WATTS WATER TECHNOLOGIES INC

FORM 10-Q

(Quarterly Report)

Filed 5/12/2005 For Period Ending 4/3/2005

Address 815 CHESTNUT ST
NORTH ANDOVER, Massachusetts 01845
Telephone 978-688-1811
CIK 0000795403
Industry Misc. Fabricated Products
Sector Basic Materials
Fiscal Year 12/31

powersa By LLCRIL -




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(x] Quatrterly report pursuant to Section 13 or 15(d) ofthe Securities Exchange Act of 193

For the quarterly period ended April 3, 2005

or
O Transition report pursuant to Section 13 or 15(d) éthe Securities Exchange Act of 193
For the transition period from to

Commission file number 1-11499

WATTS WATER TECHNOLOGIES, INC.

(Exact name of registrant as specified in its @rart

Delaware 04-2916536
(State of incorporatior (I.R.S. Employer Identification No
815 Chestnut Street, North Andover, MA 01845
(Address of principal executive office (Zip Code)

Registrant’s telephone number, including area c(@i#8) 688-1811

(Former Name, Former Address and Former Fiscal yfealtanged since last report.)
Indicate by check mark whether the Registrant éE)filed all reports required to be filed by Secti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the Registrard vesjuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Yds No O

Indicate by check mark whether the registrant iaarelerated filer (as defined in Rule 12b-2 offtxehange Act). Yedxl No
O

Indicate the number of shares outstanding of e&tiedssuer’s classes of common stock, as ofdtest practicable date.

Class QOutstanding at April 30, 2005

Class A Common Stock, $.10 par va 25,091,67

Class B Common Stock, $.10 par va 7,343,88!




WATTS WATER TECHNOLOGIES, INC. AND SUBSIDIARIES

INDEX
Part |. Financial Informatio
Item 1. Financial Statemer
Consolidated Balance Sheets at April 3, 2005 anzkBer 31, 2004 (unaudite
Consolidated Statements of Operations for the Ritstrters Ended April 3, 2005 and March 28, 200vagdlited)
Consolidated Statements of Cash Flows for the Ritgtrters Ended April 3, 2005 and March 28, 200va(dlited)
Notes to Consolidated Financial Statem
Item 2. Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
ltem 3. Quantitative and Qualitative Disclosures About MarRisk
Item 4. Controls and Procedur
Part Il. Other Informatiol
ltem 1. Legal Proceeding
Item 6. Exhibits
Signatures

Exhibit Index




PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements

WATTS WATER TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share information)

(Unaudited)
April 3, December 31,
2005 2004
ASSETS
CURRENT ASSETS
Cash and cash equivalel $ 61,53: $ 65,91
Investment securitie — 26,60(
Trade accounts receivable, less allowance for dioludtcounts of $7,319 at April 3, 2005 and
$7,551 at December 31, 20 156,67 150,07:
Inventories, net
Raw material 55,77¢ 53,94:
Work in proces: 28,631 28,02(
Finished good 128,31¢ 121,08:.
Total Inventories 212,73¢ 203,04
Prepaid expenses and other as 15,317 14,35¢
Deferred income taxe 27,80¢ 27,46¢
Assets of discontinued operatic 8,64 10,227
Total Current Asset 482,71 497,67¢
PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment, at c 322,70¢ 321,65!
Accumulated depreciatic (174,699 (170,96¢)
Property, plant and equipment, | 148,01: 150,68
OTHER ASSETS
Goodwill 234,03¢ 226,17¢
Other 54,12( 49,70
TOTAL ASSETS $ 918,88. $ 924,24
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payabl $ 72,07: % 73,60¢
Accrued expenses and other liabilit 63,05 64,60«
Accrued compensation and bene 25,63¢ 29,67¢
Current portion of lon-term deb 5,54z 4,981
Liabilities of discontinued operatiol 23,45¢ 24,30:
Total Current Liabilities 189,75¢ 197,17:
LONG-TERM DEBT, NET OF CURRENT PORTIO 178,98: 180,56:
DEFERRED INCOME TAXES 20,47¢ 19,57¢
OTHER NONCURRENT LIABILITIES 25,55¢ 26,63:
MINORITY INTEREST 7,544 7,51¢
STOCKHOLDERS EQUITY:
Preferred Stock, $.10 par value; 5,000,000 sharg®ezed; no shares issued or outstan: — —
Class A Common Stock, $.10 par value; 80,000,0@@eshauthorized; 1 vote per share; issue
and outstanding: 25,091,676 shares at April 3, 200b25,049,338 shares at December 31
2004 2,50¢ 2,508
Class B Common Stock, $.10 par value; 25,000,0@6estauthorized; 10 votes per share; issued
and outstanding: 7,343,880 shares at April 3, 2@tbat December 31, 20 734 734
Additional paic-in capital 142,08 140,17.
Retained earning 333,88 324,14!
Deferred compensatic (2,380 (1,386
Accumulated other comprehensive incc 19,738 26,61¢
Total Stockholder Equity 496,56: 492,78t
TOTAL LIABILITIES AND STOCKHOLDERSE' EQUITY $ 918,88. $ 924,24t

See accompanying notes to consolidated financsisients.







WATTS WATER TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in thousands, except per share information
(Unaudited)

Net sales
Cost of goods sol
GROSS PROFI
Selling, general & administrative expen:
Restructuring and other char¢
OPERATING INCOME
Other (income) expens
Interest incomi
Interest expens
Minority interest
Other

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TASS

Provision for income taxe
INCOME FROM CONTINUING OPERATION¢
Income (loss) from discontinued operations, netgés
NET INCOME

BASIC EPS

Income per shart
Continuing operation
Discontinued operatior
NET INCOME

Weighted average number of shs

DILUTED EPS

Income per shart
Continuing operation
Discontinued operatior
NET INCOME

Weighted average number of shs

Dividends per shar

See accompanying notes to consolidated financ#tsients.

First Quarter Ended

April 3, March 28,
2005 2004

219,027 $ 186,00¢
141,64 121,09¢
77,37¢ 64,917
55,70¢ 45,13¢
362 —
21,31( 19,77¢

(309) (302)
2,521 2,544
65 17t

(87) (164
2,19( 2,25¢
19,12( 17,52t
6,72:< 6,53(
12,39 10,99t
(39) 6
12,35¢ $ 11,00:
38 3 .34
38 3 .34
32,40¢ 32,13¢
37 % .34
37 3 .34
33,03: 32,54¢
.08 % .07




WATTS WATER TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

OPERATING ACTIVITIES
Income from continuing operatiol

(Unaudited)

First Quarter Ended

Adjustments to reconcile net income from continuapgrations to net cash provided by continu

operating activities
Depreciatior
Amortization
Deferred income taxe
Other

Changes in operating assets and liabilities, neffetts from business acquisitions and

divestitures

Accounts receivabl

Inventories

Prepaid expenses and other as

Accounts payable, accrued expenses and otheiitied
Net cash used in operating activit

INVESTING ACTIVITIES
Additions to property, plant and equipmi
Proceeds from the sale of property, plant and egeip
Investment in securitie
Proceeds from sale of securit
Increase in other ass¢
Business acquisitions, net of cash acqu
Net cash provided by (used in) investing activi

FINANCING ACTIVITIES

Proceeds from lor-term borrowings

Payments of lor-term debi

Proceeds from exercise of stock optir

Dividends

Net cash provided by (used in) financing activi
Effect of exchange rate changes on cash and casvadnts
Net cash provided by discontinued operati
DECREASE IN CASH AND CASH EQUIVALENT¢
Cash and cash equivalents at beginning of pe
CASH AND CASH EQUIVALENTS AT END OF PERIOI

NON CASH INVESTING AND FINANCING ACTIVITIES
Acquisition of businesse
Fair value of assets acquir
Cash paid, net of cash acquil
Liabilities assume:

CASH PAID FOR
Interest
Taxes

See accompanying notes to consolidated financssients.

April 3, March 28,
2005 2004
$ 12,397 $ 10,99¢
6,47¢ 6,93¢
51¢ 13¢
(667) (34¢)
93 4
(8,299 (17,846
(11,239 (17,33)
(1,249 (5,472)
(6,239 9,16¢€
(8,189 (13,76Y)
(4,60%) (4,945
22 1,522
— (23,000
26,60( —
(299 (155)
(17,267 (16,707
4,46( (43,289
5,97¢ 10,22¢
(5,45¢) (5,607
92C 2,63¢
(2,619 (2,279
(1,18)) 4,987
(102) (491)
63C 85¢
(4,38) (51,699
65,91 145,00:
$ 61,53: $ 93,30:
$ 20,38t $ 17,727
17,265 16,70
$ 3,11¢  $ 1,02(
$ 54€ $ 712
$ 394 $ 1,97¢




WATTS WATER TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudit ed)

1. Basis of Presentation

The accompanying unaudited consolidated finantséments have been prepared in accordance witluatiag principles genera
accepted in the United States for interim finantifdrmation and with the instructions to Form 10ad Article 10 of Regulation S-X.
Accordingly, they do not include all of the infortitm and footnotes required by accounting prinaenerally accepted in the United States
for complete financial statements. In the opimddmanagement, all adjustments (consisting of nbramurring accruals) considered
necessary for a fair presentation have been indlid®Vvatts Water Technologies, Inc.’s Consolidé@atance Sheet as of April 3, 2005, its
Consolidated Statements of Operations for the djustrter ended April 3, 2005 and the first quaetedled March 28, 2004, and its
Consolidated Statements of Cash Flows for thedjnstrter ended April 3, 2005 and the first quageteiied March 28, 2004.

The balance sheet at December 31, 2004 has begadl&éom the audited financial statements at tfze. The accounting policies
followed by the Company are described in the Comijsafinnual Report on Form 10-K for the fiscal yesmded December 31, 2004. It is
suggested that the financial statements includédisireport be read in conjunction with the finmhstatements and notes included in the
December 31, 2004 Annual Report on FornKL@perating results for the interim period presendre not necessarily indicative of the re:
to be expected for the year ending December 315.200

The Company operates on a 52-week fiscal year gratirDecember 31. Any first quarter ended dataatoed in this Report on
Form 10-Q reflects the results of operations fer 1B-week period ended on the Sunday nearest N#drdfithe respective year. There were
four additional billing days in the first quarterded April 3, 2005 than were in the first quarteded March 28, 2004.

