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1 Letter to Shareholders On the cover: The cm3120 31 page-per-minute next-generation digital color, high-speed
multifunctional system is designed to provide easy and efficient document scanning, printing
4 The Imagistics Story and copying in Everyday Color™ with breakthrough affordability and speed for both color
and monochrome applications. It received the “Editor's Choice” award from Better Buys

for Business and the 5 Star “Exceptional” rating from the BERTL Digital Test Lab.
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Imagistics is a New York Stock Exchange-listed company with strong financials
and sustained success in the document solutions business. Our management team
is experienced, proven and committed to making Imagistics the most recognized
document solutions brand in the marketplace. Our strategy is working.

Imagistics International Inc. Financial Highlights

2002 2001 2000
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Total revenues (millions) $ 630 § 626 § 643
Diluted earnings per share $ 08 $ 065 § 3.29
Debt as a percentage of total capital 22% 29% 28%

Cash from operating activities (millions) $ 159 § 148 § 138

Book value per share $ 1478 $ 1467 $15.93

Year end stock price $ 2000 §$1235 N/A

Employees at year end 3,261 3,933 3,534
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Dear Fellow Shareholder:

As we mark our first year as a public company,

| am pleased to report that the strategic focus on
profitability and increased shareholder value we outlined
in last year’s inaugural annual report is on track.

aaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaa

We are executing our strategic plan, and we are achieving
significant earnings growth while strengthening our balance sheet.
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Marc Breslawsky
Chairman and Chief Executive Officer




Last year, we shared with you our unique strategic business model and our strategy of “Best of Breed” products
and superior sales, service and customer support, establishing the basis by which we would measure our success.

We observed at that time that the spin-off from Pitney Bowes would allow us to focus on improving our level
of profitability, while investing in the future. We committed to making significant changes in our operations to
improve our product offerings and our overall margins, profitability and cash flow.

In our first full year as a public company, we delivered on our commitment and improved profitability in an
industry that has been, to say the least, challenging. Despite an overall poor economy, we increased our earnings
by 31 percent.in 2002. We also generated significant cash flow which in turn has been used to strengthen our
balance sheet and increase shareholder value.

February 6, 2003

Closing Befl, New York Stock
Exchange, after announcing

results for our first full year as
a public company.

Imagistics management on
the trading floor.

Strong Management and Improving Financial Results

We have made significant progress in our operational and financial results in 2002. Our results reflect the
important progress towards our goal to become the leading independent office imaging and document solutions
provider. During 2002, we reduced total debt by $43 million and repurchased $37 million of Imagistics stock under
the stock buy-back program while increasing our cash balance by $12 million.

At the same time, we have been making major investments in initiatives that will position us for profitable
growth in the future. In 2002, we initiated a major brand awareness campaign using television, radio and print
advertisements in major financial and trade publications to highlight the dependability of our products, reinforce
our commitment to customer service and support, and augment our national sales and marketing efforts. We have
invested and will continue to invest in Enterprise Resource Planning (ERP) technology which is designed to
improve long-term operational efficiency, deliver higher levels of customer service and support, and complete our
separation from Pitney Bowes. In 2002, we successfully implemented Phase | of this project on time and within
our budgeted estimates. We also have made major investments in sales and service training and put forth
plans that will establish a new state-of-the-art distribution facility in 2003.

IMAGISTICS



Document Products and Solutions Excellence

The market opportunities for imagistics products and solutions both in the United States and internationally are
significant. Our “Best of Breed” product sourcing strategy, combined with an established, highly respected direct
sales and service network throughout the United States and United Kingdom provides an unparalleled opportunity
to satisfy our customers’ ongoing document and imaging requirements. In 2002 we launched 13 new “Best of
Breed” products.

Our strategic marketing focus is on expanding our copier and multifunctional product installed base with
large national accounts. We are beginning to see the results of this strategic focus on transitioning our existing
Fortune 1000 facsimile customers to increased copier and multifunctional product rentals. Copier rental revenues
increased 9 percent in 2002. Growing this rental base has the added benefit of maintaining our high level of
recurring revenue.

Sales, Service and Support

Our established, highly respected direct sales and service network throughout the United States and United
Kingdom is well aware of our customers’ product support requirements and is readily accessible to meet their
needs. Already, in our first year as an independent company, our team was rated as the 10th most effective sales
force in the United States by Selling Power Magazine in September 2002.

Our strategy to provide customers with a strong, local, direct sales and service capability combined with a
national support network is satisfying our customers’ desire for the responsive service and support that a national
organization can provide.

We have expressed our commitment to be “the leading independent direct provider of enterprise office
imaging and document solutions by providing world-class products and services with unparalleled customer
support and satisfaction with a focus on multiple location customers, thus building value for our shareholders.”

As we successfully demonstrated this past year, we will continue to focus on our strategy of improving our
level of profitability and operational excellence in the near term while at the same time investing in the future of the
company. We remain confident that our products and solutions, and particularly our people, will continue to
enhance our market position and create significant value for the shareholders of Imagistics.

Thank you for your confidence and your investment in Imagistics’ bright future.

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

We ARE DOCUMENT EXPERTS.
iie Bocesloe-

Marc Breslawsky
‘Chairman and Chief Executive Officer
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IMPROVING
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Documents are an integral part of every business activity,
and they can impact business work flow, productivity, and
the prOfltablllty of an entire OrganizatiOn. As such, companies worldwide

are spending up to 15% of their total operating revenue producing and managing documents, making this a
$28 billion industry for Imagistics in the U.S. Our customers understand that working with Imagistics will
improve their document management work flow and improve their operational efficiency.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Imagistics, formerly Pitney Bowes Office Systems, has provided office document solutions for 35 years.
We manage the life cycle of document management of our custemers by thoroughly evaluating our
customers’ needs utilizing our direct national sales organization and then supporting each installation with
a service staff that has been trained on our “Best of Breed” copier, multifunctional and facsimile equipment.
We are superior at leveraging our core competencies in testing and sourcing the best imaging products
that are currently being manufactured in the world today.

aaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaa

We help our customers realize their goals of reducing costs
and increasing productivity.

Companies spend up to 60% of Fortune 1000 Imagistics is a member
15% of their operating companies are of the S&P SmallCap

revenue producing and Imagistics customers.
managing documents. Russell 2000 Index®

600 Index and the
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IMAGISTICS' SOLUTIONS
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“Imagistics’ ability to provide creative solutions and
sensible pricing options for our recent digital
copier upgrade has realized tremendous savings
for Market Street Mortgage.”

— Terry Couto, SVP & CFO, Market Street Mortgage, A NetBank Company

Market Street Mortgage

Market Street Mortgage is among the nation’s leading retail originators of residential mortgage loans.

The mortgage industry is a paper-intensive business and customer demands make it critical that Market Street
provides superior service and immediate response. Imagistics has been the primary provider of copier and fax
solutions to Market Street Mortgage for several years, evaluating their document output systems to increase
their productivity and help them significantly lower their print costs.

In response to their growing document requirements, Imagistics recently supported a significant, company-
wide upgrade from analog to new digital equipment at their Headquarters in Clearwater, Florida, and many of
their 44 branch offices nationwide. This enhancement provides Market Street Mortgage with state-of-the-art
technology solutions at a remarkably lower cost.

Jim Lucente, Asst. VP & Corporate
Facilities Mgr., Market Street;
Terry Couto, SVP & CFO, Market
Street; Robin Seymour, Imagistics

Lauralie Roylance, Executive Asst.,
Market Street
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Harry and Davia

The pear orchards tended by two brothers in Medford, Oregon aimost a hundred years ago have grown into a
sophisticated fruit gift company with a successful mail order business, 150 stores throughout the U.S. and a robust,
double-digit growth history.

As Harry and David has expanded, Imagistics has helped them keep pace with the growth of their office
requirements, providing copier and fax solutions to the company for years. There are well over a hundred copiers
and fax machines installed at their headquarters location, with a dedicated, full-time Imagistics technician available
to ensure the very highest office equipment uptime.

Ed Wilson, Sr. Purchasing Agent,
Harry and David; John Parsons, Imagistics

Ray Jack, Service Technician, Imagistics

DELICIOUS SINCE 1934

icliclelcRinEn-our previous solutions.”

iVilson, Senior Purchasing Agent




AN INTERNATIONAL
COMPANY BUILT
ON LOCAL
RELATIONSHIPS
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Our major brand awareness
campaign uses television,
radio and print media
throughout the country,
augmenting our national
sales and marketing efforts
and reinforcing our
commitment to customer

service and support.

IMAGISTICS
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Imagistics is unique in the document imaging industry. We employ a sales force of over 1,000 people,
all of whom are Imagistics employees. While direct sales and support require significant investments in
field personnel, our belief is that the loyalty and satisfaction we gain from customers through our
personal attention brings greater returns.

Throughout the United States and the United Kingdom, our strategy ensures that Imagistics delivers the
same excellent sales, service and support in every branch. With a direct sales and service network capable
of supporting large national accounts, we are able to help our customers develop and implement complex
product acquisition strategies and manage their consolidated billing across entire organizations on a
national scale. We provide uniform training to our staff on a national basis, ensuring our customers
seamless service and support and a consistent process which ensures timely, predictable response time
and maximum customer uptime.

Direct customer contact
is a key {o our success

At the same time, our success is achieved through ownership: we encourage decisions to be made in the
field rather than at headquarters, streamlining pricing and offering customized packages where appropriate.
This not only maximizes revenues, it also ensures we deliver the best solutions for our customers on a
timely basis.

To support this service commitment, we continue to direct our focus on development, training and
management support throughout the organization. This has resulted in raising productivity fo our highest
levels and has also enhanced our relationship with customers.

Imagistics in the United Kingdom

Imagistics has served the document facsimile needs of customers in
the United Kingdom for years. Beginning in January, 2003, the launch
of copiers and multifunctional products in the U.K. signals the next
phase of our commitment to provide expanded international
document solutions.

2002 ANNUAL REPORT
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IMAGISTICS LISTENS
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“Listening and adapting to the needs of Central Transport ten years
ago built this business relationship. Imagistics continues to make
sensible recommendations for our growth and modification
requirements. They also have a strong service record.”

— Andre Levesque, Vice President

Lori Sage, Central Transport;
Robin Chapman,

Central Transport;

Loraine Daro,

Branch Manager,

Nat'l. Accounts, Imagistics;

Kathy Vaughn,
Nat'l. Account Executive,
imagistics

Craig Liess,
Central Transport

Central Transport International

Based in Michigan, Central Transport has provided total transportation solutions to customers in

almost every major manufacturing market in North America for 65 years. The company is part of a group of
transportation-related companies owned by privately held CenTra, Inc., which Forbes ranks among.the largest.
500 private companies in America.

As Central Transport has grown, Imagistics has helped them keep pace with their expanding, increasingly complex
document management needs, including the installation and support for a significant number of facsimile, copier
and digital multifunctional devices over the past several years. Many of these solutions are truly cutting-edge: new
multifunctional equipment communicates via satellite, for example, and is linked throughout the U.S. by a wireless
network. These multifunctional devices allow Central Transport to scan documents into their imaging system over
5 times faster than before. These devices eliminate the need for independent printers, fax machines and
redundant supplies and will improve their bottom line.

IMAGISTICS



“It is our belief that a buyer not seriously
considering Pitney Bowes (Imagistics) as a copier
supplier is making a big mistake.”

~ Buyers Laboratory Inc.

“BEST OF BREED” SOURCING ENSURES
UNCOMPROMISING PRODUCT QUALITY

Imagistics tests, selects and enhances the highest quality products that cost-effectively meet our customers’

most demanding requirements for document solutions. Utilizing our strategic refationships with the world's most
technologically advanced OEMs, we have the negotiating strength to specify design, interface and function
characteristics of the highest quality imaging solutions, and procure them at very attractive prices. This allows us to
be free of traditional and lengthy R&D cycles that often render products obsolete before they even hit the market.
Instead, we leverage our vendors’ R&D, producing “Best of Breed” products and speeding access to market.

We have achieved average uptime of more than 98% on our copier products
and more than 99% on our facsimile products.

We help our customers ideMify fheir appropriate document environment to maximize utilization and minimize
=———"" costs of operation. Since we test and source “Best of Breed" products from manufacturers instead of bmldmg
them from scratch, we don’t have a bias toward i imaging solumat may-be-more than a customer néed
:ct, we are able to recommend solutions that minimize total cost of ownership for our customers. -

In addition, we frequently enhance our copier/printer systems with various
custom elements, to ensure world class features, performance and reliability.

The DL850 85 page-per-minute
digital copier/printer is Imagistics’
flagship high-volume product
offering a cost-effective solution
for enterprise distribute and print
impiementation. it received the
“Editor’'s Choice” award from
Better Buys for Business. Over
2 million copies and prints were
made in the DL850 testing and
selection process.

Imagistics Technology and Quality Center
Trumbull, Connecticut

x
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) I D Customer Service Locations
D Our extensive service capability

ensures consistent, uniform service

OFFICE TECHNOLOGY — messms
SOLUTIONS
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Our customers are not just buying the best products in the business - they're buying solutions for the future
from one of the most trusted organizations in the industry. The Imagistics organization has been in the document
solutions business for 35 years.

We're here today and we'll be here tomorrow.

We understand IT, MIS, procurement, and user facilities, and we integrate this knowledge and skill base with
customer-driven philosophy, vision, culture and strategy to prodube effective, economical, long-term solutions.
We understand the intricacies of migrating from analog to digital imaging systems, and from local printers to
connected multifunctional devices. We work closely with our customers to determine when a transition is right
for them and we implement it as seamlessly as possible, frequently realizing significant cost savings.

Imagistics sales consultants design new print/copy/fax/scan environments that retain the useful life of existing
networks, and transition higher volume print and copy jobs to shared digital devices that are designed to manage
additional workioad. Customers can still use existing desktop and network printers for smaller print jobs, for
example, but send larger print requirements to networked digital printer/copiers and multifunction devices,
resulting in significant productivity improvements and substantial cost savings.

G060 EE5000000G000080A0B0000CA0E0NC00000COD00CG0000000000A0VID00D00BN00CE00006000000000000000006D00060090C¢0000AUO0DOD

Wireless Mobil lty Mike Moraveck, Customer

Service Representative

Awireless device that gives Imagistics’
customer service representatives the power

to check the real-time status of open calls, /
parts availability and customer service s
history. It also interfaces to advanced ;

knowledge-based tools which enable
on-line access to technical solutions.

2002 ANNUAL REPORT 13




IMAGISTICS™ SERVICE
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“With the demands of our centers around the country, no one wants to be
waiting on copiers. One of Imagistics’ great strengths is they offer a national
network with a strong, local service and account component as well.”

— Bryan Peterson, Purchasing Manager, BioL.ife Plasma Services L.P.

BioLife Plasma Services

A Division of Baxter Healthcare

Imagistics/Pitney Bowes has serviced Baxter Healthcare for over ten years, beginning with the
implementation of a fax network throughout Baxter in Northern lllinois. Over the years, the network has
grown to 600 facsimile units nationwide, with the focus evolving to multifunctional products, including faxing,
scanning, copying and standalone/network laser printing.

In 2002, Imagistics began working with Baxter’s BioLife Plasma Services Division by providing office
solutions for their Deerfield, Illinois headquarters and their plasma centers nationwide. There are a large
number of multifunctional digital units throughout the U.S., many in remote locations.

BioLife's needs for document management are enormous. Coupled with the rigorous regulatory
requirements of the health industry and the care of patients requiring plasma therapy, these needs are
critical to the flow of their profession. The key to supporting this customer is one point of account
contact and direct, on-site diagnostic service.

IMAGISTICS . 2




“Imagistics has demonstrated over the past
two years that they know how to provicge more
than quality products and service strengths.
They provide sclutions.”

— Craig Zimmerman, VP of Procurement, Americas Region

Craig Zimmerman, VP of Procurement, Americas Region,

LSG Sky:Chefs; Vaughn Salamy, imagistics; Meredith Guy, :

. Director, Procurement & Supply Mgmt., LSG Sky Chefs
i Jamie Rafftesaeth, Global VP, Treasurer, SCIS;
Leonie Chambers, Global Credit & Collections Analyst,
- LSG Sky Chefs

LSG Sky Chefs

LSG Sky Chefs is the world’s largest in-flight service provider, which includes catering, procurement, equipment
management and Total In-flight Service Management, with combined sales of $3.1 billion. Created in 1942 to offer
dining services to airline passengers, LSG Sky Chefs caters 260 airlines from more than 200 customer service
centers in 45 countries. LSG Sky Chefs is a division of LSG Lufthansa Service Holding AG, a wholly owned
subsidiary of Deutsche Lufthansa AG.

LSG Sky Chefs and Imagistics have worked closely for two years on a plan to upgrade their copier and fax
equipment to a fully integrated network of digital machines. These solutions are being implemented across the
United States in LSG Sky Chefs customer service centers of all sizes, helping improve workflow, increase
productivity and significantly reduce document production costs.

2002 ANNUAL REPORT
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L.Doris. wens Vice

u-wr-u-\-uvrrr-mrr.ﬂmmﬁmmmm Breslawsky. Chairman and Chief Executive Ofticer | Joseph W. Higgins, Vice resnent at:ona | Joseph W. Higgins, Vice President, National Sales [~ |
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
IMAGISTICS INTERNATIONAL INC.

Management’s Discussion and
Analysis of Financial Condition and
Results of Operations

The following discussion should be read in conjunction with
the consolidated financial statements and notes thereto
included elsewhere in this annual report. Statements
contained in this discussion that are not purely historical

are forward-looking statements, within the meaning of the
Private Securities Litigation Reform Act of 1995, and are
based on management’s beliefs, certain assumptions and
current expectations. These statements may be identified by
their use of forward-looking terminology such as the words
“expects,” “projects,” “anticipates,” “intends” and other
similar words. Such forward-looking statements involve risks
and uncertainties that could cause actual results to differ
materially from those projected. These risks and
uncertainties include, but are not limited to, general
economic, business and market conditions, competitive
pricing pressures, timely development and acceptance of
new products, our reliance on third party suppliers, potential
disruptions affecting the international shipment of goods,
potential disruptions in implementing information technology
systems, our ability to create brand recognition under our
new name and currency and interest rate fluctuations.
Certain of these risks and uncertainties are discussed more
fully elsewhere in this annual report and in our filings with
the Securities and Exchange Commission, including our
2002 Form 10-K to be filed on or prior to March 31, 2003.
The forward-looking statements contained herein are made
as of the date hereof and we do not undertake any
obligation to update any forward-looking statements,
whether as a result of future events, new information

or otherwise.

