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condition and results of operations have been retrospectively adjusted to reflect the impact of the stock split.
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FORWARD-LOOKING STATEMENTS

Certain statements in this Annual Report on Form 10-K (this “Form 10-K”) of Global Water Resources, Inc. (the
“Company”, “GWRI”, “we”, or “us”) and documents incorporated herein by reference are forward-looking in nature and may
constitute ‘“forward-looking information” within the meaning of applicable securities laws. Often, but not always,

LEINT3 LR I3 LEINT3 LRI LRI

forward-looking statements can be identified by the words “believes”, “anticipates”, “plans”, “expects”, “intends”, “projects”,
“estimates”, “objective”, “goal”, “focus”, “aim”, “should”, “could”, “may”, and similar expressions. These forward looking st
include, but are not limited to, statements about our strategies; expectations about future business plans, prospective
performance, and opportunities, including potential acquisitions; future financial performance; population and growth
projections; technologies; revenues; metrics; operating expenses; market trends, including those in the markets in

which we operate; liquidity; cash flows and uses of cash; dividends; amount and timing of capital expenditures;

depreciation and amortization; tax payments; hedging arrangements; our ability to repay indebtedness and invest in
initiatives; impact and resolutions of legal matters; and the impact of accounting changes and other pronouncements.
Forward-looking statements should not be read as guarantees of future performance or results, and will not necessarily

be accurate indications of whether or not, or the times at or by which, such performance or results will be achieved.

Investors are cautioned not to place undue reliance on forward-looking information. A number of factors could cause

actual results to differ materially from the results discussed in the forward-looking statements, including, but not

limited to, the factors discussed under “Risk Factors” in Item 1A of this Form 10-K and future reports that we file from

time to time with the Securities and Exchange Commission (“SEC”). Although the forward-looking statements are based
upon what management believes to be reasonable assumptions, investors cannot be assured that actual results will be
consistent with these forward-looking statements, and the differences may be material. Except as required by law, we
undertake no obligation to publicly release the results of any revision to these forward looking statements that may be

made to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.

ITEM 1. BUSINESS
Overview

We are a water resource management company that owns, operates, and manages water, wastewater, and recycled
water utilities in strategically located communities, principally in metropolitan Phoenix, Arizona. We seek to deploy
our integrated approach, which we refer to as "Total Water Management," a term we use to mean managing the entire
water cycle by owning and operating the water, wastewater, and recycled water utilities within the same geographic
areas in order to both conserve water and maximize its total economic and social value. We use Total Water
Management to promote sustainable communities in areas where we expect growth to outpace the existing potable
water supply. Our model focuses on the broad issues of water supply and scarcity and applies principles of water
conservation through water reclamation and reuse. Our basic premise is that the world's water supply is limited and
yet can be stretched significantly through effective planning, the use of recycled water, and by providing individuals
and communities resources that promote wise water usage practices.

We currently own eight water and wastewater utilities in strategically targeted communities in metropolitan Phoenix.

We currently serve more than 50,000 people in approximately 19,000 homes within our 328 square miles of

certificated service areas, which are serviced by four wholly-owned regulated operating subsidiaries as of

December 31, 2016. Approximately 98.9% of our active service connections are customers of our Santa Cruz Water
Company, LLC (“Santa Cruz”) and Palo Verde Utilities Company, LLC (‘“Palo Verde”) utilities, which are located within
a single service area. We have grown significantly since our formation in 2003, with total revenues increasing from

$4.9 million in 2004 to $29.8 million in 2016, and total service connections increasing from 8,113 as of December 31,
2004 to 38,026 as of December 31, 2016, with regionally planned areas large enough to serve approximately two

million service connections.

Our Corporate History
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Global Water Resources, LLC (“GWR”) was organized in 2003 to acquire, own, and manage a portfolio of water and
wastewater utilities in the southwestern region of the United States (“U.S.”). Global Water Management, LLC (“GWM?”)
was formed as an affiliated company to provide business development, management, construction project

management, operations, and administrative services to GWR and all of its regulated subsidiaries.

In early 2010, the members of GWR made the decision to raise money through the capital markets, and GWR and
GWM were reorganized to form Global Water Resources, Inc., a Delaware corporation. The members established a
new entity, GWR Global Water Resources Corp. (“GWRC”), which was incorporated under the Business Corporations
Act (British Columbia) on March 23, 2010 to acquire shares of our common stock and to actively participate in our
management, business, and operations through its representation on our board of directors and its shared management.
On December 30, 2010, GWRC completed its initial public offering in Canada and its common shares were listed on
the Toronto Stock Exchange.

