





N U rtU I’l n g a Greener World

through Sustainable Innovation and Development

Environmental, Health
and Safety Governance

The Environment, Health and Safety
(EH&S) organization is charged with
ensuring company-wide adherence to
Xerox’s environmental, health and safety
policy. The governance model we use
to accomplish this task is illustrated to
the right. Its central elements include
clearly defined goals, a single set

of worldwide standards and an audit
process that ensures conformance

to these requirements.

Standards and Programs

Environmental, health and safety
standards are our primary tool for
ensuring compliance with corporate
policies and goals. These worldwide
standards establish specific require-
ments for product safety, materials
safety, packaging, environmental
management and reporting, workplace
safety, emergency response and asset
protection. We have also established
company-wide programs such as Zero
Injury, Emergency Preparedness and
Energy Challenge 2012 to engage and
support employees worldwide.

-

Environmental, Health and Safety
Governance Model

ENVIRONMENTAL,
HEALTH AND SAFETY
CORPORATE POLICY

STRATEGIC
GOALS

» Safe Workplace
and Healthy
Workforce

« Safe Products
* Carbon-Neutral

* Sustainable
Paper Cycle

* Zero Persistent,

Bioaccumulative,

Toxic (PBT)
Footprint
* Waste-Free

Products and
Facilities

STANDARDS

* Wellness and
Zero Injury
Program

* Emergency
Preparedness

* Energy Challenge
2012 Program

SO 14001
Environmental
Management

* EH&S Integration
into Product
Development
and Technology
Investment

* Supplier
Management

i

ENVIRONMENTAL,
HEALTH AND SAFETY
AUDIT PROGRAM
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Supplier Environmental, Health
and Safety Management

Xerox extends environmental, health
and safety requirements across its
supply chain. Since 1998, Xerox has
asked its materials and components
suppliers to meet specific environ-
mental, health and safety requirements.
These requirements were broadened in
2004 to better manage the chemical
content of our products. By adopting
the Electronic Industry Code of Conduct
(see page 17 for information on EICC),
Xerox has further strengthened its
commitment to ensure that its suppliers
are operating according to accepted
industry standards for environmental
management. Starting in 2003,

Xerox extended additional requirements
to companies that provide paper to
Xerox for resale. More information

on these standards can be found at
WWW.Xerox.com/environment.

Audit Program

To maintain and achieve regulatory
compliance, a well-established audit
program measures our Success in
implementing corporate standards and
guidelines. To identify environmental,
health and safety risks and potential
areas of non-compliance, Xerox audits
research, manufacturing and service
operations on an average of once every
three years. Xerox audit teams evaluate
operations against Xerox standards,
regulations and industry guidelines,
and with the assistance of the audit
teams, local managers develop action
plans to correct deficiencies. Senior
management pays particular attention
to situations with the potential to pose
a high risk of environmental damage,
serious injury to employees, or
regulatory non-compliance. In 2007,
Xerox met its goal of resolution of
these issues within 90 days, and has
demonstrated that the audit program
has become an important mechanism
for identifying and correcting
performance gaps.



Employee Training and Education

Through training and internal
communication, Xerox makes its
employees aware of how our operations
affect the environment. Manufacturing
employees who can have a potential
impact on the environment receive
training annually on topics such as
hazardous waste management, spill
prevention and response, recycling
and ISO 14001. Customer Service
Engineer training covers safety hazards,
exposures and processes for risk
mitigation. We post our environmental
policy in our facilities, and we deploy
environmental, health and safety goals
for our products through our product
development process. Through our ISO
14001 environmental management,
employees are routinely involved in
identifying the environmental aspects
associated with their responsibilities.

We also use our internal Web site

to communicate the company’s
environmental goals. Employees are
encouraged to do their part to reduce
environmental impact through programs
such as office recycling and our

Energy Challenge 2012.

Stakeholder Outreach

Through a variety of means, Xerox
communicates with stakeholders

about our programs, performance

and goals for environmental health

and safety. Stakeholders include
employees, customers, investors,
universities, government agencies and
environmental groups. We use their
inputs in our reviews and strategy
planning. Xerox tracks inquires from
customers and other stakeholders and
comments through our customer EH&S
Support “hotlines” in North America and
Europe. We also hear from customers
through focus groups, and we hear from
the larger community by participating

in a number of external organizations.

Integrating Environmental Priorities
Into Manufacturing Operations

All of Xerox’s manufacturing operations
employ an ISO 14001-conforming
environmental management system.
This ensures compliance with regula-
tions and Xerox standards, identifies
environmental impact and sets objective
and performance targets. The ISO
14001 system requires that day-to-day
business activities be integrated with

environmental planning and program
management. It encourages innovative
engineering solutions, creative
partnerships and employee involvement.

Our major manufacturing operations
have been certified to ISO 14001 since
1997.1n 2002, we completed the
certification of all current manufacturing
operations. New plants are scheduled
for certification as they become
operational.

In 2007, starting with our largest
U.S. supplies warehouse operations,
Xerox began to expand the adoption
of ISO 14001 beyond manufacturing.
Our intention is to expand adoption of
ISO 14001 to all other U.S. supplies
warehouses in 2008 and to additional
operations and geographies over the
next several years.

Environmental, Health and Safety Governance and
Policy, adopted in 1991, forms the foundation of our
Environmental Leadership Program.

Xerox Corporation is committed to the protection of the
environment and the health and safety of its employees,
customers and neighbors. This commitment is applied
worldwide. The following principles govern all business
practices in the design, manufacture, procurement, marketing,
distribution, maintenance, reuse/recycling and disposal of
products and related services:

Protection of the environment and the health and safety of
Xerox employees, customers and neighbors from unacceptable
risks takes priority over economic considerations and will not
be compromised.

* Xerox operations must be conducted in a manner that
safeguards health, protects the environment, conserves
valuable materials and resources, and minimizes risk of
asset losses.

Xerox is committed to designing, manufacturing, distributing
and marketing products and processes to optimize resource
utilization and minimize environmental impact.

All Xerox operations and products are, at a minimum, in
full compliance with applicable governmental requirements
and Xerox standards.

Xerox is dedicated to continuous improvement of its
performance in environment, health and safety.

OUR WORD. OUR WORK. OUR WORLD.
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To advance global efforts to improve
our environment, Xerox partners with
these private and public organizations:
Business Roundtable Climate Resolve

Business Roundtable S.E.E. (Society,
Environment, Economy) Change

Business for Social Responsibility
California’s Climate Action Registry
Advisory Board of Golisano

-

Xerox’s Time to Market Product Development Process

]. Strategic Planning

* Market Research
* Competitive Trends
* Regulatory Trends

~

Sustainability Institute at Rochester
Institute of Technology

Sustainable Energy Ireland

International Leadership Council of
The Nature Conservancy

Advisory Board of the Center for
Sustainable Systems at the University
of Michigan

U.S. Climate Action Partnership
U.S. E.P.A. Climate Leaders
U.S. E.P.A. ENERGY STAR

U.S. E.P.A. National Environmental
Performance Track

U.S. E.P.A. WasteWise

Integrating Environmental Priorities
Into Product Design

Xerox recognizes that the best results —
both environmental and financial - are
achieved when environmental priorities
are considered from the outset of
product design. Customer feedback,
along with a forward-looking view of
global trends in technology, regulations
and ecolabels, have led us to a
comprehensive set of standards that
encompasses: energy efficiency,
chemical management, parts reuse and
recycling, electrical and mechanical
safety, ergonomics, electromagnetic
emissions, fire resistance and

materials safety.

Xerox business teams and the EH&S
organization review Xerox products
at each stage of the “time to market”
product development process. This is
a requirement for the introduction of
any new product.

EH&S Design Standards

—

3 Design

* Product Safety
* Materials Safety

* Environmental
Requirements

* Ergonomic Design

* Remanufacture/Recycle

-~
5 Demo

Marketing
* Customer

* Agency
Approvals

—
6 Deliver

* Customer/Sales Support

 Continuing Engineering

* Environmental

Communications

» Customer Satisfaction Surveys and Feedback

4 Develop

* Materials Assessments
* Required Testing
* Supplier Certifications

J

J
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Reducing the Risk of
Climate Change

Reductions in Energy Consumption
and Greenhouse Gas Emissions

Xerox believes that industry must do its
part to reduce increased concentrations
of greenhouse gas emissions in the
atmosphere. The consensus in the
scientific community is that these
concentrations — largely the result of
the accelerated burning of fossil fuels
to meet growing energy demand -
increase the risk of global climate
change. Xerox contributes to reduced
energy demand through its energy-
efficient product designs and strategies
for the end-of-life of equipment. We

also have a long history of energy
conservation within our major facilities
and have implemented an internal
program called Energy Challenge

2012 to support our commitment to
reduce greenhouse gas emissions
from our company-wide operations.

Design for Product
Energy Efficiency

Xerox’s approach to reducing product
energy consumption is comprehensive.
First, in the design phase, product teams
evaluate the system as a whole, not just
by its components, to maximize energy
efficiency. Second, while products are
being used, features such as automatic
power-saver modes lower the energy
consumed. Finally, remanufacture and
reuse programs require less energy than
building new parts from raw materials.
Together, these initiatives dramatically
reduce energy needs, generate

cost savings for Xerox as well as for

our customers, and produce notable
environmental benefits.

One measure of success in integrating environmental goals into our product

designs is the number of Xerox products

launched that meet the world’'s most widely

recognized environmental certifications. In 2006, for example, 100% of Xerox's
eligible product offerings met ENERGY STAR® and Canada'’s Environmental Choice

Ecologo criteria.

-

Ecolabel-Qualified Products
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ENERGY STAR Savings

Xerox formalized its commitment to
energy-efficient product design in

1993 by joining the U.S. Environmental
Protection Agency's ENERGY STAR
Office Equipment program as a Charter
Partner. Since then, we have introduced
more than 350 copier, printer, fax and
multifunction products that have earned
ENERGY STAR status. All eligible Xerox
products introduced in 2006 met
ENERGY STAR criteria. A key factor

in winning ENERGY STAR status is a
product’s ability to enter power-saver
mode, or a series of modes, after

a specified period of inactivity,
substantially reducing energy use.

