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Rank Xerox people

The number of people employed in 1977 rose by 2,376 to bring the total to 35,296.

Our Social Service Leave Scheme enables a number of us to be released on
full pay for a period of up to six months to do social work of our choice.

In the Italian company, which took part in the scheme for the first time, one of the
leave-takers made a study of the problems of abandoned children and his report
was published with the help of a grant from the company’s charitable funds.

One U.K. leave-taker set up and managed a toy-making co-operative in London,
to provide work for unemployed young people.

Rank Xerox, in common with other companies, was asked by the British
Government to publish details concerning employment of workers in South
Africa. We believe that our publication Rank Xerox in South Africa—A Progress
Report 1977 shows that we follow fair and progressive policies in South Africa and
that we have unified wage and benefit structures irrespective of race.

Our policy of contributing to selected charities in the countries in which we
work has continued. During the year, some 340 social, medical, educational and
cultural causes were given support.

Prospects

The future will not be easy. Competition continues to intensify, any reduction in
inflation seems likely to be limited, and indications are that economic recovery in
most of our markets will continue to be slow. In these circumstances, it is even
more essential than in past years that we give high priority to cost control and to
productivity since these are fundamental to our continuing success. However,
excluding exchange rate effects, we are confident of continuing good growth in
our profits in the coming year.

We believe that we have the resources, in people and products, to meet all
the challenges we face. Looking further ahead, we feel that our planned growth in
the reprographics market together with our progressive diversification into office
information systems will provide an exciting and rewarding future for us all as
employees, and for our shareholders and customers alike.

< Andre Peperkamp ( far
[ left) assembling a Xerox 3107
PR copier at Venray. Electronics is
b forming an increasingly greater
part of our machines. Here
Helen Cosgrove (left) is
assembling a cable harness at
Mitcheldean.




Consolidated Statements of Income

Rank Xerox Limited and Subsidiaries and Rank Xerox Holding BV and Subsidiaries

Year Ended October 31 1977 1976
(US Dollars in thousands)
Operating Revenues
Rentals $1,313,139 $1,221,033
Sales 331,653 179,301
Total operating revenues 1,644,792 1,400,334
Costs and Expenses
Cost of rentals 294,923 257,641
Cost of sales 148,826 116,114
Research and development expenses 23,348 21,378
Selling, service, administrative and general expenses 729,214 643,672
Total costs and expenses 1,196,311 1,038,805
Operating Income 448,481 361,529
Other Income 19,862 57,734
Other Deductions (includes interest:
1977—$50,119; 1976—$59,254) 73,653 61,139
394,690 358,124
Xerox Corporation Charges * 72,407 e
Income before Income Taxes 322,283 358,124
Income Taxes 172,146 163,667
Income before Outside Shareholders’ Interests 150,137 194,457
Outside Shareholders’ Interests 1,072 1,905
Net Income 149,065 192,552
Dividends Paid and Payable 126,210 75,286
Capitalisation of Reserves 6,907 =
15,948 117,266
Balance at Beginning of Year 685,456 568,190
Balance at End of Year

*Shown separately for comparability with 1976

$ 701,404

$ 685,456

The accompanying notes on pages 34 to 37 are an integral part of the consolidated financial statements.
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Consolidated Balance Sheets
Rank Xerox Limited and Subsidiaries and Rank Xerox Holding BV and Subsidiaries

Assets October 31 1977 1976
(US Dollars in thousands)
Current Assets
Cash $ 32,990 $§ 22,018
Bank time deposits, interest bearing 107,534 75,010
Marketable securities, at cost which approximates market 4,093 1,431
Trade receivables (less allowance for doubtful receivables:

1977—8§9,547; 1976—$12,285) 283,187 258,581
Accrued rentals 80,410 60,713
Inventories, at lower of average cost or market 180,808 174,041
Prepaid expenses and other current assets 71,266 44,810
Total current assets 760,288 636,604
Rental Equipment and Related Inventories
At cost (less accumulated depreciation:

1977—8$918,426; 1976—$887,839) 576,096 599,256
Land, Buildings and Equipment
At cost (less accumulated depreciation:

1977—$128,189; 1976—§111,487) 351,555 331,690
Investment in Fuji Xerox Co., Lid., at equity 63,188 65,592
Assets of Discontinued Operations, at estimated realizable value 2,169 2,678
Other Assets
Deferred income taxes 10,899 =
Other 44,550 38,392
Total other assets 55,449 38,392
Total Assets $1,808,745 $1,674,212

The accompanying notes on pages 34 to 37 are an integral part of the consolidated financial statements.



Liabilities and Shareholders’ Equity October 31 1977 1976
(US Dollars in thousands)

Current Liabilities

Notes payable $ 93,938 $§ 48,973
Payments due within one year on long-term debt 19,853 50,927
Accounts payable 92,560 120,584
Due to Xerox Group Companies 83,612 21,424
Salaries, profit sharing and other accruals 139,711 84,741
Income taxes 138,972 140,329
Dividends payable 103,099 61,478
Deferred rentals and subscriptions 8,753 8,534
Total current liabilities 680,498 536,990
Deferred Income Taxes — 15,631
Long-Term Debt 321,423 340,848
Outside Shareholders’ Interests in Equity of Subsidiaries 15,014 13,283
Shareholders’ Equity

Common stock 83,110 74,708
Additional paid-in capital 7,296 7,296
Retained earnings 701,404 685,456
Total shareholders’ equity 791,810 767,460
Total Liabilities and Shareholders’ Equity $1,808,745 $1,674,212
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Consolidated Statements of Changes in Financial Position

Rank Xerox Limited and Subsidiaries and Rank Xerox Holding BV and Subsidiaries

Year Ended October 31 1977 1976
(US Dollars in thousands)
Working Capital Provided by
Operations
Net income $149,065 $192,552
Charges (credits) not affecting working capital
Depreciation of rental equipment 184,148 178,997
Depreciation of buildings and equipment 47,074 42,090
Outside shareholders’ interests in income 1,072 1,905
Noncurrent deferred income taxes (26,530) (18,383)
Other 22,821 (29,245)
Working capital provided by operations 377,650 367,916
New long-term debt 87,539 84,713
Other 23,530 22,378
Working capital provided 488,719 475,007
Working Capital Used for
Additions to rental equipment and related inventories 190,055 160,102
Additions to land, buildings and equipment 68,065 54,365
Payments made or due within one year on long-term debt 123,631 154,917
Dividends declared—Proforma Group shareholders 126,210 75,286
Dividends declared—outside shareholders 582 . 28
Reclassification of discontinued operations’
current assets to noncurrent assets — 1,815
Working capital used 508,543 446,513
Working Capital Increased (Decreased) (19,824) 28,494
Working Capital at Beginning of Year 99,614 71,120
Working Capital at End of Year $ 79,790 § 99,614

The accompanying notes on pages 34 to 37 are an integral part of the consolidated financial statements.




Year Ended October 31

(US Dollars in thousands)

1977

1976

Working Capital

The increase (decrease) in working capital shown in the consolidated statements of changes in financial

position consists of':

Increases (decreases) in current assets
Cash
Bank time deposits
Marketable securities
Trade receivables
Accrued rentals
Inventories
Prepaid expenses and other current assets

Netincrease in current assets

Increases (decreases) in current liabilities
Notes payable
Payments due within one year on long-term debt
Accounts payable
Due to Xerox Group Companies
Salaries, profit sharing and other accruals
Income taxes
Dividends payable
Deferred rentals and subscriptions

Net increase (decrease) in current liabilities

Working capital increased (decreased)

$10,972
39,524
2,662
24,606
19,697
6,767
26,456

123,684

44,965
(31,074)
(28,024)

62,188

54,970

(1,357)

41,621

219

143,508
$(19,824)

$(10,997)
40,522
1,431
(5,931)
(17,751)
10,884
(2,337)

15,821

(13,180)
(12,001)
1,466
7,568
51
(7,216)
9,549
1,090

(12,673)
$28,494
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Notes to Consolidated Financial Statements
Rank Xerox Limited and Subsidiaries and Rank Xerox Holding BV and Subsidiaries

Principles of Consolidation and Accounting Policies

A summary of the major accounting policies followed by the Group in preparation of these accounts is set
forth below.

