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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q and any exhibits to this Report may contain “forward-looking statements” as defined in the Private Securities
Litigation Reform Act of 1995. The words “anticipate,” “believe,” “estimate,” “expect,” “intend,” “will,” “should” and similar expressions, as they relate
to us, are intended to identify forward-looking statements. These statements reflect management’s current beliefs, assumptions and expectations
and are subject to a number of factors that may cause actual results to differ materially. These factors include but are not limited to: the
unprecedented volatility in the global economy; the risk that unexpected costs will be incurred; the outcome of litigation and regulatory proceedings
to which we may be a party; actions of competitors; changes and developments affecting our industry; quarterly or cyclical variations in financial
results; development of new products and services; interest rates and cost of borrowing; our ability to protect our intellectual property rights; our
ability to maintain and improve cost efficiency of operations, including savings from restructuring actions; changes in foreign currency exchange
rates; changes in economic conditions, political conditions, trade protection measures, licensing requirements and tax matters in the foreign
countries in which we do business; reliance on third parties for manufacturing of products and provision of services; the risk that we will not realize
all of the anticipated benefits from the acquisition of Affiliated Computer Services, Inc.; and other risks that are set forth in the “Risk Factors”
section, the “Legal Proceedings” section, the “Management’s Discussion and Analysis of Financial Condition and Results of Operations” section
and other sections of this Quarterly Report on Form 10-Q, our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2009 and
June 30, 2009 and our 2008 Form 10-K filed with the Securities and Exchange Commission (“SEC”). The company assumes no obligation to
update any forward-looking statements as a result of new information or future events or developments, except as required by law.
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PART I
ITEM 1 — FINANCIAL INFORMATION

XEROX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudited) 
 

     
Three Months

Ended September 30,     
Nine Months

Ended September 30,  
(in millions, except per-share data)     2009    2008     2009    2008  
Revenues             

Sales     $  1,555    $  2,047    $  4,651    $  6,179  
Service, outsourcing and rentals      1,942     2,126     5,773     6,446  
Finance income      178     197     536     613  

      
 

          
 

    
 

Total Revenues      3,675     4,370     10,960     13,238  
      

 
          

 
    

 

Costs and Expenses             
Cost of sales      1,031     1,340     3,100     4,059  
Cost of service, outsourcing and rentals      1,113     1,241     3,313     3,747  
Equipment financing interest      67     75     204     234  
Research, development and engineering expenses      209     228     615     672  
Selling, administrative and general expenses      1,007     1,138     3,024     3,432  
Restructuring and asset impairment charges      (2)    14     (5)    80  
Other expenses, net      92     87     276     1,022  

      
 

          
 

    
 

Total Costs and Expenses      3,517     4,123     10,527     13,246  
      

 
          

 
    

 

Income (Loss) before Income Taxes and Equity Income      158     247     433     (8) 
Income tax expense (benefit)      44     15     122     (172) 
Equity in net income of unconsolidated affiliates      15     35     14     92  

      
 

          
 

    
 

Net Income      129     267     325     256  
Less: Net income attributable to noncontrolling interests      6     9     20     27  

      
 

          
 

    
 

            
Net Income Attributable to Xerox     $ 123    $ 258    $ 305    $ 229  

      

 

          

 

    

 

Basic Earnings per Share     $ 0.14    $ 0.30    $ 0.35    $ 0.26  
Diluted Earnings per Share     $ 0.14    $ 0.29    $ 0.35    $ 0.25  
 
(1) See Note 1, Basis of Presentation, for a discussion of the change in presentation of noncontrolling interests.

 
The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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XEROX CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited) 
 
(in millions, except share data in thousands)   

September 30,
2009   

December 31,
2008  

Assets    
Cash and cash equivalents   $ 1,159   $ 1,229  
Accounts receivable, net    1,863    2,184  
Billed portion of finance receivables, net    256    254  
Finance receivables, net    2,386    2,461  
Inventories    1,069    1,232  
Other current assets    707    790  

    
 

   
 

Total current assets    7,440    8,150  
Finance receivables due after one year, net    4,381    4,563  
Equipment on operating leases, net    550    594  
Land, buildings and equipment, net    1,351    1,419  
Investments in affiliates, at equity    1,051    1,080  
Intangible assets, net    609    610  
Goodwill    3,405    3,182  
Deferred tax assets, long-term    1,673    1,692  
Other long-term assets    1,293    1,157  

    
 

   
 

Total Assets   $ 21,753   $ 22,447  
    

 

   

 

Liabilities and Equity    
Short-term debt and current portion of long-term debt   $ 1,149   $ 1,610  
Accounts payable    1,292    1,446  
Accrued compensation and benefits costs    616    625  
Other current liabilities    1,373    1,769  

    
 

   
 

Total current liabilities    4,430    5,450  
Long-term debt    6,297    6,774  
Liability to subsidiary trust issuing preferred securities    649    648  
Pension and other benefit liabilities    1,870    1,747  
Post-retirement medical benefits    873    896  
Other long-term liabilities    603    574  

    
 

   
 

Total Liabilities    14,722    16,089  
    

 
   

 

Common stock    870    866  
Additional paid-in capital    2,463    2,447  
Retained earnings    5,532    5,341  
Accumulated other comprehensive loss    (1,967)   (2,416) 

    
 

   
 

Xerox Shareholders’ Equity    6,898    6,238  
Noncontrolling interests    133    120  

    
 

   
 

Total Equity    7,031    6,358  
    

 
   

 

Total Liabilities and Equity   $ 21,753   $ 22,447  
    

 

   

 

Shares of common stock issued and outstanding    869,245    864,777  
    

 

   

 

 
(1) See Note 1, Basis of Presentation, for a discussion of the change in presentation of noncontrolling interests.

 
The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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XEROX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
 
     

Three Months
Ended September 30,    

Nine Months
Ended September 30,  

(in millions)     2009    2008    2009    2008  
Cash Flows from Operating Activities:           
Net income     $ 129    $ 267    $ 325    $ 256  
Adjustments required to reconcile net income to cash flows from operating activities:          

Depreciation and amortization      176     175     513     498  
Provision for receivables      61     49     207     114  
Provision for inventory      15     16     44     59  
Net gain on sales of businesses and assets      (6)    —     (15)    (22) 
Undistributed equity in net income of unconsolidated affiliates      (12)    (31)    (6)    (60) 
Stock-based compensation      23     26     54     66  
Provision for litigation, net      —     —     —     795  
Payments for securities litigation, net      —     —     (28)    —  
Restructuring and asset impairment charges      (2)    14     (5)    80  
Payments for restructurings      (66)    (33)    (231)    (92) 
Contributions to pension benefit plans      (38)    (205)    (97)    (271) 
Decrease (increase) in accounts receivable and billed portion of finance

receivables      5     (60)    310     (128) 
Decrease (increase) in inventories      77     (10)    159     (175) 
Increase in equipment on operating leases      (58)    (81)    (185)    (242) 
Decrease in finance receivables      116     99     347     319  
Decrease in other current and long-term assets      17     24     61     18  
Increase (decrease) in accounts payable and accrued compensation      138     94     (135)    (49) 
Increase (decrease) in other current and long-term liabilities      9     (85)    (129)    (132) 
Net change in income tax assets and liabilities      26     (15)    60     (302) 
Net change in derivative assets and liabilities      22     (1)    (46)    9  
Other operating, net      (22)    17     38     13  

      
 

    
 

    
 

    
 

Net cash provided by operating activities      610     260     1,241     754  
      

 
    

 
    

 
    

 

Cash Flows from Investing Activities:           
Cost of additions to land, buildings and equipment      (21)    (43)    (69)    (142) 
Proceeds from sales of land, buildings and equipment      7     1     16     37  
Cost of additions to internal use software      (19)    (42)    (75)    (102) 
Acquisitions, net of cash acquired      —     (11)    (145)    (153) 
Net change in escrow and other restricted investments      1     (266)    (2)    (403) 
Other investing, net      1     5     1     57  

      
 

    
 

    
 

    
 

Net cash used in investing activities      (31)    (356)    (274)    (706) 
      

 
    

 
    

 
    

 

Cash Flows from Financing Activities:           
Net payments on secured financings      (10)    (45)    (50)    (192) 
Net (payments) proceeds on other debt      (605)    329     (871)    900  
Common stock dividends      (37)    (37)    (112)    (116) 
Payments to acquire treasury stock, including fees      —     (92)    —     (804) 
Repurchases related to stock-based compensation      —     —     (11)    (33) 
Other financing, net      (2)    (2)    (10)    (6) 

      
 

    
 

    
 

    
 

Net cash (used in) provided by financing activities      (654)    153     (1,054)    (251) 
      

 
    

 
    

 
    

 

Effect of exchange rate changes on cash and cash equivalents      13     (27)    17     (23) 
      

 
    

 
    

 
    

 

(Decrease) increase in cash and cash equivalents      (62)    30     (70)    (226) 
Cash and cash equivalents at beginning of period      1,221     843     1,229     1,099  

      
 

    
 

    
 

    
 

Cash and Cash Equivalents at End of Period     $ 1,159    $ 873    $ 1,159    $ 873  
      

 

    

 

    

 

    

 

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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XEROX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(in millions, except per-share data and where otherwise noted)
 

Note 1 – Basis of Presentation

References herein to “we,” “us,” “our,” the “Company” and “Xerox” refer to Xerox Corporation and its consolidated subsidiaries unless the context
specifically requires otherwise.

We have prepared the accompanying unaudited Condensed Consolidated Financial Statements in accordance with the accounting policies
described in our 2008 Annual Report to Shareholders, which is incorporated by reference in our 2008 Annual Report on Form 10-K (“2008 Annual
Report”), and the interim reporting requirements of Form 10-Q. Accordingly, certain information and note disclosures normally included in our
annual financial statements prepared in accordance with accounting principles generally accepted in the United States of America have been
condensed or omitted. You should read these Condensed Consolidated Financial Statements in conjunction with the Consolidated Financial
Statements included in our 2008 Annual Report.

In our opinion, all adjustments which are necessary for a fair statement of financial position, operating results and cash flows for the interim periods
presented have been made. Interim results of operations are not necessarily indicative of the results of the full year.

For convenience and ease of reference, we refer to the financial statement caption “Income (Loss) before Income Taxes and Equity Income” as
“Pre-tax Income (Loss).”

On January 1, 2009, we adopted SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements – an amendment of ARB No. 51,”
(Accounting Standards Codification™ (“ASC”) Topic 810-10-65) which changed the presentation requirements for noncontrolling (minority)
interests. Refer to Note 2 Recent Accounting Pronouncements – “Business Combinations and Noncontrolling Interests” for more information.

Note 2 – Recent Accounting Pronouncements

FASB Establishes Accounting Standards Codification™

In June 2009, the FASB issued Accounting Standards Update No. 2009-01, “Generally Accepted Accounting Principles” (ASC Topic 105) which
establishes the FASB Accounting Standards Codification (“the Codification” or “ASC”) as the official single source of authoritative U.S. generally
accepted accounting principles (“GAAP”). All existing accounting standards are superseded. All other accounting guidance not included in the
Codification will be considered non-authoritative. The Codification also includes all relevant Securities and Exchange Commission (“SEC”)
guidance organized using the same topical structure in separate sections within the Codification.

Following the Codification, the Board will not issue new standards in the form of Statements, FASB Staff Positions or Emerging Issues Task Force
Abstracts. Instead, it will issue Accounting Standards Updates (“ASU”) which will serve to update the Codification, provide background information
about the guidance and provide the basis for conclusions on the changes to the Codification.

The Codification is not intended to change GAAP, but it will change the way GAAP is organized and presented. The Codification is effective for our
third-quarter 2009 financial statements and the principal impact on our financial statements is limited to disclosures as all future references to
authoritative accounting literature will be referenced in accordance with the Codification. In order to ease the transition to the Codification, we are
providing the Codification cross-reference alongside the references to the standards issued and adopted prior to the adoption of the Codification.
 

7



Table of Contents

Fair Value Accounting

In 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (ASC Topic 820) which defines fair value, establishes a market-based
framework or hierarchy for measuring fair value and expands disclosures about fair value measurements. This guidance is applicable whenever
another accounting pronouncement requires or permits assets and liabilities to be measured at fair value. It does not expand or require any new
fair value measures; however the application of this statement may change current practice. We adopted this guidance for financial assets and
liabilities effective January 1, 2008 and for non financial assets and liabilities effective January 1, 2009. The adoption, which primarily affected the
valuation of our derivative contracts, did not have a material effect on our financial condition or results of operations.

In April 2009, the FASB issued the following updates that provide additional application guidance and enhance disclosures regarding fair value
measurements and impairments of securities:
 

 

•  FSP FAS 157-4, “Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have Significantly Decreased and
Identifying Transactions That Are Not Orderly” (ASC Topic 820-10-65). This update relates to determining fair values when there is no active
market or where the price inputs being used represent distressed sales. It reaffirms the need to exercise judgment to ascertain if a formerly
active market has become inactive and in determining fair values when markets have become inactive.

 

 

•  FSP FAS 115-2 and FAS 124-2, “Recognition and Presentation of Other-Than-Temporary Impairments” (ASC topic 320-10-65). This update
applies to investments in debt securities for which other-than-temporary impairments may be recorded. If an entity’s management asserts
that it does not have the intent to sell a debt security and it is more likely than not that it will not have to sell the security before recovery of its
cost basis, then an entity may separate other-than-temporary impairments into two components: 1) the amount related to credit losses
(recorded in earnings) and 2) all other amounts (recorded in Other comprehensive income).

 

 •  FSP FAS 107-1 and APB 28-1, “Interim Disclosures about Fair Value of Financial Instruments” (ASC Topic 320-10-65). This update requires
fair value disclosures for financial instruments that are not currently reflected on the balance sheet at fair value on a quarterly basis.

We elected to early adopt these updates effective March 31, 2009 and the adoption did not have a material effect on our financial condition or
results of operations.

In August 2009, FASB issued ASU No. 2009-05 which amends Fair Value Measurements and Disclosures – Overall (ASC Topic 820-10) to provide
guidance on the fair value measurement of liabilities. This update requires clarification for circumstances in which a quoted price in an active
market for the identical liability is not available, a reporting entity is required to measure fair value using one or more of the following techniques: 1)
a valuation technique that uses either the quoted price of the identical liability when traded as an asset or quoted prices for similar liabilities or
similar liabilities when traded as an asset; or 2) another valuation technique that is consistent with the principles in ASC Topic 820 such as the
income and market approach to valuation. The amendments in this update also clarify that when estimating the fair value of a liability, a reporting
entity is not required to include a separate input or adjustment to other inputs relating to the existence of a restriction that prevents the transfer of
the liability. This update further clarifies that if the fair value of a liability is determined by reference to a quoted price in an active market for an
identical liability, that price would be considered a Level 1 measurement in the fair value hierarchy. Similarly, if the identical liability has a quoted
price when traded as an asset in an active market, it is also a Level 1 fair value measurement if no adjustments to the quoted price of the asset are
required. This update is effective for our fourth quarter 2009.

Business Combinations and Noncontrolling Interests

In 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations” (ASC Topic 805). This guidance requires the acquiring entity in
a business combination to recognize the full fair value of assets acquired and liabilities assumed in the transaction (whether a full or partial
acquisition); establishes the acquisition date fair value as the measurement objective for all assets acquired and liabilities assumed; requires
expensing of most transaction and restructuring costs; and requires the acquirer to disclose the information necessary to evaluate and understand
the nature and financial effect of the business combination. We adopted this guidance effective January 1, 2009 and have applied it to all business
combinations prospectively from that date. The impact of ASC 805 on our consolidated financial statements will depend upon the nature, terms
and size of the acquisitions we consummate in the future.
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In April 2009, the FASB issued Staff Position No. FSP FAS 141(R)-1, “Accounting for Assets Acquired and Liabilities Assumed in a Business
Combination That Arise from Contingencies” (ASC Topic 805-20). This updated guidance amended the accounting treatment for assets and
liabilities arising from contingencies in a business combination and requires that pre-acquisition contingencies be recognized at fair value, if fair
value can be reasonably determined. If fair value cannot be reasonably determined, measurement should be based on the best estimate in
accordance with SFAS No. 5, “Accounting for Contingencies” (ASC Topic 405). This updated guidance was effective January 1, 2009.

In 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements—an amendment of Accounting Research
Bulletin No. 51”, (ASC Topic 810-10-65). This guidance requires companies to present noncontrolling (minority) interests as equity (as opposed to
a liability) and provided guidance on the accounting for transactions between an entity and noncontrolling interests. In addition, it requires
companies to report a consolidated net income (loss) measure that includes the amount attributable to such noncontrolling interests. We adopted
this guidance effective January 1, 2009, and have applied it to noncontrolling interests prospectively from that date. The presentation and
disclosure requirements we applied retrospectively for all periods presented. As a result of this adoption, we reclassified noncontrolling interests in
the amount of $120 from Other long-term liabilities to Equity in the December 31, 2008 balance sheet.

Revenue Recognition

In October 2009, the FASB issued the following ASUs:
 

 •  ASU No. 2009-13, Revenue Recognition (ASC Topic 605) - Multiple-Deliverable Revenue Arrangements, a consensus of the FASB Emerging
Issues Task Force;

 

 •  ASU No. 2009-14, Software (ASC Topic 985) - Certain Revenue Arrangements That Include Software Elements, a consensus of the FASB
Emerging Issues Task Force.

ASU No. 2009-13: This guidance modifies the fair value requirements of ASC subtopic 605-25 Revenue Recognition-Multiple Element
Arrangements by allowing the use of the “best estimate of selling price” in addition to VSOE and VOE (now referred to as TPE standing for third-
party evidence) for determining the selling price of a deliverable. A vendor is now required to use its best estimate of the selling price when VSOE
or TPE of the selling price cannot be determined. In addition, the residual method of allocating arrangement consideration is no longer permitted.

ASU No. 2009-14: This guidance modifies the scope of ASC subtopic 965-605 Software-Revenue Recognition to exclude from its requirements
(a) non-software components of tangible products and (b) software components of tangible products that are sold, licensed, or leased with tangible
products when the software components and non-software components of the tangible product function together to deliver the tangible product’s
essential functionality.

These updates require expanded qualitative and quantitative disclosures and are effective for fiscal years beginning on or after June 15, 2010.
However, companies may elect to adopt as early as interim periods ended September 30, 2009. These updates may be applied either
prospectively from the beginning of the fiscal year for new or materially modified arrangements or retrospectively. We are currently evaluating the
impact of adopting these updates on our consolidated financial statements.

