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PART I.             FINANCIAL INFORMATION

ITEM 1.             CONDENSED CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS

XYLEM INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED INCOME STATEMENTS (Unaudited)
(in millions, except per share data)
 
For the three months ended March 31,   2012   2011  
Revenue   $             925   $            890  
Cost of revenue    562    553  
  Gross profit    363    337  
Selling, general and administrative expenses    231    210  
Research and development expenses    28    24  
Separation costs    5    3  
  Operating income    99    100  
Interest expense    14    —  
Other non-operating (expense) income, net    (1)   1  
  Income before taxes    84    101  
Income tax expense    21    23  
  Net income   $ 63   $ 78  
Earnings per share:    
    Basic   $ 0.34   $ 0.42  
    Diluted   $ 0.34   $ 0.42  

Weighted average number of shares – Basic    185.4    184.6  
Weighted average number of shares – Diluted    185.9    184.6  

Dividends declared per share   $ 0.1012   $ —  

See accompanying notes to condensed consolidated and combined financial statements.
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XYLEM INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF COMPREHENSIVE INCOME (Unaudited)
(in millions)
 
For the three months ended March 31,   2012       2011  
Net income   $ 63     $ 78  
Other comprehensive income, before tax:      

Foreign currency translation adjustment    49      86  
Net change in cash flow hedges:      

Unrealized gains (losses)    4      —  
Net change in postretirement benefit plans:      

Amortization of net actuarial loss    2      —  
Settlement    2      —  

Other comprehensive income, before tax    57      86  
Income tax expense related to items of other comprehensive income    2      —  
Other comprehensive income, net of tax    55      86  
Comprehensive income   $       118     $      164  

See accompanying notes to condensed consolidated and combined financial statements.
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XYLEM INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in millions, except per share amounts)
 

    

March 31,
2012   

December 31,
2011  

   (Unaudited)     
ASSETS    
Current assets:    

Cash and cash equivalents   $ 347   $ 318  
Receivables, less allowances for discounts and doubtful accounts of $32 and $37 in 2012 and

2011, respectively    761    756  
Inventories, net    465    426  
Prepaid and other current assets    117    97  
Deferred income tax assets    45    45  

Total current assets    1,735    1,642  

Property, plant and equipment, net    468    463  
Goodwill    1,631    1,610  
Other intangible assets, net    502    505  
Other non-current assets    177    173  

Total assets   $         4,513   $         4,393  
LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable   $ 329   $ 322  
Accrued and other current liabilities    486    490  
Short-term borrowings and current maturities of long-term debt    4    5  

Total current liabilities    819    817  

Long-term debt    1,202    1,201  
Accrued postretirement benefits    320    316  
Deferred income tax liability    155    165  
Other non-current accrued liabilities    68    67  

Total liabilities    2,564    2,566  
Commitments and contingencies (Note 14)    
Stockholders’ equity:    

Common Stock – authorized 750.0 shares, par value $0.01 per share:    
    Issued 185.4 shares and 184.6 shares in 2012 and 2011, respectively    2    2  
Capital in excess of par value    1,687    1,663  
Retained earnings    84    40  
Treasury stock – at cost 0.1 shares and 0 shares in 2012 and 2011, respectively    (1)   —  
Accumulated other comprehensive income    177    122  

Total stockholders’ equity    1,949    1,827  
Total liabilities and stockholders’ equity   $ 4,513   $ 4,393  

See accompanying notes to condensed consolidated and combined financial statements.
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XYLEM INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF CASH FLOWS (Unaudited)
(in millions)
 
For the three months ended March 31,   2012   2011  
Operating Activities    

Net income   $             63   $            78  
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization    34    33  
Share-based compensation    5    3  

Payments of restructuring    —    (5) 
Changes in assets and liabilities (net of acquisitions):    

Changes in receivables    7    (3) 
Changes in inventories    (31)   (16) 
Changes in accounts payable    14    (31) 
Changes in accrued liabilities    (25)   (5) 
Changes in accrued taxes    3    11  
Net changes in other assets and liabilities    (9)   6  

Net Cash – Operating activities    61    71  
Investing Activities    

Capital expenditures    (31)   (19) 
Proceeds from the sale of property, plant and equipment    2    2  
Other, net    —    (1) 
Net Cash – Investing activities    (29)   (18) 

Financing Activities    
Net transfer (to)/from former parent    (6)   (33) 
Issuance of short-term debt    3    —  
Principal payments of debt and capital lease obligations    (3)   —  
Purchase of common stock    (1)   —  
Proceeds from exercise of employee stock options    16    —  
Tax impact from equity compensation activity    (1)   —  
Dividends paid    (19)   —  
Other, net    1    —  
Net Cash – Financing activities    (10)   (33) 

Effect of exchange rate changes on cash    7    3  
Net change in cash and cash equivalents    29    23  
Cash and cash equivalents at beginning of year    318    131  
Cash and cash equivalents at end of year   $ 347   $ 154  
Supplemental disclosure of cash flow information:    

Cash paid during the period for:    
Interest   $ 11   $ —  
Income taxes (net of refunds received)   $ 18   $ 9  

See accompanying notes to condensed consolidated and combined financial statements.
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XYLEM INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED AND COMBINED 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 two 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 encompasses all the uses of water and focuses on the residential,
commercial, industrial and agricultural markets. The segment’s major products include pumps, valves, heat exchangers, controls and
dispensing equipment. Xylem Inc. (f/k/a ITT WCO, Inc.) was incorporated in Indiana on May 4, 2011. The name of the Company was
changed from ITT WCO, Inc. to Xylem Inc. on July 14, 2011.

On October 31, 2011, ITT Corporation (“ITT”) completed the Spin-off of Xylem, formerly ITT’s water equipment and services businesses (the
“Spin-off”). Effective as of 12:01 a.m., Eastern time on October 31, 2011 (the “Distribution Date”), the common stock of Xylem was
distributed, on a pro rata basis, to ITT’s shareholders of record as of the close of business on October 17, 2011 (the “Record Date”). On the
Distribution Date, each of the shareholders of ITT received one share of Xylem common stock for every one share of common stock of ITT
held on the Record Date.

The Spin-off was completed pursuant to the Distribution Agreement, dated as of October 25, 2011 (the “Distribution Agreement”), among ITT,
Exelis Inc. (“Exelis”) and Xylem. After the Distribution Date, ITT did not beneficially own any shares of Xylem common stock and, following
such date, financial results of Xylem will not be consolidated in ITT’s financial reporting. Xylem’s Registration Statement on Form 10 filed
with the U.S. Securities and Exchange Commission (“SEC”) was declared effective on October 6, 2011. Xylem’s common stock began
“regular-way” trading on the New York Stock Exchange on November 1, 2011 under the symbol “XYL”.

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. References in the notes to the condensed consolidated and combined financial statements to “ITT” or “parent”
refer to ITT Corporation and its consolidated subsidiaries (other than Xylem Inc.).

Basis of Presentation

The interim condensed consolidated and combined financial statements reflect our financial position, results of operations and cash flows in
conformity with accounting principles generally accepted in the United States of America (“GAAP”). All intracompany transactions between
our businesses have been eliminated. On and prior to October 31, 2011, our financial position, results of operations and cash flows
consisted of the water equipment and services businesses of ITT Corporation (“WaterCo”) and have been derived from ITT’s historical
accounting records and are presented on a carve-out basis through the Distribution Date, while our financial results for Xylem post Spin-off
are prepared on a stand-alone basis. As such, our Condensed Consolidated and Combined Statements of Income,
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Comprehensive Income, and Cash Flows for the three months ended March 31, 2012 consist of the consolidated results of Xylem on a
stand-alone basis and for the three months ended March 31, 2011 consist entirely of the combined results of WaterCo on a carve-out basis.

For periods prior to the Spin-off, our condensed consolidated and combined financial statements include expense allocations for (i) certain
corporate functions historically provided by ITT, including, but not limited to, finance, legal, information technology, human resources,
communications, ethics and compliance, and shared services, (ii) employee benefits and incentives, and (iii) share-based compensation.
These expenses have been allocated to us on the basis of direct usage when identifiable, with the remainder allocated on the basis of
revenue, headcount or other measures.

Both we and ITT consider the basis on which the expenses have been allocated to be a reasonable reflection of the utilization of services
provided to or the benefit received by us during the periods presented. The allocations may not, however, reflect the expense we would have
incurred as an independent, publicly traded company for the periods presented. Actual costs that may have been incurred if we had been a
stand-alone company would depend on a number of factors, including the chosen organizational structure, what functions were outsourced or
performed by employees and strategic decisions made in areas such as information technology and infrastructure. Pursuant to the Spin-off,
we have performed these functions using our own resources or purchased services, certain of which have been provided by ITT and Exelis
under the Transition Services Agreement, at a cost of approximately $1 million per quarter that is expected to extend for a period of 3 to 24
months from the Distribution Date in most circumstances.

The unaudited interim condensed combined financial statements have been prepared pursuant to the rules and regulations of the 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, results of operations, and cash flows 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, 2011 (“2011 Annual Report”) in
preparing these unaudited financial statements, with the exception of accounting standard updates described in Note 2 adopted on January 1,
2012. These financial statements should be read in conjunction with the audited consolidated and combined financial statements and the
notes thereto included in our 2011 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 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, 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 and combined 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 31st. For ease of presentation, the quarterly financial statements included herein are described as ending on the last day of the
calendar quarter.
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Note 2. Recently Issued Accounting Pronouncements

Recently Adopted Pronouncements

In September 2011, in conjunction with the assessment of the impairment of goodwill, the Financial Accounting Standards Board (“FASB”)
provided companies with the option to make an initial qualitative evaluation, based on the entity’s events and circumstances, to determine
the likelihood of goodwill impairment. The results of this qualitative assessment determine whether it is necessary to perform the required
two-step impairment test. If it is more likely than not that the fair value of a reporting unit is less than its carrying amount, a company would
be required to perform the two-step impairment test. On January 1, 2012, we adopted this guidance on a prospective basis. The adoption of
the guidance is not expected to have a material impact on our financial condition, results of operations or cash flows.

In June 2011, the FASB issued authoritative guidance surrounding the presentation of comprehensive income, with an objective of
increasing the prominence of items reported in other comprehensive income (“OCI”). The guidance requires most entities to present items of
net income and other comprehensive income either in one continuous statement, referred to as the statement of comprehensive income, or
in two separate, but consecutive, statements of net income and other comprehensive income. We have adopted this guidance with
retrospective application as of January 1, 2012, and have presented total comprehensive income in our Condensed Consolidated and
Combined Statements of Income and Comprehensive Income.

In May 2011, the FASB issued guidance intended to achieve common fair value measurements and related disclosures between U.S. GAAP
and international accounting standards. The amendments primarily clarify existing fair value guidance and are not intended to change the
application of existing fair value measurement guidance. However, the amendments include certain instances where a particular principle or
requirement for measuring fair value or disclosing information about fair value measurements has changed. On January 1, 2012, we
adopted this guidance. The adoption of the guidance did not have a material impact on our financial condition, results of operations or cash
flows.

Note 3. Separation Costs

The components of non-recurring separation costs incurred as a result of the Spin-off are presented below.
 
   Three Months Ended March 31,  
( in mill ions)   2012   2011  

Rebranding and marketing costs   $ 2   $ —  
Employee retention and hiring costs    —    1  
Advisory fees and other    3    2  

Total separation costs in operating income    5    3  
Income tax benefit    (1)   (1)

Total separation costs, net of tax   $                     4   $                    2  

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
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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 March 31, 2012 was $21 million at an effective tax rate of 24.8%, compared to $23
million at an effective tax rate of 22.7% for the same period in 2011. The increase in the effective tax rate for the first quarter 2012 as
compared to the same period in 2011 was primarily due to our geographic mix of earnings and a change in the U.S. earnings in states with
higher income tax rates.

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 March 31, 2012 was $5 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 relating to unrecognized tax benefits as a component of other non-operating income, net and tax penalties as a
component of income tax expense in our Condensed Consolidated and Combined Income Statements. As of March 31, 2012, we had less
than $1 million of interest accrued for unrecognized tax benefits.

Note 5. Earnings Per Share

The following is a summary of the calculation of basic and diluted net earnings per share.
 
   Three Months Ended March 31,  
   2012    2011(a)  

Net income (in millions)   $ 63    $ 78  
Shares (in thousands):     
Weighted average common shares outstanding              184,963               184,570  

Add: Participating securities (b)    435     —  
Weighted average common shares outstanding — Basic    185,398     184,570  
Plus incremental shares from assumed conversions: (c)     

Dilutive effect of stock options    289     —  
Dilutive effect of restricted stock    172     —  

Weighted average common shares outstanding — Diluted    185,859     184,570  
Basic earnings per share   $ 0.34    $ 0.42  
Diluted earnings per share   $ 0.34    $ 0.42  
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(a) Basic and diluted earnings per share for all periods prior to the Spin-off reflect the number of distributed shares on the Distribution Date,
or 184.6 million shares. At the time of the Spin-off, ITT stock options and restricted stock awards were converted to awards of Xylem,
and therefore there were no dilutive securities outstanding for the period prior to Spin-off.

 

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

 

(c) Incremental shares from stock options and restricted stock are computed by the treasury stock method. The 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 because they were 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 awards, reduced by the repurchase of shares with the proceeds from
the exercise, unrecognized compensation expense for those awards and the estimated tax benefit of the assumed exercises.

 

   
Three Months Ended

March 31,  
(in thousands)   2012      2011  
Stock options

         4,305       
           

—  
Restricted shares    843       —  

Note 6. Inventories
 

(in mill ions)   

March 31,
       

     2012                 

December 31,
        

    2011             
Finished goods   $             191      $             168  
Work in process    37       31  
Raw materials    237       227  

Total inventories, net   $ 465      $ 426  

Note 7. Property, Plant and Equipment
 

(in mill ions)   

March 31,
       

     2011                 

December 31,
        

    2011             
Land, buildings and improvements   $             244      $             237  
Machinery and equipment    627       598  
Equipment held for lease or rental    157       152  
Furniture and fixtures    91       86  
Construction work in progress    46       53  
Other    22       21  

   1,187       1,147  
Less accumulated depreciation    719       684  

Total property, plant and equipment, net   $ 468      $ 463  

Depreciation expense of $23 million and $22 million was recognized in the quarters ended March 31, 2012 and 2011, respectively.
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Note 8. Goodwill and Other Intangible Assets

Changes in the carrying value of goodwill by operating segment for the three months ended March 31, 2012 are as follows:
 

(in mill ions)   
Water

Infrastructure    Applied Water   Total  
Balance as of December 31, 2011   $         1,054    $            556    $         1,610  
Activity in 2012       

Foreign currency and other    14     7     21  
Balance as of March 31, 2012   $ 1,068    $ 563    $ 1,631  

Based on the results of our annual impairment tests, we determined that no impairment of goodwill existed as of the measurement date in
2011. However, future goodwill impairment tests could result in a charge to earnings. We will continue to evaluate goodwill on an annual
basis as of the beginning of our fourth quarter and whenever events and changes in circumstances indicate there may be a potential
impairment.

