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PART I
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
XYLEM INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED INCOME STATEMENTS (Unaudited)
(in millions, except per share data)

Three Months Nine Months
For the periods ended September 30, 2015 2014 2015 2014
Revenue $902 $963 $2,659 $2,874
Cost of revenue 551 587 1,645 1,768
Gross profit 351 376 1,014 1,106
Selling, general and administrative expenses 207 222 631 688
Research and development expenses 23 24 71 78
Restructuring charges 1 — 5 18
Operating income 120 130 307 322
Interest expense 13 14 41 41
Other non-operating income, net — 1 — 1
Gain from sale of businesses — 11 9 11
Income before taxes 107 128 275 293
Income tax expense 19 22 49 52
Net income $88 $106 $226 $241
Earnings per share:
Basic $0.48 $0.58 $1.25 $1.31
Diluted $0.48 $0.58 $1.24 $1.31
Weighted average number of shares:
Basic 180.8 182.2 181.5 183.4
Diluted 181.6 183.4 182.3 184.6
Dividends declared per share $0.1408 $0.1280 $0.4224 $0.3840

See accompanying notes to condensed consolidated financial statements.
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XYLEM INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (Unaudited)
(in millions)

Three Months Nine Months
For the periods ended September 30, 2015 2014 2015 2014
Net income $88 $106 $226 $241
Other comprehensive income (loss), before tax:
Foreign currency translation adjustment (39 ) (114 ) (142 ) (113
Foreign currency gain reclassified into net income — — 8 ) —
Net change in cash flow hedges:
Unrealized losses — (6 ) (5 ) (14
Amount of loss reclassified into net income 5 2 17 1
Net change in postretirement benefit plans:
Net gain — 10 — 3
Amortization of net actuarial loss into net income 4 2 12 8
Other comprehensive loss, before tax (30 ) (106 ) (126 ) (115
Income tax impact related to items of other comprehensive loss 1 3 4 3
Other comprehensive loss, net of tax (31 ) (109 ) (130 ) (118
Comprehensive income (loss) $57 $33 ) $96 $123

See accompanying notes to condensed consolidated financial statements.
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XYLEM INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)

(in millions, except per share amounts)

ASSETS
Current assets:
Cash and cash equivalents

Receivables, less allowances for discounts and doubtful accounts of $29 and

$34 in 2015 and 2014, respectively
Inventories

Prepaid and other current assets

Deferred income tax assets

Total current assets

Property, plant and equipment, net
Goodwill

Other intangible assets, net

Other non-current assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Accrued and other current liabilities
Short-term borrowings and current maturities of long-term debt
Total current liabilities

Long-term debt

Accrued postretirement benefits

Deferred income tax liabilities

Other non-current accrued liabilities

Total liabilities

Commitments and contingencies (Note 17)
Stockholders’ equity:

Common Stock — par value $0.01 per share:

Authorized 750.0 shares, issued 189.8 shares and 188.9 shares in 2015 and

2014, respectively
Capital in excess of par value
Retained earnings

Treasury stock — at cost 10.4 shares and 6.6 shares in 2015 and 2014,

respectively

Accumulated other comprehensive loss
Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes to condensed consolidated financial statements.
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September 30,
2015

$611
762

477
132

35
2,017
418
1,584
434
192
$4,645

$314
422
79
815
1,196
374
141
76
2,602

1,822
796

(348

(229
2,043
$4,645

December 31,
2014

$663
771

486
144

38
2,102
461
1,635
470
192
$4,860

$338
481
89
908
1,195
388
158
84
2,733

1,796
648

(220

(99
2,127
$4,860
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XYLEM INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
(in millions)

For the nine months ended September 30, 2015
Operating Activities

Net income $226
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 69
Amortization 33
Share-based compensation 11
Restructuring charges 5
Gain from sale of businesses ¢
Other, net 10
Payments for restructuring (11
Changes in assets and liabilities (net of acquisitions):

Changes in receivables 32
Changes in inventories s
Changes in accounts payable 6
Other, net (33
Net Cash — Operating activities 260
Investing Activities

Capital expenditures (78
Proceeds from sale of businesses 1
Proceeds from the sale of property, plant and equipment 1
Other, net 2
Net Cash — Investing activities (74
Financing Activities

(Repayment) issuance of short-term debt 3
Repurchase of common stock (128
Proceeds from exercise of employee stock options 14
Dividends paid (77
Other, net —
Net Cash — Financing activities (194
Effect of exchange rate changes on cash (44
Net change in cash and cash equivalents (52
Cash and cash equivalents at beginning of year 663
Cash and cash equivalents at end of period $611