Other Accounting Changes

In June 2009, the FASB issued the following standards:
 

 

•  SFAS No. 167, “Amendments to FASB Interpretation No. 46(R), Consolidation of Variable Interest Entities” (ASC Topic 810-10). This updated
guidance requires an analysis to determine whether a variable interest gives the entity a controlling financial interest in a variable interest
entity. It also requires an ongoing reassessment and eliminates the quantitative approach previously required for determining whether an
entity is the primary beneficiary. This update is effective for our fiscal year beginning January 1, 2010 and we are currently evaluating the
impact of adopting this update on our consolidated financial statements.
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•  SFAS No. 166, “Accounting for Transfers of Financial Assets”, (ASC Topic 810). This updated guidance removed the concept of a qualifying
special-purpose entity and removed the exception from applying consolidation guidance to these entities. This update also clarified the
requirements for isolation and limitations on portions of financial assets that are eligible for sale accounting. ASC Topic 810 is effective for our
fiscal year beginning on January 1, 2010. We are currently evaluating the impact of adopting this update on our consolidated financial
statements.

In May 2009, the FASB issued SFAS No. 165, “Subsequent Events” (ASC Topic 855). This guidance is intended to establish general standards of
accounting for and disclosures of events that occur after the balance sheet date but before the financial statements are issued or are available to
be issued. It requires disclosure of the date through which an entity has evaluated subsequent events and the basis for selecting this date, that is,
whether this date represents the date the financial statements were issued or were available to be issued. This guidance was effective for our
second quarter ended June 30, 2009.

In 2008, the FASB issued Staff Position No. FAS 132(R)-1, “Employers’ Disclosures about Postretirement Benefit Plan Assets” (ASC Topic 715-20-
65). This guidance will expand disclosure by requiring the following new disclosures: 1) how investment allocation decisions are made by
management; 2) major categories of plan assets; and 3) significant concentrations of risk. Additionally, ASC 715-20-65 will require an employer to
disclose information about the valuation of plan assets similar to that required in ASC Topic 820 Fair Value Measurements and Disclosures. This
guidance is effective for our fiscal year ending December 31, 2009. The principal impact will be expanded disclosure regarding our benefit plan
assets.

During 2009, the FASB has issued several ASU’s – ASU No. 2009-02 through ASU No. 2009-15. Except for ASU’s No. 2009-05, 2009-13 and
2009-14 discussed above, the ASU’s entail technical corrections to existing guidance or affect guidance related to specialized industries or entities
and therefore have minimal, if any, impact on the Company.

Note 3 – Segment Reporting

Our reportable segments are consistent with how we manage the business and view the markets we serve. Our reportable segments are
Production, Office and Other. The Production and Office segments are centered on strategic product groups that share common technology,
manufacturing and product platforms, as well as classes of customers.

The Production segment includes black-and-white products which operate at speeds over 90 pages per minute (“ppm”) excluding 95 ppm with an
embedded controller and color products which operate at speeds over 40 ppm excluding 50, 60 and 70 ppm products with an embedded controller.
Products include the Xerox iGen3  and iGen4™ digital color production press, Xerox Nuvera , DocuTech , DocuPrint  and DocuColor  families,
as well as older technology light-lens products. These products are sold predominantly through direct sales channels to Fortune 1000, graphic arts,
government, education and other public sector customers.

The Office segment includes black-and-white products which operate at speeds up to 90 ppm as well as 95 ppm with an embedded controller and
color products up to 40 ppm as well as 50, 60 and 70 ppm products with an embedded controller. Products include the suite of CopyCentre ,
WorkCentre , WorkCentre Pro, Phaser  and ColorQube™ digital multifunction systems, DocuColor color multifunction products, color laser, solid
ink color printers and multifunction devices, monochrome laser desktop printers, digital and light-lens copiers and facsimile products and non-
Xerox branded products with similar specifications. These products are sold through direct and indirect sales channels to global, national and mid-
size commercial customers as well as government, education and other public sector customers.

The segment classified as Other includes several units, none of which met the thresholds for separate segment reporting. This group primarily
includes Xerox Supplies Business Group (predominantly paper sales), Value-Added Services, Wide Format Systems, Xerox Technology
Enterprises, royalty and licensing revenues, GIS network integration solutions and electronic presentation systems, equity net income and non-
allocated Corporate items. Other segment profit (loss) includes the operating results from these entities, other less significant businesses, our
equity in net income from Fuji Xerox and certain costs which have not been allocated to the Production and Office segments, including non-
financing interest as well as other items included in Other expenses, net.
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Operating segment revenues and profitability for the three months ended September 30, 2009 and 2008 were as follows:
 
   Production    Office     Other    Total
2009             
Segment revenues   $ 1,092    $ 2,070    $ 513    $ 3,675

                

 

    

Segment profit (loss)   $ 59    $ 201    $ (71)   $ 189
                

 

    

2008             
Segment revenues   $   1,272    $  2,446    $ 652    $  4,370

                

 

    

Segment profit (loss)   $ 83    $ 260    $ (46)   $ 297
                

 

    

Operating segment revenues and profitability for the nine months ended September 30, 2009 and 2008 were as follows:

   Production    Office     Other    Total
2009             
Segment revenues   $ 3,240    $ 6,207    $ 1,513    $10,960

                

 

    

Segment profit (loss)   $ 150    $ 568    $ (227)   $ 491
                

 

    

2008             
Segment revenues   $ 3,880    $ 7,419    $  1,939    $13,238

                

 

    

Segment profit (loss)   $ 271    $ 804    $ (102)   $ 973
                

 

    

 

     
Three Months

Ended September 30,    
Nine Months

Ended September 30,  
Reconciliation to Pre-tax Income (Loss)     2009    2008    2009   2008  
Total Segment profit     $   189    $   297    $   491   $   973  
Reconciling items:          

Restructuring and asset impairment charges      2     (14)    5    (80) 
Restructuring charges of Fuji Xerox      (9)    (2)    (40)   (15) 
Litigation matters      —       —       —      (795) 
Acquisition related costs      (9)    —       (9)   —    
Equity in net income of unconsolidated affiliates      (15)    (35)    (14)   (92) 
Other      —       1     —      1  

      
 

    
 

    
 

   
 

Pre-tax Income (Loss)     $ 158    $ 247    $ 433   $ (8) 
      

 

    

 

    

 

   

 

 
(1) The 2008 litigation matters represent the provision for the Carlson v. Xerox Corporation court approved settlement as well as provisions for other securities-related cases, net of

insurance recoveries.

Note 4 – Acquisitions

In September 2009, we entered into a definitive agreement to acquire Affiliated Computer Services (“ACS”) in a cash and stock transaction. Upon
completion of the acquisition, each outstanding share of ACS common stock will be converted into the right to receive a combination of
4.935 shares of Xerox common stock and $18.60 in cash for a combined value of $57.09 per share, or approximately $6.1 billion; based on the
closing price of Xerox common stock of $7.80 on October 19, 2009. We will also assume ACS’s debt, which was $2.3 billion as of September 30,
2009, and issue convertible preferred stock with a liquidation value of $300 to ACS’s Class B shareholder. The cash portion of the acquisition, as
well as the repayment of approximately $1.8 billion of ACS’s assumed debt is expected to be funded through a combination of cash-on-hand,
borrowing under our existing Credit Facility and the issuance of senior notes in the capital markets. In October 2009, we completed a successful
syndication of a $3.0 billion interim Bridge Loan Facility with commitments from several banks that may be used for funding in the event the
transaction closes prior to obtaining permanent financing in the capital markets. The Bridge Loan Facility will mature on the first anniversary of the
closing date of the ACS acquisition, subject to two extensions: 1) for up to $1.5 billion to the second anniversary of the closing date, and 2) for up
to $750 to the third anniversary of the closing date. Debt Issuance costs for the Bridge Loan Facility are expected to be approximately $60 and will
be amortized over the term of the Bridge Loan Facility. If it becomes probable that the bridge financing (or portions thereof) will not be used prior to
the commitment expiration date (e.g., permanent financing is secured), the remaining unamortized portion of the commitment fee (or portions
thereof) at the date of permanent financing will be immediately recognized through earnings as Other expense.
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ACS is a provider of business process outsourcing (“BPO”) and information technology (“IT”) services and solutions to commercial and government
clients worldwide. ACS delivers a full range of BPO and IT services, as well as end-to-end solutions to the public and private sectors and supports
a variety of industries including education, energy, financial, government, healthcare, retail and transportation. ACS’s revenues for the fiscal year
ended June 30, 2009 were $6.5 billion and they employed 74,000 people and operated in over 100 countries.

The purchase price is expected to be primarily allocated to intangible assets and goodwill based on third-party valuations and management’s
estimates. The acquisition of ACS is expected to close in the first quarter of 2010, subject to shareholder and regulatory approvals, the satisfaction
of certain conditions related to the debt financing for the transaction and other usual and customary closing conditions.

In February 2009, Global Imaging Systems, Inc. (“GIS”) acquired ComDoc, Inc. (“ComDoc”) for approximately $145 in cash. ComDoc is one of the
larger independent office technology dealers in the U.S. and expands GIS’s coverage in Ohio, Pennsylvania, New York and West Virginia. This
acquisition continues GIS’s expansion of a national network of office technology suppliers to serve its growing base of small and mid-size
businesses. The operating results of ComDoc are not material to our financial statements and are included within our Office segment from the date
of acquisition. The purchase price was primarily allocated to intangible assets and goodwill based on third-party valuations and management’s
estimates.

Note 5 – Inventories

The following is a summary of Inventories by major category:
 

   
    September 30,    

2009     
December 31,

2008
Finished goods   $ 913    $ 1,044
Work-in-process    54     80
Raw materials    102     108

          

Total Inventories   $ 1,069    $ 1,232
          

Note 6 – Investment in Fuji Xerox and Other Unconsolidated Affiliates

Our equity in net income of our unconsolidated affiliates was as follows:
 

     
Three Months

Ended September 30,     
Nine Months

Ended September 30,
     2009     2008     2009     2008
Fuji Xerox     $ 13    $ 32    $ 6    $ 84
Other investments      2     3     8     8

                        

Total     $ 15    $ 35    $ 14    $ 92
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Condensed financial data of Fuji Xerox was as follows:
 

     
Three Months

Ended September 30,     
Nine Months

Ended September 30,
     2009     2008     2009     2008
Summary of Operations                 
Revenues     $  2,442    $  2,716    $  7,364    $  8,420
Costs and expenses      2,363     2,512     7,331     7,785

                        

Income before income taxes      79     204     33     635
Income taxes      26     78     —       244

                        

Net Income      53     126     33     391
Noncontrolling interests      —       1     —       5

                        

Net Income Attributable to Fuji Xerox     $ 53    $ 125    $ 33    $ 386
                        

Equity in net income of Fuji Xerox is affected by certain adjustments to reflect the deferral of profit associated with intercompany sales. These
adjustments may result in recorded equity income that is different from that implied by our 25% ownership interest. Equity income for the nine
months ended September 30, 2009 and 2008 includes after-tax restructuring charges of $40 and $15, respectively, primarily reflecting Fuji Xerox’s
continued cost-reduction initiatives.

Note 7 – Restructuring Programs

Information related to restructuring program activity during the nine months ended September 30, 2009 is outlined below:
 

   
Severance and
Related Costs   

Lease Cancellation
and Other Costs   Total  

Balance December 31, 2008   $ 320   $ 32   $ 352  
Restructuring provision    28    8    36  
Reversals of prior accruals    (38)   (3)   (41) 

    
 

   
 

   
 

Net current period charges    (10)   5    (5) 
Charges against reserve and currency    (219)   (12)   (231) 

    
 

   
 

   
 

Balance September 30, 2009   $ 91   $ 25   $ 116  
    

 

   

 

   

 

 
(1) Represents net amount recognized within the Condensed Consolidated Statements of Income for the period shown.

Reconciliation to the Condensed Consolidated Statements of Cash Flows:
 

     
Three Months

Ended September 30,    
Nine Months

Ended September 30,  
     2009    2008    2009   2008  
Charges to reserve, all programs     $     (65)   $     (40)   $    (231)  $    (96) 
Effects of foreign currency and other non-cash      (1)    7     —      4  

      
 

    
 

    
 

   
 

Payments for Restructurings     $ (66)   $ (33)   $ (231)  $ (92) 
      

 

    

 

    

 

   

 

The following table summarizes the total amount of costs incurred in connection with these restructuring programs by segment:
 

     
Three Months

Ended September 30,     
Nine Months

Ended September 30,
     2009    2008     2009   2008
Production     $     (1)   $     10    $     (3)  $     39
Office      —       3     (2)   32
Other      (1)    1     —      9

      
 

          
 

   

Total Net Charges     $ (2)   $ 14    $ (5)  $ 80
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Note 8 – Debt

Senior Notes

In May 2009, we issued $750 of 8.25% senior notes due 2014 (the “2014 Senior Notes”) at 99.982 percent of par resulting in net proceeds of
approximately $745. The 2014 Senior Notes accrue interest at the rate of 8.25% per annum, payable semi-annually and, as a result of the
discount, have a weighted average effective interest rate of 8.25%. Debt issuance costs of approximately $5 were deferred. The 2014 Senior
Notes rank equally with our other existing senior unsecured indebtedness. Proceeds from the offering were used to repay borrowings under the
Credit Facility and for general corporate purposes.

Zero Coupon Notes

In July 2009, we repaid a $300 Zero Coupon Note. The total repayment of $336 included interest accretion of $36. This Note was repaid when the
holders exercised a put option to redeem the bond prior to the scheduled maturity date of July 30, 2022.

In August 2009, we repaid a $100 Zero Coupon Note. The total repayment of $112 included interest accretion of $12. This Note was repaid when
the holder exercised a put option to redeem the bond prior to the scheduled maturity date of August 29, 2022.

Credit Facility

In April 2009, we amended our $2 billion Credit Facility with affiliates of Citibank, N.A. and JPMorgan Chase Bank, N.A., as joint lead arrangers
and joint bookrunners, and a group of lenders. The amendment increased the permitted leverage ratio (principal debt/consolidated EBITDA) to
4.25x through June 30, 2010 and 3.75x thereafter. The amendment included a re-pricing of the Credit Facility such that borrowings will bear
interest at LIBOR plus a spread (including fees) that varies between 2.50% and 4.50%, subject to our credit rating at the time of borrowing.

In October 2009, in connection with entering into the Bridge Loan Facility as part of the acquisition of ACS, we again amended our $2 billion Credit
Facility. The amendment extended the permitted leverage ratio of 4.25x through September 30, 2010, which will change to 4.00x through
December 31, 2010, and to 3.75x thereafter. The amendment also included the following changes:
 

 •  The definition of principal debt was changed such that prior to the closing of the ACS acquisition, it will be calculated net of cash proceeds
from certain debt issuances associated with the pre-funding of the ACS acquisition.

 

 
•  A portion of the Credit Facility that had a maturity date of April 30, 2012, was extended to a maturity date of April 30, 2013, consistent with the

remainder of the facility. Accordingly, after this amendment, approximately $1.6 billion, or approximately 80% of the Credit Facility, has a
maturity date of April 30, 2013.

Based on our current credit rating, the applicable all-in spread for the Credit Facility would be 3.50%.

Note 9 – Interest Expense and Income

Interest expense and interest income were as follows:
 

     
Three Months

Ended September 30,     
Nine Months

Ended September 30,
     2009     2008     2009   2008
Interest expense     $   131    $   146    $   392  $   424
Interest income      182     205     551   642
 
(1) Includes Equipment financing interest expense, as well as non-financing interest expense that is included in Other expenses, net in the Condensed Consolidated Statements of Income.
(2) Includes Finance income, as well as other interest income that is included in Other expenses, net in the Condensed Consolidated Statements of Income.
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Note 10 – Financial Instruments

(1) Interest Rate Risk Management

We use interest rate swap agreements to manage our interest rate exposure and to achieve a desired proportion of variable and fixed rate debt.
These derivatives may be designated as fair value hedges or cash flow hedges depending on the nature of the risk being hedged.

Fair Value Hedges

For derivative instruments that are designated and qualify as a fair value hedge, the gain or loss on the derivative, as well as the offsetting loss or
gain on the hedged item attributable to the hedged risk, are recognized in current earnings. As of September 30, 2009 and December 31, 2008,
pay variable/receive fixed interest rate swaps with notional amounts of $1,375 and $675, and net asset fair values of $13 and $53, respectively,
were designated and accounted for as fair value hedges. The swaps were structured to hedge the fair value of related debt by converting them
from fixed rate instruments to variable rate instruments. No ineffective portion was recorded to earnings during 2009 or 2008.

The following is a summary of our fair value hedges at September 30, 2009:
 

Debt Instrument and Maturity   

Year
Designated
As Hedge   

Notional
Amount   

Net
Fair

Value   

Weighted
Average
Interest

Rate Paid  

Interest
Rate 

Received  Basis
Senior Notes due 2012   2009  $ 475  $ 2  3.87%  5.50%  Libor
Senior Notes due 2013   2009   400   —    3.73%  5.65%  Libor
Senior Notes due 2014   2009   500   11  5.40%  8.25%  Libor

              

Total     $1,375  $ 13    
              

Cash Flow Hedges

We have a pay fixed/receive variable interest rate swap with a notional amount of $150 and a net liability fair value of $1 and $2 at September 30,
2009 and December 31, 2008, respectively, that was designated and accounted for as a cash flow hedge. This swap was structured to hedge the
LIBOR interest rate of the floating Senior Notes due 2009 by converting it from a variable rate instrument to a fixed rate instrument. No ineffective
portion was recorded to earnings for the nine months ended September 30, 2009, and all components of the derivative gain or loss were included
in the assessment of hedged effectiveness.

Terminated Swaps

There were no swaps terminated during the three months ended June 30 and September 30, 2009, which were designated as fair value hedges.
During the three months ended March 31, 2009, interest rate swaps which had been designated as fair value hedges of certain debt instruments
were terminated. These terminated interest rate swaps had an aggregate notional value of $675. The associated net fair value adjustment of $(34)
to the debt instruments is being amortized as an offset to interest expense over the remaining term of the related notes.

