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   From time to time Xerox Corporation (the Registrant or the Company) and its
representatives may provide information, whether orally or in writing,
including certain statements in this Form 10-K/A, which are deemed to be
"forward-looking" within the meaning of the Private Securities Litigation
Reform Act of 1995 ("Litigation Reform Act"). These forward-looking statements
and other information relating to the Company are based on the beliefs of
management as well as assumptions made by and information currently available
to management.

   The words "anticipate", "believe", "estimate", "expect", "intend", "will",
and similar expressions, as they relate to the Company or the Company's
management, are intended to identify forward-looking statements. Such
statements reflect the current views of the Registrant with respect to future
events and are subject to certain risks, uncertainties and assumptions. Should
one or more of these risks or uncertainties materialize, or should underlying
assumptions prove incorrect, actual results may vary materially from those
described herein as anticipated, believed, estimated or expected. The
Registrant does not intend to update these forward-looking statements.

   In accordance with the provisions of the Litigation Reform Act we are making
investors aware that such "forward-looking" statements, because they relate to
future events, are by their very nature subject to many important factors which
could cause actual results to differ materially from those contained in the
"forward-looking" statements. Such factors include but are not limited to the
following:

      Competition--the Registrant operates in an environment of significant
   competition, driven by rapid technological advances and the demands of
   customers to become more efficient. There are a number of companies
   worldwide with significant financial resources which compete with the
   Registrant to provide document processing products and services in each of
   the markets served by the Registrant, some of whom operate on a global
   basis. The Registrant's success in its future performance is largely
   dependent upon its ability to compete successfully in its currently-served
   markets and to expand into additional market segments.

      Transition to Digital--presently black and white light-lens copiers
   represent approximately 30% of the Registrant's revenues. This segment of
   the market is mature with anticipated declining industry revenues as the
   market transitions to digital technology. Some of the Registrant's new
   digital products replace or compete with the Registrant's current light-lens
   equipment. Changes in the mix of products from light-lens to digital, and
   the pace of that change as well as competitive developments could cause
   actual results to vary from those expected.

      Expansion of Color--color printing and copying represents an important
   and growing segment of the market. Printing from computers has both
   facilitated and increased the demand for color. A significant part of the
   Registrant's strategy and ultimate success in this changing market is its
   ability to develop and market machines that produce color prints and copies
   quickly and at reduced cost. The Registrant's continuing success in this
   strategy depends on its ability to make the investments and commit the
   necessary resources in this highly competitive market.

      Pricing--the Registrant's ability to succeed is dependent upon its
   ability to obtain adequate pricing for its products and services which
   provide a reasonable return to shareholders. Depending on competitive market
   factors, future prices the Registrant can obtain for its products and
   services may vary from historical levels. In addition, pricing actions to
   offset currency devaluations may not prove sufficient to offset further
   devaluations or may not hold in the face of customer resistance and/or
   competition.
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      Customer Financing Activities--On average, 75--80 percent of the
   Registrant's equipment sales are financed through the Registrant. To fund
   these arrangements, the Registrant must access the credit markets and the
   long-term viability and profitability of its customer financing activities
   is dependent on its ability to borrow and its cost of borrowing in these
   markets. This ability and cost, in turn, is dependent on the Registrant's
   credit ratings. Currently the registrant's credit ratings are such as to
   effectively preclude its
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   ready access to capital markets and the Registrant is currently funding its
   customer financing activity from cash on hand. There is no assurance that
   the Registrant will be able to continue to fund its customer financing
   activity at present levels. The Registrant is actively seeking third parties
   to provide financing to its customers. In the near-term the Registrant's
   ability to continue to offer customer financing and be successful in the
   placement of its equipment with customers is largely dependent upon
   obtaining such third party financing.

      Productivity--the Registrant's ability to sustain and improve its profit
   margins is largely dependent on its ability to maintain an efficient,
   cost-effective operation. Productivity improvements through process
   reengineering, design efficiency and supplier cost improvements are required
   to offset labor cost inflation and potential materials cost changes and
   competitive price pressures.

      International Operations--the Registrant derives approximately half its
   revenue from operations outside of the United States. In addition, the
   Registrant manufactures or acquires many of its products and/or their
   components outside the United States. The Registrant's future revenue, cost
   and profit results could be affected by a number of factors, including
   changes in foreign currency exchange rates, changes in economic conditions
   from country to country, changes in a country's political conditions, trade
   protection measures, licensing requirements and local tax issues. Our
   ability to enter into new foreign exchange contracts to manage foreign
   exchange risk is currently severely limited, and we anticipate increased
   volatility in our results of operations due to changes in foreign exchange
   rates.

      New Products/Research and Development--the process of developing new high
   technology products and solutions is inherently complex and uncertain. It
   requires accurate anticipation of customers' changing needs and emerging
   technological trends. The Registrant must then make long-term investments
   and commit significant resources before knowing whether these investments
   will eventually result in products that achieve customer acceptance and
   generate the revenues required to provide anticipated returns from these
   investments.

      Revenue Growth--the Registrant's ability to attain a consistent trend of
   revenue growth over the intermediate to longer term is largely dependent
   upon expansion of its equipment sales worldwide and usage growth (i.e., an
   increase in the number of images produced by customers). The ability to
   achieve equipment sales growth is subject to the successful implementation
   of our initiatives to provide industry-oriented global solutions for major
   customers and expansion of our distribution channels in the face of global
   competition and pricing pressures. The ability to grow usage may be
   adversely impacted by the movement towards distributed printing and
   electronic substitutes. Our inability to attain a consistent trend of
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   revenue growth could materially affect the trend of our actual results.

      Turnaround Program--In October 2000, the Registrant announced a
   turnaround program which includes a wide-ranging plan to generate cash,
   return to profitability and pay down debt. The success of the turnaround
   program is dependent upon successful and timely sales of assets,
   restructuring the cost base, placement of greater operational focus on the
   core business and the transfer of the financing of customer equipment
   purchases to third parties. Cost base restructuring is dependent upon
   effective and timely elimination of employees, closing and consolidation of
   facilities, outsourcing of certain manufacturing and logistics operations,
   reductions in operational expenses and the successful implementation of
   process and systems changes.

