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Xerox Reports Third-Quarter 2008 Earnings of 29 Cents per
Share

e Total revenue up 2 percent
e Post-sale revenue up 3 percent
e $260 million in operating cash flow

NORWALK, Conn., Oct. 23, 2008 — Xerox Corporation (NYSE: XRX) announced today
third-quarter earnings of 29 cents per share.

Total revenue of $4.4 billion grew 2 percent in the quarter, including a 2 point
benefit from currency. Post-sale revenue, which represents more than 70 percent of
the company’s total revenue, increased 3 percent. Equipment sale revenue was
down 3 percent. Both post-sale and equipment sale revenue included a 1 point
currency benefit.

“Our results this quarter reflect the value of a business model that delivers solid
operating cash flow through a profitable annuity stream,” said Anne Mulcahy, Xerox
chairman and chief executive officer.

“In this tough business environment, revenue remained stable this quarter — the
benefit of investments in expanding our reach to small and mid-size businesses.
This focus led to strong performance from our developing markets and Global
Imaging operations and helped to offset the economic challenges affecting U.S.
large enterprises, especially for our high-volume production systems,” she added.
“The resulting shift in revenue mix does put pressure on our gross margin. To better
align our operations with these changes, we’re accelerating actions to reduce our
cost base and drive operational improvements across the board, giving us more
flexibility in our business and in this unpredictable economy.”

Xerox generated operating cash flow of $260 million in the third quarter bringing
year-to-date cash flow to $754 million. Xerox closed the quarter with $873 million
in cash and cash equivalents.

“We're confident in the strength of our financial position and the flexibility we have
to manage our business successfully through today’s challenges and for the long-
term value of our shareholders,” Mulcahy said.

Xerox’s developing markets continued to deliver strong growth in the third quarter
with revenue up 15 percent, reflecting positive performance in all regions.



Revenue from color grew 5 percent in the third quarter and represents more than 40
percent of Xerox’s total revenue. Color pages were up 27 percent and now
represent 17 percent of total pages printed on Xerox technology. Color results
exclude the benefit from Global Imaging Systems.

Xerox document management services help businesses reduce costs by simplifying
work processes, managing office technology and in-house print shops, converting
paper files to digital and much more. Through the third quarter of this year, Xerox
Global Services generated $2.6 billion in annuity revenue, up 6 percent from the
prior year.

Xerox’s production business provides commercial printers and large enterprises with
high-speed digital printing and services that enable on-demand, personalized
printing. Total production revenue decreased 1 percent in the third quarter,
including a 2 point benefit from currency, largely due to a slowdown in U.S. activity.
Installs of production black-and-white systems declined 11 percent and installs of
production color devices were up 4 percent in the quarter driven by early demand
for the company’s new production systems, the Xerox iGen4™ Press and the Xerox
700 Digital Color Press, both of which were available worldwide beginning in
September.

Through expanded channels of distribution and competitive offerings for businesses
of any size, Xerox continues to drive demand for color in the office with installs of
color multifunction systems up 23 percent from the prior year. Installs of the
company’s black-and-white multifunction devices increased 15 percent. Total office
revenue was up 3 percent in the third quarter, including a 2 point benefit from
currency.

The effect of accelerated growth from developing markets and for products that
serve the SMB market along with slower U.S. demand for high-volume production
systems resulted in a third-quarter gross margin of 39.2 percent, down about one
point from the prior year. Selling, administrative and general expenses as a percent
of revenue at 26 percent increased about a half point year over year as the
company maintained its investments in marketing and sales coverage. The
combined impact of margin pressure and selling investments was offset in the third
quarter by a benefit from tax settlements.

The company said it will take a pre-tax restructuring charge of approximately $400
million or 31 cents per share in the fourth quarter to accelerate its cost-reduction
activities on a global basis. Excluding the charge, Xerox expects fourth quarter
2008 earnings in the range of 34 to 36 cents per share.