Other Intangible Assets

Information regarding our other intangible assets is as follows:
 
   March 31, 2012    December 31, 2011  

(in mill ions)   
Carrying
Amount    

Accumulated
Amortization  

Net
Intangibles   

Carrying
Amount    

Accumulated
Amortization   

Net
Intangibles 

Customer and distributor relationships   $ 313    $ (58)  $ 255    $ 309    $ (51)  $ 258  
Proprietary technology    103     (25)   78     102     (23)   79  
Trademarks    32     (11)   21     32     (11)   21  
Patents and other    21     (16)   5     21     (15)   6  
Indefinite-lived intangibles    143     —    143     141     —    141  

  $     612    $     (110)  $     502    $    605    $     (100)  $     505  

Based on the results of our annual impairment tests, we determined that no impairment of the indefinite-lived intangibles existed as of the
measurement date in 2011. However, future impairment tests could result in a charge to earnings. We will continue to evaluate the indefinite-
lived intangible assets on an annual basis as of the beginning of our fourth quarter and whenever events and changes in circumstances
indicate there may be a potential impairment.

Amortization expense related to finite-lived intangible assets for the three months ended March 31, 2012 and 2011 was $8 million.

Note 9. Derivative Financial Instruments

We record all derivatives on the balance sheet at fair value. The accounting for changes in the fair value of derivatives depends on whether we
have elected to designate a derivative in a hedging relationship and apply hedge accounting and whether the hedging relationship has
satisfied the criteria necessary to apply hedge accounting. Derivatives designated and qualifying as a hedge of the exposure to changes in the
fair value of an asset, liability, or firm commitment attributable to a
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particular risk are considered fair value hedges. Derivatives designated and qualifying as a hedge of the exposure to variability in expected
future cash flows, including forecasted transactions, are considered cash flow hedges. Derivatives may also be designated as hedges of the
foreign currency exposure of a net investment in a foreign operation. Hedge accounting generally provides for the matching of the timing of
gain or loss recognition on the hedging instrument with the recognition of the changes in the fair value of the hedged asset or liability that are
attributable to the hedged risk in a fair value hedge or the earnings effect of the hedged forecasted transactions in a cash flow hedge. We may
enter into derivative contracts that are intended to economically hedge certain risks, even though hedge accounting does not apply or we elect
not to apply hedge accounting.

Risk Management Objective of Using Derivatives

We are exposed to certain risks arising from both our business operations and economic conditions and principally manage our exposures to
these risks through management of our core business activities. Certain of our foreign operations expose us to fluctuations of exchange rates
that may impact revenues, expenses, cash receipts and payments. 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.

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.

Beginning in 2012, certain business units within our segments with exposure to foreign currency exchange risks have designated certain
currency forward agreements as cash flow hedges of forecasted inventory purchases and sales. The effective portion of changes in the fair
value of derivatives designated and that qualify as cash flow hedges of foreign exchange risk is recorded in accumulated other comprehensive
income and is subsequently reclassified into earnings in the period that the hedged forecasted transaction affects earnings. The ineffective
portion of the change in fair value of the derivative is recognized directly in selling, general and administrative expenses. Our policy is to de –
designate cash flow hedges at the time forecasted transactions are recognized as assets or liabilities on the balance sheet and report
subsequent changes in fair value through selling, general and administrative expenses where the gain or loss due to movements in
currency rates on the underlying asset or liability is revalued. If it becomes probable that the originally – forecasted transaction will not occur,
the gain or loss related to the hedge recorded within accumulated other comprehensive income is recognized into net income.

Listed in the table below are the outstanding foreign currency derivatives that were used to hedge foreign exchange risks as of March 31,
2012.
 
(in millions; except number of instruments)                

Foreign Currency Derivative   
Number of

Instruments  
Notional

Sold   
Sell Notional

Currency   
Notional

Purchased  
Buy Notional

Currency
Buy PLN/ Sell EUR forward   8   10.4   EUR   46.0   PLN
Buy HUF/ Sell EUR forward   8   4.4   EUR   1383.0   HUF
Sell CAD/ Buy SEK forward   13   14.3   CAD   97.3   SEK
Sell EUR/ Buy SEK forward   10   25.5   EUR   226.9   SEK
Sell USD/ Buy SEK forward   24   47.0   USD   325.8   SEK
Sell AUD/ Buy SEK forward   11   12.4   AUD   87.3   SEK
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The fair values of our foreign exchange contracts were as follows:
 

(in mill ions)   
March 31,

2012  
Derivatives designated as hedging instruments   
Assets   

Other current assets   $             4  
Total fair value   $ 4  

The tables below present the effect of our derivative financial instruments on the Condensed Consolidated and Combined Statements of
Income and Comprehensive Income.
 

   
Three Months Ended

March 31,  
( in mill ions)   2012    2011  
Derivatives in Cash Flow Hedging Relationships Foreign Exchange Contracts     

Amount of gain (loss) recognized in OCI on derivative (1)   $ 4    $ —  
Amount of gain (loss) reclassified from OCI into net income (1)   $ —    $ —  
Amount of gain (loss) recognized in net income on derivative (2)

  $
        

—    $
        

—  
 

(1) Effective portion
(2) Ineffective portion and amount excluded from effectiveness testing

As of March 31, 2012, $4 million of the net unrealized gains on cash flow hedges is expected to be reclassified into earnings in the next 12
months. The ineffective portion of the change in fair value of a cash flow hedge recognized immediately in selling, general and administrative
expenses in the Condensed Consolidated and Combined Income Statements and, for the three months ended March 31, 2012 was not
material.

Note 10. Accrued and Other Current Liabilities
 

(in mill ions)   
March 31,

2012    
December 31,

2011  
Compensation and other employee-benefits   $ 186    $ 211  
Customer-related liabilities    52     53  
Accrued warranty costs    40     42  
Accrued income taxes    94     77  
Deferred income tax liability    8     8  
Other accrued liabilities    106     99  

Total accrued and other current liabilities   $         486    $         490  

Note 11. Credit Facilities and Long-Term Debt
 

(in mill ions)   
March 31,

2012   
December 31,

2011  
Short-term borrowings and current maturities of long-term debt   $ 4   $ 5  

3.55% Senior Notes due 2016 (a)    600    600  
4.875% Senior Notes due 2021 (a)    600    600  
Other    3    2  
Unamortized discount (b)    (1)   (1)

Long-term debt   $ 1,202   $ 1,201  
Total debt   $         1,206   $        1,206  
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(a) The fair value of our Senior Notes was primarily determined using prices for the identical security obtained from an external pricing
service, which is considered a Level 2 input. As of March 31, 2012 and December 31, 2011, the fair value of our Senior Notes due 2016
was $627 million and $625 million, respectively, and the fair value of our Senior Notes due 2021 was $645 million and $642 million,
respectively.

 

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

Senior Notes

On September 20, 2011, we issued 3.55% Senior Notes of $600 million aggregate principal amount due September 2016 (the “2016 Notes”)
and 4.875% Senior Notes of $600 million aggregate principal amount due October 2021 (the “2021 Notes” and together with the 2016 Notes,
the “Senior Notes”). The issuance resulted in gross proceeds of $1.2 billion, offset by $9 million in debt issuance costs which were capitalized
and are included within other assets. The Senior Notes include covenants which restrict our ability, subject to exceptions, to incur debt
secured by liens and engage in sale and lease-back transactions, as well as provide for customary events of default (subject, in certain cases,
to receipt of notice of default and/or customary grace and cure periods), including but not limited to, (i) failure to pay interest for 30 days,
(ii) failure to pay principal when due, (iii) failure to perform any other covenant for 90 days after receipt of notice from the trustee or from
holders of 25% of the outstanding principal amount and (iv) certain events of bankruptcy, insolvency or reorganization. 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. As of March 31, 2011, we were in compliance with all covenants. If a change of control of Xylem
triggering event 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 accrues from September 20, 2011. Interest on the 2016 Notes is payable on March 20 and September 20 of each
year, commencing on March 20, 2012. Interest on the 2021 Notes is payable on April 1 and October 1 of each year, commencing on April 1,
2012.

On September 20, 2011, ITT, Xylem and the initial purchasers of the Senior Notes entered into a registration rights agreement with respect
to the Senior Notes (“Registration Rights Agreement”). Xylem agreed to (i) file a registration statement on an appropriate registration form
with respect to a registered offer to exchange the Senior Notes for new notes, with terms substantially identical in all material respects and
(ii) cause the registration statement to be declared effective under the Securities Act.

If the exchange offer is not completed within 365 days after the issue date, we will use our reasonable best efforts to file and to have declared
effective a shelf registration statement relating to the resale of the Senior Notes.

If we fail to satisfy this obligation (a registration default) under the Registration Rights Agreement, the annual interest rate on the Senior
Notes will increase by 0.25% and increase by an additional 0.25% for each subsequent 90-day period during which the registration default
continues, up to a maximum additional interest rate of 1.00% per year. If the registration default is corrected, the applicable interest rate will
revert to the original level. In the event that we must pay additional interest, it will be paid to the holders of the Senior Notes in cash on the
same dates that it makes other interest payments on the Senior Notes until the registration default is corrected.
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Four Year Competitive Advance and Revolving Credit Facility

Effective October 31, 2011, Xylem and its subsidiaries entered into a Four Year Competitive Advance and Revolving Credit Facility (the
“Credit Facility”) with JPMorgan Chase Bank, N.A., as agent, and a syndicate of lenders. The credit facility provides for an aggregate principal
amount of up to $600 million of (i) a competitive advance borrowing option which will be provided on an uncommitted competitive advance
basis through an auction mechanism (the “competitive loans”), (ii) revolving extensions of credit (the “revolving loans”) outstanding at any
time and (iii) the issuance of letters of credits in a face amount not in excess of $100 million outstanding at any time.

At our election, the interest rate per annum applicable to the competitive advances will be based on either (i) a Eurodollar rate determined by
reference to LIBOR, plus an applicable margin offered by the lender making such loans and accepted by us or (ii) a fixed percentage rate per
annum specified by the lender making such loans. At our election, interest rate per annum applicable to the revolving loans will be based on
either (i) a Eurodollar rate determined by reference to LIBOR, adjusted for statutory reserve requirements, plus an applicable margin or (ii) a
fluctuating rate of interest determined by reference to the greatest of (a) the prime rate of JPMorgan Chase Bank, N.A., (b) the U.S. Federal
Funds effective rate plus half of 1% or (c) the Eurodollar rate determined by reference to LIBOR, adjusted for statutory reserve requirements,
in each case, plus an applicable margin.

In accordance with the terms, we may not exceed a maximum leverage ratio of 3.50 (based on a ratio of total debt to earnings before interest,
taxes, depreciation and amortization) throughout the term. The Credit Facility also contains limitations on, among other things, incurring
debt, granting liens, and entering sale and leaseback transactions. In addition, the Credit Facility contains other terms and conditions such as
customary representations and warranties, additional covenants and customary events of default.
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Note 12. Postretirement Benefit Plans

The following table provides the components of net periodic benefit cost and other amounts recognized in other comprehensive income for
pension plans, disaggregated by domestic and international plans.
 

   
Three Months Ended

March 31,  
( in mill ions)   2012   2011 (a)  
Domestic defined benefit pension plans    

Net periodic benefit cost:    
Service cost   $ 1   $ —  
Interest cost    1    1  
Expected return on plan assets    (1)   (1)

Net periodic benefit cost
  $ 1   $

        
—  

Other changes in plan assets and benefit obligations recognized in other comprehensive income    
Net loss (gain)

  $
        

—   $ —  
Prior service cost    —    —  
Amortization of prior service cost    —    —  

Change recognized in other comprehensive income   $ —   $ —  
International defined benefit pension plans:    

Net periodic benefit cost:    
Service cost   $ 3   $ 1  
Interest cost    7    2  
Expected return on plan assets    (8)   —  
Amortization of net actuarial loss    2    —  
Settlement    2    —  

Net periodic benefit cost   $ 6   $ 3  
Other changes in plan assets and benefit obligations recognized in other comprehensive income    

Net loss
  $

        
—   $ —  

Amortization of net actuarial loss    (2)   —  
Settlement    (2)   —  

Change recognized in other comprehensive income
  $ (4)  $

        
—  

Totals:    
Net periodic benefit cost   $ 7   $ 3  
Recognized in other comprehensive income    (4)   —  

Total recognized in comprehensive income   $ 3   $ 3  
 

(a) Represents periods prior to Spin-off from ITT and does not include plans transferred from ITT in connection with the Spin-off, which
were accounted for previously as multi-employer plans.

We contributed $9 million, including $2 million to purchase an annuity in connection with the settlement of five international pension plans,
and $1 million during the three months ended March 31, 2012 and 2011, respectively. Additional contributions ranging between $20 million
and $30 million are expected during the remainder of 2012.
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Note 13. Stock-Based Compensation Plans

Total share-based compensation costs recognized for March 31, 2012 and 2011 were $5 million and $3 million, respectively. For 2011, a
significant component of these charges related to costs allocated to Xylem for ITT Corporate employees as well as other ITT employees not
solely dedicated to Xylem. These allocated costs are not necessarily indicative of awards and amounts that would have been granted if we
were an independent, publicly traded company for the periods presented.

The following table provides further detail related to share-based compensation expense.
 
   Three Months Ended March 31,  
( in mill ions)   2012    2011  

   
Xylem

Employees   
Xylem

Employees   

Other
Employee
Allocations   

2011
Total  

Compensation Cost   $         5    $         1    $         2    $        3  

The unamortized compensation expense related to our stock options and restricted shares was $18 million and $33 million, respectively, at
March 31, 2012 and is expected to be recognized over a weighted average period of 2.6 and 2.4 years, respectively. The amount of cash
received from the exercise of stock options was $16 million for the three months ended March 31, 2012. We classify as a financing activity
the cash flows attributable to excess tax benefits arising from stock option exercises and restricted stock lapses.

Restricted Stock Grants

The following is a summary of restricted stock activity for the three months ended March 31, 2012:
 

(in thousands, except for per share amounts)   Shares   

Weighted
Average

Grant Date
Fair Value / Share 

Outstanding at December 31, 2011            1,488   $             25.93  
Granted    501   $ 26.60  
Vested    (239)  $ 19.26  
Forfeited    (7)  $ 28.07  
Outstanding at March 31, 2012    1,743   $ 27.03  

Stock Option Grants

The following is a summary of the changes in outstanding stock options for the three months ended March 31, 2012:
 

(in thousands, except for per share amounts)   Shares   

Weighted
Average
Exercise

Price / Share    

Weighted Average
Remaining
Contractual
Term (Years)  

Outstanding at December 31, 2011    4,590   $ 25.83     5.4  
Granted    852   $ 26.60     10.0  
Exercised    (634)  $ 24.72     0.1  
Forfeited    (7)  $ 27.93     9.2  
Outstanding at March 31, 2012    4,801   $             26.11     6.6  
Options exercisable at March 31, 2012    2,021   $ 25.26     2.6  
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The aggregate intrinsic value of all outstanding stock options as of March 31, 2012 was $8 million. 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 three
months ended March 31, 2012 was $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 our annual March 2012 grants.
 
Dividend yield    1.52% 
Volatility    33.4% 
Risk-free interest rate    1.42% 
Expected term (in years)    7.0  
Weighted-average fair value / share   $             8.10  

Expected volatility is calculated based on an analysis of historic and implied volatility measures for a set of peer companies. 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 expected term provided above represents the weighted average of expected behavior for certain groups of employees
who have historically exhibited different behavior. The risk-free rate is based on the U.S. Treasury yield curve in effect at the time of option
grant.

Note 14. Commitments and Contingencies

General

From time to time, we are involved in legal proceedings that are incidental to the operation of our businesses. Some of these proceedings
seek remedies relating to environmental matters, intellectual property matters, product liability and personal injury claims, employment and
pension matters, government contract issues and commercial or contractual disputes, which are sometimes related to acquisitions or
divestitures. Although we cannot predict the outcome of these and other proceedings with certainty, we believe that they will not have a
material adverse effect on our consolidated financial position, results of operations or cash flows.