   The Registrant's liquidity is dependent on the timely implementation and
execution of the various turnaround program initiatives as well as its ability
to generate positive cash flow from operations and various financing strategies
including securitizations. Should the Registrant not be able to successfully
complete the turnaround program, including positive cash generation on a timely
or satisfactory basis, the Registrant will need to obtain additional sources of
funds through other operating improvements, financing from third parties, or a
combination thereof.

                                      3

                                    PART I

Item 1. Business

Overview

   Xerox Corporation (Xerox or the Company) is The Document Company and a
leader in the global document market, selling equipment and providing document
solutions including hardware, services and software that enhance productivity
and knowledge sharing. References herein to "us" or "our" refer to Xerox and
consolidated subsidiaries unless the context specifically requires otherwise.
We distribute our products in the Western Hemisphere through divisions and
wholly-owned subsidiaries. In Europe, Africa, the Middle East, India and parts
of Asia, we distribute through Xerox Limited and related companies
(collectively Xerox Limited). Xerox had 92,500 employees at year-end 2000.

   Fuji Xerox Co., Limited, an unconsolidated entity jointly owned by Xerox
Limited and Fuji Photo Film Company Limited, develops, manufactures and
distributes document processing products in Japan and other areas of the
Pacific Rim, Australia and New Zealand. Japan represents approximately 80
percent of Fuji Xerox revenues, and Australia, New Zealand, Singapore,
Malaysia, Korea, Thailand and the Philippines represent 10 percent. The
remaining 10 percent of Fuji Xerox revenues are sales to Xerox. Fuji Xerox
conducts business in other Asian Pacific Rim countries through joint ventures
and distributors. In December 2000, as part of the asset disposition element of
our turnaround plan, we completed the sale of our China operations to Fuji
Xerox for $550 million cash and their assumption of $118 million of debt. The
sale included all of our manufacturing, sales and service functions in China
and Hong Kong, including ownership of Xerox (China) Limited and Xerox (Hong
Kong) Limited. The sale strengthened our liquidity and produced a $119 million
after tax gain. In March 2001 we sold half our ownership interest in Fuji Xerox
to Fuji Photo Film for $1,283 million in cash. The Company retains significant
rights as a minority Shareholder. All product and technology agreements between
Xerox and Fuji Xerox will continue, ensuring that the two companies retain
uninterrupted access to each other's portfolio of patents, technology and
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products.

   Our activities encompass developing, manufacturing, marketing, servicing and
financing a complete range of document processing products, solutions and
services designed to make organizations around the world more productive. We
believe that the document is a tool for productivity, and that documents--both
electronic and paper--are at the heart of most business processes. Documents
are the means for storing, managing and sharing business knowledge. Document
technology is key to improving productivity through information sharing and
knowledge management and we believe no one knows the document--paper to
electronic and electronic to paper--better than we do.

   The financing of Xerox equipment is primarily carried out by Xerox Credit
Corporation (XCC) in the United States and internationally by foreign financing
subsidiaries and divisions in most countries. As part of our turnaround
program, we intend to transition equipment financing to third parties. As part
of this program, in April 2001 we announced the sale of certain of our European
Financing businesses to Resonia Leasing AB. This transition will significantly
reduce indebtedness on our balance sheet and improve liquidity.

Turnaround Program

   During 2000, the significant business challenges that we began to experience
in the second half of 1999 continued to adversely affect our financial
performance. In May 2000, Paul A. Allaire, Chairman and CEO and Anne Mulcahy,
President and COO, assumed their new responsibilities and began work
stabilizing the business. After a thorough review, they announced a turnaround
plan in October 2000. Implementation of the turnaround program focuses Xerox on
its core business and prioritizes cash generation, improved liquidity and a
return to profitability in 2001.

                                      4

   The program includes asset dispositions and equity partnerships designed to
generate $2 billion to $4 billion. Asset sales include the sale of the
Company's China operations to Fuji Xerox, which was completed in December 2000,
and in March 2001 the sale of half of the company's interest in Fuji Xerox for
approximately $1.3 billion. We are in discussion to form a strategic alliance
for our European paper business. We are actively engaged in discussions to sell
certain other assets, including Xerox Engineering Systems and our interests in
spin-off companies such as ContentGuard and InXight. We are exploring a joint
venture with non-competitive partners for certain of our research centers
including the Palo Alto Research Center. Lastly, Xerox is also seeking to sell
or outsource certain manufacturing operations. It is expected that in most cases
asset sales will result in a gain.

   A second element of the turnaround program includes cost reductions of at
least $1 billion annually. Headcount reductions of 2000 and 4,300 were
implemented in the fourth quarter 2000, and the first quarter 2001
respectively.

   A third element of the turnaround program includes transitioning equipment
financing to third parties, a move that will significantly improve Xerox's
balance sheet and is designed to avoid negatively impacting customers. In
January 2001 we announced the receipt of $435 million in financing from General
Electric Capital Corporation secured by the Xerox portfolio of lease
receivables in the United Kingdom. In April 2001 we announced the sale of our
leasing businesses in four European countries to Resonia Leasing AB for
approximately $370 million in cash. We are also discussing with several
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potential vendors plans for them to provide equipment financing for Xerox
customers around the world.

   In addition, the Board of Directors announced in October the decision to
reduce the quarterly dividend to 5 cents per share, saving $400 million a year.

   The turnaround program being implemented by the Xerox management team will
refocus the core strategy of the Company going forward--with a greater emphasis
on high-end, high-growth printing supported by color, solutions and services
across the board and serving the office market in new ways. For an additional
discussion of the Company's turnaround program, refer to Note 3 of the
consolidated financial statements included on pages 24 through 25 of the
Company's 2000 Annual Report to Shareholders hereby incorporated by reference
in this document in partial answer to this Item.

Core Strategy

   We believe that documents represent the knowledge base of an organization
and play a dynamic and central role in business, government, education and
other organizations.