Commenting on next year’s earnings expectations, Mulcahy said, “We believe the
operational efficiencies we’ll gain from our restructuring actions in the fourth
quarter position us well to deliver double-digit earnings growth in 2009.”
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Media Contacts:
Carl Langsenkamp, Xerox Corporation, +1-585-423-5782,
carl.langsenkamp®@xerox.com

Christa Carone, Xerox Corporation, +1-203-849-2417, christa.carone@xerox.com

Xerox @)



Note: Expected earnings per share for the fourth quarter 2008 is discussed in this
release using a non-GAAP financial measure that excludes the effect of the
expected fourth quarter restructuring charges. Refer to the “Non-GAAP Financial
Measures” section of this release for a discussion of this non-GAAP measure and its
reconciliation to the reported GAAP measure.

This release contains "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 risk that we will not realize all of the anticipated
benefits from our 2007 acquisition of Global Imaging Systems; 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 actions with respect
to the approximately $400 million pre-tax restructuring charge or 31 cents per share
anticipated in the fourth quarter 2008; 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; and other factors that are set forth in the “Risk Factors” section, the “Legal
Proceedings” section, the “Management’s Discussion and Analysis of Financial
Conditions and Results of Operations” section and other sections of our Quarterly
Reports on Form 10-Q for the quarters ended March 31, 2008 and June 30, 2008
and our 2007 Annual Report filed with the Securities and Exchange Commission.
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.

For more information on Xerox, visit http://www.xerox.com or
http://www.xerox.com/news. Xerox®, the Xerox wordmark and the spherical
connection symbol are trademarks of Xerox Corporation in the United States and/or
other countries.
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Xerox Corporation
Condensed Consolidated Statements of Income (Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
(in millions, except per share data) 2008 2007 % Change 2008 2007 % Change
Revenues
Sales $ 2047 § 2030 1% $ 6179 §$ 5713 8%
Service, outsourcing and rentals 2,126 2,068 3% 6,446 6,019 7%
Finance income 197 204 (3%) 613 614
Total Revenues 4,370 4,302 2% 13,238 12,346 7%
Costs and Expenses
Cost of sales 1,340 1,316 2% 4,059 3,686 10%
Cost of service, outsourcing and rentals 1,241 1,183 5% 3,747 3,449 9%
Equipment financing interest 75 79 (5%) 234 236 (1%)
Research, development and engineering expenses 228 233 (2%) 672 674 -
Selling, administrative and general expenses 1,138 1,091 4% 3,432 3,126 10%
Restructuring and asset impairment charges 14 (3) * 80 (7) *
Provision for litigation, net - - - 795 - ¥
Other expenses, net 96 79 22% 254 214 19%
Total Costs and Expenses 4132 3,978 4% 13,273 11,378 17%
Income (Loss) before Income Taxes and Equity Income** 238 324 (27%) (35) 968 *
Income tax expense (benefit) 15 97 (85%) (172) 275 ¥
Equity in net income of unconsolidated affiliates 35 27 30% 92 60 53%
Net Income $ 258§ 254 2% $ 229 § 753 (70%)
Basic Earnings per Share $ 030 $ 0.27 1% $ 026 $ 0.80 (68%)
Diluted Earnings per Share $ 029 $ 0.27 7% $ 025 $ 0.79 (68%)

* Percent change not meaningful.

