5% Convertible Notes with amaturity date of May 1, 2013 and concurrently
purchased call options to acquire our common stock and sold warrants to purchase our common stock for the purpose of
reducing the potential dilutive effect to our shareholders and/or our cash outflow upon the conversion of the Convertible
Notes. For more information on these transactions, see Note 8 to the Consolidated Financial Statementsin Textron's 2009
Annual Report on Form 10-K. For at least 20 trading days during the 30 consecutive trading days ended September 30, 2010,
our common stock price exceeded the conversion threshold
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price set forth for these Convertible Notes of $17.06 per share. Accordingly, the notes are convertible at the holder’s option
through December 31, 2010. We may deliver shares of common stock, cash or a combination of cash and shares of common
stock in satisfaction of our obligations upon conversion of the Convertible Notes. We intend to settle the face value of the
Convertible Notesin cash. Based on an October 2, 2010 stock price of $20.75, the "if converted value" exceeds the face amount
of the notes by $348.6 million; however, after giving effect to the exercise of the call options and warrants, theincremental cash
or share settlement in excess of the face amount would result in either an 11 million net share issuance or a cash payment of
$228.6 million, or acombination of cash and stock, at our option. We have continued to classify these Convertible Notes as
long-term based on our intent and ability to maintain the debt outstanding for at least one year through the use of various
funding sources availableto us.

Note 10: Guaranteesand Indemnifications

Asdisclosed under the caption “ Guarantees and Indemnifications’ in Note 18 to the Consolidated Financial Statementsin
Textron's 2009 Annual Report on Form 10-K, we have issued or are party to certain guarantees. Asof October 2, 2010, there
has been no material change to these guarantees.

We provide limited warranty and product maintenance programs, including parts and labor, for certain products for periods
ranging from oneto five years. We estimate the costs that may be incurred under warranty programs and record aliability in the
amount of such costs at the time product revenueisrecognized. Factorsthat affect thisliability include the number of products
sold, historical and anticipated rates of warranty claims, and cost per claim. We assess the adequacy of our recorded warranty
and product maintenance liabilities periodically and adjust the amounts as necessary. Additionally, we may establish warranty
liabilities related to the issuance of aircraft service bulletinsfor aircraft no longer covered under the limited warranty programs.

Changes in our warranty and product maintenance liabilities are asfollows:

Nine Months Ended
October 2, October 3,

(In millions) 2010 2009

Accrual at the beginning of period $ 263 $ 278
Provision 129 129
Settlements (162) (168)
Adjustmentsto prior accrual estimates 12 18
Accrual at the end of period $ 242 % 257

Note1l: Commitmentsand Contingencies

We are subject to legal proceedings and other claims arising out of the conduct of our business, including proceedings and
claims relating to commercial and financial transactions; government contracts; compliance with applicable laws and
regulations; production partners; product liability; employment; and environmental, safety and health matters. Some of these
legal proceedings and claims seek damages, fines or penaltiesin substantial amounts or remediation of environmental
contamination. Asagovernment contractor, we are subject to audits, reviews and investigations to determine whether our
operations are being conducted in accordance with applicable regulatory requirements. Under federal government procurement
regulations, certain claims brought by the U.S. Government could result in our being suspended or debarred from U.S.
Government contracting for aperiod of time. On the basis of information presently available, we do not believe that existing
proceedings and claims will have amaterial effect on our financial position or results of operations.

On April 6, 2010, ajury in the Philadel phia Common Pleas Court returned verdicts against Avco Corporation, which includes the
Lycoming Engines operating division, for $24.7 million in compensatory damages and $64 million in punitive damagesin an
aviation products liability caseinvolving a 1999 accident. Judgment has not been entered pending post-trial motions. While
the ultimate outcome of the litigation cannot be assured, we strongly disagree with the verdicts and intend to appeal the
verdictsif our post-trial motions are unsuccessful. We believethat it is probable that the verdicts will be reversed through the
appellate process.
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Note 12. Derivative Instrumentsand Fair Value M easurements

We measure fair value at the price that would be received to sell an asset or paid to transfer aliability in an orderly transaction
between market participants at the measurement date. We prioritize the assumptions that market participants would use in
pricing the asset or liability (the “inputs”) into athree-tier fair value hierarchy. Thisfair value hierarchy givesthe highest
priority (Level 1) to quoted pricesin active markets for identical assets or liabilities and the lowest priority (Level 3) to
unobservable inputsin which little or no market data exists, requiring companies to devel op their own assumptions. Observable
inputs that do not meet the criteriaof Level 1, and include quoted pricesfor similar assets or liabilitiesin active markets or
quoted prices for identical assets and liabilitiesin markets that are not active, are categorized asLevel 2. Level 3inputsare
those that reflect our estimates about the assumptions market participants would use in pricing the asset or liability, based on
the best information available in the circumstances. Valuation techniques for assets and liabilities measured using Level 3
inputs may include methodol ogies such as the market approach, the income approach or the cost approach, and may use
unobservabl e inputs such as projections, estimates and management’ sinterpretation of current market data. These
unobservable inputs are only utilized to the extent that observable inputs are not available or cost-effective to obtain.

Assetsand Liabilities Recorded at Fair Value on a Recurring Basis

Our assets and liabilities that are recorded at fair value on arecurring basis consist of derivative financial instruments, which are
categorized as Level 2 inthefair value hierarchy. The notional and fair value amounts of these instruments that are designated
as hedging instruments are provided below:

Notional Amount Asset (Liability)
October 2, January 2, October 2, January 2,
(In millions) Borrowing Group 2010 2010 2010 2010
Assets
Interest rate exchange contracts* Finance $ 649 $ 1333 $ 43 $ 43
Cross-currency interest rate exchange
contracts Finance — 161 — 18
Foreign currency exchange contracts Manufacturing 569 696 34 54
Total $ 1218 $ 2190 $ 7 $ 115
Liabilities
Interest rate exchange contracts* Finance $ M4 $ 32 % 7 % ®)
Foreign currency exchange contracts Manufacturing 70 80 (1) (5)
Totd $ 414 $ 112 $ 8 $ (8)

* Represents a fair value hedge.

Thefair values of derivative instruments for the Manufacturing group areincluded in either other current assets or accrued
liabilitiesin our balance sheet. For the Finance group, these instruments are included in either other assets or other liabilities.

The Finance group’sinterest rate exchange contracts are not exchange-traded and are measured at fair value utilizing widely
accepted, third-party developed valuation models. The actual terms of each individual contract are entered into a valuation
model, along with interest rate and foreign exchange rate data, which is based on readily observable market data published by
third-party leading financial news and data providers. Credit risk isfactored into the fair value of these assets and liabilities
based on the differential between both our credit default swap spread for liabilities and the counterparty’s credit default swap
spread for assets as compared to a standard AA-rated counterparty; however, this had no significant impact on the valuation
as of October 2, 2010.

Foreign currency exchange contracts are measured at fair value using the market method valuation technique. Theinputsto
this technique utilize current foreign currency exchange forward market rates published by third-party leading financial news
and data providers. Thisis observable datathat represent the ratesthat the financial institution uses for contracts entered into
at that date; however, they are not based on actual transactions so they are classified asLevel 2.
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Fair Value Hedges

Our Finance group enters into interest rate exchange contracts to mitigate exposure to changesin the fair value of its fixed-rate
receivables and debt due to fluctuationsin interest rates. By using these contracts, we are able to convert our fixed-rate cash
flowsto floating-rate cash flows. The amount of ineffectiveness on our fair value hedgesisinsignificant. The effect of these
contractsisrecorded in the Consolidated Statements of Operations, and the gain (loss) for each respective period is provided in
the following table:

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
(Inmillions) Gain (Loss) Location 2010 2009 2010 2009
Interest rate exchange contracts Interest expense $ 8 $ 2 $ 271 % (13)
Interest rate exchange contracts Finance charges — 2 (12) 8

Cash Flow Hedges

We manufacture and sell our productsin a number of countries throughout the world, and, therefore, we are exposed to
movementsin foreign currency exchangerates. The primary purpose of our foreign currency hedging activitiesisto manage
the volatility associated with foreign currency purchases of materials, foreign currency sales of products, and other assets and
liabilities created in the normal course of business. We primarily utilize forward exchange contracts and purchased options with
maturities of no more than 18 months that qualify as cash flow hedges. These are intended to offset the effect of exchange rate
fluctuations on forecasted sales, inventory purchases and overhead expenses. At October 2, 2010, we had an accumul ated net
deferred gain of $26 million in other comprehensive income (OCI) related to these cash flow hedges. Asthe underlying
transactions occur, we expect to reclassify a$16 million gain into earningsin the next 12 months and $10 million of gainsinto
earningsin the following 12-month period.