Certain amounts in fiscal year 2004 have been ssifiad to permit comparison with the 2005 presimta These reclassifications
had no effect on reported results of operatiorstackholders’ equity.

2. Accounting Policies
Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfiztttae reported amounts of assets and liatsliied disclosure of contingent assets
liabilities at the date of the financial statemestsl the reported amounts of revenues and expdnseg the reporting period. Actual results
could differ from those estimates.

Goodwill and Long-Lived Assets

The changes in the carrying amount of goodwill bpgraphic segments from December 31, 2004 to Bp€DO5 are as follows:

North
America Europe China Total
(in thousands)
Carrying amount at the beginning of per $ 123,53¢ $ 98,117 $ 452 $ 226,17¢
Goodwill acquired during the peric 10,58: — — 10,58:
Adjustments to goodwill during the perir 25C — 924 1,174
Effect of change in exchange rates used for tréosl (4) (3,897 — (3,896)
Carrying amount at end of perit $ 134,36¢ $ 94,228 $ 5,44¢€ $ 234,03¢




Other intangible assets include the following arel@esented in “Other Assets: Other”, in the ABriP005 Consolidated Balance

Sheet:
Gross
Carrying Accumulated
Amount Amortization

(in thousands)

Patents $ 9,20t % (4,389
Other 20,71¢ (3,029
Total amortizable intangible 29,92« (7,407%)
Intangible assets not subject to amortiza 20,54( —
Total $ 50,46 $ (7,407

Aggregate amortization expense for amortized atitangible assets for the first quarter of 2005 2084 were $519,000 and
$139,000, respectively. Additionally, future ampation expense on other intangible assets willgpeaximately $1,547,000 for 2005,
$2,080,000 for 2006, $1,819,000 for 2007, $1,739f@0 2008 and $1,714,000 for 2009.

Stock Based Compensation

The Company accounts for stock based compensatiacciordance with Accounting Principles Board QginlNo. 25, “Accounting
for Stock Issued to Employees” (APB No. 25), arldteal interpretations. The Company records stoskda@ompensation expense associatec
with its Management Stock Purchase Plan due tdigmunt from market price. Stock-based compensatikpense is amortized to expense
on a straightine basis over the vesting period. The followiagle illustrates the effect on reported net incame earnings per common sh
if the Company had applied the fair value methoth&msure stock-based compensation as required tieddisclosure provisions of
Financial Accounting Standards Board No. 123, “Agaiing for Stock-Based CompensatiofFAS 123) as amended by Financial
Accounting Standards Board No. 148 “AccountingStock-Based Compensation Transition and Disclos{iFAS 148).

First Quarter Ended
April 3, March 28,
2005 2004
(in thousands)

Net income, as reporte $ 12,35¢ $ 11,00:
Add: Stock-based employee compensation expensetfreflanagement Stock
Purchase Plan included in reported net incomeofntatx 15¢ 96

Deduct: Stock-based employee compensation expeteerdned under the fair valut
method, net of tax

Restricted stock units (Management Stock Purchks® (159 (112

Employee stock optior (270 (150
Proforma net incom $ 12,187 $ 10,83¢
Earnings per shan

Basic-as reporte: $ 38 % .34

Basic-proforma $ 37 % .34

Diluted-as reportes $ 37 % .34

Diluted-proforma $ 37 % .34

Shipping and Handling

The Company’s shipping costs included in sellirepeyal and administrative expense were $6,192,00%5,783,000 for the first
guarter of 2005 and 2004, respectively.

Research and Developme

Research and development costs included in setlieigeral, and administrative expense were $2,90%9606 $2,361,000 for the first
guarter of 2005 and 2004, respectively.




New Accounting Standart

On November 29, 2004, the Financial Accounting &ads Board (FASB) issued Financial Accounting 84ads Board Statement
No. 151,“Inventory Costs” (FAS 151). FAS 151 amends thadgoce in Accounting Research Bulletin No. 43, Ceapt “Inventory Pricing,”
to clarify the accounting for inventory costs. Tgrevisions of this statement are effective begigrafter June 15, 2005, although early
application is permitted. The Company does not eihat the impact of this statement will be matkto the consolidated financial
statements.

On December 16, 2004, the FASB issued its finaddsdied on accounting for share-based payments ($B#jncial Accounting
Standards Board Statement No. 123R (FAS 123R)¢gaires companies to expense the value of empktpe& options and similar awards.
The statement was initially effective for publicngpanies for interim and annual periods beginniigrafune 15, 2005, and applies to all
outstanding and unvested SBP awards at a compadyjstion date. The Securities and Exchange Cormomisscently delayed
implementation to fiscal years beginning after Juse2005. Therefore, the Company intends to diefgyementation of FAS 123R until
January 1, 2006. The impact of this statement erCibmpany’s results of operations (based on einstyuments outstanding at April 3,
2005) for the fiscal year ending December 31, 28@#pected to be approximately ($0.02) per share.

On December 16, 2004, the FASB issued Financiabeting Standards Board Statement No. 153, “Excbsuo§ Nonmonetary
Assets, an amendment of APB Opinion No. 29, Acdogrfor Nonmonetary Transactions” (FAS 153). Thecadments made by FAS 153
are based on the principle that exchanges of noatapnassets should be measured based on thaliaér of the assets exchanged. Further,
the amendments eliminate the narrow exceptiondomonetary exchanges of similar productive assetgeplace it with a broader except
for exchanges of nonmonetary assets that do n& ¢@wmercial substance. Previously, Opinion Nae2fiired that the accounting for an
exchange of a productive asset for a similar prodei@sset or an equivalent interest in the sangnoifar productive asset should be base
the recorded amount of the asset relinquished sTatement is effective for nonmonetary asset exgggmoccurring in fiscal periods beginn
after June 15, 2005. Earlier application is pemuditior nonmonetary asset exchanges occurringadalffgeriods beginning after the date of
issuance. The provisions of this statement shadidpdied prospectively. The Company does not exjfeecimpact of this statement will be
material to the consolidated financial statements.

In March 2005, the FASB issued FASB Interpretatitm 47, “Accounting for Conditional Asset Retiremé&bligations” (FIN 47).
FIN 47 is an interpretation of FASB Statement Né3,1"Accounting for Asset Retirement Obligation&AS 143) and serves to clarify that
entity is required to recognize a liability for tfaér value of a conditional asset retirement oddign when incurred if the liability’s fair value
can be reasonably estimated. FIN 47 also clanfiesn an entity would have sufficient informatianréasonably estimate such a liability.
FIN 47 is effective no later than the end of fispars ending after December 15, 2005. The Comgaag not expect that the impact of this
interpretation will be material to the consolidafadncial statements.

3. Discontinued Operations

In September 1996, the Company divested its Mualdigater Group businesses, which included Henryt,Rtames Jones Company
and Edward Barber and Company Ltd. Costs and eegarlated to the Municipal Water Group for 2008 2004 primarily relate to legal
and settlement costs associated with the James Ldigation.

In the fourth quarter of 2004 the Company decidedivest its interest in a minority owned subsigidameco International, LLC
(Jameco) that had been previously consolidatedresudt of Financial Accounting Standards Boar@édptetation No. 46, “Consolidation of
Variable Interest Entities-Revised” (FIN 46R). Jamevas recorded in the North American segment. idameent determined that Jameco did
not have a long-term strategic fit with the Compahy a result, in the fourth quarter of 2004 therpany recorded an impairment charge net
of tax of $739,000 to write down its investmenegiimated fair value of $250,000. The Company izeal the divesture of its interest in
Jameco in March 2005 and received $250,000 fronmidjerity owner of Jameco. Jameco imports and s#hsous china, imported faucets
and faucet parts and imported bathroom accesdoribe North American home improvement retail marke
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Condensed operating statements and balance sbedisdontinued operations is summarized below:

First Quarter Ended

April 3, March 28,
2005 2004
(in thousands)
Net sales Jameco International, LL $ — $ 4,752
Cost and expens:
Jameco International, LL — (4,707)
Municipal Water Grouj (64) (37)
Income (loss) before income tax (64) 9
Income tax (expense) bene 25 (3)
Income (loss) from discontinued operations, netgés $ (39 6
April 3,
2005
(in thousands)
Prepaid expenses and other as $ 71C
Deferred income taxe 7,934
Assets of discontinued operatic $ 8,64
Accrued expenses and other liabilit 23,45¢
Liabilities of discontinued operatiol $ 23,45¢

The assets and liabilities at April 3, 2005 prirhyarelate to the reserves for the James Jonesattiig.
4, Derivative Instruments

The Company uses foreign currency forward exchaogéacts as a cash flow hedge to reduce the ingbacitrrency fluctuations c
certain anticipated intercompany purchase trarmaethat are expected to occur within the yearcamthin other foreign currency
transactions. Related gains and losses are re@agimather income/expense when the contractsexphiich is in the same period as the
underlying foreign currency denominated transacfidrese contracts do not subject the Company tofgignt market risk from exchange
movement because they offset gains and lossesaeltited foreign currency denominated transactidosthe first quarter of 2005, the
Company recorded approximately $52,000 in otherprefmensive income for the change in the fair valuiae contracts.

The Company occasionally uses commodity futuresraots to fix the price on a certain portion ofta@r raw materials used in the
manufacturing process. These contracts highly dg¢o the actual purchases of the commodity haaontract values are reflected in the
cost of the commodity as it is actually purchaggdApril 3, 2005 and March 28, 2004 the Company haccommodity contracts.

5. Restructuring

The Company continues to implement a plan to cadei@ several of its manufacturing plants in Ndktherica and Europe. At the
same time it is expanding its manufacturing capdniChina and other low cost areas of the wotfdthe first quarter of 2005, the Company
recorded a pre-tax charge of approximately $774d@®pared to $1,177,000 in the first quarter of20re-tax costs of $412,000 and
$1,177,000 were recorded in costs of goods sallderirst quarter of 2005 and 2004, respectivelyst€ incurred for the first quarters of 2005
and 2004 included accelerated depreciation for thmtexpected closure of a U.S. manufacturing @adta reduction in the estimated useful
lives of certain manufacturing equipment. Addiatin, $362,000 was charged to restructuring anérotharges in the first quarter of 2005.
These costs represent severance related to a BEurogs&tructuring including personnel reductions tliedmovement of manufacturing
equipment to a lower cost location.