On December 20, 2011, the Ad Hoc Committee of ITT Bondholders filed a Complaint in New York State court alleging that ITT breached the
early redemption provisions of certain bonds issued in 2009. In 2009, ITT issued $500 million in bonds maturing in 2019 at an interest rate
of 6.125%. The documents governing the bonds contained certain provisions addressing early redemptions. On September 20, 2011, ITT
notified the holders of the debt that it intended to redeem the bonds on October 20, 2011 in accordance with the terms of the governing
documents. On October 18, 2011, the redemption price was disclosed. The Plaintiffs contend that ITT used an improper discount rate in
calculating the redemption price and otherwise failed to comply with required redemption procedures. The Plaintiffs allege damages in excess
of $5 million and further allege that if such damages are extended to all holders of these bonds, the damages would be in excess of $15
million. The costs associated with this matter, if any, will be shared with ITT and Exelis in accordance with the Distribution Agreement (21%
ITT, 39% Exelis and 40% Xylem).
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While very few claims have been asserted against Xylem alleging injury caused by any of our products resulting from asbestos exposure, it
is possible that additional claims could be filed in the future. We believe there are numerous legal defenses available for such claims and,
should such a claim not be indemnifiable by ITT, would defend ourselves vigorously. Pursuant to the Distribution Agreement, ITT will
indemnify Xylem 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 remains a substantial entity with sufficient
financial resources to honor its obligations to us.

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 expect that any asserted or unasserted legal claims or proceedings, individually
or in aggregate, will have a material adverse effect on our cash flow, results of operations, or financial condition.

Indemnifications

As part of the Spin-off, ITT, Exelis and Xylem will indemnify 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’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 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 will be indemnified by ITT or Exelis 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.

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, 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 technologies. Our accrued liabilities for these environmental
matters represent the 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 $14 million and $15 million as of March 31, 2012 and December 31,
2011, respectively, for environmental matters.
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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. In our opinion, the total amount accrued is reasonable based on existing facts and circumstances.

Operating Leases

We lease certain offices, manufacturing buildings, machinery, computers and other equipment. Such leases expire at various dates through
2047 and may include renewal and payment escalation clauses. We often pay maintenance, insurance and tax expense related to leased
assets. Subsequent to the issuance of our 2011 Annual Report, we identified that we had incorrectly aggregated data from certain of our
foreign subsidiaries related to our annual disclosure of rent expense for the year ended December 31, 2011 and our future minimum rental
payments. As a result, we have adjusted and disclosed certain corrected amounts herein. These adjustments did not impact the Consolidated
and Combined Income Statements, Balance Sheet, Statements of Cash Flows or Statement of Stockholders’ Equity and Comprehensive
Income.

At December 31, 2011, we were obligated to make minimum rental payments under operating leases which are as follows. There have been
no material changes to our minimum rental obligations subsequent to December 31, 2011.
 
(in mill ions)   2012    2013    2014    2015    2016    Thereafter  

Minimum rental payments (1)   $         54    $        42    $        29    $        22    $        17    $        36  
 

(1) The disclosed rent expense for the year-ended December 31, 2011, as adjusted, is $64 million.

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 the changes in our product warranty accrual.
 
(in mill ions)   2012   2011  

Warranty accrual – January 1   $         42   $        38  
Net changes for product warranties in the period    6    6  
Settlement of warranty claims    (8)   (6)
Other    —    1  
Warranty accrual – March 31   $ 40   $ 39  

Note 15. Related Party Transactions

During the quarter ended March 31, 2011, we sold inventory to other ITT businesses in the aggregate amount of $4 million, which is
included in revenue in our condensed consolidated and combined financial statements. In addition, we recognized cost of sales from the
inventory purchased from other ITT businesses of $3 million for the quarter ended March 31, 2011.

Prior to the Spin-off, the condensed consolidated and combined financial statements include expense allocations for certain functions
provided by ITT as well as other ITT employees not solely dedicated to Xylem, including, but not limited to, general corporate expenses
related to finance, legal,
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information technology, human resources, communications, ethics and compliance, shared services, employee benefits and incentives, and
share-based compensation. These expenses have been allocated to us on the basis of direct usage when identifiable, with the remainder
allocated on the basis of revenue, headcount or other measure. During the three months ended March 31, 2011, we were allocated $26
million, which included $3 million of separation costs and $23 million of general corporate expenses incurred by ITT which is included
within selling, general and administrative expenses in the Condensed Consolidated and Combined Income Statements for 2011.

The expense allocations have been determined on a basis that we consider to be a reasonable reflection of the utilization of services provided
or the benefit received by us during the periods presented. The allocations may not, however, reflect the expense we would have incurred as
an independent, publicly traded company for the periods presented. Actual costs that may have been incurred if we had been a standalone
company would depend on a number of factors, including the chosen organizational structure, what functions were outsourced or performed
by employees and strategic decisions made in areas such as information technology and infrastructure.

Note 16. Segment Information

Our business is organized into two segments: Water Infrastructure and Applied Water. The Water Infrastructure segment, comprising our
Water Solutions (f/k/a Water & Wastewater) and Analytics operating units, 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, comprising our Residential & Commercial Water and Flow Control operating units, encompasses the uses of water and
focuses on the residential, commercial, industrial and agricultural markets offering a wide range of products including pumps, valves and
heat exchangers. 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 the Spin-off and 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 (see Note 1 in
the 2011 Annual Report). The following tables contain financial information for each reportable segment.
 
Three Months Ended March 31,        
( in mill ions)   2012   2011  
Revenue:    

Water Infrastructure   $         584   $        551  
Applied Water    355    355  
Eliminations    (14)   (16) 

Total   $ 925   $ 890  
Operating Income:    

Water Infrastructure   $ 75   $ 64  
Applied Water    40    46  
Corporate and other    (16)   (10) 

Total operating income   $ 99   $ 100  
Depreciation and amortization:    

Water Infrastructure   $ 26   $ 25  
Applied Water    7    8  
Corporate and other    1    —  

Total   $ 34   $ 33  
Capital expenditures:    

Water Infrastructure   $ 20   $ 15  
Applied Water    10    3  
Corporate and other    1    1  

Total   $ 31   $ 19  

The following table contains the total assets for each reportable segment.
 
   Total Assets  

( in mill ions)   
March 31,

2012    
December 31,

2011  
Water Infrastructure   $       2,768    $       2,745  
Applied Water    1,280     1,234  
Corporate and other    465     414  

Total   $ 4,513    $ 4,393  

Corporate and other consists of items pertaining to our corporate headquarters function, which principally consist of deferred tax assets and
certain property, plant and equipment.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This Report contains information that may constitute “forward-looking statements.” Forward-looking statements by their nature
address matters that are, to different degrees, uncertain. Generally, the words “anticipate,” “estimate,” “expect,” “project,” “intend,”
“plan,” “believe,” “target” and similar expressions identify forward-looking statements, which generally are not historical in nature.
However, the absence of these words or similar expressions does not mean that a statement is not forward-looking.

These forward-looking statements include, but are not limited to, statements about the separation of Xylem Inc. (the “Company”) from
ITT Corporation, the terms and the effect of the separation, the nature and impact of the separation, capitalization of the Company,
future strategic plans and other statements that describe the Company’s business strategy, outlook, objectives, plans, intentions or
goals, and any discussion of future operating or financial performance. All statements that address operating performance, events or
developments that we expect or anticipate will occur in the future — including statements relating to orders, sales, operating margins
and earnings per share growth, and statements expressing general views about future operating results — are forward-looking
statements.

Caution should be taken not to place undue reliance on any such forward-looking statements because they involve risks,
uncertainties and other factors that could cause actual results to differ materially from those expressed or implied in, or reasonably
inferred from, such statements. The Company undertakes 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. In addition, forward-looking statements
are subject to certain risks and uncertainties that could cause actual results to differ materially from the Company’s historical
experience and our present expectations or projections. For a more detailed discussion of these factors, see the information under
the heading “Risk Factors” in our 2011 Annual Report and with other filings we make with the SEC.

The following discussion should be read in conjunction with the condensed consolidated and combined financial statements,
including the notes thereto, included elsewhere in this Report. Except as otherwise indicated or unless the context otherwise
requires, “Xylem,” “we,” “us,” “our” and “the Company” refer to Xylem Inc. and its subsidiaries. References in the condensed
consolidated and combined financial statements to “ITT” or “parent” refer to ITT Corporation and its consolidated subsidiaries (other
than Xylem Inc.).

On October 31, 2011, ITT Corporation (“ITT”) completed the Spin-off of Xylem, formerly ITT’s water equipment and services businesses (the
“Spin-off”). Effective as of 12:01 a.m., Eastern time on October 31, 2011 (the “Distribution Date”), the common stock of Xylem was
distributed, on a pro rata basis, to ITT’s shareholders of record as of the close of business on October 17, 2011 (the “Record Date”). On and
prior to October 31, 2011, our financial position, results of operations and cash flows consisted of the water equipment and services
businesses of ITT Corporation (“WaterCo”) and have been derived from ITT’s historical accounting records and are presented on a carve-out
basis through the Distribution Date, while our financial results for Xylem following the Spin-off are prepared on a stand-alone basis. As such,
our Condensed Consolidated and Combined Statements of Income and Cash Flows for the three months ended March 31, 2012 consist of
the consolidated results of Xylem on a stand-alone basis and for the three months ended March 31, 2011 consist entirely of the combined
results of WaterCo on a carve-out basis.
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Overview

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 two 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 encompasses all the uses of water and focuses on the residential,
commercial, industrial and agricultural markets. The segment’s major products include pumps, valves, heat exchangers, controls and
dispensing equipment. Xylem Inc. (f/k/a ITT WCO, Inc.) was incorporated in Indiana on May 4, 2011. The name of the Company was
changed from ITT WCO, Inc. to Xylem Inc. on July 14, 2011.

Our business focuses on providing technology-intensive equipment and services within the water industry supply chain. We sell our
equipment and services via direct and indirect channels that serve the needs of each customer type. On the utility side, we provide over 70%
direct sales with strong application expertise, with the remaining amount going through distribution partners. To end users of water, we
provide over 85% of our sales through long-standing relationships with the world’s leading distributors, with the remainder going direct to
customers. The total market opportunity for this equipment and services portion of the water industry supply chain is estimated at $280
billion.

Our product and service offerings are organized into two segments: Water Infrastructure and Applied Water. Our segments are aligned with
each of the sectors in the cycle of water, supply infrastructure and usage applications.
 
•  Water Infrastructure serves the supply 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 providing pump lift stations that move
the wastewater to treatment facilities where our mixers, biological treatment, monitoring, and control systems provide the primary
functions in the treatment process.

 
•  Applied Water serves the usage applications sector with boosting systems for farming irrigation, pumps for dairy operations, and

rainwater reuse systems for small scale crop and turf irrigation. We also provide water boosting systems for drinking; heating, ventilation
and air conditioning and for fire protection systems to the residential and commercial building services markets. In addition, our pumps,
heat exchangers, valves and controls provide cooling to power plants and manufacturing facilities, as well as circulation for food and
beverage processing.

Executive Summary

Xylem reported revenue for the first quarter 2012 of $925 million, an increase of 3.9% compared to $890 million during the comparable
quarter in 2011, primarily due to recently acquired YSI business combined with strong industrial and commercial performance partially offset
by residential market weakness. Operating income for the first quarter of 2012, excluding separation costs of $5 million incurred, was $104
million reflecting an increase of $1 million or 1.0% compared to $103 million, excluding separation costs of $3 million, incurred in the first
quarter of 2011.

Additional financial highlights for the three months ended March 31, 2012 include the following:
 
•  Revenue growth of 3.9%, or 5.5% excluding negative currency translation impact
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•  Order growth of 2.7% over the prior year period; organic orders were up 0.7%
 
•  Net income of $63 million, or $0.34 per diluted share
 
•  Free cash flow generation of $41 million, down $13 million from 2011

Key Performance Indicators and Non-GAAP Measures

Management reviews key performance indicators including revenue, gross margin, segment operating income and margins, earnings per
share, orders growth, working capital, free cash flow, and backlog, among others. In addition, we consider certain measures to be useful to
management and investors evaluating our operating performance for the periods presented, and provide a tool for evaluating our ongoing
operations, liquidity and management of assets. This information can assist investors in assessing our financial performance and measures
our ability to generate capital for deployment among competing strategic alternatives and initiatives, including, but not limited to, dividends
and acquisitions, share repurchases and debt repayment. These metrics, however, are not measures of financial performance under
accounting principles generally accepted in the United States of America (“GAAP”) and should not be considered a substitute for revenue,
operating income, net income, earnings per share (basic and diluted) or net cash from operations as determined in accordance with GAAP.
We consider the following non-GAAP measures, which may not be comparable to similarly titled measures reported by other companies, to
be key performance indicators:
 
•  “organic revenue” and “organic orders” defined as revenue and orders, respectively, excluding the impact of foreign currency fluctuations,

intercompany transactions and contributions from acquisitions and divestitures. Divestitures include sales of insignificant portions of our
business that did not meet the criteria for classification as a discontinued operation. The period-over-period change resulting from foreign
currency fluctuations assumes no change in exchange rates from the prior period.

 
•  “adjusted net income” and “adjusted earnings per share” defined as net income and earnings per share, respectively, adjusted to exclude

non-recurring separation costs associated with the Spin-off and tax-related special items. A reconciliation of adjusted net income is
provided below.

 

   
Three Months Ended

March 31,  
(in millions, except per share data)   2012    2011  

Net income   $ 63    $ 78  
Separation costs, net of tax    4     2  

Adjusted net income   $ 67    $ 80  

Weighted average number of shares - Diluted        185.9         184.6  
Adjusted earnings per diluted share (a)   $ 0.36    $ 0.43  

 
(a) Subsequent to the Spin-off on October 31, 2011, we had 184.6 million shares of common stock outstanding and this share amount is

being utilized to calculate diluted earnings per share for all periods prior to October 31, 2011 presented.
 
•  “operating expenses excluding separation costs” defined as operating expenses, adjusted to exclude non-recurring costs incurred in

connection with the separation.
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•  “adjusted segment operating income” defined as segment operating income, adjusted to exclude non-recurring costs incurred in
connection with the separation and “adjusted segment operating margin” defined as adjusted segment operating income divided by total
segment revenue.

 
•  “free cash flow” defined as net cash provided by operating activities less capital expenditures as well as adjustments for other significant

items that impact current results which management believes are not related to our ongoing operations and performance. Our definition
of free cash flow does not consider certain non-discretionary cash payments, such as debt. The following table provides a reconciliation of
free cash flow.

 

   
Three Months Ended

March 31,  
( in mill ions)   2012   2011  

Net cash provided by operating activities   $ 61   $ 71  
Capital expenditures    (31)   (19)
Separation cash payments    11    2  

Free cash flow   $             41   $            54  

Results of Operations:
 
(in mill ions)
 

  Three Months Ended March 31,  
  2012   2011   % Change 

Revenue   $ 925   $ 890    3.9%
Gross profit    363    337    7.7%

Gross margin    39.2%   37.9%  130bp 
Operating expenses excluding separation costs    259    234    10.7%

Expense to revenue ratio    28.0%   26.3%  170bp 
Separation costs    5    3   
Total operating expenses    264    237    11.4%
Operating income    99    100    (1.0)%

Operating margin    10.7%   11.2%  (50)bp 
Interest and other non-operating expense (income), net    15    (1)  
Income tax expense    21    23    (8.7)%

Tax rate    24.8%   22.7%  210bp 
Net income   $             63   $            78    (19.2)%

Revenue

Revenue generated during the three months ended March 31, 2012 was $925 million, reflecting an increase of $35 million or 3.9% as
compared to the same prior year period. The following table illustrates the impact from organic growth, recent acquisitions, and fluctuations in
foreign currency, in relation to revenue during the comparable 2011 period.
 