Supplemental disclosure of cash flow information:

Cash paid during the period for:

Interest $37
Income taxes (net of refunds received) $57
See accompanying notes to condensed consolidated financial statements.
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2014
$241

70
37
14
18
(11
2
(20

40
(62
2
10
253

(77
30

(45

(132
17
(71

(182
(30
4
533
$529

$36
$69
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XYLEM INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1. Background and Basis of Presentation

Background

Xylem Inc. ("Xylem" or the "Company") is a leading equipment and service provider for water and wastewater
applications with a broad portfolio of products and services addressing the full cycle of water, from collection,
distribution and use to the return of water to the environment. Xylem was incorporated in Indiana on May 4, 2011.
Xylem has two reportable segments, Water Infrastructure and Applied Water. The Water Infrastructure segment
focuses on the transportation, treatment and testing of water, offering a range of products including water and
wastewater pumps, treatment and testing equipment, and controls and systems. The Applied Water segment serves
many of the primary uses of water and focuses on the residential, commercial, industrial and agricultural markets. The
Applied Water segment’s major products include pumps, valves, heat exchangers, controls and dispensing equipment.
Hereinafter, except as otherwise indicated or unless the context otherwise requires, "Xylem," "we," "us," "our" and the
"Company" refer to Xylem Inc. and its subsidiaries.

Basis of Presentation

The interim condensed consolidated financial statements reflect our financial position and results of operations in
conformity with accounting principles generally accepted in the United States of America ("GAAP"). All transactions
between our businesses have been eliminated.

The unaudited interim condensed consolidated financial statements have been prepared pursuant to the rules and
regulations of the Securities and Exchange Commission ("SEC") and, in the opinion of management, reflect all
adjustments (which include normal recurring adjustments) considered necessary for a fair presentation of the financial
position and results of operations for the periods presented. Certain information and note disclosures normally
included in financial statements prepared in accordance with GAAP have been condensed or omitted pursuant to such
SEC rules. We believe that the disclosures made are adequate to make the information presented not misleading. We
consistently applied the accounting policies described in our Annual Report on Form 10-K for the year ended
December 31, 2014 ("2014 Annual Report") in preparing these unaudited condensed consolidated financial
statements, with the exception of accounting standard updates described in Note 2. These condensed consolidated
financial statements should be read in conjunction with the audited consolidated financial statements and the notes
thereto included in our 2014 Annual Report. Certain prior year amounts have been reclassified to conform to the
current year presentation.

In 2014, we began implementing an organizational redesign to integrate our commercial teams within geographical
regions. While this organizational redesign did not change our reportable segments, it had implications on how we
manage our business. These changes and the related measurement system were effective in the fourth quarter 2014
and as a result, we commenced reporting our financial performance at such time based on the new organizational
design. The 2014 segment information presented herein has been recast from amounts previously reported to reflect
these changes. The recast financial information does not represent a restatement of previously issued financial
statements and the changes had no impact on our historical consolidated financial position or results of operations.
The preparation of financial statements in conformity with GAAP 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 revenue and
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expenses during the reporting period. Estimates are revised as additional information becomes available. Estimates
and assumptions are used for, but not limited to, postretirement obligations and assets, revenue recognition, income
tax contingency accruals and valuation allowances, goodwill impairment testing and contingent liabilities. Actual
results could differ from these estimates. Additionally, our interim condensed consolidated financial statements may
not be indicative of our future performance.

Our quarterly financial periods end on the Saturday closest to the last day of the calendar quarter, except for the fourth
quarter which ends on December 31. For ease of presentation, the condensed consolidated financial statements
included herein are described as ending on the last day of the calendar quarter.

Note 2. Recently Issued Accounting Pronouncements
Pronouncements Not Yet Adopted

In September 2015, the Financial Accounting Standards Board (“FASB”) issued guidance regarding simplifying the
accounting for measurement-period adjustments attributable to an acquisition. Under prior guidance, adjustments to
provisional amounts during the measurement period that arise due to new information regarding acquisition date
circumstances must be made retrospectively with a corresponding adjustment to goodwill. The amended guidance
requires an acquirer to record adjustments to provisional amounts made during the measurement period in the period
that the adjustment is determined. The adjustments should reflect the impact on earnings of changes in depreciation,
amortization, or other income effects, if any, as if the accounting had been completed as of the acquisition date.
Additionally, amounts recorded in the current period that would have been reflected in prior reporting periods if the
adjustments had been recognized as of the acquisition date must be disclosed either on the face of the income
statement or in the notes to financial statements. This guidance is effective prospectively for interim and annual
periods beginning after December 15, 2015 and early application is permitted. The impact of the guidance on our
financial condition, results of operations and financial statement disclosures will depend on the level of acquisition
activity performed by the Company.