** Referred to as "Pre-Tax Income” throughout the remainder of this document.



Xerox Corporation

Condensed Consolidated Balance Sheets (Unaudited)
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September 30, December 31,
(in millions, except share data in thousands) 2008 2007
Assets
Cash and cash equivalents $ 873 $ 1,099
Accounts receivable, net 2,504 2,457
Billed portion of finance receivables, net 282 304
Finance receivables, net 2,544 2,693
Inventories 1,376 1,305
Other current assets 1,170 682
Total current assets 8,749 8,540
Finance receivables due after one year, net 4,658 5,051
Equipment on operating leases, net 604 587
Land, buildings and equipment, net 1,515 1,587
Investments in affiliates, at equity 1,017 932
Intangible assets, net 625 621
Goodwill 3,446 3,448
Deferred tax assets, long-term 1,522 1,349
Other long-term assets 1,489 1,428
Total Assets $ 23,625 $ 23,543
Liabilities and Shareholders’ Equity
Short-term debt and current portion of long-term debt $ 1,457 $ 525
Accounts payable 1,303 1,367
Accrued compensation and benefits costs 608 673
Other current liabilities 2,229 1,512
Total current liabilities 5,597 4,077
Long-term debt 6,783 6,939
Liability to subsidiary trust issuing preferred securities 637 632
Pension and other benefit liabilities 973 1,115
Post-retirement medical benefits 1,381 1,396
Other long-term liabilities 752 796
Total Liabilities 16,123 14,955
Common stock, including additional paid-in-capital 3,393 4,096
Treasury stock, at cost (91) (31)
Retained earnings 5,378 5,288
Accumulated other comprehensive loss (1,178) (765)
Total Shareholders’ Equity 7,502 8,588
Total Liabilities and Shareholders' Equity $ 23,625 $ 23,543
Shares of common stock issued 872,442 919,013
Treasury stock (6,842) (1,836)
Shares of common stock outstanding 865,600 917177




Xerox Corporation
Condensed Consolidated Statements of Cash Flows (Unaudited)
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Three Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2008 2007 2008 2007
Cash Flows from Operating Activities:
Net income $ 258§ 254 $ 29 § 753
Adjustments required to reconcile net income to cash flows from operating activities:
Depreciation and amortization 175 17m 498 485
Provisions for receivables and inventory 65 48 173 142
Net gain on sales of businesses and assets - (1 (22) (5)
Undistributed equity in net income of unconsolidated affiliates (31) (25) (60) (43)
Stock-based compensation 26 27 66 62
Provision for litigation, net - - 795 -
Restructuring and asset impairment charges 14 (3) 80 (7)
Payments for restructurings (33) (61) (92) (195)
Contributions to pension benefit plans (205) (197) (271) (252)
Increase in accounts receivable and billed portion of finance receivables (60) (111) (128) (227)
Increase in inventories (10) (29) (175) (189)
Increase in equipment on operating leases (81) (84) (242) (229)
Decrease in finance receivables 99 50 319 270
Decrease in other current and long-term assets 24 22 18 76
Increase (decrease) in accounts payable and accrued compensation 94 150 (49) 77
(Decrease) increase in other current and long-term liabilities (85) 19 (132) (8)
Net change in income tax assets and liabilities (15) 57 (302) 200
Net change in derivative assets and liabilities (1) (20) 9 (44)
Other, net 26 19 40 (5)
Net cash provided by operating activities 260 286 754 861
Cash Flows from Investing Activities:
Cost of additions to land, buildings and equipment (43) (56) (142) (164)
Proceeds from sales of land, buildings and equipment 1 7 37 13
Cost of additions to internal use software (42) (29) (102) (83)
Acquisitions, net of cash acquired (11) (44) (153) (1,574)
Net change in escrow and other restricted investments (266) 12 (403) 52
Other, net 5 19 57 137
Net cash used in investing activities (356) 91) (706) (1,619)
Cash Flows from Financing Activities:
Net debt payments on secured financings (45) (881) (192) (1,255)
Net cash proceeds on other debt 329 859 900 1,855
Common stock dividends (37) - (116) -
Proceeds from issuances of common stock 2 8 6 59
Excess tax benefits from stock-based compensation 1 3 2 21
Payments to acquire treasury stock, including fees (92) (212) (804) (501)
Repurchases related to stock-based compensation - - (33) -
Other (5) 3) (14) (18)
Net cash provided by (used in) financing activities 153 (226) (251) 161
Effect of exchange rate changes on cash and cash equivalents (27) 29 (23) 46
Increase (decrease) in cash and cash equivalents 30 (2) (226) (551)
Cash and cash equivalents at beginning of period 843 850 1,099 1,399

