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WATTS INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Thousands, except share amounts)

(Unaudited)
Sept. 30, Dec. 3
2001 2000
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 15375 $ 15
Trade accounts receivable, less allowance for doubtful accounts of
$7,452 at September 30, 2001 and $6,614 at December 31, 2000 100,375 97
Inventories:
Raw materials 40,062 35
Work in process 16,366 16
Finished goods 63,674 57
Total Inventories 120,102 108
Prepaid expenses and other assets 7,729 6
Deferred income taxes 20,794 20
Total Current Assets 264,375 249
PROPERTY, PLANT AND EQUIPMENT:
Property, plant and equipment, at cost 223,732 202
Accumulated depreciation (90,477) (76
Property, plant and equipment, net 133,255 125
OTHER ASSETS:
Gooduwill, net of accumulated amortization of $ 17,041 at
September 30, 2001 and $14,665 at December 31, 2000 127,723 98
Other 11,061 8
TOTAL ASSETS $ 536,414 $ 482
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable $ 37,006 $ 39
Accrued expenses and other liabilities 57,986 59
Accrued compensation and benefits 12,498 12
Current portion of long-term debt 4,390 1
Total Current Liabilities 111,880 112
LONG-TERM DEBT, NET OF CURRENT PORTION 140,198 105
DEFERRED INCOME TAXES 15,794 15
OTHER NONCURRENT LIABILITIES 12,798 9
MINORITY INTEREST 7,286 6
STOCKHOLDERS' EQUITY:
Preferred Stock, $.10 par value; 5,000,000 sha res authorized;
no shares issued or outstanding --
Class A Common Stock, $.10 par value; 80,000,0 00 shares authorized;
1 vote per share; issued and outstanding: 1 7,689,615 shares at
September 30, 2001 and 17,225,965 shares at December 31, 2000 1,769 1

Class B Common Stock, $.10 par value; 25,000,0
10 votes per share; issued and outstanding:

00 shares authorized;
8,835,224 shares at

September 30, 2001 and 9,235,224 shares at December 31, 2000 884
Additional paid-in capital 37,170 35
Retained earnings 230,901 213
Treasury stock (360)
Accumulated other comprehensive income/(loss) (21,906) (19

Total Stockholders' Equity 248,458 232

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 536,414 $ 482

See accompanying notes to consolidated financ#tisients.
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WATTS INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(Thousands, except per share amounts)

Net sales
Cost of goods sold

GROSS PROFIT
Selling, general & administrative expenses

OPERATING INCOME
Other (income) expense:

Interest income

Interest expense

Other, net
Minority interest

INCOME BEFORE INCOME TAXES
Provision for income taxes

NET INCOME

BASIC EARNINGS PER SHARE
NET INCOME

Weighted average number of shares

DILUTED EARNINGS PER SHARE
NET INCOME

Weighted average number of shares

Dividends per common share

See accompanying notes to consolidated financ#tisients.

(Unaudited)

Three Months Ended

Sept. 30, Sept. 30,
2001 2000
$ 138,009 $ 125,656
91,066 79,800
46,943 45,856
32,511 30,759
14,432 15,097
(264) (164)
2,587 2,474
269 568
59 49
2,651 2,927
11,781 12,170
3,972 4,500
$ 7809 $ 7,670
$ 29 $ 29
26,527 26,404
$ 29 $ .29
26,838 26,513
$ .0600 $ .0600




WATTS INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(Thousands, except per share amounts)

Net sales
Cost of goods sold

GROSS PROFIT
Selling, general & administrative expenses

OPERATING INCOME
Other (income) expense:

Interest income

Interest expense

Other, net
Minority interest

INCOME BEFORE INCOME TAXES
Provision for income taxes

NET INCOME

BASIC EARNINGS PER SHARE
NET INCOME

Weighted average number of shares

DILUTED EARNINGS PER SHARE
NET INCOME

Weighted average number of shares

Dividends per common share

See accompanying notes to consolidated financ#tisients.