(2) Foreign Exchange Risk Management

Xerox is a global company that is exposed to foreign currency exchange rate fluctuations in the normal course of its business. As a part of our
foreign exchange risk management strategy, we use derivative instruments, primarily forward contracts, to hedge certain foreign currency
exposures thereby reducing volatility of earnings or protecting fair values of assets and liabilities. Xerox does not use derivative contracts for
speculative purposes.

Foreign Currency Denominated Assets and Liabilities

We generally utilize forward foreign exchange contracts to hedge these exposures. Changes in the value of these currency derivatives are
recorded in Currency losses, net together with the offsetting foreign exchange gains and losses on the underlying assets and liabilities.

Forecasted Purchases and Sales in Foreign Currency

We generally utilize forward foreign exchange contracts to hedge these anticipated transactions. These contracts generally mature in six months or
less. Some of these contracts are designated as cash flow hedges.
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Summary of Foreign Exchange Hedging Positions

At September 30, 2009, we had outstanding forward foreign exchange contracts with gross notional values of $1,482, which is reflective of the
amounts that are normally outstanding at any point during the year. The following is a summary of the primary hedging positions and
corresponding fair values held as of September 30, 2009:
 

Currency Hedged (Buy/Sell)   

Gross
Notional

Value   

Fair Value
Asset

(Liability)  
U.K. Pound Sterling/Euro   $ 468  $ (21) 
Euro/U.S. Dollar    24   1  
U.S. Dollar/Euro    87   (3) 
Swedish Kronor/Euro    117   3  
Swiss Franc/Euro    193   (2) 
Japanese Yen/U.S. Dollar    147   6  
Japanese Yen/Euro    122   1  
Euro/U.K. Pound Sterling    19   —    
U.S. Dollar/Canadian Dollar    15   —    
Canadian Dollar/Euro    162   4  
All other    128   —    

        
 

Total   $  1,482  $ (11) 
        

 

 
(1) Represents the net receivable (payable) amount included in the Condensed Consolidated Balance Sheet at September 30, 2009.

Foreign Currency Cash Flow Hedges

We designate a portion of our foreign currency derivative contracts as cash flow hedges. These contracts hedge our foreign currency denominated
inventory purchases and sales. Changes in fair value for these contracts were reported in Accumulated other comprehensive loss and reclassified
to Cost of sales and Revenue in the period or periods during which the related inventory was sold to a third party. No amount of ineffectiveness
was recorded in the Condensed Consolidated Statements of Income for these designated cash flow hedges and all components of each
derivative’s gain or loss was included in the assessment of hedge effectiveness. The net asset (liability) fair value of these contracts was $1 and
$(1) as of September 30, 2009 and December 31, 2008, respectively.
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Summary of Derivative Instruments Fair Value

The following table provides a summary of the fair value amounts of our derivative instruments:
 

Designation of Derivatives   Balance Sheet Location   
September 30,

2009   
December 31,

2008  
Derivatives Designated as Hedging Instruments   Other current assets:     

  
Foreign exchange contracts —
forwards   $ 3  $ —    

  Other long-term assets:     
  Interest rate contracts    13   53  
          

 

  Total Assets   $ 16  $ 53  
          

 

  Other current liabilities:     
  Interest rate contracts   $ 1  $ 2  

  
Foreign exchange contracts —
forwards    2   1  

          
 

  Total Liabilities   $ 3  $ 3  
          

 

Derivatives NOT Designated as Hedging
Instruments   Other current assets:     

  
Foreign exchange contracts —
forwards   $ 15  $ 39  

          

 

  Other current liabilities:     

  
Foreign exchange contracts —
forwards   $ 27  $ 131  

          

 

  Total Derivative Assets   $ 31  $ 92  
  Total Derivative Liabilities    30   134  
          

 

  Total Net Derivative Asset (Liability)   $ 1  $ (42) 
          

 

Summary of Derivative Instruments Gains (Losses)

The following tables provide a summary of gains (losses) on derivative instruments:
 

Derivatives in Fair Value
Hedging Relationships

  Location of Gain (Loss)
Recognized In Income

  

Derivative Gain (Loss)
Recognized in Income

Three Months
Ended September 30,   

Hedged Item Gain (Loss)
Recognized in Income

Three Months
Ended September 30,  

    2009   2008   2009   2008  
Interest rate contracts   Interest expense   $ 16   $ 38  $ (16)  $ (38) 

Derivatives in Fair Value
Hedging Relationships

  Location of Gain (Loss)
Recognized In Income

  

Derivative Gain (Loss)
Recognized in Income

Nine Months
Ended September 30,   

Hedged Item Gain (Loss)
Recognized in Income

Nine Months
Ended September 30,  

    2009   2008   2009   2008  
Interest rate contracts   Interest expense   $ (6)  $ 45  $ 6   $ (45) 
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Derivatives in Cash Flow
Hedging Relationships

  

Derivative Gain (Loss)
Recognized in OCI
(Effective Portion)

Three Months
Ended September 30,   

Location of Derivative
Gain (Loss)
Reclassified

from AOCI into Income
(Effective Portion)

  

Gain (Loss) Reclassified
from AOCI to Income 

(Effective Portion)
Three Months

Ended September 30,
  2009   2008     2009   2008

Interest rate contracts   $   1   $ —    Interest expense   $ —     $ —  
Foreign exchange contracts – forwards    9    2  Cost of sales    (2)   —  

    
 

         
 

   

Total Cash Flow Hedges   $ 10   $ 2    $ (2)  $ —  
    

 

         

 

   

Derivatives in Cash Flow
Hedging Relationships

  

Derivative Gain (Loss)
Recognized in OCI
(Effective Portion)

Nine Months
Ended September 30,   

Location of Derivative
Gain (Loss)
Reclassified

from AOCI into Income
(Effective Portion)

  

Gain (Loss) Reclassified
from AOCI to Income

(Effective Portion)
Nine Months

Ended September 30,
  2009   2008     2009   2008

Interest rate contracts   $ (1)  $ —    Interest expense   $ —     $ —  
Foreign exchange contracts – forwards    (1)   2  Cost of sales    1    —  

    
 

         
 

   

Total Cash Flow Hedges   $ (2)  $ 2    $ 1   $ —  
    

 

         

 

   

No amounts of ineffectiveness were recorded in the Condensed Consolidated Statements of Income for these designated cash flow hedges and all
components of each derivative’s gain or loss were included in the assessment of hedge effectiveness.

The following tables provide a summary of gains (losses) on non-designated derivative instruments. Non-designated derivative instruments are
primarily instruments used to hedge foreign currency denominated assets and liabilities. They are not designated as hedges since there is a
natural offset for the re-measurement of the underlying foreign currency denominated asset or liability.
 

Derivatives NOT Designated as
Hedging Instruments

  
Location of Derivative Gain (Loss)

  
Three Months

Ended September 30,  
    2009   2008  

Foreign exchange contracts – forwards   Other expenses - Currency, net   $ (12)  $ 8  
Foreign exchange contracts – options   Other expenses - Currency, net    —      1  

      
 

   
 

  Total Non-Designated Derivatives   $ (12)  $ 9  
      

 

   

 

Derivatives NOT Designated as
Hedging Instruments

  
Location of Derivative Gain (Loss)

  
Nine Months

Ended September 30,  
    2009   2008  

Foreign exchange contracts – forwards   Other expenses - Currency, net   $ 33   $ (26) 
Foreign exchange contracts – options   Other expenses - Currency, net    —      (1) 

      
 

   
 

  Total Non-Designated Derivatives   $ 33   $ (27) 
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During the three months ended September 30, 2009 and 2008, we recorded Currency losses, net of $5 and $9, respectively. During the nine
months ended September 30, 2009 and 2008, we recorded Currency losses, net of $26 and $30, respectively. Currency losses, net includes the
mark-to-market of the derivatives not designated as hedging instruments and the related cost of those derivatives as well as the re-measurement
of foreign currency denominated assets and liabilities.

Fair Value of Financial Assets and Liabilities

The following tables represent our assets and liabilities measured at fair value on a recurring basis and the basis for that measurement:
 

   

Total
Fair Value

Measurement
September 30, 2009  

Quoted Prices in
Active Markets for

Identical Asset
(Level 1)   

Significant Other
Observable Inputs

(Level 2)   

Significant
Unobservable Inputs

(Level 3)
Derivative Assets   $ 31  $ —    $ 31  $ —  

                

Derivative Liabilities   $ 30  $ —    $ 30  $ —  
                

   

Total
Fair Value

Measurement
December 31, 2008   

Quoted Prices in
Active Markets for

Identical Asset
(Level 1)   

Significant Other
Observable Inputs

(Level 2)   

Significant
Unobservable Inputs

(Level 3)
Derivative Assets   $ 92  $ —    $ 92  $ —  

                

Derivative Liabilities   $ 134  $ —    $ 134  $ —  
                

We utilize the income approach to measure fair value for our derivative assets and liabilities. The income approach uses pricing models that rely on
market observable inputs such as yield curves, currency exchange rates and forward prices, and therefore are classified as level 2.

Summary of Other Assets & Liabilities Not Measured at Fair Value on a Recurring Basis

The estimated fair values of our other financial assets and liabilities not measured at fair value on a recurring basis were as follows:
 
   September 30, 2009   December 31, 2008

   
Carrying
Amount   

Fair
Value   

Carrying
Amount   

Fair
Value

Cash and cash equivalents   $ 1,159  $ 1,159  $  1,229  $  1,229
Accounts receivable, net    1,863   1,863   2,184   2,184
Short-term debt    1,149   1,167   1,610   1,593
Long-term debt    6,297   6,478   6,774   5,918
Liability to subsidiary trust issuing preferred securities    649   643   648   555
 

19



Table of Contents

The fair value amounts for Cash and cash equivalents and Accounts receivable, net approximate carrying amounts due to the short maturities of
these instruments. The fair value of Short and Long-term debt, as well as our Liability to subsidiary trust issuing preferred securities, was estimated
based on quoted market prices for publicly traded securities or on the current rates offered to us for debt of similar maturities. The difference
between the fair value and the carrying value represents the theoretical net premium or discount we would pay or receive to retire all debt at such
date.

Note 11 – Employee Benefit Plans

The components of Net periodic benefit cost and other amounts recognized in Other comprehensive income were as follows:
 

   
Three Months

Ended September 30,   
Nine Months

Ended September 30,  

   
Pension
Benefits   

Retiree
Health   

Pension
Benefits   

Retiree
Health  

   2009   2008   2009   2008   2009   2008   2009   2008  
Net periodic benefit cost:          
Service cost   $ 44   $ 53   $ 1   $ 4   $ 129   $ 160   $ 5   $ 12  
Interest cost    128    142    15    22    371    430    46    67  
Expected return on plan assets    (132)   (164)   —      —      (382)   (495)   —      —    
Recognized net actuarial loss    6    9    —      —      18    28    —      1  
Amortization of prior service credit    (5)   (4)   (10)   (3)   (16)   (14)   (31)   (9) 
Recognized settlement loss    27    6    —      —      55    17    —      —    

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Net periodic benefit cost    68    42    6    23    175    126    20    71  
    

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

Other changes in plan assets and benefit obligations recognized in
Other comprehensive income:          

Amortization of net prior service credit    5    5    10    3    16    15    31    9  
Amortization of net actuarial losses    (33)   (15)   —      —      (73)   (45)   —      (1) 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Total recognized in Other comprehensive income    (28)   (10)   10    3    (57)   (30)   31    8  
    

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

Total recognized in Net periodic benefit cost and Other
comprehensive income   $ 40   $ 32   $ 16   $ 26   $ 118   $ 96   $ 51   $ 79  

    

 

   

 

   

 

   

 

   

 

   

 

   

 

   

 

 
(1) Amount represents the pre-tax effect included within Other comprehensive income. The amount, net of tax, is included within Note 12, Shareholders’ Equity.

During the nine months ended September 30, 2009, we made contributions of $97 and $82 to our pension plans and our other post-retirement
benefit plans, respectively. We presently anticipate contributing an additional $21 to our pension plans and $27 to our other post-retirement benefit
plans in 2009 for a total of $118 for pension plans and $109 for other post-retirement benefit plans.
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Note 12 – Shareholders’ Equity
 

(in millions,
except share data in thousands)   

Common
Stock

Amount   

Additional
Paid-In
Capital   

Treasury
Stock

Amount   
Retained
Earnings    AOCL     

Xerox
Shareholders

Equity   

Non-
controlling
Interests   

Total
Equity  

Balance at December 31, 2008   $ 866   $ 2,447    —     $ 5,341   $ (2,416)  $ 6,238   $ 120   $  6,358  
    

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

Net income    —      —      —      305    —      305    20    325  
Translation adjustments    —      —      —      —      590    590    —      590  
Changes in defined benefit plans    —      —      —      —      (140)   (140)   —      (140) 
Other unrealized losses, net    —     —     —      —     (1)   (1)   —     (1) 

         
 

   
 

   
 

Comprehensive Income        $ 754   $ 20   $ 774  
         

 
   

 
   

 

Cash dividends declared-common
stock ($0.0425 per share per quarter)    —      —      —      (114)   —      (114)   —      (114) 
Stock option and incentive plans, net    4   37    —      —      —      41    —      41  
Tax loss on stock option and incentive plans,

net    —      (21)   —      —      —      (21)   —      (21) 
Distributions to noncontrolling interests    —      —      —      —      —      —      (7)   (7) 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Balance at September 30, 2009   $ 870   $ 2,463   $ —     $ 5,532   $ (1,967)  $ 6,898   $ 133   $ 7,031  
    

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

Balance at December 31, 2007   $ 920   $ 3,176   $ (31)  $ 5,288   $ (765)  $ 8,588   $ 103   $ 8,691  
    

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

Net income    —      —      —      229    —      229    27    256  
Translation adjustments    —      —      —      —      (453)   (453)   (1)   (454) 
Changes in defined benefit plans    —      —      —      —      35    35    —      35  

         
 

   
 

   
 

Comprehensive (Loss) Income        $ (189)  $ 26   $ (163) 
         

 
   

 
   

 

Cumulative affect of change in accounting
principles    —      —      —      (25)   5   (20)   —      (20) 

Cash dividends declared-common
stock ($0.0425 per share per quarter)    —      —      —      (114)   —      (114)   —      (114) 
Stock option and incentive plans, net    4   36    —      —      —      40    —      40  
Payments to acquire treasury stock    —      1    (804)   —      —      (803)   —      (803) 
Cancellation of treasury stock    (51)   (693)   744    —      —      —      —      —    
Distributions to noncontrolling interests    —      —      —      —      —      —      (11)   (11) 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Balance at September 30, 2008   $ 873   $ 2,520   $ (91)  $ 5,378   $ (1,178)  $ 7,502   $ 118   $ 7,620  
    

 

   

 

   

 

   

 

   

 

   

 

   

 

   

 

 
(1) Refer to the “Accumulated Other Comprehensive Loss (AOCL)” section for additional information.
(2) Refer to Note 11, Employee Benefit Plans for additional information.
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Comprehensive Income

Comprehensive income for the three and nine months ended September 30, 2009 and 2008 is as follows:
 

   
Three Months

Ended September 30,   
Nine Months

Ended September 30,  
   2009   2008   2009   2008  
Net income attributable to Xerox   $ 123  $ 258   $ 305   $ 229  
Translation adjustments    138   (664)   590    (453) 
Changes in defined benefit plans    16   54    (140)   35  
Other unrealized gains (losses), net    8   —      (1)   —    

        
 

   
 

   
 

Comprehensive Income (Loss) - Xerox    285   (352)   754    (189) 
Net income attributable to noncontrolling interests    6   9    20    27  
Translation adjustments - noncontrolling interests    —     (1)   —      (1) 

        
 

   
 

   
 

Comprehensive income - noncontrolling interests    6   8    20    26  
        

 
   

 
   

 

Total Comprehensive Income (Loss)   $ 291  $ (344)  $ 774   $ (163) 
        

 

   

 

   

 

 
(1) 2009 Includes currency gains (losses) of $17 and $(83), our share of Fuji Xerox of $(12) and $(43) and other plan asset changes for the three and nine months ended September 30,

2009, respectively. 2008 includes currency impacts of $60 and $57 for the three and nine months ended September 30, 2008, respectively, as well as our share of Fuji Xerox of $(11)
and $(37) for the three and nine months ended September 30, 2008, respectively.

Accumulated Other Comprehensive Loss (“AOCL”)

AOCL is composed of the following as of September 30, 2009 and December 31, 2008, respectively:
 

   
September 30,

2009   
December 31,

2008  
Cumulative translation adjustments   $ (805)  $ (1,395) 
Benefit plans net actuarial losses and prior service credits (includes our share of Fuji Xerox)    (1,161)   (1,021) 
Other unrealized loss, net    (1)   —    

    
 

   
 

Total Accumulated Other Comprehensive Loss   $ (1,967)  $ (2,416) 
    

 

   

 

Treasury Stock

We did not purchase any common stock during the nine months ended September 30, 2009 under our stock repurchase programs as described in
our 2008 Annual Report. From inception in October 2005 through September 30, 2009, we have repurchased a cumulative total of 194.1 million
shares at a cost of $2,945 (including associated fees of $4) under these stock repurchase programs.
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Note 13 – Earnings per Share

The following table sets forth the computation of basic and diluted earnings per share of common stock (shares in thousands):
 

   
Three Months

Ended September 30,   
Nine Months

Ended September 30,
   2009   2008   2009   2008
Basic Earnings per Share:         
Net income attributable to Xerox   $ 123  $ 258  $ 305  $ 229

                

Weighted average common shares outstanding    871,304   870,849   869,544   891,032
                

Basic Earnings per Share   $ 0.14  $ 0.30  $ 0.35  $ 0.26
                

Diluted Earnings per Share:         
Net income attributable to Xerox   $ 123  $ 258  $ 305  $ 229
Interest on Convertible securities, net    —     —     —     —  

                

Adjusted Net income available to common shareholders   $ 123  $ 258  $ 305  $ 229
                

Weighted average common shares outstanding    871,304   870,849   869,544   891,032
Common shares issuable with respect to:         

Stock options    708   4,631   425   5,179
Restricted stock and performance shares    8,769   9,410   5,188   6,192
Convertible securities    1,992   1,992   —     —  

                

Adjusted weighted average common shares outstanding    882,773   886,882   875,157   902,403
                

Diluted Earnings per Share   $ 0.14  $ 0.29  $ 0.35  $ 0.25
                

Dividends per Common Share   $ 0.0425  $ 0.0425  $ 0.1275  $ 0.1275
                

The computation of diluted earnings per share for the three and nine months ended September 30, 2009 did not include the effects of
approximately 35 million shares and 49 milion shares, respectively, because to do so would have been anti-dilutive. Similarly, the 2008
computation did not include the effects of approximately 30 million shares and 22 million shares, respectively.