We hedge our net investment position in major currencies and generate foreign currency interest payments that offset other
transactional exposuresin these currencies. To accomplish this, we borrow directly in foreign currency and designate a portion
of foreign currency debt as a hedge of net investments. We also may utilize currency forwards as hedges of our related foreign
net investments. We record changes in the fair value of these contractsin OCI to the extent they are effective as cash flow
hedges. If acontract does not qualify for hedge accounting or is designated as afair value hedge, changesin the fair value of
the contract are recorded in earnings. Currency effects on the effective portion of these hedges, which are reflected in the
cumulative trand ation adjustment account within OCI, produced a $25 million after-tax loss for the nine months ended October
2, 2010, resulting in an accumulated net deferred gain of $8 million at October 2, 2010. There was no ineffectiveness related to
these hedgesin 2010.

For our cash flow hedges, the amount of gain (loss) recognized in OCI and the amount reclassified from accumul ated other
comprehensive loss into income for the Manufacturing group for the respective periods is provided in the following table:

Amount of Gain(L0oss)

Recognized in OCI Effective Portion of Derivative Reclassified from
(Effective Portion) Accumulated Other Comprehensive Loss into Income
October 2, October 3, October 2,  October 3,
(Inmillions) 2010 2009 Gain(Loss) Location 2010 2009
Three Months Ended
Foreign currency exchange contracts $ 4 $ 23  Cost of sales $ 5 % (15)
Selling and administrative
Forward contracts for Textron stock — 4  expense — 2
Nine Months Ended
Foreign currency exchange contracts  $ 9 % 54  Cost of sales $ 12 3 (8)
Selling and administrative
Forward contracts for Textron stock — —  expense Q) (6)
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Derivatives Not Designated as Hedges

The Manufacturing group enters into certain foreign currency exchange contracts that do not meet hedge accounting criteria
and primarily are intended to protect against exposure related to intercompany financing transactions. For these instruments,
the Manufacturing group reported in selling and administrative expense again of $14 million for the nine months ended October
2, 2010 and aloss of $28 million and $3 million for the three and nine months ended October 3, 2009, respectively. These gains
and losses were offset by the reval uation of the intercompany financing transactions.

The Finance group also utilizes foreign currency exchange contracts that do not meet hedge accounting criteriaand are
intended to convert certain foreign currency denominated assets and liabilitiesinto the functional currency of the respective
legal entity. Gains and losses related to these derivative instruments are naturally offset by the translation of the related foreign
currency denominated assets and liabilities. For theseinstruments, the Finance group reported in selling and administrative
expense aloss of $3 million and $6 million for the three and nine months ended October 2, 2010, respectively, and aloss of $30
million and $82 million for the three and nine months ended October 3, 2009. These net losses were largely offset by gains
resulting from the translation of foreign currency denominated assets and liabilities.

The notional and fair value amounts of the derivative instruments that are not designated as hedging instruments and are
categorized as Level 2inthefair value hierarchy are provided below:

Notional Amount Asset (Liability)
October 2, January 2, October 2, January 2,
(Inmillions) Borrowing Group 2010 2010 2010 2010
Foreign currency exchange contracts Finance $ 228 $ 531 $ 1 3 (13)
Foreign currency exchange contracts Manufacturing 72 224 1 3
Tota $ 300 $ 755 $ 2 9 (10)

Counterparty Credit Risk

Our exposure to loss from nonperformance by the counterpartiesto our derivative agreements at October 2, 2010 isminimal. We
do not anticipate nonperformance by counterpartiesin the periodic settlements of amounts due. We historically have minimized
this potential for risk by entering into contracts exclusively with major, financially sound counterparties having no lessthan a
long-term bond rating of A. The credit risk generally islimited to the amount by which the counterparties’ contractual
obligations exceed our obligations to the counterparty. We continuously monitor our exposures to ensure that we limit our
risks.

Assets Recorded at Fair Value on a Nonrecurring Basis

The table below presents those assets that are measured at fair value on a nonrecurring basis that had fair val ue measurement
adjustments during the nine months ended October 2, 2010 and October 3, 2009. These assets were measured using significant
unobservableinputs (Level 3) and include the following:

Gain (Loss)
Balance at Nine Months Ended

October 2,  October 3, Octaober 2, October 3,
(Inmillions) 2010 2009 2010 2009
Finance Group
Finance receivables held for sale $ 252 $ 998 $ 1w $ (16)
Impaired finance receivables 525 532 (130) (143)
Other assets 126 58 (38) (47)
Manufacturing Group
Other assets — — — (43)

Finance Receivables Held for Sale - Finance receivables held for sale are recorded at the lower of cost or fair value. Finance
receivables held for sale are recorded at fair value on anonrecurring basis during periods in which the fair value is lower than
the cost value. At October 2, 2010, finance receivables held for sale totaled $252 million and primarily included a golf mortgage
portfolio. Golf course mortgages classified asheld for sale were
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identified as a portion of alarger portfolio with common characteristics based on the intention to balance the sale of certain
loans with the collection of othersto maximize economic value. Total gainsrelated to receivable sales were $30 million for the
nine months ended October 2, 2010.

There are no active, quoted market prices for our finance receivables. The estimate of fair value was determined based on the
use of discounted cash flow models to estimate the exit price we expect to receive in the principal market for each type of loanin
an orderly transaction, which includes both the sale of pools of similar assets and the sale of individual loans. The models we
used incorporate estimates of the rate of return, financing cost, capital structure and/or discount rate expectations of current
market participants combined with estimated |oan cash flows based on credit |osses, payment rates and credit line utilization
rates. Where available, the assumptions rel ated to the expectations of current market participants are compared with observable
market inputs, including bids from prospective purchasers of similar loans and certain bond market indices for loans of similar
perceived credit quality. Although we utilize and prioriti ze these market observable inputsin our discounted cash flow models,
theseinputs rarely are derived from markets with directly comparable |oan structures, industries and collateral types. Therefore,
all valuations of finance receivables held for sale involve significant management judgment, which can result in differences
between our fair value estimates and those of other market participants.

Impaired Finance Receivables - Finance receivable impairment is measured by comparing the expected future cash flows
discounted at the finance receivable’ s effective interest rate, or the fair value of the collateral if the receivableis collateral
dependent, to its carrying amount. If the carrying amount is higher, we establish areserve based on this difference. This
evaluation isinherently subjective asit requires estimates, including the amount and timing of future cash flows expected to be
received on impaired finance receivables and the underlying collateral, which may differ from actual results. Impaired nonaccrual
finance receivables represent assets recorded at fair value on anonrecurring basis since the measurement of required reserves
on these receivablesis significantly dependent on the fair value of the underlying collateral. Fair values of collateral are
determined based on the use of appraisals, industry pricing guides, input from market participants, our recent experience selling
similar assets or internally devel oped discounted cash flow models. Fair value measurements recorded on impaired finance
receivables are recorded within provision for losses on finance receivables.

Other assets— Other assetsin the Finance group include repossessed assets and properties, operating assets received in
satisfaction of troubled finance receivables and other investments, which are accounted for under the equity method of
accounting and have no active, quoted market prices. Thefair value of these assetsis determined based on the use of
appraisals, industry pricing guides, input from market participants, our recent experience selling similar assets or internally
developed discounted cash flow models. For our other investments, the discounted cash flow models incorporate assumptions
specific to the nature of the investments' business and underlying assets and include industry valuation benchmarks such as
discount rates, capitalization rates and cash flow multiples. For repossessed assets and properties, which are considered assets
held for sale, if the carrying amount of the asset is higher than the estimated fair value, we record a corresponding charge to
earningsfor the difference. For operating assets received in satisfaction of troubled finance receivables and other investments,
if the sum of the undiscounted cash flows is estimated to be | ess than the carrying value, we record a charge to earnings for any
shortfall between estimated fair value and the carrying amount.