Xerox coordinates advances in fusing
technology and new electronics
architectures to make today’s equipment
significantly more energy-efficient than
comparable 1990 models, even with
enhanced functionality, such as color.
In 2006 alone, Xerox ENERGY STAR
equipment — several million machines in
customer locations around the world —
produced energy savings of 29 million
therms (1.0 million megawatt hours).

These energy savings translate into the
equivalent of nearly 460,000 tons of
carbon dioxide emissions.

By remanufacturing equipment with
reused parts, in 2006, Xerox saved
an additional 6 million therms of
energy (170,000 megawatt hours)
and prevented 33,000 tons of
carbon dioxide emissions from
entering the atmosphere.

From 2002, the decreases in
estimated savings from ENERGY STAR
and remanufacturing programs are
caused primarily by these three trends:

» Fewer product placements, which
reflect a shift from standalone
devices such as copiers, printers,
scanners and fax machines to
allin-one multifunction devices.

* Lighter-weight machines.

* Adecrease in the number of products
returned for remanufacturing in Europe,
where scrap office products are now
driven into national collection and
recycling programs as a result of new
European Union legislation.

OUR WORD. OUR WORK. OUR WORLD. 35




N U rtU I’l n g a Greener World

through Sustainable Innovation and Development

-

In total, the energy saved in 2006 through ENERGY STAR® product features and
equipment remanufacturing was enough to light nearly one million U.S. homes for a year.

Environmental Benefits of Product
Energy Efficiency Programs
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Energy savings from parts reuse is the difference between energy required to build new

parts and energy required to process parts for reuse. (Refer to footnote on Page 41 for more
details.) Annual energy savings from ENERGY STAR features are calculated by comparing

the annual energy consumption of Xerox ENERGY STAR-qualified product types to nonENERGY
STAR counterparts. Savings are aggregated across the estimated number of Xerox ENERGY
STAR-qualified machines in customer locations worldwide. Energy reductions are translated
into avoided carbon dioxide emissions using conversion factors from the U.S. Environmental
Protection Agency, the U.S. Department of Energy and the International Energy Agency.

“New” ENERGY STAR
Standard

Anew U.S. E.P.A. ENERGY STAR
standard became effective on April 1,
2007. Previously the ENERGY STAR
criteria for office copiers, printers and
multifunction systems measured power
consumed only in standby and low-
power modes. The new standard asks
a different question: How much energy
would the device use during a typical

week? It measures the energy
consumed if the system mimics the
tempo of a normal office, running a
sample job mix with downtime for lunch,
overnight and on weekends. The result
is a Typical Electricity Consumption
(TEC) number that must meet the
E.P.A.’s tough new requirements in
order for a product to achieve ENERGY
STAR status. The E.P.A''s new ENERGY
STAR requirements raise the bar so
significantly that only 25% of products
in the marketplace were expected to
meet the new criteria. At Xerox, more
than 50% of our current product line
and 80% of office configurations pass
this tough test.
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As an ENERGY STAR Charter Partner
since the early 1990s, Xerox has

long applied its technical expertise

to building energy savings into its
products. Starting about four years
ago, we took a fresh look at all the
subsystems in our laser printing-based
products, hoping to bring the power
usage down even further. As a result,
engineers identified four opportunities
to cut power consumption: the fuser,
the toner, the electronic controls and
the xerographic system. One example
of the company’s success is the Xerox
WorkCentre 5600 multifunction series
of products with speeds from 32-87
pages per minute. These are networked
black-and-white office multifunction
products designed for 10-30 users.
The WorkCentre 5645 uses 14 kilowatt
hours per week of electricity, about 30%
less than a comparable multifunction
system of two years ago.

Xerox WorkCentre 5645

30% Less Energy Consumption
than Previous Model

/7
- |
~ e -~ -

30% less
total energy

Xerox engineers improved power
management and upgraded hardware
to reduce energy consumption in
Xerox multifunction devices. The result?
The Xerox Workcentre 5645 uses
30% less total energy compared
to the previous model.



Xerox Multifunction Systems:
Inherent Environmental Benefits
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1400 kWh

Annual energy consumption of an office copier,
four laser printers and fax: based on U.S. E.P.A.
ENERGY STAR calculator.

“All in One” = Less Energy Use

Xerox multifunction systems further
reduce the amount of energy required to
copy, print, fax and scan by combining
the functions of multiple products

into one machine. The annual energy
consumption of a Xerox WorkCentre® or
WorkCentre Pro® multifunction system
is about one-half of the combined annual
energy consumption of the individual
ENERGY STAR qualified copiers, fax
machines and printers that it replaces.
Energy savings increase to 73% if a
multifunction system replaces individual
products that have not earned the
ENERGY STAR rating.

Reducing Company-wide
Carbon Footprint

In 2003, Xerox made a public
commitment to reduce greenhouse gas
emissions — our carbon footprint - by
joining the U.S. E.P.A. Climate Leaders
program. We adopted a goal of reducing
by 10% our absolute greenhouse

gas emissions, across all company
operations, by 2012 from a 2002
baseline. By focusing efforts on energy
efficiency, new technologies and
business productivity, Xerox met this
target six years early —in 2006.

We have reduced emissions by 18%,

or 87,000 tons of carbon dioxide
equivalent. This was achieved by
reducing energy consumption in our
facilities, manufacturing operations and
across our service and sales vehicle

éa )

50% REDUCTION

700 kWh

Annual energy consumption of a Xerox
WorkCentre Multifunction system.

fleet. In 2006, energy consumption
decreased 13% compared to 2005
and by 21% compared to 2002. With
energy and fuel costs rising, additional
benefits have included avoiding certain
energy-related costs.
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Recognizing our obligation to do even more, Xerox will set a new and challenging
goal to reduce our carbon footprint. Our intention is to announce this new goal
by the end of 2007.
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Greenhouse Gas Inventory

In keeping with the international guidelines of the Greenhouse Gas Protocol
developed by the World Resources Institute and the World Business Council for
Sustainable Development, Xerox expresses its carbon footprint in terms of carbon
dioxide equivalents (CO%). In fact, carbon dioxide accounts for more than 99%

of its greenhouse gas emissions.

Xerox’s greenhouse gas inventory includes direct emissions from the combustion
of fossil fuels, primarily natural gas, and indirect emissions from purchased
electricity and steam at our manufacturing sites, offices and warehouses. The
inventory also includes the combustion of gasoline and diesel fuels in our service
and sales vehicle fleet. Xerox's inventory does not yet include optional sources
such as employee business travel, contract manufacturing or outsourced
product distribution.
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2006 Sources of Greenhouse
Gas Emissions

22% 11%

67%
® Office/Warehouse
Manufacturing
® Mobile

In 2006, Xerox greenhouse gas
emissions totaled 399,000 metric
tons of CO%. About 62% were indirect
emissions from purchased electricity
and steam. The remaining 38% were
direct emissions from the combustion
of natural gas, gasoline and diesel
fuel. Xerox-owned or -leased facilities
such as manufacturing sites, offices
and warehouses are associated with
78% of our greenhouse gas emissions.
The remaining 22% are emissions
from our service and sales vehicle
fleet and other mobile sources.

Strategies for Meeting Our
Reduction Target

Our strategies include:

Shifts Toward More Energy-Efficient
Technologies

One example is Xerox's commitment to
emulsion aggregation (EA) technology,
or chemical toner, which is estimated to
require 25% less energy to manufacture
than conventional toner.

Process Improvements That
Reduce Energy Demand

Xerox has changed the way we make
certain conventional toners, reducing
energy demand by an estimated
15-25% per pound of toner.



* Increased Reliability of
Xerox Equipment and Parts
Digital technology has improved the
reliability of components inside our
products. This reduces service calls,
which results in fewer miles driven by
Xerox technicians and less gasoline
consumed. Longer-asting parts
also mean that less manufacturing
energy is invested over the life of a
Xerox product.

Equipment Upgrades and Energy
Management Programs

Every year, Xerox facilities identify
opportunities to reduce energy
consumption through equipment
upgrades and better energy man-
agement. Some Xerox facilities save
energy through “free” cooling. In
winter months, the facilities cool
process water by running it through
outdoor pipes instead of using
chillers, which are the equivalent

of industrial air conditioners.

* Use of Renewable Energy Sources
We are reducing greenhouse gas
emissions through renewable sources
of energy such as wind and solar. By
purchasing “green power,” several
Xerox sites, including those in the United
Kingdom and the U.S., are reducing
annual greenhouse gas emissions by
more than 6,000 metric tons.

Climate Change Risks
and Opportunities

Xerox has examined the regulatory,
physical and commercial risks and
opportunities associated with climate
change. We are preparing for potential
future regulation by investing in a robust
greenhouse gas emission inventory
including registration of emissions via
the California Climate Action Registry
and participation in the U.S. Climate
Action Partnership. Increased

energy costs will be mitigated

through continued energy efficiency
investments. Consistent with our

sustainability strategy, the company

will continue to invest in energy-efficient
product designs and solutions to

meet future customer demands and
product-centric regulatory requirements.

Xerox is not subject to unique risks
due to changing weather patterns,
rising temperature and sea level rise.
In the case that our operations or
customers’ operations are impacted
by unpredictable events such as
extreme weather, the company’s well-
defined crisis management plan will
be executed. It covers communication
with employees and customers,
management of employee health and
safety issues, business continuity and
resumption processes, and interaction
with government organizations.

Preserving Biodiversity
and Forests:
Xerox and Paper

As one of the largest distributors of
paper for office printers and copiers,
Xerox recognizes its obligation to
responsibly produce and source paper.
Through partnerships with our customers,
suppliers and key stakeholders,

our long-term goal is to support a
sustainable paper cycle. Starting with
the source of the fiber used to make the
paper, through its manufacture and use,
Xerox strives to minimize environmental
impact while meeting our customers’
exacting business needs.

Paper-Sourcing Guidelines

For companies that provide paper to
Xerox for resale, we phased in stringent
requirements from 2003 to 2005

that cover all aspects of papermaking,
from forest management to production
of finished goods. On an annual basis,
Xerox suppliers submit detailed
documentation that verifies compliance.
In 2006, suppliers representing more
than 90% of the paper Xerox supplies to
our customers met these requirements.

