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Xerox Corporation

800 Long Ridge Road

P.O. Box 1600

Stamford, Connecticut 06904

July x, 2002
Dear Shareholders:

You are cordially invited to attend the Annual Meeting of Shareholders of Xerox
Corporation to be held Monday September 9, 2002 at the Sheraton Stamford Hotel,
2701 Summer Street, Stamford, Connecticut. As you know it was delayed in order
to give us time to comply with the terms of a settlement we reached with the
Securities and Exchange Commission in April. As part of the settlement we
agreed to restate our results delaying the issuance of our 2001 Annual Report.
Your Board of Directors and Management look forward to greeting in person those
shareholders able to attend.

At the Annual Meeting you will be asked to vote upon the election of eight
Directors, to elect PricewaterhouseCoopers LLP as auditors for 2002 and to
approve an increase in the authorized shares of Common Stock of the Company.
The Board of Directors unanimously recommends that you vote in favor of each of
these proposals.

Three of our current directors will not be standing for reelection for the
coming year. We are deeply grateful for their many contributions to our
Company. Dr. Martha R. Seger, who having attained her 70th birthday since the
last annual meeting, is retiring from the Board under the Board's retirement
policy. Dr. Seger has served 11 years as a member of your Board of Directors.
Thomas C. Theobald, after nearly two decades of service on your Board is also
leaving. Due to an increase in the time and travel commitments that his other
responsibilities require, George J. Mitchell is not standing for reelection.

It is important that your shares be represented and voted at the Annual
Meeting, regardless of whether or not you plan to attend in person. You are
therefore urged to vote your shares using one of the methods described in the
following pages. Voting instructions are set forth in the accompanying voting
instruction and proxy card.

For the Board of Directors,

/s/ Anne M. Mulcahy
Anne M. Mulcahy
Chairman and Chief Executive Officer
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Notice of Annual Share

Date and Time:

Location:

Purpose:

Record Date:

Proxy Voting:

Importance of Vote:

By order of the Board

/s/ Leslie F. Varon
Leslie F. Varon
Secretary

July x, 2002
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PROXY STATEMENT
GENERAL

The Meeting

The Board of Directors of Xerox Corporation (Xerox, the Company, we or us) is
requesting your proxy for the Annual Meeting of Shareholders on September 9,
2002 beginning at 10:00 a.m., and any adjournments thereof. The meeting will be
held at the Sheraton Stamford Hotel, 2701 Summer Street, Stamford, Connecticut.

Shares Entitled to Vote

Holders of record of the Company's Common Stock, par value $1 per share (Common
Stock) and Series B Convertible Preferred Stock (Preferred Stock) as of the
close of business on July 15, 2002 are entitled to vote. On that date there
were XXX,xxx,xxx shares of Common Stock and x,xxx,xxx shares of Preferred Stock
outstanding. At the meeting each share of Common Stock is entitled to one vote
on each proposal and each share of Preferred Stock is entitled to six votes on
each proposal.
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Proxy Voting and Quorum

Shareholders of record may vote their proxies by telephone, internet or mail.
By using your proxy to vote in one of these ways, you authorize the three
directors whose names are listed on the front of the proxy card accompanying
this Proxy Statement to represent you and vote your shares. Holders of a
majority of the shares entitled to vote at the meeting must be present in
person or represented by proxy to constitute a quorum.

If you attend the meeting, you may of course vote by ballot. But if you are not
present, your shares can be voted only when represented by a properly submitted
Proxy.

You may revoke or change your proxy at any time before it is exercised, either
in writing to the Secretary of the Company, or through the internet or by
telephone voting.

Choices in Voting

You have several choices in completing your voting.

o You may vote on each proposal, in which case your shares will be voted in
accordance with your choices.

o In voting on directors, you can either vote FOR all the directors or
withhold your vote on all or certain of the directors.

o You may indicate a preference to abstain on any other proposal, in which
case no vote will be recorded.

o You may submit a proxy without indicating your voting preferences, in which
case the proxies will vote your shares:

—-— for election of the directors nominated by the Board of Directors,

—-— for election of PricewaterhouseCoopers LLP as the Company's independent
auditors for the year 2002, and

—-— for approval of an increase in the authorized shares of Common Stock of
the Company.