For the Manufacturing group, in the second quarter of 2009, we recorded a $43 million impairment charge to write off capitalized
costs that were no longer considered recoverable upon the cancellation of a development program at Cessna.
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Financial Instruments Not Recorded at Fair Value
The carrying value and estimated fair values of our financial instruments that are not reflected in the financial statements at fair
valueare asfollows:

October 2, 2010 January 2, 2010

Carrying Estimated Carrying Estimated
(Inmillions) Vaue Fair Value Value Fair Vaue
Manufacturing Group
Debt, excluding leases $ (2189) $ (2,674) $ (3474) $ (3,762)
Finance Group
Finance receivables held for investment, excluding leases 3,855 3,545 5,159 4,703
Retained interest in securitizations — — 6 6
Investment in other marketable securities 55 54 68 55
Debt (4,062) (3,918) (5,667) (5,439)

Fair value for the Manufacturing group debt is determined using market observable datafor similar transactions. We utilize the
same val uation methodol ogies to determine the fair value estimates for finance receivables held for investment as used for
finance receivables held for sale.

Investments in other marketable securities represent notes receivable issued by securitization trusts that purchase timeshare
notes receivable from timeshare developers. These notes are classified as held-to-maturity and are held at amortized cost. The
estimate of fair value was based on observable market inputs for similar securitization interests in markets that are currently
inactive.

At October 2, 2010 and January 2, 2010, approximately 41% and 54%, respectively, of the fair value of term debt for the Finance
group was determined based on observable market transactions. The remaining Finance group debt was determined based on
discounted cash flow analyses using observable market inputs from debt with similar duration, subordination and credit default
expectations.

Note 13: Segment Information

We operate in, and report financial information for, the following five business segments: Cessna, Bell, Textron Systems,
Industrial and Finance. Segment profit isan important measure used for evaluating performance and for decision-making
purposes. Segment profit for the manufacturing segments excludes interest expense, certain corporate expenses and special
charges. The measurement for the Finance segment includes interest income and expense and excludes special

charges. Provisionsfor losses on finance receivablesinvolving the sale or |ease of our products are recorded by the selling
manufacturing division when our Finance group has recourse to the Manufacturing group.
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Our revenues by segment and areconciliation of segment profit to income (loss) from continuing operations before income

taxes are as follows:

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
(In millions) 2010 2009 2010 2009
REVENUES
Manufacturing Group
Cessna $ 535 $ 825 1603 $ 2,465
Bell 825 628 2,266 2,040
Textron Systems 460 502 1,452 1,397
Industrial 600 523 1,886 1,506
2,420 2,478 7,207 7,408
Finance Group 59 71 191 279
Total revenues $ 2479 $ 2,549 7,398 $ 7,687
SEGMENT OPERATING PROFIT
Manufacturing Group
Cessna (a) $ (3) $ 32 (52) $ 170
Bell 107 79 289 220
Textron Systems 50 68 175 175
Industrial 37 6 137 9
163 185 549 574
Finance Group (51) (64) (180) (229)
Segment profit 112 121 369 345
Special charges (114) (42) (136) (203)
Corporate expenses and other, net (35) (44) (89) (124)
Interest expense, net for Manufacturing group (32) (40) (103) (102)
Income (loss) from continuing operations before income taxes $ (69) $ 5 $ 41 $ (84)

(a) During the first quarter of 2009, we sold the assets of CESCOM, Cessna’s aircraft maintenance tracking service line,

resulting in a pre-tax gain of $50 million.
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[tem 2. MANAGEMENT'S DISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTSOF
OPERATIONS

Consolidated Results of Operations

Three Months Ended Nine Months Ended

October 2, October 3, October 2, October 3,
(In millions) 2010 2009 2010 2009
Revenues $ 2479 % 2549 % 7398 $ 7,687
Cost of sales 2,037 2,047 6,000 6,144
Cost of sales as a% of Manufacturing group revenues 84.2% 82.6% 83.3% 82.9%
Selling and administrative expense 301 348 886 1,034
I nterest expense 67 74 207 234
Special charges 114 42 136 203

Revenues

Revenues decreased $70 million, 2.7%, in the third quarter primarily due to a $290 million decrease at Cessna reflecting lower
new aircraft deliveries and a $42 million decrease at Textron Systems mostly due to lower volume. These revenue decreases
were partialy offset by anincrease at Bell of $197 million, largely the result of higher V-22 and H-1 volume, and a $77 million
increase in the Industrial segment, mainly due to higher volume reflecting improvements in the automotive industry.

For the nine months ended October 2, 2010, revenues decreased $289 million, 3.8%, primarily due to an $862 million decreasein
revenues at Cessna, reflecting lower new aircraft deliveries, and $88 million in lower revenues at the Finance segment largely
due to lower average finance receivables resulting from the continued liquidation of the non-captive portfolio. Theserevenue
decreases were partialy offset by a $380 million increasein revenuesin the Industrial segment largely due to higher volume
reflecting improvementsin the automotive industry, a $226 million increase in revenues at Bell, primarily due to higher V-22 and
H-1 volume, and a $55 million increase at Textron Systems, largely related to higher Unmanned Aircraft System volume.

Cost of Sales

For the Manufacturing group, our cost of sales as a percentage of revenues was negatively impacted primarily by higher
conversion costs at Cessna due to lower production volume, partially offset by improved leverage on higher volumein the
Industrial segment asaresult of cost reduction initiatives. Cost of saleswas also negatively impacted in 2010 by achangein
the mix of our sources of revenue with a smaller proportion of our revenues being generated by Cessna and a higher proportion
of revenues being generated by the Industrial segment.

Selling and Administrative Expense

Selling and administrative expense decreased $47 million, 13.5%, in the third quarter of 2010 primarily due to a $34 million
reduction at Cessna, mainly due to lower sales commissions, and a $10 million reduction at the Finance segment. Selling and
administrative expense decreased $148 million, 14.3%, for the nine months ended October 2, 2010 primarily dueto a$76 million
reduction at Cessna, largely due to lower sales commissions, professional fees and compensation and related costs, $14 million
in lower compensation and related costs at Corporate, $13 million in lower interest on borrowings against company-owned life
insurance policies, and a$31 million reduction at the Finance segment. During 2010, the Finance segment was favorably
impacted by lower compensation and related costs due to headcount reductions associated with our exit from the non-captive
commercial finance business.

I nterest Expense

Interest expense decreased in 2010 largely due to lower outstanding debt in the Finance segment asit liquidatesits non-captive
portfolio. For the nine months ended October 2, 2010, the $55 million decrease in the Finance segment due to lower outstanding
debt was partially offset by higher interest expense associated with higher weighted-average interest rate debt.
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Special Charges

In 2010, special chargesinclude restructuring costs, primarily related to severance in the Cessna, Finance and Textron Systems
segments, and a$91 million pre-tax non-cash charge in the Finance segment. In the third quarter of 2010, we substantially
liquidated the assets held by a Canadian entity within the Finance segment and reclassified the entity’s cumulative currency
transl ation adjustment amount within other comprehensive income to the income statement. The reclassification of this amount
resulted in a$74 million after-tax charge, which had no impact on shareholders’ equity. 1n 2009, restructuring costs primarily
included severance costs, asset impairments and curtailment charges related to restructuring activities in the Cessna segment
and at Corporate headquarters. These charges are described in more detail in Note 2 to the Consolidated Financial Statements.

We estimate that we will incur approximately $10 million in restructuring costs in the fourth quarter of 2010, primarily related to
severance costs at the Cessna and Finance segments, most of which will be paid in the fourth quarter. We anticipate that our
restructuring program will be substantially completed in 2010; however, we expect to incur additional restructuring costs of up
to $15 millionin 2011 as we complete the restructuring actions we have already announced, including severance costsrelated to
our exit from the non-captive portion of our commercial finance business and severance and other cash costs related to the
consolidation and relocation of Cessna'sfacilities. By the end of 2010, we expect to have eliminated approximately 12,200
positions worldwide representing approximately 28% of our global workforce since the inception of the program. As of October
2, 2010, we have terminated approximately 11,100 employees and have exited 28 leased and owned facilities and plants under
this program.