6. Earnings per Share

The following tables set forth the reconciliatiointloe calculation of earnings per share:

For the First Quarter Ended April 3, 2005

Income Shares Per Share
(Numerator) (Denominator) Amount
(Amounts in thousands, except share and per sharerounts)
Basic EPS
Income from continuing operatiol $ 12,39° 32,407,88 $ .38
Loss from discontinued operatio (39 —
Net income $ 12,35¢ $ .38
Effect of dilutive securitie
Common stock equivalen 623,68(
Diluted EPS
Income from continuing operatiol $ 12,39° $ .37
Loss from discontinued operatio (39 —
Net income $ 12,35¢ 33,031,56 $ .37
For the First Quarter Ended March 28, 2!
Income Shares Per Share
(Numerator) (Denominator’ Amount
(Amounts in thousands, except share and per shaoergs)
Basic EPS
Income from continuing operatiol $ 10,99¢ 32,135,54 % .34
Income from discontinued operatic 6 —
Net income $ 11,00: $ .34
Effect of dilutive securitie
Common stock equivalen 413,13!
Diluted EPS
Income from continuing operatiol $ 10,99¢ $ .34
Income from discontinued operatic 6 —
Net income $ 11,00: 32,548,67 $ .34
7. Segment Information

Under the criteria set forth in Financial Accougtitandards Board No.13Disclosure about Segments of an Enterprise anddri
Information”, the Company operates in three gedgimpegments: North America, Europe, and ChinahEdthese segments is managed
separately and has separate financial resultatbatviewed by the Company’s senior managemelgs 8§ region are based upon location
of the entity recording the sale. The accountinlicias for each segment are the same as thoselagddn the summary of significant
accounting policies.
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The following is a summary of our significant acntsiand balances by segment, reconciled to outidated totals:

North
America Europe China Corporate (*) Consolidated
(in thousands)

Quarter ended April 3, 2005

Net sales $ 147,47 $ 66,43 $ 511¢ $ — $ 219,02
Operating income (loss; 18,44¢ 7,49z b4k (5,179 21,31(
Identifiable assets 534,47 303,19¢ 81,20¢ — 918,88:
Long-lived assets 72,63¢ 49,28¢ 26,08¢ — 148,01:
Intangibles 31,15 9,26: 2,644 — 43,057
Capital expenditures 2,28¢ 1,35( 964 — 4,60z
Depreciation and amortization 3,32¢ 2,32¢ 1,344 — 6,99¢
Quarter ended March 28, 20

Net sales $ 120,98: $ 60,03: $ 4,99 $ — $ 186,00¢
Operating income (los! 16,43¢ 7,44 (45¢) (3,649 19,77¢
Identifiable asset 518,05: 271,04: 68,27¢ — 857,37(
Long-lived asset: 71,79: 46,75 24,944 — 143,48
Intangibles 17,51 14C 3,00(¢ — 20,65
Capital expenditure 1,792 1,71z 1,44C — 4,94¢
Depreciation and amortizatic 4,09: 2,25¢ 722 — 7,07:

The above operating segments are presented orisacbasistent with the presentation included inGloenpanys December 31, 20
financial statements included in its Annual Remort~orm 10-K.

*Corporate expenses are primarily for Sarba@e&key compliance, compensation expense, profesisieas, including legal and au
expenses and benefit administration costs. Thests ace not allocated to the geographic segmeritegsre viewed as corporate functions
that support all segments.

The North American segment consists of U.S. netssal $136,605,000 and $112,725,000 and for thedirarter of 2005 and 2004,
respectively. The North American segment also asgif U.S. long-lived assets of $67,784,000 ard®%7,000 at April 3, 2005 and
March 28, 2004, respectively.

Intersegment sales in the quarter ended April 85Z0r North America, Europe and Asia were $ 1,000, $1,404,000 and
$9,401,000, respectively. Intersegment salesdrgtiarter ended March 28, 2004 for North AmeriaapBe and China were $917,000,
$1,510,000 and $4,587,000, respectively.

8. Other Comprehensive Income (Loss)

Other comprehensive income (loss) consist of tHeviing:

Foreign Accumulated Other
Currency Pension Cash Flow Comprehensive
Translation Adjustment Hedges Income (Loss)

(in thousands)

Balance December 31, 20C $ 32,50¢ $ (5,849 $ 39 $ 26,61¢
Change in period (6,857) — (28) (6,88%)
Balance April 3, 2005 $ 25,64¢ $ (5,849 $ 67) $ 19,73
Balance December 31, 20 $ 19,58¢ $ (5,829 $ 46 $ 13,80¢
Change in perio (5,58%) — (209) (5,794
Balance March 28, 20C $ 14,00 $ (5,829 $ (169 $ 8,011
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Accumulated other comprehensive income (loss)énGbnsolidated Balance Sheets as of April 3, 2@@bNarch 28, 2004 consists
of cumulative translation adjustments and changéise fair value of certain financial instrumentattqualify for hedge accounting as
required by FAS 133. The Company’s total compreh@nincome was as follows:

First Quarter Ended
April 3, March 28,
2005 2004
(in thousands)

Net income $ 12,35¢ $ 11,00:

Unrealized loss on derivative instrume (28) (209)

Foreign currency translation adjustme (6,857%) (5,58%)

Total comprehensive incon $ 547 $ 5,207
9. Acquisitions

On January 5, 2005, the Company acquired 100%eobtitstanding stock of HF Scientific, Inc., (HF3dted in Fort Myers, Florida
for approximately $7,200,000 in cash plus $800,d08ssumed debt. The Company will obtain a thirdypaaluation to allocate the purchase
price consistent with the guidelines of FinanciacAunting Standards Board Statement No. 141, “BssitCombinations” (FAS 141). The
preliminary allocation for goodwill and intangibdssets approximates $4,125,000 and $2,682,00@atasdy. HF manufactures and
distributes a line of instrumentation equipmerdt téts and chemical reagents used for monitoriatewquality in a variety of applications.

On January 4, 2005, the Company acquired subdtgraibof the assets of Sea Tech, Inc. (Sea Témtgted in Wilmington, North
Carolina for approximately $10,100,000 in cash. phechase agreement contains an earn-out prowisiba calculated on a cumulative basis
over a three-year period ending December 31, 2B@§ments under the agreement, if any, will noeerc$5,000,000. The Company will
obtain a third-party valuation to allocate the fha®e price consistent with the guidelines of FAS. 1%ihe preliminary allocation for goodwill
and intangible assets approximates $6,458,000 2/89&,000, respectively. Sea Tech provides cdsttafe solutions for fluidic connection
needs. Sea Tech offers a wide range of standardwsmtdm quick connect fittings, valves and mangadtid pex tubing designed to address
specific customer requirements.

The acquisitions above have been accounted fogtks@purchase method of accounting. The pro-foesalts have not been
displayed, as the results are not significanteeithdividually or aggregated.

10. Debt Issuance

On September 23, 2004, the Company entered intms@cured revolving credit facility with a syndieatf banks (the Revolving
Credit Facility). The Revolving Credit Facility priales for multi-currency unsecured borrowings ataahd-by letters of credit of up to
$300,000,000 and expires in September 2009. Bongswbutstanding under the Revolving Credit Facbigar interest at a fluctuating rate
annum for an applicable percentage equal to éncase of Eurocurrency rate loans, the BritishkBes Association LIBOR rate plus an
applicable percentage, of up to 0.875% based o@d¢mepany’s current consolidated leverage ratiodetut rating, or (i) in the case of base
rate loans and swing line loans, the higher off{e)federal funds rate plus 0.5% and (b) the anraialof interest announced by Bank of
America, N.A. as its “prime rate.The average interest rate for borrowings underghielving credit facility was approximately 2.76%r the
quarter ended April 3, 2005. The Revolving Creditility replaced the unsecured revolving creditlfigcprovided under the Revolving
Credit Agreement dated February 28, 2002. The R@wwpICredit Facility was used to pay off the ddtattexisted on the previous credit
facility. The Revolving Credit Facility includes emtional and financial covenants customary foilifess of this type, including, among
others, restrictions on additional indebtednesssliand investments and maintenance of certainalgeaatios. As of April 3, 2005, the
Company was in compliance with all covenants relétethe Revolving Credit Facility. The Company 1$219,373,000 of unused and
available credit under the Revolving Credit Fagifit April 3, 2005. At April 3, 2005, $47,985,000debt was outstanding on the Revolving
Credit Facility and recorded as long-term debt.

The Company has entered into an interest rate favapnotional amount of €25,000,000 outstandingh@enCompany’s Revolving
Credit Facility. The Company swapped the variaate from the Revolving Credit Facility, which lrée month EURIBOR plus 0.7%, for a
fixed rate of 2.3%. The term of the swap is twarnge The Company has designated the swap as mbeadstrument using the cash flow
method. The swap hedges the cash flows associétiedhterest payments on the first €25,000,00thef€ompany’s Revolving Credit
Facility. The Company marks to market the changeslue of the swap through other comprehensiventec Any ineffectiveness has been
recorded in income. For the first quarter of 2068, Company recorded a change of $24,000 in ethraprehensive income for the decrease
in the fair value of the swap.
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11. Contingencies and Environmental Remediation

There have been no material developments with o¢spehe Company’s contingencies and environmeaetakdiation proceedings
during the quarter ended April 3, 2005.

12. Employee Benefit Plans

The Company sponsors funded and unfunded defineefibpension plans covering substantially alltefdomestic employees.
Benefits are based primarily on years of serviak@mployees’ compensation. The funding policy ef @ompany for these plans is to
contribute an annual amount that does not exceethéximum amount that can be deducted for fedecalne tax purposes. The Company
uses a September 30 measurement date for its plans.