ESOP Voting Instruction

Participants in the Company's Employee Stock Ownership Plan can instruct State
Street Bank and Trust Company as Trustee of the Plan by telephone, internet or
mail how to vote. No matter which method is used, the instructions are
confidential and will not be disclosed to the Company. By using the voting
instruction in one of these ways, you instruct the Trustee to vote the shares
allocated to your Stock Account. You also authorize the Trustee to vote a
proportion of the shares held in the ESOP Trust which have not yet been
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allocated, as well as shares for which no instructions have been received.

Required Vote

A plurality of the votes cast is required for the election of directors. The
affirmative vote of a majority of the votes cast is required to approve the
election of PricewaterhouseCoopers LLP (PWC) as independent auditors for the
year 2002. Approval of an increase in the authorized shares of Common Stock
requires a vote "for" by the holders of a majority of all shares of Common

Stock and Series B Convertible Preferred Stock outstanding on July 15, 2002.

Under the law of New York, the Company's state of incorporation, only votes
cast "for" the election of directors or those cast "for" or "against" any other
proposal will be counted in determining whether a nominee for director has been
elected or whether PWC has been elected. Abstentions, broker non-votes and
votes withheld are not treated as votes cast at the meeting for such purpose.
Since approval of the proposal to increase the authorized shares requires a
vote of the holders of a majority of the outstanding shares, both a "negative"
vote and an abstention or non-vote have the affect of being votes against the
proposal.

PROPOSAL 1 —-—- ELECTION OF DIRECTORS

Shareholders annually elect directors to serve for one year and until their
successors have been elected and shall have qualified. The eight persons whose
biographies appear on pages 7 through 9 have been proposed by the Board of
Directors based on a recommendation by the Nominating Committee of the Board of
Directors, none of whose members is an officer of the Company.

Six of the eight nominees are neither employees nor former employees of Xerox,

its subsidiaries or associated companies. These Board members bring to us

valuable experience from a variety of fields.

If for any reason, which the Board of Directors does not expect, a nominee is

unable to serve, the proxies may use their discretion to vote for a substitute

proposed by the Board of Directors.

Committee Functions, Membership and Meetings

Our Board of Directors has several standing committees: the Audit, Nominating,

Executive Compensation and Benefits, Finance and Executive Committees. Here is

a description of each Committee, the number of meetings held during 2001 and

its membership during 2001:

Audit Committee (13 meetings)

Responsibility:

o annually recommend to the Board for its nomination, for submission to the
shareholders for their election, a firm of independent certified public
accountants (Auditor);

o review periodically the independence of the Auditor;

o review the annual fees of the Auditor;
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o review the annual audited consolidated financial statements, changes in
accounting policies, financial reporting practices and significant reporting
issues and judgments made in connection with the preparation of such audited
consolidated financial statements;

o review with the Auditor the matters required to be discussed by relevant
guidance in the AICPA Statements on Auditing Standards relating to
communications with audit committees;

o review the comments and recommendations contained in the Auditor's and
Director of Internal Audit's annual summary audit management reports and
executive management's responses to those reports;

o review with the management, Auditor and Director of Internal Audit the
adequacy of internal controls that could significantly affect the Company's
consolidated financial statements;

o make a recommendation to the Board with respect to the audited consolidated
financial statements to be included in the Company's Annual Report to
Shareholders and the Form 10-K to be filed with the Securities and Exchange
Commission;

o examine and make recommendations, if any, with respect to the plans for and
the results of the annual audit conducted by the Auditor and the Director of
Internal Audit;

o discuss with management and the Auditor the Company's quarterly financial
results prior to the release of earnings and/or the filing of the Company's
quarterly report on Form 10-Q; and

o review at least annually with the Company's Ethics Compliance Officer the
status and results of the annual ethics compliance program.

A Report of the Audit Committee appears below on Page xx under "Report of the
Audit Committee."

Members: Antonia Ax:son Johnson, Hilmar Kopper, N. J. Nicholas, Jr., John E.
Pepper, Martha R. Seger and Thomas C. Theobald, all non-employee directors.

Chairman: Mr. Theobald

All of the members of the Audit Committee are independent as defined in the
listing standards of the New York Stock Exchange, Inc.

Nominating Committee (one meeting)

Responsibility: recommends to the Board of Directors nominees for election as
directors of the Company. The Committee considers the performance of incumbent
directors in determining whether to recommend their nomination.
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Members: Vernon E. Jordan, Jr., Hilmar Kopper, Ralph S. Larsen and George J.
Mitchell

Chairman: Mr. Jordan

Executive Compensation and Benefits Committee (seven meetings)

Responsibility:

o recommends to the Board of Directors the remuneration arrangements for
senior management of the Company, including the adoption of compensation
plans in which senior management is eligible to participate and the granting
of benefits under any such plans; and

o consults with the Chief Executive Officer and advises the Board with respect
to senior management succession planning.