Note 14 – Contingencies

Brazil Tax and Labor Contingencies

Our Brazilian operations are involved in various litigation matters and have received or been the subject of numerous governmental assessments
related to indirect and other taxes as well as disputes associated with former employees and contract labor. The tax matters, which comprise a
significant portion of the total contingencies, principally relate to claims for taxes on the internal transfer of inventory, municipal service taxes on
rentals and gross revenue taxes. We are disputing these tax matters and intend to vigorously defend our position. Based on the opinion of legal
counsel and current reserves for those matters deemed probable of loss, we do not believe that the ultimate resolution of these matters will
materially impact our results of operations, financial position or cash flows. The labor matters principally relate to claims made by former
employees and contract labor for the equivalent payment of all social security and other related labor benefits, as well as consequential tax claims,
as if they were regular employees. As of September 30, 2009, the total amounts related to the unreserved portion of the tax and labor
contingencies, inclusive of any related interest, amounted to approximately $1,184 with the increase from December 31, 2008 balance of
approximately $839 primarily related to change in foreign currency exchange rate. In connection with the above proceedings, customary local
regulations may require us to make escrow cash deposits or post other security of up to half of the total amount in dispute. As of September 30,
2009 we had $230 of escrow cash deposits for matters we are disputing and there are liens on certain Brazilian assets with a net book value of
$21 and additional letters of credit of approximately $136. Generally, any escrowed amounts would be refundable and any liens would be removed
to the extent the matters are resolved in our favor. We routinely assess all these matters as to probability of ultimately incurring a liability against
our Brazilian operations and record our best estimate of the ultimate loss in situations where we assess the likelihood of an ultimate loss as
probable.
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Legal Matters

As more fully discussed below, we are involved in a variety of claims, lawsuits, investigations and proceedings concerning securities law,
intellectual property law, environmental law, employment law and the Employee Retirement Income Security Act (“ERISA”). We determine whether
an estimated loss from a contingency should be accrued by assessing whether a loss is deemed probable and can be reasonably estimated. We
assess our potential liability by analyzing our litigation and regulatory matters using available information. We develop our views on estimated
losses in consultation with outside counsel handling our defense in these matters, which involves an analysis of potential results, assuming a
combination of litigation and settlement strategies. Should developments in any of these matters cause a change in our determination as to an
unfavorable outcome and result in the need to recognize a material accrual, or should any of these matters result in a final adverse judgment or be
settled for significant amounts, they could have a material adverse effect on our results of operations, cash flows and financial position in the
period or periods in which such change in determination, judgment or settlement occurs.

Litigation Against the Company

In re Xerox Corporation Securities Litigation: A consolidated securities law action (consisting of 17 cases) is pending in the United States
District Court for the District of Connecticut. Defendants are the Company, Barry Romeril, Paul Allaire and G. Richard Thoman. The consolidated
action is a class action on behalf of all persons and entities who purchased Xerox Corporation common stock during the period October 22, 1998
through October 7, 1999 inclusive (“Class Period”) and who suffered a loss as a result of misrepresentations or omissions by Defendants as
alleged by Plaintiffs (the “Class”). The Class alleges that in violation of Section 10(b) and/or 20(a) of the Securities Exchange Act of 1934, as
amended (“1934 Act”), and SEC Rule 10b-5 thereunder, each of the defendants is liable as a participant in a fraudulent scheme and course of
business that operated as a fraud or deceit on purchasers of the Company’s common stock during the Class Period by disseminating materially
false and misleading statements and/or concealing material facts relating to the defendants’ alleged failure to disclose the material negative impact
that the April 1998 restructuring had on the Company’s operations and revenues. The complaint further alleges that the alleged scheme:
(i) deceived the investing public regarding the economic capabilities, sales proficiencies, growth, operations and the intrinsic value of the
Company’s common stock; (ii) allowed several corporate insiders, such as the named individual defendants, to sell shares of privately held
common stock of the Company while in possession of materially adverse, non-public information; and (iii) caused the individual plaintiffs and the
other members of the purported class to purchase common stock of the Company at inflated prices. The complaint seeks unspecified
compensatory damages in favor of the plaintiffs and the other members of the purported class against all defendants, jointly and severally, for all
damages sustained as a result of defendants’ alleged wrongdoing, including interest thereon, together with reasonable costs and expenses
incurred in the action, including counsel fees and expert fees. In 2001, the Court denied the defendants’ motion for dismissal of the complaint. The
plaintiffs’ motion for class certification was denied by the Court in 2006, without prejudice to refiling. In February 2007, the Court granted the motion
of the International Brotherhood of Electrical Workers Welfare Fund of Local Union No. 164, Robert W. Roten, Robert Agius (“Agius”) and Georgia
Stanley to appoint them as additional lead plaintiffs. In July 2007, the Court denied plaintiffs’ renewed motion for class certification, without
prejudice to renewal after the Court holds a pre-filing conference to identify factual disputes the Court will be required to resolve in ruling on the
motion. After that conference and Agius’s withdrawal as lead plaintiff and proposed class representative, in February 2008 plaintiffs filed a second
renewed motion for class certification. In April 2008, defendants filed their response and motion to disqualify Milberg LLP as a lead counsel. On
September 30, 2008, the Court entered an order certifying the class and denying the appointment of Milberg LLP as class counsel. Subsequently,
on April 9, 2009, the Court denied defendants’ motion to disqualify Milberg LLP. The parties have filed motions to exclude certain expert testimony.
On November 6, 2008, the defendants filed a motion for summary judgment. Briefing with respect to each of these motions is complete. On
April 22, 2009, the Court denied plaintiffs’ motions to exclude the testimony of two of defendants’ experts. The Court has not yet rendered
decisions regarding the other pending motions. The individual defendants and we deny any wrongdoing and are vigorously defending the action. In
the course of litigation, we periodically engage in discussions with plaintiffs’ counsel for possible resolution of this matter. Should developments
cause a change in our determination as to an unfavorable outcome, or result in a final adverse judgment or a settlement for a significant amount,
there could be a material adverse effect on our results of operations, cash flows and financial position in the period in which such change in
determination, judgment or settlement occurs.
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Arbitration between MPI Technologies, Inc. and MPI Tech S.A. and Xerox Canada Ltd. and Xerox Corporation: In an arbitration proceeding
the hearing of which commenced in January 2005, MPI Technologies, Inc. and MPI Tech S.A. (collectively “MPI”) sought damages from the
Company and Xerox Canada Ltd. (“XCL”) for royalties owed under a license agreement between MPI and XCL (the “Agreement”) and breach of
fiduciary duty, breach of confidence, equitable royalties and punitive damages and disgorgement of profits and injunctive relief with respect to a
claim of copyright infringement. In September 2005, the arbitration panel rendered its decision, holding in part that the Agreement had been
assigned to Xerox and that no punitive damages should be granted, and awarded MPI approximately $89, plus interest thereon. In
December 2005, the arbitration panel rendered its decision on the applicable rate of pre-judgment interest resulting in an award of $13 for pre and
post-judgment interest. In 2006, Xerox’s application for judicial review of the award, seeking to have the award set aside in its entirety, was denied
by the Ontario Superior Court in Toronto and Xerox released all monies and software it had placed in escrow. In January 2007, Xerox and XCL
served an arbitration claim against MPI seeking a declaratory award concerning the preclusive effect of the remedy awarded by the prior arbitration
panel. In March 2007, MPI delivered to Xerox a statement of defense and counterclaim in response to Xerox’s arbitration claim. MPI claims
entitlement to an unspecified amount of damages for royalties. In addition, MPI claims damages of $50 for alleged “misuse” of its licensed software
by Xerox after December 2006. MPI also claims entitlement to unspecified amounts of pre and post-judgment interest and its costs of the
arbitration. A panel of three arbitrators has been appointed to hear the dispute. The panel heard oral arguments relating to preliminary dispositive
motions on May 20-21, 2008. The panel’s decision was released on August 28, 2008, in which the panel determined that MPI is precluded from
advancing certain claims to royalties in respect of Xerox’s Version 8 software and its derivatives, but that certain other claims being advanced by
MPI are not precluded. The parties entered into a settlement agreement effective September 16, 2009 covering all claims and counterclaims in the
arbitration. The terms of the settlement agreement are not material to Xerox.

Merger Agreement Between Xerox and Affiliated Computer Services, Inc.: In late September and early October 2009, nine purported class
action complaints were filed by Affiliated Computer Services, Inc. (“ACS”) shareholders challenging ACS’s proposed merger with Xerox. (See Note
4-Acquisitions.) Two actions filed in state court in Delaware were subsequently consolidated into one action. Seven actions were filed in state
courts in Texas. The complaints in all actions name as defendants ACS and/or various members of ACS’s board of directors and Xerox
Corporation. The complaints in six of the actions also name Boulder Acquisition Corp., a wholly owned subsidiary of Xerox, as a defendant. The
plaintiffs generally allege that (i) the members of ACS’s board of directors breached their fiduciary duties to ACS and its shareholders by
authorizing the sale of ACS to Xerox for what plaintiffs deem inadequate consideration; (ii) ACS breached and/or aided and abetted the other
defendants’ alleged breaches of fiduciary duties; and (iii) Xerox and Boulder Acquisition Corp. aided and abetted the alleged breaches of fiduciary
duties by ACS and its directors. The plaintiffs seek, among other things, to enjoin the defendants from consummating the merger on the agreed-
upon terms, and unspecified compensatory damages, together with the costs and disbursements of the action. The plaintiffs in the Consolidated
Delaware action, now captioned In re ACS Shareholder Litigation, have filed a motion for class certification. Certain of the Texas plaintiffs have
moved to transfer, consolidate and coordinate all of the actions pending in Texas. We deny any wrongdoing and are vigorously defending all of the
actions.

Other Matters

It is our policy to promptly and carefully investigate, often with the assistance of outside advisers, allegations of impropriety that may come to our
attention. If the allegations are substantiated, appropriate prompt remedial action is taken. When and where appropriate, we report such matters to
the U.S. Department of Justice and to the SEC, and/or make public disclosure.
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India

We became aware of a number of matters at our Indian subsidiary, Xerox India Ltd. (formerly Xerox Modicorp Ltd.), much of which occurred over
several years before we obtained majority ownership of these operations in mid-1999. These matters include misappropriations of funds and
payments to other companies that may have been inaccurately recorded on the subsidiary’s books and certain alleged improper payments in
connection with sales to government customers. These transactions were not material to the Company’s financial statements. In 2002, we reported
these transactions to the Indian authorities, the U.S. Department of Justice (“DOJ”) and to the SEC. In 2005, the private Indian investigator
engaged by the Indian Ministry of Corporate Affairs (“MCA”) completed an investigation of these matters and issued a report (“Report”). The Report
addresses the previously disclosed misappropriation of funds and alleged improper payments and includes allegations that Xerox India Ltd.’s
senior officials and the Company were aware of such activities. The Report also asserts the need for further investigation into potential criminal
acts related to the improper activities addressed by the Report. There is the possibility of fines and/or criminal penalties if conclusive proof of
wrongdoing is found. The Company has made a copy of the Report available to the DOJ and the SEC. Xerox India Ltd. has asserted that the
alleged violations of Indian Company Law by means of alleged improper payments and alleged defaults/failures of the Xerox India Ltd. board of
directors are generally unsubstantiated and without any basis in law and that the Report’s findings of other alleged violations are also
unsubstantiated and unproven. In January 2006, the MCA issued a “Show Cause Notice” to certain former executives of Xerox India Ltd., seeking
a response to allegations of potential violations of the Indian Companies Act. In February 2009, the MCA issued “Show Cause Notices” to certain
individuals who served as directors of Xerox India Ltd. during 1999 to 2002, seeking a response to allegations of potential violations of the Indian
Companies Act. These matters are now pending in the MCA.

In March 2006, Xerox India Ltd. received a formal Notice of Enquiry from the Indian Monopolies & Restrictive Trade Practices Commission
(“MRTPC”) alleging that Xerox India Ltd. committed unfair trading practices arising from the events described in the Report. In a series of filings
and hearings, Xerox India Ltd. has contested the Notice of Enquiry, arguing that it is not maintainable under the MRTPC’s jurisdiction, and has
been fully cooperating with the authorities.

Note 15 – Subsequent Events

We have performed an evaluation of subsequent events through October 22, 2009, which is the date the financial statements were issued.
 
ITEM 2 MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF

OPERATIONS

The following Management’s Discussion and Analysis (“MD&A”) is intended to help the reader understand the results of operations and financial
condition of Xerox Corporation. MD&A is provided as a supplement to, and should be read in conjunction with, our consolidated financial
statements and the accompanying notes.

Throughout this document, references to “we,” “our,” the “Company,” and “Xerox” refer to Xerox Corporation and its subsidiaries. References to
“Xerox Corporation” refer to the stand-alone parent company and do not include its subsidiaries.

To understand the trends in the business, we believe that it is helpful to analyze the impact of changes in the translation of foreign currencies into
U.S. dollars on revenue and expenses. We refer to this analysis as “currency impact” or “the impact from currency.” This includes translating the
most recent financial results of operations using foreign currency of the earliest period presented. Currencies for our developing market countries
(Latin America, Brazil, the Middle East, India, Eurasia and Central-Eastern Europe) are reflected at actual exchange rates for all periods presented,
since these countries generally have volatile currency and inflationary environments, and our operations in these countries have historically
implemented pricing actions to recover the impact of inflation and devaluation. We do not hedge the translation effect of revenues or expenses
denominated in currencies where the local currency is the functional currency.
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Overview

Results for the three and nine months ended September 30, 2009 largely reflect the continued effects of the worldwide economic downturn. The
overall slowdown in business activity has reduced print volumes, especially in heavily document-driven processes, and our customers, in an effort
to manage costs, are delaying spending on technology upgrades until there are stronger signs of economic improvement. The weak economies in
developing markets, like Russia and Eurasia, where access to credit is still quite limited, has impacted our revenues. Total revenue of $3,675
million and $10,960 million for the three and nine months ended September 30, 2009 declined by 16% and 17%, respectively, from the prior year
comparable periods including unfavorable impacts from currency of 2% and 4%, respectively. Equipment sales revenue of $802 million and $2,400
million for the three and nine months ended September 30, 2009 decreased by 29% in each period from the prior year comparable periods
reflecting the continued industry-wide slowdown in technology spending. Post-sale revenue of $2,873 million and $8,560 million for the three and
nine months ended September 30, 2009 was down 11% and 13%, respectively, from the prior year comparable periods reflecting lower supplies
revenue as distributors continued to hold lower inventory levels and businesses implemented their own cost-cutting measures.

The benefits from restructuring and operational improvements are helping to relieve pressure from the revenue declines. Gross margins of 39.8%
and 39.6%, respectively, for the three and nine months ended September 30, 2009 increased 0.6-percentage points and 0.3-percentage points,
respectively, from the prior year comparable periods despite the continued effect of higher product costs due to transaction currency. Selling,
administrative and general (“SAG”) expenses for the three and nine months ended September 30, 2009 declined $131 million and $408 million,
respectively, from the prior year comparable periods reflecting favorable currency and the benefits from restructuring and operational
improvements.

Cash flow from operations was $1,241 million for the nine months ended September 30, 2009, and cash used in investing activities of $274 million
included $145 million for GIS’s acquisition of ComDoc in the first quarter of 2009. Total Debt at September 30, 2009 was down $938 million from
December 31, 2008.

Summary Results

Revenue
 

     
Three Months

Ended September 30,   
Nine Months

Ended September 30,  
(in millions)     2009   2008   Change  2009   2008   Change 
Equipment sales     $ 802   $ 1,125   (29)%  $ 2,400   $ 3,383   (29)% 
Post sale revenue      2,873    3,245   (11)%   8,560    9,855   (13)% 

      
 

   
 

    
 

   
 

 

Total Revenue     $  3,675   $  4,370   (16)%  $  10,960   $  13,238   (17)% 
      

 

   

 

    

 

   

 

 

Reconciliation to Condensed Consolidated Statements of Income:    

Sales     $ 1,555   $ 2,047    $ 4,651   $ 6,179   
Less: Supplies, paper and other sales      (753)   (922)    (2,251)   (2,796)  

      
 

   
 

    
 

   
 

 

Equipment Sales     $ 802   $ 1,125    $ 2,400   $ 3,383   
      

 

   

 

    

 

   

 

 

Service, outsourcing and rentals     $ 1,942   $ 2,126    $ 5,773   $ 6,446   
Finance income      178    197     536    613   
Add: Supplies, paper and other sales      753    922     2,251    2,796   

      
 

   
 

    
 

   
 

 

Post Sale Revenue     $ 2,873   $ 3,245    $ 8,560   $ 9,855   
      

 

   

 

    

 

   

 

 

Memo: Color     $ 1,411   $ 1,636   (14)%  $ 4,232   $ 4,938   (14)% 
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Third quarter 2009 total revenues decreased 16% compared to the third quarter 2008. Worldwide economic weakness continues to negatively
impact our major market segments, and currency had a 2-percentage point negative impact on total revenues in the quarter. Total revenues
included the following:
 

 •  11% decrease in post sale revenue, with a 2-percentage point negative impact from currency. The components of post sale revenue
decreased as follows:

 
- 9% decrease in service, outsourcing and rentals revenue to $1,942 million reflecting declines in technical service and outsourcing

revenue primarily due to currency which had a 3-percentage point negative impact, and a decline in pages. Total digital pages declined
6%, while color pages increased by 7%.

 - Supplies, paper and other sales of $753 million decreased 18% year-over-year, with a 1-percentage point negative impact from
currency. Declines were driven by lower channel supplies purchases, most notably within developing markets and lower paper sales.

 

 
•  29% decrease in equipment sales revenue, with a 1-percentage point negative impact from currency. Overall declines in install activity were

the primary driver along with price declines of 5% to 10% across Production and Office. Approximately two-thirds of the third quarter 2009
equipment sales were generated from products launched in the past 24 months.