(in mill ions)   $ Change   % Change 

2011 Revenue   $ 890   
Organic Growth    15    1.7% 
Acquisitions/(Divestitures), net    34    3.8% 
Foreign currency translation    (14)   (1.6)% 

Total change in revenue    35    3.9% 
2012 Revenue   $             925   
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The following table summarizes revenue by segment:
 
   Three Months Ended March 31,  
( in mill ions)   2012   2011   % Change 

Water Infrastructure   $ 584   $ 551    6.0%
Applied Water    355    355    —  
Eliminations    (14)   (16)  

Total   $     925   $    890    3.9%

Water Infrastructure

Water Infrastructure’s revenue increased $33 million, or 6.0% for the first quarter of 2012, including an unfavorable foreign currency
translation of $10 million and incremental revenue of $34 million from the acquisition of YSI which closed in September 2011.

Organic revenue growth of $10 million or 1.8% during the quarter was primarily attributable to industrial performance, particularly
dewatering applications serving the gas and mining markets. Treatment applications declined on slower public utility funding in developed
markets offset, in part, by strong sales in emerging markets.

Applied Water

Applied Water’s first quarter 2012 revenue was flat as compared to the first quarter of 2011 at $355 million. Organic revenue growth of $5
million or 1.4% reflects strength in general industry and beverage applications and commercial market share gains. This increase was offset
by residential weakness driven by unfavorable weather conditions for the heating season in North America and the unfavorable impacts from
continued economic uncertainty in Europe and political instability in the Middle East. Foreign currency translation was unfavorable by $5
million for the three months ended March 31, 2012 as compared to 2011.

Orders / Backlog

Orders received during the first quarter of 2012 increased by $26 million, or 2.7% over the first quarter of the prior year to $1,004 million,
including a benefit of $37 million from acquisitions and an unfavorable impact of $18 million from foreign currency translation adjustments.
Organic order growth was 0.7% for the quarter.

The Water Infrastructure segment generated order growth of $26 million, or 4.2% to $638 million, including $37 million from acquisitions
and $13 million of unfavorable foreign currency impact. Additionally, increased order volumes in transport applications primarily due to
industrial dewatering in North America, continued flood mitigation efforts in Australia and strength in test markets were largely offset by a
decline in treatment application orders primarily due to timing and lapping a very strong first quarter 2011.

Applied Water generated order growth of $1 million or 0.3% over the same period in the prior year to $382 million primarily due to increased
activity in Europe, the Middle East and Asia, offset by $5 million from unfavorable foreign currency translation.

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. Total backlog
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was $739 million at March 31, 2012 an increase of $88 million or 13.5% as compared to $651 million at December 31, 2011 and an
increase of $17 million or 2.4% as compared to $722 million at March 31, 2011. We anticipate that in excess of 85% of the backlog at
March 31, 2012 will be recognized as revenue in the remainder of 2012.

Gross Margin

Gross margin as a percentage of revenue, increased to 39.2% for the quarter ended March 31, 2012 compared to 37.9% for the comparable
period of 2011. The increase is attributable to benefits from incremental revenue from the acquisition of YSI, factory productivity and price
realization initiatives offset, in part, by rising commodity and labor costs.

Operating Expenses excluding Separation Costs
 
   Three Months Ended March 31,  
( in mill ions)   2012      2011      % Change 
Selling, General and Administrative (SG&A)   $       231     $      210      10.0%

SG&A as a % of revenue    25.0%     23.6%     140bp 
Research and Development (R&D)    28      24      16.7% 

R&D as a % of revenue    3.0%     2.7%     30bp 
Operating expenses excluding separation costs   $ 259     $ 234      10.7% 

Expense to revenue    28.0%     26.3%     170bp 

Selling, General and Administrative Expenses

SG&A increased by $21 million to $231 million or 25.0% of revenue in the first quarter of 2012, as compared to $210 million or 23.6% of
revenue in first quarter of 2011. The increase in SG&A expenses as a percentage of revenue is primarily due to additional expenses incurred
as a standalone company related to investments in information technology and the establishment of appropriate regulatory compliance and
corporate governance functions.

Research and Development Expenses

R&D spending increased $4 million to $28 million or 3.0% of revenue in the first quarter of 2012 as compared to $24 million or 2.7% of
revenue in the comparable period of 2011 reflecting $3 million of incremental expense from our YSI acquisition.

Separation Costs

We had non-recurring pre-tax separation costs of $5 million, or $4 million after tax, during the three months ended March 31, 2012 and $3
million, or $2 million after tax, during the three months ended March 31, 2011. The components of separation costs incurred are presented
below.
 

   
Three Months Ended

March 31,  
( in mill ions)   2012   2011  

Rebranding and marketing costs
  $         2   $

        
—  

Employee retention and hiring costs    —    1  
Advisory fees and other    3    2  

Total separation costs in operating income    5    3  
Income tax benefit    (1)   (1)

Total separation costs, net of tax   $ 4   $ 2  
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Our current estimate of the pre-tax cash impact of the remaining activities associated with the Spin-off ranges from approximately $10 million
to $15 million.

Operating Income

We generated operating income of $99 million during the first quarter of 2012, a 1.0% decrease from the prior year, primarily due to
additional standalone company costs and non-recurring separation costs. The following table illustrates operating income results by business
segments.
 
   Three Months Ended March 31,  
( in mill ions)   2012   2011   % Change 

Water Infrastructure   $ 75   $ 64    17.2%
Applied Water    40    46    (13.0)%
Segment operating income    115    110    4.5% 
Corporate and other    (16)   (10)  

Total operating income   $         99   $        100    (1.0)% 
Operating margin    10.7%  11.2%  (50)bp 

The table below provides a reconciliation from segment operating income to adjusted operating income, and a calculation of the
corresponding adjusted operating margin.
 
   Three Months Ended March 31,  
( in mill ions)   2012   2011   % Change 
Water Infrastructure     

Operating income   $ 75   $ 64    17.2%
Separation costs    2    —   

Adjusted operating income   $ 77   $ 64    20.3% 
Adjusted operating margin    13.2%  11.6%  160bp 

Applied Water     
Operating income   $ 40   $ 46    (13.0)%
Separation costs    1    —   

Adjusted operating income   $ 41   $ 46    (10.9)% 
Adjusted operating margin    11.5%  13.0%  (150)bp 

Total Xylem     
Operating income   $ 99   $ 100    (1.0)%
Separation costs(a)    5    3   

Adjusted operating income   $         104   $        103    1.0% 
Adjusted operating margin    11.2%  11.6%  (40)bp 

 
(a) Comprised of non-recurring separation costs of $3 million in our business segments and $2 million within Corporate for 2012 and $3

million within Corporate in 2011.

Water Infrastructure

Operating income for our Water Infrastructure segment increased $11 million or 17.2% ($13 million or 20.3% excluding separation costs)
compared with the prior year as incremental operating income
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of $8 million from acquisitions over the same period and price realization was partially offset by increased spend on research and
development and the unfavorable impacts of inflation on labor and material. Operating margin expanded by 120 bps (160 bps excluding
separation costs) on strong operating leverage, price realization and contributions from the YSI acquisition.

Applied Water

Operating income for our Applied Water segment decreased $6 million or 13.0% ($5 million or 10.9% excluding separation costs) compared
to the prior year as strong price performance was offset by warm winter related volume declines, product mix and net cost inflation. Operating
margin declined by 170 bps (150 bps excluding separation costs) driven by net cost inflation and increased standard costs partially offset by
price realization.

Interest Expense

Interest expense was $14 million in the first quarter of 2012, primarily reflecting interest related to the issuance of $1.2 billion aggregate
principal amount of senior notes issued in September 2011. Refer to Note 11, “Credit Facilities and Long-Term Debt,” for further details.

Income Tax Expense

The income tax provision for the three months ended March 31, 2012 was $21 million at an effective tax rate of 24.8% compared to $23
million at an effective tax rate of 22.7% for the same period in 2011. The increase in the effective tax rate for the first quarter 2012 as
compared to the same period in 2011 was primarily due to our geographic mix of earnings and a change in the U.S. earnings in states with
higher income tax rates.

Liquidity and Capital Resources

The following table summarizes our sources and uses of cash.
 
   Three Months Ended March 31,  
( in mill ions)   2012   2011         Change       
Operating activities   $ 61   $ 71   $ (10) 
Investing activities    (29)   (18)   (11) 
Financing activities    (10)   (33)               23  
Foreign exchange    7    3    4  

Total   $             29   $            23   $ 6  

Sources and Uses of Liquidity

Operating Activities

During the first three months of 2012, net cash provided by operating activities decreased by $10 million as compared to the first three
months of 2011. The year-over-year decrease is primarily driven by the payment of interest on debt in 2012 as well as higher tax payments,
partially offset by a positive impact from payables. The increase in cash from payables is primarily due to timing of payments.
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Investing Activities

Cash used in investing activities was $29 million for the three months ended March 31, 2012, compared to $18 million in the comparable
period of 2011 due to capital expenditures. Capital expenditures in the first three months of 2012 were $31 million, including separation
related capital expenditures of $1 million, compared to $19 million in the first three months of 2011. The increase in capital expenditures was
driven by increased investment in our dewatering rental fleet and other strategic initiatives.

Financing Activities

Cash used in financing activities was $10 million for the three months ended March 31, 2012, compared to $33 million in the first three
months of 2011. During the first three months of 2012, we received $16 million of proceeds from the exercise of stock options more than
offset by dividends paid of $19 million. No dividends were paid in first quarter 2011. For 2011, cash used for or provided by financing activities
is due to net transfers to our former parent, ITT. In general, the components of net transfers include: (i) cash transfers from the Company to
parent, (ii) cash investments from our parent used to fund operations, capital expenditures and acquisitions, (iii) charges (benefits) for income
taxes, and (iv) allocations of the parent company’s corporate expenses described in this Report.

Funding and Liquidity Strategy

Prior to the Spin-off, the majority of our operations participated in U.S. and international cash management and funding arrangements
managed by ITT where cash was swept from our balance sheet daily, and cash to meet our operating and investing needs was provided as
needed from ITT.

As a result of the separation, our capital structure and sources of liquidity changed significantly. We no longer participate in cash
management and funding arrangements with ITT. Instead, our ability to fund our capital needs depends on our ongoing ability to generate
cash from operations, and access to the bank and capital markets.

Historically, we have generated operating cash flow sufficient to fund our primary cash needs centered on operating activities, working capital,
capital expenditures, and strategic investments. If our cash flows from operations are less than we expect, we may need to incur debt or
issue equity. From time to time we may need to access the long-term and short-term capital markets to obtain financing. Our access to, and
the availability of, financing on acceptable terms and conditions in the future will be impacted by many factors, including: (i) our credit ratings
or absence of a credit rating, (ii) the liquidity of the overall capital markets, and (iii) the current state of the economy. There can be no
assurance that we will continue to have access to the capital markets on terms acceptable to us. We cannot assure that such financing will be
available to us on acceptable terms or that such financing will be available at all.

We anticipate that our present sources of funds, including funds from operations and additional borrowings, will provide us with sufficient
liquidity and capital resources to meet our liquidity and capital needs in both the United States and outside of the United States over the next
twelve months.

On September 20, 2011, we issued 3.55% Senior Notes of $600 million aggregate principal amount due September 2016 (the “2016 Notes”)
and 4.875% Senior Notes of $600 million aggregate principal
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amount due October 2021 (the “2021 Notes” and together with the 2016 Notes, the “Senior Notes”). The issuance resulted in gross proceeds
of $1.2 billion, offset by $9 million in debt issuance costs which were capitalized and are included within other assets. The Senior Notes
include covenants which restrict our ability, subject to exceptions, to incur debt secured by liens and engage in sale and lease-back
transactions, as well as provide for customary events of default (subject, in certain cases, to receipt of notice of default and/or customary grace
and cure periods), including but not limited to, (i) failure to pay interest for 30 days, (ii) failure to pay principal when due, (iii) failure to perform
any other covenant for 90 days after receipt of notice from the trustee or from holders of 25% of the outstanding principal amount and
(iv) certain events of bankruptcy, insolvency or reorganization. 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. As of March 31,
2012, we were in compliance with all covenants. If a change of control of Xylem triggering event 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 accrues from September 20, 2011. Interest on the 2016 Notes is payable on March 20 and September 20 of each
year, commencing on March 20, 2012. Interest on the 2021 Notes is payable on April 1 and October 1 of each year, commencing on April 1,
2012.

Effective October 31, 2011, Xylem and its subsidiaries entered into a Four Year Competitive Advance and Revolving Credit Facility (the
“Credit Facility”) with JPMorgan Chase Bank, N.A., as agent, and a syndicate of lenders. The credit facility provides for an aggregate principal
amount of up to $600 million of (i) a competitive advance borrowing option which will be provided on an uncommitted competitive advance
basis through an auction mechanism (the “competitive loans”), (ii) revolving extensions of credit (the “revolving loans”) outstanding at any
time and (iii) the issuance of letters of credits in a face amount not in excess of $100 million outstanding at any time. As of March 31, 2012,
this credit facility is undrawn.

At our election, the interest rate per annum applicable to the competitive advances will be based on either (i) a Eurodollar rate determined by
reference to LIBOR, plus an applicable margin offered by the lender making such loans and accepted by us or (ii) a fixed percentage rate per
annum specified by the lender making such loans. At our election, interest rate per annum applicable to the revolving loans will be based on
either (i) a Eurodollar rate determined by reference to LIBOR, adjusted for statutory reserve requirements, plus an applicable margin or (ii) a
fluctuating rate of interest determined by reference to the greatest of (a) the prime rate of JPMorgan Chase Bank, N.A., (b) the U.S. Federal
Funds effective rate plus half of 1% or (c) the Eurodollar rate determined by reference to LIBOR, adjusted for statutory reserve requirements,
in each case, plus an applicable margin.

In accordance with the terms, we may not exceed a maximum leverage ratio of 3.50 (based on a ratio of total debt to earnings before interest,
taxes, depreciation and amortization) throughout the term. The Credit Facility also contains limitations on, among other things, incurring
debt, granting liens, and entering sale and leaseback transactions. In addition, the Credit Facility contains other terms and conditions such as
customary representations and warranties, additional covenants and customary events of default.

For the three months ended March 31, 2012 and 2011, we generated approximately 62% and 64%, respectively, of our revenue from non-
U.S. operations. As we continue to grow our operations in the emerging markets and elsewhere outside of the United States, we expect to
continue to generate significant revenue from non-U.S. operations and we expect our cash will be predominately held by
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our foreign subsidiaries. We expect to manage our worldwide cash requirements considering available funds among the many subsidiaries
through which we conduct business and the cost effectiveness with which those funds can be accessed. We may transfer cash from certain
international subsidiaries to the U.S. and other international subsidiaries when it is cost effective to do so. Our intent is to indefinitely reinvest
all but $100 million of these funds outside of the United States. However, we continually review our domestic and foreign cash profile,
expected future cash generation and investment opportunities which support our current designation of these funds as being indefinitely
reinvested and reassess whether there is a demonstrated need to repatriate funds held internationally to support our U.S. operations. If, as a
result of our review, it is determined that all or a portion of the funds may be needed for our operations in the United States, we would be
required to accrue U.S. taxes related to future tax payments associated with the repatriation of these funds. As of March 31, 2012, our foreign
subsidiaries were holding $238 million in cash or marketable securities.