   Our principle strategy is to focus our core businesses on the most
profitable and highest growth segments of the document market, with a
particular emphasis on color across our product lines and document services and
solutions. As our customers increasingly move towards color documents, we have
responded with our highly successful DocuColor 2000 series of digital color
presses and the ongoing development of FutureColor, the next generation of
color technology that we believe will dramatically expand the color
print-on-demand market. Our January 2000 acquisition of the Color Printing and
Imaging Division of Tektronix (CPID), and its award winning line of Phaser
solid ink and laser color printers, has moved Xerox to a strong number two
market share position in the fast growing network office color printing market.
We are also taking significant steps to satisfy our customers' increasing
demand for more advanced services and solutions. Our products, technology,
services and solutions are geared to match the needs of rapidly growing markets
such as high-end, Internet driven digital printing and custom publishing,
graphic arts and on-demand printing and publishing. Our success is derived from
our ability to understand our customers' needs and to provide true document
management services and outsourcing capabilities. As we increasingly make use
of our direct sales force to serve customers seeking more advanced capabilities
and solutions, we will simultaneously expand our use of more cost-effective
distribution channels such as dealers, agents and concessionaires.

                                      5

   The document industry is undergoing a fundamental transformation, with the
continued transition from analog and offset to digital technology, the
management of publishing and printing jobs over the Internet, the use of
variable data to create customized documents, an increasing reliance on
outsourcing and the rapid transition to color. Documents are increasingly
created and stored in digital electronic form while the Internet is increasing
the amount of information that can be accessed in the form of electronic
documents. We believe that all of these trends play to the strengths of our
products, technology and services, and that such trends represent opportunities
for Xerox's future growth.

   We create customer value by providing innovative document technologies,
products, systems, services and solutions that allow our customers to:
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    -- Move easily within and between the electronic and paper forms of
       documents.

    -- Scan, store, retrieve, view, revise and distribute documents
       electronically anywhere in the world.

    -- Print or publish documents on demand, at the point closest to the need,
       including those locations of our customers' customers.

    -- Integrate the currently separate modes of producing documents, such as
       the data center, production publishing and office environments into a
       seamless, user-friendly, enterprise-wide document systems network--with
       technology acting as an enabler.

   We have formed alliances to bring together the diverse infrastructures that
currently exist and to nurture the development of an open document services and
solutions environment to support complementary products from our partners and
customers. We are working with more than 100 companies and industry
organizations to make office and production electronic printing an integrated,
seamless part of today's digital work place.

Industry Segments

   Our financial results by industry segment for 2000, 1999 and 1998, presented
in Note 10 to the consolidated financial statements on pages 29 through 31 of
the Company's 2000 Annual Report to Shareholders are hereby incorporated by
reference in this document in partial answer to this Item.

Market Overview

   We estimate the global document market that we serve, excluding Japan and
the Pacific Rim countries served by Fuji Xerox, was approximately $149 billion
in 1999 and will grow to about $209 billion in 2003. To return to growth and
profitability, we continue to shift our focus to, and invest in, the most
profitable and highest growth segments of the document market, with an emphasis
on color throughout our product lines, high-end document systems, services and
solutions, outsourcing and the transition from light-lens to digital
technology. We are focused on providing solutions to our customers, through our
products, technology, document management services and outsourcing
capabilities. To drive future growth, we have increased our R&D spending,
concentrating on programs to develop hardware and value-added solutions to
support high-end business and programs that extend color capabilities. We are
also expanding the use of more cost effective indirect sales channels such as
dealers, agents and concessionaires for less complex product offerings and for
those customers whose main product acquisition criteria is price.

   We continue to lead the transition in our industry from black and white to
color capable devices, from box sales to services and solutions that enhance
customer productivity and solve customer problems, from light-lens to digital
technology and from standalone devices to network-connected systems. Xerox
growth will be driven by the accelerating demand for color documents, on-demand
high-end services and solutions, document outsourcing, the transition to
digital copying and printing in the office and the transfer of document
production from offset printing to digital publishing.

                                      6

Revenues for our major product categories for the three years ending December
31, 2000 are as follows:
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                  Year ended December 31                    2000    1999    1998
                  ----------------------                   ------- ------- -------
                                                                (in millions)

Black and white office and small office/home office (SOHO) $ 7,410 $ 8,150 $ 8,384
Black and white production................................   4,940   5,904   5,954
Color copying and printing................................   2,897   1,851   1,726
Other products and services...............................   3,454   3,662   3,529
                                                           ------- ------- -------
   Total.................................................. $18,701 $19,567 $19,593
                                                           ======= ======= =======

Production Market

   Through our direct sales and service organizations around the world, we
provide products and services directly to Fortune 1000 Graphic Arts and
government, education and public sector customers. The global production market
is expected to grow to $96 billion in 2003 from $49 billion in 1999, an 18
percent compound annual growth rate. Growth in Production will be propelled by
strong demand for digital color products (expected to grow industrywide at a 20
percent annual rate) and professional services (increasing 35 percent
annually).

   Xerox products in this market include monochrome production publishing
(DocuTech), production printing, color printing and production light-lens
devices at speeds over 90 pages per minute. To capture these opportunities, we
have identified color and services as two corporate strategic growth platforms.
As discussed below, during 2000 we strengthened our market leadership with the
introduction of the advanced DocuTech 2000 and DocuColor 2000 suite of products
that combine industry-leading Web capabilities with fast, efficient color and
monochrome printing.

  Black and White Production Publishing (DocuTech)

   Since we launched the era of Production publishing with the introduction of
our DocuTech Production Publishing family in 1990, we have installed more than
25,000 DocuTech systems worldwide.

   Digital production publishing technology is increasingly replacing
traditional short-run offset printing as customers seek improved productivity
and cost savings, faster turnaround of document preparation, and the ability to
print and customize documents "on demand." The market is substantial, as
digital production publishing has less than 20 percent of the available page
volume that could be converted to this technology. We offer the widest range of
solutions available in the marketplace--from dial-up lines through the Internet
to state-of-the-art networks--and we are committed to expanding these
print-on-demand solutions as new technology and applications are developed.

   The DocuTech family of digital production publishers scans hard copy and
converts it into digital documents, or accepts digital documents directly from
networked personal computers or workstations. DocuTech prints high-resolution
(600 dots per inch) pages at speeds ranging from 65 to 180 impressions per
minute and is supported by a full line of accessory products and options. Xerox
is alone in offering a complete family of production publishing systems from 65
to 180 impressions per minute.

   In 2000, we introduced an 155 page per minute and an 115 page per minute
DocuTech. The DocuTech 6115 provides a clear migration path into the digital
world by offering features for print on demand, 1:1 marketing and distribute
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then print. We also introduced an enhanced version of our DigiPath Production
Software, a major productivity tool, which allows a printer's customers to use
the Internet to streamline print job submission and subsequent archiving,
preparation, proofing, and reprinting. This version adds more than 50 new
features, including enhanced Internet connectivity. In February 2001, we
announced a new streamlined version of DigiPath to offer an easy, low-cost way
for print providers to enter the market.