Xerox continues to work with our
suppliers to increase the rate of
compliance to 100%.

Key elements of the requirements
include:

Commitment to compliance with

all applicable environmental, health
and safety regulatory requirements,
including forestry codes of practice
and regulations governing legal
harvesting of wood.

An effective environmental management
system for mills and objectives for
continual improvement in environmental
performance above and beyond
regulatory compliance.

An effective procurement process that:
— Ensures the exclusion of illegally
harvested wood raw materials.

— Ensures the exclusion of wood raw
materials derived from forest areas
of significant ecological or cultural
importance unless certified to a
sustainable forest management
standard that has been accepted
by Xerox.

— Encourages all suppliers of wood
raw materials to practice sustainable
forest management.

Strict limits on the use of hazardous

materials, including the exclusion of

elemental chlorine, in the processing
and content of Xerox papers.

We recognize that one of the challenges
paper companies face in meeting
Xerox's requirements will be to demon-
strate that they are safeguarding forest
areas of significant ecological or cultural
importance. Xerox fully supports
multi-stakeholder efforts to develop
information sources and tools that
will help suppliers identify these areas
on their own forestlands and in their
procurement of wood raw materials
from third-party lands. Xerox expects
its suppliers to take full advantage of
these resources as part of their efforts
toward sustainable forestry.
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Partnership with
The Nature Conservancy

Xerox is in its second year of a three-
year, S1 million grant to The Nature
Conservancy to fund efforts to advance
sustainable forest management. The
Xerox/Nature Conservancy partnership
is focusing on forest management in
Brazil, Canada, Indonesia and the U.S.
It is identifying and promoting best
practices that will enable environmental
scientists, forest managers and paper
suppliers to work cooperatively toward
sustainable forest management. In the
first year of the partnership, Xerox
supported the launch of the Canadian
Boreal Data Center linking Boreal Forest
data and information to diverse users
to improve resource management,
monitoring and conservation planning.

Forest Stewardship
Council-Certified Papers

Xerox is introducing papers that comply
with Forest Stewardship Council (FSC)
standards, the world’s strongest system
for guiding sustainable forest
management. These papers use raw
materials from a FSC-certified source,
controlled wood sources or post-
consumer reclaimed sources. As a
requirement for displaying the FSC

label on its papers, Xerox earned FSC
Chain-of-Custody certification from

the Rainforest Alliance’s SmartWood
program. Xerox has also earned
Program for the Endorsement of
Forest Certification (PEFC) and plans
to offer PEFC-labeled papers.

-

Recycled Paper

Recycled content is another way Xerox
reduces the environmental impact of
its papers. Our recycled papers use
post-consumer waste in place of new
pulp. Every ton of recycled fiber avoids
the use of three and one-half tons of
virgin fiber." When you're the world’s
largest brand distributor of cut-sheet
paper, those numbers add up.

Recycled products are required to
meet the same strict performance
specifications as virgin products, and
are designed for optimal performance
in Xerox equipment. Xerox offers
multipurpose papers with up to 30%
post-consumer recycled content.

For more information on Xerox paper
visit www.xerox.com/supplies.

First Mechanical Paper
for Digital Printing

The Xerox High Yield Business Paper™
is a mechanical fiber paper developed
by scientists and engineers at the
Xerox Media and Compatibles
Technology Center, a lab devoted to
paper innovation located in Webster,
N.Y. Xerox High Yield Business Paper

is made through a “greener” process
than standard paper used with digital
printers. The sheet is produced by
mechanically grinding wood into
papermaking pulp instead of using a
traditional chemical pulping process
for producing digital business papers.
For example, 90% of the tree by weight
ends up in the High Yield Business Paper
versus only 45% in creating traditional
digital printing paper. In addition,

High Yield Business Paper requires
less water and fewer chemicals and is
produced in a plant using hydroelectricity
to partially power the pulping process.

! Paper Task Force Recommendations for Purchasing and Using Environmentally Preferable Paper,

Updated Lifecycle Environmental Charts (2002).
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The paper brings the benefits of
traditional mechanical fiber paper to
digital printers that produce high quality,
shorter-life print applications. The lighter
weight of High Yield Business Paper
makes it ideal for transactional printers
and direct-mail centers seeking to
reduce shipping costs.

Efficient Use of Paper

Including reliable two-sided (duplex)
printing, Xerox equipment and software
are also designed with features that
allow customers to make efficient use
of paper. Software products such as
DocuShare?® FreeFlow® SMARTsend®
FreeFlow Scan to PC Desktop,
FreeFlow SMARTdocument Travel™

and FreeFlow Digital Workflow
Collection help Xerox customers
reduce paper consumption by
facilitating electronic data management,
scan to e-mail, print-on-demand,

and distribute-then-print workflows.

Preserving Clean Air
and Water through
Reducing Use of Toxics
and Heavy Metals

Xerox's long-term commitment is

to eliminate the use of persistent,
bioaccumulative and toxic materials
throughout the supply chain. We apply
strict internal standards and, over
time, have re-engineered or substituted
processes to dramatically reduce

the use of toxics and heavy metals.
Some examples:

More than 10 years ago, Xerox
switched to a solvent-free process
for cleaning machine parts.

Since 2005, we have nearly eliminated
the use of lead and mercury from our
new products.

Since 1991, our manufacturing
operations have reduced by 94%
emissions of particulate and toxics
into the air.



Controlling the Chemical Content
of Xerox Products throughout
the Supply Chain

Xerox requirements for minimizing
toxic materials govern our product
design and materials selection. Xerox
toxicologists conduct a comprehensive
assessment of new materials in our
products to ensure conformance with
these criteria. They include compliance
with applicable global registration,
hazard communication and waste
handling and disposal. The requirements
prohibit the use of materials that:

Are carcinogenic, mutagenic, or
cause adverse developmental or
reproductive effects.

Pose a toxicity hazard to humans or
aquatic species.

Can cause a permanent adverse impact
to the skin, eyes or respiratory system.

Have the potential to generate
hazardous waste.

In 1999, Xerox banned the use of
certain flame retardants in our products,
and we have made good progress in
eliminating the use of mercury. Mercury-
containing lamps that scan images and
back-light user displays will be phased
out as alternatives become available.

In 2004, Xerox issued updated
requirements for Xerox suppliers to
better control the use of chemicals
in our products. All new product
designs refer to these requirements,
and suppliers are expected to

verify their compliance with them.
To learn more about them, visit
WWW.Xerox.com/environment.

Concern about the use of hazardous
materials in electronics has prompted
many countries around the world to
consider restricting the use of certain
substances. Most notably, the European
Union’s Restriction of Hazardous
Substances directive (RoHS) now
requires new electronic products to

be free of lead, mercury, cadmium,
hexavalent chromium and certain
brominated flame retardants, unless
feasible alternatives are unavailable.
Xerox products subject to RoHS have
met this deadline. In 2007 and beyond,
Xerox's newly launched products

will be designed to meet these
requirements in all markets. However,
where regulations allow, some products
will contain non-RoHS-compliant parts
in order to avoid premature disposal

of existing parts.

In 2007, the first phase of the European
Union’s new regulatory plan for chemical
control goes into effect. The regulation
on the Registration, Evaluation,
Authorization and Restriction of
Chemicals (REACH) aims to establish

a regulatory framework for evaluating
the impact chemicals have on the
environment and human health, and for
assessing whether the most potentially
hazardous of those chemicals should
be subject to an authorization or

ban. Xerox's efforts to understand

the implications of this new regimen

are underway. We expect to be fully
prepared for the registration phase

that begins in 2008.

Low Emissions

Consistent with the world’s most
stringent ecolabels, Xerox designs

its products to control emissions of
chemicals and noise. As a result,
current products have achieved
chemical emission levels that are well
below global regulatory requirements —
often at or near the detection limit of
our measurement equipment — and are
considered to have a negligible impact
on customers’ work environments.

Since 1991, ozone and dust emissions
from office and production copying and
printing systems have decreased by
more than 50%. Future Xerox products
are being developed to maintain these
low levels.

Waste Prevention and
Management

Our waste-free commitment is to
produce waste-free products in
waste-free facilities to promote
waste-free offices for our customers.
Our aim is to design products,
packaging and supplies that make
efficient use of resources, minimize
waste, reuse material where feasible
and recycle what can't be reused.

To meet this commitment, Xerox has
put in place several programs:

Xerox's Green World Alliance

program provides a collection and
reuse/recycling program for spent
imaging supplies.

Xerox's Product Takeback and
Recycling program manages equipment
at end of life.

Xerox facilities manage their operations
to our waste-free commitment as
described in the Environmental
Performance in Xerox Facilities section
of this report beginning on page 42.

Xerox is investing in waste-free
technologies. Xerox’s solid ink imaging
process utilizes compact, “cartridge-
free” solid ink sticks with no plastic
housings or casings, thereby reducing
office waste by 90% compared with
comparable laser products.
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Xerox Green World Alliance

The Xerox Green World Alliance
reuse/recycle program for imaging
supplies is central to our commitment
to waste-free products. This partnership
with Xerox customers has resulted in
more than 2.7 million cartridges and
toner containers being returned in
2006. Xerox processed 1.3 million
pounds of post-consumer waste toner
for reuse, and the plastic bottles
customers used to return waste toner
to Xerox — nearly 100,000 of them -
have been recycled. The annual
reduction in the volume of returned
supplies for recycling reflects primarily

a change in technology and product mix.

4 )

Xerox Green World Alliance:
Total Waste Diverted from Landfills

Millions of Pounds
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® Cartridges
Waste Toner
Toner Containers
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Well-Established Collecting and
Reprocessing Methods

Prepaid postage labels and packaging
from new supplies allow customers

to return spent materials to Xerox

for reuse and recycling. Return labels
for toner containers are available
from Xerox upon request or by
downloading a prepaid label from
WWW.Xerox.com/gwa.