Contractual Obligations

In our December 31, 2011 Annual Report, we presented a table that summarized our contractual commitments as of December 31, 2011,
including operating lease obligations.

Subsequent to the issuance of our annual financial statements, we identified that we had incorrectly aggregated data from certain of our
foreign subsidiaries related to our future minimum rental payments. As a result, we have adjusted certain amounts below to reflect the
corrected future minimum rental payments.

The following table summarizes our operating lease obligations as of December 31, 2011. There have been no material changes to our
minimum rental obligations subsequent to December 31, 2011.
 
(in mill ions)   2012    1-3 Years   3-5 Years   5+ Years   Total  
Operating lease obligations   $ 54     71     39     36     200  

Critical Accounting Estimates

Our discussion and analysis of our results of operations and capital resources are based on our condensed consolidated and combined
financial statements, which have been prepared in conformity with GAAP. The preparation of these condensed consolidated and combined
financial statements requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities,
revenue and expenses and the disclosure of contingent assets and liabilities. We believe the most complex and sensitive judgments,
because of their significance to the condensed consolidated and combined financial statements, result primarily from the need to make
estimates about the effects of matters that are inherently uncertain. Management’s Discussion and Analysis of Financial Condition and
Results of Operations in the 2011 Annual Report, describes the critical accounting estimates used in preparation of the condensed
consolidated and combined financial statements. Actual results in these areas could differ from management’s estimates. There have been
no significant changes in the information concerning our critical accounting estimates as stated in our 2011 Annual Report.

New Accounting Pronouncements

See Note 2, “Recently Issued Accounting Pronouncements,” in the notes to the condensed consolidated and combined financial statements
for a complete discussion of recent accounting pronouncements. There were no new pronouncements which we expect to have a material
impact on our financial condition and results of operations in future periods.
 
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There has been no material change in the information concerning market risk as stated in our 2011 Annual Report.
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ITEM 4. CONTROLS AND PROCEDURES

Our management, with the Chief Executive Officer and Chief Financial Officer of the Company, has evaluated the effectiveness of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of the end of the period covered
by this Report. Any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving
the desired control objectives. Based on such evaluation, such officers have concluded that, as of the end of the period covered by this Report
the Company’s disclosure controls and procedures are effective at the reasonable assurance level.

There have been no changes in our internal control over financial reporting during the fiscal quarter covered by this Report that have
materially affected or are reasonably likely to materially affect the Company’s internal control over financial reporting.
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PART II.            OTHER INFORMATION

ITEM 1.            LEGAL PROCEEDINGS

From time to time, we are involved in legal proceedings that are incidental to the operation of our businesses. Some of these proceedings
seek remedies relating to environmental matters, intellectual property matters, personal injury claims, employment and pension matters,
government contract issues and commercial or contractual disputes, sometimes related to acquisitions or divestitures. See below and Note
14 “Commitments and Contingencies” to the condensed consolidated and combined financial statements for further information.

On December 20, 2011, the Ad Hoc Committee of ITT Bondholders filed a Complaint in New York State court alleging that ITT breached the
early redemption provisions of certain bonds issued in 2009. In 2009, ITT issued $500 million in bonds maturing in 2019 at an interest rate
of 6.125%. The documents governing the bonds contained certain provisions addressing early redemptions. On September 20, 2011, ITT
notified the holders of the debt that it intended to redeem the bonds on October 20, 2011 in accordance with the terms of the governing
documents. On October 18, 2011, the redemption price was disclosed. The Plaintiffs contend that ITT used an improper discount rate in
calculating the redemption price and otherwise failed to comply with required redemption procedures. The Plaintiffs allege damages in excess
of $5 million and further allege that if such damages are extended to all holders of these bonds, the damages would be in excess of $15
million. The costs associated with this matter, if any, will be shared with ITT and Exelis in accordance with the Distribution Agreement (21%
ITT, 39% Exelis and 40% Xylem). Management believes that this matter will not have a material adverse effect on our consolidated financial
position, results of operations or cash flows.

ITEM 1A.            RISK FACTORS

There have been no material changes from the risk factors previously disclosed in our 2011 Annual Report.

ITEM 2.            UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Not applicable.

ITEM 3.            DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4.            MINE SAFETY DISCLOSURE

Information concerning mine safety violations or other regulatory matters required by Section 1503(a) of the Dodd-Frank Wall Street Reform
and Consumer Protection Act and Item 104 of Regulation S-K is included in Exhibit 95 to this Report.

ITEM 5.            OTHER INFORMATION

Compensation Changes following Spin-off

The following compensation changes were made following the spin-off.

Gretchen W. McClain

Annual Base Salary: As of the spin-off, Ms. McClain’s base salary was $900,000. In December 2011, Ms. McClain’s base salary was
increased to $935,000 to reflect a one-time salary adjustment in connection with the elimination of Company perquisites going forward.
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Target Annual Incentive: As of the spin-off, Ms. McClain’s annual incentive target was set at 100% of base salary. In March 2012, the
Xylem Leadership Development & Compensation Committee (“LDCC”) approved an increase of that target to 110%. The amount earned in
respect to Annual Incentive Plan is discretionary and subject to individual and Company performance, as determined by the Xylem LDCC.

Long-Term Incentive Award: As of the spin-off, Ms. McClain’s 2012 long-term incentive award was anticipated to be awarded at
$3,400,000. In March 2012, when the long-term awards were granted, such amount was increased to $4,250,000. The Xylem LDCC
approved this award to align Ms. McClain’s long-term compensation closer to market and to recognize Ms. McClain’s strong performance in
2011.

With these changes, Ms. McClain’s total compensation increased from 20% below market median to 5% below market median.

Michael T. Speetzen

Annual Base Salary: As of the spin-off, Mr. Speetzen’s base salary was $439,000. In December 2011, Mr. Speetzen’s base salary was
increased to $464,000 to reflect a one-time salary adjustment in connection with the elimination of Company perquisites going forward. In
March 2012, the Xylem LDCC approved a new base salary of $500,000 for Mr. Speetzen to make his base salary more market competitive.

Long-Term Incentive Award Program: As of the spin-off, Mr. Speetzen’s 2012 long-term incentive award was anticipated to be awarded at
$746,000. In March 2012, when the annual long-term awards were granted, such amount was increased to $1,000,000. The Xylem LDCC
approved this award to align Mr. Speetzen’s long-term compensation closer to market and to recognize Mr. Speetzen’s strong performance in
2011.

With these changes, Mr. Speetzen’s total compensation increased from 25% below market median to 11% below market median.

Kenneth Napolitano

Annual Base Salary: As of the spin-off, Mr. Napolitano’s base salary was $360,000. In December 2011, Mr. Napolitano’s base salary was
increased to $385,000 to reflect a one-time salary adjustment in connection with the elimination of Company perquisites going forward.

Long-Term Incentive Award Program: As of the spin-off, Mr. Napolitano’s 2012 long-term incentive award was anticipated to be awarded at
$510,000. In March 2012, when the annual long-term awards were granted, such amount was increased to $535,000. The Xylem LDCC
approved this award to align Mr. Napolitano’s long-term compensation closer to market and to recognize Mr. Napolitano’s strong performance
in 2011.

With these changes, Mr. Napolitano’s total compensation increased from 8% below market median to 2% above market median.

Frank R. Jimenez and Angela A. Buonocore

In December 2011, Mr. Jimenez and Ms. Buonocore each received an increase to their base salary of $25,000 to reflect a one-time additional
salary adjustment in connection with the elimination of Company perquisites going forward. No other changes have been made to
Mr. Jimenez’s and Ms. Buonocore’s compensation.

ITEM 6.            EXHIBITS

See Exhibit Index.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf
by the undersigned, thereunto duly authorized.

 
 XYLEM INC.
 (Registrant)

May 3, 2012  /s/ John P. Connolly

 John P. Connolly

 Vice President and Chief Accounting Officer

 (Principal Accounting Officer)
 
 

38



Table of Contents

XYLEM INC.

EXHIBIT INDEX
 
Exhibit
Number   Description   Location
 (3.1)  

 

Amended and Restated Articles of Incorporation of Xylem Inc.

  

Incorporated by reference to Exhibit 3.1 of Xylem Inc.’s Form
8-K Current Report filed on October 13, 2011 (CIK No.
1524472, File No. 1-35229).

 (3.2)  

 

By-laws of Xylem Inc.

  

Incorporated by reference to Exhibit 3.2 of Xylem Inc.’s Form
8-K Current Report filed on October 13, 2011 (CIK No.
1524472, File No. 1-35229).

 (4.1)  

 

Indenture, dated as of September 20, 2011, between Xylem Inc.,
ITT Corporation, as initial guarantor, and Union Bank, N.A., as
trustee   

Incorporated by reference to Exhibit 4.2 of ITT Corporation’s
Form 8-K Current Report filed on September 21, 2011 (CIK
No. 216228, File No. 1-5672).

 (4.2)  

 

Form of Xylem Inc. 3.550% Senior Notes due 2016

  

Incorporated by reference to Exhibit 4.5 of ITT Corporation’s
Form 8-K Current Report filed on September 21, 2011 (CIK
No. 216228, File No. 1-5672).

 (4.3)  

 

Form of Xylem Inc. 4.875% Senior Notes due 2021

  

Incorporated by reference to Exhibit 4.6 of ITT Corporation’s
Form 8-K Current Report filed on September 21, 2011 (CIK
No. 216228, File No. 1-5672).

 (4.4)  

 

Registration Rights Agreement, dated as of September 20, 2011,
between Xylem Inc., ITT Corporation and J.P. Morgan Securities
LLC, RBS Securities Inc. and Wells Fargo Securities, LLC as
representatives of the Initial Purchasers   

Incorporated by reference to Exhibit 4.8 of ITT Corporation’s
Form 8-K Current Report filed on September 21, 2011 (CIK
No. 216228, File No. 1-5672).

 (10.28)   Form of Xylem Special Senior Executive Severance Pay Plan   Filed herewith.

 (10.29)   Form of Xylem Enhanced Severance Pay Plan   Filed herewith.

     (11)   

 

Statement re computation of per share earnings

  

Information required to be presented in Exhibit 11 is provided
under “Earnings Per Share” in Note 5 to the Condensed
Consolidated and Combined Financial Statements in Part I,
Item 1 “Condensed Consolidated and Combined Financial
Statements” of this Report in accordance with the provisions
of Financial Accounting Standards Board Accounting
Standards Codification 260, Earnings Per Share.

 (31.1)  

 

Certification pursuant to Rule 13a-14(a)/15d-14(a) of the
Securities Exchange Act of 1934, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002   

Filed herewith.
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 (31.2)  

  

Certification pursuant to Rule 13a-14(a)/15d-14(a) of the
Securities Exchange Act of 1934, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002   

Filed herewith.

 (32.1)  

  

Certification Pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

  

This Exhibit is intended to be furnished in accordance with
Regulation S-K Item 601(b) (32) (ii) and shall not be deemed to
be filed for purposes of Section 18 of the Securities Exchange
Act of 1934 or incorporated by reference into any filing under
the Securities Act of 1933 or the Securities Exchange Act of
1934, except as shall be expressly set forth by specific
reference.

 (32.2)  

  

Certification Pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

  

This Exhibit is intended to be furnished in accordance with
Regulation S-K Item 601(b) (32) (ii) and shall not be deemed to
be filed for purposes of Section 18 of the Securities Exchange
Act of 1934 or incorporated by reference into any filing under
the Securities Act of 1933 or the Securities Exchange Act of
1934, except as shall be expressly set forth by specific
reference.

   (95)     Mine Safety Disclosure   Filed herewith.

 (101)   

  

The following materials from Xylem Inc.’s Quarterly Report on
Form 10-Q for the quarterly period ended March 31, 2012,
formatted in XBRL (Extensible Business Reporting Language):
(i) Condensed Consolidated and Combined Income Statements,
(ii) Condensed Consolidated and Combined Statements of
Comprehensive Income, (iii) Condensed Consolidated Balance
Sheets, (iv) Condensed Consolidated and Combined
Statements of Cash Flows and (v) Notes to Condensed
Consolidated and Combined Financial Statements   

Submitted electronically with this Report.
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Exhibit 10.28

ORIGINALLY EFFECTIVE AS OF 10/31/11
AMENDED AS OF MARCH 26, 2012

Form of Xylem Special Senior Executive Severance Pay Plan
 
1. Purpose

The purpose of this Xylem Special Senior Executive Severance Pay Plan (“Plan”) is to assist in occupational transition by providing Severance
Benefits, as defined herein, for employees covered by this Plan whose employment is terminated under conditions set forth in this Plan.

The Plan first became effective as of October 31, 2011 following the spin-off of Xylem Inc. from ITT Corporation (the “Predecessor Corporation”) on
October 31, 2011. The Predecessor Corporation maintained a similar plan prior to the spin-off (the “Predecessor Plan”), and the Plan was created to continue
service accruals under the Predecessor Plan. The Plan shall remain in effect as provided in Section 9 hereof, and covered employees shall receive full credit for
their service and participation with the Predecessor Corporation as provided in Section 5 hereof. The Plan was modified on March 26, 2012 to reflect updated
pension provisions for Section 5 and certain other technical updates.
 
2. Covered Employees

Covered employees under this Plan (“Special Severance Executives”) are active full-time, regular salaried employees of Xylem Inc., (“Xylem”) and of
any subsidiary company (“Xylem Subsidiary”) (collectively or individually as the context requires “Company” ; provided, however, that for purposes of
service under the Predecessor Plan, Company shall include the Predecessor Corporation) (including Special Severance Executives who are short term disabled
as of a Potential Acceleration Event within the meaning of the Company’s short term disability plans) (other than Special Severance Executives on periodic
severance as of a Potential Acceleration Event) who are in Band A or B or were in Band A or B at any time within the two year period immediately preceding an
Acceleration Event and such other employees of the Company who shall be designated as covered employees in Band A or B under the Plan by the Leadership
Development and Compensation Committee of Xylem’s Board of Directors.

“Bands A and B” shall have the meaning given such terms under the executive classification system of the Xylem Human Resources Department as in
effect immediately preceding an Acceleration Event. After the occurrence of an Acceleration Event, the terms “Xylem”, “Xylem Subsidiary” and “Company”
as used herein shall also include, respectively and as the context requires, any successor company to Xylem or any successor company to any Xylem
Subsidiary and any affiliate of any such successor company.