                                      7

  Production Printing

   Xerox pioneered and continues to be a worldwide leader in computer laser
printing, which combines computer, laser, communications and xerographic
technologies. We market a broad line of robust printers with speeds up to the
industry's fastest cut-sheet printer at 180 pages per minute, and
continuous-feed production printers at speeds up to 500 images per minute. Many
of these printers have simultaneous interfaces that can be connected to
multiple host computers as well as local area networks. Our goal is to
integrate office, production and data-center computer printing into a single,
seamless, user-friendly family of production class printers.

   We introduced two new DocuPrint high-end printing systems and additional
solutions and services in 2000 and early 2001. The new black-and-white printing
systems, the DocuPrint 115 and DocuPrint 155 Enterprise Printing Systems
operate at speeds of 115 and 155 pages per minute, respectively. They offer
large customers, such as data centers and in-plant print shops, higher print
speeds, advanced system integration and printing capabilities across the
enterprise, from the mainframe to the network.

   Breakthrough technology in our highlight color printers including the
DocuPrint 4850 and Docuprint 92C allows printing in an industry exclusive
single pass of black-and-white plus one customer-changeable color (as well as
shades, tints, textures and mixtures of each) at production speeds up to 90
pages per minute.

  Production Color Printing

   Digital color is one of the fastest growing segments of the Production
market. The DocuColor 40, introduced in 1996, copies and prints at 40
full-color pages per minute and has been the industry's fastest and most
affordable digital color document production system. Since then we have
expanded the line into networked and 30 page per minute versions.

   DocuColor 12, introduced in 1999, was selected as "Product of the Year" for
2000 among PrintImage International's membership of quick and small commercial
printers. DocuColor 12, designed for professionals in graphic arts environments
such as quick printers, commercial printers and in-plant corporate
reprographics departments, produces 12.5 full-color pages and 50
black-and-white pages per minute.

   In February 2000, we introduced the DocuColor 2000 Series developed to
provide high-volume on-demand printing, personalized printing, and printing and
publishing for e-commerce and Internet delivery. The DocuColor 2045 prints at
45 pages per minute. DocuColor 2060, which produces 60 full-color prints per
minute, is the industry's fastest cut-sheet color reproduction machine, and
both products establish an industry standard by producing near-offset quality,
full-color prints at an unprecedented operating cost of less than 10 cents per
page, depending on monthly volumes. The 1,900 DocuColor units sold in 2000
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exceeded company projections by 25 percent.

   In May 2000 at Drupa 2000, a major industry trade show, we demonstrated our
Futurecolor technology which is an advanced next-generation digital printing
press with modular components which work together as a sophisticated print
shop. Utilizing patented imaging technology enabling photographic quality
output indistinguishable from offset, this breakthrough technology will produce
one million pages/month at breakthrough operating costs. We expect initial
customer engagement to begin in late 2001 and initial revenue producing
installations beginning in the second half of 2002.

  Production Light-Lens Copying

   Revenues from black and white light-lens production copiers continued to
decline, as expected, as customers transition to new digital products and amid
increasing price pressures.

                                      8

  Office Market

   The Office market is comprised of global, national and mid-size commercial
customers as well as government, education and other public sector customers.
The global office market is forecast to increase at a modest one percent annual
rate, to $43 billion in 2003 from $41 billion in 1999. Our strategy in the
office is to offer our customers the "best tool for the job" including color
everywhere. As part of our Turnaround Program we are outsourcing manufacturing
and moving more of our sales and service from direct to indirect channels. Our
products and services include multi-function devices, networked and standalone
work group copiers, printers, and fax products sold through a variety of direct
sales and indirect channels. Indirect channels include sales agents and
concessionaires, retail and resellers, Internet sales and telebusiness
offerings.

  Black and White Digital Multifunction Products

   Our primary product line in this market is the Document Centre family of
modular, black and white digital multifunction products at speeds ranging from
20 to 75 pages per minute that are better quality, more reliable, and more
feature rich than light-lens copiers and priced at a modest premium over
comparable light- lens copiers. This family was first introduced in 1997 and
has been continually upgraded including six new models in the Document Centre
400 series in 2000. The network and fax options have compelling economics
versus the alternative of purchasing comparable printers and faxes since the
print engine, output mechanics and most of the software required are part of
the base digital copier. All of our Document Centre products have IP (Internet
Protocol) addresses, which permits them to be accessed via the Internet from
anywhere in the world.

   The proportion of Document Centre devices installed with network
connectivity continued to grow, to over 50 percent installed with network
connectivity during 2000. As a result, approximately 45 percent of the total
installed population of Document Centre products have network capability. We
believe that enabling network connectivity and training our customers to
optimize the power of these products will lead ultimately to incremental page
growth.

  Color Copying and Printing

   The use of color originals in the office is accelerating. While total office
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page volume is expected to grow a modest 2 percent, color pages are expected to
grow at a compound rate of approximately 40 percent through 2003. Color is
expected to represent 4 percent of total office pages and 19 percent of office
page revenue by 2003.

   We've had numerous recent color product introductions for the general
office. In 1998, we introduced the DocuColor Office 6, a networked color
copier/printer for the office that operates at twice the speed of most desktop
color laser printers at the price of a mid-volume black and white copier. In
1999 we introduced the Document Centre Series 50, the first color-enabled
Document Centre that produces 12.5 full-color pages and 50 black-and-white
pages per minute and includes a Xerox network controller built into every
machine. The Document Centre Color Series 50 combines the advantages of a
relatively low equipment price, the production of color pages at operating
costs significantly lower than other color copier/printers in this class, and,
unlike other color products, the operating cost of producing black and white
prints is similar to that of monochrome digital products.

   Our strong number-two market share position in the networked office color
market reflects the January 2000 acquisition of the Color Printing and Imaging
Division of Tektronix (CPID). This division manufactures and markets Phaser
workgroup color printers that use either color laser or solid ink printing
technology and markets a complete line of ink and related products and
supplies. In January 2000, we introduced the Phaser 850 solid ink color
printer, which prints truer colors and livelier images than any color laser
printer in its class, and at 14 pages per minute, is more than three times
faster than similarly priced competitive models. We have launched nine
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award-winning Phaser products since acquiring Tektronix's color printing and
imaging business in January 2000. Most recently, on March 20, 2001 we launched
the breakthrough 21 page per minute Phaser 2135 that is 3 times faster than the
competition and more cost effective.