Backlog
Our aircraft and defense business backlog totaled approximately $11.6 billion at October 2, 2010 and was primarily comprised of
the following:

October 2, January 2,
(In millions) 2010 2010
Bell $ 6,538 $ 6,903
Textron Systems 1,601 1,664
Cessna 3,423 4,893

The decreasein backlog at Bell is primarily dueto deliveries under the current multi-year contract for the V-22 program, partially
offset by an increasein funding for the H-1 program. The decrease in backlog at Cessnais mainly attributable to cancelled
business jet orders, due to continued weakness in the general aviation industry, and aircraft deliveries.

Segment Analysis
Revenues by Segment
Three Months Ended Nine Months Ended
Octaober 2, October 3, October 2, October 3,
(In millions) 2010 2009 2010 2009
Manufacturing Group
Cessna $ 5% $ 825 $ 1603 $ 2,465
Bell 825 628 2,266 2,040
Textron Systems 460 502 1,452 1,397
Industrial 600 523 1,886 1,506
2,420 2,478 7,207 7,408
Finance Group 59 71 191 279
Total revenues $ 2479 $ 2549 $ 7398 $ 7,687
Cessna

Cessna' s revenues decreased $290 million, 35.2%, and $862 million, 35.0%, for the three and nine months ended October 2, 2010,
respectively, compared with the corresponding periods of 2009, primarily due to lower volume in most of Cessna’ s model
lines. Thelower volumewas partially offset by higher aftermarket volume of
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$13 million and $42 million and higher used aircraft volume of $6 million and $28 million for the three and nine months ended
October 2, 2010, respectively, compared with the corresponding periods of 2009. Jet deliveriesfor the three and nine months
ended October 2, 2010 totaled 26 and 100 jets, respectively, compared with 68 and 221 jets, respectively, in the corresponding
periods of 2009.

Bell

Bell manufactures helicopters, tiltrotor aircraft, and related spare parts and services for military and/or commercial

markets. Bell’smajor U.S. Government programs at thistime are the V-22 tiltrotor aircraft and the H-1 helicopters, which are both
in the production stage. Revenuesfrom our U.S. Government and commercial customers are asfollows:

Three Months Ended Nine Months Ended
October 2, October 3, October 2, October 3,
(In millions) 2010 2009 2010 2009
U.S. Government $ 530 $ 358 $ 1506 $ 1,207
Commerciad 295 270 760 833

Bell’s U.S. Government revenuesincreased $172 million, 48.0%, in the third quarter of 2010, compared with 2009, primarily due to
higher V-22 and H-1 deliveries. Commercial revenuesincreassed $25 million, 9.3%, in the third quarter of 2010, primarily dueto
higher service, support and aftermarket volume of $13 million and improved pricing of $6 million.

For the nine months ended October 2, 2010, Bell’s U.S. Government revenues increased $299 million, 24.8%, compared with 2009,
reflecting higher volume of $286 million due to VV-22 and H-1 deliveries, higher spare parts, service and product support volume
of $36 million and improved pricing of $8 million. These increases were partially offset by the impact from revenue recognized in
2009 on the cancelled ARH program of $26 million. Commercia revenues decreased $73 million, 8.8%, due to lower volume of
$107 million, reflecting lower helicopter deliveries and service, support and aftermarket service volume, partially offset by
improved pricing of $27 million.

Textron Systems

Revenues at Textron Systems decreased $42 million, 8.4%, in the third quarter of 2010, compared with 2009, largely dueto lower
volume in several product lines during the quarter, including training and simulation systems, Sensor Fuzed Weapons and
Armored Security Vehicles, which had a $57 million impact that was only partially offset by higher Unmanned Aircraft Systems
volume of $14 million.

For the nine months ended October 2, 2010, revenues at Textron Systems increased $55 million, 3.9%, compared with 2009,
largely due to higher Unmanned Aircraft Systems volume of $126 million, which was partially offset by lower training and
simulation systems, Sensor Fuzed Weapons and Armored Security Vehicles volume of $72 million.

Industrial

Industrial revenuesincreased $77 million, 14.7%, in the third quarter of 2010, and $380 million, 25.2%, for the nine months ended
October 3, 2010, compared with 2009. These increases were primarily due to higher volumesin most of our industrial
businesses, partially offset by an unfavorable foreign exchange impact of $17 million for both the three and nine months ended
October 2, 2010, largely due to fluctuations with the Euro.

Salesfor our Kautex business, which represents approximately 65% of total Industrial sales, increased 16% in the third quarter
of 2010 and 34% in the first nine months of 2010, compared with 2009, reflecting improvementsin the automotive industry.

Finance

Finance revenues decreased $12 million, 16.9%, in the third quarter of 2010, compared with 2009, primarily due to a$25 million
impact from lower average finance receivables of $1.8 billion, $15 million in lower accretion from previous mark-to-market
adjustments and $8 million in lower gains on debt extinguishment, partially offset
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by $41 million in lower net portfolio losses. Net portfolio losses decreased primarily as aresult of fewer discounts taken on the
sale or early termination of finance receivabl e assets associated with the liquidation of distribution finance receivables, lower
impairment charges in the structured capital portfolio and a $10 million gain recognized on the sale of adistribution finance
receivable portfolio in the third quarter of 2010.

For the nine months ended October 2, 2010, Finance revenues decreased $88 million, 31.5%, compared with 2009, primarily due
to a$70 million impact from lower average finance receivables of $1.7 hillion, $47 million in lower gains on debt extinguishment
and a$22 million impact of variable-rate receivable interest rate floors, partially offset by $68 million in lower net portfolio losses.
Net portfolio losses decreased primarily as aresult of fewer discounts taken on the sale or early termination of finance

receivabl e assets associated with the liquidation of distribution finance receivables, lower impairment chargesin the structured
capital portfolio and a $23 million gain on the sale of two distribution finance receivable portfoliosin the first and third quarters
of 2010.

Segment Profit

Segment profit is an important measure used to evaluate performance and for decision-making purposes. Segment profit for the
manufacturing segments excludes interest expense, certain corporate expenses and special charges. The measurement for the
Finance segment includes interest income and expense and excludes special charges. Segment profit and profit margin by
segment are presented in the table below:

Three Months Ended Nine Months Ended
(Inmillions) October 2, 2010 October 3, 2009 October 2, 2010 October 3, 2009
Manufacturing Group
Cessna $ (31) (5.8)% $ 32 39% $ (52) (32)% $ 170 6.9%
Bell 107 13.0% 79 12.6% 289 12.8% 220 10.8%
Textron Systems 50 10.9% 68 13.5% 175 12.1% 175 12.5%
Industrial 37 6.2% 6 1.1% 137 7.3% 9 0.6%
163 6.7% 185 7.5% 549 7.6% 574 7.7%
Finance Group (51) (86.4)% (64) (90.1)% (180) (94.2)% (229) (82.1)%
Segment profit $ 112 45% $ 121 47% $ 369 50% $ 345 4.5%
Cessna

Cessna's segment profit decreased $63 million in the third quarter of 2010, compared with 2009, primarily due to the $70 million
impact from lower volume and $12 million in inflation, net of higher pricing, partially offset by improved performance of $19
million. Theimproved performanceincluded lower warranty expense of $9 million, lower tooling costs of $6 million, labor
efficiencies resulting from 2009 furloughs of $6 million and lower selling and administrative expenses of $6 million, largely dueto
headcount reductions. These improvements were partially offset by lower deposit forfeiture income of $12 million due to fewer
order cancellationsin 2010.

For the nine months ended October 2, 2010, Cessna’' s segment profit decreased $222 million due to the $271 million impact from
lower volume, anonrecurring $50 million gain on the 2009 sale of CESCOM assets and $25 million of inflation, net of higher
pricing, partially offset by improved cost performance of $124 million. Theimproved performance included lower inventory
reserves and used aircraft write-downs of $59 million, lower engineering, selling and administrative expenses of $58 million,
largely due to workforce reductions, and lower tooling costs of $18 million, partially offset by lower deposit forfeiture income of
$37 million due to fewer order cancellationsin 2010.