The components of net periodic benefit cost afelésys:

First Quarter Ended
April 3, March 28,
2005 2004
(in thousands)

Service co—benefits earne $ 71t $ 61¢&
Interest costs on benefits obligati 83¢ 788
Estimated return on asst (790 (732)
Transitional asset amortizatis — (65)
Prior service cost amortizatic 60 57
Net loss amortizatio 21E 19€
Net periodic benefit co: $ 1,03¢ $ 857

Cash flows:

The information related to the Company’s pensiardfucash flow is as follows:

First Quarter Ended
April 3, March 28,
2005 2004
(in thousands)

Employer contribution $ 1,72¢ $ 27
13. Subsequent Events
On May 4, 2005, the Company filed a universal sregistration statement on Form S-3 with the Séiesrand Exchange
Commission. Securities to be registered will csinsf up to $300,000,000 of an indeterminate amotidebt and/or equity securities. Funds

from any offerings will be used to finance acquisis and working capital, repay or refinance detot #or other general corporate purposes.
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Item 2. Managements Discussion And Analysis Of Financial Condition Ad Results Of Operations

Overview

The following discussion and analysis are provitteshcrease understanding of, and should be readrijunction with, the
accompanying unaudited consolidated financial statés and notes. In this quarterly report on FborQ), references to “the Company”,
“Watts”, “we”, “us” or “our” refer to Watts Water 8chnologies, Inc. and its consolidated subsidiaries

We operate on a 52-week fiscal year ending on Dbee®l. Any first quarter ended data containetthiin Report on Form 10-Q
reflects the results of operations for the 13-weetod ended on the Sunday nearest March 31 okpective year. There were four
additional billing days in the first quarter end&plril 3, 2005 than were in the first quarter endiéakch 28, 2004.

We are a leading supplier of products for use énwtlater quality, water safety, water flow controtlavater conservation markets in
both North America and Europe. For more than 130geve have designed and manufactured produdtprii@ote thecomfort and safety «
people and the quality and conservation for wasedun commercial, residential and light industaigplications. We earn revenue and inc
almost exclusively from the sale of our productar @rincipal product lines include:

. backflow preventers for preventing contaminatiopofable water caused by reverse flow within watgply lines and fir
protection systems;

J a wide range of water pressure regulators for bothmercial and residential applications;

i water supply and drainage products for commercidirasidential applications;

. temperature and pressure relief valves for watatdns, boilers and associated systems;

. point-of-use water filtration and reverse osmog&eams for both commercial and residential appboest
. thermostatic mixing valves for tempering water é@munercial and residential applications; and

. systems for under-floor radiant heat applicati@msl hydraulic pump groups for gas boiler manufactur

Our business is reported in three geographic segmidorth America, Europe and China. We distribmute products through three
primary distribution channels, wholesale, do-it-gsmif (DIY) and Original Equipment Manufacturersgs). Increases in Gross National
Product (GNP) indicate a healthy economic enviramimehich we believe positively impacts our resolft®perations. An economic factor
that has a direct effect on the demand for our yetedis the number of new housing constructiontstard non-residential, or commercial,
construction starts. Interest rates have an intlefect on the demand for our products due tceeffect such rates have on the number of new
residential and commercial construction startsranabdeling projects. An additional factor that has an effect on our sales is fluctuatior
foreign currencies, as a portion of our sales amthin portions of our costs, assets and liabdliiee denominated in currencies other than the
U.S. dollar.

We believe that the factors relating to our futgrewth include our ability to continue to make stdel acquisitions, both in our core
markets as well as new complementary markets, aggyl requirements relating to the quality and eowation of water and increased
demand for clean water and continued enforcemepluofbing and building codes. We have completetiteign acquisitions since divesting
our industrial and oil and gas business in 1999.d@quisition strategy focuses on businesses thaufacture preferred brand name products
that address our themes of water quality, watatgaivater conservation and water flow control. ¥get businesses that will provide us
with one or more of the following: an entry intomenarkets, an increase in shelf space with existirgiomers, a new or improved
technology or an expansion of the breadth of ouemguality, water conservation, water safety adiewflow control products for the
residential and commercial markets.

Products representing a majority of our sales algest to regulatory standards and code enforcemérich typically require that
these products meet stringent performance crit€agether with our commissioned manufacturers’@sentatives, we have consistently
advocated the development and enforcement of duahling codes. We are focused on maintaining strimguality control and testing
procedures at each of our manufacturing facilitiesrder to manufacture products in compliance witde requirements and take advantage
of the resulting demand for compliant products. bégeve that product development, product testaqgability and investment in plant and
equipment is needed to manufacture products in tange with code requirements, which representareds to entry for competitors. We
believe there is an increasing demand among consuiereproducts to ensure
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water quality, which creates growth opportunitiesdur products.

A risk we face is our ability to deal effectivelyittvincreases in raw material costs. We requirestartiial amounts of raw materials,
including bronze, brass, cast iron, steel and igléstproduce our products and substantially athefraw materials we require are purchased
from outside sources. We have experienced increaghe costs of bronze, brass, cast iron, stedlpdastic. If we are not able to reduce or
eliminate the effect of these cost increases byaied production costs or successfully implemenprige increases, these increases in raw
material costs could reduce our profit margins.

Another risk we face in all areas of our businessoimpetition. We consider brand preference, erging specifications, plumbing
code requirements, price, technological expertiséiyery times and breadth of product offeringbéothe primary competitive factors. As
mentioned previously, we believe that product depelent, product testing capability and investmerglant and equipment is needed to
manufacture products in compliance with code regménts, which represents a barrier to entry forpaiitors. We are committed to
maintaining our capital equipment at a level camesiswith current technologies, as we spent apprately $4,600,000 in the first quarter of
2005, and expect to invest a total of approxima$2®,400,000 in 2005. We are also committed to edivg our manufacturing capacity in
lower cost countries such as China, Tunisia andi@id. These manufacturing plant relocations amgaldations are an important part of
our ongoing commitment to reduce production costs.

Recent Developments

On May 4, 2005, we filed a universal shelf registra statement on Form S-3 with the Securities Bxchange Commission.
Securities to be registered will consist of up 39,000,000 of an indeterminate amount of debtaretjuity securities. Funds from any
offerings will be used to finance acquisitions amatking capital, repay or refinance debt and fdreotgeneral corporate purposes.

In March 2005, we sold our minority interest in & International, LLC (Jameco) to the majority ewfor $250,000 in cash,
completing the divestiture of our interest in Jamemn the fourth quarter of 2004, we recordedrapdirment charge in discontinued
operations to write-down the investment to estihdaér value.

Acquisitions

On January 5, 2005, a wholly owned subsidiary ef@ompany acquired 100% of the outstanding sto¢kFoScientific, Inc., (HF)
located in Fort Myers, Florida for approximately, 830,000 in cash plus $800,000 in assumed debtCbhnapany will obtain a third-party
valuation to allocate the purchase price consistéthtthe guidelines of Financial Accounting Stard$aBoard Statement No. 141, “Business
Combinations” (FAS 141). The preliminary allocatifor goodwill and intangible assets approximatd35,000 and $2,682,000,
respectively. HF manufactures and distributes@ dif instrumentation equipment, test kits and dbahneagents used for monitoring water
quality in a variety of applications.

On January 4, 2005, a wholly owned subsidiary ef@ompany acquired substantially all of the asse®ea Tech, Inc. (Sea Tech)
located in Wilmington, North Carolina for approxitaly $10,100,000 in cash. The Company will obtathird-party valuation to allocate the
purchase price consistent with the guidelines c6B41. The preliminary allocation for goodwill aimangible assets approximates
$6,458,000 and $3,098,000, respectively. Sea pemhides cost effective solutions for fluidic cortien needs. Sea Tech offers a wide re
of standard and custom quick connect fittings, &aland manifolds and pex tubing designed to addpessfic customer requirements.

On September 28, 2004 a wholly owned subsidiath®@Company completed the planned increase ofitecship in Watts Stern
Rubinetti, S.r.l (Stern) from 51% to 85%. The pni@ad for this additional 34% was approximately @800. The Company has a call option
to acquire the remaining 15% from the minority sthalders for approximately $400,000. The optioreloee exercisable on January 1, 2005.
The Company anticipates exercising this optiorhangecond quarter of 2005.

On May 21, 2004, a wholly-owned subsidiary of tr@@any acquired 100% of the outstanding stock o€McEnterprises, Inc.,
which was subsequently renamed Orion Enterprises,(Orion), located in Kansas City, Kansas, fqeragimately $27,900,000 in cash.
Orion distributes its products under the brand raoférion, Flo Safe and Laboratory Enterprisese Tompany contracted for a third-party
valuation to allocate the purchase price consistéthtthe guidelines of FAS 141. The allocatiorgtmdwill was approximately $18,100,000
and approximately $4,300,000 was allocated to gitde assets. The amount recorded as intangibtetsawas primarily for trademarks that
have indefinite lives. Orion’s product lines inctud complete line of acid resistant waste disposalucts, double containment piping
systems, as well as a line of high purity pipdtinfys and faucets.
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On April 16, 2004, a wholly-owned subsidiary of iempany acquired 90% of the stock of TEAM Precidtopework, Ltd.
(TEAM), located in Ammanford, West Wales, Unitechdom for approximately $17,200,000 in cash suliggéinal adjustments, if any, as
stipulated in the purchase and sale agreementCoh@gany contracted for a thighrty valuation to allocate the purchase price istest witr
the guidelines of FAS 141. The allocation to godbwas approximately $9,500,000 and approximat@ys$0,000 was allocated to intang
assets. The amount recorded as intangible assetprimaarily for the valuation of its customer bésat is estimated to have a 12- year life.
TEAM custom designs and manufactures manipulateel @nd hose tubing assemblies, which are utilize¢de heating ventilation and air
conditioning markets. TEAM is a supplier to majoigtnal equipment manufacturers of air conditionsygtems and several of the major
European automotive air conditioning manufacturers.