  Light-lens Copying

   The decline in light-lens copier revenues reflects customer transition to
new digital black-and-white products and increasing price pressures. We believe
that the trend over the past few years will continue and that light-lens
product revenues will represent a declining share of total revenues. We expect
that light-lens copiers will increasingly be replaced by digital copiers.
However, some portions of the market will continue to use light-lens copiers,
such as customers who care principally about price or whose work processes do
not require digital products.

  Black and White Laser Printers

   Our DocuPrint family of monochrome network laser printers was originally
launched in 1997 and currently includes models ranging from 8 to 45 pages per
minute. These laser printers are faster, more advanced and less expensive than
competitive models, offering "copier-like" features such as multiple-set
printing, stapling and collating. The Tektronix CPID acquisition accelerated
our objective of increasing the number of resellers who market our black and
white laser printers. The acquisition more than doubled the number of channel
partners and nearly doubled the distribution capacity and channel coverage to
more than 16,000 resellers and dealers worldwide.

SOHO (Small Office/Home Office) Market
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   In June 2001, the Ad Hoc Committee of the Board of Directors approved the
disengagement from our small office/home office (SOHO) business. Over the next
six months we will discontinue our line of personal inkjet and xerographic
printers, copiers, facsimile machines and multifunction devices which are sold
primarily through retail channels to small offices, home offices and personal
users (consumers). We intend to sell the remaining inventory through current
channels and will continue to provide service support and supplies for customers
who currently own SOHO products during a phase-down period to meet customer
commitments. We are currently finalizing our exit plans. The loss on disposal
and other financial statement effects will be determined and disclosed in our
2001 second quarter Form 10-Q.

Other Products

   We also sell cut-sheet paper to our customers for use in their document
processing products. The market for cut-sheet paper is highly competitive and
revenue growth is significantly affected by pricing. Our strategy is to charge
a spread over mill wholesale prices to cover our costs and value added as a
distributor. In June 2000, we sold the U.S. and Canadian commodity paper
business, including an exclusive license for the Xerox brand, to Georgia
Pacific Corporation. In addition to the proceeds from the sale of the business,
the Company will receive royalty payments on future sales of Xerox branded
commodity paper by Georgia Pacific and will earn commissions on Xerox
originated sales of commodity paper as an agent for Georgia Pacific. As part of
our turnaround plan, we have announced that we are in discussions to form a
strategic alliance for our European paper business.

   We also offer other document processing products including devices designed
to reproduce large engineering and architectural drawings up to 3 feet by 4
feet in size developed and sold through Xerox Engineering Systems (XES). We
have announced our intent to sell XES as part of our turnaround plan.

                                      10

Xerox Competitive Advantages

  Research and Development

   Investment in research and development (R&D) is critical to drive future
growth, and to this end Xerox R&D is directed toward the development of
superior new products and capabilities in support of our document processing
strategy. The goal of Xerox R&D is to continue to create disruptive
technologies that will expand current and future markets. Our research
scientists are deeply involved in the formulation of corporate strategy and key
business decisions. They regularly meet with customers and have dialogues with
our business divisions to ensure they understand customer requirements and are
focused on products and solutions that can be commercialized.

   In 2000, R&D expense was $1,044 million compared with $992 million in 1999
and $1,035 million in 1998. 2000 R&D spending was focused primarily on programs
to develop high-end business and on programs that extend our color
capabilities. We continue to invest in technological development to maintain
our premier position in the rapidly changing document processing market with a
heightened focus on increasing our R&D investment in rapid market growth areas
such as color and high-end services and solutions, as well as time to market.
FutureColor, an advanced next-generation digital printing press set for initial
customer engagement in late 2001 that produces photographic quality
indistinguishable from offset, is an example of the type of breakthrough
technologies developed by Xerox R&D that will drive our future growth. Xerox
R&D is strategically coordinated with Fuji Xerox, which invested $615 million
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in R&D in 2000 for a combined total of $1.7 billion; adequate to remain
technologically competitive.

  Marketing and Distribution

   Xerox document processing products are principally sold directly to
customers by our worldwide sales force, a source of competitive advantage,
totaling approximately 15,000 employees, and through a network of independent
agents, dealers, retail chains, value-added resellers and systems integrators.
Our turnaround plan is focused on the expansion of cost-effective third party
distribution channels for simple commodities, and the continued use of our
direct sales force for our customers' more advanced product needs, capabilities
and solutions.

   To market laser and inkjet printers, digital multi-function devices and
digital copiers, we are significantly expanding our indirect distribution
channels. For our laser printer family we have arrangements with office
information technology (IT) industry channels primarily through distributors
including Ingram Micro, Tech Data, CHS and Computer 2000. These distributors
supply our products to a broad range of IT/IS-oriented Resellers, Dealers,
Direct Marketers, VARs, Systems Integrators and E-Commerce Business-Oriented
Resellers, such as CDW. We also sell directly to some of these IT/IS-oriented
Resellers ('Resellers'). Furthermore, as a result of the acquisition of the
Tektronix Computer Printing and Imaging Division, completed in January 2000, we
have more than doubled the number of Reseller partners and thus nearly doubled
the distribution capacity and channel coverage to more than 16,000 resellers
worldwide. In 2000, we also forged marketing and reselling relationships with
personal computer leaders Compaq and Dell.

   For our inkjet and low-end digital multi-function products we currently have
arrangements with U.S. retail marketing channels including Office Depot,
OfficeMax, Staples, Micro Center, Fry's and J&R, and non-U.S. retail marketing
channels including Carrefour, Media Market and Merisel. Our products are now
available in more than 7,000 storefronts worldwide. In addition to web sites of
several of our retail marketing partners, we have arrangements with several
e-commerce web sites, including Amazon.com and CDW, for the sale of our
equipment and supplies. We have continued to market copiers, fax machines and
multi-function products through a family of authorized office product dealers.