(Unaudited)

Nine Months Ended

Sept. 30, Sept. 30,
2001 2000

$ 409,496 $ 388,491
269,540 248,032

7,395 7,581
425 1,593
176 (4

7,478 8613

$ 22,117 $ 23,637

$ 83 % .90

26,497 26,395

$ 82 8% .89

26,850 26,585

$ .1800 $ .2075




WATTS INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Thousands)
(Unaudited)
Nine Months Ended
Sept. 30, Sept. 30,
2001 2000
OPERATING ACTIVITIES
Net income $ 22,117 $ 23,637
Adjustments to reconcile net income to net cas h
provided by operating activities:
Depreciation 14,720 12,769
Amortization 2,676 2,381
Deferred income taxes -- (160)
Gain / (Loss) on disposal of assets 32 (276)
Equity in undistributed earnings (loss) of affiliates 13 (102)
Changes in operating assets and liabilities , het of effects
from acquisitions and dispositions:
Accounts receivable 2,756 (7,460)
Inventories 403 1,377
Prepaid expenses and other assets (860) 5,945

Accounts payable, accrued expenses and o

Net cash provided by operating activities

INVESTING ACTIVITIES
Additions to property, plant and equipment
Proceeds from sale of property, plant and equi
Business acquisitions, net of cash acquired

ther liabilites ~ (8,413) (158)

(11,539)  (11,390)
pment 85 1,722
(43,377) (9,387)

Decrease/(Increase) in other assets 248 (558)

Net cash used in investing activities (54,583)  (19,613)
FINANCING ACTIVITIES

Proceeds from long-term borrowings 96,704 51,755

Payments of long-term debt (68,972)  (63,946)

Proceeds from exercise of stock options 1,180 359

Dividends (4,842) (5,517)

Purchase of treasury stock (360) -

Net cash provided by (used in) financing activ ities 23,710 (17,349)
Effect of exchange rate changes on cash and cash eq uivalents (915) (649)
Net cash used in discontinued operations (1,516) (2,237)
CHANGE IN CASH AND CASH EQUIVALENTS 140 (1,895)
Cash and cash equivalents at beginning of period 15,235 13,016
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 15375 $ 11,121
NON CASH INVESTING AND FINANCING ACTIVITIES

Acquisitions of businesses:

Fair value of assets acquired $ 64,146 $ 10,232
Cash Paid 43,377 9,387
Liabilities Assumed 20,769 845

Change in fair market value of derivatives $ 7% -

See accompanying notes to consolidated financ#tisients.



WATTS INDUSTRIES, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements

(Unaudited)

1. In the opinion of management, the accompanyiradited, consolidated financial statements corghinecessary adjustments, consisting
only of adjustments of a normal recurring natuogpresent fairly Watts Industries, Inc.'s ConsabdaBalance Sheet as of September 30,
2001, its Consolidated Statements of Income fottinee and nine months ended September 30, 200208%] and its Consolidated
Statements of Cash Flows for the nine months eSagdember 30, 2001 and 2000.

The balance sheet at December 31, 2000 has begadl&#om the audited financial statements at tizde. The accounting policies followed
by the Company are described in the December 31 ##1@ancial statements which are contained inGhepany's December 31, 2000
Annual Report on Form 10-K. It is suggested thatfthancial statements included in this reportdzdrin conjunction with the financial
statements and notes included in the December0®D Annual Report on Form 10-K.

2. The Company's shipping and handling costs irdlud selling, general and administrative expemseumted to $5,459,000 and $4,663,000
for the three months ended September 30, 2001 @d@, Pespectively, and $16,180,000 and $14,260@0Me nine months ended
September 30, 2001 and 2000, respectively.

