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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, 2021 2020 2021 2020
Revenue $ 1,265 $ 1,220 $ 3,872 % 3,503
Cost of revenue 793 759 2,390 2,199
Gross profit 472 461 1,482 1,304
Selling, general and administrative expenses 273 266 878 851
Research and development expenses 49 45 152 138
Restructuring and asset impairment (recoveries) charges (2) 19 7 69
Goodwill impairment charge — 58 — 58
Operating income 152 73 445 188
Interest expense 21 22 63 56
Other non-operating income (expense), net 2 Q) 1 (5)
Gain from sale of business — — 2 —
Income before taxes 133 50 385 127
Income tax expense 19 13 71 21
Net income $ 114 $ 37 $ 314 $ 106
Earnings per share:
Basic $ 0.63 $ 020 $ 1.74 $ 0.59
Diluted $ 0.63 $ 0.20 $ 1.73 $ 0.58
Weighted average number of shares:
Basic 180.2 180.0 180.2 180.1
Diluted 181.6 181.0 181.5 181.0

See accompanying notes to condensed consolidated financial statements.



XYLEM INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (Unaudited)

(in millions)
Three Months Nine Months
For the periods ended September 30, 2021 2020 2021 2020
Net income $ 114 $ 37 $ 314 $ 106
Other comprehensive income (loss), before tax:
Foreign currency translation adjustment (19) (20) 10 (53)
Net change in derivative hedge agreements:
Unrealized gain (loss) (1) 4 (8) 8
Amount of loss (gain) reclassified into net income 2 2) — 1
Net change in post-retirement benefit plans:
Amortization of prior service credit 1) 1) (2) 3)
Amortization of net actuarial loss into net income 6 5 17 15
Other comprehensive income (loss), before tax (13) (4) 17 (32)
Income tax expense (benefit) related to items of other comprehensive
income (loss) 11 17) 26 (10)
Other comprehensive income (loss), net of tax (24) 13 (9) (22)
Comprehensive income $ 2 $ 50 $ 305 $ 84
Less: comprehensive loss attributable to noncontrolling interests — — — Q)
Comprehensive income attributable to Xylem $ 2 $ 50 $ 305 $ 85

See accompanying notes to condensed consolidated financial statements.



XYLEM INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)
(in millions, except per share amounts)

September 30, December 31,
2021 2020
ASSETS
Current assets:
Cash and cash equivalents 1,255 1,875
Receivables, less allowances for discounts, returns and credit losses of $43 and $46 in
2021 and 2020, respectively 973 923
Inventories 679 558
Prepaid and other current assets 150 167
Total current assets 3,057 3,523
Property, plant and equipment, net 618 657
Goodwill 2,816 2,854
Other intangible assets, net 1,037 1,093
Other non-current assets 623 623
Total assets 8,151 8,750
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable 577 569
Accrued and other current liabilities 737 787
Short-term borrowings and current maturities of long-term debt — 600
Total current liabilities 1,314 1,956
Long-term debt 2,455 2,484
Accrued post-retirement benefits 492 519
Deferred income tax liabilities 270 242
Other non-current accrued liabilities 518 573
Total liabilities 5,049 5,774
Commitments and contingencies (Note 16)
Stockholders’ equity:
Common Stock — par value $0.01 per share:
Authorized 750.0 shares, issued 195.5 shares and 194.9 shares in 2021 and 2020,
respectively 2 2
Capital in excess of par value 2,077 2,037
Retained earnings 2,092 1,930
Treasury stock — at cost 15.2 shares and 14.5 shares in 2021 and 2020, respectively (656) (588)
Accumulated other comprehensive loss (422) (413)
Total stockholders’ equity 3,093 2,968
Non-controlling interests 9 8
Total equity 3,102 2,976
Total liabilities and stockholders’ equity 8,151 8,750

See accompanying notes to condensed consolidated financial statements.



XYLEM INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited) (in millions)

For the nine months ended September 30, 2021 2020
Operating Activities
Net income $ 314 $ 106
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 90 88
Amortization 96 101
Share-based compensation 25 19
Restructuring and asset impairment charges 7 69
Goodwill impairment charge — 58
Gain from sale of business (2) —
Other, net 3 33
Payments for restructuring (21) (25)
Changes in assets and liabilities (net of acquisitions):
Changes in receivables (78) 43
Changes in inventories (135) (48)
Changes in accounts payable 19 (91)
Changes in accrued taxes — (5)
Other, net — 106
Net Cash - Operating activities 318 454
Investing Activities
Capital expenditures (127) (136)
Proceeds from sale of business 2 —
Proceeds from the sale of property, plant and equipment 1 1
Cash paid for investments — (200)
Other, net 11 9
Net Cash - Investing activities (113) (326)
Financing Activities
Short-term debt issued, net — 359
Short-term debt repaid — (600)
Long-term debt issued, net — 985
Long-term debt repaid (600) —
Repurchase of common stock (68) (61)
Proceeds from exercise of employee stock options 15 10
Dividends paid (152) (142)
Other, net (1) 1)
Net Cash - Financing activities (806) 550
Effect of exchange rate changes on cash (19) —
Net change in cash and cash equivalents (620) 678
Cash and cash equivalents at beginning of year 1,875 724
Cash and cash equivalents at end of period $ 1,255 $ 1,402
Supplemental disclosure of cash flow information:
Cash paid during the period for:
Interest $ 83 $ 46
Income taxes (net of refunds received) $ 71 % 27

See accompanying notes to condensed consolidated financial statements.



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 operates in three segments, Water Infrastructure, Applied Water and Measurement & Control Solutions. See Note 17, "Segment
Information”, to the condensed consolidated financial statements for further segment background information.

Except as otherwise indicated or unless the context otherwise requires, "Xylem, our" and the "Company" refer to Xylem Inc. and

its subsidiaries.

we," "us,

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 intercompany 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 statement 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, 2020 ("2020
Annual Report") in preparing these unaudited condensed consolidated financial statements. These condensed consolidated financial
statements should be read in conjunction with the audited consolidated financial statements and the notes included in our 2020 Annual
Report.

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 condensed consolidated
financial statements, and the reported amounts of revenue and expenses during the reporting period. Estimates are revised as additional
information becomes available. Estimates and assumptions are used for, but not limited to, post-retirement obligations and assets, revenue
recognition, income taxes, valuation of intangible assets, goodwill and indefinite-lived intangible impairment testing and contingent liabilities.
Actual results could differ from these estimates. The global outbreak of the novel coronavirus ("COVID-19") disease in March 2020, declared
a pandemic by the World Health Organization, has created significant global volatility, uncertainty and economic disruption. The COVID-19
pandemic also has caused increased uncertainty in estimates and assumptions affecting the condensed consolidated financial statements.
Actual results could differ from these estimates.

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. Revenue
Disaggregation of Revenue

The following table illustrates the sources of revenue:

Three Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2021 2020 2021 2020
Revenue from contracts with customers $ 1,214 $ 1,170 $ 3,726 $ 3,358
Lease Revenue 51 50 146 145
Total $ 1,265 $ 1,220 $ 3,872 $ 3,503

The following table reflects revenue from contracts with customers by application. The table below also reflects updates to the aggregation of
applications to simplify and focus presentation.

Three Months Ended Nine Months Ended
September 30, September 30,

(in millions) 2021 2020 2021 2020
Water Infrastructure

Transport $ 390 $ 374 $ 1,173 $ 1,042

Treatment 106 100 306 276
Applied Water*

Commercial Building Services 152 136 454 406

Residential Building Services 71 67 211 171

Industrial Water 177 161 542 462
Measurement & Control Solutions

Water 253 254 824 759

Energy 65 78 216 242
Total $ 1,214 $ 1,170 $ 3,726 $ 3,358

*ltems in the prior year footnote disclosures for Applied Water were reclassified to conform to the current presentation.



The following table reflects revenue from contracts with customers by geographical region. The presentation of geographic regions below has
been updated to better align to how management currently focuses on revenue and growth platforms by geographic region. There has been
no change to the Company's reportable segments.