Members: Antonia Ax:son Johnson, Ralph S. Larsen, John E. Pepper and Thomas C.
Theobald, all non-employee directors.

Chairman: Mr. Larsen

Finance Committee (four meetings)

Responsibility:

o oversees the investment management of the Company's employee savings and
retirement plans; and

o reviews the Company's asset mix, capital structure and strategies, financing
strategies, insurance coverage and dividend policy.

Members: Vernon E. Jordan, Jr., George J. Mitchell, N. J. Nicholas, Jr. and
Martha R. Seger, all non-employee directors.

Chairman: Mr. Nicholas

Executive Committee (one meeting)
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The Executive Committee has all the authority of the Board of Directors, except
with respect to certain matters that by statute may not be delegated by the
Board of Directors. The committee acts only in the intervals between meetings
of the full Board of Directors. It acts usually in those cases where it is not
feasible to convene a special meeting or where the agenda is the technical
completion of undertakings already approved in principle by the full Board.

Members: Paul A. Allaire, Vernon E. Jordan, Jr., Ralph S. Larsen and Anne M.
Mulcahy.

Chairman: Mr. Allaire

Attendance and Compensation of Directors

Attendance: 17 meetings of the Board of Directors and 26 meetings of the Board
committees were held in 2001. All incumbent directors other than Hilmar Kopper
and John E. Pepper attended at least 75 percent of the total number of meetings
of the Board of Directors and Board committees on which they served.

We believe that attendance at meetings is only one means by which directors may
contribute to the effective management of the Company and that the
contributions of all directors have been substantial and are highly valued.

Summary of Director Annual Compensation

The compensation of directors during 2001 was as follows:

Cash .ottt $40,000

Committee Meetings ......... $1,500 (for each meeting attended which is not held in connection
Board meeting)

Commitment of Time

Outside Meetings .......... $1,500 per activity*

Committee Chairmen ......... $10,000 (per year for non-employee Chairmen of Board Committees)

Restricted Stock ........... $25,000 (number of shares based upon market value at time fee is
payable-quarterly)

Options .....coiiiiinan.. 5,000 options

EXPENSES .ttt iieeeeeeeennnnns Out-of-pocket expenses in connection with service

* Applies only to commitment of a significant amount of time on substantive
matters including informal meetings of the Board or a Committee on days when
there is no formal meeting of the Board or such Committee. Payment of such
fees are subject to prior approval by the Chairman of the Executive
Compensation and Benefits Committee except in the case of the Chairman of
such Committee which must be approved by a majority of the members of such
Committee.

Eligibility: Directors who are our employees receive no compensation for
service as a director. Directors who are employees of subsidiary companies are
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not eligible to receive stock option awards.

Options: Issued at the fair market value on date of grant (generally on the
date of the annual meeting of shareholders). The options vest over a three year
period. Upon the occurrence of a change in control, as defined, all outstanding
options become exercisable.

Restricted Stock: The number of shares issued is based on the market value at
the time the fee is payable, which is in quarterly installments. The shares
held by directors under this Plan are included in the Xerox securities owned
shown in the biographies of the directors beginning on page 7. The shares may
not be sold or transferred except upon death, retirement, disability, change in
control or termination as a director with the consent of the majority of the
Board.

Terms Used in Biographies

To help you consider the nominees, we use a biographical format that provides a
ready reference on their backgrounds. Certain terms used in the biographies may
be unfamiliar to you, so we are defining them here.

Xerox securities owned means the Company's Common Stock, including restricted
shares of Common Stock issued under the Restricted Stock Plan For Directors and
Series B Convertible Preferred Stock. Series B shares are owned through the
individual's account in the Xerox Employee Stock Ownership Plan. None of the
nominees owns any of the Company's other securities.

Options/Rights is the number of the Company's shares of Common Stock subject to
stock options and incentive stock rights held by a nominee.

Immediate family means the spouse, the minor children and any relatives sharing
the same home as the nominee.

Unless otherwise noted, all Xerox securities held are owned beneficially by the
nominee. This means he or she has or shares voting power and/or investment
power with respect to the securities, even though another name -- that of a
broker, for example -- appears in the Company's records. All ownership figures
are as of May 31, 2002.