Bell

Bell's segment profit increased $28 million in the third quarter of 2010, compared with 2009, primarily due to the $17 million
impact from higher volume and improved performance of $13 million. Theimproved performanceis primarily due to $30 million
related to the V-22 and H-1 programs discussed below, partially offset by an $11 million gain on a Canadian currency exchange
contract recorded in 2009 and $11 million in higher research and development costs and selling and administrative expenses.
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For the nine months ended October 2, 2010, Bell’ s segment profit increased $69 million primarily due to improved performance,
which included $54 million related to the V-22 and H-1 programs discussed below and $11 million of non-recurring charges
recorded in 2009 in connection with the termination of certain commercial models. Theseimprovements were partially offset by
an $11 million gain on a Canadian currency exchange contract recorded in 2009.

V-22 and H-1 Programs — Profit margins on the V-22 and H-1 programs improved in the third quarter of 2010 primarily dueto a
$13 million impact from efficiencies realized in connection with the ramp-up of production lines and $9 million of lower material
cost for H-1 contracts. For the nine months ended October 2, 2010, the profit margin on these programs included a $21 million
benefit recognized in the second quarter of 2010 related to the expected reimbursement of prior year costs, a $13 million impact
from efficienciesrealized in connection with the ramp-up of production lines and $9 million of lower material costsfor H-1
contracts.

Textron Systems

Segment profit at Textron Systems decreased $18 million in the third quarter of 2010, compared with 2009, primarily due to a $10
million impact from lower volume and $8 million due to pricing and unfavorable mix, largely related to pricing on new Armored
Security Vehicles contracts. We experienced lower volumesin several of our product lines during the quarter, including a$13
million impact for training and simulation systems and Sensor Fuzed Weapons, which was partially offset by a$3 million impact
from higher Unmanned Aircraft Systems volume. For the nine months ended October 2, 2010, segment profit at Textron
Systems was unchanged from the corresponding period of 2009 asimproved performance within the segment was offset by
inflation.

Industrial

Industrial segment profit increased $31 million in the third quarter of 2010, compared with 2009, primarily due to the $23 million
impact from higher volume and $27 million in improved performance, partialy offset by inflation in excess of higher pricing of
$18 million. For the nine months ended October 2, 2010, segment profit increased $128 million, compared with 2009, primarily
due to the $104 million impact from higher volume and $77 million in improved performance, partially offset by inflation in excess
of higher pricing of $47 million. Cost performance improved in 2010 largely due to the significant efforts made in 2009 to reduce
costs through workforce reductions and other initiatives.

Finance
The Finance segment loss was lower in both the third quarter and the nine months ended October 2, 2010, compared with the
same periods of 2009. The primary reasons for these improvements are as follows:

(Inmillions) Third Quarter Year-to-Date
Decreasein provision for loan losses $ 14 $ 78
L ower net portfolio losses 41 68
L ower operating and administrative expenses 10 31
Gains on debt extinguishment (8) (47)
Lower average finance receivables of $1.8 billion and $1.7 billion, respectively (14) (30)
Impact of variable-rate receivable interest rate floors (5) (22)
Interest expense rate impact (12) (13)
L ower accretion of previous mark-to-market adjustments (15) (4)
Other 2 (12)
Total period-over-period change $ 13 8 49

The provision for loan losses decreased primarily due to fewer new accounts identified as nonaccrual during the
period. Operating and administrative expenses decreased largely due to areduction in workforce as aresult of our exit plan.

25



Finance Segment Portfolio Quality

The following table reflects information about the Finance segment’s credit performance related to finance receivables held for
investment. Finance receivables held for sale are reflected at the lower of cost or fair value on the Consolidated Balance
Sheets. Asaresult, finance receivables held for sale are not included in the credit performance statistics below.

October 2, January 2,

(Dollarsin millions) 2010 2010
Nonaccrual finance receivables $ 876 $ 1,040
Allowance for losses $ 35 % 341
Ratio of nonaccrual finance receivables to finance receivables 18.51% 16.75%
Ratio of allowance for losses on impaired nonaccrual finance receivables to impaired nonaccrual

finance receivables 23.40% 15.57%
Ratio of allowance for losses to nonaccrual finance receivables 40.53% 32.79%
Ratio of allowance for losses to finance receivables 7.50% 5.49%
60+ days contractual delinquency as a percentage of finance receivables 7.58% 9.23%
60+ days contractual delinquency $ 33B7 3 569
Operating assets received in satisfaction of troubled loans and |eases $ 126 $ 112
Repossessed assets and properties $ 149 $ 119

The allowance for losses increased $14 million from year end as the provision for losses taken in 2010 of $128 million was
partially offset by net charge-offs of $114 million, which includes $40 million charge-offsin golf mortgage accounts and $36
million in aviation accounts.

The percentage of finance receivablesthat are nonaccrual is substantially higher than the percentage that are contractually
delinquent greater than sixty days as aresult of our assessment that we will be unableto collect all amounts due prior to the
account becoming contractually delinquent. This situation occurs frequently related to revolving loans since we typically
receive all cash collections from the underlying collateral and advance funds to the borrower only when the borrower isnotin
default and has sufficient collateral under the terms of the contract. These cash collections are often sufficient to satisfy
contractually required payments of interest and principal for long periods of time subsequent to the borrower experiencing
significant financial stress.

Nonaccrual finance receivables decreased $164 million from the year-end balance, primarily due to the resolution of several
significant accounts through the repossession of collateral, restructure of finance receivables and cash collections, partially
offset by new finance receivablesidentified as nonaccrual in 2010. The net reductions by collateral type included $93 million for
general aviation aircraft, $40 million for dealer inventory, $34 million for golf course property and $20 million for hotels, partially
offset by a$38 million net increase in accounts secured by marinas. New finance receivablesidentified as nonaccrual were
primarily comprised of accounts secured by golf course property, aircraft and marinas.
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Our nonaccrual finance receivablesinclude impaired finance receivables, as well as accounts in homogeneous loan portfolios
that are not considered to be impaired but are contractually delinquent by more than three months. A summary of these finance
receivables and the related allowance for losses by collateral typeisasfollows:

October 2, 2010 January 2, 2010
Allowancefor Allowancefor
L osseson L osseson
Impaired Impaired Impaired Impaired
Nonaccrual ~ Nonaccrual Nonaccrual  Nonaccrual  Nonaccrual Nonaccrual
Finance Finance Finance Finance Finance Finance
Collateral Type (Inmillions) Receivables Receivables Recelvables Receivables Receivables Receivables
Timeshare notesreceivable* $ 220 $ 219 $ 91 % 259 $ 254 % 53
General aviation aircraft 193 180 47 286 272 46
Golf course property 132 131 17 166 165 27
Resort construction/inventory 136 136 3 104 104 —
Marinas 50 50 12 12 12 —
Dealer inventory 48 28 6 88 68 14
Hotels 58 58 14 78 78 7
Other 39 22 3 47 31 6
Total $ 8716 $ 824 $ 193 $ 1,040 $ 984 $ 153

*

Finance receivables collateralized primarily by timeshare notes receivable also may be collateralized by certain real
estate and other assets of our borrowers.

Corporate Expense and Other, Net

Corporate expense and other, net represents the portion of selling and administrative expense that is not allocated to our
segments. Corporate expense and other, net decreased $9 million, 20%, to $35 million in the third quarter of 2010, compared with
2009, primarily dueto lower compensation and related costs. For the nine months ended October 3, 2010, corporate expense
and other, net decreased $35 million, 28%, to $89 million, compared with 2009, primarily due to $14 million in lower compensation

and related costs and $13 million in lower interest on borrowings against officerslife insurance policies that were repaid in the
second quarter of 2009.