Cash and cash equivalents at end of period $ 873 $ 848

$ 8713 $ 848




Financial Review

Summary
Revenues

Three Months Ended

September 30,

(in millions) 2008 2007 Change
Equipment sales $ 1125 $ 1156  (3%)
Post sale revenue’ 3,245 3,146 3%
Total Revenue $ 4370 $ 4,302 2%

Reconciliation to Condensed Consolidated Statements of Income

Sales $ 2047 $ 2,030

Less: Supplies, paper and other sales (922) (874)
Equipment sales $ 1,125 $ 1,156

Service, outsourcing and rentals $ 2126 $ 2,068

Add: Finance income 197 204

Add: Supplies, paper and other sales 922 874

Post sale revenue $ 3,245 S 3,146

Memo: Color? $ 1636 $ 1,564 5%

'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.

Third quarter 2008 total revenues grew 2 % compared to the third quarter 2007.
Currency had a 2-percentage point positive impact on total revenues in the quarter.
Total revenues included the following:

3% increase in post sale revenue, with a 1-percentage point benefit from
currency. Growth in GIS, color products and document management services
offset declines in high-volume black-and-white printing systems, black-and-
white multifunction devices and weakness in U.S. enterprise accounts. The
components of post sale revenue increased as follows:

o 3% increase in service, outsourcing and rentals revenue to $2,126
million, reflecting growth in document management services and rental
revenue.

o Supplies, paper and other sales of $922 million grew 5% year-over-year,
primarily due to growth in supplies and paper sales.

3% decrease in equipment sales revenue, with a 1-percentage point benefit from
currency. Growth in install activity was offset by overall price declines of between

5% and 10 % as well as product mix. More than two-thirds of the third quarter
2008 equipment sales were generated from products launched in the past 24
months.
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e 5% growth in color revenue®. Color revenue of $1,636 million comprised 40 %
of total revenue in the third quarter 2008, excluding GIS, compared to 39 % in
the third quarter 20077, reflecting:

o 10% growth in color post sale revenue. Color represented 37 % of post
sale revenue in the third quarter 2008, excluding GIS, versus 35 % in the
third quarter 2007,

o Color equipment sales revenue declined 6 % . Color sales represented
50 % of total equipment sales in the third quarter 2008, excluding GIS,
versus 51 % of total equipment sales in the third quarter 2007°,

> Total color, color post sale and color equipment sales revenues comprised 37 %, 35 % and
44 % in 2008, 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.

Net Income

Third quarter 2008 net income 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 net restructuring charge of $9
million ($14 million pre-tax), or $0.01 per diluted share.

Third quarter 2007 net income was $254 million, or $0.27 per diluted share.

The calculations of basic and diluted earnings per share are included as Appendix I.



Operations Review

Three Months Ended September 30,
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(in millions) Production Office Other Total
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%
2007
Equipment sales $ 329 § 759 $ 68 $ 1,156
Post sale revenue 957 1,625 564 3,146
Total Revenues $ 1,286 $ 2384 $ 632 $ 4,302
Segment Profit (Loss)  $ 126 $ 259 $ (25) $ 360
Operating Margin 9.8% 10.9% (4.0%) 8.4%

Refer to Appendix II for the reconciliation of Segment Operating Profit to Pre-tax
Income.

In 2008 we revised our segment reporting to integrate Developing Markets
Operations (DMO) into the Production, Office and Other segments. DMO is a
geographic region that has matured to a level where we now manage it based on
the basis of products sold, consistent with our North American and European
geographic regions. Refer to Appendix III for DMO’s results.

Note:

o Install activity percentages include the Xerox-branded product shipments to
GIS.

Production

Revenue

Third quarter 2008 Production revenue of $1,272 million decreased 1 %, including a

2-percentage point benefit from currency, reflecting:

e 2% increase in post sale revenue as growth from color, continuous feed and
light production products offset declines in revenue from black-and-white high-
volume printing systems.

e 9% decline in equipment sales revenue, reflecting declines in black-and-white
production and color production systems, largely driven by weakness in the U.S.

e 4% increase in installs of production color products driven by Xerox 700 and
iGen4™ activity.



e 11% decline in installs of production black-and-white systems driven by declines
in installs of light production and high-volume production printing systems
partially offset by continuous feed systems install growth.