" @

Overview

Imagistics International Inc. (“Imagistics” or the “Company”)
is a large direct sales, service and marketing organization
offering document imaging solutions, including copiers,
facsimile machines and multifunctional products, sometimes
referred to as MFPs, primarily to large corporate customers
known as national accounts, government entities and mid-
size and regional businesses known as commercial
accounts. |In addition, we offer a range of document imaging
options including digital, analog, color and/or networked
preducts and systems.

Our strategic vision is to become the leading independent
direct provider of enterprise office imaging and document
solutions by providing world-class products and services

with unparalleled customer support and satisfaction with a
focus on muiltiple location customers, thus building value for
our shareholders. Our strategic initiatives include:

¢ Executing our unique business model,

¢ | everaging product and marketplace strengths
to drive market share,

* Leveraging strengths in customer support to
drive customer loyalty,

¢ Achieving operational excellence and benchmark
productivity and

¢ Pursuing opportunistic expansion and investments.

Imagistics Spin-off from Pitney Bowes

On December 11, 2000, the board of directors of Pitney
Bowes Inc. (“Pitney Bowes”) approved the spin-off of the
U.S. and U.K. operations of its office systems business to its
common stockholders as an independent, publicly traded
company. On December 3, 2001, Imagistics was spun-off
from Pitney Bowes pursuant to a contribution by Pitney
Bowes of substantially all of Pitney Bowes’ office systems
businesses to us and a distribution of our common stock to
common stockholders of Pitney Bowes based on a
distribution ratio of 1 share of our common stock for every
12.5 shares of Pitney Bowes common stock held at the
close of business on November 19, 2001 (the “Distribution”
or “Spin-off”).

Pitney Bowes no longer has a financial investment in our
business. We entered into a transition services agreement
with Pitney Bowes providing for certain essential services to
us for a limited period following the Distribution. These
services were provided at cost and included information
technology, computing, telecommunications, accounting,
field service of equipment and dispatch call center services.
For 2002 and for the period from December 3, 2001 through
December 31, 2001, we paid Pitney Bowes $20.4 million
and $3.5 million, respectively, in connection with these
services under the transition services agreement. We and
Pitney Bowes have agreed to an extension until June 30,
2003 or, upon our request, December 31, 2003, of the
transition services agreement as it relates to information
technology and related services due to unanticipated delays
in our implementation of Phase Il of the enterprise resource
planning (“ERP”) system. Services provided under this
extension are at negotiated market rates.

We also entered into certain other agreements covering
intellectual property, commercial relationships, leases and
licensing arrangements and tax separation matters. The

IMAGISTICS



MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
IMAGISTICS INTERNATIONAL INC.

pricing terms of the products and services covered by the
other commercial agreements reflect negotiated prices.

The consolidated financial statements for the periods prior
to the Distribution include allocations of certain Pitney
Bowes corporate expenses. Corporate expense allocations
were charged based generally on the ratio of our costs and
expenses to Pitney Bowes’ costs and expenses. Pitney
Bowes’ allocated expenses primarily included administrative
expenses such as accounting services, real estate costs,
customer service support in remote geographic areas and
information technology and amounted to $25 million for the
period from January 1, 2001 through the Distribution and
$26 million for 2000. We believe the costs of these services
charged to us were a reasonable representation of the
services provided or benefits received by us. In addition,
interest expense was charged to us from Pitney Bowes
based upon the proportion of our net assets to Pitney
Bowes’ net assets. We believe that this is a reasonable
method of allocation.

As part of Pitney Bowes, we also benefited from various
economies of scale, including shared global administrative
functions and shared facilities. Our costs and expenses
have and may continue to increase as a result of the loss
of these economies of scale and we may incur greater
expenses associated with our status as a stand-alone
public company.

Basis of Financial Statement Presentation

The consolidated financial statements include certain
historical assets, liabilities and related operations of the
United States and United Kingdom office systems
businesses, which were contributed to us from Pitney
Bowes prior to the Distribution. The consolidated financial
statements as of and for the year ended December 31,
2002 depict our results as a stand-alone company. The
consolidated financial statements for periods prior to the
Distribution were derived from the financial statements and
accounting records of Pitney Bowes using the historical
results of operations and historical basis of assets and
liabilities of the United States and United Kingdom office
systems businesses. Prior to the formation of Imagistics,
the office systems business was operated as a division of
Pitney Bowes, and, as such, Pitney Bowes’ investment in
Imagistics is shown in lieu of stockholders’ equity in the
consolidated financial statements for 2000. We began
accumulating retained earnings on the date of the
Distribution. We believe the assumptions underlying the
consolidated financial statements for the years ended
December 31, 2001 and 2000 are reasonable, However,

2002 ANNUAL REPORT

the consolidated financial statements included herein may
not necessarily reflect our financial position, results of
operations and cash flows in the future or what our financial
position, results of operations and cash flows as of and for
the years ended December 31, 2001 and 2000 would have
been for periods prior to the Distribution had we operated
as a stand-alone entity during those periods.

Critical Accounting Policies and
Significant Estimates

The preparation of our consolidated financial statements in
conformity with accounting principles generally accepted in
the United States of America requires management to make
estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets
and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the
reporting period. These estimates include assessing the
allocation of costs from Pitney Bowes, the collectibility of
accounts receivable, the use and recoverability of inventory,
the useful lives of tangible assets, the realization of deferred
taxes and an evaluation of the potential impairment, if any,
of goodwill, among others. The markets for our products are
characterized by intense competition, rapid technological
development and pricing pressures, all of which could
affect the future realizability of our assets. Estimates and
assumptions are reviewed periodically and the effects

of revisions are reflected in the consolidated financial
statements in the period they are determined to be
necessary. Actual results could differ from these estimates.
We have identified certain accounting policies that are
critical to the understanding of our results of operations
due to the judgment management must make in their
application. These significant accounting policies are
outlined below.

Revenue recognition

Revenue on equipment and supplies sales is recognized
when contractual obligations have been satisfied, title and
risk of loss have been transferred to the customer and
collection of the resulting receivable is reasonably assured.
For copier equipment, the satisfaction of contractual
obligations and the passing of title and risk of loss to

the customer occur upon the installation of the copier
equipment at the customer location. For facsimile
equipment and facsimile supplies, the satisfaction of
contractual obligations and the passing of title and risk of
loss to the customer occur upon the delivery of the facsimile
equipment and the facsimile supplies to the customer

19




20

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
IMAGISTICS INTERNATIONAL INC.

location. We record a provision for estimated sales returns
and other allowances based upon historical experience.

Rental contracts, which often include supplies, are generally
for an initial term of three years with automatic renewals
unless we receive prior notice of cancellation. Under the
terms of rental contracts, we bill our customers either a flat
periodic charge or a usage-based fee. Revenues related to
these contracts are recognized each month as earned,
either using the straight-line method or based upon usage,
as applicable.

Support services contracts, which often include supplies,
are generally for an initial term of one year with automatic
renewals unless we receive prior notice of cancellation.
Under the terms of support services contracts, we bill our
customers either a flat periodic charge or a usage-based
fee. Revenues related to these contracts are recognized
each month as earned, either using the straight-line method
or based upon usage, as applicable.

Certain rental and support services contracts provide for
invoicing in advance, generally quarterly. Revenue on
contracts billed in advance is deferred and recognized as
earned revenue over the billed period. Certain rental and
support services contracts provide for invoicing in arrears,
generally quarterly. Revenue on contracts billed in arrears is
accrued and recognized in the period in which it is earned.

We enter into arrangements that include multiple
deliverables, which typically consist of the sale of equipment
with a support services contract. We account for each
element within an arrangement with multiple deliverables as
separate units of accounting. Revenue is allocated to each
unit of accounting based on the residual method, which
requires the allocation of the revenue based on the fair value
of the undelivered items. Fair value of support services is
primarily determined- by reference to renewal pricing.

Accounts receivable

Accounts receivable are stated at net realizable value by
recording allowances for those accounts receivable amounts
that we believe are uncollectible. Our estimate of losses is
based on prior collection experience including evaluating
the credit worthiness of each of our customers, analyzing
historical bad debt write-offs and reviewing the aging of
the receivables. Our allowance for doubtful accounts
includes amounts for specific accounts that we believe are
uncollectible, as well as amounts that have been computed
by applying certain percentages based on historic loss
trends, to certain accounts receivable aging categories.

Inventories

Inventories are valued at the lower of cost or market.
Provisions, when required, are made to reduce excess and
obsolete inventories to their estimated net realizable values.
Inventory provisions are calculated using management’s
best estimates of inventory value based on the age of the
inventory, quantities on hand compared with historical and
projected usage and current and anticipated demands.

Depreciation of rental equipment

Rental equipment is comprised of equipment on rent to
customers and is depreciated on the straight-line method
over the estimated useful life of the equipment. Copier
equipment is depreciated over three years and facsimile
equipment is depreciated over five years.

Capitalized computer software costs

We capitalize certain costs of internally developed software.
Internal capitalized costs include purchased materials and
services and payroll and payroll related costs. Costs for
general and administrative, overhead, maintenance and
training, as well as the cost of software that does not add
functionality to the existing system, are expensed as
incurred. The cost of internally developed software is
amortized on a straight-line basis over appropriate periods,
principally three to seven years. The unamortized balance of
internally developed software is included in fixed assets in
the consolidated balance sheets.

Goodwill

We evaluate goodwill in accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 142. SFAS
No. 142 requires the use of a nonamortization approach to
account for purchased goodwill and certain intangibles.
Under a nonamortization approach, goodwill and- certain-
intangibles are not amortized into results of operations, but
instead would be reviewed periodically for impairment with
any resulting impairment charged to results of operations
only in the periods in which the recorded value of goodwili
and intangibles is more than their fair value. SFAS No. 142
prescribes a two-step method for determining goodwiill
impairment. In the first step, the fair value of the reporting
unit is compared to the carrying amount. If the carrying
amount is greater than the fair value, the second step of the
impairment test is required and the implied fair value of the
reporting unit's goodwill is determined by allocating the
reporting unit’s fair value to all of the assets and liabilities in
the same manner performed in a purchase price allocation.
The fair value of the goodwill is then compared to its
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carrying amount to determine if there is goodwill
impairment. We completed our review of goodwill in
accordance with SFAS No. 142 effective October 1, 2002
and have determined that our recorded goodwill is

not impaired.

Deferred taxes on income

Income taxes are accounted for under the asset and liability
method, which requires the recognition of deferred tax
assets and liabilities based on the estimated future tax
consequences of differences between the financial
statement carrying amounts of existing assets and liabilities
and their respective tax bases. Deferred tax assets and
liabilities are measured using enacted tax rates in effect for
the periods the temporary differences are expected to be
settled. A valuation allowance is established, as needed,

to reduce net deferred tax assets to realizable value.

A valuation allowance has not been established for our
deferred tax assets as we believe it is more likely than not,
they will be realized.

Financial instruments

We use interest rate swap agreements to manage and
reduce risk related to interest payments on our debt
instruments. We recognize all derivative financial instruments
as assets and liabilities and measure them at fair value. All
derivative financial instruments are designated and qualify
as cash flow hedges and, accordingly, the effective portions
of changes in fair value of the derivative are recorded in
other comprehensive income and are recognized in the
income statement when the hedged item affects earnings.
Ineffective portions of changes in the fair value of cash flow
hedges are recognized currently in earnings.

Overview of 2002 Financial Results

Total revenue for 2002 increased 1% to $630 million from
2001 revenue of $626 million. Net income in 2002 was $16
million, or $0.86 per diluted common share, compared with
net income of $13 million, or $0.65 per diluted common
share in 2001.
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The following table shows our revenue sources by product
line for the periods indicated.

(doltars in millions) Year ended December 31,

2002 2001 2000

Copier product line $ 375 $ 357 $ 362
Facsimile product line 255 269 281
Total revenue $ 630 $ 626 $ 643

Sales to Pitney Bowes Canada included above amounted
to $28 million, $6 million and $3 million for the years ended
December 31, 2002, 2001 and 2000, respectively.

Revenue by Product Line
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The following table shows our revenue by geographic
segment for the periods indicated.

(dollars in millions) Year ended December 31,

2002 2001 2000

United States $ 608 $ 606 $ 621
United Kingdom 22 20 22
Total revenue $ 630 $ 626 $ 643
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The following tabie shows the growth rates by revenue type
and product line for the periods indicated.

Year ended December 31,

2002 2001 2000
Sales
' Copier products 4% (3%) 2%
Facsimile products 1% (8%) (1%}
Total sales 2% (5%) 1%
Rentals
Copier products 9% 9% 20%
Facsimile products ‘ (8%) (1%) 3%
Total rentals (2%} 2% 8%
Support services 2% (7%) {4%)
Total revenue 1% (3%) 3%

We consider revenue from. equipment rentals, supplies sales
and support services to be recurring. In the years ended
December 31, 2002, 2001 and 2000, equipment rental
revenue totaled $230 million, $233 million and $228 million,
supplies sales totaled $156 million, $155 million and $165
million and support services revenue totaled $84 million,
$83 million and $89 million, respectively. We consider these
types of revenue to be recurring because they typically

are derived from equipment rentals subject to multi-year
contracts and from supplies sales and support services,
which are a natural consequence of the use of our installed
base of equipment. Although the initial term of our rental
contracts are generally three years, they typically provide a
continuing stream of revenue resulting from automatic renewal
options or new rental contracts for replacement equipment.
Historically, our recurring revenue has consistently been
approximately 75% of total revenue. However, we cannot
provide any assurance that our recurring revenue will continue
at these rates. We believe this information is useful because
it indicates our ability to generate a consistent revenue base.

Recurring Revenue as a % of Total Revenue
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Results of Operations

The following table shows our statement of operations

data, expressed as a percentage of total revenue, for the
periods indicated. The table also shows cost of sales as a
percentage of sales revenue, cost of rentals as a percentage
of rental revenue and the effective income tax rate.

As a % of total revenue, except as noted
Year ended December 31,

2002 2001 2000
Equipment sales 25% 25% 25%
Supplies sales 25% 25% 26%
Total sales 50% 50% 51% k
Equipment rentals 37% 37% 35%
Support services 13% 13% 14%
Total revenue 100% 100% 100%
: Cost of sales 32% 31% 20%
“Cost of rentals 13% 15% 14%
Selling, service and
administrative 50% 49% 39%
Operating income 5% 5% 18%
Interest expense 1% 2% 2%
Income before income taxes. 4% . 3% 16% -
Provision for income taxes 2% 1% 6%
Net income 2% 2% 10%
Cost of sales as a
percentage of sales revenue  62.7% 63.6% 56.5%
Cost of rentals as a
percentage of rental revenue 36.6% 39.5% 38.9%
© 39.9% 40.1% 39.6%

Years ended December 31, 2002 and
December 31, 2001

Revenue, In 2002, total revenue of $630 million increased
1% over the prior year total revenue of $626 million,
reflecting higher sales and support services revenue,
partially offset by lower rental revenue. Revenue attributable
to sales to Pitney Bowes Canada pursuant to the reseller
agreement that became effective upon the Distribution
amounted to $28 million. Prior to the Distribution, sales to
Pitney Bowes Canada were primarily accounted for as
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intercompany sales at cost. Excluding the impact of sales to
Pitney Bowes Canada, revenue declined 3% versus 2001.
We believe the revenue comparison excluding sales to
Pitney Bowes Canada eliminates any changes in revenue
resulting from the different accounting treatment of sales

to Pitney Bowes Canada in 2002 and reflects a more
meaningful comparison of our revenue performance.

Equipment and supplies sales revenue of $316 million
increased 2% in 2002 from $310 million in 2001. Excluding
the impact of sales to Pitney Bowes Canada, sales revenue
declined 5% compared with the prior year. Copier sales
revenue declined 3% resulting from the continued
implementation of our strategy to shift the marketing focus
of our copier product line from sales to rentals. Facsimile
sales revenue declined 10% due to lower equipment and
supply sales resulting from lower facsimile equipment usage
in the U.S. marketplace.

Equipment rental revenue of $230 million decreased 2%

in 2002 from $233 million in 2001, reflecting a decline in
facsimile rental revenue partially offset by an increase in
copier rental revenue resulting from a continuing copier
marketing focus on national accounts, which prefer a rental
placement strategy. Rental revenue derived from our copier
product line increased 9% reflecting growth in the overall
installed rental population as well as the impact of increased
placements of our high-end copiers and MFPs. Rental revenue
from our facsimite product line decreased 8% versus the prior
year resulting from lower pricing and a lower installed base.

Support services revenue, primarily derived from stand-
alone service contracts, increased 2% to $84 million in 2002
from $83 million in 2001, reflecting the combination of higher
contract pricing associated with the increased placement of
high-end digital products in the United States and increased
facsimile placements in the United Kingdom.

Cost of sales. Cost of sales was $198 million in 2002
compared with $197 million in 2001 and as a percentage of
sales revenue declined to 62.7% in 2002 from 63.6% in
2001. This decline resulted from lower product costs and
lower provision for obsolete inventory, partially offset by the
impact of equipment sales to Pitney Bowes Canada under
the reseller agreement and an increase in the mix of copier
equipment and MFPs, which have a higher cost of sales
percentage than facsimile sales. The provision to write our
inventory down to net realizable value declined $6 million to
$15 million in 2002 from $21 million in 2001.
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Cost of rentals. Cost of rentals was $84 million in 2002
compared with $92 million in 2001 and as a percentage

of rental revenue declined to 36.6% in 2002 from 39.5%

in 2001. This decline resulted from the impact of our
disciplined focus on improving profit margins coupled with
product cost improvements, partially offset by an increase in
the mix of copier and multifunctional product rentals which
have a higher cost as a percentage of rental revenue than
facsimile machines.

Selling, service and administrative expenses. Selling,
service and administrative expenses of $312 million were
50% of total revenue in 2002 compared with $306 miilion
or 49% of total revenue in 2001. Selling, service and
administrative expenses increased 2% over the prior year
resulting from increased finance and administrative costs
associated with becoming an independent public company
($14 million) and advertising expenditures associated with
our brand awareness campaign ($9 million), partially offset
by the impact of fewer employees ($10 million) and lower
bad debt write-offs ($7 million).