-

Returned products are cleaned, inspected,
and then remanufactured or recycled.
Remanufactured cartridges, containing
an average of 90% reused/recycled
parts, are built and tested to the same
performance specifications as new
products. Similarly, waste toners that
qualify for reuse may account for 25%
of the weight of new toner, without
compromising toner functionality.
Reusing waste toner saves several
million dollars in raw-material costs
each year.

Product Take-Back and Recycling

Since 1991, remanufacturing and
recycling have given new life to more
than 2.8 million copiers, printers and
multifunction systems, while diverting
nearly two billion pounds of potential
waste from landfills.

Begun in the early 1990s, Xerox has
pioneered the practice of converting
end-of-life electronic equipment into new
products and parts. We have developed
a comprehensive process for taking
back end-of-life products, and have
established a remanufacture, parts
reuse and recycling program that fully
supports our waste-free initiatives.

Our approach to managing products

at end-of-life translates into significant
environmental and financial benefits.
Equipment remanufacture and the reuse
and recycling of parts prevent millions
of pounds of waste from entering
landfills each year — 111 million pounds
(50,000 metric tons) in 2006 alone.

With the implementation of the European
Union’s Waste Electrical and Electronic
Equipment (WEEE) Directive, Xerox

will continue to operate its European
take-back program to enable equipment
remanufacturing and parts reuse. It will
also participate as needed in European
member states’ individual collection and
recycling programs.
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The annual trend in reduction in waste
diverted from landfill since 2002 is

due in part to lighter-weight machines,
and a decrease in the number of office
machines returned for remanufacturing
in Europe, where the new WEEE legisla-
tion mandates the national collection
and recycling of scrap office products.

4 I

Waste Diverted from Landfills
Through Parts Reuse/Recycle

143 139 128

107 111

Millions of Pounds
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Parts Recycled
® Parts Reused

NOTE: These data cover the
remanufacturing and reuse/recycle
of Xerox equipment and parts

at Xerox facilities and those of

our contract office equipment
manufacturer, Flextronics.
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Designing for Reuse

Xerox maximizes the end-of-life potential
of products and components by
considering reuse in the design
process. Machines are designed for
easy disassembly and contain fewer
parts. Parts are durable — designed

for multiple product life cycles. Coded
with instructions on how to dispose, the
parts are also easy to reuse or recycle.



As a result, equipment returned to Xerox
at end-of-life can be rebuilt to as-new
performance specifications, reusing
70-90% of machine components (by
weight), while meeting performance
specifications for equipment with parts
that are all new.

Xerox also designs product families
around modular product architectures
and a common set of core components.
These advances offer us many options
for breathing new life into old equipment.
A returned machine can be rebuilt as
the same model through remanufacture,
converted to a new model within the
same product family, or used as a source
of parts for next-generation models.

Improved forecasting of equipment
returns has allowed Xerox to rely on
previous generations of equipment as a
source of components for products in
development. A Xerox product whose
designs are based on previous models
may have 60% of its parts in common
with previous equipment.

The practice of reusing parts reduces the amount of raw material needed to manufacture
new parts, which generates several hundred million dollars in cost savings each year.
And there are energy savings. We estimate that in 2006, energy savings from reused
parts totaled six million therms (170,000 megawatt hours) — enough energy to light more
than 136,000 U.S. homes for a year.

Reduction in Energy and CO? Emissions Feedstock Energy Saved
from Parts Reuse? @ Process and Transport Energy Saved
O CO? Emissions Avoided
14
12
79 11
67 62

Energy Savings
(Millions of Therms)
Avoided C0O? Emissions
(Thousands of Tons)

&3 ! 6 5
! 6 6 4
I—A/\/I I I I |
4
l3
91 02 03 04 05 06

2 Energy savings represent the difference between energy required to build new parts and energy
required to process parts for reuse, assuming an average machine composition of 60% plastic
and 40% steel. Energy savings calculations encompass “feedstock energy” (the energy content
of the petroleum and coal raw materials converted to plastic and steel, respectively) and energy
required to process and transport materials throughout the lifecycle. Lifecycle energy data were
obtained from Franklin Associates, Ltd. Energy savings are converted into avoided emissions
of carbon dioxide using U.S. energy profile and emissions factors calculated by the U.S.
Environmental Protection Agency. Feedstock energy was excluded from this conversion.
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Xerox Equipment Recovery and Parts Reuse/Recycle Process

Fabricate New Parts

o J o)

Raw Materials

Recycle Parts Sort/Inspect

Recycle

Materials Dismantle

Build
Product

i Return to Xerox
Deliver
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Ensuring Product Quality

Xerox has developed unique processes
and technologies to ensure that all
Xerox products, regardless of their
reused or recycled part content,

meet the same specifications for
performance, appearance, quality

and reliability. Signature analysis, for
example, enables Xerox engineers

to determine the life expectancy of
motors and other electromechanical
components. Through it, we test new
parts to determine a “signature” — an
acceptable range for the noise, heat or
vibration that electromechanical parts
produce while in use. We then test the
same characteristics in parts from
returned equipment. Only those parts
whose signatures are consistent with
those of newly built parts are approved
and processed for reuse.

Machines with reused/recycled parts are
built on the same manufacturing lines

as newly manufactured equipment, and
they undergo the same rigorous tests for
quality assurance. As a result, products
with reused/recycled parts carry the
same Xerox guarantees, warranties and
service agreements as Xerox equipment
made from all-new parts.

-

Environmental
Performance in
Xerox Facilities

About Environmental
Performance Results

Data in this section on environmental
performance represent total quantities
for Xerox’s manufacturing, research,
development and equipment recovery/
recycle operations in 11 countries.
Energy consumption and greenhouse
gas emissions are reported across

all our operations. Starting in 2002,
these data — with the exception of

solid waste figures — do not include
Xerox office equipment manufacturing
operations, which were outsourced in
late 2001 to Flextronics, an electronics
manufacturing company. Unless other-
wise noted, all numbers represent
worldwide totals and are reported in

generally accepted international metrics.

Air Emissions

Xerox facilities released 46 metric
tons of chemicals and particulates
into the air in 2006, a 13% decrease
from 2005. The decrease came
primarily from decommissioning

and consolidations, and declines

in production.

2006 Air Emissions:
Distribution by Type

15% | 6% 53%

25%

Other Volatile Organic Compounds
® Dichloromethane
@ Particulates
® Other Regulated Pollutants

Meeting Customer Requirements \

Customer acceptance of reused/recycled
parts was a significant challenge for
Xerox's program throughout the 1990s.
Today, with more than a decade of
proof, we find that far fewer customers
share the misperception that products
with reused/recycled parts are inferior
to those built from all-new parts.
Nonetheless, we continue to educate
customers about the quality and
reliability of reused parts and, whenever
necessary, we promote environmentally
responsible purchasing policies and
practices. These eliminate barriers to
reuse by focusing on the quality and
performance of products regardless

of recycled content.
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Xerox’s Major Sites Recognized for Improving
Environmental Management

All of Xerox’s major U.S. facilities have earned membership in
the National Environmental Performance Track, a program of the
U.S. Environmental Protection Agency for participating facilities
that achieve top environmental performance.

Performance Track, which includes five enrolled Xerox sites,
recognizes facilities that voluntarily exceed regulatory requirements,
implement systems to improve environmental management, work
with their communities, and set three-year goals for even better
environmental performance. Only facilities with a record of sustained
regulatory compliance and a history of environmental achievements
are eligible to participate in the program.

As part of its application to Performance Track, the Xerox sites
committed themselves to decreasing energy consumption,
increasing solid waste recycling, eliminating hazardous materials
from products and using less water. The Webster, N.Y, facility,
for example, made a commitment to reduce hazardous waste
by 42% over three years.




Most of Xerox’s air emissions come from operations that manufacture Xerox imaging
supplies —toners, inks and photoreceptors. Effectively executing strategies for
reduction, reuse and recycling between 1991 and 1996 resulted in a reduction of
air emissions by 87% during that period. Since then, declines in production and
continuous improvements in our processes have resulted in additional reductions,
totaling a 94% reduction from 1991 levels. While we have not adopted a specific
target for reducing air emissions, continuous improvement remains a priority.
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Air Emissions Supplies Operations
® Worldwide
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Ozone Depleting Substances 7~ N

Xerox operations worldwide conform to 2006 Hazardous
the Xerox Ozone Depleting Substances Waste Management
(ODS) Policy, established in 1992, that
prohibits ODS from all Xerox products,
services and processes. Xerox is
nearing a complete phase-out of ODS
used as refrigerants, with just one
remaining operation using a small
quantity (48 Ibs.) of R-12.

11%

4%

9% 60%

Hazardous Waste

Xerox strives to deploy effective waste
disposal and to minimize hazardous
waste generation. Through treatment,

16%

recycling, energy recovery or fuels @ Treated On Site

blending, 91% of hazardous waste ® Fuels Blended

generated in 2006 was beneficially ° ?fe;ﬁgf%ﬁ Site

managed. The remaining 9% was Disposed

incinerated or disposed in landfills \_ Y,

permitted to accept hazardous waste.

The largest reported hazardous
waste stream in 2006 was organic
solvent waste. Captured using efficient
reclamation systems, organic waste

is sent off site for recycling or energy
recovery. Off-site recycling converts
waste into reusable products.

Hazardous Waste Generated

6.8

50 56 5.5

3.0

Thousands of
Metric Tons

02 03 04 05 06

Water Consumption and Treatment

As part of our commitment to
conserve resources, Xerox monitors
water consumption at its facilities
worldwide. Improved use of cooling
towers at several Xerox sites,

building consolidation and process
improvements, all part of our long-term
goal to reduce water consumption,
resulted in water consumption
decreasing 3% from 2005 to 2006.
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Wastewater from manufacturing
processes is treated where necessary
before being discharged into local
sanitary sewers. The treatment includes
adjusting pH and, as necessary,
removing suspended solids. In addition,
the company engages best-management
practices to prevent unwanted
pollutants from entering waterways

via surface contamination and run-off.
Extensive sampling of wastewater
discharged to both sanitary and storm
sewers ensures that discharged water
meets our strict requirements.