3. Definitions

An “Acceleration Event” shall occur if:

(i) a report on Schedule 13D shall be filed with the Securities and Exchange Commission pursuant to Section 13(d) of the Securities Exchange Act of
1934 (the “Act”) disclosing that any person (within the meaning of Section 13(d) of the Act), other than the Company or a subsidiary of the Company or any
employee benefit plan sponsored by the Company or a subsidiary of the Company, is the beneficial owner directly or indirectly of twenty percent (20%) or
more of the outstanding Common Stock $1 par value, of the Company (the “Stock”);

(ii) any person (within the meaning of Section 13(d) of the Act), other than the Company or a subsidiary of the Company, or any employee benefit plan
sponsored by the Company or a subsidiary of the Company, shall purchase shares pursuant to a tender offer or exchange offer to acquire any Stock of the
Company (or securities convertible into Stock) for cash, securities or any other consideration, provided that after consummation of the offer, the person in
question is the beneficial owner (as such term is defined in Rule 13d-3 under the Act), directly or indirectly, of twenty percent (20%) or more of the outstanding
Stock of the Company (calculated as provided in paragraph (d) of Rule 13d-3 under the Act in the case of rights to acquire Stock);

(iii) the consummation of (A) any consolidation, business combination or merger involving the Company, other than a consolidation, business
combination or merger involving the Company in which holders of Stock immediately prior to the consolidation, business combination or merger (x) hold fifty
percent (50%) or more of the combined voting power of the Company (or the corporation resulting from the merger or consolidation or the parent of such
corporation) after the merger and (y) have the same proportionate ownership of common stock of the Company (or the corporation resulting from the merger or
consolidation or the parent of such corporation), relative to other holders of Stock immediately prior to the merger, business combination or consolidation,
immediately after the merger as immediately before, or (B) any sale, lease, exchange or other transfer (in one transaction or a series of related transactions) of
all or substantially all the assets of the Company;

(iv) there shall have been a change in a majority of the members of the Board of Directors of the Company within a 12-month period unless the election
or nomination for election by the Company’s stockholders of each new director during such 12-month period was approved by the vote of two-thirds of the
directors then still in office who (x) were directors at the beginning of such 12-month period or (y) whose nomination for election or election as directors was
recommended or approved by a majority of the directors who were directors at the beginning of such 12-month period or

(v) any person (within the meaning of Section 13(d) of the Act) (other than the Company or any subsidiary of the Company or any employee benefit
plan (or related trust) sponsored by the Company or a subsidiary of the Company) becomes the beneficial owner (as such term is defined in Rule 13d-3 under
the Act) of twenty percent (20%) or more of the Stock.
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“Cause” shall mean action by the Special Severance Executive involving willful malfeasance or gross negligence or the Special Severance Executive’s
failure to act involving material nonfeasance that would tend to have a materially adverse effect on the Company. No act or omission on the part of the Special
Severance Executive shall be considered “willful” unless it is done or omitted in bad faith or without reasonable belief that the action or omission was in the
best interests of the Company.

“Code” shall mean the Internal Revenue Code of 1986, as amended.

“Good Reason” shall mean:

(i) without the Special Severance Executive’s express written consent and excluding for this purpose an isolated, insubstantial and inadvertent action not
taken in bad faith and which is remedied by the Company or its affiliates within 30 days after receipt of notice thereof given by the Special Severance
Executive, (A) a reduction in the Special Severance Executive’s annual base compensation (whether or not deferred), (B) the assignment to the Special
Severance Executive of any duties inconsistent in any material respect with the Special Severance Executive’s position (including status, offices, titles and
reporting requirements), authority, duties or responsibilities, or (C) any other action by the Company or its affiliates which results in a material diminution in
such position, authority, duties or responsibilities;

(ii) without the Special Severance Executive’s express written consent, the Company’s requiring the Special Severance Executive’s work location to be
other than within twenty-five (25) miles of the location where such Special Severance Executive was principally working immediately prior to the Acceleration
Event; or

(iii) any failure by the Company to obtain the express written assumption of this Plan from any successor to the Company; provided that “Good
Reason” shall cease to exist for an event on the 90th day following the later of its occurrence or the Special Severance Executive’s knowledge thereof, unless the
Special Severance Executive has given the Company notice thereof prior to such date.

“Potential Acceleration Event” shall mean any execution of an agreement, the commencement of a tender offer or any other transaction or event that if
consummated would result in an Acceleration Event.
 
4. Severance Benefits Upon Termination of Employment

If a Special Severance Executive’s employment with the Company is terminated due to a Qualifying Termination, he or she shall receive the severance
benefits set forth in Section 5 hereof (“Severance Benefits”). For purposes hereof, a “Qualifying Termination” shall mean a termination of a Special Severance
Executive’s employment with the Company either;

(x) by the Company without Cause (A) within the two (2) year period commencing on the date of the occurrence of an Acceleration Event or (B) prior to
the occurrence of an Acceleration Event and either (1) following the public announcement of the transaction or event which ultimately results in such
Acceleration Event or (2) at the request of a party to, or participant in, the transaction or event which ultimately results in an Acceleration Event; or

(y) by a Special Severance Executive for Good Reason within the two (2) year period commencing with the date of the occurrence of an Acceleration
Event.
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5. Severance Benefits

Band A Benefits

Severance Benefits for Special Severance Executives (i) in Band A at the time of a Qualifying Termination or at any time during the two (2) year period
immediately preceding the Acceleration Event or (ii) designated as a covered employee in Band A in accordance with Section 2 hereof:
 

 

•  Accrued Rights - The Special Severance Executive’s base salary through the date of termination of employment, any annual bonus earned but
unpaid as of the date of termination for any previously completed fiscal year, reimbursement for any unreimbursed business expenses properly
incurred by the Special Severance Executive in accordance with Company policy prior to the date of the Special Severance Executive’s termination
of employment and such employee benefits, if any, as to which the Special Severance Executive may be entitled under the employee benefit plans
of the Company, including without limitation, the payment of any accrued or unused vacation under the Company’s vacation policy.

 

 •  Severance Pay – The sum of:

(x) three (3) times the current annual base salary rate paid or in effect (whether or not deferred) with respect to the Special Severance Executive at
the time of the Special Severance Executive’s termination of employment, and

(y) three (3) times the most recent annual bonus paid to or earned by the Special Severance Executive (whether or not deferred) in respect of the
Company’s most recent completed fiscal year prior to the date of the Special Severance Executive’s termination of employment.

 

 •  Benefits

> Continued health and life insurance benefits for a three (3) year period following the Special Severance Executive’s termination of employment at the
same cost to the Special Severance Executive, and at the same coverage levels, as provided to the Special Severance Executive (and the Special Severance
Executive’s eligible dependents) immediately prior to his or her termination of employment. In the event the Company changes health and/or life insurance
programs, coverage levels, benefit providers and/or modifies benefit contributions, the Special Severance Executive would be treated consistent with other
Band A executives. In the event continuation of health and/or life insurance is not permissible, the Company may provide alternative benefits or payments as
described under the subheading “General” below.

> Payment of a lump sum amount (“Savings Plan Lump Sum Amount”) equal to three (3) times the following amount: the product of (x) the current
annual base salary rate and annual bonus as determined above as “Severance Pay” and (y) the current aggregate percentage used to determine “Company
Contributions” which the Special Severance Executive would have been
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eligible for under the Xylem Retirement Savings Plan for Salaried Employees (the “RSP”) and Xylem Supplemental Retirement Savings Plan (the
“Supplemental Plan”) (or corresponding savings plan arrangements outside of the United States or any successor plans thereto) in respect of the plan year
during which the Special Severance Executive’s termination of employment occurs.

“Company Contributions” means the sum of:

(i) Company core contributions (e.g., either 3% or 4% based on age and years of eligible service, based on the terms of the RSP and Supplemental Plan
as in effect in March 2012);

(ii) Company matching contributions (e.g., equal to 50% of the first 6% of eligible pay contributed to the RSP and Supplemental Plan, based on the
terms of the RSP and Supplemental Plan as in effect in March 2012; for calculation of Savings Plan Lump Sum Amount 3% will be applied); and

(iii) Company transition credit contributions (e.g., another 3% or 5% based on age and service as defined in the RSP and Supplemental Plan, based on
the terms of the RSP and Supplemental Plan as in effect in March 2012).

In aggregate, the maximum percentage of Company Contributions for calculating the Savings Plan Lump Sum Amount may not exceed 12%.
 

 •  Outplacement – Outplacement services for one (1) year.

Band B Benefits

Severance Benefits for Special Severance Executives (i) in Band B at the time of a Qualifying Termination or at any time during the two (2) year period
immediately preceding the Acceleration Event or (ii) designated as a covered employee in Band B in accordance with Section 2 hereof; provided, that a Special
Severance Executive who is in Band B at the time of a Qualifying Termination but was in Band A anytime during the two (2) year period immediately
preceding the Acceleration Event shall be entitled to Severance Benefits as a Special Severance Executive in Band A and shall not be entitled to the Severance
Benefits set forth below:
 

 

•  Accrued Rights - The Special Severance Executive’s base salary through the date of termination of employment, any annual bonus earned but
unpaid as of the date of termination for any previously completed fiscal year, reimbursement for any unreimbursed business expenses properly
incurred by the Special Severance Executive in accordance with Company policy prior to the date of the Special Severance Executive’s termination
of employment and such employee benefits, if any, as to which the Special Severance Executive may be entitled under the employee benefit plans
of the Company, including without limitation, the payment of any accrued or unused vacation under the Company’s vacation policy.
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 •  Severance Pay – The sum of:

(x) two (2) times the current annual base salary rate paid or in effect (whether or not deferred) with respect to the Special Severance Executive at the
time of the Special Severance Executive’s termination of employment, and

(y) two (2) times the most recent annual bonus paid to or earned by the Special Severance Executive (whether or not deferred) in respect of the
Company’s most recent completed fiscal year prior to the date of the Special Severance Executive’s termination of employment.

 

 •  Benefits

> Continued health and life insurance benefits for a two (2) year period following the Special Severance Executive’s termination of employment at the
same cost to the Special Severance Executive, and at the same coverage levels, as provided to the Special Severance Executive (and the Special Severance
Executive’s eligible dependents) immediately prior to his or her termination of employment. In the event the Company changes health and/or life insurance
programs, coverage levels, benefit providers and/or modifies benefit contributions, the Special Severance Executive would be treated consistent with other
Band A executives. In the event continuation of health and/or insurance is not permissible, the Company may provide alternative benefits or payments as
described under the subheading “General” below.

> Payment of a lump sum amount (“Savings Plan Lump Sum Amount”) equal to two (2) times the following amount: the product of (x) the current
annual base salary rate and annual bonus as determined above as “Severance Pay” and (y) the current aggregate percentage used to determine “Company
Contributions” which the Special Severance Executive would have been eligible for under the RSP and Supplemental Plan (or corresponding savings plan
arrangements outside of the United States or any successor plans thereto) in respect of the plan year during which the Special Severance Executive’s
termination of employment occurs.

“Company Contributions” means the sum of:

(i) Company core contributions (e.g., either 3% or 4% based on age and years of eligible service, based on the terms of the RSP and Supplemental Plan
as in effect in March 2012);

(ii) Company matching contributions (e.g., equal to 50% of the first 6% of eligible pay contributed to the RSP and Supplemental Plan, based on the
terms of the RSP and Supplemental Plan as in effect in March 2012; for calculation of Savings Plan Lump Sum Amount 3% will be applied); and

(iii) Company transition credit contributions (e.g., another 3% or 5% based on age and service as defined in the RSP and Supplemental Plan, based on
the terms of the RSP and Supplemental Plan as in effect in March 2012).

In aggregate, the maximum percentage of Company Contributions for calculating the Savings Plan Lump Sum Amount may not exceed 12%.
 

 •  Outplacement – Outplacement services for one year.
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General
With respect to the provision of benefits described above during the above described respective three and two year periods, if, for any reason at any time

the Company is unable to treat the Special Severance Executive as being eligible for ongoing participation in any Company employee benefit plans in existence
immediately prior to the termination of employment of the Special Severance Executive, and if, as a result thereof, the Special Severance Executive does not
receive a benefit or receives a reduced benefit, the Company shall provide such benefits by making available equivalent benefits from other sources or making
cash payments providing equivalent value (as reasonably determined in good faith by the Company) in a manner consistent with Section 15 below.

Notwithstanding any other provision of the Plan to the contrary, all prior service and participation by a Special Severance Executive with the Predecessor
Corporation shall be credited in full towards a Special Severance Executive’s service and participation with the Company.
 
6. Form of Payment of Severance Pay and Lump Sum Payments

Severance Pay shall be paid in cash, in non-discounted equal periodic installment payments corresponding to the frequency and duration of the
severance payments that the Special Severance Executive would have been entitled to receive from the Company as a normal severance benefit under the terms
of the Xylem Senior Executive Severance Pay Plan in the absence of the occurrence of an Acceleration Event. The Savings Plan Lump Sum Amount shall be
paid in cash within thirty (30) calendar days after the date the employment of the Special Severance Executive terminates. The timing of payments shall in all
respects be subject to Section 15 hereof.
 
7. Termination of Employment — Other

The Severance Benefits shall only be payable upon a Special Severance Executive’s termination of employment due to a Qualifying Termination;
provided, that if, following the occurrence of an Acceleration Event, a Special Severance Executive is terminated due to the Special Severance Executive’s death
or disability (as defined in the long-term disability plan in which the Special Severance Executive is entitled to participate (whether or not the Special Severance
Executive voluntarily participates in such plan)) and, at the time of such termination, the Special Severance Executive had grounds to resign with Good
Reason, such termination of employment shall be deemed to be a Qualifying Termination.
 
8. Administration of Plan

This Plan shall be administered by the Company, who shall have the exclusive right to interpret this Plan, adopt any rules and regulations for carrying
out this Plan as may be appropriate and decide any and all matters arising under this Plan, including but not limited to the right to determine appeals. Subject
to applicable Federal and state law, all interpretations and decisions by Xylem shall be final, conclusive and binding on all parties affected thereby.
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Notwithstanding the preceding paragraph, following an Acceleration Event, any controversy or claim arising out of or relating to this Plan, or the breach
thereof, shall be settled by arbitration administered by the American Arbitration Association under its Commercial Arbitration Rules and the entire cost thereof
shall be borne by the Company. The location of the arbitration proceedings shall be reasonably acceptable to the Special Severance Executive. Judgment on the
award rendered by the arbitrator(s) may be entered in any court having jurisdiction thereof. The Company shall pay all legal fees, costs of litigation,
prejudgment interest, and other expenses which are incurred in good faith by the Special Severance Executive as a result of the Company’s refusal to provide
any of the Severance Benefits to which the Special Severance Executive becomes entitled under this Plan, or as a result of the Company’s (or any third party’s)
contesting the validity, enforceability, or interpretation of this Plan, or as a result of any conflict between the Special Severance Executive and the Company
pertaining to this Plan. The Company shall pay such fees and expenses from the general assets of the Company.
 
9. Termination or Amendment

Xylem may terminate or amend this Plan (“Plan Change”) at any time except that following the occurrence of (i) an Acceleration Event or (ii) a Potential
Acceleration Event, no Plan Change that would adversely affect any Special Severance Executive may be made without the prior written consent of such
Special Severance Executive affected thereby; provided, however, that (ii) above shall cease to apply if such Potential Acceleration Event does not result in the
occurrence of an Acceleration Event.
 
10. Offset

Any Severance Benefits provided to a Special Severance Executive under this Plan shall be offset in a manner consistent with Section 15 by reducing
(x) any Severance Pay hereunder by any severance pay, salary continuation pay, termination pay or similar pay or allowance and (y) any other Severance
Benefits hereunder by corresponding employee benefits, or outplacement services, which the Special Severance Executive receives or is entitled to receive,
(i) under the Xylem Senior Executive Severance Pay Plan; (ii) pursuant to any other Company policy, practice, program or arrangement; (iii) pursuant to any
Company employment agreement or other agreement with the Company; or (iv) by virtue of any law, custom or practice excluding, however, any
unemployment compensation in the United States, unless the Special Severance Executive voluntarily expressly waives (which the Special Severance
Executive shall have the exclusive right to do) in writing any such respective entitlement.
 