Three Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2021 2020 2021 2020
Water Infrastructure
United States $ 137 $ 142 $ 402 $ 407
Western Europe 175 163 538 462
Emerging Markets (a) 137 124 391 319
Other 47 45 148 130
Applied Water
United States 197 185 593 559
Western Europe 920 83 281 227
Emerging Markets (a) 81 69 240 181
Other 32 27 93 72
Measurement & Control Solutions
United States 189 202 625 636
Western Europe 59 58 202 172
Emerging Markets (a) 46 45 141 125
Other 24 27 72 68
Total $ 1,214 $ 1,170 $ 3,726 $ 3,358

(@) Emerging Markets includes results from the following regions: Eastern Europe, the Middle East and Africa, Latin America and Asia Pacific
(excluding Japan, Australia and New Zealand, which are presented in "Other")

Contract Balances

We receive payments from customers based on a billing schedule as established in our contracts. Contract assets relate to costs incurred to
perform in advance of scheduled billings. Contract liabilities relate to payments received in advance of performance under the contracts.
Changes in contract assets and liabilities are due to our performance under the contract.



The table below provides contract assets, contract liabilities, and significant changes in contract assets and liabilities:

(in millions) Contract Assets (a) Contract Liabilities

Balance at January 1, 2020 $ 106 $ 135
Additions, net 95 98
Revenue recognized from opening balance — (83)
Billings transferred to accounts receivable (89) —
Other — (2)

Balance at September 30, 2020 $ 112 $ 149

Balance at January 1, 2021 $ 117 $ 166
Additions, net 99 109
Revenue recognized from opening balance — (106)
Billings transferred to accounts receivable (85) —
Other (1) (2)

Balance at September 30, 2021 $ 130 $ 167

(a) Excludes receivable balances, which are disclosed on the Condensed Consolidated Balance Sheets

Performance obligations

Delivery schedules vary from customer to customer based upon their requirements. Typically, large projects require longer lead production
cycles and delays can occur from time to time. As of September 30, 2021, the aggregate amount of the transaction price allocated to
performance obligations that are unsatisfied or partially unsatisfied for contracts with performance obligations, amount to $489 million. We
expect to recognize the majority of revenue upon the completion of satisfying these performance obligations in the following 60 months. The
Company elects to apply the practical expedient to exclude from this disclosure revenue related to performance obligations that are part of a
contract whose original expected duration is less than one year.

Note 3. Restructuring and Asset Impairment Charges
Restructuring

From time to time, the Company will incur costs related to restructuring actions in order to optimize our cost base and more strategically
position itself. During the three and nine months ended September 30, 2021, we recognized net restructuring recoveries of $(2) million and
$6 million, respectively, of which $(2) million and $4 million relate to actions previously announced in 2020 and prior. These charges included
reduction of headcount across all segments, asset impairments within our Measurement & Control Solutions segment and accrual recoveries
in our Measurement & Control Solutions segment.

In response to the changes in business and economic conditions arising as a result of the COVID-19 pandemic, in June 2020 management
committed to a restructuring plan that includes actions across our businesses and functions globally. The plan is designed to support our
long-term financial resilience, simplify our operations, strengthen our competitive positioning and better serve our customers. During the
three and nine months ended September 30, 2020, we recognized restructuring charges of $8 million and $48 million, respectively. These
charges included reduction of headcount across all segments and asset impairments within our Measurement & Control Solutions segment.

10



The following table presents the components of restructuring expense and asset impairment charges:

Three Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2021 2020 2021 2020
By component:
Severance and other charges $ 1 % 8 $ 9 % 31
Asset impairment — — 1 17
Other restructuring charges — 1 — 1
Reversal of restructuring accruals (3) (2) (4) (2)
Total restructuring charges $ 2 $ 8 $ 6 $ 48
Asset impairment charges — 11 1 21
Total restructuring and asset impairment charges $ (2 $ 19 $ 7 % 69
By segment:
Water Infrastructure $ — $ 6 $ 7 % 14
Applied Water 1 1 2 3
Measurement & Control Solutions 3) 12 (2) 52

The following table displays a roll-forward of the restructuring accruals, presented on our Condensed Consolidated Balance Sheets within
"Accrued and other current liabilities" and "Other non-current accrued liabilities", for the nine months ended September 30, 2021 and 2020:

(in millions) 2021 2020
Restructuring accruals - January 1 $ 29 % 27
Restructuring charges,net 6 48
Cash payments (22) (25)
Asset impairment (1) 17)
Foreign currency and other (2) —
Restructuring accruals - September 30 $ 11 3 33

By segment:

Water Infrastructure $ 1 3 5
Applied Water 2 1
Measurement & Control Solutions 6 22
Regional selling locations (a) 2 4
Corporate and other — 1

(a) Regional selling locations consist primarily of selling and marketing organizations and related support services that incurred restructuring expense that
was allocated to the segments. The liabilities associated with restructuring expense were not allocated to the segments.
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The following table presents expected restructuring spend in 2021 and thereafter:

Water Measurement &

(in millions) Infrastructure Applied Water Control Solutions Corporate Total
Actions Commenced in 2021:

Total expected costs $ 4 % — 3 — $ — 3 4
Costs incurred during Q1 2021 1 — — — 1
Costs incurred during Q2 2021 1 — — — 1
Costs incurred during Q3 2021 — — — — —
Total expected costs remaining $ 2 $ — 3 — 8 — $ 2
Actions Commenced in 2020:

Total expected costs $ 23 $ 7 % 31 $ — % 61
Costs incurred during 2020 19 4 30 — 53
Costs incurred during Q1 2021 2 1 1 — 4
Costs incurred during Q2 2021 2 — — — 2
Costs incurred during Q3 2021 — 1 — — 1
Total expected costs remaining $ — 8 18 — $ — $ 1

During the third quarter of 2021, we recorded an adjustment of $3 million to decrease the liability within the Measurement & Control Solutions
segment, related to 2019 actions. As a result of this adjustment, the estimated total cost of the 2019 actions decreased to $24 million for the
Measurement & Control Solutions segment. The 2019 actions are complete.

The Water Infrastructure actions commenced in 2021 consist primarily of severance charges. These actions are expected to continue
through the second quarter of 2022.

The Water Infrastructure, Applied Water, and Measurement & Control Solutions actions commenced in 2020 consist primarily of severance
charges across segments and asset impairment charges in our Measurement & Control Solutions segment. These actions are expected to
continue through the second quarter of 2022.

During the second quarter of 2020 the discontinuance of a product line resulted in $17 million of asset impairments, primarily related to
customer relationships, trademarks and fixed assets within our Measurement & Control Solutions segment.

Asset Impairment

During the third quarter of 2020, we determined that certain assets including software and proprietary technology within our Measurement &
Control Solutions segment were impaired. Accordingly we recognized an impairment charge of $11 million. Refer to Note 7, "Goodwill and
Other Intangible Assets," for additional information.

During the second quarter of 2020 we determined that internally developed in-process software within our Measurement & Control Solutions
segment was impaired as a result of actions taken to prioritize strategic investments. Accordingly, we recognized an impairment charge of
$10 million. Refer to Note 7, "Goodwill and Other Intangible Assets," for additional information.

Note 4. 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 and discrete items.
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The income tax provision for the three months ended September 30, 2021 was $19 million resulting in an effective tax rate of 13.9%,
compared to a $13 million expense resulting in an effective tax rate of 26.2% for the same period in 2020. The income tax provision for the
nine months ended September 30, 2021 was $71 million resulting in an effective tax rate of 18.3%, compared to a $21 million expense
resulting in an effective tax rate of 16.6% for the same period in 2020. The effective tax rate for the three and nine month periods ended
September 30, 2021 was lower than the U.S. federal statutory rate primarily due to favorable earnings mix, partially offset by the Global
Intangible Low Taxed Income ("GILTI") inclusion. Additionally, the effective tax rate for the three and nine month periods ended September
30, 2020 differ from the U.S. federal statutory rate primarily due to the mix of earnings in foreign jurisdictions, partially offset by the GILTI
inclusion and goodwill impairment charge.