4 N

Water Consumption

3,256
2694 2779 2776 2685

Millions of Liters
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Non-hazardous Solid Waste

Xerox recycled 91% of its non-hazardous solid waste in 2006 — no change from 2005.

Non-hazardous Solid Waste Recycling Rate: All Facilities

92% 91%
89%

85%

78%

Percentage Recycled

95 02 03 04 05

In addition to typical solid waste
generated from manufacturing,
construction and maintenance, Xerox
manages end-of-life machines returned
to Xerox equipment recovery/recycle
facilities. Returned equipment and
parts that cannot be reused through
remanufacturing, which we classify as
“equipment waste,” make up more than
60% of the non-hazardous solid waste
managed by Xerox operations.

4 )

2006 Non-hazardous Waste
Management: Distribution by Type

64% | 3% 27%

6%

® Process Waste Reused or Recycled
Process Waste Disposed

® Equipment Waste Reused or Recycled
Equipment Waste Disposed

- J

46 2007 REPORT ON GLOBAL CITIZENSHIP

Equipment that reaches the end of

its useful life is returned to Xerox
equipment recovery/recycle facilities.
To maximize environmental and financial
benefits, Xerox first evaluates returned
equipment for its reuse potential.
Products suitable for reuse undergo

the rigorous equipment remanufacture
processes described on pages 40

and 41 of this report.

Returned products that cannot be
remanufactured are designated as
equipment waste. Xerox equipment
recovery/recycle operations
disassemble these machines for
recycling, removing parts that can
be processed for reuse according
to stringent standards for quality
and performance. The remaining
components are recycled or disposed.
Of the 43,000 metric tons collected
in 2006, Xerox was able to reuse or
recycle 96%.



We also carefully manage suppliers that provide recycling and waste disposal
services. An audit process ensures that vendor practices are safe, environmentally
sound and compliant with regulations. We require these companies to document
the final disposition of materials sent to their facilities, including electronic scrap.
Xerox does not allow its vendors to send electronic scrap overseas for processing.

Equipment Waste: Equipment ® Disposed
Recovery/Recycle Operations Recycled or Reused
50 49
45 43
— 37
S
e
32 19
]
= =
-4 2 2 1 1 2
95 02 03 04 05 06

Xerox manufacturing operations generated 22,000 metric tons of non-hazardous
solid waste in 2006, compared to 35,000 metric tons in 2005. The decrease

in recycled/reused volumes is the result of declines in production levels and
more-accurate classification of waste as either “equipment” or “process” waste.
The waste stream consists primarily of paper, wood pallets, plastics and packaging
waste such as corrugated cardboard. It also includes manufacturing-related wastes
such as scrap metal, waste toner, waste batteries and lamps, and miscellaneous
trash. In 2006, 82% of this waste was reused or recycled, compared with 83%

in 2005.

Xerox has had waste reduction efforts in place for many years that include reusable
boxes, pallets and containers for parts delivery, reuse of toner that is outside the
acceptable size range during manufacturing, and reusable totes for recycling scrap
metal and paper.

Process Waste: Manufacturing, ® Disposed
Research and Development Operations ® Recycled or Reused
40

Thousands of
Metric Tons
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Environmental
Remediation and
Compliance Penalties

Environmental Remediation

For more than 20 years, Xerox has
conducted an aggressive program to
identify and clean up contaminated
sites around the world. These efforts
include a voluntary program, begun in
1985, that has resulted in identifying
68 facilities and operations sites that
have required remediation. As the sites
were identified, the company, where
necessary, took immediate measures to
protect employees, neighbors and the
environment from possible adversity.

To accelerate some of the remedial
time frames, we concentrated

our initial efforts on source areas of
contamination. This strategy, often
involving interim remedial measures
approved by regulatory agencies,
produced significant results. In most
instances, source area remedial
measures have achieved their source
reduction goals. Many of these sites
may now be managed with control
techniques that limit potential migration
and exposure. Today, only 13 of the
68 sites require further remedial or
control measures.

-

In addition to using conventional techniques for groundwater pumping and soil
excavation, Xerox has been at the forefront of developing and using innovative
remedial technologies. These include techniques that enhance the recovery of
contaminants such as High Vacuum 2-Phase Extraction® and bedrock and hydraulic
fracturing. In addition, contaminants are converted to less-harmful substances
through technologies such as enhanced biodegradation.

All Xerox manufacturing operations conform to the requirements of the ISO 14001
Environmental Management system. This approach, along with implementation of
spill prevention plans, has resulted in only one new site identified for remediation
in more than ten years. In prior years, Xerox has centrally tracked spill and
accidental chemical release information for its operations in North America and
Europe but has not included that data in its annual progress reports. This year,
Xerox is providing this information on “reportable” releases, which Xerox defines
as accidental releases of substances by Xerox that are required to be reported

to a regulatory body. In 2006 Xerox’s North American and European operations
identified no reportable accidental spills/releases. Preventing further contamination
is our goal.

Cumulative Number of Sites Remediated*®

55 61
49 53 53 53
12
93 02 03 04 05 06 08
Goal

3 Our goal is to complete 90% of remediation activities by 2008.

Compliance Penalties

In 2006, Xerox was not subject to any compliance penalties for environmental,
health or safety violations in either its workplaces or areas related to its products
or services.
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“In 2003 we made a commitment to reduce greenhouse gas
emissions by partnering with the Environmental Protection
Agency’s Climate Leaders program. By 2005 we had issued
a company-wide directive that we called ‘Energy Challenge:
2012." It pledged to reduce our own operations’ emissions
by 10% by the year 2012. Now it's 2007 and, well, we met
our target. In August 2007 we informed the EPA that we had
met our goal five years early. How did we do it?

For starters, we developed a new way of making selected
toners, saving 15% to 25% in energy consumption per pound
produced. We're well on our way to saving more than 30
million kilowatt hours of electricity in 2008. That's enough
power to light more than 24,000 U.S. households for one
year. And there’s more.

We've improved the reliability of components inside Xerox
products. That means our service people drive a whole

lot less to service machines — 34 million miles less in the
U.S. alone. We've implemented lighting initiatives, upgraded
equipment and installed centrally managed digital controls

for energy use at our large sites. Some Xerox facilities cool
process water by running it through outdoor pipes instead
of using energy-consuming industrial air conditioners.

What's next? Xerox is working to develop another aggressive
carbon reduction goal for our company-wide operations.
We'll continue to focus on our long-standing commitment

to make our products even more energy efficient and

we'll look for ways to encourage our suppliers to make
improvements too.

We will truly raise the bar. It is our belief that we have an
unending obligation to the environment and to advancing
sustainable business practices.”

Patty Calkins
VP, Environment, Health and Safety,
Xerox Corporation

“Two years ago, we pledged to reduce
greenhouse gas emissions 10% by 2012.

This year, we were six years early.”
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Strengthening Our Competitiveness by Creating
a Great Workplace for Our People

)

OUR WORK.

Our commitment goes beyond our

words; it shows in our actions:

valuing diversity and inclusiveness,
OUR WORD. rewarding good performance, offering
excellent opportunities for learning
and development, and achieving the
right work/life balance.

Our most precious resource is our
human resource. Our people command
our unwavering support, nurturing
and respect. Our people are Xerox.
We celebrate all of them.

™

OUR WORLD.

In a recent employee survey, 31,000
responses from 41 countries gave
98%+ high-satisfaction ratings to
our employee communications,
manager-employee relationships,
the job itself and work/life balance.
Excellent results, in any language.
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Xerox Employs
Approximately 58,000

People around the World.

4 )

Employees by Geography

5,000

16,000 37,000

® North America
Xerox Europe
® Developing Markets
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Our Workplace

Xerox holds its employees to the
highest ethical standards. Our people
are required to acknowledge our
business Code of Conduct each year,
which includes understanding our
important workplace policies.

For more information on our Code
of Conduct, go to page 14 or visit
WWW.XErox.com,/governance.

Employee Engagement

Every 18 months, Xerox administers
the Employee Engagement Survey
(EES), which is designed to help the
company understand our employees’
views of the work environment and
areas of opportunity. Here are some
key facts about the survey:

It is available worldwide — 41 countries,
16 languages.

It is administered online by a third-party
vendor to ensure anonymity.

68 questions cover 15 categories.

Our most recent survey produced
more than 25,000 write-in comments.

Results are shared with managers
for action planning and are rolled
up to business unit heads, senior
management, and to our CEO.

The 82% employee response rate
remains very high. Yet, we didn’t stop
with the numbers. We used our own
categorizing technology, developed

at the Xerox Research Centre of Europe,
to help process more than 25,000
comments and identify the major
concerns and trends.

Favorable responses were higher

than responses from the previous
survey cycle. Results from the following
areas placed Xerox in the 98th to 99th
percentile for comparative companies:

Communication (99)
Manager-employee relationship (99)
Job itself (98)

Work/life balance (98)

Employees told us they are proud to
work for Xerox and that they care deeply
about the company, their work, each
other and our customers. Survey results
also indicated a four-point gain overall
for the last three years in employees’
view that Xerox behaves responsibly

as a corporate citizen.

There are also some areas that need
improvement. Employees are con-
cerned, for example, that bureaucracy
gets in the way of their work (only 37%
favorable regarding doing a good job of

minimizing or eliminating bureaucracy).
They have told us management needs
to be more focused on reducing com-
plexity and increasing effectiveness.

It is one of the reasons we invested

in Lean Six Sigma and have made it
pervasive across the enterprise, with
several projects dedicated to simplifying
our internal processes and systems.
(See Lean Six Sigma overview on page
27.) As a large, global business we
recognize that bureaucracy is often
required to ensure compliance with
appropriate policies and regulations.
But, we also know that we can help
simplify processes and improve the
way work gets done, just like what we
do for customers who need to stream-
line document-intensive workflows.

For example, we continue to automate
standard processes for the way our
people work — from creating purchase
orders and paying our vendors to
tracking employee performance
objectives and providing real-time
access to benefits and compensation
information. There is much more we
can do across our entire value chain
and we are responsive to employee
suggestions on how we can streamline
and simplify so bureaucracy seems
less, well... bureaucratic.