On March 29, 2004, a wholly-owned subsidiary of @@npany acquired the 40% equity interest in Taiz8bida Plumbing
Manufacturing Co., Ltd. (Shida), that had been lgldhe Company’s former joint venture partnerdpproximately $3,000,000 in cash and
the payment of $3,500,000 in connection with a kimow transfer and non-compete agreement. As of Dbee 31, 2004 the Company had
paid $5,750,000 in cash. The Company now owns 160%hida. Prior to the acquisition the joint vertadieclared a dividend of $1,250,000
and based on the 40% ownership, a $500,000 cagfedilwas paid to its joint venture partner. Thenpany contracted for a third-party
valuation to allocate the purchase price consistéitthe guidelines of FAS 141. The final allocattito goodwill was $2,374,000 and
$1,126,000 was allocated to intangible assets.afteunt recorded as intangible assets was prinfarithe noneompete agreement that hs
3-year life. The Company had made prior investmen2003 and 2002 totaling $8,000,000 in cashtfomitial 60% interest. Shida is a
manufacturer of a variety of plumbing products dmith into the Chinese domestic market and exparkets.

On January 5, 2004, a wholly-owned subsidiary ef@mpany acquired substantially all of the assiefdowmatic Systems, Inc.
(Flowmatic), located in Dunnellon, Florida, for appimately $16,800,000 in cash. The Company cotethfor a third-party valuation to
allocate the purchase price consistent with thdejinies of FAS 141. The allocation to goodwill vegegproximately $5,300,000 and
approximately $5,600,000 was allocated to intarg#isisets. The amount recorded as intangible asastgrimarily for trademarks that have
indefinite lives. Flowmatic designs and distribuéesomplete line of high quality reverse osmosimpgonents and filtration equipment. Their
product line includes stainless steel and plasticsings, filter cartridges, storage tanks, contadVes, as well as complete reverse osmosis
systems for residential and commercial applications

The acquisitions above have been accounted fazinglthe purchase method of accounting. The proaé results have not been
displayed, as the results are not significanteeithdividually or aggregated, to our consolidafiedncial position or results of operations.

Results of Operations
First Quarter Ended April 3, 2005 Compared to First Quarter Ended March 28, 2004

Net Sales Our business is reported in three geographic satgnNorth America, Europe and China. Our netssaleach of these segments
for each of the first quarters ended 2005 and 2084 as follows:

First Quarter Ended First Quarter Ended % Change to
April 3, 2005 March 28, 2004 Consolidated
Net Sales % Sales Net Sales % Sales Change Net Sales
(in thousands)
North America $ 14747 67.2% $ 120,98 65.(% $ 26,49¢ 14.2%
Europe 66,43 30.2 60,03: 32.C 6,401 34
China 5,11¢ 2.4 4,997 2.7 12% A
Total $ 219,02 10(% $ 186,00¢ 10C% $ 33,01¢ 17.719%

The increase in net sales is attributable to tHeviing:

Change Change
As a % of Consolidated Net Sale As a % of Segment Net Sale
North North North
America  Europe China Total America Europe China Total America Europe China
(in thousands)
Internal growtt $ 19,24 $ 73€ $ 12z $ 20,10¢ 10.2% 4% 1% 10.6% 15.€% 1.2% 2.5%
Foreign exchang 75C 2,86: — 3,617 A4 15 — 1.¢ .6 4.8 —
Acquisitions 6,50( 2,80:% — 9,30: 345 1.5 — 5.C 5.4 4.7 —
Total $ 2649t $ 6401 $ 12 $ 33,01¢ 14.2% 3.4% 1% 17.7% 21.%% 10.7% 2.5%

16




There were four additional billing days in the figaiarter of 2005 as compared to the first quart@004.

The internal growth in net sales in North Amerisalue to increased price and unit sales in ceptaiduct lines into both the
wholesale and DIY markets. Our wholesale markéhénfirst quarter of 2005, excluding the sales ftb acquisitions of HF, Sea Tech and
Orion, grew by 14.3% compared to the first quanfe2004, primarily due to increased sales of baekfpreventer units, as well as in our
plumbing and undefloor radiant heating product lines. Our sales tht® North American DIY market in the first quartér2005 increased t
22.5% compared to the first quarter of 2004 prifgatue to increased sales of our water connectmuymts.

The increase in net sales due to foreign exchaniy@ith America is due to the Canadian dollar agiptang against the U.S. dollar.
We cannot predict whether the Canadian dollar guilitinue to appreciate against the U.S. dollautare periods or whether future foreign
exchange rate fluctuations will have a positivéegative impact on our net sales.

The acquired growth in net sales in North Ameridue to the inclusion of net sales of HF, acquinedanuary 5, 2005, Sea Tech,
acquired on January 4, 2005, and Orion, acquiredayn21, 2004.

The internal sales growth in Europe results frooméased unit sales into the wholesale market haffisgt to some extent by
decreased sales into the OEM market.

The increase in net sales due to foreign exchangeiope is primarily due to the appreciation & ¢uro against the U.S. dollar. We
cannot predict whether the euro will continue tpragiate against the U.S. dollar in future periods/hether future foreign exchange rate
fluctuations will have a positive or negative impan our net sales.

The acquired growth in net sales in Europe is dubé inclusion of the net sales of TEAM, acquiireépril 2004.

External China sales were flat primarily becausaesprevious third party commaodity product saleftatiito intercompany sales to
North America.

Gross Profit. Gross profit for the first quarter of 2005 incsed $12,466,000, or 19.2%, compared to the firattquof 2004. The increase in
gross profit is attributable to the following:

(in thousands) % Change
Internal growtt $ 6,03t 9.3%
Foreign exchang 1,25( 1.6
Acquisitions 4,41¢ 6.8
Restructuring 765 1.2
Total $ 12,46¢ 19.204

The internal growth in gross profit is primarilyelto the North American segment, which increaststmal gross profits by
$4,732,000. This increase is primarily due to iasesl sales of products to wholesalers. The inereagross profit from foreign exchange is
primarily due to the appreciation of the euro areh&@lian dollar against the U.S. dollar. The ingeda gross profit from acquisitions is due
to the inclusion of gross profit from HF, Sea TeChion and TEAM.

The increase in gross profit includes decreasedifaaturing restructuring and other costs. In ih&t fuarter of 2005 we charged
$412,000 to cost of sales as compared to $1,17700@ first quarter of 2004 for accelerated dejation and other costs.

Selling, General and Administrative Expense&elling, General and Administrative, or SG&A erpes, for the first quarter of 2005 incree
$10,572,000, or 23.4%, compared to the first quaft?004. The increase in SG&A expenses is attable to the following:

(in thousands) % Change
Internal growtt $ 5,391 11.9%
Foreign exchang 76€ 1.7
Acquisitions 2,704 6.C
Other 1,70¢ 3.8
Total $ 10,57: 23.204
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The internal increase in SG&A expenses is primatilg to increased variable selling expenses direteased sales volumes and
incremental costs incurred for compliance with $agbanes-Oxley Act (SOX). The increase in SG&Aemges from foreign exchange is
primarily due to the appreciation of the euro armh&lian dollar against the U.S. dollar. The ineeda SG&A expenses from acquisitions is
due to the inclusion of HF, Sea Tech, Orion and WEAOther includes costs of $709,000 for an earmaotangement from a prior year
acquisition that is being accounted for as compé@rsaxpense and $1,000,000 in reserve reductextrded in the first quarter of 2004
related to a favorable ruling in a legal matter.

Operating Income. Operating income by geographic segment for e&tiediirst quarters ended 2005 and 2004 were l&sifs:

% Change to

First Quarter Ended Consolidated
April 3, March 28, Operating
2005 2004 Change Income
(in thousands)
North America $ 18,44¢ $ 16,43 $ 2,01z 10.2%
Europe 7,49: 7,44t 48 2
China 54& (45€) 1,007 5.1
Corporate (5,179 (3,649 (1,53)) (7.7
Total $ 21,31( $ 19,77¢ $ 1,532 7.8

The increase in operating income is attributablénéofollowing:

Change Change
As a % of Consolidated As a % of Segment
Operating Income Operating Income
North North North
America Europe China Corp. Total America Europe China Corp. Total America Europe China Corp.
(in thousands)
Internal growth $ 962 $ (79) $ 1,000 $ (531) $ 644 4.9% 4.0% 5.1% 2.7% 3.3% 5.9% (10.0% 219.% (14.0%
Foreign exchang 15E 27 — — 482 .8 1€ — — 24 9 4.4 — —
Acquisitions 824 88¢€ — — 1,712 4.2 4.5 — — 8.7 5.C 11.¢ — —
Restructuring 77¢ (376 — — 402 3.8 €9 — — 2.C 4.7 (5.2 — —
Other (709) — — (1,000 (1,709 (3.6) = = (5.0) (8.6) (4.9) — — (27.4
Total $ 201 $ 48 $ 1,000 $ (1,53) $ 153: 10.2% 2% 5.1% (7.7)% 7.8% 12.2% .6% 219.(% (42.0%

The internal growth in North America is primaridye to our increased gross profit in the wholeszdeket, benefits resulting from
our completed manufacturing restructuring projectd product outsourcing, partially offset by ince@ net SG&A expense. In the first
guarter of 2005, we experienced raw material gage@ases in plastics purchases due to increasdscists, which have yet to be recovered
through price increases. In 2004, we experienaedmaterial cost increases for a majority of themewdities that we purchased, which we
were able to recover by implementing price increasesome of our products. In the first quarte2@3¥5, we recorded $398,000 for costs
associated with our manufacturing restructuringylampared to $1,177,000 for the same period id 200k expect to record an additional
$375,000 in the second quarter of 2005 for appraweelerated depreciation costs associated withidin American manufacturing
restructuring plan. The acquired growth is duehtihclusion of operating income from HF, Sea Taeth Orion. Other represents costs
accrued for an earn-out arrangement that is beingumted for as compensation expense.

Internal profits lagged in Europe primarily duenteaker OEM product mix and increased SG&A expelmsthe first quarter of
2005, we recorded $376,000 of costs associatedonittmanufacturing restructuring plan comparedaeosts in 2004. We expect to record
approximately $765,000 during the remainder of 2f@@%®stimated costs associated with the Europesamufacturing restructuring plan. The
increase in operating income from foreign exchaageimarily due to the appreciation of the euraiagt the U.S. dollar. We cannot predict
whether the euro will continue to appreciate agdims U.S. dollar in future periods or whether fetéoreign exchange rate fluctuations will
have a positive or negative impact on our operatingme. The acquired growth in Europe is due #oiticlusion of the operating income
from TEAM.

The increase in internal growth in China of $1,008,is primarily attributable to improved manufaatg efficiencies associated
with our wholly owned manufacturing plant in Tianpnd reduced SG&A expense.