Unrecognized Tax Benefits

During 2019, Xylem’s Swedish subsidiary received a tax assessment for the 2013 tax year related to the tax treatment of an intercompany
transfer of certain intellectual property that was made in connection with a reorganization of our European businesses. The assessment
asserts an aggregate amount of approximately $80 million for tax, penalties and interest. Xylem filed an appeal with the Administrative Court
of Stockholm. Management, in consultation with external legal advisors, believes it is more likely than not that Xylem will prevail on the
proposed assessment and is vigorously defending our position through litigation. As of September 30, 2021, we have not recorded any
unrecognized tax benefits related to this uncertain tax position.

Note 5. 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,
2021 2020 2021 2020

Net income (in millions) $ 114 $ 37 $ 314 $ 106
Shares (in thousands):
Weighted average common shares outstanding 180,221 180,006 180,182 180,031

Add: Participating securities (a) 15 16 21 24
Weighted average common shares outstanding — Basic 180,236 180,022 180,203 180,055
Plus incremental shares from assumed conversions: (b)

Dilutive effect of stock options 949 656 880 648

Dilutive effect of restricted stock units and performance share units 457 290 405 253
Weighted average common shares outstanding — Diluted 181,642 180,968 181,488 180,956
Basic earnings per share $ 063 $ 020 $ 174 % 0.59
Diluted earnings per share $ 0.63 $ 020 $ 1.73 $ 0.58

(a) Restricted stock unit awards containing rights to non-forfeitable dividends that participate in undistributed earnings with common stockholders are
considered participating securities for purposes of computing earnings per share.

(b) Incremental shares from stock options, restricted stock units and performance share units are computed by the treasury stock method. The weighted
average shares listed below were not included in the computation of diluted earnings per share because to do so would have been anti-dilutive for the
periods presented or were otherwise excluded under the treasury stock method. The treasury stock method calculates dilution assuming the exercise of
all in-the-money options and vesting of restricted stock units and performance share units, reduced by the repurchase of shares with the proceeds from
the assumed exercises and unrecognized compensation expense for outstanding awards. Performance share units will be included in the treasury stock
calculation of diluted earnings per share upon achievement of underlying performance or market conditions at the end of the reporting period. See Note
13, "Share-Based Compensation Plans", to the condensed consolidated financial statements for further detail on the performance share units.
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Three Months Ended Nine Months Ended

September 30, September 30,
thousands) 2021 2020 2021 2020
stock options 1,031 1,699 1,169 1,611
lestricted stock units 251 408 285 387
‘erformance share units 315 334 338 311

Note 6. Inventories

The components of total inventories are summarized as follows:

September 30, December 31,

(in millions) 2021 2020
Finished goods $ 252 $ 221
Work in process 62 49
Raw materials 365 288

Total inventories $ 679 $ 558

Note 7. Goodwill and Other Intangible Assets

Goodwill
Changes in the carrying value of goodwill by reportable segment for the nine months ended September 30, 2021 are as follows:
Water Measurement &

(in millions) Infrastructure Applied Water Control Solutions Total
Balance as of January 1, 2021 $ 668 $ 529 $ 1,657 $ 2,854
Activity in 2021

Foreign currency and other @) 9) (22) (38)
Balance as of September 30, 2021 $ 661 $ 520 $ 1,635 $ 2,816

As of September 30, 2021, goodwill included an accumulated impairment loss of $206 million within the Measurement & Control Solutions
segment.

During the third quarter of 2020, the Company recorded a goodwill impairment charge of $58 million related to the Advanced Infrastructure
Analytics (“AlA”) goodwill reporting unit within our Measurement & Control Solutions segment. The AlA reporting unit is comprised of our
assessment services business (primarily the Pure Technologies Ltd. ("Pure") acquisition) as well as our digital solutions business. The
impairment resulted from management's updated forecast of future cash flows for the AlA businesses, which reflects significant negative
volume impacts from the COVID-19 pandemic, primarily on our assessment services business. Our ongoing investment in the AIA
businesses also continues to impact near term profitability. These factors drove the decrease in forecasted cash flows, and as such, the
calculated fair value of the AIA reporting unit below its carrying value as of the third quarter. To determine the fair value of the AlA reporting
unit, the Company used the income approach. Under the income approach, the fair value of the AIA reporting unit was based on the present
value of the estimated cash flows that the reporting unit is expected to generate over its remaining life. Cash flow projections were based on
management’s estimates of revenue growth rates and operating margins, taking into consideration industry and market conditions. The
discount rate was based on the weighted average cost of capital appropriate for the AIA reporting unit.
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Other Intangible Assets

Information regarding our other intangible assets is as follows:

September 30, 2021 December 31, 2020
Carrying Accumulated Net Carrying Accumulated Net

(in millions) Amount Amortization Intangibles Amount Amortization Intangibles
Customer and distributor

relationships $ 935 $ (446) $ 489 $ 941 $ (410) $ 531
Proprietary technology and patents 204 (140) 64 206 (131) 75
Trademarks 142 (70) 72 143 (63) 80
Software 535 (293) 242 500 (265) 235
Other 21 (29) 2 21 (18) 3
Indefinite-lived intangibles 168 — 168 169 — 169
Other Intangibles $ 2,005 $ (968) $ 1,037 $ 1,980 $ (887) $ 1,093

Amortization expense related to finite-lived intangible assets was $31 million and $96 million for the three and nine month periods ended
September 30, 2021, respectively, and $33 million and $101 million for the three and nine month periods ended September 30, 2020,
respectively.

During the third quarter of 2020, the Company assessed whether the carrying amounts of the AlA reporting unit's long-lived assets may not
be recoverable based on the updated forecast of future cash flows, and therefore impaired. Our assessment resulted in an impairment
charge of $11 million, primarily related to software and proprietary technology. The charge was calculated using an income approach, which
is considered a Level 3 input for fair value measurement, and is reflected in “Restructuring and asset impairment charges” in our Condensed
Consolidated Income Statements.

During the second quarter of 2020, we recognized impairment charges of $16 million primarily related to customer relationships and
trademarks due to discontinuance of a product line within our Measurement & Control Solutions segment. We also determined that internally
developed in-process software within our Measurement & Control Solutions segment was impaired as a result of actions taken to prioritize
strategic investments and recognized an impairment charge of $10 million.

Note 8. Derivative Financial Instruments
Risk Management Objective of Using Derivatives

We are exposed to certain risks arising from both our business operations and economic conditions, and we principally manage our
exposures to these risks through management of our core business activities. Certain of our foreign operations expose us to fluctuations of
foreign interest rates and exchange rates that may impact revenue, expenses, cash receipts, cash payments, and the value of our
stockholders' equity. We enter into derivative financial instruments to protect the value or fix the amount of certain cash flows in terms of the
functional currency of the business unit with that exposure and also reduce the volatility in stockholders' equity.

Cash Flow Hedges of Foreign Exchange Risk

We are exposed to fluctuations in various foreign currencies against our functional currencies. We use foreign currency derivatives, including
currency forward agreements, to manage our exposure to fluctuations in the various exchange rates. Currency forward agreements involve
fixing the foreign currency exchange rate for delivery of a specified amount of foreign currency on a specified date.

Certain business units with exposure to foreign currency exchange risks have designated certain currency forward agreements as cash flow
hedges of forecasted intercompany inventory purchases and sales. Our principal currency exposures relate to the Euro, Swedish Krona,
British Pound, Canadian Dollar, Polish Zloty and Australian Dollar. We had foreign exchange contracts with purchased notional amounts
totaling $130 million and $0 million as of September 30, 2021 and December 31, 2020, respectively. As of September 30, 2021, our most
significant foreign currency derivatives included contracts to sell U.S. Dollar and purchase Euro, purchase Swedish Krona and sell Euro, sell
British Pound and purchase Euro, purchase Polish Zloty and sell Euro, purchase U.S. Dollar and sell Canadian Dollar, and to sell Canadian
Dollar and purchase Euro. The purchased
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notional amounts associated with these currency derivatives are $47 million, $42 million, $17 million, $7 million, $7 million and $5 million,
respectively.

Hedges of Net Investments in Foreign Operations
We are exposed to changes in foreign currencies impacting our net investments held in foreign subsidiaries.
Cross-Currency Swaps

Beginning in 2015, we entered into cross-currency swaps to manage our exposure to fluctuations in the Euro-U.S. Dollar exchange rate.
During the second quarter of 2019 and third quarter of 2020 we entered into additional cross-currency swaps. The total notional amount of
derivative instruments designated as net investment hedges was $1,184 million and $1,249 million as of September 30, 2021 and
December 31, 2020, respectively.