Purchasing and receiving costs, inspection costs,
warehousing costs and other distribution costs are included
in selling, service and administrative costs because no
meaningful allocation of these expenses to cost of sales or
cost of rentals is practicable. These costs amounted to
$16.3 million and $15.9 million for the years ended
December 31, 2002 and 2001, respectively.

Included in selling, service and administrative expenses in
2001 are allocated amounts from Pitney Bowes, reflecting
our share of overhead costs related to shared selling,
service and administrative expenses. Field sales and service
operating expenses are included in selling, service and
administrative expenses because no meaningful allocation
of these expenses to cost of sales, cost of rentals or cost of
support services is practicable.

Interest expense. Interest expense decreased to $8
million in 2002 from $10 million in 2001, primarily as a result
of lower debt levels. Interest expense for 2002 included a
loss of $0.4 million resulting from the prepayment of $8
million of the Term Loan and associated unwinding of a
portion of one of the interest rate swap agreements.

Prior to the Distribution, we participated in Pitney Bowes’
centralized cash management program, which was used to
finance our operations. Interest expense for the first nine
months of 2001 represented an allocation from Pitney
Bowes based upon the proportion of our net assets to
Pitney Bowes' net assets. The Pitney Bowes’ weighted
average borrowing rate was approximately 6.7% in the first
nine months of 2001. Interest expense for the last three
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months of 2001, when we no longer participated in the
Pitney Bowes centralized cash management program, was
$1.3 million. The weighted average interest rate was 7.1%
for 2002 and 6.3% for the last three months of 2001.

Effective tax rate. Our effective tax rate was 39.9%

in 2002 compared with 40.1% in 2001. Prior to the
Distribution, our income was included in the Pitney Bowes
consolidated income tax returns and our tax expense was
calculated as if Imagistics and Pitney Bowes filed separate
income tax returns. Qur future effective tax rate will depend
on our structure and tax strategies as a separate, independent
entity as well as any future jurisdictional rate changes and
could vary from our historical effective tax rates.

Years ended December 31, 2001 and
December 31, 2000

Revenue. In 2001, total revenue of $626 mitlion declined
3% versus the prior year tota! revenue of $643 million,
reflecting lower sales and support service revenue, partially
offset by increased rental revenue.

Equipment and supplies sales revenue of $310 million
declined 5% in 2001 from $326 million in 2000 due to lower

copier and facsimile equipment sales and lower supply sales.

The decline in copier equipment sales reflects the shift in
our copier marketing focus toward national accounts, which
emphasizes equipment rentals as opposed to equipment
sales. The decline in facsimile equipment sales reflects both
volume and price declines. Lower supply sales reflects
declining facsimile usage caused by the use of other new
technologies, such as e-mail, as well as lower prices
associated with our environmentally friendly ECO

toner cartridges.

Equipment rental revenue of $233 million increased 2% in
2001 from $228 million in 2000, reflecting the shift in our
copier marketing focus to national accounts, which require
a rental placement strategy similar to that of our facsimile
product placement strategy. We continued to implement
this strategic shift in our copier systems product line by
increasing the focus on renting our copiers, responding

to a need for financing flexibility in the major account
marketplace. During 2001, rental revenue derived from our
copier product line increased 9% reflecting growth in the
overall installed rental population as well as the impact of
increased placements of our high-end digital products.
Rental revenue from our facsimile product line declined
1% versus the prior year.

Support services revenue of $83 million, primarily derived
from stand-alone service contracts, decreased 7% in 2001

from $89 million in 2000, reflecting the strategic decision to
focus on renting, which includes service, rather than on
selling our copier and MFPs with associated service contracts.

Cost of sales. Cost of sales was $197 million in 2001
compared with $184 million in 2000 and as a percentage of
sales revenue increased to 63.6% in 2001 from 56.5% in
2000. This increase resulted from $21 million of inventory
provisions to write down to market the carrying value of

(a) our analog copier and related parts inventory in response
to the continuing market shift from analog to digital copiers,
(b) our service parts inventory to reflect quantities on hand in
excess of projected usage and (c) our sales demonstration
equipment which devalues with age. The increase was
partially offset by a decrease in our product costs from
suppliers located in Japan, reflecting the weakening of the
yen against the dollar in 2001.

Cost of rentals. Cost of rentals was $92 million in 2001
compared with $89 million in 2000 and as a percentage of
rental revenue increased to 39.5% in 2001 from 38.9% in
2000, reflecting the impact of lower industry-wide pricing on
new rental additions and contract renewals.

Selling, service and administrative expenses. Selling,
service and administrative expenses of $306 million were
49% of total revenue in 2001 compared with $253 million
or 39% of total revenue in 2000. Selling, service and
administrative expenses increased 21% over the prior year.
The increase reflects higher costs associated with the
geographic expansion of sales and service capabilities
($12 million), higher finance and administrative costs
associated with becoming an independent public company
($10 million), higher operating costs associated with.

our investment in our ERP project ($4 million), higher
warehousing and distribution costs ($3 million} and higher
employee benefit costs ($1 million). We also recorded higher
severance costs of $3 million associated with reducing our
staffing overhead and administrative costs and increased
our allowance for doubtful accounts receivable in response
to the weaker economic environment and a higher
delinquency rate resulting in incremental accounts
receivable write-offs of $8 million.

Purchasing and receiving costs, inspection costs,
warehousing costs and other distribution costs are included
in selling, service and administration costs because no
meaningful allocation of these expenses to cost of sales or
cost of rentals is practicable. These costs amounted to
$15.9 million and $14.9 million for the years ended
December 31, 2001 and 2000, respectively.
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Included in selling, service and administrative expenses are
allocated amounts from Pitney Bowes, reflecting our share
of overhead costs related to shared selling, service and
administrative expenses. Operating expenses of field sales
and service offices are included in selling, service and
administrative expenses because no meaningful allocation
of these expenses to cost of sales, cost of rentals or cost of
support services is practicable.

Interest expense. Interest expense was $10 million and
$11 million, respectively, in 2001 and 2000. Prior to the
Distribution, we participated in Pitney Bowes’ centralized
cash management program, which was used to finance our
operations. Interest expense for 2000 and the first nine
months of 2001 represents an alfocation from Pitney Bowes
based upon the proportion of our net assets to Pitney
Bowes’ net assets. The Pitney Bowes’ weighted average
borrowing rate was approximately 6.9% in 2000 and 6.7%
in the first nine months of 2001, respectively. Interest
expense for the last three months of 2001, when we no
longer participated in the Pitney Bowes centralized cash
management program, was $1.3 million and the weighted
average interest rate was 6.3%.

Effective tax rate. Our effective tax rate was 40.1% in
2001 and 39.6% in 2000. Prior to the Distribution, our
income was included in the Pitney Bowes consolidated
income tax returns and our tax expense was caiculated as
if Imagistics and Pitney Bowes filed separate income tax
returns. Our future effective tax rate will depend on our
structure and tax strategies as a separate, independent
entity as well as any future jurisdictional rate changes and
could vary from our historical effective tax rates.

Expansion of Sales and Service
Capabilities

During 2001 and 2000, we acquired certain assets and
assumed certain liabilities of ten independent dealers for
sales and service capabilities in remote geographic areas.
These acquisitions, individually or in the aggregate, were not
significant to our financial position or results of operations.
These acquisitions were accounted for using the purchase
method of accounting. The purchase price, including direct
costs of the acquisitions, was allocated to acquired assets
and assumed liabilities. The excess of the purchase price
over the net tangible assets acquired was recorded as
goodwill. The operating results of these acquisitions are
included in our financial statements from the date of the
respective acquisition.
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Liquidity and Capital Resources

On November 9, 2001 we entered into a Credit Agreement
with a group of lenders (the “Credit Agreement”) that
provided for secured borrowings or the issuance of letters of
credit in an aggregate amount not to exceed $225 million,
comprised of a $125 million Revolving Credit Facility (the
“Revolving Credit Facility”) and a $100 million Term Loan
(the “Term Loan”). The term of the Revolving Credit Facility
is five years and the term of the Term Loan is six years. Our
Credit Agreement has a rating of Ba3 from Moody’s Investor
Services and a BB+ rating from Standard & Poor’s.

We have pledged substantially all of our assets plus 65% of
the stock of our subsidiary as security for our obligations
under the Credit Agreement. Available borrowings and letter
of credit issuance under the Revolving Credit Facility are
determined by a borrowing base consisting of a percentage
of our eligible accounts receivable, inventory, rental assets
and accrued and advance billings, less outstanding
borrowings under the Term Loan.

The Credit Agreement contains financial covenants that
require the maintenance of minimum earnings before
interest, taxes, depreciation and amortization (“EBITDA”)
and a maximum leverage ratio (total debt to EBITDA), as
well as other covenants, which, among other things, place
limits on dividend payments and capital expenditures. The
Credit Agreement allowed us to originally repurchase up to
$20 million of our stock and to make acquisitions up to an
aggregate consideration of $30 million. At December 31,
2002 and 2001, we were in compliance with all of the
financial covenants.

Originally, amounts borrowed under the Revolving Credit
Facility bore interest at variable rates based, at our option,
on either the LIBOR rate plus a margin of from 2.25% to
3.00%, depending on our leverage ratio, or the Fleet Bank
base lending rate plus a margin of from 1.25% to 2.00%,
depending on our leverage ratio. Amounts borrowed under
the Term Loan bore interest at variable rates based, at our
option, on either the LIBOR rate plus a margin of 3.50% or
3.75%, depending on our leverage ratio, or the Fleet Bank
base lending rate plus a margin of 2.50% 1o 2.75%,
depending on our leverage ratio. A commitment fee of from
0.375% to 0.500% on the average daily unused portion of
the Revolving Credit Facility is payable quarterly, in arrears,
depending on our leverage ratio.

On March 19, 2002, the Credit Agreement was amended to
increase the total amount of our stock permitted to be
repurchased from $20 million to $30 million. On July 19,
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2002, the Credit Agreement was further amended to
increase the total amount of our stock permitted to be
repurchased from $30 million to $58 million and to reduce
the Term Loan interest rates to LIBOR plus a margin of from
2.75% to 3.75%, depending on our leverage ratio, or to the
Fleet Bank base lending rate plus a margin of from 1.75% to
2.75%, depending on our leverage ratio.

On March 5, 2003, the Credit Agreement was further
amended to increase the total amount of our stock
permitted to be repurchased from $58 million to $78 million,
to reduce the minimum EBITDA covenant to $100 million for
the remainder of the term of the Credit Agreement and to
revise the limitation on capital expenditures.

The Credit Agreement requires us to manage our interest
rate risk with respect to at least 50% of the aggregate
principal amount of the Term Loan for a period of at least

36 months. Accordingly, we entered into two interest rate
swap agreements in the notional amounts of $50 million and
$30 million expiring in February 2005 to convert the variable
interest rate payable on the Term Loan to a fixed interest
rate in order to hedge the exposure to variability in expected
future cash flows. These interest rate swap agreements have
been designated as cash flow hedges. The counterparties to
the interest rate swap agreements are major international
financial institutions. We monitor the credit quality of these
financial institutions and do not anticipate any losses as a
result of counterparty nonperformance. Under the terms of
the swap agreements, we will receive payments based

upon the 90-day LIBOR rate and remit payments based
upon a fixed rate. The fixed interest rates are 4.17% and
4.32% for the $50 million and the $30 million swap
agreements, respectively.

Our initial borrowings of $150 million under the Credit
Agreement, consisting of $300 million under the Term Loan
and $50 million under the Revolving Credit Facility, were used
to repay amounts due to Pitney Bowes and to pay a dividend
to Pitney Bowes. At December 31, 2001, Pitney Bowes
Credit Corporation (“PBCC”) provided substantially all

of our Term Loan. During 2002, PBCC disposed of its
commitments under the Credit Agreement and is no longer
a participant in the Credit Agreement.

During the third quarter of 2002, we revised our cash flow
estimates and prepaid $8 million of the amount outstanding
under the Term Loan. This prepayment was covered by a
portion of the $30 million interest rate swap agreement that
had been designated as a cash flow hedge. Since it is no
longer probable that the hedged forecasted transactions
related to the $8 million Term Loan prepayment will occur,

we recognized a loss related to that portion of the swap
agreement underlying the amount of the prepayment

by reclassifying $0.4 million from accumulated other
comprehensive loss into interest expense. We also unwound
$8 million of the $30 million interest rate swap agreement.

At December 31, 2002, two interest rate swap agreements
in the notional amounts of $50 million and $22 million were
outstanding, the aggregate fair value of which was an
obligation of $3.7 million. This obligation is reported in
other liabilities in the consolidated balance sheet and the
unrealized loss relating to the outstanding swap agreements
was included in other comprehensive loss in stockholders’
equity. The interest rate swap agreements were 100%
effective in 2002,

At December 31, 2002, $74 million of borrowings were
outstanding under the Credit Agreement, consisting solely of
borrowings under the Term Loan and the borrowing base
amounted to approximately $125 million. The Term Loan is
payable in 16 consecutive equal quarterly installments of
$0.2 million due March 31, 2003 through December 31,
2006, three consecutive equal quarterly installments of
$17.8 million due March 31, 2007 through September 30,
2007 and a final payment of $17.8 million due at maturity.
At December 31, 2001, $117 million of borrowings were
outstanding under the Credit Agreement, consisting of $17
million of borrowings under the Revolving Credit Facility and
$100 million of borrowings under the Term Loan, and the
borrowing base amounted to approximately $126 million.
As of February 28, 2003, $74 million of borrowings were
outstanding under the Credit Agreement, consisting solely
of $74 million of borrowings under the Term Loan and the
borrowing base amounted to approximately $124 million.
The weighted average interest rate on borrowings
outstanding under the Credit Agreement was approximately
7.10% and 6.30% during 2002 and 2001, respectively, after
giving effect to the interest rate swap agreements.
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The ratio of current assets to current liabilities declined to
2.6 to 1 at December 31, 2002 compared to 3.4 to 1 at
December 31, 2001 due to reductions in accounts
receivable and inventory and an increase in accounts
payable and accrued liabilities. At December 31, 2002, our
total debt as a percentage of total capitalization declined to
21.9% from 29.1% at December 31, 2001 due to debt
repayments offset in part by stock repurchases.

Historically, our cash flow has been positive. We expect our
cash flow to remain positive although we do expect our
cash generation to moderate as our ability to continue to
provide cash through changes in working capital is reduced.

Net cash provided by operating activities was $158 million,
$148 million and $138 million for the years ended December
31, 2002, 2001 and 2000, respectively. Net income was $16
million, $13 million and $64 million in 2002, 2001 and 2000,
respectively. Non-cash charges for depreciation and
amortization and provisions for bad debt and inventory
obsolescence in the aggregate provided cash of $102
million, $116 million and $81 million for 2002, 2001 and
2000, respectively. The provision for bad debt of $12 million
in 2001 was significantly higher than historical levels
reflecting an increase in the rate of delinquencies. In 2002
and 2001 the provision to write down excess and obsolete
inventory amounted to $15 million and $21 million,
respectively, and was higher than historical levels to
recognize the impact of the continuing market shift from
analog to digital equipment on the market value of our
inventory. Changes in the principal components of working
capital provided cash of $38 million and $21 million in 2002
and 2001, respectively and resulted in a usage of cash of
$5 million in 2000. Of the $38 million of cash provided by
working capital changes in 2002, approximately $17 million
was due to improved collection results. In addition,
approximately $18 million resulted from the accrual in our
accounts of costs that had been included in amounts due to
Pitney Bowes prior to the Distribution and included $7
million in income taxes, $5 million in employee medical and
benefit costs and $6 million of higher accrual levels for
administrative costs associated with becoming and
independent public company. in addition, approximately

$3 million of the increase in accounts payable and accrued
liabilities resulted from costs associated with the ERP project.
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Cash Flows Provided By Operating
Activities and Capital Expenditures
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We used $67 million, $85 million and $95 million in investing
activities for the years ended December 31, 2002, 2001 and
2000, respectively. Investment in rental equipment assets
totaled $48 million, $66 million and $80 million in 2002, 2001
and 2000, respectively. The lower level of rental equipment
expenditures in 2002 primarily reflects lower product costs.
Capital expenditures for property, plant and equipment were
$19 million, $18 million and $4 million in 2002, 2001 and
2000, respectively. Investment in our ERP system accounted
for $10 million and $7 million of the capital expenditures

for property, plant and equipment for 2002 and 2001,
respectively. In 2001 and 2000, other investing activities
consisted of the acquisition of independent dealers to
expand our sales and service capabilities as described above.

Cash used in financing activities was $79 million, $47 million
and $44 million for the years ended December 31, 2002,
2001 and 2000, respectively. Cash used in financing
activities in 2002 reflects repayments of $17 million under
the Revolving Credit Facility and $26 million under the Term
Loan and the repurchase of 1.9 million shares of our stock
at a cost of $37 million. In March 2002, the Board of
Directors approved a $30 million stock buy back program. In
October 2002, the Board of Directors authorized the
repurchase of an additional $28 million of our stock, raising
the total authorization to $58 million. Currently, we intend to
continue repurchasing our stock. In 2001, cash used in
financing activities reflects advances to Pitney Bowes offset
by increases in amounts due to Pitney Bowes for corporate
allocations and other intercompany charges, as well as
borrowings of $100 million under the Term Loan and net
borrowings of $17 million under the Revolving Credit Fagcility.
In 2001, we used borrowings under the Term Loan and
Revolving Credit Facility to repay amounts due to Pitney
Bowes and to pay a dividend to Pitney Bowes. Cash

used in financing activities in 2000 reflects advances to
Pitney Bowes offset by increases in amounts due to

Pitney Bowes for corporate allocations and other
intercompany charges.
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The following table depicts our future payments under
material contractual obligations:

Payments Due by Period
Less than 1-3 4-5  After5
Total 1 year years years years
long-termdebt $74 $1 $2 $71 $ -
Operating leases 32 9 18 3 2

Long-term debt payments are related to the Credit
Agreement. Payments under operating leases relate to the
lease and sub-lease of properties including sales and
service offices under long-term lease agreements with
initial terms extending from three to fifteen years as
described in “Properties” located in Part |, Item 2 of our
2002 Annual Report on Form 10-K. We have no material
commitments other than supply agreements with vendors
that extend only to equipment ordered under purchase
orders; there are no long-term purchase requirements. We
do not have any capital leases or off-balance sheet
arrangements to finance our business.