On May 3, 2016, GWRC merged with and into the Company (the “Reorganization Transaction™). At the effective time
of the merger, holders of GWRC’s common shares received one share of the Company’s common stock for each

outstanding common share

3.
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of GWRC. As a result of the merger, GWRC ceased to exist as a British Columbia corporation and the Company,
governed by the corporate laws of the State of Delaware, was the surviving entity. The Reorganization Transaction
was conditional upon the concurrent completion of an initial public offering of shares of common stock of the
Company in the U.S. (the “U.S. IPO”), which was completed on May 3, 2016.

“Emerging Growth Company” Reporting Requirements

The Company qualifies as an "emerging growth company" as defined in the Jumpstart Our Business Startups Act (the
"JOBS Act"). For as long as the Company is deemed to be an emerging growth company, the Company may take
advantage of certain exemptions from various regulatory reporting requirements that are applicable to other public
companies. Among other things, the Company is not required to (i) provide an auditor's attestation report on the
effectiveness of our system of internal control over financial reporting pursuant to Section 404 of the Sarbanes-Oxley
Act of 2002 (the “Sarbanes-Oxley Act”); (ii) comply with any new rules that may be adopted by the Public Company
Accounting Oversight Board ("PCAOB") requiring mandatory audit firm rotation or a supplement to the auditor's
report in which the auditor would be required to provide additional information about the audit and the financial
statements of the issuer; (iii) comply with any new audit rules adopted by the PCAOB after April 5, 2012 unless the
SEC determines otherwise; (iv) comply with any new or revised financial accounting standards applicable to public
companies until such standards are also applicable to private companies under Section 102(b)(1) of the JOBS Act;
(v) provide certain disclosure regarding executive compensation required of larger public companies; or (vi) hold a
nonbinding advisory vote on executive compensation and obtain stockholder approval of any golden parachute
payments not previously approved.

As an emerging growth company, the Company has elected to take advantage of the extended transition period for
complying with new or revised accounting standards until such standards are also applicable to private companies. As
a result of this election, our financial statements may not be comparable with any other public company that is not an
emerging growth company (or an emerging growth company that has opted out of using the extended transition
provision).

The Company will remain an emerging growth company until the earliest of (i) the last day of the first fiscal year in
which our total annual gross revenues exceed $1 billion; (ii) the date on which the Company is deemed to be a "large
accelerated filer," as defined in Rule 12b-2 under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”), or any successor statute, which would occur if the market value of our common stock that is held by
non-affiliates exceeds $700 million as of the last business day of our most recently completed second fiscal quarter;
(iii) the date on which the Company issues more than $1 billion in non-convertible debt during the preceding
three-year period; or (iv) the end of the fiscal year following the fifth anniversary of the date of the first sale of our
common stock pursuant to an effective registration statement filed under the Securities Act of 1933, as amended (the
“Securities Act”).

U.S. Water Industry Overview

U.S. Water Industry Areas of Business

The U.S. water industry has two main areas of business:
Utility Services to Customers. This business includes municipal water and wastewater utilities, which are owned and
operated by local governments or governmental subdivisions, and investor-owned water and wastewater utilities.
Investor-owned water and wastewater utilities are generally economically regulated, including with respect to rate

regulation, by public utility commissions in the states in which they operate. The utility segment is characterized by
high barriers to entry, including high capital spending requirements.
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General Water Products and Services. This business includes manufacturing, engineering and consulting companies,
and numerous other fee-for-service businesses. The activities of these businesses include the building, financing, and
operating of water and wastewater utilities, utility repair services, contract operations, laboratory services,
manufacturing and distribution of infrastructure and technology components, and other specialized services. At
present, and upon the prior sale of the FATHOM™ business and the Loop 303 Contracts (as defined in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Recent Events” in Part II,

Item 7 of this Form 10-K), the Company no longer performs any of these unregulated services.
Key Characteristics of the U.S. Water Industry

In the U.S., the water industry is characterized by:

Significant Constraints on the Availability of Fresh Water. In Arizona, the Arizona Department of Water Resources
estimates that annual water usage is 6.96 million acre-feet per year. Arizona has the right to use 2.8 million acre-feet

from the Colorado River and approximately half of that can be delivered through the Central Arizona Project, a 336
mile
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diversion canal from the Colorado River to central Arizona. The Colorado River is presently over-allocated, which
means that more surface water right allocations have been issued than the actual average annual flow, with
allocations being determined based on data from a period during which flows were significantly higher than in recent
years. The Central Arizona Project is the only means of transporting Colorado River water into central Arizona.
Approximately 43% of the water used in Arizona comes from groundwater. Water in the western U.S. is being
pumped from groundwater sources faster than it is replenished naturally, a condition known as overdraft. In areas of
water scarcity, such as the arid western U.S., water recycling represents a relatively simple, inexpensive, and
energy-efficient means of augmenting water supply as compared to transporting surface water, groundwater, or
desalinated water from other locations. Approximately 70% of the water provided by municipalities is currently used
for non-potable applications where recycled water could potentially be utilized.
{ack of Technology Utilization to Increase Operating Efficiencies and Decrease Operating Costs. The U.S. water
industry has traditionally not taken advantage of advances in technology available to enhance revenue, increase
operating efficiencies, and decrease operating costs (including labor and energy costs). Areas of opportunity include
automated meter reading, systems management, and administrative functions, such as customer billing and
remittance systems. Key drivers for the lack of investment in technology in water and wastewater utilities have been
the historical lack of incentives offered or standards imposed by regulators to achieve efficiencies and lower costs
and the ownership of the U.S. water utility sector, which largely consists of small, undercapitalized,
municipally-owned utilities that lack the financial and technical resources to pursue technology opportunities.
Highly Fragmented Ownership. The utility segment of the U.S. water industry is highly fragmented, with
approximately 52,000 water utilities and approximately 16,000 community wastewater utilities, according to the U.S.
Environmental Protection Agency. The majority of the approximately 52,000 water utilities are small, serving a
population of 500 or less, and 82% of the water utilities serve only 8% of the population.
L arge Public Sector Ownership. Municipally-owned utilities provide water and wastewater services for the vast
majority of the U.S. population. For homes connected to a community water system, over 80% are provided service
by municipally-owned utilities. For homes connected to a community wastewater system, over 75% are provided
service by municipally-owned utilities.
Aging Infrastructure in Need of Significant Capital Expenditures. Water infrastructure in the U.S. is aging and
requires significant investment and stringent focus on cost control to upgrade or replace aging facilities and to
provide service to growing populations. Throughout the U.S., utilities are required to make expenditures on the
rehabilitation of existing utilities and on the installation of new infrastructure to accommodate growth and make
improvements to water quality and wastewater discharges mandated by stricter water quality standards. Water quality
standards, first introduced with the Clean Water Act in 1972 and the Safe Drinking Water Act in 1974, are becoming
increasingly stringent and numerous. For water, the American Water Works Association estimates capital
investments to restore aging infrastructure and to build additional infrastructure for the growing population may be as
much as $1 trillion over the next 25 years. The American Society of Civil Engineers estimates capital investment
needs to update and grow the nation’s wastewater and storm water systems may be as much as $298 billion over the
next twenty years.

Private Sector Opportunities

Municipal water utilities typically fund their capital expenditure needs through user-based water and wastewater rates,
municipal taxes, or the issuance of bonds. However, raising large amounts of funds required for capital investment is
often challenging for municipal water utilities, which affects their ability to fund capital spending. Many smaller
utilities also do not have the in-house technical and engineering resources to manage significant infrastructure or
technology-related investments. In order to meet their capital spending challenges and take advantage of
technology-related operating efficiencies, many municipalities are examining a combination of outsourcing and
partnerships with the private sector or outright privatizations.

Outsourcing involves municipally-owned utilities contracting with private sector service providers to provide
services, such as meter reading, billing, maintenance, or asset management services.
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Public-private partnerships among government, operating companies, and private investors include arrangements,
such as design, build, operate contracts; build, own, operate, and transfer contracts; and own, leaseback, and operate
contracts.

Privatization involves a transfer of responsibility for, and ownership of, the utility from the municipality to private
investors.

We believe investor-owned utilities that have greater access to capital are generally more capable of making mandated

and other necessary infrastructure upgrades to both water and wastewater utilities, addressing increasingly stringent
environmental and

5.
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human health standards, and navigating a wide variety of regulatory processes. In addition, investor-owned utilities
that achieve larger scales are able to spread overhead expenses over a larger customer base, thereby reducing the costs
to serve each customer. Since many administrative and support activities can be efficiently centralized to gain
economies of scale and sharing of best practices, companies that participate in industry consolidation have the
potential to improve operating efficiencies, lower costs, and improve service at the same time.