Basis of Consolidation
The consolidated financial statements incorporate the accounts of Rank Xerox Limited and its subsidiaries
and Rank Xerox Holding B.V. and its subsidiaries (the Proforma Group, referred to as the Group) after
elimination of all material inter- and intra-group transactions and the profits thereon.

Rank Xerox Limited owns 50%, of the outstanding stock of Fuji Xerox Co. Ltd.; this investment is
accounted for by the equity method.

Translation of Overseas Accounts
The financial statements of Group companies have been translated into U.S. dollars at exchange rates
applied as follows:

(a) Current assets (other than inventories) and current liabilities at rates approximating to the mid-
market rates ruling at October 31.

(b) Inventories and non-monetary assets (including fixed assets and related depreciation) at rates ruling
at the time the assets were acquired ; deferred taxation is likewise translated at historic rates.

(¢) Long-term debt at rates approximating to the mid-market rates ruling at October 31.

(d) Income and expense items at rates applicable to the periods to which they relate.
Exchange differences resulting from the foregoing procedures are charged or credited to income.
The above translation policies are in compliance with Standard No. 8 of the United States Financial

Accounting Standards Board.

Depreciation

The cost of rental equipment, buildings and equipment is depreciated over the estimated useful lives of the
assets (4 to 5 years for rental equipment) on a straight line basis. Significant improvements are capitalized ;
maintenance and repairs are charged to income. The cost and accumulated depreciation of assets retired
or otherwise disposed of are eliminated from the accounts and any resulting gain or loss is credited or
charged to income.

Unrealised Intra-Group Profits

These profits arise on sales of equipment and supplies by certain companies to other Group companies.
Such profits, and taxation attributable thereto, are dealt with in the statements of income as regards
supplies when realised and as regards equipment evenly over the estimated useful life of such equipment.
Accordingly, the unrealised element of profit has been deducted in arriving at the value at which such
equipment and supplies are carried in the consolidated balance sheets and taxation paid or payable on
such profit has been carried forward.

Capital Leases
The Group has adopted capital lease accounting procedures in compliance with Standard No. 13 issued
by the United States Financial Accounting Standards Board in November 1976.

Under these procedures assets held under capital leases entered into after October 31, 1976 are
capitalised in the accounts at the lower of (a) the present value of the rental payments at the beginning of
the lease term and (b) market value at that date, adjusted for depreciation (on a straight line basis) at
rates intended to write off the capitalised amount over the terms of the lease. The corresponding liabilities
are included in long-term debt or current liabilities as appropriate. The adoption of this policy resulted
in a decrease in profit of $58,000 for the year ended October 31, 1977 compared with the former method.

Income and Expense

(a) With effect from November 1, 1976 the Group is charged with a proportion of Xerox Corporation’s
research and development and corporate overhead costs in order to reflect the benefits that the Group
receives from these activities. These charges for the year to October 31, 1977 were $72,407,000
(852,593,000 for research and development and $19,814,000 for corporate overhead costs)
(1976—nil).

(b) The consolidated statements of income include aggregate exchange losses of $22,245,000in 1977 and
exchange gains of $40,531,000 in 1976 attributable principally to the revaluation of monetary assets
and liabilities.

(c¢) Inthe consolidated statements of income, other income includes Rank Xerox Limited’s share of Fuji
Xerox Co., Ltd.’s net income of $4,026,000 in 1977 (86,397,000 in 1976).