                                      11

  Service

   We have a worldwide service force of approximately 21,000 employees and a
network of independent service agents. As part of our turnaround plan, we
intend to expand our use of cost-effective third party service providers for
simple commodity service, while continuing to focus Xerox's own direct service
force on production products and serving customers in need of more advanced
value added services. In our opinion, this service force represents a
significant competitive advantage: the service force is continually trained on
our new products and its diagnostic equipment is state-of-the-art.
24-hour-a-day, seven-day-a-week service is available in major metropolitan
areas around the world. As a result, we are able to guarantee a consistent and
superior level of service nationwide and worldwide.

  Customer Satisfaction

   Our most important priority is customer satisfaction. Our research shows
that the cost of selling a replacement product to a satisfied customer is far
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less than selling to a "new" customer. We regularly survey customers on their
satisfaction, measure the results, analyze the root causes of dissatisfaction,
and take steps to correct any problems. Our products, technology, services and
solutions are designed with one goal in mind--to make our customers' businesses
more productive.

   Because of our emphasis on customer satisfaction, we offer a Total
Satisfaction Guarantee, one of the simplest and most comprehensive offered in
any industry: "If you are not satisfied with our equipment, we will replace it
without charge with an identical model or a machine with comparable features
and capabilities." This guarantee applies for at least three years to equipment
acquired from and continuously maintained by Xerox or its authorized agents.

  International Operations

   Our international operations account for 44 percent of revenues. Our largest
interest outside the United States is Xerox Limited which operates
predominately in Europe. Marketing and manufacturing in Latin America are
conducted through subsidiaries or distributors in over 35 countries. Fuji Xerox
develops, manufactures and distributes document processing products in Japan
and other areas of the Pacific Rim, Australia and New Zealand and now China.

   Our financial results by geographical area for 2000, 1999 and 1998, which
are presented on page 30 of the Company's 2000 Annual Report to Shareholders
are hereby incorporated by reference in this document in partial answer to this
item.

                                      12

Item 3. Legal Proceedings

   The information set forth under Note 16 "Litigation" on pages 40 through 43
of the Company's 2000 Annual Report to Shareholders is hereby incorporated by
reference in this document in answer to this item.

   On May 31, 2001 the U.S. Court of Appeals for the Federal Circuit ruled that
the Company did not infringe a patent that was held by AccuScan, Inc. The Court
of Appeals reversed the district court's judgment for AccuScan that would have
amounted to $16 million in royalties and interest payments. On June 11, 2001
AccuScan filed a petition for a rehearing.

   On June 19, 2001, an action was commenced by Pitney Bowes in the United
States District Court for the District of Connecticut against the Company
seeking unspecified damages for infringement of a patent of Pitney Bowes
which expired on May 31, 2000. Plaintiff claims that two printers containing
image enhancement functions infringe the patent and seeks damages in an
unspecified amount for sales between June 1995 and May 2000.

                                      13

                                    PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8 K.

   (a) (1) and (2) The financial statements, independent auditors' reports and
       Item 8 financial statement schedules being filed herewith or
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       incorporated herein by reference are set forth in the Index to Financial
       Statements and Schedule included herein.

      (3) The exhibits filed herewith or incorporated herein by reference are
          set forth in the Index of Exhibits  included herein.

   (b) Current Reports on Form 8-K dated October 2, 2000, October 9, 2000,
       October 24, 2000, October 31, 2000, November 3, 2000, December 1, 2000,
       December 14, 2000 and December 21, 2000 reporting Item 5 "Other Events"
       were filed during the last quarter of the period covered by this Report.

   (c) The management contracts or compensatory plans or arrangements listed in
       the Index of Exhibits that are applicable to the executive officers
       named in the Summary Compensation Table which appears in Registrant's
       2000 Proxy Statement are preceded by an asterisk (*).

                                      14

   Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

                                          XEROX CORPORATION

                                             /s/ BARRY D. ROMERIL
                                          By:__________________________________
                                           Vice Chairman and Chief Financial
                                             Officer

June 26, 2001

   Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the date indicated.

June 26, 2001

          Signature           Title
          ---------           -----

Principal Executive Officer:

     /S/ Paul A. Allaire      Chief Executive Officer and Director
-----------------------------
       Paul A. Allaire

Principal Financial Officer:

    /S/ Barry D. Romeril      Vice Chairman and Chief Financial Officer and Director
-----------------------------
      Barry D. Romeril

Principal Accounting Officer:

    /S/ Gregory B. Tayler     Vice President and Controller
-----------------------------
      Gregory B Tayler
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 /S/ Antonia Ax:son Johnson   Director
-----------------------------
   Antonia Ax:son Johnson

  /S/ Vernon E. Jordan, Jr.   Director
-----------------------------
    Vernon E. Jordan, Jr.

    /S/ Yotaro Kobayashi      Director
-----------------------------
      Yotaro Kobayashi

      /S/ Hilmar Kopper       Director
-----------------------------
        Hilmar Kopper

     /S/ Ralph S. Larsen      Director
-----------------------------
       Ralph S. Larsen

   /S/ George J. Mitchell     Director
-----------------------------
     George J. Mitchell

                                      15

  /S/ Anne M. Mulcahy   Director
-----------------------
    Anne M. Mulcahy

/S/ N. J. Nicholas, Jr. Director
-----------------------
  N. J. Nicholas, Jr.

  /S/ John E. Pepper    Director
-----------------------
    John E. Pepper

  /S/ Martha R. Seger   Director
-----------------------
    Martha R. Seger

/S/ Thomas C. Theobald  Director
-----------------------
  Thomas C. Theobald

                                      16

                        REPORT OF INDEPENDENT AUDITORS

To the Board of Directors of Xerox Corporation:

   Under date of May 30, 2001, we reported on the consolidated balance sheets
of Xerox Corporation and consolidated subsidiaries (the "Company") as of
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December 31, 2000 and December 31, 1999, and the related consolidated
statements of operations, cash flows, and shareholder's equity for each of the
years in the three year period ended December 31, 2000, which are included in
the accompanying financial statements. In connection with our audits of the
aforementioned consolidated financial statements, we also audited the related
consolidated financial statement schedule listed in the accompanying index.
This consolidated financial statement schedule is the responsibility of the
Company's management. Our responsibility is to express an opinion on this
consolidated financial statement schedule based on our audits.