Operating Profit

Third quarter 2008 Production profit of $83 million decreased $43 million from
third quarter 2007 due to lower gross profit flow-through from the decline of
equipment sales revenue and increased SAG expenses.

Office

Revenue

Third quarter 2008 Office revenue of $2,446 million increased 3 %, including a 2-
percentage point benefit from currency and our expansion in the SMB market.
Revenue for the third quarter reflects:

e 3% increase in post sale revenue, with a 1-percentage point benefit from
currency. This reflects growth in GIS, color multifunction devices and color
printers offsetting declines in black-and-white devices.

e 1% increase in equipment sales revenue, with a 1-percentage point benefit
from currency. This reflects growth from GIS and developing markets, partially
offset by price declines, product mix and weakness in enterprise accounts in the
us.

e 23 % color multifunction device install growth led by strong demand for Xerox
WorkCentre® and Phaser® products.

e 15% increase in installs of black-and-white copiers and multifunction devices,
including 16 % growth in Segment 1&2 products (11-30 ppm) and 9 % growth
in Segment 3-5 products (31-90 ppm). Segment 3-5 installs include the Xerox
4595, a 95 ppm device with an embedded controller.

Operating Profit

Third quarter 2008 Office profit of $260 million increased $1 million from third
quarter 2007 as higher gross profit was offset by increased SAG expenses.

Other

Revenue

Third quarter 2008 Other revenue of $652 million increased 3 %, including a 1-
percentage point benefit from currency, reflecting growth in value-added service,
GIS, as well as increased paper revenue. Paper comprised approximately half of the
third quarter 2008 Other segment revenue.

Operating Profit

Third quarter 2008 Other loss of $46 million increased $21 million from third
quarter 2007, due to higher foreign exchange losses and lower gross profit from
paper sales, partially offset by higher equity income and value-added services.
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Costs, Expenses and Other Income

Gross Margin

Three Months Ended
September 30,
2008 2007 Change
Sales 345% 352% (0.7) pts
Service, outsourcing and rentals 41.6% 428 % (1.2) pts
Financing income 61.9% 61.3% 0.6 pts
Total Gross Margin 39.2% 401 % (0.9) pts

Third quarter 2008 total gross margin decreased 0.9-percentage points compared
to the third quarter 2007, primarily due to price declines and a higher proportion of
revenue from lower margin channels including document management services,
partially offset by a 0.3-percentage point benefit resulting from a favorable
adjustment related to European product disposal costs.

Sales gross margin decreased 0.7-percentage points compared to the third quarter
2007, primarily due to the 2.7-percentage point impact of price declines as well as
channel mix, partially offset by cost improvements and other variances including
the favorable adjustment related to European product disposal costs.

Service, outsourcing and rentals margin decreased 1.2-percentage points compared
to the third quarter 2007 driven by price declines and mix of approximately 2-
percentage points, partially offset by cost improvements. Mix primarily reflects
margin pressure from document management services.

Research, Development and Engineering Expenses (“R.D&E”)

Three Months Ended
September 30,
2008 2007 Change
R,D&E % Revenue 52% 5.4% (0.2) pts

R,D&E of $228 million in the third quarter 2008 was $5 million lower than the third
quarter 2007. R&D of $196 million increased $1 million, and sustaining engineering
costs of $32 million decreased $6 million from third quarter 2007. R,D&E as a
percentage of revenue decreased 0.2-percentage points, as we leveraged our
current R,D&E investments to support GIS operations.

We invest in technological development, particularly in color, and believe our R&D
spending is sufficient to remain technologically competitive. Xerox R&D is
strategically coordinated with Fuji Xerox.