Our Strategy

We are a water resource management company that provides water, wastewater, and recycled water utility services.
We believe we are a leader in Total Water Management practices, such as water scarcity management and advanced
water recycling applications. Our long-term goal is to become one of the largest investor-owned operators of
integrated water and wastewater utilities in areas of the arid western U.S. where water scarcity management is
necessary for long-term economic sustainability and growth.

Our growth strategy involves the elements listed below:

acquiring or forming utilities in the path of prospective population growth;

expanding our service areas geographically and organically growing our customer base within those areas; and

deploying our Total Water Management approach into these utilities and service areas.
We believe this plan can be executed in our current service areas and in other geographic areas where water scarcity
management is necessary to support long-term growth and in which regulatory authorities recognize the need for
water conservation through water recycling.

Total Water Management is a demand-side-management framework (in that it is a solution intended to drive down
demand for renewable supplies versus develop new renewable water supplies) that alleviates the pressures of water
scarcity in communities where growth is reasonably expected to outpace potable water supply. Built on an
all-encompassing view of the water cycle, Total Water Management promotes sustainable community development
through reduced potable water consumption while monetizing the value of water through each stage of delivery,
collection, and reuse.

Our business model applies Total Water Management in high growth communities. Components of our Total Water
Management approach include:

Regional planning to reduce overall design and implementation costs, leveraging the benefits of replicable designs,

gaining the benefits of economies of scale, and enhancing the Company’s position as a primary water and wastewater

service provider in the region.

oFor example, the Company has secured three separate area-wide Clean Water Act Section 208 Regional Water
Quality Management Plans in its major planning areas, covering more than 500 square miles of land. To obtain
these plans, a provider must develop, amongst other things, a regional wastewater solution, including plans for
engineering, infrastructure location and size, and goals for the management of treated reclaimed water, which the
Company successfully demonstrated in obtaining its plans.

Stretching a limited resource by maximizing the use of recycled water, using renewable surface water where

available and recharging aquifers with any available excess water.

oFor example, the Company’s water recycling model has been fully implemented in the City of Maricopa. The
Company is the water, wastewater, and recycled water provider for the City of Maricopa, which currently has a
population of approximately 48,000. A community of this size produces approximately an annual average of
2.6 million gallons of wastewater per day. Because the Company requires developers to take back and utilize
recycled water within their communities and invest in “purple pipe” recycled water infrastructure during the initial
development of subdivisions, the Company is now able to distribute almost all of the 2.6 million gallons back to the
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community for beneficial purposes. Approximately 60% of the recycled water goes towards common area
non-potable irrigation, and the remaining 40% is either discharged for agricultural purposes at a local farming

facility or into an existing dry river bed, which allows for the recycled water to naturally recharge into the aquifer.

This reduces the total amount of limited ground or surface water that would otherwise be required within the
community by over 25%. To date, the Company has reused 6.0 billion gallons of recycled water in the City of