3. The Company adopted Statement of Financial Attiog Standards No. 133 "Accounting for Derivatiastruments and Hedging
Activities" (SFAS 133), as amended by SFAS No. 48@ SFAS No. 138, on January 1, 2001. SFAS Noes&hlishes accounting and
reporting standards for derivative instrumentsluding certain derivative instruments embeddedtireocontracts, and hedging activities. It
requires the recognition of all derivative instrurtseas assets or liabilities in the Company's lz@ameet and measurement of those
instruments at fair value. The adoption of SFAS N&8 on January 1, 2001 did not have a materiatetin assets, liabilities, accumulated
other comprehensive income or net income.

In the normal course of business, the Company nemnasks associated with commodity prices, foreigchange rates and interest rates
through a variety of strategies, including the ofkedging transactions, executed in accordandeitsifpolicies. The Company's hedging
transactions include, but are not limited to, tee of various derivative financial and commoditstinments. As a matter of policy, the
Company does not use derivative instruments utiess is an underlying exposure. Any change invétlee of our derivative instruments
would be substantially offset by an opposite changbe value of the underlying hedged items. Then@any does not use derivative
instruments for trading or speculative purposes.



Accounting Policies

Using qualifying criteria defined in SFAS No. 13rivative instruments are designated and accodatess either a hedge of a recognized
asset or liability (fair value hedge) or a hedga ébrecasted transaction (cash flow hedge). Fair ¥alue hedge, both the effective and
ineffective portions of the change in fair valuetlod derivative instrument, along with an adjusttrierthe carrying amount of the hedged i
for fair value changes attributable to the hedggld are recognized in earnings. For a cash flodgkechanges in the fair value of the
derivative instrument that are highly effective dederred in accumulated other comprehensive inaamhaess until the underlying hedged
item is recognized in earnings. The ineffectivetiporof fair value changes on qualifying hedgeseognized in earnings immediately. If a
fair value or cash flow hedge were to cease toifyuar hedge accounting or be terminated, it wocdshtinue to be carried on the balance
sheet at fair value until settled, but hedge actingrwould be discontinued prospectively. If a frasted transaction were no longer probable
of occurring, amounts previously deferred in acclated other comprehensive income would be recogninenediately in earnings. On
occasion, the Company may enter into a derivatisgiiment for which hedge accounting is not reguivecause it is entered into to offset
changes in the fair value of an underlying trarisacivhich is required to be recognized in earnifrggural hedge). These instruments are
reflected in the Consolidated Balance Sheet av/dire with changes in fair value recognized imews.

The Company adopted SFAS No. 141 and certain pomaof SFAS No. 142 in connection with the acdigniof the assets of Powers
Process Controls. Please refer to the New Accogii8tandards Section of Management's Discussioraatysis for a more complete
discussion of SFAS No. 141 and SFAS No. 142.

Foreign Currency Risk

Certain forecasted transactions, primarily interpany sales between the United States and Canadlasaats are exposed to foreign curr
risk. The Company monitors its foreign currency@syres on an ongoing basis to maximize the oveffattiveness of its foreign currency
hedge positions. For the nine months ended Septe3@®h@001, the Company used foreign currency fadveantracts as a means of hedging
exposure to foreign currency risks. The Compamy'sifin currency forwards have been designated aalifgjas cash flow hedges under the
criteria of SFAS 133. SFAS 133 requires that changdair value of derivatives that qualify as célsiv hedges be recognized in other
comprehensive income, while the ineffective portdithe derivative's change in fair value be re¢ogghimmediately in earnings. The net
gain on these contracts recorded in other comps®emcome for the three months ended Septemhe2081 was $29,000 and for the nine
months ended September 30, 2001 was $55,000.