Xerox @)

Selling, Administrative and General Expenses (“SAG”)

Three Months Ended
September 30,
2008 2007 Change
SAG % Revenue 26.0% 25.4% 0.6 pts

SAG expenses of $1,138 million in the third quarter 2008 were $47 million higher

than the third quarter 2007, including a $10 million negative impact from currency.

The SAG expense increase reflected the following:

e $24 million increase in selling expenses, reflecting unfavorable currency and
investments in selling resources.

e  $6 million increase in general and administrative expenses, reflecting
unfavorable currency.

e $17 million increase in bad debt expenses to $45 million, reflecting recent write-
off level increases, however as a percentage of revenue this has remained
comparable with the prior year-end at approximately 1-percent.

Restructuring Charges

During the third quarter 2008 we recorded $14 million of net restructuring charges,
predominantly in the U.S. related to headcount reductions of approximately 300.
The restructuring reserve balance as of September 30, 2008 for all programs was
$93 million, of which approximately $74 million is expected to be spent over the
next twelve months. We expect to recognize a pre-tax restructuring charge of
approximately $400 million or $0.31 per share in the fourth quarter of 2008 for
initiatives that are still in the process of being finalized by management in order to
accelerate our cost-reduction activities on a global basis.

Worldwide Employment

Worldwide employment of 57,400 at September 30, 2008 is at the same level as
year-end 2007 and has decreased 600 from second quarter 2008, primarily due to
restructuring.



Other Expenses, Net

Three Months Ended

September 30,

(in millions) 2008 2007
Non-financing interest expense $ 71 $ 75
Interest income (8) (12)
Gains on sales of businesses and assets - (1)
Currency losses (gains), net 9 (8)
Amortization of intangible assets 14 13
Legal matters - (1)
All other expenses, net 10 13

Total Other expenses, net $ 9% $ 79

Non-Financing Interest Expense

Third quarter 2008 non-financing interest expense of $71 million was $4 million
lower than third quarter 2007, reflecting the benefit of lower interest rates partially

offset by higher average debt balances.

Interest Income

Third quarter 2008 interest income of $8 million decreased $4 million, reflecting

lower average cash balances.

Currency Losses, Net

Third quarter 2008 net currency losses of $9 million, compared to net currency gains
of $8 million in third quarter 2007, resulted in a $17 million year over year
unfavorable variance. The third quarter 2008 reflects net remeasurement losses
associated with our foreign currency denominated assets and liabilities in our
developing market units as well as the cost of hedging. Third quarter 2007 currency
gains of $8 million primarily reflected the mark-to-market of Yen/Euro and Yen/USD
forward contracts, which were economically hedging anticipated foreign currency

transactions.

Income Taxes

Three Months Ended
September 30,
2008 2007 Change
Income tax expense $ 15 $ 97 $ (82
Effective tax rate 6.3% 299% (23.6) pts
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The third quarter 2008 effective tax rate was 6.3 % and included a 17.9 % benefit
from the settlement of certain previously unrecognized tax benefits and the tax
effect of the third quarter restructuring charges. Excluding these items, the
adjusted effective tax rate was 24.2 % “ as compared to 29.9 % in the third quarter
2007. 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 and the utilization of foreign tax credits.

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 2008 will
approximate 25 %, excluding the effects of any future discrete events.

“See page 17 for an explanation of this non-GAAP measure

Equity in Net Income of Unconsolidated Affiliates

Equity in net income of unconsolidated affiliates of $35 million increased $8 million
compared to third quarter 2007, reflecting our 25 % share of Fuji Xerox’s higher net
income as well as favorable currency.