Maricopa.
-6-
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Integrating and standardizing water, wastewater, and recycled water infrastructure delivery systems using a separate
distribution system of purple pipes to conserve water resources, reduce energy, treatment, and consumable costs
(e.g., chemicals, filter media, other general materials, and supplies), provide operational efficiencies, and align the
otherwise disparate objectives of water sales and conservation.
oln addition to the previous example, which related to the requirements for recycled water usage, the separate
distribution system of purple pipes, and water conservation achievements, the Company believes that its model
results in additional benefits from an economic perspective due to lower use of power and consumables. For every
gallon of recycled water that is directly reused while already on land surface, the need to pump additional scarce
groundwater and surface water is eliminated. Such additional groundwater and surface water would otherwise need
to be treated and distributed in accordance with the Safe Drinking Water Act, which is costly and requires a lot of
energy.
Gaining market and regulatory acceptance of broad utilization of recycled water through agreements with developers,
strategic relationships with governments, academic research, and publication as industry experts, coupled with public
education and community outreach campaigns.
oFor example, the Company has public-private partnerships formally adopted through memorandums of
understanding with the City of Maricopa, the City of Casa Grande, and the City of Eloy. Each memorandum of
understanding reflects the Company’s intent to deploy Total Water Management. The Company also has
154 infrastructure coordination and financing agreements with landowners or developer entities that include
requirements for usage of recycled water and other attributes that support the Company’s Total Water Management
model. As discussed above, the Company’s integrated provider model, which is focused on the maximum use of
recycled water, underpins its Clean Water Act Section 208 Regional Water Quality Management Plans and
Designations of Assured Water Supply. In addition, the Company has won numerous awards for education,
outreach, and conservation in the water industry. Further, the Company’s experts have published academic papers
regarding Total Water Management, as well as provided insight to industry publications.
dncorporating automated processes, such as supervisory control and data acquisition, automated meter reading, and
back-office technologies and “green” billing, which reduce operating costs and manpower requirements, improve
system availability and reliability, and improve customer interface.
oSupervisory Control and Data Acquisition. The Company employs supervisory control and data acquisition in all of
its utility systems, which provides continuous monitoring, instantaneous alarming, and historical trending on all key
operating assets, including instrumentation and dynamic components (e.g., pumps, motor controlled valves,
treatment systems, etc.). This data is reported back to the appropriate operations personnel through a standard
industry software known as Wonderware. The benefits of this system include the significantly enhanced ability to:
achieve compliance and safety mandates; reduce service outages; troubleshoot systems; provide for remote
operations; and allow for proactive maintenance and lower costs related to efficient real-time operations.
oAutomated Meter Reading. The Company implements automated meter reading by utilizing the FATHOM™
platform’s Automated Reading Infrastructure technology, with over 99% of all meters being read by such
technology. This technology reads each meter numerous times per day (often hourly) and continuously transmits the
meter readings back to a centralized data base through a communications tower and radio transmission units. The
data is then presented to the utility, and sometimes to customers, through a simple user interface. Reading meters at
this frequency provides many benefits to both the utility and the customer. With this data, utilities can better model
demand usage, identify system water loss, identify leaks on the customer side of the meter, monitor for abnormal
usage, and present interval, daily, weekly or monthly usage back to the customers.
oBack-Office Technologies and “Green” Billing. The Company employs a series of technologies that allow for the
complete automation of the billing and remittance process. The Company also provides its customers with over
seven ways to pay, with the majority of options being integrated with the Company’s back-office technologies. In
combination with automated meter reading, this suite of technology has minimized the use of human labor and

reduced the potential for human error for the entire billing and remittance process, while providing better customer
service.
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We believe our Total Water Management-based business model provides us with a significant competitive advantage

in high growth, water scarce regions. Based on our experience and discussions with developers, we believe developers
prefer our approach

-
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because it provides a bundled solution to infrastructure provision and improves housing density in areas of scarce
water resources. Developers are also focusing on increased consumer and regulatory demands for environmentally
friendly or “green” housing alternatives. Communities prefer the approach because it provides a partnering platform
which promotes economic development, reduces their traditional dependence on bond financing and ensures long term
water sustainability.

Our competitive advantage facilitates the execution of our growth strategy. Our proven conservation methods lead to
successful permitting for more connections in expanded and new service areas.

Our Regulated Utilities

We own and operate regulated water, wastewater and recycled water utilities in communities principally located in
metropolitan Phoenix. Our regulated utilities are regulated by the Arizona Corporation Commission (the “ACC”), as
described further under “—Regulation—Arizona Regulatory Agencies” below. As of December 31, 2016, our utilities
collectively had 37,387 active service connections offering predictable rate-regulated cash flows. Revenues from our
regulated utilities accounted for approximately 99.7% of total revenues in 2016. Our utilities currently possess the
high-level regional permits that allow us to implement our business model; thus, we believe we are well-positioned for
organic growth in our current service areas that are generally located in Arizona’s strong population growth corridors:
Maricopa/Casa Grande, West Valley and Eloy Regions.

A key component of our water utility business is the use of recycled water. Recycled water is highly treated and
purified wastewater that is distributed through a separate distribution system of purple pipes for a variety of beneficial,
non-potable uses. Recycled water can be delivered for all common area irrigation needs, as well as delivered direct to
homes where it can be used for outdoor residential irrigation. Total Water Management model, an integrated approach
to the use of potable and non-potable water to manage the entire water cycle, both conserves water and maximizes its
total economic value. The application of the Total Water Management model has proven to be effective as a means of
water scarcity management that promotes sustainable communities and helps achieve greater dwelling unit density in
areas where the availability of sustainable water can be a key constraint on development. Our implementation of the
Total Water Management philosophy in Arizona has led to the development of strong relationships with key
regulatory bodies.

A summary description of our water utilities at December 31, 2016 is set forth in the following table and described in
more detail below:

Square
Miles
of
Service
Company Date of Acquisition (A) or Formation (F) Service Provided Area ()
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