Critical Accounting Estimates

Retirement Benefits

At the end of 2009, we used a discount rate assumption of 6.25% and an assumed expected long-term rate of return of 8.5% to
measure our qualified U.S. pension plan obligation, aswell as pension expense for 2010. During the first nine months of 2010,
discount rates have declined significantly. Considering this current decline since our year-end 2009 measurement, we would
expect the amount of the U.S. pension plan obligation we record at the end of 2010 to increase materially, resulting in a decrease

in shareholders' equity. Any such adjustment would be included in other comprehensive income (loss) and would not affect
our results of operationsin 2010.
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Liquidity and Capital Resources

Our financings are conducted through two separate borrowing groups. The Manufacturing group consists of Textron Inc.
consolidated with its majority-owned subsidiaries that operate in the Cessna, Bell, Textron Systems and Industrial

segments. The Finance group, which is also the Finance segment, consists of Textron Financial Corporation (TFC), its
subsidiaries and the securitization trusts consolidated into it, along with three other finance subsidiaries owned by Textron Inc.
We designed this framework to enhance our borrowing power by separating the Finance group. Our Manufacturing group
operations include the devel opment, production and delivery of tangible goods and services, while our Finance group provides
financial services. Due to the fundamental differences between each borrowing group’s activities, investors, rating agencies
and analysts use different measures to evaluate each group’s performance. To support those eval uations, we present balance
sheet and cash flow information for each borrowing group within the Consolidated Financial Statements.

Key information that is utilized in assessing our liquidity is summarized below:

October 2, January 2,

(In millions) 2010 2010
Manufacturing group
Cash and equivalents $ 802 $ 1,748
Debt $ 2307 $ 3,584
Shareholders’ equity $ 2986 $ 2,826
Capital (debt plus shareholders’ equity) $ 5293 $ 6,410
Net debt (net of cash and equivalents) to capital 33.5% 39.4%
Debt to capital 43.6% 55.9%
Finance group
Cash and equivalents $ 189 $ 144
Debt $ 4062 $ 5,698

We believe that our calculations of debt to capital and net debt to capital are useful measures as they provide a summary
indication of the level of debt financing (i.e. leverage) that isin place to support our capital structure, aswell asto provide an
indication of the capacity to add further leverage. We believe that with our existing cash balances, coupled with the continued
successful execution of the exit plan for the non-captive portion of the commercial finance business, and cash we expect to
generate from our manufacturing operations, we will have sufficient cash to meet our future needs.

During the first nine months of 2010, we liquidated $2.1 hillion of the Finance group’s finance receivables. These finance
receivable reductions occurred in both the non-captive and captive finance portfolios, but were primarily driven by the non-
captive portfolio in connection with our exit plan, including $862 million in the distribution finance product line and $295 million
in the timeshare product line. These reductions resulted from the combination of scheduled finance receivable collections,
sales, discounted payoffs, repossession of collateral, charge-offs and impairment charges recorded as portfolio losses, net of
gainsin our Consolidated Statements of Operations. In addition, the reduction in finance receivablesincluded $534 millionin
the captive finance portfolio, primarily as aresult of reduced loan and |ease originations and the sale of $84 million of finance
receivables.

We measure the success of the exit plan based on the percentage of total finance receivable and other finance asset reductions
converted to cash. In thefirst nine months of 2010, we had a cash conversion ratio of 92%, compared with 94% in the full year
of 2009. This performance was primarily driven by sales of $375 million of finance receivablesin the distribution finance product
linein 2010. We expect the cash conversion ratio to continue to decline over the duration of the exit plan due to the changein
mix from shorter term assets in distribution finance and asset-based lending product linesto longer term assets in the timeshare,
golf mortgage and structured finance product lines and the existence of a higher concentration of nonaccrual finance
receivables. In 2010, we now expect afinance receivable reduction for the full year of $2.4 billion, net of originations, which
includes non-captive finance receivables as well as captive finance receivables. At October 2, 2010, the exit plan applied to the
remaining $2.6 billion of the Finance group’s non-captive finance receivable portfolio.
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On October 2, 2010, the Finance group had $672 million in debt and $349 million in other liabilities, primarily accounts payable
and accrued expenses, that are payable within the next 12 months.

On May 5, 2009, we issued $600 million of 4.5% Convertible Senior Notes with amaturity date of May 1, 2013 as discussed in
Note 8 to the Consolidated Financial Statementsin Textron's 2009 Annua Report on Form 10-K. For at least 20 trading days
during the 30 consecutive trading days ended September 30, 2010, our common stock price exceeded the conversion threshold
price set forth for these Convertible Notes of $17.06 per share. Accordingly, the notes are convertible at the holder’s option
through December 31, 2010. We may deliver shares of common stock, cash or a combination of cash and shares of common
stock in satisfaction of our obligations upon conversion of the Convertible Notes. We intend to settle the face value of the
Convertible Notesin cash. We have continued to classify these Convertible Notes as long-term based on our intent and ability
to maintain the debt outstanding for aleast one year through the use of various funding sources available to us.

Manufacturing Group Cash Flows

Free cash flow is ameasure generally used by investors, analysts and management to gauge a company’s ability to generate
cash from operations in excess of that necessary to be reinvested to sustain and grow the business. Our definition of
Manufacturing free cash flow uses net cash from operating activities of continuing operations and subtracts dividends received
from the Finance group and capital expenditures, then adds back capital contributions provided under a Support Agreement
with TFC, as discussed below, plus proceeds from the sale of plant, property and equipment. We believe that our
Manufacturing free cash flow calculation provides arelevant measure of liquidity and a useful basis for assessing our ability to
fund operations. This measureis not afinancial measure under generally accepted accounting principles (GAAP) and should
be used in conjunction with GAAP cash measures provided in our Consolidated Statement of Cash Flows. Our Manufacturing
free cash flow measure may not be comparable with similarly titled measures reported by other companies asthereisno
definitive accounting standard on how the measure should be calculated.

A reconciliation of net cash from operating activities of continuing operations as presented in our Consolidated Statement of
Cash Flows to Manufacturing free cash flow is provided below.

Nine Months Ended
October 2, October 3,

(Inmillions) 2010 2009

Net cash provided by (used in) operating activities of continuing perations — GAAP $ 431 $ 317
Less: Dividends received from the Finance group (355) (284)
Plus: Capital contributions paid to Finance group 228 197
Less: Capital expenditures (134) (165)
Plus: Proceeds on sale of property, plant and equipment 4 3
Manufacturing free cash flow — Non-GAAP $ 174 $ 68

Cash used for restructuring activities totaled $43 million for the nine months ended October 2, 2010, compared with $119 million
in the corresponding period in 2009.

Cash flows from continuing operations for the Manufacturing group as presented in our Consolidated Statement of Cash Flows
are summarized below:

Nine Months Ended
October 2, October 3,

(In millions) 2010 2009

Operating activities $ 431 % 317
Investing activities (207) (211)
Financing activities (1,161) 1,167

Operating activities generated more cash in the 2010 compared with 2009, largely due to higher earnings, excluding the impact of
non-cash items. The Manufacturing group had an increase in working capital of
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$286 million in 2010 primarily related to higher inventory levels at Cessna, Textron Systems and Bell, which accounted for $226
million of the cash used, net of increased payables. Textron Systems used more cash to build inventories for existing programs,
while at Cessnaand Bell, commercial inventory increased largely due to lower sales volume and the ramp up of new models. In
addition, higher liquidation of customer depositsin 2010, primarily at Cessna, accounted for $105 million of the decline. In 20009,
the Manufacturing group had an increase in working capital of $308 million, primarily due to a decrease in accounts payable and
accrued liabilities, which included a $100 million cash settlement of the stock-based compensation hedge, partially offset by
$372 million in cash from inventory reductions.

Investing activities include $47 million in cash used to acquire three companiesin the Textron Systems and Bell segmentsin
2010. Thisuse of cash was partially offset by $31 million in lower capital expenditures.

In 2010, the use of cash within financing activities primarily consisted of the repayment of $1.2 billion on our bank credit line
and $130 million of maturing debt, partially offset by the receipt of $150 million from the Finance group to repay aportion of its
intergroup borrowings. In 2009, the source of cash within financing activities was primarily due to the $1.2 billion draw on our
bank credit lines, the receipt of $442 million (net of the purchase of acall option and fees) from the issuance of Convertible
Notes, $333 million in proceeds from the issuance of 23,805,000 shares of our common stock and the sale of common stock
warrants and $595 million (net of fees) from term debt issuance, partially offset by the repayment of $869 million of commercial
paper borrowings and a $411 million repayment of advances against company-owned life insurance policies.