11. Excise Tax

In the event that it shall be determined that any Payment would constitute an “excess parachute payment” within the meaning of Section 280G of the
Code, then the aggregate of all Payments shall be reduced so that the Present Value of the aggregate of all Payments does not exceed the Safe Harbor Amount;
provided, however, that no such reduction shall be effected if the Net After-tax Benefit to the Special Severance Executive of receiving all of the Payments
exceeds the Net After-tax Benefit to the Special Severance Executive resulting from having such Payments so reduced. In the event a reduction is required
pursuant hereto, the order of reduction shall be first all cash payments on a pro rata basis, then any equity compensation on a pro rata basis, and lastly
medical and dental coverage.
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For purposes of this Section 11, the following terms have the following meanings:

(i) “Net After-tax Benefit” shall mean the Present Value of a Payment net of all federal state and local income, employment and excise taxes imposed on
Special Severance Executive with respect thereto, determined by applying the highest marginal rate(s) applicable to an individual for the Special Severance
Executive’s taxable year in which the Qualifying Termination occurs.

(ii) “Payment” means any payment or distribution or provision of benefits by the Company to or for the benefit of the Special Severance Executive,
whether paid or payable or distributed or distributable pursuant to the terms of this Plan or otherwise, but determined without regard to any reductions
required by this Section 11.

(iii) “Present Value” shall mean such value determined in accordance with Section 280G(d)(4) of the Code.

(iv) “Safe Harbor Amount” shall be an amount expressed in Present Value which maximizes the aggregate Present Value of Payments without causing
any Payment to be subject to excise tax under Section 4999 of the Code or the deduction limitation of Section 280G of the Code.

All determinations required to be made under this Section 11, including whether and when a reduction is required and the amount of such reduction and
the assumptions to be utilized in arriving at such determination, shall be made by a nationally recognized accounting firm mutually agreed to by the Special
Severance Executive and the Company (the “Accounting Firm”) which shall provide detailed supporting calculations both to the Company and the Special
Severance Executive within ten (10) business days of the receipt of notice from the Special Severance Executive that there has been a Payment, or such earlier
time as is requested by the Company; provided that for purposes of determining the amount of any reduction, the Special Severance Executive shall be deemed
to pay federal income tax at the highest marginal rates applicable to individuals in the calendar year in which any such Qualifying Termination occurs.

All fees and expenses of the Accounting Firm shall be borne solely by the Company. If the Accounting Firm determines that no excise tax is payable by
the Special Severance Executive, it shall so indicate to the Special Severance Executive in writing. Any determination by the Accounting Firm shall be binding
upon the Company and the Special Severance Executive.
 
12. Miscellaneous

The Special Severance Executive shall not be entitled to any notice of termination or pay in lieu thereof.

Severance Benefits under this Plan are paid entirely by the Company from its general assets.
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This Plan is not a contract of employment, does not guarantee the Special Severance Executive employment for any specified period and does not limit
the right of the Company to terminate the employment of the Special Severance Executive at any time.

If a Special Severance Executive should die while any amount is still payable to the Special Severance Executive hereunder had the Special Severance
Executive continued to live, all such amounts shall be paid in accordance with this Plan to the Special Severance Executive’s designated heirs or, in the
absence of such designation, to the Special Severance Executive’s estate.

The numbered section headings contained in this Plan are included solely for convenience of reference and shall not in any way affect the meaning of
any provision of this Plan.

If, for any reason, any one or more of the provisions or part of a provision contained in this Plan shall be held to be invalid, illegal or unenforceable in
any respect, such invalidity, illegality or unenforceability shall not affect any other provision or part of a provision of this Plan not held so invalid, illegal or
unenforceable, and each other provision or part of a provision shall to the full extent consistent with law remain in full force and effect.

The Plan shall be governed by and construed in accordance with the laws of the State of New York without regard to the conflicts of laws provisions
thereof.

The Plan shall be binding on all successors and assigns of the Xylem Inc. and a Special Severance Executive.
 
13. Notices

Any notice and all other communication provided for in this Plan shall be in writing and shall be deemed to have been duly given when delivered by
hand or overnight courier or three (3) days after it has been mailed by United States registered mail, return receipt requested, postage prepaid, addressed to the
respective addresses set forth below, or to such other address as either party may have furnished to the other in writing in accordance herewith, except that
notice of change of address shall be effective only upon receipt.

If to the Company:
Xylem Inc.
1133 Westchester Avenue, Suite N200
White Plains, New York 10604

Attention: General Counsel

If to Special Severance Executive:

To the most recent address of Special Severance Executive set forth in the personnel records of the Company.
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14. Adoption and Amendments

This Plan was initially adopted by Xylem Inc. on October 31, 2011 (the “Adoption Date”) and subsequently amended on March 26, 2012; and does
not apply to any termination of employment which occurred or which was communicated to the Special Severance Executive prior to the Adoption Date.
 
15. Section 409A

This Plan is intended to comply with Section 409A of the Code and will be interpreted in a manner intended to comply with Section 409A of the Code.
Notwithstanding anything herein to the contrary, (i) if at the time of the Special Severance Executive’s termination of employment with the Company the
Special Severance Executive is a “specified employee” as defined in Section 409A of the Code (and any related regulations or other pronouncements thereunder)
and the deferral of the commencement of any payments or benefits otherwise payable hereunder as a result of such termination of employment is necessary in
order to prevent any accelerated or additional tax under Section 409A of the Code, then the Company will defer the commencement of the payment of any such
payments or benefits hereunder (without any reduction in such payments or benefits ultimately paid or provided to the Special Severance Executive) until the
date that is six months following the Special Severance Executive’s termination of employment with the Company (or the earliest date as is permitted under
Section 409A of the Code), at which point all payments deferred pursuant to this Section 15 shall be paid to the Special Severance Executive in a lump sum
and (ii) if any other payments of money or other benefits due hereunder could cause the application of an accelerated or additional tax under Section 409A of
the Code, such payments or other benefits shall be deferred if deferral will make such payment or other benefits compliant under Section 409A of the Code, or
otherwise such payment or other benefits shall be restructured, to the extent possible, in a manner, determined by the Company, that does not cause such an
accelerated or additional tax. To the extent any reimbursements or in-kind benefits due under this Plan constitute “deferred compensation” under Section 409A
of the Code, any such reimbursements or in-kind benefits shall be paid in a manner consistent with Treas. Reg. Section 1.409A-3(i)(1)(iv). Each payment
made under this Plan shall be designated as a “separate payment” within the meaning of Section 409A of the Code. The Company shall consult with Special
Severance Executives in good faith regarding the implementation of the provisions of this section; provided that neither the Company nor any of its employees
or representatives shall have any liability to Special Severance Executives with respect thereto.
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Exhibit 10.29

ORIGINALLY EFFECTIVE AS OF 10/31/11
AMENDED AS OF MARCH 26, 2012

Form of Xylem Enhanced Severance Pay Plan
 
1. Purpose

The purpose of this Xylem Enhanced Severance Pay Plan (“Plan”) is to assist in occupational transition by providing Severance Benefits, as defined
herein, for employees covered by this Plan whose employment is terminated under conditions set forth in this Plan.

The Plan first became effective as of October 31, 2011 following the spin-off of Xylem Inc. from ITT Corporation (the “Predecessor Corporation”) on
October 31, 2011. The Predecessor Corporation maintained a similar plan prior to the spin-off (the “Predecessor Plan”), and the Plan was created to continue
service accruals under the Predecessor Plan. The Plan shall remain in effect as provided in Section 9 hereof, and covered employees shall receive full credit for
their service and participation with the Predecessor Corporation as provided in Section 5 hereof. The Plan was modified on March 26, 2012 to reflect updated
pension provisions for Section 5 and certain other technical updates.
 
2. Covered Employees

Covered employees under this Plan (“Employees”) are active full-time, regular salaried United States or Canadian citizen employees of Xylem Inc.
(“Xylem”) and of any subsidiary company (“Xylem Subsidiary”) (including Employees who are short term disabled, within the meaning of the Company’s
short term disability benefit plans, as of a Potential Acceleration Event) (other than Employees receiving periodic severance payments as of a Potential
Acceleration Event) who are or were, at any time within the two year period immediately preceding the Employees’ Qualifying Termination primarily located at
Xylem Inc. Corporate Headquarters (currently in White Plains, New York), and such other employees of the Company who shall be designated as covered
employees thereunder by the Chief Executive or the Senior Vice President, Chief Human Resources Officer of Xylem or a designee of such officers
(“Authorized Officers or Designees”). No person who is employed on a temporary, occasional or seasonal basis is eligible under this Plan. Additionally,
executives covered by the Xylem Special Senior Executive Severance Pay Plan shall not be considered covered Employees under this Plan.

After the occurrence of an Acceleration Event, the terms “Xylem”, “Xylem Subsidiary” and “Company” as used herein shall also include, respectively
and as the context requires any successor company to Xylem or any successor company to any Xylem Subsidiary and any affiliate of any such successor
company.



3. Definitions

An “Acceleration Event” shall occur if:

(i) a report on Schedule 13D shall be filed with the Securities and Exchange Commission pursuant to Section 13(d) of the Securities Exchange Act of
1934 (the “Act”) disclosing that any person (within the meaning of Section 13(d) of the Act), other than Xylem or a subsidiary of Xylem or any employee
benefit plan sponsored by Xylem or a subsidiary of Xylem, is the beneficial owner directly or indirectly of twenty percent (20%) or more of the outstanding
Common Stock $1 par value, of Xylem (the “Stock”);

(ii) any person (within the meaning of Section 13(d) of the Act), other than Xylem or a subsidiary of Xylem, or any employee benefit plan sponsored by
Xylem or a subsidiary of Xylem, shall purchase shares pursuant to a tender offer or exchange offer to acquire any Stock of Xylem (or securities convertible
into Stock) for cash, securities or any other consideration, provided that after consummation of the offer, the person in question is the beneficial owner (as
such term is defined in Rule 13d-3 under the Act), directly or indirectly, of twenty percent (20%) or more of the outstanding Stock of Xylem (calculated as
provided in paragraph (d) of Rule 13d-3 under the Act in the case of rights to acquire Stock);

(iii) the consummation of (A) any consolidation, business combination or merger involving Xylem, other than a consolidation, business combination or
merger involving Xylem in which holders of Stock immediately prior to the consolidation, business combination or merger (x) hold fifty percent (50%) or
more of the combined voting power of Xylem (or the corporation resulting from the merger or consolidation or the parent of such corporation) after the merger
and (y) have the same proportionate ownership of common stock of Xylem (or the corporation resulting from the merger or consolidation or the parent of such
corporation), relative to other holders of Stock immediately prior to the merger, business combination or consolidation, immediately after the merger as
immediately before, or (B) any sale, lease, exchange or other transfer (in one transaction or a series of related transactions) of all or substantially all the assets
of Xylem,

(iv) there shall have been a change in a majority of the members of the Board of Directors of Xylem within a 12-month period unless the election or
nomination for election by Xylem’s stockholders of each new director during such 12-month period was approved by the vote of two-thirds of the directors
then still in office who (x) were directors at the beginning of such 12-month period or (y) whose nomination for election or election as directors was
recommended or approved by a majority of the directors who where directors at the beginning of such 12-month period or

(v) any person (within the meaning of Section 13(d) of the Act) (other than Xylem or any subsidiary of Xylem or any employee benefit plan (or related
trust) sponsored by Xylem or a subsidiary of Xylem) becomes the beneficial owner (as such term is defined in Rule 13d-3 under the Act) of twenty percent
(20%) or more of the Stock.

“Cause” shall mean action by the Employee involving willful malfeasance or gross negligence or the Employee’s failure to act involving material nonfeasance
that would tend to have a materially adverse effect on the Company. No act or omission on the part of the Employee shall be considered “willful” unless it is
done or omitted in bad faith or without reasonable belief that the action or omission was in the best interests of the Company.
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“Code” shall mean the Internal Revenue Code of 1986, as amended.

“Company” shall mean Xylem Inc. (“Xylem”) and of any subsidiary company (“Xylem Subsidiary”), collectively or individually as the context
requires “Company”; provided, however, that for purposes of service under the Predecessor Plan, Company shall include the Predecessor Corporation.

“Enhanced Severance Period” shall mean the period, expressed in weeks, equal to the sum of (x) two times the normal severance pay or termination pay
period of weeks for the Employee (the “Normal Severance Period”), determined as if the Employee were an employee of the same grade, and having the same
years of service, covered by and eligible for the severance pay or termination pay plans or policies at Xylem Corporate Headquarters, White Plains, New
York, as in effect immediately preceding an Acceleration Event and (y) four (4) weeks (in lieu of notice of termination), provided that the Enhanced Severance
Period shall not exceed 108 weeks and shall not be less than the Minimum Severance Period.

“Enhanced Week’s Pay” shall mean the sum of (x) the current annual base salary rate paid or in effect at the time of Employee’s termination of
employment and (y) the most recent annual bonus or service recognition award paid to or earned by the Employee in respect of the Company’s most recent
completed fiscal year prior to the date of the Employee’s termination of employment, divided by 52 weeks.

“Good Reason” shall mean:

(i) without the Employee’s express written consent and excluding for this purpose an isolated, insubstantial and inadvertent action not taken in bad faith
and which is remedied by the Company or its affiliates within 30 days after receipt of notice thereof given by the Employee, (A) a reduction in the Employee’s
annual base compensation (whether or not deferred), (B) the assignment to the Employee of any duties inconsistent in any material respect with the Employee’s
position (including status, offices, titles and reporting requirements), authority, duties or responsibilities, or (C) any other action by the Company or its
affiliates which results in a material diminution in such position, authority, duties or responsibilities;

(ii) without the Employee’s express written consent, the Company’s requiring the Employee’s work location to be other than within twenty-five
(25) miles of the location where such Employee was principally working immediately prior to the Acceleration Event; or

(iii) any failure by the Company to obtain the express written assumption of this Plan from any successor to the Company; provided that “Good
Reason” shall cease to exist for an event on the 90th day following the later of its occurrence or the Employee’s knowledge thereof, unless the Employee has
given the Company notice thereof prior to such date.

“Minimum Severance Period” shall mean:

(i) with respect to Employees with less than twenty (20) years of service with the Company, twenty-six (26) weeks,
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(ii) with respect to Employees with between twenty (20) and twenty-five (25) years of service with the Company, 52 weeks,

(iii) with respect to Employees with greater than twenty-five (25) years of service with the Company but less than or equal to thirty (30) years of service
with the Company, seventy-eight (78) weeks and

(iv) with respect to Employees with greater than thirty (30) years of service with the Company, one hundred and four (104) weeks.

For purposes hereof, “years of service” shall have the same meaning as in the termination pay plans or policies at Xylem Corporate Headquarters, White
Plains, New York, as in effect immediately preceding an Acceleration Event and shall be determined as of the date of the Employee’s termination of
employment with the Company.

“Potential Acceleration Event” shall mean any execution of an agreement, the commencement of a tender offer or any other transaction or event that if
consummated would result in an Acceleration Event.
 
4. Severance Benefits Upon Termination of Employment

If an Employee’s employment with the Company is terminated due to a Qualifying Termination, he or she shall receive the severance benefits set forth in
Section 5 hereof (“Severance Benefits”). For purposes hereof, a “Qualifying Termination” shall mean a termination of an Employee’s employment with the
Company either:

(x) by the Company without Cause (A) within the two (2) year period commencing on the date of the occurrence of an Acceleration Event or (B) prior to
the occurrence of an Acceleration Event and either (1) following the public announcement of the transaction or event which ultimately results in such
Acceleration Event or (2) at the request of a party to, or participant in, the transaction or event which ultimately results in an Acceleration Event; or

(y) by an Employee for Good Reason within the two (2) year period commencing with the date of the occurrence of an Acceleration Event.
 