Foreign Currency Denominated Debt

On March 11, 2016, we issued 2.250% Senior Notes of €500 million aggregate principal amount due March 2023. We designated the entirety
of the outstanding balance, or $579 million and $610 million as of September 30, 2021 and December 31, 2020, respectively, net of
unamortized discount, as a hedge of a net investment in certain foreign subsidiaries.

The table below presents the effect of our derivative financial instruments on the Condensed Consolidated Income Statements and
Statements of Comprehensive Income:

Three Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2021 2020 2021 2020
Cash Flow Hedges
Foreign Exchange Contracts
Amount of (loss) gain recognized in OCI $ 1) $ 4 3 8) $ 7
Amount of loss (gain) reclassified from OCI into revenue 2 2) 1 —
Amount of (gain) loss reclassified from OCI into cost of revenue — — (1) 2
Net Investment Hedges
Cross-Currency Swaps
Amount of gain (loss) recognized in OCI $ 27 % B3) $ 59 $ (30)
Amount of income recognized in Interest Expense 6 5 $ 16 $ 14
Foreign Currency Denominated Debt
Amount of gain (loss) recognized in OCI $ 12 $ (21) $ 32 3 (26)

As of September 30, 2021, $5 million of net losses on cash flow hedges are expected to be reclassified into earnings in the next 12 months.
As of September 30, 2021, no gains or losses on the net investment hedges are expected to be reclassified into earnings over their duration.

The fair values of our derivative assets and liabilities are measured on a recurring basis using Level 2 inputs and are determined through the
use of models that consider various assumptions including yield curves, time value and other measurements.
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The fair values of our derivative contracts currently included in our hedging program were as follows:

September 30, December 31,
(in millions) 2021 2020

Derivatives designated as hedging instruments
Assets
Net Investment Hedges
Other non-current assets $ 1 3 —
Liabilities
Cash Flow Hedges
Other current liabilities $ 4 $ —
Net Investment Hedges
Other non-current accrued liabilities $ (55) $ (117)

The fair value of our long-term debt, due in 2023, designated as a net investment hedge was $598 million and $640 million as of
September 30, 2021 and December 31, 2020, respectively.

Note 9. Accrued and Other Current Liabilities

The components of total accrued and other current liabilities are as follows:

September 30, December 31,

(in millions) 2021 2020
Compensation and other employee-benefits $ 246 $ 258
Customer-related liabilities 189 186
Accrued taxes 77 103
Lease liabilities 70 63
Accrued warranty costs 46 54
Other accrued liabilities 109 123

Total accrued and other current liabilities $ 737 $ 787

Note 10. Credit Facilities and Debt

Total debt outstanding is summarized as follows:

September 30, December 31,

(in millions) 2021 2020

4.875% Senior Notes due 2021 (a) $ — 3 600
2.250% Senior Notes due 2023 (a) 580 612
3.250% Senior Notes due 2026 (a) 500 500
1.950% Senior Notes due 2028 (a) 500 500
2.250% Senior Notes due 2031 (a) 500 500
4.375% Senior Notes due 2046 (a) 400 400
Debt issuance costs and unamortized discount (b) (25) (28)
Total debt 2,455 3,084
Less: short-term borrowings and current maturities of long-term debt — 600
Total long-term debt $ 2,455 $ 2,484

(a) The fair value of our Senior Notes was determined using quoted prices in active markets for identical securities, which are considered Level 1 inputs.
The fair value of our Senior Notes due 2021 was $0 million and $620 million as of September 30, 2021 and December 31, 2020, respectively. The fair
value of our Senior Notes due 2023 was $598 million and $640 million as of September 30, 2021 and December 31, 2020, respectively. The fair value of
our Senior Notes due 2026 was $545 million and $563 million as of September 30, 2021 and December 31, 2020 respectively. The fair value of our
Senior Notes due 2028 was $505 million and $529 million as of September 30, 2021 and December 31, 2020,
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respectively. The fair value of our Senior Notes due 2031 was $503 million and $527 million as of September 30, 2021 and December 31, 2020,
respectively. The fair value of our Senior Notes due 2046 was $481 million and $496 million as of September 30, 2021 and December 31, 2020,
respectively.

(b) The debt issuance costs and unamortized discount are recognized as a reduction in the carrying value of the Senior Notes in the Condensed
Consolidated Balance Sheets and are being amortized to interest expense in our Condensed Consolidated Income Statements over the expected
remaining terms of the Senior Notes.

Senior Notes

On June 26, 2020, we issued 1.950% Senior Notes of $500 million aggregate principal amount due January 2028 (the “Senior Notes due
2028") and 2.250% Senior Notes of $500 million aggregate principal amount due January 2031 (the “Senior Notes due 2031" and, together
with the Senior Notes due 2028, the “Green Bond”).

The Green Bond includes covenants that restrict our ability, and the ability of our restricted subsidiaries, to incur debt secured by liens on
certain property above a threshold, to engage in certain sale and leaseback transactions involving certain property above a threshold, and to
consolidate or merge, or convey or transfer all or substantially all of our assets. We may redeem the Green Bond at any time, at our option,
subject to certain conditions, at specified redemption prices, plus accrued and unpaid interest to the redemption date.

If a change of control triggering event (as defined in the applicable Green Bond indenture) occurs, we will be required to make an offer to
purchase the notes at a price equal to 101% of their principal amount plus accrued and unpaid interest to the date of repurchase.

Interest on the Green Bond is payable on January 30 and July 30 of each year. As of September 30, 2021, we are in compliance with all
covenants for the Green Bond.

On September 20, 2011, we issued 4.875% Senior Notes of $600 million aggregate principal amount due October 2021 (the "Senior Notes
due 2021"). On March 11, 2016, we issued 2.250% Senior Notes of €500 million aggregate principal amount due March 2023 (the "Senior
Notes due 2023"). On October 11, 2016, we issued 3.250% Senior Notes of $500 million aggregate principal amount due October 2026 (the
“Senior Notes due 2026") and 4.375% Senior Notes of $400 million aggregate principal amount due October 2046 (the “Senior Notes due
2046” and, together with the Senior Notes due 2021, the Senior Notes due 2023 and the Senior Notes due 2026, the “Senior Notes”).

The Senior Notes include covenants that restrict our ability, and the ability of our restricted subsidiaries, to incur debt secured by liens on
certain property above a threshold, to engage in certain sale and leaseback transactions involving certain property above a threshold, and to
consolidate or merge, or convey or transfer all or substantially all of our assets. We may redeem the Senior Notes, as applicable, in whole or
in part, at any time at a redemption price equal to the principal amount of the Senior Notes to be redeemed, plus a make-whole premium. We
may also redeem the Senior Notes in certain other circumstances, as set forth in the applicable Senior Notes indenture.

If a change of control triggering event (as defined in the applicable Senior Notes indenture) occurs, we will be required to make an offer to
purchase the Senior Notes at a price equal to 101% of their principal amount plus accrued and unpaid interest to the date of repurchase.

Interest on the Senior Notes due 2021 is payable on April 1 and October 1 of each year. Interest on the Senior Notes due 2023 is payable on
March 11 of each year. Interest on the Senior Notes due 2026 and the Senior Notes due 2046 is payable on May 1 and November 1 of each
year. As of September 30, 2021, we are in compliance with all covenants for the Senior Notes.