Interest Rate Risk

The Company uses interest rate swaps as an ecohente on forecasted interest costs. SFAS 133resqgiiiat unrealized gains and losses
on derivatives not qualifying for hedge accountirgrecognized currently in earnings. During thertgranded September 30, 2001, the
Company entered into an interest rate swap f@#78&000,000 notes. The Company swapped the fixedest rate of 8 3/8% to floating
LIBOR plus 3.74%. The term of the swap matchesh&urity date of the notes (December 2003). Thevialue of this swap at September
30, 2001 was approximately $1.5 million. This sveaslifies for hedge accounting treatment. The Camggeas a swap that converts 10
million Euro of its variable rate debt in Europeatdixed rate of 4.3%. This swap does not qualifytfedge accounting. For the three months
ended September 30, 2001, the Company recorded@(k58) interest income and for the nine months ér@kptember 30, 2001 recorded
$125,000 to interest income to reflect the changéeé fair value of its interest rate swaps.

Other Derivatives

The Company also utilizes, on a limited basis,atertommodity derivatives, primarily on copper ugeids manufacturing process, to hedge
the cost of its anticipated production requiremente Company did not utilize any commodity derives for the nine months ended
September 30, 2001.

4. The following tables set forth the reconciliatiof the calculation of earnings per share:

For the Thr ee Months Ended September 30, 2001
Income Shares Per Share
(Numerator) (Denominator)  Amount
BascEPS
;\-l;t_-l-l;;:ome $7,809,000 26,527,312 $0.29

Effect of Dilutive Securities

Common Stock Equivalents -- 310,852

Dilued EPS - ?$;,809,000 26838164 ----- $0.29
For the Thr ee Months Ended September 30, 2000
Income Shares Per Share
(Numerator) (Denominator)  Amount

BascEPS

;\-l-e_t_-l-l;gzome $7,670,000 26,404,463 $0.29

Effect of Dilutive Securities

Common Stock Equivalents -- 108,567

Diluted EPS $7,670,000 26,513,030 $0.29




Stock options to purchase 758,803 and 1,592,39@slod common stock were outstanding as of SepteBhe&2001 and 2000, respectively,
but were not included in the computation of dilueaanings per share because the options' exemisevgas greater than the average market
price of the common shares and therefore, theteffeald have been antidilutive.

For the Nin

" Income

(Numerator)
Basicers
;\—l;tnl—l;;:ome $22,117,00

Effect of Dilutive Securities

Common Stock Equivalents -

Diluted EPS $22,117,00
For the Nin
income
(Numerator)

BascEPS

;\-l;t_-l-l;gzome $23,637,00

Effect of Dilutive Securities

Common Stock Equivalents -

Dilued EPS - ?$-é3,637,00

e Months Ended September 30, 2001

Shares Per Share
(Denominator)  Amount

0 26,496,534 $0.83

352,972  (0.01)

26,849,506 $0.82

1o

e Months Ended September 30, 2001

Shares Per Share
(Denominator)  Amount

0 26,395,133 $0.90

189,763  (0.01)

26,584,896 $0.89

1o

Stock options to purchase 549,933 and 887,938 slodilommon stock were outstanding as of Septee2001 and 2000, respectively,
were not included in the computation of dilutedné@gs per share because the options' exercisewaseareater than the average market |
of the common shares and therefore, the effectavioave been antidilutive.

5. Segment Information - the following table presesertain operating segment information:

(Thousands of dollars)

Three months ended North
September 30, 2001: America Europe

Net Sales $103,635 $31,474
Operating income 12,631 3,777
Capital Expenditures 1,927 544

Depreciation and Amortization 3,895 1,699

Corporate/
Asia  Other Consolidated

$2,900 $ -  $138,009
118 (2,094) 14,432
131 - 2,602
185 - 5,779

10



Three Months Ended
September 30, 2000:

Net Sales $99,557 $23,286 $2,813 $ - $125,656
Operating income 14,046 3,150 182 (2,281) 15,097
Capital Expenditures 3,281 1,265 1 -- 4,547
Depreciation and Amortization 3,612 1,217 184 - 5,013

Nine Months Ended
September 30, 2001:

Net Sales $310,873 $89,249 $9,374 $ - $409,496
Operating income 38,054 9,548 415 (6,694) 41,323
Capital Expenditures 8,532 1,623 1,384 - 11,539
Depreciation and Amortization 11,969 4,883 544 - 17,396

Nine Months Ended
September 30, 2000:

Net Sales $301,275 $77,809 $9,407 $ -  $388,491
Operating income 41,913 10,798 383 (7,152) 45,942
Capital Expenditures 8,860 2,457 73 - 11,390
Depreciation and Amortization 10,708 3,890 552 - 15,150

The above operating segments are presented onisacbasistent with the presentation included in@eenpany's December 31, 2000
consolidated financial statements. The followingeacontains additional segment information.

North America Eur ope Asia Consolidated
Nine Months Ended
September 30, 2001
Identifiable Assets $349,395 $162 ,368 $24,651 $536,414

Twelve Months Ended
December 31, 2000

Identifiable Assets $332,621 $125 213 $24,191 $482,025

11



6. The accumulated balances for the componentseadther Comprehensive Income/(Loss) are:

Accumulated

Foreign Other

Currency  Cash FI ow Comprehensive

Translation Hedges Income/(Loss)
Balance December 31, 1999 (15,199) - (15,199)
Change in period (3,098) - (3,098)
Balance March 31, 2000- ?1-8,297) -- (1-8297)
Change inperiod (659) - -"(-6-5—5—9)
Balance June 30, 20-6;)““ iIé,QSG) -- (1-8956)
Change in Period (4,619) - (4,619)
Balance September 30-2000 -“-(23,575) -- (2-3575)
Balance December 31, 2000 (19,728) -- (19,728)
Change in period (5,034) 160 (4,874)
Balance March 31, 2001- -(2—4,762) 160 (2-4602)
Change in period (1,-;6;9) (134) (5103)
Balance June 30, 20-(;1“" (2%,731) 26 (2-6705)
Change in period 4,770 29 4,799
Balance September 30-2001 ““(21,961) 55 (2-1906)

Accumulated other comprehensive income/(loss) éGbnsolidated Balance Sheets as of Septembef80,ahd December 31, 2000
consists of cumulative translation adjustmentsamndf September 30, 2001 changes in the fair \@flgertain financial instruments which
qualify for hedge accounting as required by SFAS. The Company's total comprehensive income wéasllasvs:

Three Months Ended September 30,

2001 2000
Net Income $7,809 $7,670
Unrealized Gains Derivative Instruments, Net of Tax 29 -
Foreign Currency Translation Adjustments 4,770 (4,619)
Total Comprehensive Income $12,608 $ 3,051

12



Nine Months Ended September 30,

2001 2000
Net Income $ 22,117 $ 23,637
Unrealized Gains Derivative Instruments, Net of Tax 55 -
Foreign Currency Translation Adjustments (2,233) (8,376)
Total Comprehensive Income $ 19,939 $ 15,261

7. Acquisitions

On September 28, 2001, a wholly-owned subsidiath@fCompany acquired the assets of the Powergss@ontrols Division of Mark
Controls Corporation, a subsidiary of Crane Coated in Skokie, Illinois and Mississauga, Onta@anada for approximately $13 million in
cash. The September 30, 2001 Consolidated Baldmeet 8f the Company contains a preliminary purclpaige allocation of the Powers
acquisition, consistent with the guidelines in SFI¥3 and SFAS 142. Powers designs and manufadhessostatic mixing valves for
personal safety and process control applicatiom®immercial and institutional facilities. It als@amnufactures control valves and commercial
plumbing brass products including shower valveslawdtory faucets. Powers annualized sales pritrg¢acquisition were approximately
$20 million.

On June 13, 2001, a wholly-owned subsidiary ofG@eenpany acquired Premier Manufactured Systems, lbtated in Phoenix, Arizona for
approximately $5 million in cash. Premier manufaesuwater filtration systems for both residentiad @ommercial applications and other
filtration products including under-the-counter fditiolet filtration as well as a variety of Sedinhand Carbon filters. Premier's annualized
sales prior to the acquisition were approximatel@ illion.