Capital Contributions Paid To and Dividends Received From the Finance Group

Under a Support Agreement between Textron Inc. and TFC, Textron Inc. isrequired to maintain a controlling interest in TFC and
consolidated shareholder’s equity of no less than $200 million. The agreement also requires Textron Inc. to pay TFC a cash
payment sufficient to provide that the sum of TFC's pre-tax earnings before extraordinary items plus fixed charges will not be
less than 125% of TFC' sfixed charges. Cash contributions paid to TFC and dividends paid by TFC to Textron Inc. are detailed
below.

Nine Months Ended
October 2, October 3,

(Inmillions) 2010 2009
Dividends paid by TFC to Textron Inc. $ 35 3 284
Capital contributions paid to TFC under Support Agreement (228) (197)

An additional cash contribution of $155 million was made to TFC on October 12, 2010, which was reflected as a capital
contribution, to maintain compliance with the fixed charge coverage ratio required by the Support Agreement. Due to the nature
of these contributions, we classify these contributions within cash flows used by operating activities for the Manufacturing
group in the Consolidated Statement of Cash Flows. Capital contributions to support Finance group growth in the ongoing
captive finance business are classified as cash flows from financing activities. The Finance group’s net income (10ss) is
excluded from the Manufacturing group’s cash flows, while dividends from the Finance group are included within cash flows
from operating activities for the Manufacturing group as they represent a return on investment.

Finance Group Cash Flows
The cash flows from continuing operations for the Finance group are summarized below:

Nine Months Ended
October 2, October 3,

(In millions) 2010 2009

Operating activities $ 68 $ 134
Investing activities 1,923 1,363
Financing activities (1,946) (984)

The Finance group cash from operating activities decreased primarily due to a $48 million impact from cash recei pts/payments
under the group’s tax sharing agreement with the Manufacturing group. In 2010, net cash
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received under the agreement was $10 million, which included a $51 million payment to the Manufacturing group in the first
quarter of 2010. In 2009, cash received under the agreement totaled $58 million.

The Finance group generated more cash from investing activitiesin 2010 as we effected our exit plan for the non-captive
business and originated fewer new loans. Finance receivable originations, net of amounts received on outstanding finance
receivables and proceeds from sales and securitizations, provided $1.8 billion in investing cash in 2010, compared with $1.0
billion in 2009.

The Finance group had principal payments on short- and long-term debt of $1.7 billion in 2010, compared with $2.6 billionin
2009 as we made payments on maturing debt, along with the early extinguishment of $655 million of debt in 2009. Offsetting
these lower principal payments was the receipt in 2009 of $1.7 billion in proceeds from drawdown on the Finance group’ s bank
line of credit. 1n 2010 and 2009, the Finance group repaid $150 million and $133 million, respectively, to the Manufacturing
group under itsintergroup borrowing arrangement.

Consolidated Cash Flows

The Finance group finances retail purchases and leases for new and used aircraft and equipment manufactured by our
Manufacturing group, otherwise known as captive financing. Inthe Consolidated Statements of Cash Flows, cash received
from customers or from securitizations is reflected as operating activities when received from third parties. However, in the cash
flow information provided for the separate borrowing groups, cash flowsrelated to captive financing activities are reflected
based on the operations of each group. For example, when product is sold by our Manufacturing group to a customer and is
financed by the Finance group, the origination of the finance receivable is recorded within investing activities as a cash outflow
in the Finance group’s statement of cash flows. Meanwhile, in the Manufacturing group’s statement of cash flows, the cash
received from the Finance group on the customer’s behalf is recorded within operating cash flows asa cash inflow. Although
cash istransferred between the two borrowing groups, there is no cash transaction reported in the consolidated cash flows at
the time of the original financing. These captive financing activities, along with all significant intercompany transactions, are
reclassified or eliminated from the Consolidated Statements of Cash Flows.

Reclassification and elimination adjustments included in the Consolidated Statement of Cash Flows are summarized bel ow:

Nine Months Ended

October 2, October 3,
(Inmillions) 2010 2009
Reclassifications from investing activities:
Finance receivabl e originations for Manufacturing group inventory sales $ (284) $ (461)
Cash received from customers, sale of receivables and securitizations 687 648
Other (25 37)
Total reclassifications from investing activities 378 150
Reclassifications to financing activities:
Capital contribution paid by Manufacturing group to Finance group 228 —
Dividends received by Manufacturing group from Finance group (355) (87)
Other 17 41
Total reclassificationsto financing activities (110) (46)
Total reclassifications and adjustments to cash flow to operating activities $ 268 $ 104

Finance receivable originations were $177 million lower primarily due to lower sales volume at Cessna.
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The consolidated cash flows from continuing operations, after elimination of activity noted above, are summarized below:

Nine Months Ended
October 2, October 3,

(Inmillions) 2010 2009

Operating activities $ 767 $ 555
Investing activities 1,338 1,002
Financing activities (2,997) 229

On aconsolidated basis, operating activities generated more cash in 2010 compared with 2009, largely due changesin working
capital. Working capital decreased $160 million in 2010, compared with a $29 million increase in working capital in 2009, primarily
dueto a$216 million decrease in net captive finance receivables as cash collections exceeded originations, as discussed

above. Thisincrease was partially offset by more cash used related to higher inventory levels at Cessna, Textron Systems and
Bell, net of increased payables. Textron Systems used more cash to build inventories for existing programs, while at Cessna and
Bell, commercial inventory increased largely due to lower sales volume and the ramp up of new models. In addition, higher
liquidation of customer depositsin 2010, primarily at Cessna, accounted for $105 million of the decrease. In 2009, we had an
increase in working capital primarily due to a decrease in accounts payable and accrued liabilities, which included a $100 million
cash settlement of the stock-based compensation hedge, partially offset by $368 million in cash from inventory reductions and a
$187 million reduction in captive finance receivables, net.

We generated more cash from investing activitiesin 2010 as we effected our exit plan for the non-captive business and
originated fewer new loans. Finance receivable originations, net of amounts received on outstanding finance receivables and
proceeds from sales and securitizations, provided $1.4 billion in investing cash in 2010, compared with $0.8 billion in

2009. Investing activities also include $47 million in cash used for acquisitionsin the Textron Systems and Bell segmentsin
2010, which was partially offset by $31 million in lower capital expenditures.

In 2010, financing activities primarily consisted of $1.9 hillion in principal payments on long-term debt and the repayment of the
outstanding balance on Textron Inc.’sline of credit. Financing activities provided less cash in 2010, compared with 20009,
primarily due to the 2009 draw on our bank credit lines and the receipt of proceeds from the issuance of the Convertible Notes,
common stock and warrants, aswell as the issuance of term debt. These cash inflowsin 2009 were partially offset by a$411
million repayment of advances against company-owned life insurance policies.

Consolidated Discontinued Oper ations Cash Flows
The cash flows from discontinued operations are summarized below:

Nine Months Ended
October 2, October 3,

(In millions) 2010 2009
Operating activities $ 8 $ (17)
Investing activities — 239

In 2009, cash flow from investing activities for discontinued operationsis primarily related to proceeds from the sale of HR
Textron.