Job security remains a concern (52%,
15th percentile — up three points but
low compared to peer companies). And
our employees believe we can improve
on total pay (50%, 26th percentile — up
two points but low compared to peers).
As we increase our focus on these
areas, they have been improving and
we continue to assess new ways to
deliver total value to our employees.
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Diversity, Inclusion
and Opportunity

Our goal is to make Xerox a great place
to work. Through a comprehensive
set of employee-focused initiatives,
we promote diversity by nurturing a
culture of inclusion and opportunity,
and through measurable actions.

Executive Commitment
and Councils

The Xerox Executive Diversity Council
includes about 15 senior leaders who
meet three times a year to review
Xerox diversity practices and to provide
recommendations to our CEO and

head of Human Resources. This group
focuses on:

Workforce representation.

Work environment.

Diverse customer markets.

Diversity practices, including training.

Organizational efforts to improve
multicultural dimensions.

U.S. Employee Race and Ethnicity Representation

-

Caucus groups, independent groups
of Xerox employees dating from the
1960s, play an important role in our
diversity story. These caucuses, similar
to networking and affinity groups, are
instrumental in advocating openness,
opportunity and inclusion for the entire
Xerox community. They work with
management to achieve common
business objectives, self-advocacy and
to create an environment of inclusion.
Caucuses exist for employees who

are African-American, Hispanic, Asian,
women, African-American women, gay,
lesbian, transgender and bisexual.

The Corporate Champion program
matches senior executives with caucus
groups to facilitate and maintain open
communications with the various
employee groups. For example, Sophie
Vandebroek, Chief Technology Officer
and President, Xerox Innovation Group,
is the champion of the Black Women's
Leadership Caucus (BWLC). She meets
regularly with the BWLC leadership
team, conducts roundtables with BWLC
members and helps identify, mentor
and develop high-potential employees
from BWLC who may pursue leader-
ship positions. In addition, Sophie
represents the voice and views of

BWLC during discussions with the Xerox
senior leadership team on diversity

and other workplace matters. Similar
“champion” relationships exist with
each of the caucus groups.

Through executive roundtables,

our CEO and other senior leaders
meet with diverse teams of Xerox
employees, often representing one
of our caucus groups. During these
informal sessions, participants
share their views on Xerox's work
environment and business concerns,
and identify actionable items for
discussion with Xerox's senior team.
The process ensures that the
executive leadership team and the
CEO are working together to resolve
concerns about the work environment.

Black Hispanic Asian Native American Women Minorities

2005 2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 2006
Professionals

6.9% 7.5% 53% 5.2% 9.8% 9.6% 0.6% 0.6% 33.6% 32.6% 22.9% 22.9%
All Others

17.6% 17.9% 10.0% 10.3% 4.2% 4.3% 0.8% 0.8% 31.5% 32.4% 32.7% 33.3%
Total

14.4% 14.4% 8.4% 8.4% 55% 5.7% 0.7% 0.8% 31.8% 32.3% 29.2% 29.3%
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Non-discrimination Policy

Xerox complies with Equal Employment
Opportunity (EEO) guidelines and
applicable state and municipal statutes
and orders that govern the hiring and
treatment of its employees. Xerox
does not discriminate by race, color,
religious belief, sex, age, national origin,
citizenship status, marital status, union
status, sexual orientation or gender
identity. Neither does it discriminate
against veterans of the Vietnam era,
disabled veterans, individuals with

a disability or employees who take
protected leave time.

By focusing on diversity in all areas

of hiring, Xerox promotes and retains
the brightest people best suited for
our business. Our hiring and promotion
efforts ensure a deep, diverse reserve
of strong players who are ready to
assume leadership roles. Our hiring
practices include engaging Xerox
people to recruit at universities and
career fairs, providing scholarships
to minority students interested in
information technology, and offering
internships and co-op programs

to diverse groups of students and

new graduates.

We grant 150 scholarships each

year through our Technical Minority
Scholarship Program. And we're
reaching out to young people through
programs such as the FIRST robotics
competition and Science Consultant
Program to encourage broader interest
in science and technology. (See page 59
for more information on these initiatives.)

The FIRST Robotics Competition 2007

We introduced Xerox career opportunities
to the Hispanic student population
among 32 universities and institutions
and, to further expand our recruitment
efforts, we are partnering with the Society
of Hispanic Engineers. We have a

similar university outreach program for
recruiting African-American employees.

Here are examples of Xerox’s
recognition as a great place to work:

Diversitylnc magazine, “Top 50
Companies for Diversity”

Hispanic magazine, “Corporate 100"

Hispanic Business magazine,
“Diversity Elite”

Black Enterprise magazine's
“Best Companies for Diversity”

Black Professional magazine's
“Top 100 Companies for Diversity”

LATINA Style magazine, “Top 50"

Xerox Greece, among Best
Workplaces in Europe

Xerox Portugal, recognized for
Family-Friendly Policies

Xerox Canada, among the
“50 Best Employers” for 2007

Supporting Our
Employees

Pay and Benefits Programs

By providing our people competitive
rewards that are linked to their
individual performance and company
results, our pay philosophy supports
both individual and business needs.
Recognizing the diverse needs of
our employees, our benefits are
designed to provide flexibility,
choice, value and quality. Our U.S.
benefits programs include medical,
dental, vision, salary-redirection and
healthcare accounts, life insurance,
accident insurance, long- and short-
term disability and a 401(k) savings
plan with a company match. Our
time-off programs include holidays,

company-provided vacation, purchased
vacation time, personal leaves and
family medical leave. We offer employee
assistance programs, childcare and
elder care resources, adoption
assistance, education assistance and
tuition aid. Our international benefits
programs include private healthcare
plans, pension programs based on
applicable local laws, career breaks

or sabbaticals, as well as a number

of work/life balance programs.

We also offer flexible work
arrangements and telecommuting
options. More than 6,500 employees
in the U.S. alone have transitioned

to “virtual offices,” giving them

more flexibility in where and how
they manage their work.

Creating a Healthy
Work Environment

A critical component of our benefits
strategy is managing active healthcare.
It is based on the idea that the key

to managing healthcare costs is for
employees to take an active role in
decisions about their health and the
healthcare services they receive. These
include assessing their healthcare
needs throughout the year, staying well,
following a healthy lifestyle and getting
care when they need it.
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The health and wellness of our people
is paramount to boosting their
productivity and reducing overall
healthcare costs. U.S. programs
that encourage and foster healthy
lifestyles and safety at work include:

On-site fitness centers in six
Xerox locations.

Health screenings such as blood
pressure and cholesterol, as well
as flu shots.

Lunchtime seminars on health
and wellness.

Self-directed health promotion
programs such as the annual Eat

Well Live Well program (organized
teams of employees wear pedometers
to monitor and increase the number

of steps they take each day).

On-site massage therapy.

Recreation leagues and group

fitness classes.

Smoking cessation programs.

On-site weight management programs.

Office ergonomic screenings.

Global programs include some of the
activities above and:

Self-directed health promotion programs.

Health Risk Assessment and
subsequent free health coaching
if needed.

Online self-directed behavior-
change programs.

Monthly electronic health tips and
a health and wellness Web site.

Monthly health education bulletin
board materials.

New and expectant mother support
and resources.

-

Workplace Safety

Zero Injury Program

Ten years ago, Xerox ramped up its safety programs in order to reduce workplace
injuries to the optimum level: zero. Since then, the Total Recordable Incident (TRI)
rate has decreased 53% and the Day Away From Work (DAFW) case rate has
dropped 49%. Last year, both TRI and DAFW case rates declined 2% from 2005.

While not in keeping with our 10% year-over-year reduction target, the reductions
showed us where to focus our energies. To give us insight on trends and root causes,
we have tapped into our Lean Six Sigma expertise. This has led to implementation

of measurable strategies aimed at consistent improvement in our injury rates. For
2007, our objective remains to achieve a 10% year-over-year reduction — again, with

the primary goal of zero injuries.

-

Xerox Workplace Injury Rates

~

Total Recordable Incidents
® Day Away From Work Cases

2.40

g

2

g 1.14 1.10 1.14 112

E 105 L . : : 1.01

§ 0.60 0.67 0.56 0.54 0.50

2 1 0 'n

9% 03 04 05 06 Target

Motor Vehicle Safety Ergonomics

With our service technicians and sales
representatives depending on their
vehicles to get their jobs done, motor
vehicle safety is a key component of
our safety initiatives. Xerox provides
employees with comprehensive driver
training and annual reviews of their
driving records. Company vehicles have
safety features such as daytime running
lights and safety barriers between the
driver's seat and storage areas.
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Musculoskeletal disorders represent
about half of our work-related injuries
and ilinesses. That's why Xerox has
taken significant steps to reduce workers
compensation claims attributable to
musculoskeletal disorders. Musculo-
skeletal injuries within U.S. operations
dropped 43% in 2006 from their peak
in 1992,

i



The company’s health and safety
organization develops and promotes
these ergonomic assessments

and tools:

Office

Self-evaluation program; design
requirements that include adjustable
chairs and keyboard trays.

Manufacturing

Nearly every workstation in Xerox
facilities worldwide has been evaluated
for ergonomic hazards. Ergonomically
designed tools such as tilt tables, lifts
and hoists make it easier for employees
to maneuver parts and equipment
during assembly.

Service

Periodic reviews of service technicians’
tools ensure they are designed with
ergonomics in mind. Tools posing an
unacceptable safety risk are replaced.

Product Design

To identify and eliminate potential safety
hazards, ergonomics are integrated into
the design of new products.

Emergency Preparedness

Xerox's emergency preparedness

and response program helps protect
the safety of Xerox employees, their
surrounding communities and the
environment. It requires all Xerox
operations worldwide to develop
documented plans for responding

to fires, chemical releases, natural
disasters and other potential incidents.

Management reviews, scheduled
routinely, as well as drills and corporate
audits, verify that plans will be effective
in protecting our people and our busi-
ness during emergencies. (See Risk
Management and Business Continuity
on page 18.)