For information on compensation for officers, see the compensation section
starting on page 12.

Antonia Ax:son Johnson
[GRAPHIC OMITTED]

Age: 58 Director since: 1996
Xerox securities owned: 8,394 common shares and an
indirect interest in approximately 15,484 common shares

through the Deferred Compensation Plan

Options/Rights: 30,000 common shares

Occupation: Chairman, Axel Johnson Group
Education: BA, MA, University of Stockholm, Sweden

Other Directorships: Axel Johnson AB; Axel Johnson Inc.;

10
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Axel Johnson International; \AhlensAB; Axfood AB;
Nordst jernan AB; NCC AB; Axel and Margaret Ax:son Johnson
Foundation

Other Background: In 1971 joined the Axel Johnson Group; became primary
stockholder in 1975 and Owner and Chairman in 1982. Chairman of the City
Mission of Stockholm. Board Member, Royal Swedish Academy of Engineering
Sciences and The World Childhood Foundation. Member of the Audit and Executive
Compensation and Benefits Committees of Xerox.

Vernon E. Jordan, Jr.
[GRAPHIC OMITTED] Age: 66 Director since: 1974

Xerox securities owned: 34,709 common shares and an
indirect interest in approximately 6,809 common shares
through the Deferred Compensation Plan

Options/Rights: 30,000 common shares

Occupation: Senior Managing Director, Lazard Freres & Co.
LLC; Of Counsel, Akin, Gump, Strauss, Hauer & Feld, LLP

Education: BA, DePauw University; JD, Howard University
Law School

Other Directorships: America Online Latin America, Inc.;
American Express Company; Asbury Automotive Group,
Callaway Golf Company; Clear Channel Communications,
Inc.; Dow Jones & Co., Inc.; Howard University; J.C.
Penney Company, Inc.; Revlon Group; Sara Lee Corporation;
Shinsei Bank, Ltd (Senior Advisor) and LBJ Foundation.

Other Background: Joined Lazard Freres & Co. LLC in January 2000. Became a
partner in the law firm of Akin, Gump, Strauss, Hauer & Feld in 1982, following
ten years as President of the National Urban League, Inc. Member of the Bar of
Arkansas, Georgia and the District of Columbia as well as the U.S. Supreme
Court Bar. Co-Chair of the Ad Council's Advisory Committee on Public Issues.
Member of the Council on Foreign Relations, The American Law Institute, the
American Bar Association, the National Bar Association and the Bilderberg
Meetings. Member of the International Advisory Board of DaimlerChrysler; Fuji
Bank and Barrick Gold. Former Member of the National Advisory Commission on
Selective Service, the American Revolution Bicentennial Commission, the
Presidential Clemency Board, the Advisory Council on Social Security, the
Secretary of State's Advisory Committee on South Africa, the President's
Advisory Committee of the Points of Light Foundation and the Council of the
White House Conference "To Fulfill These Rights." Chairman of the Nominating
Committee and member of the Executive and Finance Committees of Xerox.

Yotaro Kobayashi
[GRAPHIC OMITTED]

Age: 69 Director since: 1987

Xerox securities owned: 40,203 common shares

11
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Options/Rights: 21,700 common shares
Occupation: Chairman of the Board, Fuji Xerox Co., Ltd.

Education: BA, Keio University; MBA, Wharton Graduate
School, University of Pennsylvania

Other Directorships: Fuji Xerox Co., Ltd.; Callaway Golf
Company; Nippon Telegraph and Telephone Corporation; and
American Productivity & Quality Center.

Other Background: Joined Fuji Photo Film Co., Ltd. in 1958 and was assigned to
Fuji Xerox Co., Ltd. in 1963. Named President and Chief Executive Officer in
1978, Chairman and Chief Executive Officer in 1992 and Chairman of the Board in
1999. Chairman, Keizai Doyukai (Japan Association of Corporate Executives),
Pacific Asia Chairman of the Trilateral Commission and Chairman of the Aspen
Institute Japan. Member, the International Council of JP Morgan; the
International Advisory Board of Booz Allen & Hamilton Inc.; the International
Advisory Board of the Council on Foreign Relations; International Advisory
Panel member for Singapore Technologies; the Advisory Council of the Institute
for International Studies, Stanford University; the Board of Trustees,
University of Pennsylvania and Keio University.