On October 1st, 2021 our Senior Notes due 2021 were settled with cash on hand for a total of $600 million.
Credit Facilities
2019 Five-Year Revolving Credit Facility

On March 5, 2019, Xylem entered into a Five-Year Revolving Credit Facility (the “2019 Credit Facility”) with Citibank, N.A., as Administrative
Agent, and a syndicate of lenders. The 2019 Credit Facility provides for an aggregate principal amount of up to $800 million (available in U.S.
Dollars and in Euros), with increases of up to $200 million for a maximum aggregate principal amount of $1 billion at the request of Xylem
and with the consent of the institutions providing such increased commitments.
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Interest on all loans under the 2019 Credit Facility is payable either quarterly or at the expiration of any LIBOR or EURIBOR interest period
applicable thereto. Borrowings accrue interest at a rate equal to, at Xylem's election, a base rate or an adjusted LIBOR or EURIBOR rate
plus an applicable margin. The 2019 Credit Facility includes customary provisions for implementation of replacement rates for LIBOR-based
and EURIBOR-based loans. The 2019 Credit Facility also includes a pricing grid that determines the applicable margin based on Xylem's
credit rating, with a further adjustment depending on Xylem's annual Sustainalytics Environmental, Social and Governance ("ESG") score,
determined based on the methodology in effect as of March 5, 2019. Xylem will also pay quarterly fees to each lender for such lender’s
commitment to lend accruing on such commitment at a rate based on our credit rating, whether such commitment is used or unused, as well
as a quarterly letter of credit fee accruing on the letter of credit exposure of such lender during the preceding quarter at a rate based on the
credit rating of Xylem (as adjusted for the ESG score).

The 2019 Credit Facility requires that Xylem maintain a consolidated total debt to consolidated EBITDA ratio (or maximum leverage ratio),
which will be based on the last four fiscal quarters; and in addition contains a number of customary covenants, including limitations on the
incurrence of secured debt and debt of subsidiaries, liens, sale and lease-back transactions, mergers, consolidations, liquidations,
dissolutions and sales of assets. The 2019 Credit Facility also contains customary events of default. Finally, Xylem has the ability to
designate subsidiaries that can borrow under the 2019 Credit Facility, subject to certain requirements and conditions set forth in the 2019
Credit Facility.

On June 22, 2020, Xylem entered into Amendment No. 1 to the 2019 Credit Facility (the "Amendment") which modified the financial covenant
from a test based on the maximum leverage ratio (defined as consolidated total debt to consolidated EBITDA) to a test based on the net
leverage ratio (defined as consolidated total debt less unrestricted cash and cash equivalents to consolidated EBITDA). This modification is
effective through the quarter ending September 30, 2021, after which the covenant will revert back to the prior maximum leverage ratio test.
The Amendment also restricted stock repurchases until March 31, 2021, except for shares of common stock in an amount not to exceed the
number of shares issued after the date of the Amendment, subject to customary exceptions. As of September 30, 2021, the 2019 Credit
Facility was undrawn and we are in compliance with all revolver covenants.

Commercial Paper
U.S. Dollar Commercial Paper Program

Our U.S. Dollar commercial paper program generally serves as a means of short-term funding with a $600 million maximum issuing balance
and a combined limit of $800 million inclusive of the 2019 Credit Facility. As of September 30, 2021 and December 31, 2020, none of the
Company's $600 million U.S. Dollar commercial paper program was outstanding. We have the ability to continue borrowing under this
program going forward in future periods.

Euro Commercial Paper Program

On June 3, 2019, Xylem entered into a Euro commercial paper program with ING Bank N.V., as administrative agent, and a syndicate of
dealers. The Euro commercial paper program provides for a maximum issuing balance of up to €500 million (approximately $580 million)
which may be denominated in a variety of currencies. The maximum issuing balance may be increased in accordance with the Dealer
Agreement. As of September 30, 2021 and December 31, 2020, none of the Company's Euro commercial paper program was outstanding.
We have the ability to continue borrowing under this program going forward in future periods.
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Note 11. Post-retirement Benefit Plans

The components of net periodic benefit cost for our defined benefit pension plans are as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2021 2020 2021 2020
Domestic defined benefit pension plans:
Service cost $ 1 % — $ 2 3 2
Interest cost — 1 2 3
Expected return on plan assets (2) (2) (5) (5)
Amortization of net actuarial loss 1 — 3 2
Net periodic benefit cost $ — $ — $ 2 $ 2
International defined benefit pension plans:
Service cost $ 4 $ 3 8 11 $ 9
Interest cost 2 3 8 11
Expected return on plan assets 3) (4) (10) (20)
Amortization of net actuarial loss 5 4 13 10
Net periodic benefit cost $ 8 $ 6 $ 22 3 20
Total net periodic benefit cost $ 8 $ 6 $ 24 3% 22

The components of net periodic benefit cost, other than the service cost component, are included in the line item "Other non-operating
expense, net" in the Condensed Consolidated Income Statements.

The total net periodic benefit cost for other post-retirement employee benefit plans was less than $1 million, including net credits recognized
into other comprehensive income of less than $1 million, for both the three and nine months ended September 30, 2021 and 2020,
respectively.

We contributed $16 million and $19 million to our defined benefit plans during the nine months ended September 30, 2021 and 2020,
respectively. Additional contributions ranging between approximately $4 million and $8 million are expected to be made during the remainder
of 2021.

During the first quarter of 2020, the Company purchased a bulk annuity policy with an insurance company for its largest defined benefit plan
in the U.K., as a plan asset, to facilitate the termination and buy-out of the plan. The bulk annuity fully insures the benefits payable to the
participants of the plan until a full buy-out of the plan can be executed, which is expected to occur in 2022. Included in the Company's nine
months ended September 30, 2020 contributions is $5 million paid to meet the shortfall between the cost of the bulk annuity policy and the
plan assets. Subsequent to the end of the quarter, we made a payment of approximately $6 million related to the previously disclosed buy-
out of the UK pension plan. The remaining payments will be completed in Q4 2021.
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Note 12. Equity

The following table shows the changes in stockholders' equity for the nine months ended September 30, 2021:

Capital in Non-
Common Excess of Retained Accumulated Other Treasury Controlling
Stock Par Value Earnings Comprehensive Loss Stock Interest Total
Balance at January 1, 2021 $ 2 3 2,037 $ 1,930 $ (413) $ (588) $ 8 2,976
Other — — — — — 1 1
Net income — — 87 — — — 87
Other comprehensive loss, net — — — (13) — — (13)
Dividends declared ($0.28 per
share) — — (50) — — — (50)
Stock incentive plan activity — 12 — — (7) — 5
Repurchase of common stock — — — — (60) — (60)
Balance at March 31, 2021 $ 2 3 2,049 $ 1,967 $ (426) $ (655) $ 9 2,946
Net income — — 113 — — — 113
Other comprehensive income,
net — — — 28 — — 28
Dividends declared ($0.28 per
share) — — (51) — — — (51)
Stock incentive plan activity — 14 — — (1) — 13
Balance at June 30, 2021 $ 2 s 2,063 $ 2,029 $ (398) $ (656) $ 9 3,049
Net income — — 114 — — — 114
Other comprehensive loss, net — — — (24) — — (24)
Dividends declared ($0.28 per
share) — — (51) — — — (51)
Stock incentive plan activity — 14 — — — — 14
Balance at September 30,
2021 $ 2 $ 2,077 $ 2,092 $ (422) $ (656) $ 9 3,102
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The following table shows the changes in stockholders' equity for the nine months ended September 30, 2020:

Capital in Non-
Common Excess of Retained Accumulated Other Treasury Controlling
Stock Par Value Earnings Comprehensive Loss Stock Interest Total
Balance at January 1, 2020 $ 2 % 1,991 $ 1,866 $ (375) $ (527) $ 10 $ 2,967
Cumulative effect of change in
accounting principle — — (2) — — — (2)
Net income — — 38 — — — 38
Other comprehensive loss, net — — — (86) — 1) (87)
Dividends declared ($0.26 per
share) — — (48) — — — (48)
Stock incentive plan activity — 13 — — (20) — 3
Repurchase of common stock — — — — (50) — (50)
Balance at March 31, 2020 $ 2 $ 2,004 $ 1,854 $ (461) $ (587) $ 9 $ 2821
Net income — — 31 — — — 31
Other comprehensive income,
net — — — 52 — — 52
Dividends declared ($0.26 per
share) — — (47) — — — 47)
Stock incentive plan activity — 8 — — — — 8
Balance at June 30, 2020 $ 2 % 2,012 $ 1,838 $ (409) $ (587) $ 9 $ 2,865
Net income — — 37 — — — 37
Other comprehensive income,
net — — — 13 — — 13
Distribution to minority
stockholders — — — — @) 1)
Dividends declared ($0.26 per
share) — — (47) — — — (47)
Stock incentive plan activity — 9 — — 1) — 8
Balance at September 30,
2020 $ 2 $ 2,021 $ 1,828 $ (396) $ (588) $ 8 $ 2875
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Note 13. Share-Based Compensation Plans

Share-based compensation expense was $8 million and $25 million during the three and nine months ended September 30, 2021,
respectively, and $3 million and $19 million during the three and nine months ended September 30, 2020, respectively. The unrecognized
compensation expense related to our stock options, restricted stock units and performance share units was $8 million, $27 million and $15
million, respectively, at September 30, 2021 and is expected to be recognized over a weighted average period of 1.9, 1.9 and 2.6 years,
respectively. The amount of cash received from the exercise of stock options was $15 million and $10 million for the nine months ended
September 30, 2021 and 2020, respectively.