We will continue to make additional investments in facilities,
rental equipment, computer equipment and systems and
our distribution network as required to support our revenue
growth. We anticipate investments in rental equipment
assets for new and replacement programs in amounts
consistent with prior years. We estimate that we will invest
approximately $30 million to $35 million over the next

12 - 18 months to enhance our information systems
infrastructure and implement our ERP system.

In connection with the Distribution, we entered into certain
agreements pursuant to which we may be obligated to
indemnify Pitney Bowes with respect to certain matters.

We agreed to assume all liabilities associated with our
business, and to indemnify Pitney Bowes for all claims
relating to our business. These may be claims by or against
Pitney Bowes or us relating to, among other things,
contractual rights under vendor, insurance or other
contracts, trademark, patent and other intellectual property
rights, equipment, service or payment disputes with
customers and disputes with employees.

We and Pitney Bowes entered into a tax separation
agreement, which governs our and Pitney Bowes’
respective rights, responsibilities and obligations after the
Distribution with respect to taxes for the periods ending on
or before the Distribution. In addition, the tax separation
agreement generally obligates us not to enter into any

transaction that would adversely affect the tax-free nature
of the Distribution for the two-year period following the
Distribution, and obligates us to indemnify Pitney Bowes
and affiliates to the extent that any action we take or fail
to take gives rise to a tax liability with respect to

the Distribution.

In each of these circumstances, payment by us is
contingent on Pitney Bowes making a claim. As such, it
is not possible to predict the maximum potential future
payments under these agreements. As of December 31,
2002, we had not paid any amounts to Pitney Bowes
pursuant to the above indemnifications. However, we have
paid amounts to defend and resolve claims and litigation
related to our business that we assumed as part of the
Spin-off. We believe that if we were to incur a loss in any
of these matters, such loss would not have a material
effect on our financial position, resuits of operations or
cash flows.

Our cash flow from operations, together with borrowings
under the Credit Agreement, are expected to adequately
finance our operating cash requirements and capital
expenditures for the foreseeable future. We expect to fund
further expansion and long-term growth primarily with
cash flows from operations, borrowings under the Credit
Agreement and possible future sales of additional equity or
debt securities.

Risk Factors that Could Cause
Results to Vary

Risk Factors Relating to Separating
Our Company from Pithey Bowes

We have a limited history operating as an independent
entity and may be unable to make the changes necessary
to operate successfully as a stand-alone entity, or may
incur greater costs as a stand-alone entity that may cause
our profitability to decline,

Prior to the Distribution, our business was operated by
Pitney Bowes as a division of its broader corporate
organization, rather than as a separate stand-alone entity.
Pitney Bowes assisted us by providing corporate functions
such as legal, tax and information technology functions.
Following the Distribution, Pitney Bowes has no obligation
to provide assistance to us other than certain interim and
transitional services to be provided by Pitney Bowes.
Because our business had not previously been operated as
a stand-alone entity, there can be no assurance that we will
be able to successfully implement the changes necessary
to operate independently or will not incur additional costs
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as a result of operating independently. We are
implementing an ERP system intended to replace the
information technology (“IT”) services provided by Pitney
Bowes under the transition services agreement. Due to
unanticipated delays in implementation of Phase Ii of the
ERP system, we and Pitney Bowes have agreed to an
extension until June 30, 2003 or, upon our request,
December 31, 2003, of the transition services agreement
as it relates to IT services. In January 2003, we received
a favorable ruling from the Internal Revenue Service
indicating that the extension of the transition services
agreement as it relates to IT services, through December
2003, will not affect the tax-free nature of the Spin-off.
Any failure to implement the critical ERP applications
appropriately by the given extension date would have a
material adverse affect on our financial position, results of
operations and cash flows.

Pitney Bowes has been and is expected to continue to be
a significant customer. In 2002 and 2001, revenues from
Pitney Bowes, exclusive of equipment sales to PBCC for
lease to the end user, accounted for approximately 9%
and 4%, respectively, of our total revenue. However, no
assurance can be given that Pitney Bowes will continue to
purchase our products and services.

In connection with the Distribution, Imagistics and Pitney
Bowes entered into a non-exclusive intellectual property
agreement that allows us to operate under the “Pitney
Bowes” brand name for a term of up to two years after the
Distribution. However, this agreement may be terminated if
we or Pitney Bowes elect to terminate the non-competition
obligations contained in the distribution agreement. In
2002, we began introducing new products under the
“Imagistics” brand name and we initiated a major brand
awareness advertising campaign to establish our new
brand name. Brand name recognition is an important part
of our overall business strategy and we cannot assure you
that customers will maintain the same level of interest

in our products when we can no longer use the Pitney
Bowes brand name.

Risk Factors Relating to Our Business

The document imaging and management industry is
undergoing an evolution in product offerings, moving
toward the use of digital and color technology in a
muitifunctional office environment. Our continued success
will depend to a great extent on our ability to respond to
this rapidly changing environment by developing new

options and document imaging solutions for our customers.
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The proliferation of e-mail, multifunctional products
and other technologies in the workplace may lead to

a reduction in the use of traditional copiers and

fax machines. We cannot anticipate whether other
technological advancements will substantially minimize
the need for our products in the future.

Many of our rental customers have contract provisions
allowing for technology and product upgrades during the
term of their contract. If we have priced these upgrades
improperly, this may have an adverse effect on our
profitability and future business. If many of our customers
exercise their contractual rights to upgrade to digital
equipment, we may experience returns of a large number of
analog machines and a subsequent loss of book value on
these machines.

The document imaging solutions industry is very
competitive; we may be unable to compete favorably,
causing us to lose sales to our competitors. Our future
success depends, in part, on our ability to deliver enhanced
products, service packages and business processes such
as e-commerce capabilities, while also offering competitive
price levels.

We rely on outside suppliers to manufacture the products
that we distribute, many of whom are located in the Far
East. In addition, one manufacturer supplies a significant
portion of our new copier and multifunctionat equipment. If
this manufacturer discontinues its products or is unable to
deliver us products in the future or if political changes,
economic disruptions or natural disasters occur where its
production facilities are located, we will be forced to
identify an alternative supplier or suppliers for the affected
product. Although we are confident that we can identify
alternate sources of supply, we may not be successful in
doing so. Even if we are successful, the replacement product
may be more expensive or may lack certain features of the
discontinued product and we will experience some delay in
obtaining the product. Other events that disrupt the shipment
to or receipt of ocean freight at U.S. ports, such as labor
unrest, war or terrorist activity could delay, prevent or add
substantial cost to the Company’s receipt of such products.
Any of these events would cause disruption to our customers
and could have an adverse effect on our business.

Inflation

Inflation, although moderate in recent years, continues to
affect worldwide economies and the ways companies
operate. Although the cost of copier, facsimile and
multifunctional equipment has been declining for the last
two years, inflation increases labor costs and operating
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expenses and may, in the future, raise costs associated
with replacement of fixed assets such as rental equipment.
In addition to inflation pressures, industry-wide pricing
pressures have negatively impacted our profit margins.
Despite these growing costs and industry-wide pricing
pressures, we have generally been able to partially offset
declining profit margins through productivity and efficiency
improvements and control of operating expense levels.

Foreign Currency

Much of our international business is transacted in local
currency. Approximately 21% and 68% of our total product
purchases, based on costs, were denominated in yen in
2002 and 2001. Our margins were negatively impacted in
2002 because the strong Japanese yen resulted in higher
product costs on yen denominated purchases from our
Japanese vendors. Our margins were positively impacted
in 2001 as the weak Japanese yen resulted in lower
product costs on yen denominated purchases from our
Japanese vendors. In 2002, the value of the yen increased
approximately 8% against the U.S. dollar while in 2001, the
value of the yen declined approximately 12% against the
U.S. dollar. We do not currently utilize any form of derivative
financial instruments to manage our exchange rate risk. We
manage our foreign exchange risk by attempting to pass
through to our customers any cost increases related to
foreign currency exchange. However, no assurance can be
given that we will be successful in passing cost increases
through to our customers in the future.

Legal Matlers

In connection with the Distribution, we agreed to assume
all liabilities associated with our business, and to indemnify
Pitney Bowes for all claims relating to our business. In the
normal course of business, Pitney Bowes has been party -
to occasional lawsuits relating to our business. These may
involve litigation by or against Pitney Bowes or Imagistics
relating to, among other things, contractual rights under
vendor, insurance or other contracts, intellectual property or
patent rights, equipment, service or payment disputes with
customers and disputes with employees.

On October 4, 2002, Imagetec L.P, (Imagetec”), a dealer
of copiers, printers and fax machines located in McHenry,
lllinois, filed suit against us in the United States District
Court, Northern District of lllinois for unfair competition
under the Lanham Act and lllinois common law. The suit
alleges that our trademark is confusingly similar with
Imagetec’s federally registered trademarks and creates a
likelihood of confusion with Imagetec’s marks. The suit

seeks injunctive relief and monetary damages in an
unspecified amount, including treble damages for alleged
willful and deliberate conduct. We believe that the plaintiff’s
complaint is without merit and we intend to defend the
lawsuit vigorously.

In connection with the Distribution, liabilities were
transferred to us for matters where Pitney Bowes was a
plaintiff or a defendant in lawsuits, relating to our business
or products. We have not recorded liabilities for loss
contingencies since the ultimate resolutions of the legal
matters cannot be determined and a minimum cost or
amount of loss cannot be reasonably estimated. In our
opinion, none of these proceedings, individually or in the
aggregate, should have a material adverse effect on our
consolidated financial position, results of operations or
cash flows.

Environmental Matters

We are subject to Federal, state and local laws intended
to protect the environment. We believe that, as a general
matter, our policies, practices and procedures are properly
designed to reasonably prevent the risk of environmental
damage and financial liability to the Company.

Recent Accounting Pronouncements

In August 2001, the Financial Accounting Standards Board
(“FASB”) issued SFAS No. 143, “Accounting for Asset
Retirement Obligations.” SFAS No. 143 is effective for
financial statements of both interim and annual periods
ending after June 15, 2002 and requires the recognition of
an asset retirement obligation when an entity incurs a legal
obligation associated with the retirement of a tangible
long-lived asset and the amount of the liability can be
reasonably estimated. We adopted SFAS No. 143 in 2002.
The adoption of SFAS No. 143 did not have a material
impact on our financial position, results of operations or
cash flows.

in October 2001, the FASB issued SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets.” SFAS No. 144 supercedes SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and
Long-Lived Assets to be Disposed Of” and establishes
accounting and reporting standards for long-lived assets,
excluding goodwill, to be used, held for sale or disposed of
other than by sale. SFAS No. 144 is effective for financial
statements of both interim and annual periods ending after
December 15, 2002 and requires an entity to recognize an
impairment loss in an amount equal to the difference
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between the carrying amount of the long-lived asset and
its fair value if the carrying amount of the asset is not
recoverable from undiscounted cash flows. We adopted
SFAS No. 144 effective January 1, 2002. The adoption
of SFAS No. 144 did not have a material impact on our
financial position, results of operations or cash flows.

In April 2002, the FASB issued SFAS No. 145, “Rescission
of FASB Statements No. 4, 44, and 64, Amendment of
FASB Statement No. 13, and Technical Corrections.”
SFAS No. 145 updates, clarifies and simplifies existing
accounting pronouncements. As a result of rescinding
SFAS No. 4 and SFAS No. 64, the criteria in Accounting
Principles Board Opinion (*APB”) No. 30 will be used to
classify gains and losses from extinguishment of debt. The
provisions of SFAS No. 145 related to the rescission of
SFAS No. 4 are effective for fiscal years ending after May
15, 2002. The provisions of SFAS No. 145 related to SFAS
No. 13 are effective for transactions occurring after May 15,
2002 and all other provisions of SFAS No. 145 are effective
for financial statements of both interim and annual periods
ending after May 15, 2002. We adopted the required
provisions of SFAS No. 145 in 2002. The adoption of the
required provisions of SFAS No. 145 did not have a
material impact on our financial position, results of
operations or cash flows. The implementation of all other
provisions of SFAS No. 145 is not expected to have a
material impact on our financial position, results of
operations or cash flows.

Iin September 2002, the FASB issued SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal
Activities.” SFAS No. 146 is effective for exit and disposal
activities initiated after December 31, 2002 and provides
guidance on the recognition and measurement of liabilities
associated with disposal activities. We adopted SFAS

No. 146 on January 1, 2003. The adoption of SFAS No. 146
did not have a material impact on our financial position,
results of operations or cash flows.

In November 2002, the FASB Emerging Issues Task Force
reached a consensus on issue No. 00-21 “Accounting

for Revenue Arrangements with Multiple Deliverables”
(“EITF 00-217). EITF 00-21 applies to certain contractually
binding arrangements under which a company performs
muitiple revenue generating activities and requires that

all companies account for each element within an
arrangement with multiple deliverables as separate units
of accounting if (a) the delivered item has value on a
stand-alone basis, (b) there is objective and reliable
evidence of fair value and (c) the amount of the total
arrangement consideration is fixed. EITF 00-21 is effective
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for revenue arrangements entered into in fiscal periods
beginning after June 15, 2003. We are evaluating the
provisions of EITF 00-21 and whether its implementation
will have a material impact on our financial position, results
of operations or cash flows.

In November 2002, the FASB approved FASB Interpretation
(“FIN™) No. 45, “Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others.” FIN No. 45
elaborates on the existing disclosure requirements for
certain guarantees and clarifies that at the time a company
issues a guarantee, a liability must be recognized for the
fair value of the obligations assumed under that guarantee.
In addition, certain disclosures are required in interim and
annual financial statements. FIN No. 45 is effective on a
prospective basis for guarantees issued after December 31,
2002. The disclosure requirements are effective for financial
statements of both interim and annual periods ending after
December 15, 2002. We adopted the disclosure provisions
of FIN No. 45 as of December 31, 2002. The adoption of
the disclosure provisions of FIN No. 45 did not have a
material impact on our financial position, results of
operations or cash flows. The adoption of the liability
recognition provisions of FIN No. 45 are not expected to
have a material impact on our financial position, results of
operations or cash flows.

In December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock-Based Compensation - Transition
and Disclosure.” SFAS No. 148 amends SFAS No. 123,
“Accounting for Stock-Based Compensation,’ to provide
alternative methods of transition for companies that
voluntarily change to the fair value based method of
accounting for stock-based employee compensation. SFAS
No. 148 also amends the disclosure provisions of SFAS
No. 123 and APB No. 28, “Interim Financial Reporting;’ to
require disclosure in the summary of significant accounting
policies of the effects of an entity’'s accounting policy

with respect to stock-based employee compensation on
reported net income and earnings per share in annual and
interim financial statements. The disclosure provisions of
SFAS No. 148 are effective for both interim and annual
periods ending after December 15, 2002. We adopted the
disclosure provisions of SFAS No. 148 as of December 31,
2002. The adoption of the disclosure provisions of SFAS
No. 148 did not have a material impact on our financial
position, results of operations or cash flows.
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REPORT OF MANAGEMENT
IMAGISTICS INTERNATIONAL INC.

Report of Management

Management is responsible for preparing the Company’s
consolidated financial statements and the other information
contained in this annual report. The consolidated financial
statements have been prepared in accordance with
accounting principles generally accepted in the United
States of America.

Management is responsible for the integrity and objectivity
of the consolidated financial statements, including the
estimates and judgments made in the preparation and
presentation of the consolidated financial statements.
Management believes that these estimates and judgments
are reasonable under the current circumstances.

Management is responsible for maintaining a system of
accounting policies, practices and internal accounting
controls that are designed to provide reasonable
assurance, at appropriate cost, that the Company’s assets
are adequately safeguarded and that transactions are
executed in accordance with management’s authorization
and are properly recorded in the consolidated financial
statements. Management is also responsible for
maintaining a system of disclosure controls designed to
provide reasonable assurance, at appropriate cost, that
the information reported by the Company is accurate

and complete.

The Board of Directors has an Audit Committee comprised
entirely of qualified individuals who are not employees of
the Company. The Audit Committee recommends the

selection of the independent accountants who are then
appointed by the Board of Directors and ratified by the
stockholders. The Audit Committee meets regularly with
management and the independent accountants to review
accounting, internal control, and auditing and financial
reporting matters.

The Board of Directors also has an Executive
Compensation and Development Committee and a
Governance Committee. These committees are comprised
solely of individuals who are not employees of the
Company. The Executive Compensation and Development
Committee, among other things, oversees executive
compensation policies and programs, including incentive
compensation and stock plans. The Governance
Committee, among other things, reviews and evaiuates
the effectiveness of the Company’s governance

and administration.

e Bieslow

Marc C. Breslawsky
Chairman and Chief Executive Officer

Joseph D. Skrzypczak%

Chief Financial Officer

REPORT OF INDEPENDENT ACCOUNTANTS
IMAGISTICS INTERNATIONAL INC.

To the Stockholders and Board of
Directors of Imagistics International Inec.

In our opinion, the accompanying consolidated balance
sheets and related consolidated statements of operations,
of changes in stockholders’ equity and comprehensive
income (loss) and of cash flows present fairly, in all material
respects, the financial position of Imagistics International
Inc. and its subsidiary (the “Company”) at December 31,
2002 and 2001, and the consolidated results of their
operations and their cash flows for each of the three years
in the period ended December 31, 2002 in conformity with
accounting principles generally accepted in the United
States of America. These financial statements are the
responsibility of the Company’s management; our
responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits
of these statements in accordance with auditing standards
generally accepted in the United States of America, which
require that we pian and perform the audit to obtain
reasonable assurance about whether the financial

statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant
estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As discussed in Note 3 to the consolidated financial
statements, the Company adopted Financial Accounting
Standards Board Statement No. 142, “Goodwill and Other
Intangible Assets.”