Hilmar Kopper
[GRAPHIC OMITTED] Age: 67 Director since: 1991

Xerox securities owned: 27,786 common shares
Options/Rights: 25,050 common shares

Occupation: Former Chairman of the Supervisory Board,
Deutsche BankAG

Education: High school diploma

Other Directorships: Akzo Nobel NV; DaimlerChrysler AG;
Solvay SA; Unilever NV

Other Background: Apprenticeship with Rheinisch-Westfalischen Bank AG in
Cologne, 1954. Management trainee at J. Henry Schroder Banking Corporation, New
York. Foreign Department, Deutsche Bank's Central Office in Dusseldorf and
Manager, Leverkusen branch, 1969. Appointed to the Board of Managing Directors
of Deutsche Bank subsidiary European Asian Bank AG in Hamburg, 1972. Executive
Vice President, Deutsche Bank AG, 1975; and Member of the Board of Managing
Directors, Deutsche Bank AG, 1977. Spokesman of the Board of Managing
Directors, December 1989 to May 1997. Member of the Audit and Nominating
Committees of Xerox.

Ralph S. Larsen
[GRAPHIC OMITTED] Age: 63 Director since: 1990

Xerox securities owned: 28,379 common shares and an
indirect interest in approximately 35,505 common shares

through the Deferred Compensation Plan

Options/Rights: 30,000 common shares

12
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Occupation: Former Chairman and Chief Executive Officer,
Johnson & Johnson

Education: BBA, Hofstra University
Other Directorships: Johnson & Johnson; AT&T Wireless

Other Background: Joined Johnson & Johnson in 1962, was named Vice President of
Marketing, McNeil Consumer Products Company in 1980. President of Becton
Dickinson's Consumer Products Division, 1981 to 1983. Returned to Johnson &
Johnson as President of its Chicopee subsidiary in 1983. Named a company Group
Chairman in 1986, and Chairman of the Board and Chief Executive Officer in
1989. Retired in 2002. Former Chairman and a member of the Executive Committee
of The Business Council and member of the Policy Committee of The Business
Roundtable. Fellow, American Academy of Arts and Sciences. Served two years in
the U.S. Navy. Chairman of the Executive Compensation and Benefits Committee
and member of the Executive and Nominating Committees of Xerox.

Anne M. Mulcahy
[GRAPHIC OMITTED]
Age: 49 Director since: 2000

Xerox securities owned: 291,012 common shares; 631 Series
B Convertible Preferred shares and an indirect interest
in approximately 36,298 shares through the Deferred
Compensation Plan

Options/Rights: 3,681,448 common shares

Occupation: Chairman and Chief Executive Officer, Xerox
Corporation

Education: BA, Marymount College

Other Directorships: Target Corporation; Axel Johnson
Inc.; Catalyst; Fannie Mae; Fuji Xerox Company, Ltd.

Other Background: Joined Xerox in 1976 as a sales representative and held
various sales and senior management positions. Named Vice President for Human
Resources in 1992; Senior Vice President in 1998; and Executive Vice President
in 1999. Elected President and Chief Operating Officer in May 2000, Chief
Executive Officer in August 2001 and assumed the additional role of Chairman on
January 1, 2002. Member of The Business Council. Chairman of the Executive
Committee of Xerox.

N. J. Nicholas, Jr.
[GRAPHIC OMITTED] Age: 62 Director since: 1987

Xerox securities owned: 26,390 common shares and an
indirect interest in approximately 37,135 common shares
through the Deferred Compensation Plan

Options/Rights: 30,000 common shares

Occupation: Investor

Education: BA, Princeton University; MBA, Harvard

13
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University Graduate School of Business Administration

Other Directorships: Boston Scientific Corporation;
priceline.com, Incorporated; DB CapitalPartners

Other Background: President and Co-Chief Executive Officer, Time-Warner Inc.,
1990 to 1992. Former member of the President's Advisory Committee on Trade
Policy and Negotiations and the President's Commission on Environmental
Quality. Chairman of the Advisory Board of Columbia University Graduate School
of Journalism, Chairman of the Board of Trustees of Environmental Defense and a
member of the Council on Foreign Relations. Chairman of the Finance Committee
and member of the Audit Committee of Xerox.