In July 2015, the FASB issued guidance regarding simplifying the measurement of inventory. Under prior guidance,
inventory is measured at the lower of cost or market, where market is defined as replacement cost, with a ceiling of
net realizable value and a floor or net realizable value less a normal profit margin. The amended guidance requires the
measurement of inventory at the lower of cost and net realizable value. Net realizable value is the estimated selling
prices in the ordinary course of business, less reasonably predictable costs of completion, disposal, and transportation.
This guidance is effective prospectively for interim and annual periods beginning after December 15, 2016 and early
application is permitted. We are evaluating the impact of the guidance on our financial condition, results of operations
and financial statement disclosures.

In May 2015, the FASB issued guidance regarding the disclosure of investments which are valued at fair value using
the net asset value per share practical expedient. The amended guidance removes the requirement to categorize such
investments within the fair value hierarchy. The amendments also remove the requirement to make certain disclosures
for all investments that are eligible to be measured at fair value using the net asset value per share practical expedient,
instead limiting such disclosures to those investments measured at fair value using the practical expedient. This
guidance is effective for interim and annual periods beginning after December 15, 2015. The guidance must be
applied retrospectively and early adoption is permitted. We are evaluating the impact of the guidance on our financial
condition, results of operations and financial statement disclosures.

In May 2014, the FASB issued guidance on recognizing revenue from contracts with customers. The guidance
outlines a single comprehensive model to use in accounting for revenue arising from contracts with customers and
supersedes most current revenue recognition guidance, including industry-specific guidance. The core principle of the
model is that an entity recognizes revenue to portray the transfer of goods and services to customers in an amount that
reflects the consideration to which the entity expects
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to be entitled in exchange for those goods or services. The standard also expands disclosure requirements regarding
revenue recognition. This guidance is effective for interim and annual reporting periods beginning after December 15,
2017 and may be applied retrospectively to each prior period presented or with the cumulative effect recognized as of
the date of initial application. Early adoption is permitted for interim and annual reporting periods beginning after
December 15, 2016. We are evaluating the impact of the guidance on our financial condition and results of operations.

Recently Adopted Pronouncements

In April 2015, the FASB issued guidance which changes the presentation of debt issuance costs in the balance sheet.
Under prior guidance, debt issuance costs are reflected on the balance sheet as an asset. This amendment requires such
costs to be reflected as a direct deduction to the related debt liability, with retrospective application upon adoption.
Subsequently, in August 2015, the FASB issued additional guidance indicating that debt issuance costs associated
with line-of-credit arrangements may be presented as an asset and amortized over the term of the line-of-credit
arrangement. We elected to early adopt these standard effective the first and third quarter of 2015, respectively.
Accordingly, $4 million of debt issuance costs are now reflected within long-term debt as of September 30, 2015 and
December 31, 2014. These costs were previously recorded within other non-current assets.

In April 2015, the FASB issued guidance regarding whether a cloud computing arrangement includes a software
license. If a cloud computing arrangement includes a software license then the software license element of the
arrangement should be accounted for in a manner that is consistent with accounting for the acquisition of other
software licenses. If a cloud computing arrangement does not include a software license then the arrangement should
be accounted for as a service contract. This guidance is effective for interim and annual periods beginning after
December 15, 2015. The guidance may be applied (1) retrospectively or (2) prospectively to arrangements entered
into, or materially modified after the effective date. Early adoption is permitted. We elected to early adopt this
standard effective in the second quarter of 2015 with retrospective application. Our adoption of this guidance did not
have any impact on our financial condition or results of operations.

In February 2015, the FASB issued guidance which amends the requirements to determine whether a company needs
to consolidate certain legal entities into its reported financial statements. Specifically, the amendment: (1) modifies the
evaluation of whether limited partnerships and similar legal entities are variable interest entities (“VIEs”) or voting
interest entities, (2) eliminates the presumption that a general partner should consolidate a limited partnership and (3)
affects the consolidation analysis of reporting entities that are involved with VIEs. This guidance is effective for
interim and annual reporting periods beginning after December 15, 2015 and may be applied retrospectively to each
prior period presented or with the cumulative effect recognized as of the date of initial application. We elected to early
adopt this standard effective in the second quarter of 2015 with retrospective application. Our adoption of this
guidance did not have any impact on our financial condition or results of operations.