 

 •  14% decrease in color revenue , with a 3-percentage point negative impact from currency. Color revenue of $1,411 million comprised 42% of
total revenue in the third quarter 2009 , excluding GIS, and reflects:

 
- 6% decrease in color post sale revenue, including a 2-percentage point negative impact from currency. The decline was partially driven

by lower channel color printer supplies purchases and lower page volume. Color represented 40% of post sale revenue in the third
quarter 2009 .

 - 31% decrease in color equipment sales revenue, including a 2-percentage point negative impact from currency and lower installs driven
by the impact of the economic environment. Color sales represented 51% of equipment sales in the third quarter 2009 .

Total revenue for the nine months ended September 30, 2009 decreased 17% compared to the prior year period. Worldwide economic weakness
negatively impacted our major market segments and currency had a 4-percentage point negative impact on total revenues. Total revenues
included the following:
 

 •  13% decrease in post sale revenue, with a 5-percentage point negative impact from currency. The components of post sale revenue
decreased as follows:

 
- 10% decrease in service, outsourcing and rentals revenue to $5,773 million, reflecting declines in technical service and outsourcing

revenue primarily due to currency, which had a 5-percentage point negative impact, and a decline in pages. Total digital pages declined
5%, while color pages increased by 12%.

 
- Supplies, paper and other sales of $2,251 million decreased 19% year-over-year primarily due to currency, which had a 3-percentage

point negative impact, and declines in channel supplies purchases, including lower purchases within developing markets and lower
paper sales.

 

 •  29% decrease in equipment sales revenue, with a 3-percentage point negative impact from currency. The overall decline in install activity was
the primary driver along with price declines of approximately 5% across the Production and Office segments.

 

 
•  14% decrease in color revenue  with a 5-percentage point negative impact from currency. Color revenue of $4,232 million comprised 42% of

total revenue during the nine months ended September 30, 2009 , excluding GIS, compared to 40% during the nine months ended
September 30, 2008, reflecting:

 
- 9% decrease in color post sale revenue, including a 6-percentage point negative impact from currency. The decline was partially driven

by lower channel color printer supplies purchases. Color represented 39% of post sale revenue during the nine months ended
September 30, 2009, excluding GIS, compared to 37% in the prior year .

 
- 27% decrease in color equipment sales revenue, including a 4-percentage point negative impact from currency and lower installs driven

by the impact of the economic environment. Color sales represented 53% of equipment sales during the nine months ended
September 30, 2009, excluding GIS, compared to 50% of equipment sales during the nine months ended September 30, 2008 .
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Net Income

Third quarter 2009 net income attributable to Xerox of $123 million, or $0.14 per diluted share, included a charge of $9 million, or $0.01 per diluted
share, for our share of Fuji Xerox’s after-tax restructuring and an $8 million after-tax ($9 million pre-tax) charge or $0.01 per diluted share related to
costs associated with the acquisition of Affiliated Computer Services, Inc. announced in September.

Third quarter 2008 net income attributable to Xerox of $258 million, or $0.29 per diluted share included a benefit of $41 million, or $0.04 per diluted
share, from the settlement of certain previously unrecognized tax benefits and an after-tax restructuring of $9 million ($14 million pre-tax), or $0.01
per diluted share.

Total net income attributable to Xerox for the nine months ended September 30, 2009 of $305 million, or $0.35 per diluted share, included a $40
million charge, or $0.05 per diluted share, for our share of Fuji Xerox’s after-tax restructuring charge as well as an after-tax charge of $8 million ($9
million pre-tax), or $0.01 per diluted share, related to costs associated with the acquisition of Affiliated Computer Services, Inc. announced in
September.

Total net income attributable to Xerox for the nine months ended September 30, 2008 was $229 million, or $0.25 per diluted share, and included a
benefit of $41 million, or $0.04 per diluted share, from the settlement of certain previously unrecognized tax benefits; an after-tax charge of $491
million ($795 million pre-tax), or $0.54 per diluted share, associated with securities-related litigation matters, as well as an after-tax charge of $52
million ($77 million pre-tax), or $0.06 per diluted share, for restructuring.
 
(1) Post sale revenue is largely a function of the equipment placed at customer locations, the volume of prints and copies that our customers make on that equipment, the mix of color

pages, as well as associated services.
(2) Color revenues represent a subset of total revenues and exclude GIS revenues.
(3) For the three and nine months ended September 30, 2009, total color, color post sale, and color equipment sales revenues comprised 38%, 37% and 43%, respectively, and 39%, 37%

and 44%, respectively, if calculated on total, total post sale and total equipment sales revenues, including GIS. GIS is excluded from the color information presented, as the breakout of
the information required to make this computation for all periods is not available.
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Operations Review
 
     Three Months Ended September 30,
(in millions)     Production    Office     Other   Total

2009              
Equipment sales     $ 219    $ 545    $ 38   $ 802
Post sale revenue      873     1,525     475    2,873

                  
 

   

Total Revenues     $ 1,092    $ 2,070    $ 513   $ 3,675
                  

 

   

Segment Profit (Loss)     $ 59    $ 201    $ (71)  $ 189
                  

 

   

Operating Margin      5.4%     9.7%     (13.8)%   5.1%
                  

 

   

2008              
Equipment sales     $ 298    $ 766    $ 61   $ 1,125
Post sale revenue      974     1,680     591    3,245

                  
 

   

Total Revenues     $ 1,272    $ 2,446    $ 652   $ 4,370
                  

 

   

Segment Profit (Loss)     $ 83    $ 260    $ (46)  $ 297
                  

 

   

Operating Margin      6.5%     10.6%     (7.1)%   6.8%
                  

 

   

     Nine Months Ended September 30,
(in millions)     Production    Office     Other   Total

2009              
Equipment sales     $ 653    $ 1,634    $ 113   $ 2,400
Post sale revenue      2,587     4,573     1,400    8,560

                  
 

   

Total Revenues     $ 3,240    $ 6,207    $1,513   $10,960
                  

 

   

Segment Profit (Loss)     $ 150    $ 568    $ (227)  $ 491
                  

 

   

Operating Margin      4.6%     9.2%     (15.0)%   4.5%
                  

 

   

2008              
Equipment sales     $ 898    $ 2,297    $ 188   $ 3,383
Post sale revenue      2,982     5,122     1,751    9,855

                  
 

   

Total Revenues     $ 3,880    $ 7,419    $1,939   $13,238
                  

 

   

Segment Profit (Loss)     $ 271    $ 804    $ (102)  $ 973
                  

 

   

Operating Margin      7.0%     10.8%     (5.3)%   7.4%
                  

 

   

Note that install activity percentages include the Xerox-branded shipments to GIS. Refer to Note 3 – Segment Reporting for the reconciliation of
Segment Operating Profit to Pre-tax Income.

Production

Revenue

Third quarter 2009 Production revenue of $1,092 million decreased 14%, including a 3-percentage point negative impact from currency, reflecting:
 

 •  10% decrease in post sale revenue with a 3-percentage point negative impact from currency, as declines were driven in part by lower black-
and-white page volumes reflecting the continued weak economic environment.

 

 •  27% decrease in equipment sales revenue with a 2-percentage point negative impact from currency. The decline in revenue across most
product segments reflects lower installs driven by the continued weak economic environment.

 

 •  32% decline in installs of production color systems, as entry production color declines driven in part by product launch timing are offset by
increased installs for the Xerox 700 that was launched in 2008.

 
 •  22% decline in installs of production black-and-white systems, reflecting declines in all product segments.
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Production revenue for the nine months ended September 30, 2009 of $3,240 million decreased 16%, including a 5-percentage point negative
impact from currency, reflecting:
 

 •  13% decrease in post sale revenue with a 6-percentage point negative impact from currency, as declines were driven in part by lower black-
and-white page volumes reflecting the continued weak economic environment.

 

 •  27% decrease in equipment sales revenue, with a 4-percentage point negative impact from currency. The decline in revenue across all
product segments reflects lower installs likewise driven by the continued weak economic environment.

 
 •  13% decline in installs of production color products, as entry production color declines were partially offset by increased Xerox 700 installs.
 
 •  25% decline in installs of production black-and-white systems, reflecting declines in all product segments.

Operating Profit

Third quarter 2009 Production profit of $59 million decreased $24 million from third quarter 2008, due to lower gross profit flow-through from
revenue declines partially offset by lower RD&E and SAG as a result of continued cost actions.

Production profit for the nine months ended September 30, 2009 of $150 million decreased $121 million from the nine months ended
September 30, 2008, due to lower gross profit flow-through from revenue declines which were partially offset by lower RD&E and SAG spending as
a result of continued cost actions.

Office

Revenue

Third quarter 2009 Office revenue of $2,070 million decreased 15%, including a 1-percentage point negative impact from currency, reflecting:
 

 
•  9% decrease in post sale revenue, with a 2-percentage point negative impact from currency. Revenue declined across most product

segments and reflects lower channel supplies purchases, including purchases within developing markets, which more than offset the growth
in GIS.

 

 •  29% decrease in equipment sales revenue, with a 1-percentage point negative impact from currency. The decline in revenue across all
product segments reflects lower installs driven by the continued weak economic environment.

 

 •  31% decline in installs of color multifunction devices driven by lower overall demand, which more than offset the impact of new products
including the partial launch of ColorQube™ and the Office version of the Xerox 700 that was launched in 2008.

 

 
•  48% decline in installs of black-and-white copiers and multifunction devices, including an 88% decline in the low dollar value Segment 1

products (11-20 ppm), driven primarily by lower activity in developing markets and a 4% decrease in Segment 2-5 products (21-90 ppm).
Segment 2-5 installs include the Xerox 4505, a 95 ppm device with an embedded controller.

 
 •  41% decline in installs of color printers due to lower demand and lower sales to OEM partners.

Office revenue for the nine months ended September 30, 2009 of $6,207 million decreased 16%, including a 3-percentage point negative impact
from currency, reflecting:
 

 
•  11% decrease in post sale revenue with a 5-percentage point negative impact from currency. Revenue declined across most product

segments and reflects lower channel supplies purchases, including purchases within developing markets, which more than offset the growth
in GIS.
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 •  29% decrease in equipment sales revenue, including a 3-percentage point negative impact from currency. The decline in revenue across
most product segments reflects lower installs driven by the continued weak economic environment.

 

 •  25% decline in installs of color multifunction devices driven by lower overall demand, which more than offset the impact of new products
including the Office version of the Xerox 700 and ColorQube.

 

 
•  44% decline in installs of black-and-white copiers and multifunction devices, including an 86% decline in the low dollar value Segment 1

products (11-20 ppm), driven primarily by lower activity in developing markets, offset by a 4% increase in Segment 2-5 products (21-90 ppm).
Segment 2-5 installs include the Xerox 4595, a 95 ppm device with an embedded controller.

 
 •  35% decline in installs of color printers due to lower demand and lower sales to OEM partners and channel inventory levels.

Operating Profit

Third quarter 2009 Office profit of $201 million decreased $59 million from third quarter 2008, as revenue declines were partially offset by cost
savings resulting in improved gross margin and lower RD&E and SAG.

Office profit for the nine months ended September 30, 2009 of $568 million decreased $236 million from the nine months ended September 30,
2008, as revenue declines were partially offset by lower RD&E and SAG as a result of continued cost savings.

Other

Revenue

Third quarter 2009 Other revenue of $513 million decreased 21%, including a 2-percentage point negative impact from currency, primarily driven
by declines in revenue from paper, wide format and licensing arrangements. Paper comprised approximately half of third quarter 2009 and 2008
Other segment revenue.

Other segment revenue for the nine months ended September 30, 2009 of $1,513 million decreased 22%, including a 4-percentage point negative
impact from currency, primarily driven by declines in revenue from paper, wide format systems and licensing arrangements.

Operating Profit

Third quarter 2009 Other loss of $71 million increased $25 million from third quarter 2008, reflecting lower income from licensing arrangements,
wide format and equity income.

Other segment loss for the nine months ended September 30, 2009 of $227 million increased $125 million from the comparable 2008 period,
primarily due to lower revenue, as well as lower interest income and equity income.
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Costs, Expenses and Other Income

Gross Margin
 

   
Three Months

Ended September 30,          
Nine Months

Ended September 30,      
   2009     2008     Change     2009     2008     Change
Sales   33.7%    34.5%    (0.8) pts    33.3%    34.3%    (1.0) pts
Service, outsourcing and rentals   42.7%    41.6%    1.1 pts    42.6%    41.9%    0.7 pts
Financing income   62.4%    61.9%    0.5 pts    61.9%    61.8%    0.1 pts
Total Gross Margin   39.8%    39.2%    0.6 pts    39.6%    39.3%    0.3 pts

Third quarter 2009 total gross margin increased 0.6-percentage points compared to the third quarter 2008, driven by cost improvements enabled
by restructuring and cost actions, as well as the revenue declines from lower margin channels, which were only partially offset by the 0.8-
percentage point unfavorable impact of transaction currency. Third quarter 2009 results included a benefit of 0.3-percentage points related to a
favorable property tax adjustment in North America, and third quarter 2008 results included a benefit of 0.3-percentage points from a favorable
adjustment related to European product disposal costs.

The gross margin increased 0.3-percentage points for the nine months ended September 30, 2009 as compared to the 2008 comparable period.
The increase was primarily driven by cost improvements enabled by restructuring and our cost actions, as well as the decline of revenues from
lower margin channels partially offset by the 1.0-percentage points unfavorable impact of transaction currency. 2009 included a benefit of 0.1-
percentage points related to a favorable property tax adjustment in North America, and 2008 included a benefit of 0.1-percentage points from a
favorable adjustment related to European product disposal costs.

Sales gross margin decreased 0.8-percentage points compared to the third quarter 2008 as the 1.7-percentage point adverse impact of transaction
currency on our inventory purchases and price declines impact of 1.9-percentage points were partially offset by the positive mix of revenues and
cost improvements. Third quarter 2008 results included a favorable adjustment related to European product disposal costs.

Sales gross margin decreased 1.0-percentage points for the nine months ended September 30, 2009 as compared to the 2008 comparable period
primarily due to the adverse impact of transaction currency on our inventory purchases of 1.8-percentage points and price declines of 0.9-
percentage points. This decline was partially offset by cost improvements and the positive mix of revenues.

Service, outsourcing and rentals margin increased 1.1-percentage points compared to the third quarter 2008 primarily due to restructuring savings
and other costs actions, as well as a favorable property tax adjustment in North America. These improvements more than offset the approximate
0.7-percentage point impact of pricing declines.

Service, outsourcing and rentals margin increased 0.7-percentage points for the nine months ended September 30, 2009 as compared to the 2008
comparable period primarily due to the reduction in costs driven by our restructuring and cost actions. These cost improvements more than offset
the approximate 0.9-percentage points impact of pricing.

Research, Development and Engineering Expenses (“RD&E”)
 

   
Three Months

Ended September 30,         
Nine Months

Ended September 30,       
   2009     2008     Change    2009     2008     Change  
RD&E % Revenue    5.7%     5.2%     0.5 pts     5.6%     5.1%     0.5 pts  
R&D   $ 175    $ 196    $ (21)   $ 522    $ 570    $ (48) 
Sustaining Engineering    34     32     2     93     102     (9) 

                
 

                
 

Total RD&E   $ 209    $ 228    $ (19)   $ 615    $ 672    $ (57) 
                

 

                

 

The decrease in RD&E spending for the three and nine months ended September 30, 2009 compared to the prior year comparable periods reflects
our restructuring and cost actions which consolidated the Production and Office development and engineering infrastructure.
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We invest in technological research and development, particularly in color, software and services. We believe that our R&D spending is sufficient to
remain technologically competitive. Our R&D is strategically coordinated with Fuji Xerox.

Selling, Administrative and General Expenses (“SAG”)
 

   
Three Months

Ended September 30,          
Nine Months

Ended September 30,      
   2009     2008     Change     2009     2008     Change
SAG % Revenue   27.4%    26.0%    1.4 pts    27.6%    25.9%    1.7 pts

SAG expenses of $1,007 million in the third quarter 2009 were $131 million lower than the third quarter 2008, including a $30 million benefit from
currency. The SAG expense decrease reflected the following:
 

 •  $91 million decrease in selling expenses, reflecting favorable currency, benefits from restructuring and cost actions including reductions in
marketing spend and lower commissions.

 
 •  $54 million decrease in general and administrative expenses, reflecting favorable currency and benefits from restructuring and cost actions.
 

 
•  $14 million increase in bad debt expenses to $59 million, reflecting an increase in write-offs in North America and Europe. 2009 third quarter

bad debt expense as a percentage of revenue improved compared with the first and second quarters of 2009, and continues to remain less
than one percent of receivables.

SAG expenses of $3,024 million for the nine months ended September 30, 2009 were $408 million lower than the nine months ended
September 30, 2008, including a $164 million benefit from currency. The SAG expense decrease reflected the following:
 

 •  $311 million decrease in selling expenses, reflecting favorable currency, benefits from restructuring, an overall reduction in marketing spend
and lower commissions.

 
 •  $198 million decrease in general and administrative expenses, reflecting favorable currency and benefits from restructuring and cost actions.
 

 
•  $101 million increase in bad debt expenses to $209 million, reflecting an increase in write-offs in North America and Europe. Bad debt

expense as a percentage of revenue for the nine months ended September 30, 2009 was consistent with the fourth quarter 2008. Due to the
current economic conditions, we expect bad debt expense to continue at this higher level for the fourth quarter 2009.

Worldwide Employment

Worldwide employment of 54,100 at September 30, 2009, decreased approximately 3,000 from December 31, 2008 and 3,300 from third quarter
2008, primarily due to restructuring reductions, partially offset by additional headcount related to GIS’s acquisition of ComDoc, Inc.

Restructuring and Asset Impairment Charges

During the third quarter 2009, we recorded a net restructuring credit of $2 million. The net credit reflected $7 million of severance-related charges
for new actions and $9 million of net reversals for changes in estimated reserves from prior year initiatives. During the third quarter 2008, we
recorded restructuring charges of $14 million predominately in the U.S. related to headcount reductions of approximately 300.

During the nine months ended September 30, 2009, we recorded a net restructuring credit of $5 million. The net credit reflected $28 million of
severance-related charges for new actions and $33 million of net reversals for changes in estimated reserves from prior year initiatives. During the
nine months ended September 30, 2008, we recorded net restructuring charges of $80 million primarily related to headcount reductions of
approximately 1,500 employees predominately in North America.
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The restructuring reserve balance as of September 30, 2009, for all programs was $116 million, of which approximately $103 million is expected to
be spent over the next twelve months. Refer to Note 7, Restructuring Programs, in the Condensed Consolidated Financial Statements for
additional information regarding our restructuring programs.