Capital Resources and Liquidity

The following table summarizes our cash and cash equivalents for the three months
ended September 30, 2008 and 2007:
Three Months Ended

September 30,

Amount
(in millions) 2008 2007 Change
Net cash provided by operating activities $ 260 $ 286 $ (26)
Net cash used in investing activities (356) (91) (265)
Net cash provided by (used in) financing activities 153 (226) 379
Effect of exchange rate changes on cash and cash equivalents (27) 29 (56)
Increase (decrease) in cash and cash equivalents 30 (2) 32
Cash and cash equivalents at beginning of period 843 850 (7)
Cash and cash equivalents at end of period $ 873 $ 848 $ 25

Cash Flows from Operating Activities

Net cash provided by operating activities was $260 million in the third quarter

2008. The $26 million decrease in cash from third quarter 2007 was primarily due

to the following:

e $69 million decrease in pretax income before restructuring.

e $56 million decrease primarily due to lower accounts payable related to the
timing of payments and purchases.

e $55 million decrease reflecting changes in benefits and other accruals.

e $8 million decrease due to higher contributions to pension benefit plans.
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b
e  $51 million increase due to improved collection performance of trade

receivables.

e  $49 million increase due to higher net run-off of finance receivables from lower
originations reflecting changes in channel mix.

e $28 million increase due to lower restructuring payments resulting from a lower
level of restructuring activities.

e $19 million increase due to lower inventory growth reflecting improved
inventory supply chain management.

Cash Flows from Investing Activities

Net cash used in investing activities was $356 million in the third quarter 2008. The
$265 million decrease in cash from third quarter 2007 was primarily due to the
following:

e $278 million decrease due to higher escrow and other restricted investments,
primarily resulting from the funding of the escrow account for the previously
disclosed Carlson litigation settlement.

e $33 million increase due to lower cash used for acquisitions in 2008.

Cash Flows from Financing Activities

Net cash provided by financing activities was $153 million in the third quarter 2008.
The $379 million increase in cash from third quarter 2007 was primarily due to the
following:

e $836 million increase from lower net repayments on secured debt. Third
quarter 2007 includes termination of our secured financing program with GE in
the United Kingdom for $593 million and the repayment of secured borrowings
to DLL for $153 million. The remainder includes lower payments of $71 million
associated with the continued run-off of our U.S. secured borrowing program.

e  $120 million increase due to lower purchases under our share repurchase
program.

e $530 million decrease due to lower net cash proceeds on other debt. Third
quarter 2008 reflects proceeds of $250 million from a private placement
borrowing, net proceeds of $198 million on the Credit Facility, as well as net
payments of $119 million on other debt. Third quarter 2007 reflects net
proceeds of $400 million in Senior Notes, net proceeds of $290 million on the
Credit Facility, as well as net proceeds of $169 million on other debt.

e $37 million decrease due to common stock dividend payments.

Customer Financing Activities

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

September 30, December 31,

(in millions) 2008 2007
Total Finance receivables, net $ 7,484 % 8,048
Equipment on operating leases, net 604 587

Total Finance Assets, net $ 8,088 $ 8,635




™ 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.

Accounts Receivable Sales Arrangement

During the third quarter 2008 we sold $146 million of accounts receivables, as
compared to $168 million in the second quarter 2008, under an existing accounts
receivables sales arrangement in Europe. $136 million of receivables sold to date
under this arrangement remain uncollected by the third party as of September 30,
2008.

Forward-Looking Statements

This release contains "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 risk that we will not realize all of the anticipated
benefits from our 2007 acquisition of Global Imaging Systems, Inc; 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 actions with respect
to the approximately $400 million pre-tax restructuring charge or $0.31 per share
anticipated in the fourth quarter 2008; 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; and other factors 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 our Quarterly
Reports on Form 10-Q for the quarters ended March 31, 2008 and June 30, 2008
and our 2007 Annual Report filed with the Securities and Exchange Commission.
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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Non-GAAP Financial Measures

We have reported our financial results in accordance with generally accepted
accounting principles (GAAP). In addition, we have discussed the following non-
GAAP measures:

1. Adjusted Diluted EPS: Diluted earnings per share for the fourth quarter 2008
expectations are discussed in this release using a non-GAAP financial measure that
excludes the effect of the expected fourth quarter restructuring charges.
Management believes that it is helpful to exclude the effects of this charge to
better understand and analyze the expected fourth quarter results given the
discrete nature of the charge.