In January 2015, the FASB issued guidance which eliminates from GAAP the concept of an extraordinary item. Under
prior guidance, an event or transaction must be unusual in nature and must occur infrequently to be considered an
extraordinary item. Additionally, under prior guidance extraordinary items are separately presented in a company’s
income statement and disclosed in the footnotes to the company’s financial statements. As a result of the new guidance
regarding extraordinary items, a company will no longer (1) segregate an extraordinary item from the results of
ordinary operations, (2) separately present an extraordinary item on its income statement, and (3) disclose income
taxes and earnings-per-share data applicable to an extraordinary item. We elected to early adopt this standard effective
in the first quarter of 2015 with retrospective application. Our adoption of this guidance did not have any impact on
our financial condition or results of operations.

In June 2014, as a result of inconsistency in practice, the FASB issued guidance related to the recognition of
compensation on employee share-based payments in which the terms of the award provide that a

10



Edgar Filing: Xylem Inc. - Form 10-Q

11



Edgar Filing: Xylem Inc. - Form 10-Q

performance target that affects vesting could be achieved after the requisite service period. The standard states that the
performance target should not be reflected in estimating the grant date fair value of the award. Compensation cost
should be recognized in the period in which it becomes probable that the performance target will be achieved and
should represent the compensation cost attributable to the periods for which the service has already been rendered. If
the performance target becomes probable of being achieved before the end of the requisite service period, the
remaining unrecognized compensation cost should be recognized prospectively over the remaining requisite service
period. We elected to early adopt this guidance effective in the first quarter of 2015 with retrospective application. Our
adoption of this guidance did not have any impact on our financial condition or results of operations as we were using
the accounting prescribed in the new guidance.

In April 2014, the FASB issued guidance related to the reporting of discontinued operations. The guidance states that
the disposal of a business or operation is required to be reported as discontinued operations if the disposal represents a
strategic shift that will have a major effect on an entity’s operations and financial results. The guidance also expands
disclosures about discontinued operations and the disposal of significant businesses that did not qualify for
discontinued operations presentation. This standard is effective prospectively, for disposals (or businesses that qualify
as “held for sale”) that occur within annual periods beginning on or after December 15, 2014 and interim periods within
those years. Our adoption of this guidance effective in the first quarter of 2015 did not have any impact on our

financial condition or results of operations.

In January 2014, the FASB issued guidance related to service concession arrangements. A service concession
arrangement is an arrangement between a public-sector entity grantor and an operating entity under which the
operating entity operates the grantor's infrastructure (for example, airports, roads and bridges). The guidance states
that service concession arrangements should not be accounted for under the guidance of Accounting Standards
Codification Topic 840, Leases, but rather other guidance as deemed appropriate. This guidance is effective for
interim and reporting periods beginning on or after December 15, 2014. The guidance requires opening retained
earnings in the year of adoption to reflect the cumulative historical impact of any arrangements existing at the date of
adoption, and the new guidance to be applied to the financial statements on a prospective basis. Our adoption of this
guidance effective in the first quarter of 2015 did not have any impact on our financial condition or results of
operations.

Note 3. Divestitures

There were no divestitures during the three months ended September 30, 2015. For the nine months ended September
30, 2015, we divested two businesses for $1 million, which were not material, individually or in the aggregate, to our
results of operations or financial position. The sales resulted in a gain of $9 million, reflected in gain from sale of
businesses in our Condensed Consolidated Income Statement.

On July 2, 2014, we divested our Wolverhampton, U.K.-based pneumatic and hydraulic valves business for
approximately $30 million. The sale resulted in a gain of $11 million, reflected in gain from sale of business in our
Condensed Consolidated Income Statement. The business, which was part of our Applied Water segment, provided a
wide range of products, primarily to industrial original equipment manufacturer customers in the oil and gas sector.

10
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Note 4. Restructuring Charges

During the three and nine months ended September 30, 2015, we recognized restructuring charges of $1 million and
$5 million, respectively. We incurred these charges primarily in an effort to reposition our European and North
American businesses to optimize our cost structure and improve our operational efficiency and effectiveness. The
charges included the elimination of headcount and consolidation of facilities within our Water Infrastructure segment.

During the three and nine months ended September 30, 2014, we recognized restructuring charges of less than $1
million and $18 million, respectively, within both our Water Infrastructure and Applied Water segments for the same
aforementioned purposes for which we incurred the 2015 charges.

The following table presents the components of restructuring expense for the three and nine months ended September
30, 2015 and 2014.