Monitoring Workplace Exposures

To protect employees from unsafe
exposures to chemicals, noise and
radiation, Xerox defines strict exposure
limits for worldwide manufacturing,
research and service operations. They
reflect the most stringent regulatory
requirements or industry standards.
For some materials — including toners,
solvents and certain metals — Xerox
has established limits well below the
strictest regulations and standards.

Of the chemical exposures monitored
in 2006, more than 99% were within
Xerox limits. Where exposures were
above Xerox action limits — defined
as 50% of the exposure limit — we
immediately took steps to reduce
unsafe overexposure through the use
of personal protective equipment,
engineering controls or compliance
with safe job procedures.

Health Studies: Establishing
the Safety of Toner

As one of the world'’s largest
manufacturers and distributors of

toner - a fine powder composed of
plastics, colorants and small quantities
of functional additives, Xerox recognizes
the need to help ensure its safe
development, production and use by
employees and customers. We carefully
review the safety of all materials used
to make our toners and have invested

in studies to examine the potential

for any long-term health effects from
exposure to toner.

The first of these studies, a compre-
hensive laboratory analysis completed
in 1989, indicated some health effects
at very high levels of dust exposure —
levels that workers would likely not be
exposed to in Xerox plants. Nonetheless,
Xerox has lowered toner dust levels

in our factories and established strict
controls on dust emissions from

Xerox products.

Other studies focus on Xerox employees
who manufacture toner and service our
equipment. One study evaluated more
than 32,000 employees who worked

at Xerox between 1960 and 1982.

To determine if there are work-related
mortality patterns, the study used
standardized techniques to compare
employee causes of death to causes

of death for the overall U.S. population.

Another study is evaluating the potential
respiratory and cardiovascular effects
of toner on current Xerox manufacturing
and service employees exposed to
toner. To date, these studies have
shown no evidence of chronic health
effects due to toner exposure.

With the burgeoning growth of color
printing and Xerox's market leadership
in color production printing, the
company is now expanding its health
assessment studies to employees
exposed to color toners.

Training, Development
and Leadership

Training and development is key to
maintaining our competitiveness

and developing our talent base. Our
recruiting and development strategies
help to bring some of the best and
brightest employees into challenging
roles and experiences at Xerox. We
offer training for employees worldwide
through traditional classroom delivery
and online training. We encourage
employee participation in advance
degree programs and, in the U.S.,
support this with tuition assistance.
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Our online training is delivered through
the Learning@Xerox Web site. More
than 3,300 e-learning courses are
offered in areas such as sales, technical,
professional development and com-
pliance training. In addition, we offer
10,000 on-demand learning aids that

help our people perform their best work.

In 2006, this resulted in employees
accessing over 250,000 virtual learning
offerings worldwide to assist them in
their personal development and quest
for excellence. Currently, Xerox delivers
about 60% of its training online and
40% in the classroom.

The company's talent management
strategy, pervasive across all levels
of the organization, is designed to
foster rewarding careers for Xerox
employees and to develop the next
generation of leaders. Managers
identify “emerging leaders” on their
team and work with these individuals
to create development plans that
address training, education and future
job opportunities. All employees have
access to training and development
programs focused on improving
functional and professional skills

and preparedness for management.

o

At least once a year, Xerox CEO

Anne Mulcahy and her senior team
conduct detailed reviews of a diverse
group of leaders who are poised to
assume key management roles. The
sessions assess individual performance
and attributes of leadership and, to
prepare these leaders for much
broader responsibilities, they identify
appropriate career opportunities.

In addition, the company’s Human
Resource Development Councils pro-
vide a forum for senior management
to review the future needs of the
organization, noting strengths and
gaps and strategies to build the best
and brightest teams for generations
to come.

Employee and
Labor Relations

Throughout our global operations,
there are Xerox employees who are
represented by labor unions, trade
unions or work councils. Relationships
with these employee groups are based
on applicable laws in each country.

In all cases, we respect our employees’
right to freedom of association

and, where applicable and within the
requirements of local law, to engage

in collective bargaining.
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In the U.S. and Canada, for example,
Xerox maintains a cooperative and
effective relationship with three unions
covering 2,550 employees in 17 loca-
tions: UNITE HERE, IUOE (International
Union of Operating Engineers) and

the IAM (International Association of
Machinist and Aerospace Workers).
UNITE HERE, the primary union,
represents 2,325 employees. In 2005,
Xerox and its unions successfully
negotiated new four-year contracts at
all locations. The relationship fostered
by Xerox and union leadership continues
to be noted as a model in American
industry and is a source of great pride
for Xerox and our people.

In Europe, Xerox recognizes a variety
of work councils and trade unions, as
established under European labor laws,
to meet requirements for information
and consultation for the protection

of employee rights. Work councils

are aligned with the legal structure

in each country.



OUR WORD

“With Xerox as a founding sponsor, the FIRST (For Inspiration
and Recognition of Science and Technology) robotics
competition has captured the creative imagination of young
people and Xerox employees all over the world.

At first, | signed up to meet new people, and | quickly
witnessed the camaraderie and positive impact between
mentors and student competitors. The experience has
helped me refresh my engineering skills by practicing

a full design cycle — requirements, brainstorming, CAD
prototyping, machining, integration, final assembly and
marketing. Since you're involved with every aspect, it's the

best time-to-market and lean-design experience you can get.

The high-school-aged competitors receive a standard kit of
parts from which to design and build a robot in six weeks —
with a description of what the robot should be able to do
but without any directions. That means competitors have
to choose one solution from the thousands of possibilities.

And, it means the students get a realife look at how to deal
with constraints on time, performance, cost, materials and
more. They learn how to deal with trade-offs.

Xerox employees volunteer their time to work side-by-side
with the FIRST student teams and the company fully
sponsors FIRST teams in Rochester and Webster, N.Y.,
and Wilsonville, Ore.

FIRST is ‘the hardest fun you'll ever have.’ It emphasizes
commitment, personal development, community service
and corporate responsibility. And it's the epitome of
youthful exuberance.”

Ellery Wong
Systems Engineer,
Xerox Corporation

“In the FIRST robotics competition,

machines compete, but everybody wins.”
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Leveraging Our Resources to Make Our World Better

OUR WORD.

Philanthropy and volunteerism are what

make us a citizen, not just an enterprise.

Our efforts and contributions are not
based simply on altruism. They are an
investment — among the most important
we make.

OUR WORLD.

Our investments are about people
reaching out to people — educating,
motivating, volunteering, entertaining,
assisting. We seek to convert each
momentary interaction into lasting
behaviors that build momentum for
positive change.
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OUR WORK.

Our time, money, talent and emotion
are invested in five areas: education
and workforce preparedness, science
and technology, sustainability and
environmental affairs, national and
cultural affairs, and matching gifts
and memberships.



Since our earliest days, philanthropy
has been part of the fabric of the Xerox
culture. We invest our money, time and
talent in our areas of focus: education
and workforce preparedness, science
and technology, employee and
community affairs, sustainability and
environmental affairs, national and
cultural affairs, and matching gifts and
memberships. In 2006, the Xerox
Foundation, the arm of the corporation
that manages our philanthropic efforts,
invested more than $12 million in more
than 500 organizations. Our annual
giving declined 10% from 2005 when
we chose to allocate additional funding
for disaster relief for Hurricane Katrina
and the Southeast Asian tsunami.

Education and Workforce
Preparedness

In 2006, 23% of our investment went

to education and workforce prepared-
ness. We announced a S1 million grant
payable over four years to the National
Academy Foundation (NAF), which

was launched in 1982 to build curricula
and programs in public schools to
motivate students to pursue careers

in specific industries. Starting with
financial services, these programs

have spread to hotel management and
information technology. Operating as
“schools within schools,” the academies
are graduating tens of thousands of
students each year — 70% of them
minorities —in 22 urban centers. Attest-
ing to NAF’s clear success, graduation
rates are 23 points higher than the norm.

Turning its attention to engineering,

NAF now has aggressive plans to launch
more than a hundred Academies of
Engineering starting in September.
Xerox will join the Bill and Melinda Gates
Foundation as a charter member of

the new initiative.

We also continued to manage three
programs that provide educational
access to underrepresented minorities:

The Black College Engineering Liaison
Program dispersed 14 grants in 2006
to schools like North Carolina A&T,
Howard University and Spelman College.

The Hispanic College Liaison Program
dispersed 23 grants in 2006 to
schools like California Polytechnic,
the University of Texas and the
University of Puerto Rico.

The Xerox Technical Minority Scholarship
Program provided 120 scholarships

to help deserving minority students
complete degrees in engineering.

These programs, in which we invested
$800,000 in 2006, are part of a
larger Xerox Foundation effort to help
minorities pursue technical degrees
and help the U.S. address its shortage
of scientists and engineers. The pro-
grams provide excellent opportunities
for Xerox people to be involved on
campus, they are in the strategic interest
of the company, and they enable us

to recruit from a highly motivated and
talented pool of technical people.

Other 2006 investments in the focus
area of education and workforce
preparedness included Teach for
America, Prep for Prep, the National
Action Council for Minorities in
Engineering, Reading Is Fundamental,
Bank Street College and INROADS.
The Xerox Foundation also awarded
14 National Merit Scholarships.

Science and Technology

We made 17.9% of our grants in

the area of science and technology.
Organizations included the American
Chemical Society, The Cleveland Clinic,
Connecticut Science Center, Infotonics
Technology Center, Monroe Community
College, New York Hall of Science and
Rochester Institute of Technology.

Included in the science and technology
program area is funding of the Xerox
University Affairs Committee. The
committee comprises about a dozen
Xerox scientists from around the world,

and in 2006 made 42 grants to 31
university science programs. The
Foundation’s share was approximately
$800,000. A Xerox scientist in each
of five countries — the United States,
Canada, Ireland, the United Kingdom
and Spain — champion each grant, nine
of which went to universities outside
the United States. All 31 universities
are doing research that is aligned with
our long-term strategic interests.

Environmental Affairs

Anchored by a $1 million grant
payable over three years to The
Nature Conservancy to help protect
the Northern Boreal Forests in Canada,
5.8% of our investments were in

the new category of environmental
affairs. The Nature Conservancy

will work with paper companies and
governments to:

Help identify and incorporate
biodiversity conservation plans into
their business processes.