Pra'ecoillictmerCocpic £1F
PricewaterhouseCoopers LLP
Stamford, Connecticut
February 4, 2003, except for Note 16,
as to which the date is March 5, 2003.
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Consolidated Statements of Operations

(dollars in thousands, except per share amounts) Years ended December 31,
2002 ‘ | 2001 éOOO

Revenue:

Sales $ 316,328 $ 310,258 $ 326,046

Rentals 229,677 233,180 227,790

Support services 83,925 82,638 88,922 .
Total revenue 629,930 626,076 642,758

Cost of sales 198,437 197,300 184,265

Cost of rentals 84,114 92,191 88,506

Selling, service and administrative expenses ’ 311,924 305,799 252,799 .
Operating income 35,455 30,786 117,188

Interest expense 8,106 9,825 11,281
Income before income taxes » 27,349 20,961 105,907

Provision for income taxes ‘ 10,906 8,402 41,903
Net income 0§ 16443  § 12550  § 64,004
Earnings per share:

Basic $ 088 $ 065 $ 3.29

Diluted - 0.86 $ 0.65 $ 3.29
Shares used in computing earnings per share:

Basic 18,631,895 19,463,007 - 19,463,007

Diluted 19,134,158 19,479,899 19,479,121

See Notes to Consolidated Financial Statements
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CONSCLIDATED BALANCE SHEETS

IMAGISTICS INTERNATIONAL INC.

Consolidated Balance Sheets

(dollars in thousands, except per share amount) December 31,
- 2002 2001
Assets
Current assets:
Cash $ 31,325 $ 18,844
Accounts receivable, less allowances of $5,792 and $6,188 at
December 31, 2002 and 2001, respectively 84,142 105,913
Accrued billings 26,125 25,144
Inventories 106,002 124,005
Current deferred taxes on income 20,518 14,825
Other current assets and prepaid expenses 5,173 3,975
Total current assets 273,285 292,706
Property, plant and equipment, net 43,812 30,814
‘Rental equipment, net 88,433 113,924
Goodwill, net of amortization of $4,855 52,600 52,600
Other assets 6,776 7,632
Total assets $ 464,906 $ 497,676
Liabilities and Equity
Current liabilities: » ‘
~ Current portion of long-term debt $ 749 $ 1,000
Accounts payable and accrued liabilities 77,590 54,770
Advance billings 27,243 29,376
Total current liabilities 105,582 85,146
Long-term debt 73,399 116,000
Deferred taxes on income 15,320 9,161
Other liabilities 6,358 1,930
Total liabilities 200,659 212,237
Commitments and contingencies (see Note 10) - -
Stockholders’ equity:
Preferred stock ($1.00 par value; 10,000,000 shares authorized, none issued) - -
Common stock {($0.01 par value, 150,000,000 shares authorized, 19,813,517
and 18,463,007 issued at December 31, 2002 and 2001, respectively) 198 195
Additional paid in capital 294,370 289,517
Retained earnings (deficit) 14,522 (1,921)
Treasury stock, at cost (1,936,760 shares and none at December 31, 2002
and 2001, respectively) (36,549) -
Unearned compensation (3,217) -
Accumulated other comprehensive loss (5,077) (2,352)
Total stockholders’ equity 264,247 285,439
Total liabilities and stockholders’ equity $ 464,906 $ 497,676

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME (LOSS)

IMAGISTICS INTERNATIONAL INC.

Consolidated Statements of Changes in Stockholders’ Equity and Comprehensive Income (Loss)

(doltars in thousands)

Accumulated

other
Additional Retained Unearned Owner’s Compre- compre-
Common Stock paid in earnings Treasury Stock compen- net hensive hensive
Shares Par value capital (deficit) Shares Cost sation  investment income (loss)
Balance at
January 1, 2000 $299,033 $ - $ (59
Net income 64,004 $ 64,004
Net advances to
Pitney Bowes (50,286)
Translation adjustment (2,664) (2,664)
Balance at
December 31, 2000 312,751 $ 61,340 (2,723)
Net income (1,921) 14,480 $ 12,559
Net advances to
Pitney Bowes (87,519)
Translation adjustment 70 70
Unrealized gain on
cash flow hedges 301 301
Recapitalization
upon Distribution 19,463,007 195 289,517 (289,712)
Balance at
December 31, 2001 19,463,007 195 289,517 (1,921) - $ 12,930 (2,352)
Net income 16,443 $ 16,443
Translation adjustment 1,285 1,285
Unrealized loss on
cash flow hedges 4,0100 (4,010)
Issuance of stock under
restricted stock plans 347,000 3 4,823 (4,826)
Exercise of )
stock options 3,510 30
Purchase of
treasury stock 1,936,760 (36,549)
Amortization of
uneamed compensation 1,609
Balance at
December 31,2002 19,813,517 $198 $294,370 $ 14,522 1,936,760 $(36,549) $(3,217) $ - $ 13,718 $(5,077)

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS
IMAGISTICS INTERNATIONAL INC.

Consolidated Statements of Cash Flows

(dollars in thousands) Year ended December 31,

2002 2001 2000

Cash flows from operating activities:
Net income $ 16,443 $ 12,559 $ 64,004

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization | 81,593 82,725 73,755
Provision for bad debt 4,886 12,089 3,801
Provision for inventory obsolescence 15,1583 ‘ 20,956 3,384
Deferred taxes on income : 467 ‘ 3,216 (130)
C‘hénge in assets and liabilities, net of achisifions: o S
Accounts receivable : 16,886 | (2,818) 6,534
Accrued billings ; (981) (3,335) (2,004)
Inventories 2850 | 5074 (29,387)
Other current assets and prepaid expenses (1,198) : (2,186) 4,622
Accounts payable and accrued liabilities , 22,819 24,946 15,143
Advance billings (2,133) (404) (88)
Other, net 1,666 (5,009) (1,845)
Net cash provided by operating activities 158,451 147,813 137,789

Cash flows from investing activities:

Expenditures for rental equipment assets (48,062) (65,936) (81,938)
Expenditures for property, plant and equipment : (18,537) (18,411) (1,677)
Other investing activities - (676) {11,657)

Net cash used in investing activities ‘ (66,599) (85,023) (95,272)

‘Cash flows from financing activities: “

" Due to Pitney Bowes - (122,182) 6,71v6
Advances to Pitney Bowes - (37,519) (50,286)
Exercise of stock options 30 - -
Purchase of treasury stock : {36,549) - -
(Repayments) borrowings under term loan (25,852) 100,000 -
Net (repayments) borrowings under revolving credit facility (17,000) 17,000 -
Payments of financing fees , - (4,345) -

Net cash used in financing activities (79,371) . (47,046) (43,570)

‘Increase (decrease) in cash ' 12,481 15,744 (1,053}

jCash at beginning of period 18,844 3,100 4,153

Cash at end of period $ 31,325 $ 18,844 $ 3,100

See Notes to Consolidated Financial Statements
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(dollars in thousands, except as otherwise indicated)

Note 1

BACKGROUND AND BASIS OF PRESENTATION

Background

Imagistics international Inc. (the “Company” or “Imagistics”)
is a large independent direct sales, service and marketing
organization offering document imaging solutions, including
copiers, facsimile machines and multifunctional products,
primarily to large corporate and government customers, as
well as to mid-size and regional businesses. In addition, the
Company offers specialized document imaging options
including digital, analog, color and/or networked products
and systems.

On December 11, 2000, the board of directors of Pitney
Bowes Inc. (“Pitney Bowes”) initiated a plan to spin-off
substantially all of its office systems businesses to its
stockholders as an independent publicly traded company.
On December 3, 2001, Imagistics was spun off from Pitney
Bowes pursuant to a contribution by Pitney Bowes of
substantially all of its office systems businesses to the
Company and a distribution of the stock of the Company to
stockholders of Pitney Bowes based on a distribution ratio
of 1 share of Imagistics stock for every 12.5 shares of Pitney
Bowes stock held at the close of business on November 19,
2001 (the “Distribution”).

The Company was incorporated in Delaware on February
28, 2001 as Pitney Bowes Office Systems, Inc., a wholly
owned subsidiary of Pitney Bowes. On that date, 100 shares
of the Company’s common stock, par vailue $.01 per share,
were authorized, issued and outstanding. On October 12,
2001, the Company changed its name to imagistics
International Inc. At the Distribution, the Company’s
authorized capital stock consisted of 10,000,000 shares of
preferred stock, par value $1.00 per share and 150,000,000
shares of common stock, par value $.01 per share. The
Company issued 19,463,007 shares of common stock in
connection with the Distribution described above.

Pitney Bowes has received tax rulings from the Internal
Revenue Service stating that, subject to certain
representations, the Distribution qualifies as tax-free to
Pitney Bowes and its stockholders for United States federal
income tax purposes.

Basis of presentation

The consolidated financial statements as of and for the year
ended December 31, 2002 depict Imagistics’ results as a
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stand-alone company. The consolidated financial statements
as of and for the years ended December 31, 2001 and 2000
include certain historical assets, liabilities and related
operations of the United States and United Kingdom office
systems business, which were contributed to the Company
from Pitney Bowes prior to the Distribution. Accordingly, the
consolidated financial statements prior to December 3, 2001
were derived from the financial statements and accounting
records of Pitney Bowes using the historical results of
operations and historical basis of assets and liabilities of
the United States and United Kingdom office systems
businesses. Prior to the formation of the Company, the
office systems business was operated as a division of Pitney
Bowes, and, as such, Pitney Bowes’ investment in the
Company is shown in lieu of stockholders’ equity in the
consolidated financial statements for 2000. The Company
began accumulating retained earnings on December 3,
2001, the date of the Distribution. Management believes

the assumptions underlying the consolidated financial
statements for the years ended December 31, 2001 and
2000 are reasonable. However, the consolidated financial
statements included herein may not necessarily reflect the
Company'’s financial position, results of operations and cash
flows in the future or what its financial position, results of
operations and cash flows would have been prior to the
Distribution had the Company operated as a stand-alone
entity during those periods.

The consolidated financial statements of the Company for
the period through the Distribution and for 2000 include
allocations of certain Pitney Bowes’ corporate expenses.
Corporate expense allocations have been primarily charged
based on the ratio of the Company’s costs and expenses
to Pitney Bowes’ costs and expenses. The Company’s
allocated expenses primarily include administrative
expenses such as accounting services, real estate costs,
customer service support in remote geographic areas and
information technology and amounted to $24.8 miliion for
the period from January 1, 2001 through the Distribution
and $26.3 million in 2000. The Company’s management
believes the amount of these services were a reasonable
representation of the services provided or benefits received
by the Company.

Prior to the Distribution, the Company participated in Pitney
Bowes’ centralized cash management program, which was
used to finance the Company’s operations. Cash deposits
from the Company were transferred to Pitney Bowes on a
regular basis and were netted against the due to Pitney
Bowes account. As a result, none of Pitney Bowes’ cash,
cash equivalents or debt at the corporate level had been
allocated to the Company in the consolidated financial
statements for periods prior to the Distribution. Cash in the
consolidated financial statements during these periods
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represents amounts held locally by the Company’s
operations in remote geographic areas and funds
unavailable for transfer to Pitney Bowes.

The Company’s consolidated financial statements for the
period through the Distribution and for 2000 included
interest expense allocated to the Company based on a
relationship between the Company’s net assets and Pitney
Bowes’ net assets. Interest expense allocated from Pitney
Bowes totaled $8.5 million for the period from January 1,
2001 through the Distribution and $11.3 million in 2000. The
weighted average interest rate was 6.70% for the period
from January 1, 2001 through the Distribution and 6.87%

in- 2000. The Company believes these were reasonable
estimates of the cost of financing the Company’s assets and
operations in the past. However, the net asset balances
used to calculate interest expense and the interest rates
associated with abligations to Pitney Bowes are not
necessarily representative of the levels the Company
experiences as a stand-alone entity.

Note 2

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Principles of consolidation

The consolidated financial statements inciude the accounts
of the United States and United Kingdom operations of the
Company. All significant transactions between the United
States and the United Kingdom have been eliminated.
Transactions between the Company and Pitney Bowes are
included in these consolidated financial statements and
not eliminated.

Use of estimates

The preparation of consolidated financial statements in
conformity with accounting principles generally accepted in
the United States of America requires management to make
estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets
and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the
reporting period. These estimates include assessing the
allocation of costs from Pitney Bowes, the collectibility of
accounts receivable, the use and recoverability of inventory,
the useful lives of tangible assets, the realization of deferred
taxes and an evaluation of the potential impairment, if any,
of goodwill, among others. The markets for the Company’s
products are characterized by intense competition, rapid
technological development and pricing pressures, all of

which could affect the future realizability of the Company’s
assets. Estimates and assumptions are reviewed periodically
and the effects of revisions are reflected in the consolidated
financial statements in the period they are determined to be
necessary. Actual results could differ from those estimates.

Revenue recognition

Revenue on equipment and supplies sales is recognized
when contractual obligations have been satisfied, title and
risk of loss have been transferred to the customer and
collection of the resulting receivable is reasonably assured.
For copier equipment, the satisfaction of contractual
obligations and the passing of title and risk of loss to the
customer occur upon the installation of the copier
equipment at the customer location. For facsimile equipment
and facsimile supplies, the satisfaction of contractual
obligations and the passing of title and risk of loss to the
customer occur upon the delivery of the facsimile equipment
and the facsimile supplies to the customer location. The
Company records a provision for estimated sales returns
and other allowances based upon historical experience.

Rental contracts, which often include supplies, are generally
for an initial term of three years with automatic renewals
unless the Company receives prior notice of cancellation.
Under the terms of rental contracts, customers are billed
either a flat periodic charge or a usage-based fee. Revenues
related to these contracts are recognized each month as
earned, either using the straight-line method or based upon
usage, as applicable.

Support services contracts, which often include supplies,
are generally for an initial term of one year with automatic
renewals unless the Company receives prior notice of
cancellation. Under the terms of support services contracts,
customers are billed either a flat periodic charge or a
usage-based fee. Revenues related to these contracts are
recognized each month as earned, either using the straight-
line method or based upon usage, as applicable.

Certain rental and support services contracts provide for
invoicing in advance, generally quarterly. Revenue on
contracts billed in advance is deferred and recognized as
earned revenue over the billed period. Certain rental and
support services contracts provide for invoicing in arrears,
generally quarterly. Revenue on contracts billed in arrears is
accrued and recognized in the period in which it is earned.

The Company enters into arrangements that include multiple
deliverables, which typically consist of the sale of equipment
with a support services contract. The Company accounts
for each element within an arrangement with multiple
deliverables as separate units of accounting. The
arrangement consideration is allocated to each unit of
accounting based on the residual method, which requires
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the allocation of consideration based on the fair value of the
undelivered items. Fair value of support services is primarily
determined by reference to renewal pricing.

Shipping and handling fees and costs

The Company records shipping and handling costs as part
of cost of sales, as these costs are generally absorbed

by the Company. Any amounts billed to a customer for
reimbursement of shipping and handling are included

in revenue.

Costs and expenses

Inbound freight charges are included in inventory. When
the inventory is sold, the cost of the inventory, including
the inbound freight charges, is relieved and charged to
cost of sales. When the inventory is rented, the cost of the
inventory, including the inbound freight charges, is relieved
and transferred to the rental equipment asset account. The
cost of the rental equipment asset is then depreciated over
the estimated useful life of the equipment. The depreciation
of rental equipment assets is included in cost of rentals.

Purchasing and receiving costs, inspection costs,
warehousing costs and other distribution costs are included
in selling, service and administration costs because no
meaningful allocation of these expenses to cost of sales

or cost of rentals is practicable. These costs amounted to
$16.3 million, $15.9 miflion and $14.9 million for the years
ended December 31, 2002, 2001 and 2000, respectively.

Cash and cash equivalents

The Company considers all highly liquid investments with
maturities of three months or less at the time of purchase to
be cash equivalents.

Accounts recelvable

Accounts receivable are stated at net realizable value by
recording allowances for those accounts receivable amounts
that the Company believes are uncollectible. The Company’s
estimate of losses is based on prior collection experience
including evaluating the credit worthiness of each of its
customers, analyzing historical bad debt write-offs and
reviewing the aging of the receivables. The allowance for
doubtful accounts includes amounts for specific accounts
that the Company believes are uncollectible, as well as
amounts that have been computed by applying certain
percentages based on historic loss trends, to certain
accounts receivable aging categories.

Inventory valuation

Inventories are valued at the lower of cost or market. Cost
is determined on the first-in, first-out (“FIFO”) method for
inventory valuation. Provisions, when required, are made to
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reduce excess and obsolete inventories to the estimated net
realizable values. Inventory provisions are calculated using
management’s best estimates of inventory value based on
the age of the inventory, quantities on hand compared with
historical and projected usage and current and anticipated
demand. As further described in Note 4, the Company
changed its method of accounting for the cost of inventory
from the last-in, first-out (“LIFO”) method to the FIFO
method in 2001.

Fixed assets and depreciation

Property, plant and equipment are stated at cost and
depreciated principally using the straight-line method over
appropriate periods, buildings at fifty years, machinery and
equipment principally three to fifteen years and computers
principally three to seven years. Major improvements that
add to productive capacity or extend the life of an asset are
capitalized while repairs and maintenance are charged to
expense as incurred. Rental equipment is comprised of
equipment on rent to customers and is depreciated using
the straight-line method over the estimated useful life of the
equipment. Copier equipment is depreciated over three
years and facsimile equipment is depreciated over

five years.

Capitalized computer software cosls

The Company capitalizes certain costs of internally
developed. software. Internal capitalized costs include
purchased materials and services and payroll and payroll
related costs. Costs for general and administrative,
overhead, maintenance and training, as well as the cost of
software that does not add functionality to the existing
system, are expensed as incurred. The capitalized cost of
internally developed software is amortized on a straight-line
basis over appropriate periods, principally three to seven
years. The unamortized balance of internally developed
software is included in fixed assets in the consolidated
balance sheets.

Goodwill

Effective January 1, 2002, the Company accounts for
goodwill in accordance with Statement of Financial
Accounting Standards (*SFAS”) No. 142 “Goodwill and
Other intangible Assets,” which requires that goodwill and
certain other intangible assets having indefinite lives no
longer be amortized to earnings, but instead be tested for

- impairment annually as well as on an interim basis if events

or changes in circumstances indicate that goodwill might

be impaired. Effective October 1, 2002, the Company
performed its annual test for impairment using the
discounted cash flow valuation method. There was no
impairment to the value of the Company’s recorded goodwill
for the year ended December 31, 2002.
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Impairment of long-lived assets

The carrying value of fong-lived assets, including property
and equipment, rental equipment, and capitalized computer
software costs, are reviewed for impairment whenever
events or changes in circumstances indicate that the
carrying amount may not be fully recoverable. If such a
change in circumstances occurs, the related estimated
future undiscounted cash flows expected to result from the
use of the asset and its eventual disposition are compared
to the carrying amiount. If the sum of the expected cash
flows is less than the carrying amount, the Company would
record an impairment loss. The impairment loss would be
measured as the amount by which the carrying amount
exceeds the fair value of the asset. There was no
impairment of long-lived assets recorded for the years
ended December 31, 2002, 2001 and 2000.