Stock Option Grants
The following is a summary of the changes in outstanding stock options for the nine months ended September 30, 2021:

Weighted Weighted Average
Average Remaining Aggregate
Share units Exercise Contractual Intrinsic Value
(in thousands) Price | Share Term (Years) (in millions)
Outstanding at January 1, 2021 1,961 $ 56.66 6.4
Granted 262 102.61
Exercised (264) 54.82
Forfeited and expired (24) 84.39
Outstanding at September 30, 2021 1,935 $ 62.63 6.2 $ 113
Options exercisable at September 30, 2021 1,280 $ 51.49 48 $ 89
Vested and expected to vest as of September 30, 2021 1,872 $ 61.89 6.1 $ 111

The total intrinsic value of options exercised (which is the amount by which the stock price exceeded the exercise price of the options on the
date of exercise) during the nine months ended September 30, 2021 was $17.1 million.

Stock Option Fair Value

The fair value of each option grant was estimated on the date of grant using the binomial lattice pricing model which incorporates multiple
and variable assumptions over time, including assumptions such as employee exercise patterns, stock price volatility and changes in
dividends. The following are weighted-average assumptions for 2021 grants:

Volatility 26.29 %
Risk-free interest rate 0.86 %
Dividend yield 1.10 %
Expected term (in years) 5.7
Weighted-average fair value / share $ 23.26

Expected volatility is calculated based on an analysis of historic volatility measures for Xylem. We use historical data to estimate option
exercise and employee termination behavior within the valuation model. Employee groups and option characteristics are considered
separately for valuation purposes. The expected term represents an estimate of the period of time options are expected to remain
outstanding. The risk-free rate is based on the U.S. Treasury yield curve in effect at the time of option grant.

23



Restricted Stock Unit Grants

The following is a summary of restricted stock unit activity for the nine months ended September 30, 2021. The fair value of the restricted
share unit awards is determined using the closing price of our common stock on date of grant:

Weighted
Average
Share units Grant Date
(in thousands) Fair Value |/ Share
Outstanding at January 1, 2021 537 $ 74.62
Granted 230 105.77
Vested (249) 74.59
Forfeited (25) 87.02
Outstanding at September 30, 2021 493 $ 88.42

ROIC Performance Share Unit Grants

The following is a summary of Return on Invested Capital ("ROIC") performance share unit grants for the nine months ended September 30,
2021. The fair value of the ROIC performance share units is equal to the closing share price on the date of the grant:

Weighted
Average
Share units Grant Date
(in thousands) Fair Value |/ Share
Outstanding at January 1, 2021 182 $ 76.12
Granted 61 102.69
Forfeited (a) (66) 76.13
Outstanding at September 30, 2021 177 $ 84.85

(a) Includes ROIC performance share unit awards forfeited during the period as a result of the final performance condition not being achieved on vest date.

TSR Performance Share Unit Grants

The following is a summary of our Total Shareholder Return ("TSR") performance share unit grants for the nine months ended September 30,
2021:

Weighted
Average
Share units Grant Date
(in thousands) Fair Value | Share
Outstanding at January 1, 2021 182 $ 96.98
Granted 61 117.56
Adjustment for Market Condition Achieved (a) 35 98.79
Vested (93) 98.79
Forfeited (8) 103.10
Outstanding at September 30, 2021 177 $ 102.98

(a) Represents an increase in the number of original TSR performance share units awarded based on the final market condition achievement at the end of
the performance period of such awards.

The fair value of TSR performance share units was calculated on the date of grant using a Monte Carlo simulation model utilizing several key
assumptions, including expected Company and peer company share price volatility, correlation coefficients between peers, the risk-free rate
of return, the expected dividend yield and other award design features. The following are weighted-average assumptions for 2021 grants:

Volatility 33,5 %
Risk-free interest rate 0.24 %
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ESG Performance Share Unit Grants

During the first quarter of 2021, we issued a special grant of less than 0.1 million ESG performance share units. The shares will vest on
March 1, 2026 based on our performance as of December 31, 2025 against certain of the Company's 2025 sustainability goals.

Note 14. Capital Stock

For the three and nine months ended September 30, 2021, the Company repurchased less than 0.1 million shares of common stock for less
than $1 million and approximately 0.7 million shares of common stock for $68 million, respectively. For the three and nine months ended
September 30, 2020, the Company repurchased less than 0.1 million shares of common stock for approximately $1 million and
approximately 0.8 million shares of common stock for $61 million, respectively. Repurchases include both share repurchase programs
approved by the Board of Directors and repurchases in relation to settlement of employee tax withholding obligations due as a result of the
vesting of restricted stock units. The details of repurchases by each program are as follows:

On August 24, 2015, our Board of Directors authorized the repurchase of up to $500 million in shares with no expiration date. The program's
objective is to deploy our capital in a manner that benefits our stockholders and maintains our focus on growth. There were no shares
repurchased under the program for the three months ended September 30, 2021. For the nine months ended September 30, 2021, we
repurchased approximately 0.6 million shares for $60 million. There were no shares repurchased under the program for the three months
ended September 30, 2020. For the nine months ended September 30, 2020, we repurchased approximately 0.7 million shares for

$50 million. There are up to $228 million in shares that may still be purchased under this plan as of September 30, 2021.

Aside from the aforementioned repurchase program, we repurchased less than 0.1 million shares and approximately 0.1 million shares for
less than $1 million and $8 million for the three and nine months ended September 30, 2021, respectively, in relation to settlement of
employee tax withholding obligations due as a result of the vesting of restricted stock units. Likewise, we repurchased less than 0.1 million
shares and approximately 0.1 million shares for approximately $1 million and $11 million for the three and nine months ended September 30,
2020, respectively.
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Note 15. Accumulated Other Comprehensive Loss

The following table provides the components of accumulated other comprehensive loss for the nine months ended September 30, 2021:

Foreign Currency Post-retirement Derivative
(in millions) Translation Benefit Plans Instruments Total
Balance at January 1, 2021 $ (86) $ (330) $ 3 $ (413)
Foreign currency translation adjustment 10 — — 10
Tax on foreign currency translation adjustment (14) — — (14)
Amortization of prior service cost and net actuarial loss on post-
retirement benefit plans into other non-operating income
(expense), net — 5 — 5
Income tax impact on amortization of post-retirement benefit
plan items — (1) — (1)
Unrealized loss on derivative hedge agreements — — (11) (12)
Income tax benefit on unrealized loss on derivative hedge
agreements — — 1 1
Reclassification of unrealized gain on foreign exchange
agreements into revenue — — (2) (2)
Reclassification of unrealized gain on foreign exchange
agreements into cost of revenue — — 1) (1)
Balance at March 31, 2021 $ (90) $ (326) $ (10) $ (426)
Foreign currency translation adjustment 19 — — 19
Tax on foreign currency translation adjustment 1 — — 1
Amortization of prior service cost and net actuarial loss on post-
retirement benefit plans into other non-operating income
(expense), net — 5 — 5
Income tax impact on amortization of post-retirement benefit
plan items — (2 — (2)
Unrealized gain on derivative hedge agreements — — 4 4
Reclassification of unrealized loss on foreign exchange
agreements into revenue — — 1 1
Balance at June 30, 2021 $ (70) $ (323) $ (5) $ (398)
Foreign currency translation adjustment (19) — — (19)
Tax on foreign currency translation adjustment (10) — — (20)
Amortization of prior service cost and net actuarial loss on post-
retirement benefit plans into other non-operating income
(expense), net — 5 — 5
Income tax impact on amortization of post-retirement benefit
plan items — (1) — 1)
Unrealized gain on derivative hedge agreements — — (1) (1)
Reclassification of unrealized gain on foreign exchange
agreements into revenue — — 2 2
Balance at September 30, 2021 $ (99) $ (319) $ 4 s (422)
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The following table provides the components of accumulated other comprehensive loss for the nine months ended September 30, 2020:
Foreign Currency Post-retirement Derivative