The decrease in internal operating income in Carggoof $531,000 is primarily attributable to incemtal costs incurred for
compliance with SOX. Other includes a reserve cédn in the first quarter of 2004 due to a favdeatnling in a legal matter.
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Interest Expens¢ Interest expense decreased $23,000, or 0.9%hddirst quarter of 2005 compared to the firstrggraof 2004, primarily
due to reduced debt levels and a slight decreatbe iaverage rates charged on the Revolving Creditity.

We have entered into an interest rate swap fotiamed amount of €25,000,000 outstanding on owrmevolving credit facility. We
swapped the variable rate from the Revolving Creditility, which is three month EURIBOR plus 0.7f4r, a fixed rate of 2.3%. The impact
of the swap was immaterial to the overall inteeegiense.

Income Taxes Our effective rate for continuing operations @ased to 35.2% in the first quarter of 2005, frahB8% for the first quarter of
2004. The decrease is primarily due to a loweratiife tax rate in Europe resulting from lower @ags in Germany and Italy. In addition,
our Chinese entities generated profits taxed ativelly lower rates in the first quarter of 20053sues losses in 2004 for which minimal benefit
was allowed.

Income From Continuing Operatior Income from continuing operations for the firgagter 2005 increased $1,402,000, or 12.8%, to
$12,397,000 or $0.37 per common share, from $10089%r $0.34 per common share, for the first quart 2004, in each case, on a diluted
basis. The appreciation of the euro and Canadiliardmainst the U.S. dollar resulted in a positmpact on income from continuing
operations of $0.01 per share for the first quast&2005 compared to the comparable period last Y&a cannot predict whether the euro or
Canadian dollar will continue to appreciate agaihstU.S. dollar in future periods or whether fetéoreign exchange rate fluctuations will
have a positive or negative impact on our net ireotmcome from continuing operations for the fqaarter of 2005 and 2004 include net
costs incurred for our restructuring plan of $496,0r ($0.02) per share and $724,000 or ($0.02%Ipare, respectively.

Loss From Discontinued Operatior We recorded a charge net of tax to discontinyegtations for the first quarter of 2005 of $39,000,
$0.00 per common share and income of $6,000, @0%@er common share, for the first quarter of 2004&ach case, on a diluted basis. Tt
charges are primarily attributable to legal feesbamted with the James Jones litigation, as desttiin Part |, Item 1. “Business-Product
Liability, Environmental and Other Litigation Mat& in our Annual Report on Form 10-K for the yeaded December 31, 2004.

Liquidity and Capital Resources

We used $8,189,000 of cash to fund continuing dymers for the first quarter of 2005. We experienaadncrease in accounts
receivable in North America and Europe totalingragpmately $9,000,000. The North America increasprimarily due to increased sales
volume and timing of certain cash receipts frontaiarlarge customers. The European increasensapily due to increased sales volume.
Additionally, we experienced an increase in invee®in North America and Europe totaling approxieha$10,900,000. The increase in
inventory in Europe is primarily due to increasitdshed goods to support the delivery requiremeht8EM customers in Europe. North
American inventories increased due to expectedsehspswing in product demand and for new pro¢htobductions. In addition, in the
first quarter of 2005 cash was used to pay 200diaddncentives.

We generated $4,460,000 of net cash from investitigities for the first quarter of 2005 primarftpm the sale of investment
securities. We invested $4,602,000 in capital emeipt. Capital expenditures were primarily for miacturing machinery and equipment as
part of our ongoing commitment to improve our maatifiring capabilities. We expect to invest appratity $22,400,000 in capital
equipment in 2005. In January 2005, we paid apprately $17,300,000 to acquire HF and Sea Tech.

We used $1,181,000 of net cash from financing aies/primarily to pay down debt acquired from Hidao fund higher dividend
payments, offset by stock option proceeds.

Our revolving credit facility with a syndicate oamhks (the Revolving Credit Facility) provides foulti-currency unsecured
borrowings and stand-by letters of credit of u$300,000,000 and matures in September 2009. Thel\Rey Credit Facility is being used to
support our acquisition program, working capitajueements and for general corporate purposes.

Outstanding indebtedness under the Revolving CFetitlity bears interest at a rate determined kytype of loan plus an applicable
margin determined by the Company’s debt ratingeddjng on the applicable base rate and our boityrathe average interest rate for
borrowings under the Revolving Credit Facility vaasproximately 2.76% for the quarter ended Apr2@05. We had $219,373,000 of unu
and potentially available revolving credit at A@il2005. The Revolving Credit Facility includesogtional and financial covenants
customary for facilities of this type, includingnang others, restrictions on additional indebtednksns and investments and maintenance of
certain leverage ratios. At April 3, 2005, we wareompliance with all covenants related to the éteéng Credit Facility.
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We have entered into an interest rate swap fottiamad amount of €25,000,000 outstanding underreuolving credit facility. We
swapped the variable rate from the revolving creaditlity that is three month EURIBOR plus 0.7% tofixed rate of 2.3%. The term of the
swap is two years. We have designated the swaphadgng instrument using the cash flow method. Shap hedges the cash flows
associated with interest payments on the first@X5000 of our Revolving Credit Facility. We madkrarket the changes in value of the
swap through other comprehensive income. Any itiffeness has been recorded in income. In thedfuratter of 2005, we recorded a
change of $24,000 in other comprehensive incoméhfodecrease in the fair value of the swap.

We generated $630,000 of net cash from discontiopedations. During the first quarter of 2005, weeaived approximately
$500,000 in cash as an indemnification paymensétttement costs we incurred in the James Jones Ths cash has been recorded as a
liability at April 3, 2005 because of the possifyilihat we might have to reimburse the insuranecepany if it is ultimately successful with a
future appeal. We also received approximately $20@0 in cash for reimbursement of defense cokitedtto the James Jones case. During
the first quarter of 2005, we paid approximatelp$ D00 for defense costs and approximately $51f@0iddemnity costs we incurred in the
James Jones case.

Working capital (defined as current assets lesseatitiabilities) as of April 3, 2005 was $292,98@) compared to $300,506,000 as
of December 31, 2004. This decrease is primariby tua reduction in investment securities offseabyncrease in inventories and accounts
receivable. The ratio of current assets to culiehtlities was 2.5 to 1 as of April 3, 2005 andaiecember 31, 2004. Cash and cash
equivalents were $61,532,000 as of April 3, 2005 gared to $65,913,000 as of December 31, 2004s dddrease in cash is due to incre;
working capital requirements, capital expendituesswell as cash paid for acquisitions offset keydhle of investment securities.

We anticipate that available funds from currentrafiens, existing cash and other sources of ligquidill be sufficient to meet
current operating requirements and anticipatedalgkpenditures for at least the next 12 montlwwvélver, we may have to consider extel
sources of financing for any large future acquisisi.

Our long-term contractual obligations as of ApriB05 are presented in the following table:

Payments Due by Period
Less than More than
Contractual Obligations Total 1 year 1-3 years 3-5 years 5 years
(in thousands)

Long-term debt obligations, including current

maturities (a $ 184,52 $ 554: $ 4,69¢ $ 48,73: $ 125,55:
Operating lease obligatiol 19,90¢ 2,57¢ 5,71¢ 4,27¢ 7,344
Capital lease obligations ( 1,19¢ 484 654 58 —
Earr-out payment (b 7,60( 7,60( — — —
Other (c) 9,171 9,064 107 — —
Total $ 222,40. $ 25,26¢ $ 11,170 $ 53,06¢ $ 132,89°

(&) as recognized in the consolidated balance sheet
(b) includes $6,359,000 recognized in the consolidhtddnce sheet
(c) includes commodity and capital expenditure committaat April 3, 2005

We maintain letters of credit that guarantee oufgpmance or payment to third parties in accordamitle specified terms and
conditions. Amounts outstanding were approxima$dl§,658,000 as of April 3, 2005 and $42,570,0006fa3ecember 31, 2004. Our letters
credit are primarily associated with insurance cage and to a lesser extent foreign purchasesamergly expire within one year of
issuance. The increase is primarily associated witteased foreign purchases. These instrumentsexiaor expire without being drawn
down, therefore they do not necessarily represdntd cash flow obligations.

We own a 20% interest in Plumworld.co.uk Ltd, aiafale interest entity. Plumbworld is primarily afbesiness that sells bathroom
and sanitary appliances, as well as, plumbing @adifg products, tools and plumbing consumablesarihualized sales are approximately
$11,000,000. We have a nominal investment of apprately $500 in Plumbworld and maintain a loan realele in the amount of
approximately $876,000 with Plumbworld. We contitaeccount for our investment in Plumbworld using equity method.

Application of Critical Accounting Policies and Key Estimates
The preparation of our consolidated financial stegets in accordance with U.S. GAAP requires managéeno make judgments,
assumptions and estimates that affect the amoeptsted. A critical accounting estimate is an aggion about highly uncertain matters and

could have a material effect on the consolidatedrfcial statements if another, also reasonableyuanveere
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used, or, a change in the estimate is reasondally lirom period to period. We base our assumpt@maistorical experience and on other
estimates that we believe are reasonable undeirthemstances. Actual results could differ sigrafidy from these estimates. There were no
changes in accounting policies or significant cteanig accounting estimates during first quarte2Giis.

We periodically discuss the development, seledtiod disclosure of the estimates with the Audit Cattem. Management believes
the following critical accounting policies refleitd’ more significant estimates and assumptions.

Revenue recognitio

We recognize revenue when all of the followingesia are met: (1) we have entered into a bindirrgexgent, (2) the product has
shipped and title has passed, (3) the sales riteetcustomer is fixed or is determinable andc@lectibility is reasonably assured. We
recognize revenue based upon a determination lthattaria for revenue recognition have been madtich, based on the majority of our
shipping terms, is considered to have occurred ghipment of the finished product. Some shippimmgerequire the goods to be received by
the customer before title passes. In those instameeenues are not recognized until the customerdceived the goods. We record estim
reductions to revenue for customer returns andvalhewes and for customer programs. Provisions tarme and allowances are made at the
time of sale, derived from historical trends andrf@ portion of the allowance for doubtful accou@astomer programs, which are primarily
annual volume incentive plans, allow customersatm e€redit for attaining agreed upon purchase tarfgem us. We record customer
programs as an adjustment to net sales.