Inventories
Inventories consist of:

(US Dollars in thousands) 1977 1976
Finished products $142,172 $132,214
Work in process 15,179 18,783
Raw materials and supplies 23,457 23,044

Total inventories $180,808 $174,041

Land, Buildings and Equipment
A summary of land, buildings and equipment and accumulated depreciation follows:

(US Dollars in thousands) Estimated Useful Lives 1977 1976
Assets
Land $ 19,065 $ 16,820
Buildings and building equipment 50 years 104,235 96,760
Leasehold improvements Term of lease 50,626 45,436
Plant machinery 13 years 149,391 123,158
Office furniture and fixtures 20 years 56,597 50,363
Other 3 to 5 years 84,522 86,179
Construction in progress 15,308 24,461
Total 479,744 443,177
Less accumulated depreciation 128,189 111,487
Net land, buildings and equipment $351,555 $331,690

Assets recorded under capital leases included in the above summary amounted to $7,643,000 at
October 31, 1977.

Notes Payable
Notes payable generally represent short-term borrowings principally from banks, in local currencies.

A summary of information relating to notes payable follows:

(US Dollars in thousands) 1977 1976
Maximum amount outstanding at any month end $120,971 $159,288
Month-end average balance § 98,087 $117,131
Weighted average interest rate at year end 12.29%, 12.89%,
Weighted monthly average interest rate 12.96%, 11.129,

At October 31, 1977 the Group had unused lines of credit aggregating $179,600,000 in various
currencies at the best available interest rates.

Retirement and Pension Plans
The cost of contributions to retirement and pension plans amounted to $22,231,000 and $16,573,000 for
1977 and 1976 respectively.

Retirement benefits for employees are normally provided through separate plans, controlled by
trustees, to which the Group contributes the major part, or all, of the cost.

The market value of pension funds as of October 31, 1977 exceeded the actuarially computed value
of vested benefits. Past service costs are substantially funded.

Income Taxes
Income tax expense consists of the following:

(US Dollars in thousands) 1977 1976
Current $185,208 $190,083
Deferred (13,062) (26,416)
Total income taxes $172,146 $163,667

As a result of the tax effects of timing differences between financial statement and tax reporting,
income taxes currently payable exceeded the amount charged to income by $13,062,000 in 1977 and
$26,416,000in 1976.

The nature and tax effects of timing differences (computed under the deferral method) follow:
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(US Dollars in thousands) 1977 1976

U.K. inventory allowance deducted for tax purposes not

included in financial statements $ (2,297) § 33,198
Depreciation and amortization provided for tax purposes in excess

of amounts in financial statements 26,538 (11,955)
Profits on intra-group sales included in tax returns and

deferred in financial statements (37,116) (27,794)
Other (187) (19,865)
Total $(13,062) $(26,416)

The effective income tax rate in 1977 was 53.4% (45.7% in 1976). The increase in rate was principally
due to non-deductible exchange losses in 1977 compared to non-taxable exchange gains in 1976.

Deferred income taxes have not been provided on the undistributed earnings of subsidiaries and
Fuji Xerox Co., Ltd. The Group has reinvested these earnings and does not plan to initiate any action
which will precipitate the payment of income taxes thereon.

Long-Term Debt
A summary of long-term debt follows:

(US Dollars in thousands) 1977 1976

619, to 1249 notes (1976—53%, to 944 %) due at

various dates to 1981—payable in US dollars (c) § 38,700 $ 91,878
5%, to 8349, notes and mortgages (1976—79%, to 15%,) due at
various dates to 1996—payable in pounds sterling 32,880 86,144
71% to 109 notes and mortgages (1976—619%, to 109%,) due at
various dates to 1990—payable in Dutch guilders 86,209 108,741
5%, to 16%, notes (1976—8349, to 124%) due at
various dates to 1986—payable in French francs (c) 21,405 22,256
7%% to 1545% notes and mortgages (1976—7%% to 21%) due at
various dates to 1986—payable in Italian lire (c) 18,437 4,283
73% to 119, notes and mortgages (1976—63%, to 1319%) due at 5
various dates to perpetuity—payable in other currencies (c) 14,859 19,726
212,490 333,028
Liabilities under capitalised leases 7,294 —
Total 219,784 333,028
Less: Payments due within one year 19,853 50,927
199,931 282,101
Add: 589 to 119, (1976—69%, to 119;) loans from
Xerox Group Companies (c) 121,492 58,747
Long-term debt $321,423 $340,848