John E. Pepper
[GRAPHIC OMITTED] Age: 63 Director since: 1990

Xerox securities owned: 66,929 common shares and an
indirect interest in approximately 5,915 common shares
through the Deferred Compensation Plan: immediate family
owns 21,000 shares

Options/Rights: 30,000 common shares

Occupation: Chairman of the Executive Committee, The
Procter & Gamble Company

Education: BA, Yale University

Other Directorships: Motorola, Inc.; The Procter & Gamble
Company

Other Background: Joined Procter & Gamble in 1963. Named Executive Vice
President and elected to the Board of Directors in 1984, named President in
1986, Chairman and Chief Executive in 1995, Chairman in 1999, retired as an
active employee in September 1999, and re-elected Chairman of the Board in June
2000. Co-Chair, Development Campaign and Member, Executive Committee, National
Underground Railroad Freedom Center. Senior Fellow, Yale Corporation. Trustee,
Christ Church Endowment Fund. Member of Executive Committee, Cincinnati Youth
Collaborative. Member, American Society of Corporate Executives and Partnership
for Drug Free America. Served three years in the U.S. Navy. Member of the Audit
and Executive Compensation and Benefits Committees of Xerox.

Ownership of Company Securities

We do not know of any person who, or group which, owns beneficially more than
5% of any class of the Company's equity securities as of December 31, 2001,
except as set forth below(l).

Amount
Beneficially
Title of Class Name and Address of Beneficial Owner Owned of Class
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Series B Convertible State Street Bank and Trust Company, as Trustee 7,729,617
Preferred Stock (2) 225 Franklin Street
Boston, MA 02110 (3)

Common Stock State Street Bank and Trust Company, as Trustee 93,614,897 (4)
under other plans and accounts
225 Franklin Street
Boston, MA 02110

Common Stock Brandes Investment Partners, L.P. 76,001,506 (6)
11988 E1 Camino Real, Suite 500
San Diego, CA 92130

Common Stock Dodge & Cox 71,899,723 (7)
One Sansome Street, 35th Floor
San Francisco, CA 94104

(1) The words "group" and "beneficial" are as defined in regulations issued
by the Securities and Exchange Commission (SEC). Beneficial ownership
under such definition means possession of sole voting power, shared
voting power, sole dispositive power or shared dispositive power. The
information provided in this table is based solely upon the information
contained in the Form 13G filed by the named entity with the SEC.

(2) These shares have equal voting rights with the Common Stock except that
each share of Preferred Stock has six votes per share.

(3) Held as Trustee under the Xerox Employee Stock Ownership Plan. Each
participant may direct the Trustee as to the manner in which shares
allocated to his or her account shall be voted. The Trust Agreement
provides that the Trustee shall vote any shares allocated to
participants' accounts as to which it has not received voting
instructions in the same proportions as shares in participants' accounts
as to which voting instructions are received. Shares which have not been
allocated are voted in the same proportion. The power to dispose of
shares is governed by the terms of the Plan and elections made by
participants.

(4) Within this total as to certain of the shares, State Street Bank and
Trust Company has sole voting power for 12,978,872 shares, shared voting
power for 78,674,296 shares, sole dispositive power for 15,076,657 shares
and shared dispositive power for 78,538,240 shares.

(5) Percentage based upon assumption that all Series B Convertible Preferred
Stock were converted into 46,377,702 shares of Common Stock.

(6) Brandes Investment Partners, L.P. and its affiliate companies and
partners own these shares in aggregate and have shared voting power for
61,946,980 and shared dispositive power for 76,001,506.

(7) Information is as of February 28, 2002. Within the total reported, as to
certain of the shares, Dodge & Cox has sole voting power for 67,725,423
shares, shared voting power for 695,700 shares, sole dispositive power
for 71,899,723 shares and no shared dispositive power for any of the
shares.

Shares of Common Stock and Series B Convertible Preferred Stock (converted to
Common Stock at a ratio of six to one) of the Company owned beneficially by its
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directors and nominee
named in the Summary
officers as a group,

Name of
Beneficial Owner

Ursula M. Burns .....
Allan E. Dugan ......
James A. Firestone ..
Antonia Ax:son Johnso
Vernon E. Jordan, Jr.
Yotaro Kobayashi ....
Hilmar Kopper .......
Ralph S. Larsen .....
Michael C. Mac Donald
George J. Mitchell ..
Anne M. Mulcahy .....
N. J. Nicholas, Jr. .
John E. Pepper ......
Martha R. Seger .....
Thomas C. Theobald ..
Directors and All Off

Percent Owned by Dire
of shares of Common S
owned by each directo
directors and officer

Amount Beneficially O
considered owned by t
Shares of Common Stoc
days, to acquire upon
are counted as outsta
Stock and Series B St