Allowance for doubtful accoun

The allowance for doubtful accounts is establistoegdpresent our best estimate of the net reabzadlue of the outstanding
accounts receivable. The development of our all@edar doubtful accounts varies by region but inggal is based on a review of past due
amounts, historical write-off experience, as wslbging trends affecting specific accounts and iggioperational factors affecting all
accounts. In North America, management specificatiglyzes individual accounts receivable and dstas specific reserves against
financially troubled customers. In addition, fastare developed utilizing historical trends in biathts, returns and allowances. The ratio of
these factors to sales on a rolling twelve-montidis applied to total outstanding receivables ghaccounts specifically identified) to
establish a reserve. In Europe, management devillepdad debt allowance through an aging anabysal their accounts, with analysis on
the aging of specific delinquent accounts. In Chinlaere payment terms are generally extended, se¥ve all accounts receivable in excess
of one year from the invoice date.

We uniformly consider current economic trends amahges in customer payment terms when evaluatingdbquacy of the
allowance for doubtful accounts. We also aggressivenitor the credit worthiness of our largesttoasers, and periodically review custor
credit limits to reduce risk. If circumstances tiglg to specific customers change or unanticipatexhges occur in the general business
environment, our estimates of the recoverabilityeafeivables could be further adjusted.

Inventory valuatior

Inventories are stated at the lower of cost or etarkth costs generally determined on a first-istfout basis. We utilize both
specific product identification and historical pumtl demand as the basis for determining our examesbsolete inventory reserve. We identify
all inventories that exceed a range of one to thieaes in sales. This is determined by compariegtivrent inventory balance against unit
sales for the trailing twelve months. New produdded to inventory within the past twelve montlesexcluded from this analysis. A portion
of our products contain recoverable materials efoee the excess and obsolete reserve is establgief any recoverable amounts. Changes
in market conditions, lower than expected custogeenand or changes in technology or features cagldltrin additional obsolete inventory
that is not saleable and could require additiomatntory reserve provisions.

In certain countries, additional inventory reseraes maintained for potential losses experiencabdeémanufacturing process. The
reserve is established based on the prior yearémiory losses adjusted for any change in the gn¥gentory balance.

Goodwill and other intangibles

We adopted Financial Accounting Standards BoarteBtant No. 142 “Goodwill and Other Intangible ASS€FAS 142) on
January 1, 2002, and as a result we no longer aaaypodwill. Goodwill and intangible assets witli&finite lives are tested annually for
impairment in accordance with the provisions of FIMR. We use judgment in assessing whether assgthave become impaired between
annual impairment tests. We perform our annualféegjoodwill impairment as of the last day of discal October, which for 2005 will be
as of October 30.

Intangible assets such as purchased technologyeaerally recorded in connection with a businesgsiaition. Generally
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the value assigned to intangible assets is detedriy an independent valuation firm based on egtisrand judgments regarding expectal
of the success and life cycle of products and teldyy acquired.

It has been three years since adoption, and fgealls our valuations have been greater than tingirog value of our goodwill and
intangibles. While we believe that our estimatetutire cash flows are reasonable, different assiompregarding such factors as future ¢
volume, selling price changes, material cost changest savings programs and capital expenditurelsl significantly affect our valuations.
Other changes that may affect our valuations irglbait are not limited to, product acceptancesragdlatory approval. If actual product
acceptance differs significantly from the estimates may be required to record an impairment chrgerite down the assets to their
realizable value. A severe decline in market valold result in an unexpected impairment charggotwdwill, which could have a material
impact on the results of operations and finanaaitpon.

Product liability and workers compensation cc

Because of retention requirements associated witlinsurance policies, we are generally self-inddoz potential product liability
claims and for workerstompensation costs associated with workplace actsdEor product liability cases in the U.S., maragnt estimate
expected settlement costs by utilizing stop lopsits provided by our third party administratorsel as developing internal historical trend
factors based on our specific claims experiencendgament employs internal trend factors to detezroim product liability reserve because
we believe they more accurately reflect final expdcsettlement costs. In other countries, we maimtaurance coverage with relatively high
deductible payments, as product liability claimsdtéo be smaller than those experienced in the Ch@nges in the nature of claims or the
actual settlement amounts could affect the adegogtys estimate and require changes to the piangs

Workers compensation liabilities in the U.S. areognized for claims incurred (including claims imad but not reported) and for
changes in the status of individual case reseAethe time a workers’ compensation claim is filedjability is estimated to settle the claim.
The liability for workers’ compensation claims istdrmined based on management’s estimates of theerend severity of the claims and
based on analysis provided by third party admiaistis and by various state statutes and reseru@eatents. We have developed our own
trend factors based on our specific claims expedemm other countries where workers compensatistscare applicable, we maintain
insurance coverage with limited deductible paymeBézause the liability is an estimate, the ulter#bility may be more or less than
reported.

We maintain excess liability insurance with outsigurance carriers to minimize our risks relateddtastrophic claims in excess of
all self-insured positions. Any material changé¢hie aforementioned factors could have an adverpadton our operating results.

Legal contingencie

We are a defendant in numerous legal matters iimguitiose involving environmental law and produability as discussed further
in Note 15 of Notes to Consolidated Financial Stegits in our Annual Report on Form 10-K for theryeeded December 31, 2004. As
required by Financial Accounting Standards Boaate3hent No. 5 “Accounting for Contingencies” (FAS Wwe determine whether an
estimated loss from a loss contingency should beuad by assessing whether a loss is deemed peoaatiithe loss amount can be
reasonably estimated, net of any applicable ins#rg@gnoceeds. Estimates of potential outcomes skthentingencies are developed in
consultation with outside counsel. While this assent is based upon all available informationgdition is inherently uncertain and the ac
liability to fully resolve this litigation cannoteipredicted with any assurance of accuracy. Fetdesnent of these matters could possibly
result in significant effects on our results of @i®ns, cash flows and financial position.

Pension benefit
We account for our pension plans in accordance Riitancial Accounting Standards Board Statement@8NdEmployers

Accounting for Pensions” (FAS 87). In applying F&%, assumptions are made regarding the valuatiberéfit obligations and the
performance of plan assets. The primary assumpéignas follows:

. Weighted average discount rate—this rate is usedtimate the current value of future benefitssThte is adjusted based
on movement in long-term interest rates.

. Expected long-term rate of return on assets—thésisaused to estimate future growth in investmants investment
earnings. The expected return is based upon a cetidn of historical market performance and antitsd future returns fi
a portfolio reflecting the mix of equity, debt aather investments indicative of our plan assets.
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J Rates of increase in compensation levels—thisisateed to estimate projected annual pay increagesh are used to
determine the wage base used to project emplopeesion benefits at retirement.

We determine these assumptions based on consuoltaitio outside actuaries and investment advisony. variance in the above
assumptions could have a significant impact onreutacognized pension costs, assets and liabilities

Income taxe:

We estimate and use our expected annual effectom@rie tax rates to accrue income taxes. Effectivedtes are determined based
on budgeted earnings before taxes including ourdmsnate of permanent items that will impactéffective rate for the year. Management
periodically reviews these rates with outside tdwisors and changes are made if material discrégafrom expectations are identified.

We recognize deferred taxes for the expected futonsequences of events that have been reflecteé tonsolidated financial
statements in accordance with the rules of Finh@eounting Standards Board Statement No. 109 tiioting for Income
Taxes” (FAS 109). Under FAS 109, deferred tax asaetl liabilities are determined based on diffeesrimetween the book values and tax
bases of particular assets and liabilities, usixgates in effect for the years in which the défeces are expected to reverse. A valuation
allowance is provided to offset any net deferredassets if, based upon the available evidenégembre likely than not that some or all of
deferred tax assets will not be realized. We canrstdtimated future taxable income and ongoinggtithx planning strategies in assessing
the need for a valuation allowance.

Certain Factors Affecting Future Results

This report includes statements which are not hcsbfacts and are considered forward looking mitthe meaning of the Private
Securities Litigation Reform Act of 1995. TheseWard-looking statements reflect Watts Water Tedbgies, Inc.’s current views about
future results of operations and other forward-logknformation. In some cases you can identigsthstatements by forward-looking words
such as “anticipate,” “believe,” “could,” “estimatéexpect,” “intend,” “may,” “should,” “will” and “would” or similar words. You should not
rely on forward-looking statements because Watigial results may differ materially from those icatied by these forward-looking
statements as a result of a number of importanbfac These factors include, but are not limidhe following: shortages in and pricing of
raw materials and supplies including recent casteiases by suppliers of raw materials and ourtabdipass these costs on to customers, loss
of market share through competition, introductibre@mpeting products by other companies, pressangrices from competitors, suppliers,
and/or customers, diversion of management’s atierand costs associated with efforts to comply Bitletion 404 of the Sarban@sdey Act
of 2002, the identification and disclosure of mitleweaknesses in our internal controls over fimameporting, failure to expand our markets
through acquisitions, failure or delay in develapirew products, lack of acceptance of new prodiailsye to manufacture products that
meet required performance and safety standardsgfoexchange rate fluctuations, cyclicality ofustties, such as plumbing and heating
wholesalers and home improvement retailers, in lwthe Company markets certain of its products, eeoa factors, such as the levels of
housing starts and remodeling, impacting the mankétere the Company’s products are sold, manufeduwr marketed, environmental
compliance costs, product liability risks, the fesand timing of the Company’s manufacturing nasturing plan, changes in the status of
current litigation, including the James Jones casd,other risks and uncertainties discussed whddreading “Certain Factors Affecting
Future Results” in the Watts Water Technologies, Annual Report on Form 10-K for the year endedddeber 31, 2004 filed with the
Securities Exchange Commission and other reportss\iies from time to time with the Securities adchange Commission.

Item 3. Quantitative and Qualitative Disclosures bout Market Risk

We use derivative financial instruments primardyr¢duce exposure to adverse fluctuations in fareighange rates, interest rates
and costs of certain raw materials used in the fa@twring process. We do not enter into derivatinancial instruments for trading purpos
As a matter of policy, all derivative positions arged to reduce risk by hedging underlying econarjosure. The derivatives we use are
instruments with liquid markets.

