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One notable failure was that Xerox's auditor of 30 years; KPMG, externally audited the Xerox Corporation employed a
method known as cookie-jar accounting.

The revelation, following the alleged frauds at WorldCom and Enron, threatens further damage to confidence
in the US economy, Wall Street's integrity and the dollar, which came within a fraction of parity with the euro
yesterday amid further heavy selling pressure. Throughout the relevant time period, Xerox's stock was covered
by Wall Street analysts who routinely issued quarterly and annual earnings estimates. The same information is
shown below measured annually. The penalty also reflects, in part, a sanction for the company's lack of full
cooperation in the investigation. Benefits of internal audit outsourcing include: An independent auditor can be
more objective. The yellow portion is the additional before tax earnings that resulted from undisclosed
changes in accounting, including the use of methodologies that did not comply with GAAP. Section 10 b of
the Exchange Act and Rule 10b-5 promulgated thereunder prohibit a employing devices, schemes, and
artifices to defraud; b making untrue statements of material fact or omitting to state material facts necessary to
make the statements made not misleading; and c engaging in acts, practices, and a course of business which
operates or would operate as a fraud or deceit upon any person in connection with the purchase or sale of any
security. In , Xerox substantially departed from its historical accounting methods to improperly manage its
earnings, accelerate recognition of equipment revenue and earnings growth, and meet Wall Street analyst
expectations. The practices summarized above and detailed below constitute an unlawful scheme by Xerox to
defraud investors through undisclosed accounting practices and other material transactions, some of which the
company knew or should have known violated GAAP. Notwithstanding the clear requirements of FAS 13,
Xerox senior financial management created an internal accounting policy in late that permitted retroactive
write-ups of net residual values. Although prior to Xerox had entered into PAS transactions, in it quintupled
the amount of those transactions compared to  Use of "one-offs" distorted the economic reality of Xerox's
business and the investing public's perception of its business. Outsourced auditors tend to be efficient and
focused, given the tools and methodologies they bring to the table. Another such example, whereby Xerox
successfully managed to defraud investors, occurred during this same time period, at Xerox Mexico. Finally,
Xerox agreed to have its board of directors appoint a committee composed entirely of outside directors to
review the company's material accounting controls and policies. Top-side adjustments grew larger and larger
over this period. According to the complaint, Xerox relied on accounting actions to justify shifting more lease
revenue to the "box," so that a greater portion of that revenue could be recognized immediately. These
additional one-time accounting actions included the improper use of "cushion" or "cookie jar" reserves, the
improper recognition of the gain from a one-time event, and miscellaneous lease accounting related actions.
Section 13 b 2 A of the Exchange Act requires that issuers make and keep books, records, and accounts which,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of assets of the issuer. Nor
were the adoption, changes and expansions of the formula disclosed to investors. Despite the material impact
of these accounting activities, none was disclosed in Xerox's quarterly and annual financial reports filed with
the Commission. Xerox had paid this tax from through , and the ruling meant Xerox also would be reimbursed
for those taxes and receive accrued interest. The one-offs were responsible for 4 percent of Xerox's quarterly
earnings in early and between 17 percent and 37 percent of quarterly earnings in and  Neither Xerox
management nor its outside auditor ever tested Xerox's claim that the top-side adjustments were necessary to
arrive at the actual prevailing equipment finance rates appropriate to the customer. Xerox sells copiers and
other office equipment outright to its customers for cash, but more frequently enters into long-term lease
agreements in which customers pay a single negotiated monthly fee in return for the equipment, service,
supplies and financing. This dramatically improved Xerox's year-end cash position. Failure to Disclose
Factoring Transactions  For these contracts to satisfy FAS 13 criteria as sales-type leases, the contracts had to
have a three-year lease term and minimum monthly payments. Because they were never told otherwise,
investors could only assume that Xerox was recording earnings and revenues in a manner consistent with prior
practice and GAAP, and its results were the product of improved business performance rather than accounting
maneuvers. In addition, Xerox failed to disclose the impact of the ACT interest on its financial results. Xerox
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also routinely held conference calls with Wall Street analysts to discuss its quarterly financial results in which
Xerox falsely portrayed its actual performance. Oh yes it could," said Sir David. Operating units allocated
lease cash flows to the box, service and finance components according to long-established procedures. XMEX
management did this to meet demanding profit and revenue targets set for the subsidiary by Xerox corporate
management. As a result, the company created the illusion that its operating results were substantially better
than they really were.