Three Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2015 2014 2015 2014
By component:
Severance and other charges $1 $— $6 $18
Reversal of restructuring accruals — — (1 ) —
Total restructuring charges $1 $— $5 $18
By segment:
Water Infrastructure $1 $— $5 $12
Applied Water — — — 6

The following table displays a rollforward of the restructuring accruals, presented on our Condensed Consolidated
Balance Sheets within accrued and other current liabilities, as of September 30, 2015 and 2014.

(in millions) 2015 2014
Restructuring accruals - January 1 $12 $13
Restructuring charges 5 18

Cash payments (11 ) (20 )
Foreign currency and other (1 ) —
Restructuring accruals - September 30 $5 $11

By segment:

Water Infrastructure $2 $6

Applied Water — 2

Regional selling locations (a) 3 3

Regional selling locations consist primarily of selling and marketing organizations that incurred restructuring
(a)expense which was allocated to the segments. The liabilities associated with restructuring expense were not
allocated to the segments.

11
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The following is a rollforward for the nine months ended September 30, 2015 and 2014 of employee position
eliminations associated with restructuring activities.

2015 2014
Planned reductions - January 1 133 51
Additional planned reductions 87 233
Actual reductions (120 ) (206 )
Planned reductions - September 30 100 78

Total expected costs associated with actions that commenced during the nine months ended September 30, 2015 are
approximately $6 million and are all within Water Infrastructure. These costs primarily consist of severance charges.
Related to these actions, we incurred $1 million and $4 million for Water Infrastructure during the three and nine
months ended September 30, 2015, respectively. We currently expect activity related to these actions to continue
through the second quarter of 2016.

Total expected costs associated with actions that commenced during 2014 are approximately $19 million for Water
Infrastructure. Approximately $18 million of the expected cost was incurred in 2014, no additional costs were
incurred during the three months ended September 30, 2015, and $1 million was incurred during the nine months
ended September 30, 2015. The Water Infrastructure actions commenced in 2014 are substantially complete. Total
expected costs associated with actions that commenced during 2014 are approximately $6 million for Applied Water.
Approximately $6 million of the expected cost was incurred in 2014, substantially all of the costs associated with
these actions have been incurred.

Note 5. Income Taxes

Our quarterly provision for income taxes is measured using an estimated annual effective tax rate, adjusted for discrete
items within periods presented. The comparison of our effective tax rate between periods is significantly impacted by
the level and mix of earnings and losses by tax jurisdiction, foreign income tax rate differentials and amount of
permanent book-to-tax differences.

The income tax provision for the three months ended September 30, 2015 was $19 million resulting in an effective tax
rate of 17.4%, compared to $22 million resulting in an effective tax rate of 17.5% for the same period in 2014. The
income tax provision for the nine months ended September 30, 2015 was $49 million resulting in an effective tax rate
of 17.6%, compared to $52 million resulting in an effective tax rate of 17.7% for the same period in 2014. The
effective tax rate was lower than the United States federal statutory rate in each period primarily due to geographic
mix of earnings.

Unrecognized Tax Benefits

We recognize tax benefits from uncertain tax positions only if it is more likely than not that the tax position will be
sustained on examination by the taxing authorities, based on the technical merits of the position. The tax benefits
recognized from such positions are measured based on the largest benefit that has a greater than 50% likelihood of
being realized upon ultimate settlement.

The amount of unrecognized tax benefits at September 30, 2015 was $42 million which, if ultimately recognized, will
reduce our annual effective tax rate. We do not believe that the unrecognized tax benefits will significantly change
within the next twelve months.

We classify interest expense relating to unrecognized tax benefits as a component of other non-operating expense, net,
and tax penalties as a component of income tax expense in our Condensed Consolidated Income Statements. As of
September 30, 2015, we had $1 million of interest accrued for unrecognized tax benefits.

12
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Note 6. Earnings Per Share
The following is a reconciliation of the shares used in calculating basic and diluted net earnings per share.

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014
Net income (in millions) $88 $106 $226 $241
Shares (in thousands):
Weighted average common shares outstanding 180,815 182,196 181,428 183,343
Add: Participating securities (a) 30 48 43 46
Weighted average common shares outstanding — Basic 180,845 182,244 181,471 183,389
Plus incremental shares from assumed conversions: (b)
Dilutive effect of stock options 424 646 489 655
Dilutive effect of restricted stock 363 542 376 529
Weighted average common shares outstanding — Dilutedl 81,632 183,432 182,336 184,573
Basic earnings per share $0.48 $0.58 $1.25 $1.31
Diluted earnings per share $0.48 $0.58 $1.24 $1.31

@ Restricted stock awards containing rights to non-forfeitable dividends that participate in undistributed ear