Income taxes

Income taxes are accounted for under the asset and liability
method. Under this method, deferred tax assets and
liabilities are recognized based on the estimated future tax
consequences of differences between the financial
statement carrying amounts of existing assets and liabilities
and their respective tax bases. Deferred tax assets and
liabilities are measured using enacted tax rates in effect for
the periods the temporary differences are expected to be
settled. A valuation allowance is established, as needed,

to reduce net deferred tax assets to realizable value. A
valuation allowance has not been established for the
Company’s deferred tax assets as the Company believes it
is more likely than not, they will be realized. Prior to the
Distribution, the Company’s operations were included in
Pitney Bowes’ consolidated income tax returns and income
taxes were calculated as if the Company filed separate
income tax returns.

Research and development

Research and development costs, which are expensed

as incurred, consist mainly of salaries and consulting
expenditures relating to customized solutions for document
imaging products. Research and development costs,
which are included in selling, service and administrative
expenses in the consolidated statements of income, were
approximately $0.4 million in each of the years ended
December 31, 2002, 2001 and 2000.

Foreign exchange

Assets and liabilities of the Company’s United Kingdom
operations are transiated at rates in effect at the end of the
period, and revenues and expenses are translated at
average rates during the period. Deferred translation gains
and losses are included in accumulated other comprehensive

income (loss) in stockholders’ equity. Gains and losses
resulting from foreign currency transactions (transactions
denominated in a currency other than the entity’s functional
currency) are included in the consolidated statements

of operations.

Reclassifications

Certain previously reported amounts have been reclassified
to conform to the current year presentation.

Financial instruments

The Company places temporary cash in overnight

" investments with two major international financial

institutions. The Company uses interest rate swap
agreements to manage and reduce risk related to interest
payments on its debt instruments. The Company recognizes
all derivative financial instruments as assets and liabilities
and measures them at fair value. All derivative financial
instruments are designated and qualify as cash flow hedges
and, accordingly, the effective portions of changes in fair
value of the derivative financial instruments are recorded

in other comprehensive income and are recognized in the
statement of operations when the hedged item affects
earnings. Ineffective portions of changes in the fair value

of cash flow hedges are recognized currently in earnings.

The Company monitors the creditworthiness of its financial
institutions, including depositories and counterparties to
interest rate swap agreements, on a periodic basis.

Comprehensive income (loss)

Comprehensive income (loss) is recorded directly to a
separate section of stockholders’ equity and includes
unrealized gains and losses excluded from the consolidated
statement of operations. These unrealized gains and losses
consist of foreign currency translation adjustments and
unrealized gains and losses on cash flow hedges.

Stock-based employee compensation

The Company accounts for its stock-based employee
compensation plans under the recognition and
measurement provisions of Accounting Principles Board
Opinion (*APB”) No. 25, “Accounting for Stock Issued to
Employees”, and related interpretations. The Company
recognizes stock-based compensation expense on its
restricted stock over the vesting period. The Company
does not recognize stock-based compensation expense
in its reported results as all options granted, other than
adjustment options, had an exercise price equal to the
market value of the underlying common stock on the
date of grant.

The following table illustrates the effect on net income and
earnings per share if the Company had applied the fair value
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recognition provisions of SFAS No. 123 to stock-based
employee compensation:
Year ended December 31,

2002 2001 2000

Net income, as reported $ 16,443 $12,559 $ 64,004
Compensation
expense based on
the fair value method,
net of related tax effects 1,789

3,524 3,415

Pro forma net income

$ 14654 $ 9,035 $60,589

Basic earnings per share:

As reported $ 08 $ 065 $ 329

$ 0.79

-4

Pro forma 046 $ 3.1

Diluted earnings per share:
As reported $ 086 $ 065 $ 329

Pro forma $ 077.% 046 $ 3.11

Recent accounting pronouncements

In August 2001, the Financial Accounting Standards Board
(“FASB”) issued SFAS No. 143, “Accounting for Asset
Retirement Obligations.” SFAS No. 143 is effective for
financial statements of both interim and annual periods
ending after June 15, 2002 and requires the recognition of
an asset retirement obligation when an entity incurs a legal
obligation associated with the retirement of a tangible long-
lived asset and the amount of the liability can be reasonably
estimated. The Company adopted SFAS No. 143 in 2002.
The adoption of SFAS No. 143 did not have a material
impact on the Company’s financial position, results of
operations or cash flows.

In October 2001, the FASB issued SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets.” SFAS No. 144 supercedes SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and
Long-Lived Assets to be Disposed Of” and establishes
accounting and reporting standards for long-lived assets,
excluding goodwill, to be used, held for sale or disposed of
other than by sale. SFAS No. 144 is effective for financial
statements of both interim and annual periods ending after
December 15, 2002 and requires an entity to recognize an
impairment loss in an amount equal to the difference
between the carrying amount of the long-lived asset and
its fair value if the carrying amount of the asset is not
recoverable from undiscounted cash flows. The Company
adopted SFAS No. 144 effective January 1, 2002. The
adoption of SFAS No. 144 did not have a material impact
on the Company’s financial position, results of operations
or cash flows.
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Iin April 2002, the FASB issued SFAS No. 145, “Rescission
of FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections.” SFAS No. 145
updates, clarifies and simplifies existing accounting
pronouncements. As a result of rescinding SFAS No. 4 and
SFAS No. 64, the criteria in APB No. 30 will be used to
classify gains and losses from extinguishment of debt. The
provisions of this statement related to the rescission of
SFAS No. 4 are effective for fiscal years ending after May
15, 2002. The provisions of SFAS No. 145 related to SFAS
No. 13 are effective for transactions occurring after May 15,
2002 and ali other provisions of SFAS No. 145 are effective
for financial statements of both interim and annual periods
ending after May 15, 2002. The Company adopted the
required provisions of SFAS No. 145 in,2002. The adoption
of the required provisions of SFAS No. 145 did not have a
material impact on the Company’s financial position, results
of operations or cash flows. The implementation of all other
provisions of SFAS No. 145 are not expected to have a
material impact on the Company’s financial position, results
of operations or cash flows.

In September 2002, the FASB issued SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal
Activities.” SFAS No. 146 is effective for exit and disposal
activities that are initiated after December 31, 2002 and
provides guidance on the recognition and measurement of
liabilities associated with disposal activities. The Company
adopted SFAS No. 146 on January 1, 2003. The adoption
of SFAS No. 146 did not have a material impact on the
Company'’s financial position, results of operations or
cash flows.

In November 2002, the FASB Emerging Issues Task Force
(“EITF”) reached a consensus on issue No. 00-21
“Accounting for Revenue Arrangements with Multiple
Deliverables.” EITF No. 00-21 applies to certain contractually
binding arrangements under which a company performs
multiple revenue generating activities and requires that all
companies account for each element within an arrangement
with multiple deliverables as separate units of accounting if
(a) the delivered item has value on a stand-alone basis,

(b) there is objective and reliable evidence of fair value and
(c) the amount of the total arrangement consideration is
fixed. EITF No. 00-21 is effective for revenue arrangements
entered into in fiscal periods beginning after June 15, 2003.
The Company is evaiuating the provisions of EITF No. 00-21
and whether the implementation of this statement will have
a material impact on the Company’s financial position,
results of operations or cash flows.

In November 2002, the FASB approved FASB Interpretation
(“FIN"} No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness of Others” FIN No. 45 elaborates on the
existing disclosure requirements for certain guarantees and
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clarifies that at the time a company issues a guarantee,

a liability must be recognized for the fair value of the
obligations assumed under that guarantee. In addition,
certain disclosures are required in interim and annual
financial statements. FIN No. 45 is effective on a prospective
basis for guarantees issued after December 31, 2002. The
disclosure requirements are effective for financial statements
of both interim and annual periods ending after December 15,
2002. The Company adopted the disclosure provisions of
FIN No. 45 as of December 31, 2002. The adoption of the
disclosure provisions of FIN No. 45 did not have a material
impact on the Company’s financial position, results of
operations or cash flows. The adoption of the liability
recognition provisions of FIN No. 45 are not expected to
have a material impact on the Company’s financial position,
results of operations or cash flows.

in December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock-Based Compensation ~ Transition
and Disclosure.” SFAS No. 148 amends SFAS No, 123,
“Accounting for Stock-Based Compensation,” to provide
alternative methods of transition for companies that
voluntarily change to the fair value based method of
accounting for stock-based employee compensation. SFAS
No. 148 also amends the disclosure provisions of SFAS

No. 123 and APB No. 28, “Interim Financial Reporting,” to
require disclosure in the summary of significant accounting
policies of the effects of an entity’s accounting policy with
respect to stock-based employee compensation on reported
net income and earnings per share in annual and interim
financial statements. The disclosure provisions of SFAS No.
148 are effective for both interim and annual periods ending
after December 15, 2002. The Company adopted the
disclosure provisions of SFAS No. 148 as of December 31,
2002. The adoption of the disclosure provisions of SFAS
No. 148 did not have a material impact on the Company’s
financial position, results of operations or cash flows.

Note 3

GOODWILL AND GOODWILL AMORTIZATION

Effective January 1, 2002, the Company adopted SFAS No.
142. The Company completed its annual review of goodwill
for impairment as of October 1, 2002, and, based on that
review, has determined that its recorded goodwill was not
impaired. Accordingly, for the year ended December 31, 2002,
there was no goodwill amortization or impairment. For the
year ended December 31, 2001 and 2000, goodwill amortization
amounted to $1.4 million and $1.3 million, respectively.

The following table depicts the Company’s net income and
earnings per share adjusted for the impact of goodwill
amortization during the reported periods:

Year ended December 31,

2002 2001 2000

‘Reported net income $ 16,443 $12,550 $ 64,004
Add back:
.Goodwill amortization - 1,427 1,321
Adjusted net income $ 16,443 $13,986 $65,325
'Basic earnings per share: :

Reported netincome ~$ 088 $ 065 $ 3.29

Add back:

Goodwill amortization - 0.07 0.07

Adjusted net income $ 088 $ 072 $ 3.36
Diluted earnings per share:

Reported net income $ 08 $ 065 $§ 329

Add back: | |

Goodwill amortization - 0.07 0.07

Adijusted net income $ 08 $ 072 $ 3.36

The carrying value of goodwill of $52.6 million as of
December 31, 2002 is attributable to the United States
geographic segment.

Note 4

SUPPLEMENTAL INFORMATION

Inventories

On December 31, 2001, the Company changed its method
of accounting for the cost of inventory from the LIFO
method to the FIFO method. The Company believes the
FIFO method is preferable because it results in a more
appropriate inventory valuation in an environment of
declining costs, it provides more meaningful financial
information to management and stockholders by better
matching current costs with current revenues and it
facilitates comparison with the Company’s competitors
who primarily use the FIFO or average cost methods. In
accordance with APB No. 20, “Accounting Changes;’ this
change in accounting method has been applied retroactively
by restating the prior years financial statements. The effect
of the change was to (decrease) increase net income by
$(1.6) million and $1.2 million and earnings per share by
$(0.07) and $0.06 in 2001 and 2000, respectively.
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Inventories consist of the following:

December 31,
2002 - 2001
Finished products $ 77,447 $ 88,101
Supplies and service parts 28,555 - 35,904

Total inventories . $ 106,002 . $ 124,005

Fixed assets

December 31,
2002 2001
Land $ 1,356 -$ 1,356
Buildings and feasehold
improvements 10,088 9,515
‘Machinery and equipment 21,372 . 17,914
Computers and software 36,483 21,940
Property, plant and :
equipment, gross 69,299 50,725
Accumulated depreciation and
amortization (25,487) (19,911)

Property, plant and

equipment, net $ 43,812 ' $§ 30,814

$ 365,793 $ 378,391
(277,360)  (264,467)

Rental equipment, gross
Accumulated depreciation

Cash flow information

Cash paid for income taxes was $5.6 million and $9.0

million for the years ended December 31, 2002 and 2001,
respectively. Cash paid for interest was $7.8 million and $9.8
million for the years ended December 31, 2002 and 2001,
respectively.

Note 9

BUSINESS SEGMENT INFORMATION

Geographic Information

The Company operates in two reportable segments based on
geographic area: the United States and the United Kingdom.
Revenues are attributed to geographic regions based on
where the revenues are derived.

Year ended December 31,

2002 2001 2000

‘Revenues:

United States $608,291 $605,711 $620,714

United Kingdom 21,639 20,365 22,044 .

Rental equipment, net $ 88433 - $ 113,924

" Depreciation and amortization expense was $81.6 million,
$82.7 million and $73.8 million for the years ended December
31, 2002, 2001 and 2000, respectively. Unamortized capitalized
software costs totaled $18.8 million and $5.8 million for the
years ended December 31, 2002 and 2001, respectively.
Amortization expense on account of capitalized software
totaled $0.4 million for the year ended December 31, 2002.
There was no amortization expense on account of capitalized
software for the years ended December 31, 2001 and 2000.

Current liabilities

Accounts payable and accrued liabilities consist of the
following:

Total revenues '$629,930 $626,076 $642,758

.Income before income

taxes:

United States $ 24524 $ 22,740 $100,810

United Kingdom 2,825 (1,779) 5,007

Total income before

income taxes .$ 27,349 $ 20,961 $105,907

December 31,
2002 2001
'Accounts payable '$ 21,563 $ 17,008
Accrued salaries, wages
and commissions 8,631 6,447
*Other non-income taxes payable - 6,973 - 7,566
‘Other accrued liabilities " 40,433 23,749
Accounts payable and
accrued liabilities $ 77590 § 54,770
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Revenues from external customers were approximately
$629.9 million, $503.2 million and $531.2 million for

the years ended December 31, 2002, 2001 and 2000,
respectively. Revenues from Pitney Bowes, substantially all
of which were generated in the United States segment, were
approximately $143.6 million, $122.9 million and $111.6
million during the years ended December 31, 2002, 2001
and 2000, respectively. Of the revenues from Pitney Bowes,
$84.8 million, $96.8 million and $90.1 million of equipment
was sold to Pitney Bowes Credit Corporation (“PBCC”) for
lease to the end user, $27.8 million, $5.8 million and $3.0
million were for equipment and supplies sold to Pitney
Bowes Canada and $31.0 million, $20.3 million and $18.5
million of equipment, supplies and services were sold to
other Pitney Bowes subsidiaries for the years ended
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December 31, 2002, 2001 and 2000, respectively. For these
periods PBCC was the Company’s primary lease vendor
and the Company expects PBCC to continue as the
Company’s primary lease vendor in the future. However, if
PBCC were to cease being the Company’s primary lease
vendor, the Company is confident that it could obtain a
replacement primary lease vendor with substantially the
same lease terms as PBCC. No other single customer or
controlled group represents 10% or more of the Company’s
revenues. In connection with these revenues, the Company
recorded $12.2 million and $19.0 million due from Pitney
Bowes as accounts receivable in the consolidated balance
sheets at December 31, 2002 and 2001, respectively.

December 31,
2002 2001
Identifiable long-lived assets
United States $ 187,310 $ 199,837
United Kingdom 4,311 5,133

Total identifiable

long-lived assets $ 191,621 ' § 204,970

Total assets
United States $ 440,508 $ 477,709

United Kingdom 24,398 19,967

Total assets . $ 464,906  $ 497,676

identifiable long-lived assets in the United States include
goodwill of $52.6 million for the years ended December 31,
2002 and 2001.

Concenfrations

Concentrations of credit risk with respect to accounts
receivable are limited due to the large number of customers
and relatively small account balances within the majority of
the Company’s customer base, and their dispersion across
different businesses. The Company periodically evaluates
the financial strength of its customers and believes that its
credit risk exposure is limited.

Most of the Company’s product purchases are from
overseas vendors and a portion are transacted in local
currency. In 2002 and 2001, approximately 21% and 68%,
respectively, of the Company’s total product purchases,
based on costs, were from a limited number of Japanese
suppliers, a portion of which were denominated in yen.
Although the Company currently sources products from a
number of manufacturers throughout the world, a
significant portion of new copier equipment is currently
obtained from one supplier. If this supplier was unable to

deliver products for a significant period of time, the Company
would be required to find replacement products from an
alternative supplier or suppliers, which may not be available
on a timely or cost effective basis. The Company’s operating
results could be adversely affected if a significant supplier
is unable to deliver sufficient product.

Note ©

PROVISION FOR INCOME TAXES

The following table presents the U.S. and foreign
components of net income before taxes and the provision
(benefit) for income taxes:

Year ended December 31,

2002 2001 2000
" Income (loss) before
income taxes
u.s. $ 24,524  $ 22,740 $100,810
Outside the U.S. 2,825 (1,779} 5,097
Total income before
income taxes $ 27,349 $ 20,961 $105,907
Provision (benefit) for
income taxes
U.S. federal
Current % 6,838 $ 3,941 $ 32,646
Deferred 1,206 3,542 (79)
Total U.S. federal 8,044 7,483 32,567
U.S. state and local ) ‘
Current 2,407 600 7,818
Deferred - (399) 878 (1)
Total U.S. state ‘
and focal 2,008 1,479 7,767
Outside the U.S.
Current 1,197 - 645 1,569
Deferred (343) (1,205) -
Total outside v ,
the U.S. , 854 (560) 1,569 |
Total current 10,442 5,186 42,033
Total deferred 464 3,216 (130) .
Total provision for
income taxes . $ 10,906 . $ 8,402 .$ 41,903 .
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For the period January 1, 2001 through December 2,

2001, the Company was included as a member of the
consolidated group in the federal income tax return of its
former parent, Pitney Bowes. Payment for taxes due or
receivable between the Company and Pitney Bowes for this
time period have been made in accordance with the tax
separation agreement (see Note 14).

A reconciliation of the U.S. federal statutory rate to the
Company’s effective tax rate is as follows:

Year ended December 31,

2002 2001 2000

U.S. federal statutory rate 35.0% 35.0% 35.0%

State and local income taxes  4.8% 4.6% 4.8%

Other, net 0.1% 0.5% (0.2%)

Effective income tax rate - 39.9% 40.1% 39.6% .