   Our audit report on the Company's consolidated financial statements referred
to above indicates that the consolidated balance sheet as of December 31, 1999,
and the related consolidated statements of operations, cash flows, and
shareholder's equity for the years ended December 31, 1999, and December 31,
1998 have been restated.

   In our opinion, such financial statement schedule, when considered in
relation to the basic Consolidated Financial Statements as a whole, presents
fairly in all material aspects the information set forth therein.

                                          /s/ KPMG LLP

Stamford, Connecticut
May 30, 2001
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                  INDEX TO FINANCIAL STATEMENTS AND SCHEDULE

Financial Statements:

   Consolidated statements of operations of Xerox Corporation and subsidiaries for each of the years in
     the three-year period ended December 31, 2000......................................................

   Consolidated balance sheets of Xerox Corporation and subsidiaries as of December 31, 2000 and
     1999...............................................................................................

   Consolidated statements of cash flows of Xerox Corporation and subsidiaries for each of the years in
     the three-year period ended December 31, 2000......................................................

   Consolidated statements of shareholders' equity of Xerox Corporation and subsidiaries for each of
     the years in the three-year period ended December 31, 2000.........................................

   Notes to consolidated financial statements...........................................................

   Report of Independent Auditors.......................................................................

   Quarterly Results of Operations (unaudited)..........................................................

Commercial and Industrial (Article 5) Schedule:

II--Valuation and qualifying accounts...................................................................

   All other schedules are omitted as they are not applicable, or the
information required is included in the financial statements or notes thereto.
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                               INDEX OF EXHIBITS

Document and Location
---------------------

   (3)(a) Restated Certificate of Incorporation of Registrant filed by the Department of State of New York on
            October 29, 1996, as amended by Certificate of Amendment of the Certificate of Incorporation of
            Registrant filed by the Department of State of New York on May 21, 1999.

          Incorporated by reference to Exhibit 3(a) to Amendment No. 5 to Registrant's Form 8-A Registration
            Statement dated February 8, 2000.

      (b) By-Laws of Registrant, as amended through April 9, 2001.**

(4)(a)(1) Indenture dated as of December 1, 1991, between Registrant and Citibank, N.A., relating to unlimited
            amounts of debt securities which may be issued from time to time by Registrant when and as
            authorized by or pursuant to a resolution of Registrant's Board of Directors (the "December 1991
            Indenture").

          Incorporated by reference to Exhibit 4(a) to Registration Nos. 33-44597, 33-49177 and
            33-54629.

      (2) Instrument of Resignation, Appointment and Acceptance dated as of February 1, 2001, among
            Registrant, Citibank, N.A., as resigning trustee, and Wilmington Trust Company, as successor
            trustee, relating to the December 1991 Indenture.**

   (b)(1) Indenture dated as of September 20, 1996, between Registrant and Citibank, N.A., relating to
            unlimited amounts of debt securities which may be issued from time to time by Registrant when
            and as authorized by or pursuant to a resolution of Registrant's Board of Directors (the "September
            1996 Indenture").

          Incorporated by reference to Exhibit 4(a) to Registration Statement No. 333-13179.

      (2) Instrument of Resignation, Appointment and Acceptance dated as of February 1, 2001, among
            Registrant, Citibank, N.A., as resigning trustee, and Wilmington Trust Company, as successor
            trustee, relating to the September 1996 Indenture.**

   (c)(1) Indenture dated as of January 29, 1997, between Registrant and Bank One, National Association (as
            successor by merger with The First National Bank of Chicago) ("Bank One"), (the "January 1997
            Indenture"), relating to Registrant's Junior Subordinated Deferrable Interest Debentures ("Junior
            Subordinated Debentures").

          Incorporated by reference to Exhibit 4.1 to Registration Statement No. 333-24193.

      (2) Form of Certificate of Exchange relating to Junior Subordinated Debentures.

          Incorporated by reference to Exhibit A to Exhibit 4.1 to Registration Statement No. 333-24193.

      (3) Certificate of Trust of Xerox Capital Trust I executed as of January 23, 1997.

          Incorporated by reference to Exhibit 4.3 to Registration Statement No. 333-24193.

      (4) Amended and Restated Declaration of Trust of Xerox Capital Trust I dated as of January 29, 1997.

          Incorporated by reference to Exhibit 4.4 to Registration Statement No. 333-24193.
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      (5) Form of Exchange Capital Security Certificate for Xerox Capital Trust I.

          Incorporated by reference to Exhibit A-1 to Exhibit 4.4 to Registration Statement No. 333-24193.

      (6) Series A Capital Securities Guarantee Agreement of Registrant dated as of January 29, 1997, relating
            to Series A Capital Securities of Xerox Capital Trust I.

          Incorporated by reference to Exhibit 4.6 to Registration Statement No. 333-24193.

      (7) Registration Rights Agreement dated January 29, 1997, among Registrant, Xerox Capital Trust I and
            the initial purchasers named therein.

          Incorporated by reference to Exhibit 4.7 to Registration Statement No. 333-24193.
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(d)(1) Indenture dated as of October 1, 1997, among Registrant, Xerox Overseas Holding Limited (formerly
         Xerox Overseas Holding PLC), Xerox Capital (Europe) plc (formerly Rank Xerox Capital (Europe)
         plc) and Citibank, N.A., relating to unlimited amounts of debt securities which may be issued from
         time to time by Registrant and unlimited amounts of guaranteed debt securities which may be issued
         from time to time by the other issuers when and as authorized by or pursuant to a resolution or
         resolutions of the Board of Directors of Registrant or the other issuers, as applicable (the "October
         1997 Indenture").

       Incorporated by reference to Exhibit 4(b) to Registration Statement Nos. 333-34333, 333-34333-01 and
         333-34333-02.

   (2) Instrument of Resignation, Appointment and Acceptance dated as of February 1, 2001, among
         Registrant, the other issuers under the October 1997 Indenture, Citibank, N.A., as resigning trustee,
         and Wilmington Trust Company, as successor trustee, relating to the October 1997 Indenture.**

   (e) Indenture dated as of April 21, 1998, between Registrant and Bank One, relating to $1,012,198,000
         principal amount at maturity of Registrant's Convertible Subordinated Debentures due 2018 (the
         "April 1998 Indenture").

       Incorporated by reference to Exhibit 4(b) to Registration Statement No. 333-59355.