(in millions) Translation Benefit Plans Instruments Total

Balance at January 1, 2020 $ (103) $ (269) $ 3 $ (375)
Foreign currency translation adjustment 77) — — (77)
Tax on foreign currency translation adjustment (23) — — (23)

Amortization of prior service cost and net actuarial loss on post-
retirement benefit plans into other non-operating income

(expense), net — 4 — 4

Income tax impact on amortization of post-retirement benefit

plan items — Q) — Q)

Unrealized loss on derivative hedge agreements — — 2) (2)

Reclassification of unrealized loss on foreign exchange

agreements into revenue — — 2 2

Reclassification of unrealized loss on foreign exchange

agreements into cost of revenue — — 1 1
Balance at March 31, 2020 $ (193) $ (266) $ 2 $ (461)

Foreign currency translation adjustment 35 — — 35

Tax on foreign currency translation adjustment 9 — — 9

Amortization of prior service cost and net actuarial loss on post-
retirement benefit plans into other non-operating income

(expense), net — 4 — 4

Income tax impact on amortization of post-retirement benefit

plan items — (2) — (2)

Unrealized gain on derivative hedge agreements — — 6 6

Income tax benefit on unrealized gain on derivative hedge

agreements — — (2) (2)

Reclassification of unrealized gain on foreign exchange

agreements into revenue — — (1) 1)

Reclassification of unrealized loss on foreign exchange

agreements into cost of revenue — — 1 1
Balance at June 30, 2020 $ (149) $ (263) $ 3 % (409)

Foreign currency translation adjustment (10) — — (10)

Tax on foreign currency translation adjustment 18 — — 18

Amortization of prior service cost and net actuarial loss on post-

retirement benefit plans into other non-operating income

(expense), net — 4 — 4

Income tax impact on amortization of post-retirement benefit

plan items — 1) — (1)

Unrealized gain on derivative hedge agreements — — 4 4

Reclassification of unrealized gain on foreign exchange

agreements into revenue — — (2) (2
Balance at September 30, 2020 $ (141) $ (260) $ 5 $ (396)

Note 16. Commitments and Contingencies
Legal Proceedings

From time to time, we are involved in legal and regulatory proceedings that are incidental to the operation of our businesses (or the business
operations of previously-owned entities). These proceedings may seek remedies relating to matters including environmental, tax, intellectual
property, acquisitions or divestitures, product liability,
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property damage, personal injury, privacy, employment, labor and pension, government contract issues and commercial or contractual
disputes.

From time to time, claims may be asserted against Xylem alleging injury caused by any of our products resulting from asbestos exposure.
We believe there are numerous legal defenses available for such claims and would defend ourselves vigorously. Pursuant to the Distribution
Agreement among ITT Corporation (now ITT LLC; acquired by Delticus HoldCo, L.P., a portfolio company of Warburg Pincus LLC, on July 1,
2021), Exelis (acquired by Harris Corporation, now L3Harris Technologies, Inc.) and Xylem, ITT LLC has an obligation to indemnify, defend
and hold Xylem harmless for asbestos product liability matters, including settlements, judgments, and legal defense costs associated with all
pending and future claims that may arise from past sales of ITT's legacy products. We believe ITT LLC remains a substantial entity with
sufficient financial resources to honor its obligations to us.

See Note 4, "Income Taxes", of our condensed consolidated financial statements for a description of a pending tax litigation matter.

Although the ultimate outcome of any legal matter cannot be predicted with certainty, based on present information, including our
assessment of the merits of the particular claims, we do not believe it is reasonably possible that any asserted or unasserted legal claims or
proceedings, individually or in aggregate, will have a material adverse effect on our results of operations, or financial condition. We have
estimated and accrued $5 million and $6 million as of September 30, 2021 and December 31, 2020, respectively, for these general legal
matters.

Indemnifications

As part of our 2011 spin-off from our former parent, ITT Corporation (now ITT LLC; acquired by Delticus HoldCo, L.P., a portfolio company of
Warburg Pincus LLC, on July 1, 2021), Exelis Inc. (acquired by Harris Corporation, now L3Harris Technologies, Inc.) and Xylem will
indemnify, defend and hold harmless each of the other parties with respect to such parties’ assumed or retained liabilities under the
Distribution Agreement and breaches of the Distribution Agreement or related spin agreements. ITT LLC's indemnification obligations include
asserted and unasserted asbestos and silica liability claims that relate to the presence or alleged presence of asbestos or silica in products
manufactured, repaired or sold prior to October 31, 2011, the Distribution Date, subject to limited exceptions with respect to certain employee
claims, or in the structure or material of any building or facility, subject to exceptions with respect to employee claims relating to Xylem
buildings or facilities. The indemnification associated with pending and future asbestos claims does not expire. Xylem has not recorded a
liability for material matters for which we expect to be indemnified by the former parent or Exelis Inc. through the Distribution Agreement and
we are not aware of any claims or other circumstances that would give rise to material payments from us under such indemnifications.

Guarantees

We obtain certain stand-by letters of credit, bank guarantees, surety bonds and insurance letters of credit from third-party financial institutions
in the ordinary course of business when required under contracts or to satisfy insurance-related requirements. As of September 30, 2021 and
December 31, 2020, the amount of surety bonds, bank guarantees, insurance letters of credit and stand-by letters of credit was $417 million
and $378 million, respectively.

Environmental

In the ordinary course of business, we are subject to federal, state, local, and foreign environmental laws and regulations. We are
responsible, or are alleged to be responsible, for ongoing environmental investigation and remediation of sites in various countries. These
sites are in various stages of investigation and/or remediation and in many of these proceedings our liability is considered de minimis. We
have received notification from the U.S. Environmental Protection Agency, and from similar state and foreign environmental agencies, that a
number of sites formerly or currently owned and/or operated by Xylem or for which we are responsible under the Distribution Agreement, and
other properties or water supplies that may be or have been impacted from those operations, contain disposed or recycled materials or
wastes and require environmental investigation and/or remediation. These sites include instances where we have been identified as a
potentially responsible party under federal and state environmental laws and regulations.

Accruals for environmental matters are recorded on a site-by-site basis when it is probable that a liability has been incurred and the amount
of the liability can be reasonably estimated, based on current law and existing
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technologies. Our accrued liabilities for these environmental matters represent our best estimates related to the investigation and remediation
of environmental media such as water, soil, soil vapor, air and structures, as well as related legal fees. These estimates, and related
accruals, are reviewed quarterly and updated for progress of investigation and remediation efforts and changes in facts and legal
circumstances. Liabilities for these environmental expenditures are recorded on an undiscounted basis. We have estimated and accrued $3
million and $3 million as of September 30, 2021 and December 31, 2020 for environmental matters.

It is difficult to estimate the final costs of investigation and remediation due to various factors, including incomplete information regarding
particular sites and other potentially responsible parties, uncertainty regarding the extent of investigation or remediation and our share, if any,
of liability for such conditions, the selection of alternative remedial approaches, and changes in environmental standards and regulatory
requirements. We believe the total amount accrued is reasonable based on existing facts and circumstances.