Forward L ooking Infor mation

Certain statements in this Quarterly Report on Form 10-Q and other oral and written statements made by usfrom timeto time are
forward-looking statements, including those that discuss strategies, goals, outlook or other non-historical matters, or project
revenues, income, returns or other financial measures. These forward-looking statements speak only as of the date on which
they are made, and we undertake no obligation to update or revise any forward-looking statements. These forward-looking
statements are subject to risks and uncertainties that may
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cause actual resultsto differ materially from those contained in the statements, such as the Risk Factors contained in our
Annual Report on Form 10-K, our Quarterly Reports on Form 10-Q and including the following: (a) changesin worldwide
economic and political conditions that impact demand for our products, interest rates and foreign exchange rates; (b) the
interruption of production at our facilities or our customers or suppliers; (c) performance issues with key suppliers,
subcontractors and business partners; (d) our ability to perform as anticipated and to control costs under contracts with the
U.S. Government; (€) the U.S. Government’s ability to unilaterally modify or terminate its contracts with us for the U.S.
Government’s convenience or for our failure to perform, to change applicable procurement and accounting policies, and, under
certain circumstances, to suspend or debar us as a contractor eligible to receive future contract awards; (f) changing priorities
or reductionsin the U.S. Government defense budget, including those related to Operation Enduring Freedom and the Overseas
Contingency Operations; (g) changesin national or international funding priorities, U.S. and foreign military budget constraints
and determinations, and government policies on the export and import of military and commercial products; (h) legislative or
regulatory actions impacting our operations or demand for our products; (i) the ability to control costs and successful
implementation of various cost-reduction programs; (j) the timing of new product launches and certifications of new aircraft
products; (k) changesin aircraft delivery schedules or cancellation or deferrals of orders; (I) the impact of changesin tax
legislation; (m) the extent to which we are able to pass raw material priceincreases through to customers or offset such price
increases by reducing other costs; (n) our ability to offset, through cost reductions, pricing pressure brought by original
equipment manufacturer customers; (0) the availability and cost of insurance; (p) increases in pension expenses and employee
and retiree medical benefits; (q) our Finance segment’s ability to maintain portfolio credit quality and to realize full value of
receivables and of assets acquired upon foreclosure of receivables; (r) Textron Financial Corporation’s (“ TFC”) ability to
maintain certain minimum levels of financia performance required under its committed bank line of credit and under Textron's
support agreement with TFC; (s) our Finance segment’s access to financing, including securitizations, at competitive rates; (t)
our ability to successfully exit from TFC's commercial finance business, other than the captive finance business; (u) uncertainty
in estimating market value of TFC' sreceivables held for sale and reserves for TFC' s receivables to be retained; (v) uncertainty
in estimating contingent liabilities and unrecognized tax benefits and establishing reserves to address such items; (w) risks and
uncertainties related to acquisitions and dispositions, including difficulties or unanticipated expensesin connection with the
consummation of acquisitions or dispositions, the disruption of current plans and operations, or the failure to achieve
anticipated synergies and opportunities; (x) the efficacy of research and devel opment investments to devel op new products
and unanticipated expenses in connection with the launching of significant new products or programs; (y) bankruptcy or other
financial problems at major suppliers or customers that could cause disruptions in our supply chain or difficulty in collecting
amounts owed by such customers; (z) difficult conditionsin the financial markets which may adversely impact our customers
ability to fund or finance purchases of our products; and (aa) continued volatility in the economy resulting in a prolonged
downturn in the markets in which we do business.

[tem 3. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

There has been no significant change in our exposure to market risk during the nine months ended October 2, 2010. For
discussion of our exposure to market risk, refer to Item 7A. Quantitative and Qualitative Disclosures about Market Risk
contained in Textron's 2009 Annual Report on Form 10-K.

[tem 4. CONTROL SAND PROCEDURES

We have carried out an evaluation, under the supervision and with the participation of our management, including our Chairman
and Chief Executive Officer (CEO) and our Executive Vice President and Chief Financial Officer (CFO), of the effectiveness of the
design and operation of our disclosure controls and procedures (as defined in Rule 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended (the Act)) as of the end of the fiscal quarter covered by thisreport. Based upon that
evaluation, our CEO and CFO concluded that our disclosure controls and procedures are effective in providing reasonable
assurance that (a) the information required to be disclosed by usin the reports that we file or submit under the Act is recorded,
processed, summarized and reported within the time periods specified in the Securities and Exchange Commission’srules and
forms, and (b) such information is accumulated and communicated to our management, including our CEO and CFO, as
appropriate to allow timely decisions regarding required disclosure.
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There were no changesin our internal control over financial reporting during the fiscal quarter ended October 2, 2010 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART Il. OTHER INFORMATION

[tem 1A. RISK FACTORS

Our business, financial condition and results of operations are subject to various risks, including those discussed below, in our
Annual Report on Form 10-K for the year ended January 2, 2010 and our Quarterly Reports filed thereafter, which may affect the
value of our securities. Therisks discussed in our SEC filings are those that we believe currently are the most significant,
although additional risks not presently known to us or that we currently deem less significant also may impact our business,
financial condition or results of operations, perhaps materially.

Theincreasing costs of certain employee and retir ee benefits could adver sely affect our results.

Our earnings and cash flow may be impacted by the amount of income or expense we expend or record for employee benefit
plans. Thisis particularly true for our defined benefit pension plans, where required contributions to those plans and rel ated
expenses are driven by, among other things, our assumptions of the expected long-term rate of return on plan assets, the
discount rate used for future payment obligations and the rates of future cost growth. Additionally, as part of our annual
evaluation of these plans, significant changesin our assumptions, due to changes in economic, legislative and/or demographic
experience or circumstances, or changesin our actual investment returns could impact our unfunded status of the plans
requiring us to substantially increase our pension liability with aresulting decreasein shareholders’ equity. Changesin the
funded status of these plans are recognized in other comprehensive income (loss) in the year in which they occur. Also,
changesin pension legislation and regulations could increase the cost associated with our defined benefit pension plans.

In addition, medical costs arerising at arate faster than the general inflation rate. Continued medical cost inflation in excess of
the general inflation rate would increase the risk that we will not be able to mitigate the rising costs of medical benefits.
Moreover, the U.S. Congress has recently enacted a comprehensive health-care law, and we are evaluating the potential impacts
of thisnew law on our costs. We expect that some of the requirements of this new law will increase our future costs. Increases
to the costs of pension and medical benefits could have an adverse effect on our financial results of operations.

[tem 2. UNREGISTERED SALESOF EQUITY SECURITIESAND USE OF PROCEEDS

Asreported in Amendment No. 4 to our Schedule TO filed on August 3, 2010, pursuant to our option exchange offer to eligible
employees, on August 1, 2010 we granted an aggregate of 1,000,775 new stock options with an exercise price of $20.76 per share
in exchange for an aggregate of 2,612,419 eligible stock options tendered in the exchange. The fair value of the new optionswas
approximately 15% lower than the fair value of the “out of the money” options which were tendered in exchange for the new
options. Each new option has a new vesting condition of the longer of one year from the new option’s grant date and the
remaining period until the original vesting date of the eligible option for which it was exchanged and is exercisable for the
original term of the eligible option. This transaction was exempt from registration pursuant to Section 3(a)(9) of the Securities
Act of 1933, as amended.

[tem 6. EXHIBITS
121 Computation of ratio of income to fixed charges of Textron Inc. Manufacturing Group

12.2 Computation of ratio of income to fixed charges of Textron Inc. including all mgjority-owned subsidiaries



311 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of Chief Executive Officer Pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

32.2 Certification of Chief Financial Officer Pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

101 Thefollowing materials from Textron Inc.’s Quarterly Report on Form 10-Q for the quarterly period ended October 2,

2010, formatted in XBRL (eXtensible Business Reporting Language): (i) the Consolidated Statements of Operations,
(ii) the Consolidated Balance Sheets, (iii) the Consolidated Statements of Cash Flows and (iv) Notesto the
Consolidated Financial Statements, tagged as blocks of text.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

TEXTRON INC.

Date: October 28, 2010 /s/Richard L. Yates
Richard L. Yates
Senior Vice President and Corporate Controller
(principal accounting officer)
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121

12.2

311

312

321

32.2

101

LIST OF EXHIBITS
Computation of ratio of income to fixed charges of Textron Inc. Manufacturing Group
Computation of ratio of incometo fixed charges of Textron Inc. including all majority-owned subsidiaries
Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financia Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer Pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer Pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

The following materials from Textron Inc.’s Quarterly Report on Form 10-Q for the quarterly period ended October 2,
2010, formatted in XBRL (eXtensible Business Reporting Language): (i) the Consolidated Statements of Operations,
(ii) the Consolidated Balance Sheets, (iii) the Consolidated Statements of Cash Flows and (iv) Notes to the
Consolidated Financial Statements, tagged as blocks of text.
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