Total Stock Interest:
Beneficially Owned co
60 days, incentive st
the interests of offi
Profit Sharing and Sa

Executive Compensatio
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s for director, each of the current executive officers
Compensation Table below and directors and all current
as of May 31, 2002, were as follows:
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Amount Total

Beneficially Stock

Owned Interest
.......................... 175,623 591,756
.......................... 617,291 1,245,910
.......................... 488,146 773,917
o T 33,393 53,878
......................... 59,708 71,518
.......................... 56,902 61,903
.......................... 47,835 52,836
.......................... 53,378 93,884
......................... 110,506 372,533
.......................... 35,483 45,656
.......................... 1,041,190 4,012,541
.......................... 51,389 93,525
.......................... 91,928 102,845
.......................... 43,392 59,104
.......................... 52,801 67,991
icers as a group ......... 6,175,736 17,179,482

ctors and Officers: Less than 1% of the aggregate number
tock and Series B Stock outstanding at May 31, 2002 is

r and officer. The amount beneficially owned by all

s as a group amounted to approximately 1%.

wned: The numbers shown are the shares of Common Stock

he directors and officers in accordance with SEC rules.

k which officers and directors had a right, within 60

the exercise of options or rights are included. All these
nding for purposes of computing the percentage of Common
ock outstanding and beneficially owned.

The numbers shown include the amount shown in the Amount
lumn plus options held by officers not exercisable within
ock units and restricted shares. The numbers also include
cers and directors in the Xerox Stock Fund under the
vings Plan and the Deferred Compensation Plans.
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n
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Report of the Executive Compensation and Benefits
Committee of the Board of Directors

Executive Officer Compensation

The Executive Compensation and Benefits Committee (Committee) of the Board of
Directors determines the compensation paid to the Company's executive officers.
The Committee's members are all independent, non-employee directors of the
Company. The Committee does the following:

o establishes the policies that govern the compensation paid to Xerox
executive officers,

o determines overall and individual compensation goals and objectives,
o makes awards; and

o certifies achievement of performance under the Company's various annual and
long-term incentive plans and approves actual compensation payments.

Under the Committee's established policy, compensation and benefits provided
executive officers are targeted at levels equal to or better than the
compensation paid by a peer group of companies for equivalent skills and
competencies for positions of similar responsibilities and desired levels of
performance. The Company's executive compensation policies, plans and programs
are designed to provide competitive levels of compensation that align pay with
the Company's annual and long-term performance objectives. They also recognize
corporate and individual achievement while supporting the Company objectives of
attracting, motivating and retaining high-performing executives.

In determining compensation levels to meet compensation policy objectives, the
Committee annually reviews, evaluates and compares Xerox executive officer
compensation to relevant external competitive compensation data. During the
year, the Committee reviewed the reported compensation data of firms that were
part of the Business Week Computers and Peripherals Industry Group (included in
the data shown on the performance graph on page 24 below). The Committee also
reviewed a broader group of organizations with which the Company is likely to
compete for executive expertise and which are of similar size and scope. The
latter group includes large capitalization, global companies in technology,
office equipment and other industries.

The Committee sets base salaries taking into account the competitive data
referenced above. In addition, a substantial portion, generally two-thirds or
more of targeted total compensation, of each executive officer's total
compensation is at risk and variable from year to year because it is linked to
specific performance measures of the business.

The year 2001 presented the Company with many unigque challenges. Foremost among
these challenges was the need to retain the senior leadership team in order to
successfully design and implement the Company's Turnaround Program. The
principal retention and variable pay programs used by the Committee in 2001 to
achieve the Company's leadership retention objectives and alignment with the
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Company's turnaround efforts are briefly described below:

2001 Cash Retention Awards: At its February 5, 2001 meeting, the Committee
approved cash retention awards totaling approximately $2.8 million to be
payvable to 31 corporate officers, including James A. Firestone (awards totaling
$157,900), Ursula M. Burns (awards totaling $211,000) and Michael C. Mac Donald
(awards totaling $152,500), assuming they remained employed by the Company
through the designated payment dates.

Annual Performance Incentive Plan (APIP): Under APIP, executive officers of the
Company may be eligible to receive performance-related cash payments. Payments
are, in general, only made if Committee-established annual performance
objectives are met.

The Committee approved an annual incentive target and maximum opportunity,
expressed as a percentage of 2001 base salary, for each participating officer.
At its meeting held on February 5, 2001, the Committee established overall
threshold, target and maximum measures of performance and associated payment
schedules.