(a) Rank Xerox Limited has borrowed $13,848,000 (1976—8$11,932,000) in sterling from a third party
the consideration for which was a dollar loan of an equivalent amount, the funds for which were
provided by a loan from Xerox Corporation. The loan from Xerox Corporation has subsequently
been transferred to a subsidiary of Rank Xerox Limited.

Although the loans are repayable in 1984, Rank Xerox Limited and the third party each has the
right in December 1979 to require repayment. In this case Xerox Corporation has the right to require
repayment of its loan.

(b) Payments due on long-term debt (excluding capitalised leases and loans from Xerox Group Com-
panies) for the next five years are:
1978—$18,501,000; 1979—$22,498,000; 1980—8§34,365,000; 1981—§43,622,000
and 1982—§14,899,000.

(c) The interest rates on notes are subject to periodic adjustment.

(d) Interest onlong-term debt amounted to $35,605,000 in 1977 and $44,718,000 in 1976. Interest
expense for 1977 and 1976 is net of $1,240,000 and $1,513,000 respectively, of interest income on
amounts loaned under parallel loan agreements.



Leasing Arrangements
As Lessee

Total rent expense under operating leases amounted to $40,108,000 in 1977 and $37,021,000 in 1976.
Future minimum rental payments required under operating leases that have initial or remaining
noncancelable lease terms in excess of one year as of October 31, 1977 are: 1978—$§28,607,000; 1979—
$23,796,000; 1980—8§19,783,000; 1981—8§16,693,000; 1982—§15,953,000; and in the aggregate—
$267,544,000.

In accordance with Statement No. 13 of the Financial Accounting Standards Board, assets and
obligations relating to leases entered into on or after November 1, 1976 which meet the capital lease criteria
are recorded in the balance sheet. Certain leases in existence at October 31, 1976 are classified and
accounted for as operating leases but meet the criteria for classification as capital leases. The following
information relates to such leases which were not required to be recorded in the balance sheet as capital

leases for 1977 reporting purposes:

(US Dollars in thousands) 1977 1976

Land, buildings and equipment $59,264 $59,607
Less accumulated depreciation 15,067 10,389
Net land, buildings and equipment $44,197 $49,218
Obligations under capital leases

Due within one year § 4,088 § 4,346
Due after one year 45,632 47,180
Total $49,720 $51,526

Net income for 1977 would have decreased $3,215,000 had these leases been accounted for as
capital leases.
As Lessor

Principal lease arrangements include maintenance, service and parts, but not supplies such as toner
and paper which are sold separately. Lease terms vary from one to thirty six months. Minimum future
rental revenue on noncancelable operating leases are: 1978—$713,000; 1979—$237,000; 1980—$88,000;
1981—$24,000; and in the aggregate—§1,062,000.

Report of the Auditors

to the Directors of Xerox Corporation
and Rank RX Holdings Limited

We have examined the combined financial statements of Rank Xerox Limited and Subsidiaries and
Rank Xerox Holding BV and Subsidiaries (“The Proforma Group’’) set out on pages 29 to 37 for the year
ended October 31, 1977. Our examination was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

In our opinion the consolidated balance sheet, consolidated statement of income and consolidated
statement of changes in financial position together with the notes thereon present fairly the financial
position of the Proforma Group at October 31, 1977 and the results of operations and changes in financial
position in conformity with U.S. generally accepted accounting principles for the year ended that date.

Peat, Marwick, Mitchell & Co.

London : Chartered Accountants
January 20, 197
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