Warranties

We warrant numerous products, the terms of which vary widely. In general, we warrant products against defect and specific non-
performance. The table below provides changes in the combined current and non-current product warranty accruals over each period:

(in millions) 2021 2020
Warranty accrual — January 1 $ 65 $ 41
Net charges for product warranties in the period 23 44
Settlement of warranty claims (25) (24)
Foreign currency and other (1) 1
Warranty accrual - September 30 $ 62 $ 62

Note 17. Segment Information

Our business has three reportable segments: Water Infrastructure, Applied Water and Measurement & Control Solutions. The Water
Infrastructure segment focuses on the transportation and treatment of water, offering a range of products including water, wastewater and
storm water pumps, treatment equipment, and controls and systems. The Applied Water segment serves many of the primary uses of water
and focuses on the residential, commercial and industrial markets. The Applied Water segment's major products include pumps, valves, heat
exchangers, controls and dispensing equipment. The Measurement & Control Solutions segment focuses on developing advanced
technology solutions that enable intelligent use and conservation of critical water and energy resources as well as analytical instrumentation
used in the testing of water. The Measurement & Control Solutions segment's major products include smart metering, networked
communications, measurement and control technologies, critical infrastructure technologies, software and services including cloud-based
analytics, remote monitoring and data management, leak detection and pressure monitoring solutions and testing equipment.

Additionally, we have Regional selling locations, which consist primarily of selling and marketing organizations and related support services,
that offer products and services across our reportable segments. Corporate and other consists of corporate office expenses including
compensation, benefits, occupancy, depreciation, and other administrative costs, as well as charges related to certain matters, such as
environmental matters, that are managed at a corporate level and are not included in the business segments in evaluating performance or
allocating resources.
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The accounting policies of each segment are the same as those described in the Summary of Significant Accounting Policies section of Note
1in the 2020 Annual Report. The following table contains financial information for each reportable segment:

Three Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2021 2020 2021 2020
Revenue:
Water Infrastructure $ 547 $ 524 $ 1,625 $ 1,463
Applied Water 400 364 1,207 1,039
Measurement & Control Solutions 318 332 1,040 1,001
Total $ 1,265 $ 1,220 $ 3,872 % 3,503
Operating Income (Loss):
Water Infrastructure $ 101 $ 89 $ 265 $ 201
Applied Water 60 56 190 144
Measurement & Control Solutions 7 (62) 29 (120)
Corporate and other (16) (10) (39) (37)
Total operating income $ 152 $ 73 $ 445 $ 188
Interest expense $ 21 % 22 3% 63 $ 56
Other non-operating income (expense), net 2 Q) 1 (5)
Gain from sale of business — — 2 —
Income before taxes $ 133 % 50 $ 385 $ 127
Depreciation and Amortization:
Water Infrastructure $ 12 % 13 $ 38 $ 44
Applied Water 5 7 17 18
Measurement & Control Solutions 38 36 111 106
Regional selling locations (a) 6 4 15 15
Corporate and other 1 3 5 6
Total $ 62 $ 63 $ 186 $ 189
Capital Expenditures:
Water Infrastructure $ 18 $ 9 % 42 3 27
Applied Water 4 4 11 16
Measurement & Control Solutions 19 22 60 73
Regional selling locations (b) 4 6 12 18
Corporate and other 2 — 2 2
Total $ 47 $ 41 $ 127 $ 136

(a) Depreciation and amortization expense incurred by the Regional selling locations was included in an overall allocation of Regional selling location costs
to the segments; however, a certain portion of that expense was not specifically identified to a segment. That expense is captured in this Regional
selling location line.

(b) Represents capital expenditures incurred by the Regional selling locations not allocated to the segments.
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ITEM 2. MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion should be read in conjunction with the condensed consolidated financial statements, including the notes, included
elsewhere in this report on Form 10-Q (this "Report").

This Report contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as amended. Generally, the words “anticipate,” “estimate,” “expect,” “project,” “intend,” “plan,”
"contemplate," "predict," “forecast,” “likely,” “believe,” “target,” "goal,” “will,” “could,” “would,” “should,” "potential," "may" and similar
expressions or their negative, may, but are not necessary to, identify forward-looking statements. By their nature, forward-looking statements
address uncertain matters and include any statements that are not historical, such as statements about our strategy, financial plans, outlook,
objectives, plans, intentions or goals; or address possible or future results of operations or financial performance, including statements
relating to orders, revenues, operating margins and earnings per share growth.

Although we believe that the expectations reflected in any of our forward-looking statements are reasonable, actual results could differ
materially from those projected or assumed in any of our forward-looking statements. Our future financial condition and results of operations,
as well as any forward-looking statements, are subject to change and to inherent risks and uncertainties, many of which are beyond our
control. Additionally, many of these risks and uncertainties are, and may continue to be, amplified by the ongoing coronavirus (“COVID-19")
pandemic. Important factors that could cause our actual results, performance and achievements, or industry results to differ materially from
estimates or projections contained in or implied by our forward-looking statements include, among others, the following: overall industry and
economic conditions, including industrial, governmental and private sector spending and the strength of the residential and commercial real
estate markets; geopolitical, regulatory, economic and other risks associated with international operations; continued uncertainty around the
COVID-19 pandemic’s magnitude, duration and impacts on our business, operations, growth, and financial condition, as well as uncertainty
around approved vaccines and the pace of recovery when the pandemic subsides; actual or potential other epidemics, pandemics or global
health crises; availability, shortage or delays in receiving products, parts, electronic components and raw materials from our supply chain;
manufacturing and operating cost increases due to inflation, prevailing price changes, tariffs and other factors; fluctuations in foreign currency
exchange rates; disruption, competition and pricing pressures in the markets we serve; cybersecurity incidents or other disruptions of
information technology systems on which we rely, or involving our products; disruptions in operations at our facilities or that of third parties
upon which we rely; availability, regulation and interference with radio spectrum used by some of our products; our ability to retain and attract
senior management and other key talent; uncertainty related to restructuring and realignment actions and related charges and savings, our
ability to continue strategic investments for growth; our ability to successfully identify, execute and integrate acquisitions; risks relating to
products, including defects, security, warranty and liability claims, and recalls; difficulty predicting our financial results, including uncertainties
due to the nature of our short- and long-cycle businesses; volatility in our results due to weather conditions, including the effects of climate
change; our ability to borrow or refinance our existing indebtedness and the availability of liquidity sufficient to meet our needs; risk of future
impairments to goodwill and other intangible assets; failure to comply with, or changes in, laws or regulations, including those pertaining to
anti-corruption, data privacy and security, export and import, competition, and the environment and climate change; changes in our effective
tax rates or tax expenses; legal, governmental or regulatory claims, investigations or proceedings and associated contingent liabilities; and
other factors set forth under “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2020 ("2020
Annual Report”) and in subsequent filings we make with the Securities and Exchange Commission (“SEC”).

All forward-looking statements made herein are based on information currently available to us as of the date of this Report. We undertake no
obligation to publicly update or revise any forward-looking statements, whether as a result of new information, future events or otherwise,
except as required by law.
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Overview

Xylem is a leading global water technology company. We design, manufacture and service highly engineered products and solutions ranging
across a wide variety of critical applications in utility, industrial, residential and commercial building services settings. Our broad portfolio of
solutions addresses customer needs across the water cycle, from the delivery, measurement and use of drinking water to the collection, test,
treatment and analysis of wastewater to the return of water to the environment. Our product and service offerings are organized into three
reportable segments that are aligned around the critical market applications they provide: Water Infrastructure, Applied Water and
Measurement & Control Solutions.

*  Water Infrastructure serves the water infrastructure sector with pump systems that transport water from aquifers, lakes, rivers and
seas; with filtration, ultraviolet and ozone systems that provide treatment, making the water fit to use; and pumping solutions that
move the wastewater and storm water to treatment facilities where our mixers, biological treatment, monitoring and control systems
provide the primary functions in the treatment process. We also provide sales and rental of specialty dewatering pumps and related
equipment and services. Additionally, our offerings use monitoring and control, smart and connected technologies to allow for remote
monitoring of performance and enable products to self-optimize pump operations maximizing energy efficiency and minimizing
unplanned downtime and maintenance for our customers. In the Water Infrastructure segment, we provide the majority of our sales
directly to customers along with strong applications expertise, while the remaining amount is through distribution partners.

« Applied Water serves the water usage applications sector with water pressure boosting systems for heating, ventilation and air
conditioning, and for fire protection systems to the residential and commercial building services markets. In addition, our pumps, heat
exchangers and controls provide cooling to power plants and manufacturing facilities, circulation for food and beverage processing,
as well as boosting systems fo