   (f) Indenture dated as of March 1, 1988, as supplemented by the First Supplemental Indenture dated as of
         July 1, 1988, between Xerox Credit Corporation ("XCC") and Bank One, relating to unlimited
         amounts of debt securities which may be issued from time to time by XCC when and as authorized by
         XCC's Board of Directors or the Executive Committee of the Board of Directors.

       Incorporated by reference to Exhibit 4(a) to XCC's Registration Statement No. 33-20640 and to Exhibit
         4(a)(2) to XCC's Current Report on Form 8-K dated July 13, 1988.

   (g) Indenture dated as of October 2, 1995, between XCC and State Street Bank and Trust Company ("State
         Street"), relating to unlimited amounts of debt securities which may be issued from time to time by
         XCC when and as authorized by XCC's Board of Directors or Executive Committee of the Board of
         Directors.

       Incorporated by reference to Exhibit 4(a) to XCC's Registration Statement Nos. 33-61481 and
         333-29677.

(h)(1) Indenture dated as of April 1, 1999, between XCC and Citibank, N.A., relating to unlimited amounts of
         debt securities which may be issued from time to time by XCC when and as authorized by XCC's
         Board of Directors or Executive Committee of the Board of Directors (the "April 1999 XCC
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         Indenture").

       Incorporated by reference to Exhibit 4(a) to XCC's Registration Statement No. 33-61481.

   (2) Instrument of Resignation, Appointment and Acceptance dated as of February 1, 2001, among XCC,
         Citibank, N.A., as resigning trustee, and Wilmington Trust Company, as successor trustee, relating to
         the April 1999 XCC Indenture.**

   (i) $7,000,000,000 Revolving Credit Agreement dated October 22, 1997, among Registrant, XCC and
         certain Overseas Borrowers, as Borrowers, various lenders and Morgan Guaranty Trust Company of
         New York, The Chase Manhattan Bank, Citibank, N.A. and Bank One, as Agents.

       Incorporated by reference to Exhibit 4(h) to Registrant's Quarterly Report on Form 10-Q for the quarter
         ended September 30, 2000.

   (j) Instruments with respect to long-term debt where the total amount of securities authorized thereunder
         does not exceed 10% of the total assets of Registrant and its subsidiaries on a consolidated basis have
         not been filed. Registrant agrees to furnish to the Commission a copy of each such instrument upon
         request.
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       (10) The management contracts or compensatory plans or arrangements listed below that are applicable to
              the executive officers named in the Summary Compensation Table which appears in Registrant's
              2001 Proxy Statement are preceded by an asterisk (*).

       *(a) Registrant's 1976 Executive Long-Term Incentive Plan, as amended through February 4, 1991.

            Incorporated by reference to Exhibit (10)(a) to Registrant's Annual Report on Form 10-K for the Year
              Ended December 31, 1991.

       *(b) Registrant's 1991 Long-Term Incentive Plan, as amended through October 9, 2000.**

        (c) Registrant's 1996 Non-Employee Director Stock Option Plan, as amended through May 20, 1999.

            Incorporated by reference to Registrant's Notice of the 1999 Annual Meeting of Shareholders and
              Proxy Statement pursuant to Regulation 14A.

       *(d) Description of Registrant's Annual Performance Incentive Plan.**

       *(e) 1997 Restatement of Registrant's Unfunded Retirement Income Guarantee Plan, as amended through
              October 9, 2000.**

       *(f) 1997 Restatement of Registrant's Unfunded Supplemental Retirement Plan, as amended through
              October 9, 2000**

        (g) Registrant's 1981 Deferred Compensation Plan, 1985 Restatement, as amended through April 2, 1990.

            Incorporated by reference to Exhibit 10(h) to Registrant's Quarterly Report on Form 10-Q for the
              Quarter Ended March 31, 1990.

        (h) 1996 Amendment and Restatement of Registrant's Restricted Stock Plan for Directors.

            Incorporated by reference to Registrant's Notice of the 1996 Annual Meeting of Shareholders and
              Proxy Statement pursuant to Regulation 14A.
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    *(i)(1) Form of severance agreement entered into with various executive officers.

            Incorporated by reference to Exhibit 10(j) to Registrant's Quarterly Report on Form 10-Q for the
              Quarter ended June 30, 1989.

       *(2)  Form of severance agreement entered into with various executive officers, effective October 15,
              2000.**

       *(j) Registrant's Contributory Life Insurance Program, as amended as of January 1, 1999.

            Incorporated by reference to Exhibit 10(j) to Registrant's Annual Report on Form 10-K for the year
              ended December 31, 1999.

        (k) Registrant's Deferred Compensation Plan for Directors, 1997 Amendment and Restatement, as
              amended through October 9, 2000.**

       *(l) Registrant's Deferred Compensation Plan for Executives, 1997 Amendment and Restatement, as
              amended through October 9, 2000.**

       *(m) Executive Performance Incentive Plan.

            Incorporated by reference to Registrant's Notice of the 1995 Annual Meeting of Shareholders and
              Proxy Statement pursuant to Regulation 14A.

       *(n) Registrant's 1998 Employee Stock Option Plan, as amended through October 9, 2000.**

       *(o) Registrant's CEO Challenge Bonus Program.**

       *(p) Letter Agreement dated December 4, 2000 between Registrant and William F. Buehler, Vice
              Chairman of Registrant.**
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       *(q) Separation Agreement dated May 11, 2000 between Registrant and G. Richard Thoman, former
              President and Chief Executive Officer of Registrant.

            Incorporated by reference to Exhibit 10(p) to Registrant's Quarterly Report on Form 10-Q for the
              Quarter Ended June 30, 2000.

       *(r) Letter Agreement dated June 4, 1997 between Registrant and G. Richard Thoman, former President
              and Chief Executive Officer of Registrant.

            Incorporated by reference to Exhibit 10(m) to Registrant's Quarterly Report on Form 10-Q for the
              Quarter Ended June 30, 1997.

       *(s) Letter Agreement dated April 2, 2001 between Registrant and Carlos Pascual, Executive Vice
              President of Registrant.**

       (11) Statement re computation of per share earnings.**

       (12) Computation of Ratio of Earnings to Fixed charges.**

       (13) Registrant's 2000 Annual Report to Shareholders.

       (21) Subsidiaries of Registrant.
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       (23) Consent of KPMG LLP.

       (99) Directors and Officers Information.**

**  Previously filed.
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