Our consolidated earnings, which are reported itddrStates dollars are subject to translatiorsriike to changes in foreign
currency exchange rates. This risk is concentriatéite exchange rate between the U.S. dollar am@tino; the U.S. dollar and the Canadian
dollar; and the U.S. dollar and the Chinese RMB.

Our foreign subsidiaries transact most businesfjding certain intercompany transactions, in fgmeturrencies. Such transactions
are principally purchases or sales of materialsaardienominated in European currencies or thedy.Sanadian dollar. We use foreign
currency forward exchange contracts to manageiskeelated to intercompany purchases that occtinguhe
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course of a year and certain open foreign currelecyominated commitments to sell products to thadies. For the first quarter ended
April 3, 2005, we recorded $52,000 in other compredive income for the change in the fair valueughscontracts in our Canadian operal

We have historically had a very low exposure oncibst of our debt to changes in interest ratesrést rate swaps are used to
mitigate the impact of interest rate fluctuatiomscertain variable rate debt instruments and redhteeest expense on certain fixed rate
instruments. Information about our long-term delotuding principal amounts and related interestsatppears in Note 11 of Notes to
Consolidated Financial Statements in our Annuald®egn Form 10-K for the year ended December 30420

We purchase significant amounts of bronze ingats$rod, cast iron, steel and plastic, which adleed in manufacturing our many
product lines. Our operating results can be adiyeegtected by changes in commodity prices if we anable to pass on related price
increases to our customers. We manage this riskdnjtoring related market prices, working with suppliers to achieve the maximum le
of stability in their costs and related pricingekimg alternative supply sources when necessarpassing increases in commaodity costs to
our customers, to the maximum extent possible, whey occur. Additionally, on a limited basis, weewcommodity futures contracts to
manage this risk, but we did not in the first ggagnded April 3, 2005.

ltem 4. Controls and Procedures

As required by Rule 13a-15(b) under the Securlieshange Act of 1934, as of the end of the permgeed by this report, we
carried out an evaluation under the supervisionvtiuthe participation of our management, includour Chief Executive Officer and Chief
Financial Officer, of the effectiveness of the desand operation of the disclosure controls andgutares. In designing and evaluating our
disclosure controls and procedures, we recognieatty controls and procedures, no matter how designed and operated, can provide
reasonable assurance of achieving the desiredot@tiectives, and our management necessarily agsned to apply its judgment in
evaluating and implementing possible controls ammg@dures. The effectiveness of our disclosurérotsand procedures is necessarily
limited by the staff and other resources availables and, although we have designed our disclasurols and procedures to address the
geographic diversity of our operations, this diitgrsnherently may limit the effectiveness of thasmntrols and procedures. Based upon that
evaluation, the Chief Executive Officer and Chiafdncial Officer concluded that, as of the endnaf period covered by this report, our
disclosure controls and procedures were effecitivihat they provide reasonable assurance thatnirgtion required to be disclosed by us in
the reports we file or submit under the Exchangeig\cecorded, processed, summarized and repotitathvihe time periods specified in the
Securities and Exchange Commission’s rules andgorfihere was no change in our internal controt éimancial reporting that occurred
during the quarter covered by this report thatrhaterially affected, or is reasonably likely to evélly affect, our internal control over
financial reporting. In connection with these gjlere will continue to review and document our ldisare controls and procedures, including
our internal controls and procedures for finanmglorting, and may from time to time make change®d at enhancing their effectiveness
and to ensure that our systems evolve with oumiesgsi.
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Part Il —-OTHER INFORMATION

ltem|. Legal Proceedings

During the period covered by this quarterly remartForm 10-Q, there were no material developmeitts n@spect to our legal
proceedings described in our annual report on fobrK for the year ended December 31, 2004.

Iltem 6. Exhibits

The exhibits listed in the Exhibit Index immedigtereceding the exhibits are filed as part of isarterly Report on Form 10-Q and such
Exhibit Index is incorporated herein by reference.

SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has duly causisdeport to be signed on its behalf by
undersigned, thereunto duly authorized.

WATTS WATER TECHNOLOGIES, INC
Date: May 11, 200 By: /sl Patrick S. (Keefe

Patrick S. ( Keefe
Chief Executive Office

Date: May 11, 200¢ By: /s/ William C. McCartney
William C. McCartney
Chief Financial Officer and Treasul
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EXHIBIT INDEX

Listed and indexed below are all Exhibits filedoast of this report.

Exhibit No. Description
3.1 Restated Certificate of Incorporation, as amendg
3.2 Amended and Restated -Laws, as amended (
11 Statement Regarding Computation of Earnings perr@@mShare (2
31.1 Certification of Principal Executive Officer pursuao Rule 13a-14(a) or Rule 15d-14(a) of the S&esrExchange Act of
1934, as amende
31.2 Certification of Principal Financial Officer purquaRule 13a-14(a) or Rule 15d-14(a) of the Se@sgixchange Act of
1934, as amende
32.1 Certification of Principal Executive Officer pursudo 18 U.S.C. 135(
32.2 Certification of Principal Financial Officer pursuao 18 U.S.C. 135(
(1) Incorporated by reference to the Registrant’s Reggisn Statement on Form S-3 (No. 333-105989)filéth the Securities
and Exchange Commission on June 10, 2003.
(2 Incorporated by reference to Note 6 to the NotgSdosolidated Financial Statements included inRaport.
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Exhibit 31.1

WATTS WATER TECHNOLOGIES, INC.
CERTIFICATION PURSUANT TO
SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

I, Patrick S. O’Keefe, certify that:

1.

2.

| have reviewed this quarterly report on Form 10f@QVatts Water Technologies, Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsttéde a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleadir
with respect to the period covered by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in al
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firaheeporting (as
defined in Exchange Act Rules 13a-15(f) and 15d)1%q¢r the registrant and have:

€)) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materialrmédion relating to the registrant, including itmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inigh this report is
being prepared;

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheaorting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimeort our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by thi
report based on such evaluation; and

(d) Disclosed in this report any change in the regit’s internal control over financial reporting thatooed during th



5.

Date: May 11, 200

registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an admeport) that has materially

affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over finaceporting; and

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatimernal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent functions):

(@)

(b)

All significant deficiencies and matd¢nveaknesses in the design or operation of inktearatrol over financial
reporting which are reasonably likely to adversdfgct the registrant’s ability to record, processnmarize and
report financial information; and

Any fraud, whether or not material, thatolves management or other employees who haignificant role in the
registrant’s internal control over financial repogt

/sl Patrick S. (Keefe
Patrick S. ( Keefe
Chief Executive Office

Exhibit 31.2

WATTS WATER TECHNOLOGIES, INC.
CERTIFICATION PURSUANT TO
SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

[, William C. McCartney, certify that:

1.

2.

5.

I have reviewed this quarterly report on Form 10f@QVatts Water Technologies, Inc.;

Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or om#itate a material fact
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleadir
with respect to the period covered by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in al
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this report;

The registrant’s other certifying officer(s) andrke responsible for establishing and maintainirsgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firaheeporting (as
defined in Exchange Act Rules 13a-15(f) and 15d)L5qr the registrant and have:

(@)

(b)

(©

(d)

Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materialrmédion relating to the registrant, including itmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this report is
being prepared,;

Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimetport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by thi
report based on such evaluation; and

Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regits fourth fiscal quarter in the case of an aimeaport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contrales financial reporting;
and

The registrant’s other certifying officer(s) anbdve disclosed, based on our most recent evaluatiorernal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent functions):

(@)

All significant deficiencies and material weaknes#gethe design or operation of internal contratiofimancial
reporting which are reasonably likely to adversdfgct the registrant’s ability to record, processnmarize and
report financial information; an



(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: May 11, 200
/s/ William C. McCartney

William C. McCartney
Chief Financial Officel

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

The undersigned officer of Watts Water Technolodies. (the “Company”) hereby certifies that then@many’s quarterly report on
Form 10-Q to which this certification is attach#ue(“Report”), as filed with the Securities and Bange Commission on the date hereof,
fully complies with the requirements of Sectiond)3¢r 15(d), as applicable, of the Securities ErgeaAct of 1934, as amended (the
“Exchange Act”), and that the information containedhe Report fairly presents, in all materialpests, the financial condition and results of
operations of the Company. This certificationtisyided solely pursuant to 18 U.S.C. Section 134 leem 601(b)(32) of Regulation S-K
(“Item 601(b)(32)") promulgated under the Secusitict of 1933, as amended (the “Securities Actil the Exchange Act. In accordance
with clause (ii) of Item 601(b)(32), this certiftoan (A) shall not be deemed “filed” for purposdsSection 18 of the Exchange Act, or
otherwise subject to the liability of that sectiand (B) shall not be deemed to be incorporategfgrence into any filing under the Securities
Act or the Exchange Act, except to the extent thatCompany specifically incorporates it by refern

Date: May 11, 200
/sl Patrick S. (Keefe
Patrick S. ( Keefe
Chief Executive Office

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

The undersigned officer of Watts Water Technologies. (the “Company”) hereby certifies that thenGany’s quarterly report on
Form 10-Q to which this certification is attach#ue(“Report”), as filed with the Securities and Bange Commission on the date hereof,
fully complies with the requirements of Sectiond)3¢r 15(d), as applicable, of the Securities ErgeaAct of 1934, as amended (the
“Exchange Act”), and that the information containedhe Report fairly presents, in all materialgests, the financial condition and results of
operations of the Company. This certificationtisyided solely pursuant to 18 U.S.C. Section 13 leem 601(b)(32) of Regulation S-K
(“Item 601(b)(32)") promulgated under the Secusitict of 1933, as amended (the “Securities Actil the Exchange Act. In accordance
with clause (ii) of Item 601(b)(32), this certiftoan (A) shall not be deemed “filed” for purposdsSection 18 of the Exchange Act, or
otherwise subject to the liability of that sectiand (B) shall not be deemed to be incorporatedfigrence into any filing under the Securities
Act or the Exchange Act, except to the extent thatCompany specifically incorporates it by refern

Date: May 11, 2005 /s/ William C. McCartney
William C. McCartney
Chief Financial Office!
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