12

The performance measures and weightings for 2001 were cash management (40%),
performance profit (40%), and revenue (20%). Additional goals were also
established for each officer that included business—-unit specific and/or
individual performance goals and objectives. The weights associated with each
business-unit specific or individual performance goal and objective used vary
and range from 20 percent to 50 percent of the total.

For 2001, the performance against the measures established at the February 5,
2001 meeting was as follows: cash management was above targeted levels, revenue
growth was negative, and performance profit was below threshold level. In view
of significant concerns with respect to executive retention and the need to
continue progress on the Company's Turnaround Program, at its April 2, 2001
meeting, the Committee approved the payment of amounts equal to annual APIP
target awards to participating executives, including all executive officers. As
approved by the Committee, annual target award amounts were paid over four
quarterly payments. Based on performance against business metrics, no
additional APIP payouts were made for 2001 in relation to overall business
performance. However, four officers, including Michael C. Mac Donald, received
an additional payment under APIP reflecting their organizational performance.

Base Salary Adjustments: At its meeting on February 5, 2001, following a review
of competitive information, the Committee approved base salary adjustments for
select officers. The approved adjustments averaged 2.3% on an annualized basis.

Certain executive officers received an additional adjustment to their base
salary level during 2001 as a result of new responsibilities, to reflect
competitive market levels, and/or to address unique retention concerns.

Executive Performance Incentive Plan (EPIP): Approved by shareholders at the
Company's Annual Meeting on May 18, 1995, EPIP provides the Committee with an
incentive vehicle to compensate eligible executives for significant
contributions to the performance of the Company. By design, EPIP permits the
tax deductibility of payments made under EPIP even if an executive's
compensation exceeds $1,000,000 in any year. Under federal tax law such excess
would not be deductible in certain circumstances.
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Under EPIP the Committee established a pool of 2% of the Company's Document
Processing profit before tax (PBT) for the 2001 one-year performance period.

For the three-year period commencing in 1999, a pool of 1 1/2% of cumulative PBT
was established. Ten percent (10%) of the resulting PBT pool was made payable

to Mr. Allaire. Five percent (5%) of the pool was made payable to each of the
other participants in EPIP.

EPIP gives the Committee discretion to reduce the amount otherwise payable
under an award to any participant to any amount, including zero, except in the
case of a change in control as defined. The Committee cannot increase the
amount determined by the above formula.

For the full year 2001, Paul A. Allaire, Anne M. Mulcahy and other executive
officers participated in EPIP.

For 2001, the PBT pool amounted to zero because of the Company's failure to
achieve positive PBT for the year.

Leveraged Executive Equity Plan (LEEP): Under the terms of the 1991 Long-Term
Incentive Plan, the Committee implemented a three-year plan beginning in 1998
for key management executives, including most executive officers. The plan
focuses on the achievement of performance objectives of the Document Processing
business of the Company. When the objectives of the plan are achieved,
shareholder value is enhanced and the plan provides for an opportunity to
realize long-term financial rewards. The 1998-2000 performance cycle of LEEP
required each executive participant to maintain, directly or indirectly, an
investment in shares of common stock of the Company having a value as of
December 31, 1997 of either 100%, 200%, 300% or 400% of a participant's annual
base salary (investment shares).

In 1998, the Committee granted awards under LEEP to approximately 40 key
executives that provided for non-qualified stock options for shares of common
stock and incentive stock units. The award to each participant was based on the
ratio of ten option shares and two incentive stock units for each investment
share. The options became exercisable in three annual cumulative installments
beginning in the year following the award. The incentive stock rights are
payable in shares of common stock and vest in three annual installments
beginning in the year following the award, provided specific Document
Processing earnings per share (EPS) goals were achieved for each preceding
year.

Thirty-three percent (33%) of the non-qualified stock options granted under the
1998 cycle became exercisable on January 1, 1999, January 1, 2000 and January
1, 2001, respectively.
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For 2001, the EPS goal was not achieved and none of the incentive stock units
vested.

At its meeting on December 4, 2000, the Committee approved a new three-year
(2001-2003) performance cycle of LEEP (New LEEP). New LEEP is intended to
deliver highly competitive compensation opportunities linked to the successful
implementation of the Company's Turnaround Program and to provide significant
retention incentives for participating executives.

New LEEP consists primarily of three equal annual grants of stock options and
restr