The components of deferred tax assets and liabilities as of
December 31, 2002 and 2001 are as follows:

December 31,
2002 2001
Deferred tax assets:
Inventory $ 15080 $ 9,491
State and local property taxes 1,576 1,345
Accounts receivable 2,036 2,221
Employee benefits and
compensation 1,958 391
Other - 2,778 1,656
Deferred tax assets 23,425 15,104 -
Deferred tax liabilities:
Fixed assets 13,821 7,357
Goodwill 3,062 2,083
Other 1,344 -
Deferred tax liabilities 18,227 9,440
Net deferred tax asset $ 5198 $ 5,664
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Deferred tax assets and liabilities are reflected on the
Company’s consolidated balance sheets as follows:

December 31,

2002 2001

" Current deferred taxes on income' $ 20,518 * $ 14,825

Non-current deferred taxes

on income 15,320 9,161

Net deferred taxes onincome ~$ 5,198  $ 5,664

For periods prior to the Distribution, deferred taxes
associated with the temporary differences between
financial statement amounts and tax amounts were
included in the due to Pitney Bowes intercompany account.
Effective with the Distribution, the Company reclassified
these amounts from the due to Pitney Bowes intercompany
account to the appropriate deferred tax accounts.

At December 31, 2002 and at December 31, 2001,
cumulative undistributed earnings of our foreign subsidiary
were $2.1 million and $0.2 million, respectively. No
provision for U.S. income taxes has been made since the
Company considers the undistributed earnings to be
permanently reinvested for continued use in their operations.

Note /

EARNINGS PER SHARE CALCULATION

Basic earnings per share was calculated by dividing net
income available to common stockholders by the weighted
average number of common shares outstanding during
the year. Since the Distribution was not effective until
December 38, 2001, the weighted average number of
common shares outstanding for periods prior to the
Distribution was assumed to be the number of shares
issued in the Distribution. In addition, prior to the
Distribution, capital transactions between the Company
and Pitney Bowes did not have an effect on weighted
average shares outstanding, therefore, earnings per share
may not be indicative of actual earnings per share had the
Company had a separate capital structure prior to the
Distribution. The earnings per share calculation presented
for 2000 is for comparative purposes only as common
shares were not issued until December 3, 2001. The
calculation of diluted earnings per share did not inciude
approximately 19,000 options since they were antidilutive
for the periods presented.
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A reconciliation of the basic and diluted earnings per share
computation is as follows:

Year ended December 31,

2000

Interest rate swap agreements

The fair values of interest rate swaps are obtained from
dealer quotes. These values represent the estimated amount
the Company would receive or pay to terminate agreements

Note 8

FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to
estimate the fair value of each class of financial instruments:

Cash, cash equivalents, accounts receivable and
accounts payable

The carrying amounts approximate fair value because of the
short maturity of these instruments.

Long-term debt

The carrying amounts approximate fair value because of the
floating interest rate of the instrument.

2002 2001 e ) ) -
taking into consideration current interest rates, and the
Net income creditworthiness of the counterparties.
available to common
.stockholders -$ 16,443 - $ 12,559 $ 64,004:
‘Weighted average N t @
common shares ‘
outstanding 18,978,895 19,463,007 19,463,007 LONG-TERM DEBT
Less: non-vested
restricted stock 347,000 . - - The Company’s long-term debt consists of the following:
Weighted average o o December 31,
common shares : 2002 2001
_for basic earnings :
per share 18,631,805 19,463,007 19,463,007  'Revolving Credit Facility $ - $ 17,000
Add: dilutive effect Term Loan 74,148 = 100,000
. of restricted stock 337,681 778 _ Total Debt 74,148 « 117,000
- Add: dilutive effect - ‘ jLess: current maturities ‘ 749 . 1,000 -
~ of stock options 164,582 16,114 16,114 . Total long-term debt ©$ 73,399 - $ 116,000
Weighted average
common shares and On November 9, 2001 the Company entered into a Credit
equivalents for dilutive ‘ Agreement with a group of lenders (the “Credit Agreement”)
earnings per share 19,134,158 19,479,809 19,479,121 that provided for secured borrowings or the issuance of
- - letters of credit in an aggregate amount not to exceed $225
Basic earnings million, comprised of a $125 million Revolving Credit Facility
per share $ 088 % 065 $ 329 {the “Revolving Credit Facility”) and a $100 million Term
Diluted earnings , ‘ Loan {the “Term Loan”). The term of the Revolving Credit
0.86 $ 065 $ 3.29 Facility is five years and the term of the Term Loan is six

years. The GCompany’s Credit Agreement received a rating of
Ba3 from Moody's investor Services and a BB+ rating from
Standard & Poor’s.

The obligations under the Credit Agreement are secured by
a blanket first perfected security interest in substantially all
of the Company’s assets plus the pledge of 65% of the
stock of the Company’s subsidiary. Available borrowings
and letter of credit issuance under the Revolving Credit
Facility are determined by a borrowing base consisting of a
percentage of the Company'’s eligible accounts receivable,
inventory, rental equipment assets and accrued and
advance billings, less outstanding borrowings under the
Term Loan.

The Credit Agreement contains financial cavenants that
require the maintenance of minimum earnings before
interest, taxes, depreciation and amortization and a
maximum leverage ratio, as well as other covenants, which,
among other things, place limits on dividend payments and
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capital expenditures. The Credit Agreement allowed the
Company to originally repurchase up to $20 million of
the Company’s stock and to make acquisitions up to an
aggregate consideration of $30 million. At December 31,
2002 and 2001, the Company was in compliance with all
financial covenants.

Originally, amounts borrowed under the Revolving Credit
Facility bore interest at variable rates based, at the Company’s
option, on either the LIBOR rate plus a margin from 2.25%
to 3.00% depending on the Company’s leverage ratio, or the
Fleet Bank base lending rate plus a margin of from 1.25%
to 2.00%, depending on the Company’s leverage ratio.
Amounts borrowed under the Term Loan bore interest at
variable rates based, at the Company’s option, on either the
LIBOR rate plus a margin of 3.50% or 3.75%, depending on
the Company’s leverage ratio, or the Fleet Bank base
lending rate plus a margin of 2.50% to 2.75%, depending
on the Company’s leverage ratio. A commitment fee of from
0.375% to 0.500% on the average daily unused portion of
the Revolving Credit Facility is payable quarterly, in arrears,
depending on the Company’s leverage ratio.

On March 19, 2002, the Credit Agreement was amended to
increase the total amount of the Company’s stock permitted
to be repurchaséd from $20 miilion to $30 million. On July 19,
2002, the Credit Agreement was further amended to increase
the total amount of the Company’s stock permitted to be
repurchased from $30 million to $58 million and to reduce
the Term Loan interest rates to LIBOR plus a margin of from
2.75% to 3.75%, depending on the Company’s leverage
ratio, or to the Fleet Bank base lending rate pius

a margin of from 1.75% to 2.75%, depending on the
Company’s leverage ratio.

The Credit Agreement requires the Company to manage its
interest rate risk with respect to at least 50% of the aggregate
principal amount of the Term Loan for a period of at least 36
months. Accordingly, the Company entered into two interest
rate swap agreements in the notional amounts of $50 million
and $30 million expiring in February 2005 to convert the
variable interest rate payable on the Term Loan to a fixed
interest rate in order to hedge the exposure to variability in
expected future cash flows. These interest rate swap agreements
have been designated as cash flow hedges. The counterparties
to the interest rate swap agreements are major international
financial institutions. The Company monitors the credit
quality of these financial institutions and does not anticipate
any losses as a result of counterparty nonperformance.
Under the terms of the swap agreements, the Company will
receive payments based upon the 90-day LIBOR rate and
remit payments based upon a fixed rate. The fixed interest
rates are 4.17% and 4.32% for the $50 million and the $30
million swap agreements, respectively.
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During the third quarter of 2002, the Company revised its
cash flow estimates and prepaid $8 million of the amount
outstanding under the Term Loan. This prepayment was
covered by a portion of the $30 million interest rate swap
agreement that had been designated as a cash flow hedge.
Since it is no longer probable that the hedged forecasted
transactions related to the $8 million Term Loan prepayment
will occur, the Company recognized a loss related to that
portion of the swap agreement underlying the amount of the
prepayment by reclassifying $0.4 million from accumulated
other comprehensive loss into interest expense. The
Company also unwound $8 million of the $30 million interest
rate swap agreement.

At December 31, 2002, two interest rate swap agreements
in the notional amounts of $50 million and $22 million were
outstanding, the aggregate fair value of which was an
obligation of $3.7 million. This obligation is reported in other
liabilities in the consolidated balance sheet. At December 31,
2001, two interest rate swap agreements with notional
amounts of $50 million and $30 million were outstanding,
the aggregate fair value of which was an asset of $0.3
million. This asset is reported in other assets in the
consolidated balance sheet. The changes in the fair value

of the outstanding swap agreements are included in other
comprehensive loss in stockholders’ equity. The interest rate
swap agreements were 100% effective in 2002 and 2001.
The Company does not expect any gains or losses relating
to the interest rate swap agreements over the next twelve
months. Accordingly, the Company does not expect to
reclassify any gains or losses from Accumulated Other
Comprehensive Income into earnings during that period.

At December 31, 2002, $74 million of borrowings were
outstanding under the Credit Agreement, consisting solely
of borrowings under the Term Loan and the borrowing base
amounted to approximately $125 million. The Term Loan is
payable in 16 consecutive equal quarterly instaliments of
$0.2 million due March 31, 2003 through December 31,
20086, three consecutive equal quarterly installments of
$17.8 miltion due March 31, 2007 through September 30,
2007 and a final payment of $17.8 million due at maturity.
At December 31, 2001, $117 million of borrowings were
outstanding under the Credit Agreement, consisting of $17
million of borrowings under the Revolving Credit Facility and
$100 million of borrowings under the Term Loan, and the
borrowing base amounted to approximately $226 million.
The weighted average interest rate on borrowings
outstanding under the Credit Agreement was approximately
7.10% and 6.30% during 2002 and 2001, respectively, after
giving effect to the interest rate swap agreements.
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Note 10

COMMITMENTS AND CONTINGENCIES

Guarantees and indemnifications

The Company has applied the disclosure provisions of

FIN No. 45 1o its agreements that contain guarantee or
indemnification clauses. FIN No. 45 expands the disclosure
provisions required by SFAS No. 5, “Accounting for
Contingencies,” by requiring the guarantor to disclose
certain types of guarantees, even if the likelihood of
requiring the guarantor’s performance is remote. The
following is a description of the arrangements in which

the Company is a guarantor.

In connection with the Distribution, the Company entered inta
certain agreements pursuant to which it may be obligated to
indemnify Pitney Bowes with respect to certain matters.

The Company agreed to assume all liabilities associated with
the Company’s business, and to indemnify Pitney Bowes for
all claims relating to the Company’s business. These may be
claims by or against Pitney Bowes or the Company relating
to, among other things, contractual rights under vendor,
insurance or other contracts, trademark, patent and other
intellectual property rights, equipment, service or payment
disputes with customers and disputes with employees.

The Company and Pitney Bowes entered into a tax
separation agreement, which governs the Company’s and
Pitney Bowes’ respective rights, responsibilities and
obligations after the Distribution with respect to taxes for the
periods ending on or before the Distribution. In addition, the
tax separation agreement generally obligates the Company
not to enter into any transaction that would adversely affect
the tax-free nature of the Distribution for the two-year period
following the Distribution, and obligates the Company to
indemnify Pitney Bowes and affiliates to the extent that any
action the Company takes or fails to take gives rise to a tax
liability with respect to the Distribution.

In each of these circumstances, payment by the Company
is contingent on Pitney Bowes making a claim. As such,

it is not possible to predict the maximum potential future
payments under these agreements. As of December 31,
2002, the Company has not paid any amounts pursuant to
the above indemnifications other than expenses incurred in
connection with the defense and settlement of assumed
claims asserted in connection with the operation of the
Company in the ordinary course of business. The Company
believes that if it were to incur a loss in any of these matters,
such loss would not have a material effect on the Company’s
financial position, results of operations or cash flows.

Legal matters

In connection with the Distribution, the Company agreed
to assume all liahilities associated with its business, and
to indemnify Pitney Bowes for all claims relating to its
business. in the course of normai business, the Company
has been party to occasional lawsuits relating to the
Company’s business. These may involve litigation or other
claims by or against Pitney Bowes or the Company relating
to, among other things, contractual rights under vendor,
insurance or other contracts, trademark, patent and other
intellectual property rights, equipment, service or payment
disputes with customers and disputes with employees.

On October 4, 2002, Imagetec L.P, (“Imagetec”), a dealer
of copiers, printers and fax machines located in McHenry,
linois, filed suit against the Company in the United States
District Court, Northern District of lllinois for unfair competition
under the Lanham Act and lllinois common law. The suit
alleges that the Company’s trademark is confusingly similar
with Imagetec’s federally registered trademarks and creates
a likelihood of confusion with imagetec's marks. The suit
seeks injunctive relief and monetary damages in an
unspecified amount, including treble damages for alleged
willful and deliberate conduct. The Company believes. that
the plaintiff’s complaint is without merit and the Company
intends to defend the lawsuit vigorously.

In connection with the Distribution, liabilities were
transferred to the Company for matters where Pitney Bowes
was a plaintiff or a defendant in lawsuits, relating to the
business or products of the Company. The Company has
not recorded liabilities for loss contingencies since the uitimate
resolutions of the legal matters cannot be determined and a
minimum cost or amount of loss cannot be reasonably
estimated. In the opinion of the Company’s management,
none of these proceedings, individually or in the aggregate,
should have a material adverse effect on the Company’s
financial position, results of operations or cash flows.

Risks and uncertainties

The Company has a limited history operating as an
independent entity and may be unable to make the changes
necessary to operate successfully as a stand-alone entity, or
may incur greater costs as a stand-alone entity that may
cause the Company’s profitability to decline.

Prior to the Distribution, the Company’s business was
operated by Pitney Bowes as a division of its broader
corporate organization, rather than as a separate stand-
alone entity. Pitney Bowes assisted the Company by
providing corporate functions such as legal, tax and
information technology functions. Following the Distribution,
Pitney Bowes has no obligation to provide assistance to the
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Company other than the interim and transitional services
that will be provided by Pitney Bowes. Because the
Company has a limited history operating as a stand-alone
entity, there can be no assurance that the Company will be
able to successfully implement the changes necessary to
operate independently or will not incur additional costs as
a result of operating independently. Each of these events
would cause the Company’s profitability to decline.

Note 11

LEASES

In addition to owned distribution and office facilities, the
Company leases or subleases similar properties, as well as
sales and service offices, equipment and other properties,
generally under long-term lease agreements with initial
terms extending from three to fifteen years.

Future minimum lease payments under non-cancelable
operating leases at December 31, 2002 are as follows:

Years ending December 31,

2003 $ 8863
2004 7,588
2005 5,862
2006 4,563
2007 3,082
Thereafter 1,773

Total minimum lease payments $ 31,731

Rental expense was $10.1 million, $8.9 million and $7.3
million in 2002, 2001 and 2000, respectively.

Note 12

STOCK PLANS

2001 Stock Plan

The Company’s employees are eligible to participate in
the Imagistics International Inc. 2001 Stock Plan. Under
the provisions of this plan, the Board of Directors is
authorized to grant adjustment options, stack options
and restricted stock.
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Adjustment Options. Prior to the Distribution, certain
employees of the Company were granted stock options
under Pitney Bowes’ stock based plans. At the time of the
Distribution, options outstanding under the Pitney Bowes
stock plans that were held by Pitney Bowes employees who
were transferred to the Company remained options to
acquire Pitney Bowes common stock. Certain adjustments
of the exercise price, but not the number of options, were
made to reflect the reduced value of Pithey Bowes stock as
a result of the Distribution. In addition, such holders were
granted options to acquire imagistics stock in an amount
calculated to restore the reduction in the aggregate intrinsic
value of the options held by each such holder. The
Imagistics stock options have the same vesting provisions,
option periods and other terms and conditions as the related
Pitney Bowes options. The exercise price has been
calculated so that each Imagistics option has the same ratio
of exercise price per share to market value per share as the
Pitney Bowes stock options immediately prior to the
Distribution. The Company granted options to purchase
162,368 shares of common stock of the Company in
connection with this adjustment. The per share weighted
average fair value of options granted was $10.83.

Stock Options. Under the 2001 Stock Plan, certain officers
and employees of the Company are granted options at
prices equal to the fair market value of the Company’s
common stock on the date of the grant. Options generally
become exercisable over a three-year period and expire in
ten years. The plan authorizes a maximum of 3,162,368
options to purchase shares, of which 1,211,368 were
outstanding at December 31, 2002. Pursuant to SFAS

No. 123, companies can, but are not required to, elect to
recognize compensation expense for all stock-based awards
using a fair value methodology. The Company has adopted
the disclosure-only provisions, as permitted by SFAS

No. 123. The Company applies APB No. 25 and related
interpretations in accounting for its stock-based plans.

Prior to the Distribution, the Company’s employees
participated in Pitney Bowes’ United States and United
Kingdom stock option plans. The 2001 and 2000 stock
compensation expense was an allocation from Pitney
Bowes based upon the participation of the Company’s
employees in relation to total participation.
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If the Company had elected to recognize compensation
expense based on the fair value method as presented by SFAS
No. 123, net income would have been reduced as follows:

Year ended Decgmber i,

2002 . 2001 2000 .