Other Expenses, Net
 

     
Three Months

Ended September 30,    
Nine Months

Ended September 30,  
(in millions)     2009    2008    2009    2008  
Non-financing interest expense     $   64    $ 71    $   188    $ 190  
Interest income      (4)    (8)    (15)    (29) 
Gains on sales of businesses and assets      (6)    —       (15)    (22) 
Currency losses, net      5     9     26     30  
Amortization of intangible assets      15     14     44     40  
Litigation matters      1     —       8     802  
Acquisition related costs      9     —       9     —    
All Other expenses, net      8     1     31     11  

      
 

    
 

    
 

    
 

Total Other Expenses, Net     $ 92    $ 87    $ 276    $   1,022  
      

 

    

 

    

 

    

 

Non-financing interest expense

Third quarter 2009 Non-financing interest expense of $64 million was $7 million lower than the third quarter 2008 driven by the benefit of lower
interest rates that more than offset the impact of higher average debt balances.

Non-financing interest expense of $188 million for the nine months ended September 30, 2009 was comparable with the prior year as lower
interest rates partially offset higher average debt balances.

Interest income

Third quarter interest income of $4 million decreased $4 million, reflecting lower average cash balances and lower interest rates.

Interest income for the nine months ended September 30, 2009 was $14 million lower than the prior year reflecting lower average cash balances
and lower interest rates.

Gains on sale of businesses and assets

The gains on sales of businesses and assets for 2009 and 2008 primarily relate to the sale of Latin American facilities.

Currency losses, net

2009 currency losses of $26 million for the nine months ended September 30, 2009 were primarily due to the significant movement in exchange
rates among the U.S. Dollar, Euro and Yen in the first quarter 2009, as well as the increased cost of hedging, particularly in developing markets.
2008 currency losses of $30 million for the nine months ended September 30, 2008 were primarily due to the significant and rapid weakening of
the U.S. Dollar and Euro as compared to the Yen in the first quarter 2008, net re-measurement losses associated with our foreign currency
denominated assets and liabilities in our developing market units and the cost of hedging.

Litigation matters

2009 expense of $8 million for the nine months ended September 30, 2009 reflects probable losses from various legal matters. 2008 charges for
the nine months ended September 30, 2008 include $795 million related to provisions for the $670 million settlement of Carlson v. Xerox
Corporation (“Carlson”) and other securities-related litigation matters, net of expected insurance recoveries. On January 14, 2009, the United
States Court for the District of Connecticut entered a Final Order and Judgment approving the Carlson settlement. On April 13, 2009, the United
States District Court for the District of Connecticut (Hartford) entered an order giving its final approval to the settlement of the In Re Xerox
Corporation ERISA Litigation. The remainder of the charges in 2008 are primarily related to probable losses on various other legal matters.
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Acquisition related costs

Consistent with the new accounting guidance with respect to business combinations, acquisition related costs of approximately $9 million were
incurred and expensed during the third quarter 2009 in connection with our previously announced pending acquisition of Affiliated Computer
Services, Inc.

All Other expenses, net

Third quarter 2009 all other expenses, net increased $7 million from third quarter 2008 primarily driven by fees associated with the sale of
receivables and an increase in interest expense on Brazil tax and labor contingencies.

All Other expenses, net for the nine months ended September 30, 2009 were $20 million higher than the prior year primarily due to fees associated
with the sale of receivables, as well as an increase in interest expense related to Brazil tax and labor contingencies.

Income Taxes

     
Three Months

Ended September 30,          
Nine Months

Ended September 30,     
(in millions)     2009     2008     Change     2009     2008    Change
Income tax expense (benefit)     $ 44    $ 15    $ 29    $ 122    $   (172)   $  294
Effective tax rate      27.8%     6.1%     21.7 pts     28.2%     NM     NM

The effective tax rates for the three and nine months ended September 30, 2009 of 27.8% and 28.2%, respectively, were lower than the U.S.
statutory tax rate primarily due to the net tax benefits from the geographical mix of income before taxes and the related effective tax rates in those
jurisdictions.

The third quarter 2008 effective tax rate was 6.1% and included a 17.3% benefit from the tax settlement of certain previously unrecognized tax
benefits and the tax effect of the third quarter restructuring charges. Excluding the impact of these items, the third quarter 2008 adjusted effective
tax rate was 23.4% . These rates were lower than the U.S. statutory tax rate primarily reflecting the benefit to taxes from the geographical mix of
income before taxes and the related tax rates in those jurisdictions.

The effective tax rate for nine months ended September 30, 2008 included $370 million of benefit from the tax effects of the net provision for
securities-related litigation matters, the second and third quarter 2008 restructuring charges and the benefit from the settlement of certain
previously unrecognized tax benefits. Excluding these items, the adjusted effective tax rate was 22.9% , which was lower than the U.S. statutory
tax rate primarily due to the net tax benefits from the utilization of foreign tax credits and the geographical mix of income before taxes and the
related tax rates in those jurisdictions.

Our effective tax rate is based on nonrecurring events as well as recurring factors, including the geographical mix of income and the related tax
rates in those jurisdictions, and available foreign tax credits. In addition, our effective tax rate will change based on discrete or other nonrecurring
events that may not be predictable. We anticipate that our effective tax rate for the fourth quarter of 2009 will approximate 28%, excluding the
effects of any future discrete events.
 
(1) See the “non-GAAP measure” section for an explanation of this non-GAAP measure.
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Equity in Net Income of Unconsolidated Affiliates

Equity in net income of unconsolidated affiliates of $15 million decreased $20 million compared to third quarter 2008, which reflects our 25% share
of Fuji Xerox’s lower net income which was impacted by the worldwide economic weakness. The third quarter 2009 included charges of $9 million
related to our share of Fuji Xerox’s after-tax restructuring.

Equity in net income of unconsolidated affiliates of $14 million for the nine months ended September 30, 2009 decreased $78 million, as compared
to the 2008 comparable period, which reflects our 25% share of Fuji Xerox’s lower net income which has been impacted by the worldwide
economic weakness. The nine month period ended September 30, 2009 included charges of $40 million related to our share of Fuji Xerox’s after-
tax restructuring. The nine months ended September 30, 2008 included restructuring charges of $15 million primarily related to Fuji Xerox’s
pension settlements.

Capital Resources and Liquidity

The following table summarizes our cash and cash equivalents:
 

     
Nine Months

Ended September 30,      
(in millions)     2009    2008    Change 
Net cash provided by operating activities     $ 1,241    $ 754    $ 487  
Net cash used in investing activities      (274)    (706)    432  
Net cash used in financing activities      (1,054)    (251)    (803) 
Effect of exchange rate changes on cash and cash equivalents      17     (23)    40  

      
 

    
 

    
 

Decrease in cash and cash equivalents      (70)    (226)    156  
Cash and cash equivalents at beginning of period      1,229     1,099     130  

      
 

    
 

    
 

Cash and cash equivalents at end of period     $ 1,159    $ 873    $ 286  
      

 

    

 

    

 

Cash Flows from Operating Activities

Net cash provided by operating activities was $1,241 million for the nine months ended September 30, 2009. The $487 million increase in cash
from the nine months ended September 30, 2008 was primarily due to the following:
 
 •  $438 million decrease in pre-tax income before litigation and restructuring.
 

 •  $438 million increase from accounts receivables, reflecting lower revenue, improved collections and benefits from the sales of accounts
receivables.

 
 •  $334 million increase as a result of lower inventory levels, reflecting focused supply chain actions in light of lower sales volume.
 
 •  $174 million increase due to lower contributions to our defined pension benefit plans.
 
 •  $57 million increase due to lower placements of equipment on operating leases reflecting lower install activity.
 
 •  $28 million increase due to higher net run-off of finance receivables.
 
 •  $139 million decrease due to higher restructuring payments associated with previously reported actions.

Cash Flows from Investing Activities

Net cash used in investing activities was $274 million for the nine months ended September 30, 2009. The $432 million increase in cash from the
nine months ended September 30, 2008 was primarily due to the following:
 

 •  $401 million increase due to lower escrow and other restricted investments. 2008 reflects the funding of the escrow account for the Carlson
litigation settlement.

 

 •  $100 million increase due to lower capital expenditures (including internal use software), reflecting focused management of our capital
requirements.
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 •  $56 million decrease primarily due to the absence of insurance proceeds for the Carlson litigation settlement received in 2008.
 
 •  $21 million decrease due to lower cash receipts from asset sales.

Cash Flows from Financing Activities

Net cash used in financing activities was $1,054 million for the nine months ended September 30, 2009. The $803 million decrease in cash from
the nine months ended September 30, 2008 was primarily due to the following:
 

 

•  $1,771 million decrease due to lower net debt proceeds. 2009 reflects the repayment of the 2009 Senior Notes of $879 million, net payments
of $448 million for two Zero Coupon Notes, net payments of $246 million on the Credit Facility, and net payments of $48 million primarily for
foreign short-term borrowings. These payments were partially offset by the issuance of $750 million in Senior Notes. 2008 reflects the
issuance of $1.4 billion in Senior Notes and $250 million in Zero Coupon Notes, and net payments of $352 million on the Credit Facility and
$398 million on other debt.

 
 •  $804 million increase due to the absence of purchases under the Company’s share repurchase program.
 
 •  $142 million increase primarily due to lower debt payments on secured financings.
 
 •  $22 million increase due to the absence of repurchases related to stock-based compensation.

Customer Financing Activities

The following represents our Total finance assets associated with our lease and finance operations:
 

(in millions)     
September 30,

2009     
December 31,

2008
Total Finance receivables, net     $   7,023    $   7,278
Equipment on operating leases, net      550     594

            

Total Finance Assets, net     $ 7,573    $ 7,872
             

(1) Includes (i) billed portion of finance receivables, net, (ii) finance receivables, net and (iii) finance receivables due after one year, net as included in our Condensed Consolidated Balance
Sheets.

The reduction of $299 million in Total finance assets, net includes favorable currency of $238 million.

The following summarizes our debt:
 

(in millions)     
September 30,

2009    
December 31,

2008  
Principal debt balance     $   7,283    $   8,201  
Net unamortized discount      (7)    (6) 
SFAS No. 133 fair value adjustments (Topic ASC 815)      170     189  

      
 

    
 

Total Debt      7,446     8,384  
Less: Current maturities and short-term debt      1,149     1,610  

      
 

    
 

Total Long-Term Debt     $ 6,297    $ 6,774  
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Our lease contracts permit customers to pay for equipment over time rather than at the date of installation, therefore, we maintain a certain level of
debt that we refer to as financing debt, to support our investment in these lease contracts, which are reflected in Total finance assets, net. For this
financing aspect of our business, we maintain an assumed 7:1 leverage ratio of debt to equity as compared to our finance assets. Based on this
leverage, the following represents the breakdown of total debt between financing debt and core debt:
 

(in millions)     
September 30,

2009     
December 31,

2008
Financing debt     $   6,626    $   6,888
Core debt      820     1,496

            

Total Debt     $ 7,446    $ 8,384
             

(2) Financing debt includes $6,145 million and $6,368 million as of September 30, 2009 and December 31, 2008, respectively, of debt associated with Total finance receivables, net and is
the basis for our calculation of “equipment financing interest” expense. The remainder of the financing debt is associated with Equipment on operating leases.

Sales of Accounts Receivables

During the third quarter 2009, we sold $349 million of accounts receivables without recourse, as compared to $373 million in the second quarter
2009 and $146 million in the third quarter 2008. Fees associated with these sales were approximately $3 million, $3 million and $1 million,
respectively. $335 million of receivables sold to date remained uncollected by the third party purchasers as of September 30, 2009. We do not
have any current or future liability for these non-recourse sales.

Liquidity, Financial Flexibility and Funding Plans

We manage our worldwide liquidity using internal cash management practices, which are subject to 1) the statutes, regulations and practices of
each of the local jurisdictions in which we operate, 2) the legal requirements of the agreements to which we are a party and 3) the policies and
cooperation of the financial institutions we utilize to maintain and provide cash management services.

We are currently rated investment grade by all major rating agencies. As of September 30, 2009 the ratings for our senior unsecured debt were as
follows:
 

   
Senior Unsecured

Debt                   Outlook                
Moody’s   Baa2   Stable

Standard & Poors (“S&P”)   BBB   Negative

Fitch   BBB   Negative

Our liquidity is a function of our ability to successfully generate cash flows from a combination of efficient operations and improvement therein,
access to capital markets, securitizations, funding from third parties and borrowings secured by our finance receivables portfolios. Our ability to
maintain positive liquidity going forward depends on our ability to continue to generate cash from operations and access to financial markets, both
of which are subject to general economic, financial, competitive, legislative, regulatory and other market factors that are beyond our control.

The following is a discussion of our liquidity position as of September 30, 2009:
 

 

•  As of September 30, 2009, total cash and cash equivalents was $1.2 billion and our borrowing capacity under our Credit Facility was $2
billion, reflecting no outstanding borrowings and no outstanding letters of credit. In addition, we currently have approximately $1.0 billion
available under our secured borrowing arrangement with General Electric Capital Corporation (the “Loan Agreement”). This Agreement is in
place through 2010, and has not been accessed in almost four years.

 

 
•  Cash flows from operations were $1,241 million and $754 million for the nine months ended September 30, 2009 and 2008, respectively.

Cash flows from operations were $939 million for the 2008 full-year and included $615 million in net payments for securities litigation. We
expect 2009 full-year operating cash flows of about $1.7 billion.
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•  During the nine months ended September 30, 2009, total debt decreased by $938 million, and we expect to reduce debt by over $1 billion for

the full year. Our debt maturities are in line with historical and projected cash flows and are spread over the next ten years as follows (in
millions):

 

 

Contractual Cash Obligations and Other Commercial Commitments and Contingencies

In July 2009, we signed a five year contract with International Business Machines for approximately $70 million for mid-range applications support
in North America. This contract replaces the EDS contract which expires in mid 2010.

In April 2009, we signed two seven year contracts with Computer Sciences Corporation (“CSC”) for approximately $40 million for mainframe
application development and maintenance services and $51 million for mainframe computing services support in North America. These contracts
replace the EDS mainframe applications, maintenance and support and mainframe process contracts in North America, which expire in June 2010
and December 2013, respectively.

In February 2009, we signed a six year contract with Hindustan Computers Limited (“HCL”) for approximately $100 million for mid range
processing services in North America and Europe. This contract replaces the EDS server management contract, which expired in June 2009.

Financial Risk Management

We are exposed to market risk from changes in foreign currency exchange rates and interest rates, which could affect operating results, financial
position and cash flows. We manage our exposure to these market risks through our regular operating and financing activities and, when
appropriate, through the use of derivative financial instruments. These derivative financial instruments are utilized to hedge economic exposures as
well as to reduce earnings and cash flow volatility resulting from shifts in market rates. We enter into limited types of derivative contracts, including
interest rate swap agreements, foreign currency spot, forward and swap contracts and net purchased foreign currency options to manage interest
rate and foreign currency exposures. Our primary foreign currency market exposures include the Yen, Euro, and Pound Sterling. The fair market
values of all our derivative contracts change with fluctuations in interest rates and/or currency rates and are designed so that any changes in their
values are offset by changes in the values of the underlying exposures. Derivative financial instruments are held solely as risk management tools
and not for trading or speculative purposes.

We are required to recognize all derivative instruments as either assets or liabilities at fair value in the balance sheet. As permitted, certain of these
derivative contracts have been designated for hedge accounting treatment. Certain of our derivatives that do not qualify for hedge accounting are
effective as economic hedges. These derivative contracts are likewise required to be recognized each period at fair value and therefore do result in
some level of volatility. The level of volatility will vary with the type and amount of derivative hedges outstanding, as well as fluctuations in the
currency and interest rate markets during the period. The related cash flow impacts of all of our derivative activities are reflected as cash flows
from operating activities.
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Year   Amount
Q4 2009   $ 181
2010    967
2011    802
2012    1,100
2013    961
2014    819
2015    —  
2016    951
2017    501
2018    1,001
2019 and thereafter    —  

    

Total   $7,283
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By their nature, all derivative instruments involve, to varying degrees, elements of market and credit risk. The market risk associated with these
instruments resulting from currency exchange and interest rate movements is expected to offset the market risk of the underlying transactions,
assets and liabilities being hedged. We do not believe there is significant risk of loss in the event of non-performance by the counterparties
associated with these instruments because these transactions are executed with a diversified group of major financial institutions. Further, our
policy is to deal with counterparties having a minimum investment grade or better credit rating. Credit risk is managed through the continuous
monitoring of exposures to such counterparties.

The current market events have not required us to materially modify or change our financial risk management strategies with respect to our
exposures to interest rate and foreign currency risk. Refer to Note 10 – Financial Instruments – for further discussion and information on our
financial risk management strategies.

Application of Critical Accounting Policies

Business Combinations and Goodwill

As discussed in the Overview section, our results for the nine months ended September 30, 2009 are largely due to the current global economic
environment and the related current industry-wide slowdown in technology spending. We do not believe our results reflect a significant change in
the overall long-term revenue and cash flow growth prospects or expectations for our business. The Company remains the prominent player in our
industry and we expect to continue to grow market share even in this challenging environment primarily through our expanded distribution
capabilities as well as new product and service offerings. We are offsetting the decline in revenues with $250 million in savings from previous
restructuring actions and an additional $300 million in cost and expense reductions throughout this year. Our operating cash flows remain strong
and are expected to approximate $1.7 billion for the 2009 full year. Accordingly, we continue to believe that our results for the nine months ended
September 30, 2009 and our expectations for the remainder of the year are driven by the near-term economic conditions and that the long-term
revenue and expense growth assumptions used to determine the fair values of our reporting units, as disclosed in the aggregate in our 2008
Annual Report under “Application of Critical Accounting Policies – Business Combinations and Goodwill”, remain attainable. Based on those
assumptions, we determined that the fair values of our reporting units sufficiently exceeded their carrying values.