Improve forestry standards by which
our paper suppliers are certified.

Provide data and tools to enable paper
suppliers to do the right thing as they
meet their business objectives.

Disseminate learning and best practices
to the world's other large forests.

Other investments in this focus
area include:

Outward Bound, which teaches young
people respect for the environment.

The New York Botanical Gardens, whose
scientists work around the world to help
preserve forests.

The Central Park Conservancy,
SoundWaters, and other organizations
and institutions that work toward the
goal of a sustainable world.
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Saying“Th a n kS "to Troops

“1 have never received a gift with this much love packed
into one little place from someone that I've never known.”

Soldier, U.S. Army

A soldier receives a package adorned with a bright, colorful
image. It's a postcard, with a reproduced picture drawn by a
child back home. The inside contains a personalized message:
Thank you for your service and dedication to our country.

It's a simple gesture from one stranger to another. But for U.S.
soldiers, sailors, airmen and marines deployed overseas, it's a
reminder of the outpouring of support from home.

More than 11 million messages of support have been sent through
Xerox's Let's Say Thanks drive. We're now pursuing opportunities
to expand the program to support troops from other countries.

A Soldier's Reaction

Specialist Tommy Brooks from the 2-130 lllinois Infantry Battalion
says a letter is considered warmer and more personal than an e-mail.

One of the pieces of mail Brooks held close to his heart while
serving was from his 12-year-old cousin. She drew a picture of
two children sitting on the floor in front of a fireplace during the
holidays. Their mother sits in a chair beside them; a second
chair is empty.
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Employee and
Community Affairs

We invested 30.8% of our grants in
employee and community affairs

to organizations like the Inner City
Foundation for Charity, the Cincinnati
Youth Collaborative and the Greater
Rochester Enterprise. Two-thirds of
our investments in this category were
directed to 137 United Ways around
the country, including $1 million to
the United Way of Rochester, to which
Xerox people donated an additional
$1.4 million of their own money and
1,400 Xerox people volunteered for

the United Way's annual Day of Caring.

Anyone Can Participate.
Here's How:

1. Go to www.LetsSayThanks.com.

2. Select your favorite postcard
design from many drawn by children
across the country.

3. Enter your personal message.
4. Click “submit.”

From there, the postcards are
printed on the Xerox iGen3® Digital
Production Press and placed

in packages sent by the military
support group Give2TheTroops.

Day of Caring 2007

Under the umbrella of employee and
community affairs, the Foundation
manages two employee volunteer
programs: Social Service Leave and the
Xerox Community Involvement Program.

Social Service Leave enables a select
group of employees - eight in 2006 -
to volunteer full-time while receiving

full pay. Their assignments included:
updating a fire department’s training
records system, encouraging minorities
to pursue careers in engineering and
design, providing training and technical
assistance for Indian legal services,
advocating for abused and neglected
children, and working with the deaf and
hard of hearing. Xerox invested more
than $500,000 in the Social Service
Leave Program in 2006.

The Xerox Community Involvement
Program combines the voluntary

spirit of our people with the company’s
financial support to help improve the
communities where we live and work.
In 2006, the Foundation invested
approximately $900,000 in the
program, and 9,303 Xerox people
participated in 602 projects.

In addition, Xerox people give their

time and talent to encourage the next
generation of scientists and engineers
by mentoring teams of students who
compete in the FIRST robotics program.
For 40 years, Xerox people have
volunteered at elementary schools to
teach classes that show the “gee whiz”
creativity of science and technology.

The company also sponsors an
invention competition for elementary
students that celebrates the ingenuity
of children’s innovative spirit. More
that 20,000 students are touched by
this effort each year. This year, Xerox
is expanding its participation in FIRST
to sponsor an all-girls engineering
team in Rochester, N.Y., and a team
of students from Wilsonville, Ore.,
home to the second-largest population
of Xerox people.

In Switzerland, a project called “lthaka”
matches foreign adolescents with

a mentor to assist them in their first
job search.

In Egypt more than 100 of our people
joined 100 orphans from Al Amal (Hope)
Village for a day of entertainment, lunch,
gifts and free tickets to a theme park.

In Canada, each employee is
encouraged to spend at least one
work day each year volunteering
at a local non-profit organization.

U.S. and Cultural Affairs

National and cultural affairs received
10.7% of our investment and included
grants to the Martin Luther King
Memorial in Washington, D.C., Dance
Theater of Harlem, Dallas Symphony
Association, National Underground
Railroad Freedom Center, Connecticut
Grand Opera, Ballet Hispanico, the
Performing Arts Center of Los Angeles,
Rochester Philharmonic Orchestra,
Garth Fagan Dance and many more
arts institutions in communities where
our people work and live.

Institutions addressing a variety of
national issues also are part of our
investment portfolio. These included
the National Urban League, the National
Child Labor Committee, Catalyst, Big
Brothers and Big Sisters of America,
American Foundation for AIDS Research,
Lawyers Committee for Civil Rights
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Under Law, NAACP and NAACP Legal of America, the Conference Board, Staying Current
Defense Fund, Partnership for a the American Electronics Association,
. L } . Aware that the state of corporate
Drug-Free America, Association for the Inter-American Dialogue and the . .
. . . L philanthropy continues to evolve and
Hole in the Wall Gang Camps and United Nations Association. .
e . mature, and to stay current with the
Building With Books. A .
. . latest thinking and practices, we are
Disaster Relief active participants in groups such as
Matching Gifts and Memberships The relatively quiet year in terms of the Committee Encouraging Corporate
The remaining 9.6% of our budget natural disasters required only modest Philanthropy, Business Roundtable,
was divided between matching gifts investments (2.2% of our total spending) the Conference Board's Council of
to colleges and universities (4.2%) and enabled us to begin new strategic Corporate Foundation Executives,
and membership payments (5.4%) initiatives, including a $1 million gift Business for Social Responsibility and
to a variety of non-profit organizations to the National Academy Foundation’s the U.S. Chamber of Commerce’s
such as the Business Roundtable, engineering program. Center for Corporate Citizenship.

the Council on Foreign Relations, the
Information Technology Association

Leadership in | n n Ovat|0 n

Invention and discovery have always differentiated Xerox in the marketplace.
Through our research labs and engineering centers and in collaboration
with customers, partners and universities, we continue to develop the next
generation of technology and services that simplify the way work gets

done in organizations of any size. Three recent achievements illustrate:

This year, we received Through a $1 million We granted $1 million to
the National Medal of annual grant program, we Massachusetts Institute
Technology, which is the support research projects of Technology's School of
highest honor to America’s at 11 leading universities Engineering for a fellowship
leading innovators and is in the U.S., Canada and program that will support
awarded by the President Europe. While Xerox labs student research in green
of the United States. The focus on nearer-term technologies, personalized
award acknowledges Xerox's innovation, our university imaging, smart document
rich heritage of innovation research grants fund an technology, nanotechnology
and market-making tech- open innovation program and microelectromechanical
nology that contributes to for research that offers systems (MEMS).

economic growth. long-term significance.
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Making Your Workplace More Efficient
and Environmentally Friendly

For decades Xerox has provided technology that helps people get office work
done faster and easier. That includes helping reduce their dependency on
paper by encouraging more digital systems and document management services.

Xerox encourages offices to think “Green at Work,” by following these simple steps:

In Fact What You Can Do

Cut Energy
Consumption

On April 1, the U.S. E.P.A. introduced new = Choose products that meet the newest ENERGY STAR

ENERGY STAR® certification criteria increas- certification criteria.

ing the efficiency of certified products by = Since equipment is generally turned on 24 hours a day, you can

at least 30%. To put into context, Xerox reduce air pollution by making sure to use power-saver features
ENERGY STAR equipment in customer built into systems.

locations around the world save 1 million - Replace old and less-efficient equipment and individual machines with
megawatt hours per year — enough to light a single system that prints, copies, scans, e-mails and faxes. A single
nearly one million U.S. homes for a year. system uses half as much energy as several single-function devices.
That saves energy and reduces the amount For a workgroup of 100 people, it can also reduce energy costs by as
of greenhouse gases we put into the air. much as $2,000 per year.

Reduce Paper Use

The U.S. E.P.A. estimates that it takes
10 times more energy to create a
sheet of paper than to run it through
an office product.

= Set your printer to the duplex mode as a default, which will
automatically tell the printer to print on both sides of a sheet of paper.

« Preview printouts to eliminate unnecessary waste.

- Format and condense text to save paper.

= Use e-mail and scan-to-file options instead of relying on the printed word.
- Recycle the paper you use and use recycled paper.

Support Recycling
and Manufacturing

Marketing Communications: Pappas MacDonnell, Inc., Southport, CT

By recycling copy and print cartridges,
toner containers and waste toner and
remanufacturing equipment, the Xerox
Green World Alliance program prevents
millions of pounds of waste from entering
landfills each year — 122 million pounds
in 2006 alone.

« Choose equipment and supplies that are designed to be
remanufactured and recycled.

« Return supplies such as print and copy cartridges for recycling.
« Recycle used equipment.

How to Reach Us

Xerox Corporation

45 Glover Avenue

P.0. Box 4505

Norwalk, CT 06856-4505
203 968-3000

Products and Service
www.xerox.com or by phone:
800 ASK-XEROX (800 275-9376)

Additional Information

The Xerox Foundation:

203 849-2478

e-mail: evelyn.shockley@xerox.com

Diversity programs and
EEO-1 reports: 585 423-6157
www.xerox.com/diversity

Minority and Women Owned
Business Suppliers: 585 422-2295
www.xerox.com/supplierdiversity

Ethics Helpline: 866 XRX-0001
(North America; International
numbers on www.xerox.com)
e-mail: ethics@xerox.com

Environment, Health and Safety
800 828-6571 prompts 1, 3
WWW.Xerox.com/environment

Governance:
WWW.Xerox.com/governance

Questions from Students
and Educators:
e-mail: nancy.dempsey@xerox.com

Xerox Innovation:
WWW.Xerox.com/innovation

Shareholder Services: 800 828-6396

To comment on this report:
e-mail: citizenship@xerox.com
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