5. Severance Benefits

Severance Benefits for Employees:
 

 

•  Accrued Rights — The Employee’s base salary through the date of termination of employment, any annual bonus earned but unpaid as of the
date of termination for any previously completed fiscal year, reimbursement for any unreimbursed business expenses properly incurred by the
Employee in accordance with Company policy prior to the date of the Employee’s termination of employment and such employee benefits, if any,
as to which the Employee may be entitled under the employee benefit plans of the Company, including without limitation, the payment of any
accrued or unused vacation under the Company’s vacation policy.
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•  Severance Pay — The number of weeks of the Employee’s Enhanced Severance Period times the Employee’s Enhanced Week’s Pay, paid in the

form described in Section 6 below.
 

 •  Benefits

> Continued health and life insurance benefits for a period equal to the Employee’s Enhanced Severance Period following the Employee’s termination of
employment at the same cost to the Employee, and at the same coverage levels, as provided to the Employee (and the Employee’s eligible dependents)
immediately prior to his or her termination of employment. In the event the Company changes health and/or life insurance programs, coverage levels, benefit
providers and/or modifies benefit contributions, the Employee would be treated consistent with other employees at his or her salary grade. In the event
continuation of health and/or life insurance is not permissible, the Company may provide alternative benefits or payments as described under the subheading
“General” below.

> Payment of a lump sum amount (“Savings Plan Lump Sum Amount”) for the Enhanced Severance Period equal to the product of (x) the number of
years corresponding to the duration of the Enhanced Severance Period (expressed as a fraction, for any fractional years), (y) the current annual base salary rate
and annual bonus as determined above as “Severance Pay” and (z) the current aggregate percentage used to determine “Company Contributions” which the
Employee would have been eligible for under the Xylem Retirement Savings Plan for Salaried Employees (the “RSP”) and Xylem Supplemental Retirement
Savings Plan (the “Supplemental Plan”) (or corresponding savings plan arrangements outside of the United States or any successor plans thereto) in respect of
the plan year during which the Employee’s termination of employment occurs.

“Company Contributions” means the sum of:

(i) Company core contributions (e.g., either 3% or 4% based on age and years of eligible service, based on the terms of the RSP and Supplemental Plan
as in effect in March 2012);

(ii) Company matching contributions (e.g., equal to 50% of the first 6% of eligible pay contributed to the RSP and Supplemental Plan, based on the
terms of the RSP and Supplemental Plan as in effect in March 2012; for calculation of Savings Plan Lump Sum Amount 3% will be applied); and

(iii) Company transition credit contributions (e.g., another 3% or 5% based on age and service as defined in the RSP and Supplemental Plan, based on
the terms of the RSP and Supplemental Plan as in effect in March 2012).

In aggregate, the maximum percentage of Company Contributions for calculating the Savings Plan Lump Sum Amount may not exceed 12%.
 

 •  Outplacement - Outplacement services for one (1) year.
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General
With respect to the provision of benefits described above during the above period equal to the Employee’s Enhanced Severance Period, if, for any reason

at any time the Company is unable to treat the Employee as being eligible for ongoing participation in any Company employee benefit plans in existence
immediately prior to the termination of employment of the Employee, and if, as a result thereof, the Employee does not receive a benefit or receives a reduced
benefit the Company shall provide such benefits by making available equivalent benefits from other sources or making cash payments providing equivalent
value (as reasonably determined in good faith by the Company) in a manner consistent with Section 15 below.

Notwithstanding any other provision of the Plan to the contrary, all prior service and participation by an Employee with the Predecessor Corporation
shall be credited in full towards an Employee’s service and participation with the Company.
 
6. Form of Payment of Severance Pay and Lump Sum Payments

Severance Pay shall be paid in cash, in non-discounted equal periodic installment payments corresponding to the frequency and duration of the
severance payments that the Employee would have been entitled to receive under the Normal Severance Period in the absence of the occurrence of an
Acceleration Event. The Savings Plan Lump Sum Amount shall be paid in cash within thirty (30) calendar days after the date the employment of the
Employee terminates. The timing of payments shall in all respects be subject to Section 15 below.
 
7. Termination of Employment — Other

The Severance Benefits shall only be payable upon an Employee’s termination of employment due to a Qualifying Termination; provided, that if,
following the occurrence of an Acceleration Event, an Employee is terminated due to the Employee’s death or disability (as defined in the long-term disability
plan in which the Employee is entitled to participate (whether or not the Employee voluntarily participates in such plan)) and, at the time of such termination,
the Employee had grounds to resign with Good Reason, such termination of employment shall be deemed to be a Qualifying Termination.
 
8. Administration of Plan

This Plan shall be administered by Xylem, who shall have the exclusive right to interpret this Plan, adopt any rules and regulations for carrying out this
Plan as may be appropriate and decide any and all matters arising under this Plan, including but not limited to the right to determine appeals. Subject to
applicable Federal and state law, all interpretations and decisions by Xylem shall be final, conclusive and binding on all parties affected thereby.

Notwithstanding the preceding paragraph, following an Acceleration Event, any controversy or claim arising out of or relating to this Plan, or the breach
thereof, shall be settled by arbitration administered by the American Arbitration Association under its Commercial Arbitration Rules and the entire cost thereof
shall be borne by the Company. The location of the arbitration proceedings shall be reasonably acceptable to the Employee. Judgment on the award
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rendered by the arbitrator(s) may be entered in any court having jurisdiction thereof. The Company shall pay all legal fees, costs of litigation, prejudgment
interest, and other expenses which are incurred in good faith by the Employee as a result of the Company’s refusal to provide any of the Severance Benefits to
which the Employee becomes entitled under this Plan, or as a result of the Company’s (or any third party’s) contesting the validity, enforceability, or
interpretation of this Plan, or as a result of any conflict between the Employee and the Company pertaining to this Plan. The Company shall pay such fees and
expenses from the general assets of the Company.
 
9. Termination or Amendment

Xylem may terminate or amend this Plan (“Plan Change”) at any time except, that following the occurrence of (i) an Acceleration Event or (ii) a Potential
Acceleration Event, no Plan Change that would adversely affect any Employee may be made without the prior written consent of such Employee affected
thereby; provided, however, that (ii) above shall cease to apply if such Potential Acceleration Event does not result in the occurrence of an Acceleration Event.
 
10. Offset

Any Severance Benefits provided to an Employee under this Plan shall be offset in a manner consistent with Section 15 by reducing (x) any Severance
Pay hereunder by any severance pay, salary continuation pay, termination pay or similar pay or allowance and (y) any other Severance Benefits hereunder by
corresponding employee benefits, or outplacement services, which the Employee receives or is entitled to receive, (i) pursuant to any other Company policy,
practice program or arrangement, (ii) pursuant to any Company employment agreement or other agreement with the Company, or (iii) by virtue of any law,
custom or practice excluding, however, any unemployment compensation in the United States, unless the Employee voluntarily expressly waives (which the
Employee shall have the exclusive right to do) in writing any such respective entitlement.
 
11. Excise Tax

In the event that it shall be determined that any Payment would constitute an “excess parachute payment” within the meaning of Section 280G of the
Code, then the aggregate of all Payments shall be reduced so that the Present Value of the aggregate of all Payments does not exceed the Safe Harbor Amount;
provided, however, that no such reduction shall be effected, if the Net After-tax Benefit to the Employee of receiving all of the Payments exceeds the Net After-
tax Benefit to the Employee resulting from having such Payments so reduced. In the event a reduction is required pursuant hereto, the order of reduction shall
be first all cash payments on a pro rata basis, then any equity compensation on a pro rata basis, and lastly medical and dental coverage.

For purposes of this Section 11, the following terms have the following meanings:

(i) “Net After-tax Benefit” shall mean the Present Value of a Payment net of all federal state and local income, employment and excise taxes imposed on
Employee with respect thereto, determined by applying the highest marginal rate(s) applicable to an individual for the Employee’s taxable year in which the
Qualifying Termination occurs.
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(ii) “Payment” means any payment or distribution or provision of benefits by the Company to or for the benefit of the Employee, whether paid or
payable or distributed or distributable pursuant to the terms of this Plan or otherwise, but determined without regard to any reductions required by this
Section 11.

(iii) “Present Value” shall mean such value determined in accordance with Section 280G(d)(4) of the Code.

(iv) “Safe Harbor Amount” shall be an amount expressed in Present Value which maximizes the aggregate Present Value of Payments without causing
any Payment to be subject to excise tax under Section 4999 of the Code or the deduction limitation of Section 280G of the Code.

All determinations required to be made under this Section 11, including whether and when a reduction is required and the amount of such reduction and
the assumptions to be utilized in arriving at such determination, shall be made by a nationally recognized accounting firm mutually agreed to by the Employee
and the Company (the “Accounting Firm”) which shall provide detailed supporting calculations both to the Company and the Employee within ten
(10) business days of the receipt of notice from the Employee that there has been a Payment, or such earlier time as is requested by the Company; provided
that for purposes of determining the amount of any reduction, the Employee shall be deemed to pay federal income tax at the highest marginal rates applicable
to individuals in the calendar year in which any such Qualifying Termination occurs.

All fees and expenses of the Accounting Firm shall be borne solely by the Company. If the Accounting Firm determines that no excise tax is payable by
the Employee, it shall so indicate to the Employee in writing. Any determination by the Accounting Firm shall be binding upon the Company and the
Employee.

 
12. Miscellaneous

The Employee shall not be entitled to any notice of termination or pay in lieu thereof except as included as part of Severance Pay as provided herein.

Severance Benefits under this Plan are paid entirely by the Company from its general assets.

This Plan is not a contract of employment, does not guarantee the Employee employment for any specified period and does not limit the right of the
Company to terminate the employment of the Employee at any time.

If an Employee should die while any amount is still payable to the Employee hereunder had the Employee continued to live, all such amounts shall be
paid in accordance with this Plan to the Employee’s designated heirs or, in the absence of such designation, to the Employee’s estate.
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The numbered section headings contained in this Plan are included solely for convenience of reference and shall not in any way affect the meaning of
any provision of this Plan.

If, for any reason, any one or more of the provisions or part of a provision contained in this Plan shall be held to be invalid, illegal or unenforceable in
any respect, such invalidity, illegality or unenforceability shall not affect any other provision or part of a provision of this Plan not held so invalid, illegal or
unenforceable, and each other provision or part of a provision shall to the full extent consistent with law remain in full force and effect.

The Plan shall be governed by and construed in accordance with the laws of the State of New York without regard to the conflicts of laws provisions
thereof.

The Plan shall be binding on all successors and assigns of the Xylem and an Employee.
 
13. Notices

Any notice and all other communication provided for in this Plan shall be in writing and shall be deemed to have been duly given when delivered by
hand or overnight courier or three days after it has been mailed by United States registered mail, return receipt requested, postage prepaid, addressed to the
respective addresses set forth below, or to such other address as either party may have furnished to the other in writing in accordance herewith, except that
notice of change of address shall be effective only upon receipt.

If to the Company:

Xylem Inc.
1133 Westchester Avenue, Suite N200
White Plains, New York 10604
Attention: General Counsel

If to Employee:
To the most recent address of Employee set forth in the personnel records of Xylem.

 
14. Adoption and Amendments

This Plan was initially adopted by Xylem on October 31, 2011 (the “Adoption Date”) and subsequently amended on March 26, 2012; and does not
apply to any termination of employment which occurred or which was communicated to the Employee prior to the Adoption Date.
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 15. Section 409A

This Plan is intended to comply with Section 409A of the Code and will be interpreted in a manner intended to comply with Section 409A of the Code.
Notwithstanding anything herein to the contrary, (i) if at the time of the Employee’s termination of employment with the Company the Employee is a “specified
employee” as defined in Section 409A of the Code (and any related regulations or other pronouncements thereunder) and the deferral of the commencement of
any payments or benefits otherwise payable hereunder as a result of such termination of employment is necessary in order to prevent any accelerated or
additional tax under Section 409A of the Code, then the Company will defer the commencement of the payment of any such payments or benefits hereunder
(without any reduction in such payments or benefits ultimately paid or provided to the Employee) until the date that is six months following the Employee’s
termination of employment with the Company (or the earliest date as is permitted under

Section 409A of the Code), at which point all payments deferred pursuant to this Section 15 shall be paid to the Employee in a lump sum and (ii) if any
other payments of money or other benefits due hereunder could cause the application of an accelerated or additional tax under Section 409A of the Code, such
payments or other benefits shall be deferred if deferral will make such payment or other benefits compliant under Section 409A of the Code, or otherwise such
payment or other benefits shall be restructured, to the extent possible, in a manner, determined by the Company, that does not cause such an accelerated or
additional tax. To the extent any reimbursements or in-kind benefits due under this Plan constitute “deferred compensation” under Section 409A of the Code,
any such reimbursements or in-kind benefits shall be paid in a manner consistent with Treas. Reg. Section 1.409A-3(i)(1)(iv). Each payment made under this
Plan shall be designated as a “separate payment” within the meaning of Section 409A of the Code. The Company shall consult with Employees in good faith
regarding the implementation of the provisions of this section; provided that neither the Company nor any of its employees or representatives shall have any
liability to Employees with respect thereto.
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Gretchen W. McClain, certify that:
 

1. I have reviewed this Quarterly Report on Form 10-Q of Xylem Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

 

 

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared; and

 

 
b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

 

 
c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

 

 
a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

 

 
b) any fraud, whether or not material, that involves management or other employees who have a significant role in the

registrant’s internal control over financial reporting.

Date: May 3, 2012
 

/s/ Gretchen W. McClain
Gretchen W. McClain
President and Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Michael T. Speetzen, certify that:
 

1. I have reviewed this Quarterly Report on Form 10-Q of Xylem Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

 

 

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared; and

 

 
b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

 

 
c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

 

 
a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

 

 
b) any fraud, whether or not material, that involves management or other employees who have a significant role in the

registrant’s internal control over financial reporting.

Date: May 3, 2012
 

/s/ Michael T. Speetzen
Michael T. Speetzen
Senior Vice President and
Chief Financial Officer



EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Xylem Inc. (the “Company”) for the period ended March 31, 2012 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Gretchen W. McClain, President and Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. 1350, as adopted pursuant to 906 of the Sarbanes-Oxley Act of 2002, to my knowledge, that:
 
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
 
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of

the Company.

 
/s/ Gretchen W. McClain
Gretchen W. McClain
President and Chief Executive Officer
May 3, 2012

A signed original of this written statement required by Section 906 has been provided to Xylem Inc. and will be retained by Xylem Inc. and
furnished to the Securities and Exchange Commission or its staff upon request.



EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Xylem Inc. (the “Company”) for the period ended March 31, 2012 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Michael T. Speetzen, Senior Vice President and Chief Financial
Officer of the Company, certify, pursuant to 18 U.S.C. 1350, as adopted pursuant to 906 of the Sarbanes-Oxley Act of 2002, to my
knowledge, that:
 
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
 
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of

the Company.

 
/s/ Michael T. Speetzen
Michael T. Speetzen
Senior Vice President and Chief Financial Officer
May 3, 2012

A signed original of this written statement required by Section 906 has been provided to Xylem Inc. and will be retained by Xylem Inc. and
furnished to the Securities and Exchange Commission or its staff upon request.



Exhibit 95

MINE SAFETY DISCLOSURE

Pursuant to the reporting requirements under Section 1503(a) of the Dodd-Frank Act, Xylem Inc. is providing the following information: one facility
owned and operated by Xylem Water Solutions Zelienople LLC (f/k/a ITT Water and Wastewater Leopold, Inc.) is regulated by the Federal Mine Health and
Safety Act (MHSA). This facility is a coal processing facility located in Watsontown, Pennsylvania. In December 2010, the Watsontown facility was
inspected by the MHSA and was issued a minor citation. Corrective actions have been taken and this citation was terminated by the MHSA inspector in
March 31, 2011.
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