Non-GAAP Financial Measures

We have reported our financial results in accordance with generally accepted accounting principles (“GAAP”). A reconciliation of the following non-
GAAP financial measure to the most directly comparable financial measure calculated and presented in accordance with GAAP is set forth below:

Adjusted Effective Tax Rate

The effective tax rate for the three and nine months ended September 30, 2008 are discussed in this presentation using non-GAAP financial
measures that exclude the benefit to taxes relating to the settlement of certain previously unrecognized tax benefits, the effects of charges
associated with securities-related litigation matters and restructuring. Management believes that it is helpful to exclude these effects to better
understand, analyze and compare the prior period’s income tax expense and effective tax rate to the current period amounts given the discrete
nature and size of these items in the prior periods.
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However, this non-GAAP financial measure should be viewed in addition to, and not as a substitute for, the Company’s reported results prepared in
accordance with GAAP.
 
     Three Months Ended September 30, 2008
(in millions)     Pre-Tax Income   Income Taxes   Effective Tax Rate
As Reported     $ 247    $ 15    6.1%

Restructuring and asset impairment charges      14     5    
Tax Settlements      —       41    

      
 

    
 

   

As Adjusted     $ 261    $ 61    23.4%
      

 

    

 

   

     Nine Months Ended September 30, 2008
(in millions)     Pre-Tax Income   Income Taxes   Effective Tax Rate
As Reported     $ (8)   $ (172)   2150.0%

Provision for securities litigation matters      795     304    
Restructuring and asset impairment charges      77     25    
Tax Settlements      —       41    

      
 

    
 

   

As Adjusted     $ 864    $ 198    22.9%
      

 

    

 

   

 
ITEM 3 QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information set forth under the caption “Financial Risk Management” on Page 38 of this Quarterly Report on Form 10-Q is hereby incorporated
by reference in answer to this Item.
 
ITEM 4 CONTROLS AND PROCEDURES
 
(a) Evaluation of Disclosure Controls and Procedures

The Company’s management evaluated, with the participation of our principal executive officer and principal financial officer, or persons
performing similar functions, the effectiveness of our disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as of the end of the period covered by this report. Based on this evaluation, our principal executive
officer and principal financial officer have concluded that, as of the end of the period covered by this report, our disclosure controls and
procedures were effective to ensure that information we are required to disclose in the reports that we file or submit under the Securities
Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the Securities and
Exchange Commission’s rules and forms relating to Xerox Corporation, including our consolidated subsidiaries, and was accumulated and
communicated to the Company’s management, including the principal executive officer and principal financial officer, or persons performing
similar functions, as appropriate to allow timely decisions regarding required disclosure.

 
(b) Changes in Internal Controls

During the quarter ended September 30, 2009, the Company deployed a new Enterprise Resource Planning (ERP) system in support of our
Office business in Europe. Due to the nature of a systems transition of this magnitude, a number of critical internal controls were affected.
Although management believes the transition was successful and appropriate internal controls were maintained or implemented during the
process, there can be no assurance that there may not be unidentified control deficiencies which may require remediation. Such controls will
continue to be tested during the balance of the year. There were no other changes in the Company’s internal controls over financial reporting
that have materially affected, or are reasonably likely to materially affect, our internal controls over financial reporting.
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PART II — OTHER INFORMATION
 
ITEM 1 LEGAL PROCEEDINGS

The information set forth under Note 14-Contingencies contained in the “Notes to Condensed Consolidated Financial Statements” of this Quarterly
Report on Form 10-Q is incorporated by reference in answer to this Item.
 
ITEM 1A RISK FACTORS

Reference is made to the Risk Factors set forth in Part I, Item 1A of our 2008 Annual Report. The Risk Factors remain applicable from our 2008
Annual Report, with the exception of the following changes:

Our significant debt could adversely affect our financial health and pose challenges for conducting our business.

We have and will continue to have a significant amount of debt and other obligations, primarily to support our customer financing activities. As of
September 30, 2009, we had $7.4 billion of total debt ($9 million of which is secured by finance receivables) and a $649 million liability to a
subsidiary trust issuing preferred securities. The total value of financing activities, shown on the balance sheet as Finance receivables and
Equipment on operating lease, was $7.6 billion at September 30, 2009. The Total cash and cash equivalents was $1.2 billion at September 30,
2009. Our substantial debt and other obligations could have important consequences. For example, it could (i) increase our vulnerability to general
adverse economic and industry conditions; (ii) limit our ability to obtain additional financing for future working capital, capital expenditures,
acquisitions and other general corporate requirements; (iii) increase our vulnerability to interest rate fluctuations because a portion of our debt has
variable interest rates; (iv) require us to dedicate a substantial portion of our cash flows from operations to service debt and other obligations
thereby reducing the availability of our cash flows from operations for other purposes; (v) limit our flexibility in planning for, or reacting to, changes
in our business and the industry in which we operate; (vi) place us at a competitive disadvantage compared to our competitors that have less debt;
and (vii) become due and payable upon a change in control. If new debt is added to our current debt levels such as the incurrence of debt to
partially fund acquisitions, these related risks could increase.

We need to maintain adequate liquidity in order to have sufficient cash to meet operating cash flow requirements and to repay maturing
debt and other obligations. If we fail to comply with the covenants contained in our various borrowing agreements, it may adversely
affect our liquidity, results of operations and financial condition.

Our liquidity is a function of our ability to successfully generate cash flows from a combination of efficient operations and improvement therein,
access to capital markets, securitizations, funding from third parties and borrowings secured by our finance receivables portfolios. As of
September 30, 2009, total cash and cash equivalents was $1.2 billion, and our borrowing capacity under our Credit Facility was $2 billion,
reflecting no outstanding borrowings. We also have funding available through a secured borrowing arrangement with General Electric Capital
Corporation (“GECC”). We believe our liquidity (including operating and other cash flows that we expect to generate) will be sufficient to meet
operating requirements as they occur; however, our ability to maintain sufficient liquidity going forward depends on our ability to generate cash
from operations and access to the capital markets, secured borrowings, securitizations and funding from third parties, all of which are subject to
general economic, financial, competitive, legislative, regulatory and other market factors that are beyond our control.
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The Credit Facility contains affirmative and negative covenants including limitations on: (i) liens of Xerox and certain of our subsidiaries securing
debt; (ii) certain fundamental changes to corporate structure; (iii) changes in nature of business; and (iv) limitations on debt incurred by certain
subsidiaries. The Credit Facility contains financial maintenance covenants, including maximum leverage (debt for borrowed money divided by
consolidated EBITDA, as defined) and a minimum interest coverage ratio (consolidated EBITDA divided by consolidated interest expense, as
defined). The indentures governing our outstanding senior notes contain affirmative and negative covenants including limitations on: issuance of
secured debt and preferred stock; investments and acquisitions; mergers; certain transactions with affiliates; creation of liens; asset transfers;
hedging transactions; payment of dividends; and certain other payments. They do not, however, contain financial maintenance covenants, except
the fixed charge coverage ratio applicable to certain types of payments. Our U.S. Loan Agreement with GECC (effective through December 31,
2010) relating to our customer financing program (the “Loan Agreement”) provides for loans secured by eligible finance receivables up to $5 billion
outstanding at any one time. As of September 30, 2009, $9 million was outstanding under the Loan Agreement. The Loan Agreement incorporates
the financial maintenance covenants contained in the Credit Facility and contains other affirmative and negative covenants.

At September 30, 2009, we were in full compliance with the covenants and other provisions of the Credit Facility, the senior notes and the Loan
Agreement. Any failure to be in compliance with any material provision or covenant of the Credit Facility or the senior notes could have a material
adverse effect on our liquidity, results of operations and financial condition. Failure to be in compliance with the covenants in the Loan Agreement,
including the financial maintenance covenants incorporated from the Credit Facility, would result in an event of termination under the Loan
Agreement and in such case GECC would not be required to make further loans to us. If GECC were to make no further loans to us, and assuming
a similar facility was not established and that we were unable to obtain replacement financing in the public debt markets, it could materially
adversely affect our liquidity and our ability to fund our customers’ purchases of our equipment and this could materially adversely affect our results
of operations.

We need to successfully execute the transition of Affiliated Computer Services, Inc. in order to realize all of the anticipated benefits from
the transaction.

Our ability to realize the anticipated benefits of the Affiliated Computer Services, Inc. (“ACS”) acquisition is subject to certain risks including, but not
limited to, the risks that: the acquisition may not close; the future business operations of ACS will not be successful; customer retention, cost
synergies and revenue expansion goals for the ACS transaction will not be met; and disruptions from the ACS transaction will harm relationships
with customers, employees and suppliers. The consummation of the ACS acquisition is subject to the satisfaction or completion of a number of
conditions, some of which are beyond our control. Any delay in completing the transaction could cause us not to realize or delay realization of
some or all of the benefits we expect to achieve from the transaction.
 
ITEM 2 UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
 
(a) Sales of Unregistered Securities during the Quarter ended September 30, 2009

During the quarter ended September 30, 2009, Registrant issued the following securities in transactions which were not registered under the
Securities Act of 1933, as amended (the “Act”):

Semi-Annual Director Fees
 

 (a) Securities issued on July 15, 2009: Registrant issued 56,350 deferred stock units (“DSUs”), representing the right to receive shares of
Common stock, par value $1 per share, at a future date.

 

 (b) No underwriters participated. The shares were issued to each of the non-employee Directors of Registrant: Glenn A. Britt, Richard J.
Harrington, William Curt Hunter, Robert A. McDonald, N. J. Nicholas, Jr., Charles Prince, Ann N. Reese and Mary Agnes Wilderotter.

 

 
(c) The DSUs were issued at a deemed purchase price of $6.345 per DSU (aggregate price $357,541), based upon the market value of

our Common stock on July 14, 2009, in payment of the semi-annual Directors’ fees pursuant to Registrant’s 2004 Equity Compensation
Plan for Non-Employee Directors.

 
 (d) Exemption from registration under the Act was claimed based upon Section 4(2) as a sale by an issuer not involving a public offering.
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Dividend Equivalents
 

 (a) Securities issued on July 31, 2009: Registrant issued 1,809 DSUs, representing the right to receive shares of Common stock, par value
$1 per share, at a future date.

 

 
(b) No underwriters participated. The shares were issued to each of the non-employee Directors of Registrant: Glenn A. Britt, Richard J.

Harrington, William Curt Hunter, Robert A. McDonald, N. J. Nicholas, Jr., Charles Prince, Ann N. Reese and Mary Agnes Wilderotter
and to a retired Director, Vernon E. Jordan, Jr.

 

 
(c) The DSUs were issued at a deemed purchase price of $6.585 per DSU (aggregate price $11,912), based upon the market value of our

Common stock on the date of record, in payment of the dividend equivalents due to DSU holders pursuant to Registrant’s 2004 Equity
Compensation Plan for Non-Employee Directors.

 
 (d) Exemption from registration under the Act was claimed based upon Section 4(2) as a sale by an issuer not involving a public offering.
 
(b) Issuer Purchases of Equity Securities during the Quarter ended September 30, 2009

Repurchases of Xerox Common Stock, par value $1.00 per share include the following:

Board Authorized Share Repurchase Programs:

We did not purchase Common stock during the third quarter of 2009.

Of the cumulative $4.5 billion of share repurchase authority previously granted by our Board of Directors, exclusive of fees and expenses,
approximately $2.9 billion has been used through September 30, 2009. Repurchases may be made on the open market, or through
derivative or negotiated transactions. Open-market repurchases will be made in compliance with the SEC’s Rule 10b-18, and are subject to
market conditions as well as applicable legal and other considerations.

Repurchases Related to Stock Compensation Programs :
 

  

Total Number
of Shares

Purchased  

Average Price
Paid per
Share  

Total Number of Shares
Purchased as Part of
Publicly Announced
Plans or Programs  

Maximum Number (or Approximate
Dollar Value) of Shares That May

Yet Be Purchased under the Plans
or Programs

July 1 through 31  18,299 $ 6.54 n/a  n/a
August 1 through 31  27,053  8.74 n/a  n/a
September 1 through 30  2,182  9.44 n/a  n/a

       

Total  47,534  n/a  n/a
        

(1) These repurchases are made under a provision in our restricted stock compensation programs for the indirect repurchase of shares through a net-settlement feature upon the vesting of
shares in order to satisfy minimum statutory tax-withholding requirements.

(2) Exclusive of fees and costs.
 

45

 (1)

(2)



Table of Contents

ITEM 6 EXHIBITS
 

3(a)

  

Restated Certificate of Incorporation of Registrant filed with the Department of State of New York on November 7, 2003, as
amended by Certificate of Amendment to Certificate of Incorporation filed with the Department of State of New York on August 19,
2004, Certificate of Change filed with the Department of State of the State of New York on October 31, 2007, Certificate of
Amendment to Certificate of Incorporation filed with the Department of State of the State of New York on May 29, 2008 and
Certificate of Amendment to Certificate of Incorporation filed with the Department of State of the State of New York on February 13,
2009.

  Incorporated by reference to Exhibit 3(a) to Registrant’s Form 10-K for the year ended December 31, 2008.

3(b)   By-Laws of Registrant, as amended through May 21, 2009.

  Incorporated by reference to Exhibit 3(b) to Registrant’s Current Report on Form 8-K dated May 21, 2009 (filed May 28, 2009).

4(g)(4)

  

Amendment No. 3 dated as of October 19, 2009 to Credit Agreement dated as of April 30, 2007 between Registrant and the initial
lenders named therein, Citibank, N.A., as Administrative Agent, and Citigroup Global Markets Inc. and J.P. Morgan Securities Inc.,
as Joint Lead Arrangers and Joint Bookrunners.

10(f)(3)
  

Amendment No. 4 dated October 9, 2009 to 2008 Restatement of Xerox Corporation Unfunded Retirement Income Guarantee
Plan.

10(j)(3)   Amendment No. 4 dated September 28, 2009 to Registrant’s Universal Life Plan.

12   Computation of Ratio of Earnings to Fixed Charges.

31(a)   Certification of CEO pursuant to Rule 13a-14(a) or Rule 15d-14(a).

31(b)   Certification of CFO pursuant to Rule 13a-14(a) or Rule 15d-14(a).

32
  

Certification of CEO and CFO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002.

101.CAL   XBRL Taxonomy Extension Calculation Linkbase.

101.INS   XBRL Instance Document.

101.LAB   XBRL Taxonomy Extension Label Linkbase.

101.PRE   XBRL Taxonomy Extension Presentation Linkbase.

101.SCH   XBRL Taxonomy Extension Schema Linkbase.
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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.
 
XEROX CORPORATION
(Registrant)

By:  /s/ GARY R. KABURECK

  

Gary R. Kabureck
Vice President and

Chief Accounting Officer
(Principal Accounting Officer)

Date: October 22, 2009
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EXHIBIT INDEX
 

3(a)

 

Restated Certificate of Incorporation of Registrant filed with the Department of State of New York on November 7, 2003, as
amended by Certificate of Amendment to Certificate of Incorporation filed with the Department of State of New York on
August 19, 2004, Certificate of Change filed with the Department of State of the State of New York on October 31, 2007,
Certificate of Amendment to Certificate of Incorporation filed with the Department of State of the State of New York on May 29,
2008 and Certificate of Amendment to Certificate of Incorporation filed with the Department of State of the State of New York on
February 13, 2009.

 Incorporated by reference to Exhibit 3(a) to Registrant’s Form 10-K for the year ended December 31, 2008.

3(b)  By-Laws of Registrant, as amended through May 21, 2009.

 Incorporated by reference to Exhibit 3(b) to Registrant’s Current Report on Form 8-K dated May 21, 2009 (filed May 28, 2009).

4(g)(4)

 

Amendment No. 3 dated as of October 19, 2009 to Credit Agreement dated as of April 30, 2007 between Registrant and the
initial lenders named therein, Citibank, N.A., as Administrative Agent, and Citigroup Global Markets Inc. and J.P. Morgan
Securities Inc., as Joint Lead Arrangers and Joint Bookrunners.

10(f)(3)
 

Amendment No. 4 dated October 9, 2009 to 2008 Restatement of Xerox Corporation Unfunded Retirement Income Guarantee
Plan.

10(j)(3)  Amendment No. 4 dated September 28, 2009 to Registrant’s Universal Life Plan.

12  Computation of Ratio of Earnings to Fixed Charges.

31(a)  Certification of CEO pursuant to Rule 13a-14(a) or Rule 15d-14(a).

31(b)  Certification of CFO pursuant to Rule 13a-14(a) or Rule 15d-14(a).

32
 

Certification of CEO and CFO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

101.CAL  XBRL Taxonomy Extension Calculation Linkbase.

101.INS  XBRL Instance Document.

101.LAB  XBRL Taxonomy Extension Label Linkbase.

101.PRE  XBRL Taxonomy Extension Presentation Linkbase.

101.SCH XBRL Taxonomy Extension Schema Linkbase.
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EXECUTION COPY

AMENDMENT NO. 3 TO THE
CREDIT AGREEMENT

Dated as of October 19, 2009

AMENDMENT NO. 3 TO THE CREDIT AGREEMENT among XEROX CORPORATION, a New York corporation (the “Borrower”), the banks,
financial institutions and other institutional lenders parties to the Credit Agreement referred to below (collectively, the “Lenders”) and Citibank, N.A.,
as agent (the “Agent”) for the Lenders.

PRELIMINARY STATEMENTS:
(1) The Borrower, the Lenders and the Agent have entered into an Amended and Restated Credit Agreement dated as of April 30, 2007, as

amended by Amendment No. 1 dated as of October 27, 2008 and Amendment No. 2 dated as of April 23, 2009 (the “Credit Agreement”).
Capitalized terms not otherwise defined in this Amendment have the same meanings as specified in the Credit Agreement.

(2) The Borrower and the Required Lenders have agreed to amend the Credit Agreement as hereinafter set forth.

SECTION 1. Amendments to Credit Agreement. The Credit Agreement is, effective as of the date hereof and subject to the satisfaction of the
conditions precedent set forth in Section 3, hereby amended as follows:

(a) The definition of “Debt for Borrowed Money” is amended by adding to the end thereof a new sentence to read as follows:

“Debt for Borrowed Money” will be calculated net of cash and cash equivalents on hand at the Company in an amount not to exceed
$3,000,000,000 that are the net cash proceeds of indebtedness for borrowed money (other than Excluded Proceeds) incurred by the
Company or any of its Subsidiaries on or after September 27, 2009, until the earliest of (a) the ACS Closing Date, (b) five days after the
abandonment or termination of the ACS Acquisition Agreement and (c) five days after June 27, 2010 (which is the “Outside Date”, as
defined in the Commitment Letter dated September 27, 2009 among the Company, J.P. Morgan Securities Inc. and JPMorgan Chase
Bank, N.A.), or such later date agreed by the parties providing commitments to the Bridge Facility described in such Commitment
Letter; provided, that (i) the netting provision described above shall continue to apply after the date specified in clauses (b) or (c) above
with respect to net cash proceeds not to exceed $700,000,000 from indebtedness issued in capital markets transactions until the date
the Company’s 7.125% senior notes due 2010 are no longer outstanding; and (ii) the periods specified in clauses (b) and (c) above
shall be extended, with respect to cash and cash equivalents reserved for payment of debt securities for which notices of redemption
have been delivered to the holders thereof, by the minimum period required for such notices in the



instruments governing such securities (but only to the extent such periods are customary for prepayment or redemption notices).