2. Adjusted Effective Tax Rate: The effective tax rate for the third quarter 2008 is
discussed in this release using a non-GAAP financial measure that excludes the
benefit to taxes relating to the settlement of certain previously unrecognized tax
benefits and the effect of charges associated with restructuring. Management
believes that it is helpful to exclude these effects to better understand and analyze
the current period’s effective tax rate given the discrete nature of these items in the
period.

Management believes that these non-GAAP financial measures provide an
additional means of analyzing the current period results against the corresponding
prior period results. However, these non-GAAP financial measures should be viewed
in addition to, and not as a substitute for, the Company’s reported results prepared
in accordance with GAAP. A reconciliation of these non-GAAP financial measures to
the most directly comparable financial measures calculated and presented in
accordance with GAAP are set forth below as well as in the 2008 third quarter
presentation slides available at http://www.xerox.com/investor.

Guidance
(amounts per share) Q4 2008
Adjusted Diluted EPS $0.34 - $0.36
Restructuring $0.31
GAAP Diluted EPS $0.03 - $0.05

Three Months Ended
September 30, 2008

Pre-Tax Income  Effective Tax
(in_millions) Income Taxes Rate
As Reported $ 238 % 15 6.3%
Restructuring 14
Tax Settlements - 41
As Adjusted $ 252 % 61 242%

-XXX-
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7
APPENDIX I
Xerox Corporation
Earnings per Common Share
(Dollars in millions, except per share data. Shares in thousands)
Three Months Ended
September 30,
2008 2007

Basic Earnings per Share:
Net Income $ 258 $ 254
Weighted Average Common Shares Outstanding 870,849 932,217
Basic Earnings per Share $ 030 % 0.27
Diluted Earnings per Share:
Net Income $ 258 $ 254
Interest on Convertible Securities, net - -
Adjusted net income available to common shareholders $ 258 $ 254
Weighted Average Common Shares Outstanding 870,849 932,217
Common shares issuable with respect to:

Stock options 4,631 8,265

Restricted stock and performance shares 9,410 9,071

Convertible securities 1,992 1,992
Adjusted Weighted Average Common Shares Outstanding 886,882 951,545
Diluted Earnings per Share $ 029 % 0.27

Dividends per Common Share $ 0.0425 % -
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APPENDIX II

Xerox Corporation
Reconciliation of Segment Operating Profit to Pre-Tax Income

Three Months Ended
September 30,

2008 2007

Total Segment Operating Profit $ 297 $ 360
Reconciling items:

Restructuring and asset impairment charges (14) 3
Restructuring charges of Fuji Xerox (2) (5)
Equity in net income of unconsolidated affiliates (35) (27)
Other (8) (7)
Pre-tax income $ 238 $ 324

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 around strategic product groups,
which share common technology, manufacturing and product platforms, as well as
classes of customers.

Production:  Monochrome 91+ pages per minute (ppm) excluding 95 ppm with
embedded controller; Color 41+ ppm excluding 50 ppm, 60 ppm and
70 ppm with embedded controller.

Office: Monochrome up to 90 ppm as well as 95 ppm with embedded
controller; Color up to 40 ppm as well as 50 ppm, 60 ppm and 70
ppm with embedded controller.

Other: Xerox Supplies Business Group (predominantly paper), value-added
services, Wide Format Systems, Xerox Technology Enterprises (XTE),
royalty and licensing, GIS network integration solutions and
electronic presentation systems, equity income and non-allocated
corporate items.
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Appendix III

Xerox Corporation
DMO Revenue and Operating Margin within Segment Reporting

Effective January 1, 2008, we revised our segment reporting to integrate DMO into
the Production, Office and Other segments. We will continue to provide DMQ’s
revenue and profit on a supplemental basis as follows through 2008.

Three Months Ended September 30,

(in millions) Total DMO
2008
Equipment sales $ 184
Post sale revenue 432
Total Revenues $ 616
Segment Profit $ 50
Operating Margin 8.1%
2007
Equipment sales $ 156
Post sale revenue 379
Total Revenues $ 535
Segment Profit $ 32

Operating Margin 6.0%




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