Net Income
As reported $ 16,443 $ 12,559 $ 64,004
Pro forma $ 14,654 $ 9,035 $60,589
_As reported earnings |
per share
Basic "$ 088 '$ 065 $ 329
Diluted $ 08 $ 065 $ 329
Pro forma earnings
per share ;
Basic '$ 079 $ 046 $ 311
Diluted $ 077 $ 046 $ 3.11

The fair value of stock options granted in 2002 to employees
of the Company under the 2001 Stock Plan were estimated
on the date of grant using the Black-Scholes option-pricing
method. The option-pricing assumptions for 2001 and

2000 are the assumptions used by Pitney Bowes in the
determination of stock compensation expense. The
assumptions used are as follows:

Year ended December 31,

2002 2001 2000

Expected dividend yield ‘ 0.0% 3.0% 2.9% i
‘Expected stock price

volatility 43% 29% 27%
‘Risk-free interest rate 4% 4% 6%

‘Expected life (years) : 5 5 5"

‘outstanding at the

The following table summarizes information about stock
option transactions:

Year ended December 31,

2002 2001
Weighted Weighted
average - average
exercise exercise
Shares price Shares price
Options
outstanding at
the beginning
of the year 161,166 $ 10.83 - % -
‘Granted 1,086,400 $14.03 162,368 $ 10.84
‘Exercised 3510 $ 860 - % -
Forfeited 30,230 $13.99 1,202 $ 12.07
Expired 2,458 $13.94 -3 -

Options .
end of the year 1,211,368 $13.63 161,166 $ 10.83

Exercisable at the
end of the year 99,505 $11.87 83,465 $ 11.36

Weighted average
fair value of
options granted $ 6.03 $ 519

The following table summarizes information regarding the
Company’s stock options outstanding and exercisable as of
December 31, 2002:

Options
Options outstanding exercisable
Weighted
average Weighted Weighted
remaining average average
contractual exercise exercise
Exercise price Shares life price Shares price

$ 4.02-$ 6.04 11,075 1.7years § 498 11,075 $ 4.99
$ 6.05-$ 8.05 54,131 7.3years $ 7.74 16,864 $ 7.53
$ 8.06-$10.06 17,775 55vyears $ 8.85 13,073 $ 8.48
$10.07-$12.07 1,958 7.8vyears $11.15 1,209 $11.14
$12.08-$14.08 1,059,075 8.9vyears $13.82 33,581 $13.12
$14.09-$16.10 7,289 83years $15.18 1,689 $15.05
$16.11-$18.11 22,272 9.2years $17.94 472 $17.58
$18.12-$20.12 37,792 7.6years $18.75 21,542 $18.58
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Restricted Stock. During 2002, certain officers of the
Company were granted a total of 323,000 shares of restricted
stock at no cost to the employees. The per share weighted
average fair value of shares granted was $13.85. The
restricted stock awards vest three years after grant. Under
this plan, stock will vest only if the executive is still employed
by the Company at the end of the restricted pericd and, if
applicable, the executive has attained or partially attained
the performance objectives as determined by the Executive
Compensation and Development Committee of the Board
of Directors. None of the restricted stock grants have
performance criteria. The compensation expense for these
awards is recognized over the vesting period. In 2002,
compensation expense relating to restricted stock awards
totaled $1.5 mitlion. The shares carry full voting and dividend
rights but may not be assigned or transferred. The Company
has authorized a maximum of 750,000 shares of common
stock for issuance to employees as restricted stock.

Non-Employee Director Stock Plan

Under this plan, on the date of initial election to the
Company’s Board of Directors, and on the date of each
Annual Meeting of Stockholders thereafter, each director
who is not an employee of the Company is granted 2,000
shares of restricted stock at no cost to the directors. The
restricted shares vest in equal installments over a three-
year period beginning on the first anniversary of the grant
date, subject to the director’s continued service. The
compensation expense for these awards is recognized
over the vesting period. The shares carry full voting and
dividend rights but may not be assigned or transferred until
vested. The Company has authorized a maximum of
100,000 shares of common stock for issuance under this
plan. The Company recorded minimal compensation
expense in 2002 and 2001 related to these shares.

The following table summarizes information about the
non-employee director stock plan:
Year ended December 31,
2002 ' 2001

Weighted Weighted
average average

Shares fair value - Shares fair value

‘Shares
.outstanding at
the beginning

of the year 10,000 $11.75 - 3 -
- Granted - 14,000 $16.73 © 10,000 $ 11.75 .
-Shares :
-outstanding

at the end of

“the year - 24,000 - 10,000

Vested at the

end of the year 3,335 -
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Employee Stock Purchase Plans

In May 2002, the Company’s Board of Directors adopted
the Employee Stock Purchase Plan. Under this plan, a total
of 1,000,000 shares of the Company’s common stock have
been reserved for issuance. The plan, which is intended to
qualify as an employee stock purchase plan within the
meaning of Section 423 of the Internal Revenue Code,
provides for consecutive six-month offering periods and
enables substantially all eligible United States employees
to purchase shares of Imagistics common stock at a
discounted offering price. The price would be equal to 85%
of the lesser of the average high and low price of Imagistics
common stock on the New York Stock Exchange on the
first or last business day of the offering period. Offering
periods began on July 1, 2002 and January 1, 2003.
Participation in the plan is voluntary. Employees are eligible
to participate in the plan if they are employed by the
Company, or a United States subsidiary of the Company,
for at least 20 hours per week. The plan permits eligible
employees to purchase common stock through payroll
deductions, which may not exceed 10% of an employee’s
compensation, subject to certain limitations. Employees
may modify or end their participation at any time during the
offering period, subject to certain limitations. Participation
ends automatically on termination of employment with

the Company.

Prior to the Distribution, the Company’s employees
participated in the Pitney Bowes’ United States and United
Kingdom Employee Stock Purchase Plan (“ESPP”). The
Pitney Bowes’ United States ESPP enabled substantially all
employees to purchase shares of Pitney Bowes common
stock at a discounted offering price. In 2000, the offering
price was 90% of the average closing price of Pitney
Bowes common stock on the New York Stock Exchange
for the 30-day period preceding the offering date. At no
time was the exercise price less than the lowest permitted
under section 423 of the Internal Revenue Code. The Pitney
Bowes’ United Kingdom ESPP enabled eligible employees
of participating U.K. subsidiaries to purchase shares of
Pitney Bowes stock at a discounted offering price.

Stockholder Rights Plan

Prior to the Distribution, the Board of Directors adopted a
stockholder rights plan (the “Rights Plan”) under which one
right (the “Right”) was issued for each share of common
stock. The description and terms of the Rights Plan and
Rights are set forth in a Rights Agreement between the
Company and EquiServe, as Rights Agent.

The Rights will become exercisable on the Rights

Distribution Date, which is the earlier of ten business
days after a person has acquired 15% or more of the
outstanding shares of the Company’s common stock
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(an “Acquiring Person™) or ten business days (or such later
date as the Company’s Board of Directors may designate
before any person-has become an Acquiring Person) after
the commencement by a person of a tender or exchange
offer that would result in such person becoming an
Acquiring Person. Rights owned by an Acquiring Person
will be void after the Rights Distribution Date.

The Rights are not exercisable prior to the Rights
Distribution Date. Prior to the Rights Distribution Date,

the Rights will be evidenced by and transferred with the
Company’s common stock. After the Rights Distribution
Date, the Rights Agent will mail separate certificates
evidencing the Rights to each registered holder of the
Company’s common stock, and thereafter the Rights will be
transferable separately from the Company’s common stock.

After the Rights Distribution Date, but before any person
has become an Acquiring Person, each Right will entitle
the registered holder to purchase from the Company one
one-hundredth of a share of Series A junior participating
preferred stock at a price of $100.00 (the “Purchase Price”).
If any person has become an Acquiring Person and the
Company is not involved in a merger or other business
combination or sale of 50% or more of the assets or
earnings power of the Company, each Right will entitle the
registered holder to purchase for the Purchase Price a
number of shares of the Company’s common stock having
a market value of twice the Purchase Price. If the Company
is involved in a merger or other business combination or
sale of 50% or more of the assets or earnings power of the
Company, each Right will entitle the registered holder to
purchase for the Purchase Price a number of shares of

the common stock ofl‘{he other party to the business
combination or sale having a market value of twice the
Purchase Price.

At any time after any person has become an Acquiring
Person, but before any person becomes the beneficial
owner of 50% or more of the outstanding shares of the
Company’s common stock or the Company is involved in
a merger or other business combination or sale of 50% or
more of the assets or earnings power of the Company, the
Board of Directors may exchange all or part of the Rights
for shares of the Company’s common stock at an exchange
ratio of one share of the Company’s common stock per
Right. Before any person becomes an Acquiring Person,
the Board of Directors may redeem all or part of the Rights
at a price of $0.01 per Right. The Rights will expire ten
years from the Distribution and the Board of Directors may
amend the Rights Agreement and Rights as long as the
Rights are redeemable. The Rights Agreement contains
antidilution provisions designed to prevent efforts to
diminish the effectiveness of the Rights.

Note 13

EMPLOYEE BENEFIT PLANS

Imagistics 401 (k) Plan

Substantially all of the Company’s employees are eligible to
participate in the Imagistics 401(k) plan that was established
in 2001. Under the plan, the Company matches 100% of
contributions to the plan of between 1% and 4% of a
participant’s compensation, and 50% of contributions to
the plan from 5% to 6% of a participant’s compensation,
up to certain limitations required by government laws or
regulations. Contributions to the plan on behalf of
employees of the Company were $4.3 million for the

year ended December 31, 2002.

Prior to the Distribution, the Company’s employees
participated in Pitney Bowes’ profit sharing and savings
plan. Substantially all of Pitney Bowes’ domestic employees
were eligible to participate in the plan under which Pitney
Bowes made matching contributions of 100% of a participant’s
contributions of at least 1% of a participant’s eligible
compensation up to 4% of the participant’s eligible
compensation, subject to limitations required by
government laws or regulations. In addition, Pitney Bowes
made an employer contribution to all participants based
upon the increase in the stock price of Pitney Bowes
shares from year to year. Contributions to the plan on
behalf of employees of the Company were $3.1 million for
the period January 1, 2001 through the Distribution and
$2.3 million for the year ended December 31, 2000.

Pitney Bowes’ Plans

The Company does not offer a defined benefit pension
plan. Prior to the Distribution, the Company’s employees
participated in Pitney Bowes’ defined benefit pension plan
which covers substantially all Pitney Bowes employees.

In general, those Pitney Bowes employees who became
employees of the Company following the Distribution will
cease accruing benefits under the Pitney Bowes pension
plan but will maintain their vested rights in the Pitney
Bowes pension plan. Certain of our employees whose
combined age and years of service with Pitney Bowes
totaled more than 50 as of the Distribution, will continue to
participate in the Pitney Bowes pension plan for up to three
years following the Distribution. Pitney Bowes’ funding
policy is to contribute annual amounts as needed based on
actuariat and economic assumptions designed to achieve
adequate funding of projected benefit obligations. The

net periodic pension benefit allocated to the Company
associated with the Pitney Bowes defined benefit pension

IMAGISTICS
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plan was $1.7 million for the period January 1, 2001
through the Distribution and $1.9 million for the year ended
December 31, 2000. Benefits provided under Pitney
Bowes’ defined benefit pension plan were primarily based
on the employee’s age, years of service and compensation.

The Company does not offer post retirement plans. Prior to
the Distribution, the Company’s employees participated in
Pitney Bowes’ post retirement plans that provide certain
healthcare and life insurance benefits to eligible retirees and
their dependents. Substantially all of Pitney Bowes’ U.S.
employees become eligible for these benefits if they have
met certain age and service requirements at retirement.
The costs of these benefits were recognized over the period
the employee provided credited service to the Company.
Postretirement benefit costs incurred on behalf of employees
of the Company were $1.6 million for the period January 1,
2001 through the Distribution and $1.8 million for the year
ended December 31, 2000. The liability and related future
payments associated with Pitney Bowes’ post retirement
plans are Pitney Bowes’ responsibility. Company employees
who attained age 55 and completed at least ten years of
combined service with Pitney Bowes and the Company as
of or within three years following the Distribution will be
eligible for retiree medical benefits under the Pitney Bowes
Retiree Medical Plan when they retire from the Company.

The costs associated with these plans will be borne by
Pitney Bowes.

Note 14

RELATED PARTY TRANSACTIONS

The Company and Pitney Bowes entered into a

transition services agreement that provides for Pitney
Bowes to provide certain services to the Company at

cost for a limited time following the Distribution. These
services include information technology, computing,
telecommunications, accounting, field service of equipment
and dispatch call center services. The Company and
Pitney Bowes have agreed to an extension until June 30,
2003 or, upon the Company’s request, December 31, 2003,
of the transition services agreement as it relates to
information technology and related services. Services
provided under this extension are at negotiated market
rates. For the year ended December 31, 2002 and for the
period from December 3, 2001 through December 31,
2001, the Company paid Pitney Bowes $20.4 million and
$3.5 million, respectively, in connection with the transition
services agreement.

The Company also entered into certain other agreements
covering intellectual property, commercial relationships and
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leases and licensing arrangements. The pricing terms of the
products and services covered by the other commercial
agreements reflect negotiated prices.

The Company and Pitney Bowes entered into a tax
separation agreement, which governs the Companys’

and Pitney Bowes’ respective rights, responsibilities and
obligations after the Distribution with respect to taxes

for the periods ending on or before the Distribution. In
addition, the tax separation agreement generally obligates
the Company not to enter into any transaction that would
adversely affect the tax-free nature of the Distribution for
the two-year period following the Distribution, and obligates
the Company to indemnify Pitney Bowes and affiliates to
the extent that any action the Company takes or fails to take
gives rise to a tax liability with respect to the Distribution.

Note 15

ACQUISITIONS

During the year ended December 31, 2001, the Company
acquired one independent dealer in a remote geographic
area for the expansion of sales and service capabilities. The
aggregate purchase price was $1.0 million, of which a net |
$0.4 million was allocated to the assets acquired and the

liabilities assumed based on their fair values at the date of

acquisition and $0.6 million to goodwill.

During the year ended December 31, 2000, the Company
acquired nine independent dealers in remote geographic
areas, for the expansion of sales and service capabilities.
The aggregate purchase price was $8.7 million, of which a
net $0.5 million was allocated to the assets acquired and
the liabilities assumed based on their fair values at the date
of acquisition and $8.2 million to goodwill.

The above acquisitions were accounted for using the
purchase method of accounting and, accordingly, the
results of the acquired businesses have been included in
the Company’s consolidated financial statements from the
respective date of acquisition.

The following table presents the unaudited pro forma
consolidated results of operations for the years ended
December 31, 2001 and 2000 as if the acquisitions completed
in 2001 and 2000 had been completed on January 1, 2000:

Year ended December 31,
2001 2000

$ 626,076 $ 646,438
$ 12,559 $ 64,205

Revenues
Net income
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Note 16

SUBSEQUENT EVENT

Long-term debt

On March 5, 2003, the Credit Agreement was amended
to increase the total amount of stock permitted to be
repurchased from $58 million to $78 million, to reduce
the minimum EBITDA covenant to $100 million for the
remainder of the term of the Credit Agreement and to
revise the limitation on capital expenditures.

Note 1/

QUARTERLY FINANCIAL DATA (UNAUDITED)

Summarized quarterly financial data for 2002 and 2001 follows:

Three months ended

March 31 June 30 Sept. 30 Dec. 31
2002
Total revenue $ 155,161 $ 158,291 $ 156,069 $ 160,409
Income before income taxes $ 6,394 $ 7271 $ 6,895 $ 6,789
Net Income $ 3856 § 4381 § 4,155 § 4,051
Basic earnings per share $ 020 $ 023 % 023 $ 0.23
Diluted earnings per share $ 019 § 022 % 022 $ 0.22
Common stock price - high/low $17.80-%1225 $21.73-%$15.70 $21.85-$16.30 $21.64-$14.10
2001
Total revenue $ 161,166 $ 157,853 $ 158,322 $ 158,735
Income before income taxes $ 14,989 $ 5892 § 388 $ (308)
Net Income $ 9,099 $ 3,495 $ 282 $ 817)
Basic earnings per share $ 047 % 018 $ 0.01 $ (0.01)
Diluted earnings per share $ 047 3 018 $ 0.01 $ (0.01)
* Common stock price -~ high/iow N/A N/A N/A  $ 12.70-$8.50

The Company’s stock began trading on December 3, 2001.

IMAGISTICS
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Five Years in Review

(dollars in millions, except share and per share data) Year ended December 31,

2002 2001 2000 1999 1998

Consolidated Statement of Operations Data

Total revenue $ 629.9 $ 626.1 $ 642.8 $ 626.5 $ 589.7
Operating income $ 354 $ 308 $ 117.2 $ 165.1 $164.7
Net income $ 164 $ 126 $ 64.0 $ 937 $ 95.2
Basic earnings per share $ 0.88 $ 065 $ 3.29 $ 4.81 $ 4.89
.Diluted earnings per share $ 0.86 $ 0865 $ 3.29 $ 4.8t $ 4.89
.Consolidated Balance Sheet Data , ‘

Current assets $2732 - $ 2927 $ 306.1 $ 286.8 $257.3
Total assets $ 464.9 $ 497.7 $ 503.1 $ 467.5 $ 407.8
-Current liabilities, including amounts due

to Pitney Bowes $ 1055 $ 852 $ 181.8 $ 155.1 $139.0
Long-term liabilities $ 95.1 $ 1271 $ 11.3 $ 134 $ 137
Total debt, including due to Pitney Bowes

prior to the distribution $ 741 $ 117.0 $ 122.2 $ 1159 $ 80.0
Common stockholders’ equity $ 264.2 $ 2854 $ 310.0 $ 299.0 $ 255.1
Total capitalization $ 338.3 $ 402.4 $ 432.2 $ 4149 $ 335.1
Share Data

‘Book value per share $1478 . $ 1467 $ 15.93 $ 15.36 $13.11
Year-end common stock price © $ 20.00 $ 12.35 N/A N/A N/A
Return on stockholders’ equity 6.2% 4.4% 20.6% 31.3% 37.3%
Shares outstanding (thousands) 17,877 19,463 19,463 19,463 19,463
Selected Data and Ratios

Net cash provided by operating activities $ 158.5 $ 147.8 $ 1378 $ 1125 $108.9
Capital expenditures $ 66.6 $ 843 $ 836 $ 91.7 $ 739
" Depreciation and amortization | $ 816 $ 827 $ 73.8 $ 67.2 $ 584
Working capital $ 167.7 $ 2075 $ 1243 $ 1317 $ 1183
Current ratio, excluding due to Pitney Bowes

prior to the distribution 2.6:1 3.4:1 5.1:1 6.9:1 4.2:1
Percentage pre-tax profit on total revenue 43% 3.4% 16.5% 25.0% 26.8%
Effective tax rate 39.9% 40.1% 39.6% 40.1% 40.1%
Debt as a percentage of total capital 21.9% 29.1% 28.3% 27.9% 23.9%
Employees at year-end 3,261 3,533 3,534 3,361 3,174
Common stockholders of record at year-end : 17,407 23,860

The Company;s common stock began trading on December 3, 2001.
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