(b) The following new definitions are added to Section 1.01 is appropriate alphabetical order:

“ACS” means Affiliated Computer Services Inc.

“ACS Acquisition Agreement” means the Agreement and Plan of Merger dated as of September 27, 2009 among the Company, a
newly-formed wholly-owned Subsidiary of the Company and ACS.

“ACS Closing Date” means the date the acquisition of ACS by the Company or a Subsidiary of the Company pursuant to the terms of
the ACS Acquisition Agreement.

“ACS Transaction” means the acquisition of ACS pursuant to the terms of the ACS Acquisition Agreement, the refinancing of ACS
indebtedness and payment of expenses related thereto.

“Excluded Proceeds” means (a) the principal amount of Advances used to fund the ACS Transaction in an amount not more than
$500,000,000, and the principal amount of Advances not used to fund the ACS Transaction, (b) intercompany indebtedness, (c) debt of
Foreign Subsidiaries for working capital purposes or otherwise in the ordinary course of business (but excluding, in any event,
indebtedness issued in any public or Rule 144A-style capital markets transaction), (d) other debt of Foreign Subsidiaries of up to
$375,000,000 (reduced by the amount of debt of Domestic Subsidiaries incurred pursuant to Section 5.02(c)(viii)) and (e) borrowings of
up to $500,000,000 under the Amended and Restated Loan Agreement dated as of October 21, 2002 between Xerox Lease Funding
LLC and General Electric Capital Corporation, as amended.

(c) Section 3.03(a)(iii) is amended in full to read as follows:

(iii) the Company’s ratio of Debt for Borrowed Money, after giving effect to such Borrowing or issuance, to Consolidated EBITDA
(a) for each period of four Fiscal Quarters ended on or before September 30, 2010 shall not be greater than 4.25:1, (b) for the period of
four Fiscal Quarters ending on or about December 31, 2010 shall not be greater than 4.00:1 and (c) for each period of four Fiscal
Quarters ending thereafter shall not be greater than 3.75:1.

(d) Section 5.03(a) is amended in full to read as follows:

(a) Leverage Ratio. Maintain a ratio of Debt for Borrowed Money as of the end of such Fiscal Quarter to Consolidated EBITDA
(i) for each period of four Fiscal Quarters ending on or before September 30, 2010 of not greater than 4.25:1, (ii) for the period of four
Fiscal Quarters ending on or about December 31,
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2010 of not greater than 4.00:1 and (c) for each period of four Fiscal Quarters ending thereafter of not greater than 3.75:1.

SECTION 2. Extension of Termination Date. Certain Lenders (“Extending Lenders”) have agreed to extend the Termination Date applicable
to their respective Commitments to April 30, 2013 by so indicating on the signature pages to this Amendment. By execution of this Amendment, the
Company and the Required Lenders hereby waive the requirements of Section 2.19(a) to the extent such Section imposes timing and notice
requirements to any extension of the Termination Date by the Extending Lenders.

SECTION 3. Conditions of Effectiveness. This Amendment shall become effective as of the date first above written when, and only when, the
Agent shall have received counterparts of this Amendment executed by the Borrower and the Required Lenders and the Agent shall have
additionally received a certificate signed by a duly authorized officer of the Company stating that:

(i) The representations and warranties contained in Section 4.01 of the Credit Agreement are correct on and as of the date of
such certificate as though made on and as of such date (except to the extent such representations and warranties specifically relate to
an earlier date, in which case such representations and warranties shall have been true on and as of such earlier date), before and
after giving effect to this Amendment, as though made on and as of such date; and

(ii) No event has occurred and is continuing that constitutes a Default.

SECTION 4. Reference to and Effect on the Credit Agreement and the Notes. (a) On and after the effectiveness of this Amendment, each
reference in the Credit Agreement to “this Agreement”, “hereunder”, “hereof” or words of like import referring to the Credit Agreement, and each
reference in the Notes to “the Credit Agreement”, “thereunder”, “thereof” or words of like import referring to the Credit Agreement, shall mean and
be a reference to the Credit Agreement, as amended by this Amendment.

(b) The Credit Agreement and the Notes, as specifically amended by this Amendment, are and shall continue to be in full force and
effect and are hereby in all respects ratified and confirmed.

(c) The execution, delivery and effectiveness of this Amendment shall not, except as expressly provided herein, operate as a waiver of
any right, power or remedy of any Lender or the Agent under the Credit Agreement, nor constitute a waiver of any provision of the Credit
Agreement.
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SECTION 5. Costs and Expenses The Company agrees to pay on demand all reasonable out-of-pocket costs and expenses of the Agent in
connection with the preparation, execution, delivery and administration, modification and amendment of this Amendment (including, without
limitation, the reasonable fees and expenses of counsel for the Agent) in accordance with the terms of Section 9.04 of the Credit Agreement.

SECTION 6. Execution in Counterparts. This Amendment may be executed in any number of counterparts and by different parties hereto in
separate counterparts, each of which when so executed shall be deemed to be an original and all of which taken together shall constitute but one
and the same agreement. Delivery of an executed counterpart of a signature page to this Amendment by telecopier shall be effective as delivery of
a manually executed counterpart of this Amendment.

SECTION 7. Governing Law. This Amendment shall be governed by, and construed in accordance with, the laws of the State of New York.
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IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be executed by their respective officers thereunto duly
authorized, as of the date first above written.
 

XEROX CORPORATION

By   
Title:  

CITIBANK, N.A.,
as Agent and as Lender

By   
Title:  

JPMORGAN CHASE BANK, N.A.

By   
Title:  

BANK OF AMERICA, N.A. (individually and as successor
by merger to Merrill Lynch Bank USA)

By   
Title:  

BARCLAYS BANK PLC

By   
Title:  

BNP PARIBAS

By   
Title:  

By   
Title:  

DEUTSCHE BANK AG NEW YORK BRANCH

By   
Title:  

By   
Title:  
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HSBC BANK USA, NATIONAL ASSOCIATION

By   
Title:  

UBS AG, STAMFORD BRANCH

By   
Title:  

By   
Title:  

WILLIAM STREET COMMITMENT CORPORATION

By   
Title:  

LEHMAN COMMERCIAL PAPER INC.

By   
Title:  

MIZUHO CORPORATE BANK, LTD.

By   
Title:  

THE NORTHERN TRUST COMPANY

By   
Title:  

THE BANK OF NEW YORK MELLON

By   
Title:  
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DANSKE BANK A/S

By   
Title:  

PNC BANK, NATIONAL ASSOCIATION

By   
Title:  

STATE STREET BANK AND TRUST COMPANY

By   
Title:  

U.S. BANK, N.A.

By   
Title:  

INTESA SANPAOLA S.P.A.

By   
Title:  

MORGAN STANLEY SENIOR FUNDING

By   
Title:  

CHASE LINCOLN FIRST COMMERCIAL CORPORATION

By   
Title:  
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EXTENDING LENDERS

 

{Type or print name of institution}

Name:  
Title:  
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Exhibit 10(f)(3)

AMENDMENT NO. 4
TO

2008 RESTATEMENT
OF

XEROX CORPORATION
UNFUNDED RETIREMENT INCOME GUARANTEE PLAN

W I T N E S S E T H:

WHEREAS, Xerox Corporation (the “Employer”) has established the Xerox Corporation Unfunded Retirement Income Guarantee Plan, which is
presently set forth in the “2008 Restatement of Xerox Corporation Unfunded Retirement Income Guarantee Plan”, as amended by Amendments
No. 1 through 3 (the “Plan”), and

WHEREAS, the Employer desires to amend the Plan,

NOW, THEREFORE, the Plan is hereby amended as follows:

1. Effective September 1, 2009, Article 9 is amended to read in its entirety as follows:

“ARTICLE 9

Localization Transition Benefit

Section 9.1. Localization Transition Benefit. This Article creates a new benefit under the Plan, entitled the Localization Transition Benefit.

Section 9.2. Eligibility. An Employee is eligible to receive a Localization Transition Benefit only if he or she has received a localization
agreement from the Company expressly promising that the Company will provide such benefit (the “Localization Agreement”) and stating the dollar
amount of the initial account balance.

Section 9.3. Benefit. For an Employee eligible under Section 9.2, the Company shall establish an account with an initial balance equal to the
amount stated in the Localization Agreement. The balance will be credited with interest at the interest rate credited to Cash Balance Retirement
Accounts under the Funded Plan and in the same manner as interest is credited to these Accounts under the Funded Plan.

Section 9.4. Vesting. The Employee’s right to a benefit under this Article will become nonforfeitable (“Vested”) if he or she remains an
Employee in the Company’s service in the United States according to the following schedule:

(a) The Vested percentage will be 20% upon the completion of two years of service following the effective Date of the Localization
Agreement. On the completion of each successive year thereafter, ending on each anniversary date of the Localization Agreement, the Vested
percentage will increase in equal increments so that the Vested percentage will be 100% upon the date on which the Employee attains age 60.

(b) The Employee’s right to a benefit under this Article will be (i) 100% Vested upon attainment of age 60, and (ii) will be no less than 20%
vested upon the occurrence of a Change in Control.



Section 9.5. Payment.

(a) Upon separation from service (as defined for purposes of Section 409A of the Code), the Vested Localization Transition Benefit will be
paid in 120 equal monthly installments, commencing on the first day of the seventh month following separation. The first payment will be equal to
the monthly installment then due, plus the six monthly installments missed because of the six-month delay in payment. Regular monthly
installments will be paid thereafter.

(b) If the Employee dies after commencing the benefit under this Article but before receiving all 120 installments, the present value of the
remaining installments will be paid to his or her estate 30 days after the date of the Employee’s death. Such present value shall be determined in
accordance with Section 1.3(a) of the Funded Plan. If the Employee dies before commencing the benefit under this Article, the Vested balance will
be paid to his or her estate as a single sum amount 30 days after the date of the Employee’s death.

(c) Upon the occurrence of a Section 409A-Conforming Change in Control, the Vested Localization Transition Benefit will be paid in a lump
sum 30 days after such Section 409A-Conforming Change in Control.

(d) If the Employee returns to his or her home country, installments of the Vested Localization Transition Benefit payable in any year will be
forfeited to the extent of retirement or severance benefits payable in the same year by reason of his or her employment in such country by the
Company or any affiliate. The retirement or severance benefits are those which relate to the period over which the Employee had been vesting in
the Localization Transition Benefit. Service considered for Vesting will cease once an Employee returns to his or her home country.

Section 9.6. Other Plan Provisions.

(a) The provisions of Article 4 do not apply to the Localization Transition Benefit, except for Section 4.5 (stating that benefits under the Plan
are unfunded and unsecured. The provisions of Article 5 (relating to a Change in Control) do not apply to the Localization Transition Benefit.

Section 9.7 September 2009 Localization Agreement

(a) In the case of that certain Localization Agreement entered into September 2009 (the “September 2009 Localization Agreement”) with
respect to the employee covered by such agreement (“Covered Employee”), the provisions of this Section shall apply.

(b) The Company shall establish an account with an initial balance equal to the initial allocation stated in the September 2009 Localization
Agreement, and shall credit annual allocations as stated in such agreement if the Covered Employee is in the Company’s service in the United
States on the allocation date. Interest will be credited to such balance at the interest rate credited to the Cash Balance Retirement Accounts under
the Funded Plan, in accordance with Section 9.3 of this Plan.

(c) The right to a benefit under the September 2009 Localization Agreement will be 50% Vested at all times before the Covered Employee
attains age 51. The Vested percentage will increase in increments of five percentage points on each of the Covered Employee’s birthdays
beginning on his 51st birthday, until reaching 100% upon his 60th birthday, but only if he is an Employee in the Company’s service in the United
States on each such birthday. The Vested percentage will be 100% upon a Change in Control.
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(d) In addition to the balance described in subsection (b), an additional amount may be credited pursuant to the September 2009 Localization
Agreement on the Covered Employee’s 60th birthday, if he is then an Employee in the Company’s service in the United States

(e) Distributions of the September 2009 Localization Agreement are governed by Section 9.5, including Section 9.5(d), and by Section 9.4(b).

The foregoing amendment is effective as of the date stated herein. In all other respects, the Plan remains unchanged.

IN WITNESS WHEREOF, the Employer has caused this Amendment to be signed as of this 9th day of October, 2009.
 

XEROX CORPORATION

By:  /S/ PATRICIA M. NAZEMETZ

 Vice President
 

3



Exhibit 10(j)(3)

AMENDMENT NO. 4
TO THE

XEROX UNIVERSAL LIFE PLAN

W I T N E S S E T H:

WHEREAS, Xerox Corporation (the “Company”) has established the Xerox Universal Life Plan which is presently set forth in the “Xerox Universal
Life Plan”, as amended by Amendment Nos. 1 through 3 (hereinafter referred to as the “Plan”), and

WHEREAS, the Company desires to amend the Plan,

NOW, THEREFORE, the Plan is hereby amended as follows:
 

1. Section 1.20 shall be amended to remove the quotation mark at the end thereof.
 

2. The address of Xerox Corporation provided in Section 9.1 shall be amended to read in its entirety as follows:
 

  

“Xerox Corporation
45 Glover Avenue
Norwalk, CT 06856-4505”.   

 
3. The title of one of the Participation Agreements (Schedule B) to the Plan which previously read as follows:
 

  

“Schedule B
 

XEROX UNIVERSAL LIFE PLAN
PARTICIPATION AGREEMENT

(for non-CLIP Participants)”   

shall be amended to read in its enitrety as follows:
 

  

“Schedule B
 

XEROX UNIVERSAL LIFE PLAN
PARTICIPATION AGREEMENT”.   

This amendment is effective as of the date hereof. In all other respects the Plan shall remain unchanged.

IN WITNESS WHEREOF, the Company has caused this Amendment to be signed as of the 28th day of September, 2009.
 

XEROX CORPORATION

By:  /S/ PATRICIA M. NAZEMETZ

 Vice President



EXHIBIT 12

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

The ratio of earnings to fixed charges, as well as any deficiency of earnings is determined using the following applicable factors:

Earnings available for fixed charges are calculated first, by determining the sum of: (a) income from continuing operations before income taxes
and equity income; (b) distributed equity income; (c) fixed charges, as defined below; and (d) amortization of capitalized interest, if any. From this
total, we subtract capitalized interest and net income attributable to noncontrolling interests.

Fixed charges are calculated as the sum of (a) interest costs (both expensed and capitalized), (b) amortization of debt expense and discount or
premium relating to any indebtedness and (c) that portion of rental expense that is representative of the interest factor.
 

     
Three Months

Ended September 30,    
Nine Months

Ended September 30,  
(in millions)     2009    2008    2009    2008  
Fixed charges:           
Interest expense     $ 131    $ 146    $ 392    $ 424  
Capitalized interest      2     3     7     8  
Portion of rental expense which represents interest factor      23     22     68     68  

      
 

    
 

    
 

    
 

Total Fixed Charges     $ 156    $ 171    $ 467    $ 500  
      

 

    

 

    

 

    

 

Earnings available for fixed charges:           
Pre-tax income (loss)     $ 158    $ 247    $ 433    $ (8) 
Add: Distributed equity income of affiliated companies      3     4     8     32  
Add: Fixed charges      156     171     467     500  
Less: Capitalized interest      (2)    (3)    (7)    (8) 
Less: Net income attributable to noncontrolling interests      (6)    (9)    (20)    (27) 

      
 

    
 

    
 

    
 

Total Earnings Available for Fixed Charges     $ 309    $ 410    $ 881    $ 489  
      

 

    

 

    

 

    

 

Ratio of Earnings to Fixed Charges      1.98     2.40     1.89     *  
      

 

    

 

    

 

    

 

 
* Earnings for the nine months ended September 30, 2008 were inadequate to cover fixed charges by $11.



EXHIBIT 31(a)

CEO CERTIFICATIONS

I, Ursula M. Burns, certify that:
 
1. I have reviewed this Quarterly Report on Form 10-Q of Xerox Corporation;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined

in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

 

 
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles;

 

 
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

 

 
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most

recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting,

to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

October 22, 2009
 

/S/  URSULA M. BURNS
          Ursula M. Burns
    Principal Executive Officer



EXHIBIT 31(b)

CFO CERTIFICATIONS

I, Lawrence A. Zimmerman, certify that:
 
1. I have reviewed this Quarterly Report on Form 10-Q of Xerox Corporation;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined

in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

 

 
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles;

 

 
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

 

 
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most

recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting,

to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

October 22, 2009
 

/S/  LAWRENCE A. ZIMMERMAN
          Lawrence A. Zimmerman
         Principal Financial Officer



EXHIBIT 32

CERTIFICATION OF CEO AND CFO PURSUANT TO 18 U.S.C. § 1350,
AS ADOPTED PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Form 10-Q of Xerox Corporation, a New York corporation (the “Company”), for the quarter ending September 30, 2009, as
filed with the Securities and Exchange Commission on the date hereof (the “Report”), Ursula M. Burns, Chief Executive Officer of the Company,
and Lawrence A. Zimmerman, Vice Chairman and Chief Financial Officer of the Company, each hereby certifies, pursuant to 18 U.S.C. § 1350, as
adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, to the best of his/her knowledge, that:
 

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the

Company.
 

/S/  URSULA M. BURNS
          Ursula M. Burns
    Chief Executive Officer
          October 22, 2009

/S/ LAWRENCE A. ZIMMERMAN
        Lawrence A. Zimmerman
          Chief Financial Officer
              October 22, 2009

This certification accompanies this Report pursuant to § 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required by the
Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of § 18 of the Securities Exchange Act of 1934, as amended.

A signed original of this written statement required by § 906 has been provided to Xerox Corporation and will be retained by Xerox Corporation and
furnished to the Securities and Exchange Commission or its staff upon request.