On June 1, 2001, a wholly-owned subsidiary of teenBany acquired Fimet S.r.I. (Fabbrica Italiana btartri e Termometri) located in
Milan, Italy and its wholly-owned subsidiary, MTBDA which is located in Bulgaria for approximately sillion (U.S.). The acquired
business manufactures pressure and temperaturegfargise in the HYAC market. Fimet's annualizadsprior to the acquisition were
approximately 10 million Euro.

On January 5, 2001, the Company acquired DumsealMatt GmbH & Co. KG located in Landau, Germanydpproximately $20 million
(U.S.). The main products of Dumser include brat=l and stainless steel manifolds used as a mlistrébution device in hydronic heating
systems. Dumser had approximately $24 million (JirStotal sales for the twelve months ended Deaamft, 2000. Dumser has a 51%
controlling share of Stern Rubunetti, which hadwuairsales prior to the acquisition of $4 million.8J). Stern Rubunetti is an Italian
manufacturing company producing brass componentgdd in Brescia, Italy.

On August 30, 2000, a wholly-owned subsidiary & @ompany acquired certain assets of Chiles Powgpl$ and Bask LLC, doing
business as Heatway, located in Springfield, Missou approximately $3 million in cash. The acaqdrbusiness, now operating under the

13



name Watts Radiant, manufactures and distributesrgplete line of hydronic and electric radiant mgaand snow melting systems.
Heatway's annualized sales prior to the acquisitiere approximately $11 million.

On May 12, 2000, a wholly-owned subsidiary of trm®any acquired McCraney, Inc., located in Santa, &alifornia for approximately $7
million in cash. McCraney, doing business as Spagem manufactures a complete line of seismicasdtstraps for water heaters as well as
water heater stands and enclosures. Spacemakelve tmonths sales prior to the acquisition wera@gmately $5 million.

8. Contingencies

In April 1998, the Company became aware of a compthat was filed under seal in the State of @afifa alleging violations of the

California False Claims Act. The complaint allegjest a former subsidiary of the Company sold preésiutilized in municipal water systems
which failed to meet contractually specified stamddaand falsely certified that such standards teshlmet. The complaint further alleges that
the municipal entities have suffered tens of milief dollars in damages as a result of defectivdyrcts and seeks treble damages,
reimbursement of legal costs and penalties. In 2004, the Company and the other defendants reacheabosed settlement with one of the
municipal entities, the Los Angeles Department ft®¥y and Power ("LADWP") in the James Jones cage Angeles Department of Water
and Power, ex rel. Nora Amenta v. James Jones Qompaal). A proposed settlement has now beenoapprby the California Superior
Court and submitted to the Los Angeles Board oféVahd Power Commissioners for approval. The Commwvigorously contesting this
matter. Other lawsuits and proceedings or claimsing from the ordinary course of operations,as® pending or threatened against the
Company and its subsidiaries.

The Company has established reserves, which ieptigselieves are adequate in light of probabkd @stimable exposure to pending and
threatened litigation of which it has knowledge wéwer, resolution of any such matters during a ifipeeporting period could have a
material effect on the Quarterly or Annual opemgtiasults for that period. Also see Part I, Iltem 1

Item 2. Management's Discussions and Analysis ofncial Condition and Results

of Operations

Recent Developments

On September 28, 2001, a wholly-owned subsidiath@fCompany acquired the assets of the Powergss@ontrols Division of Mark
Controls Corporation, a subsidiary of Crane Coated in Skokie, lllinois and Mississauga, Onta@anada for approximately $13 million in
cash. The September 30, 2001 Consolidated Balameet 8f the Company contains a preliminary purclpaee allocation of the Powers
acquisition, consistent with the guidelines in SFI¥3 and SFAS 142. Powers designs and manufadhessostatic mixing valves for
personal safety and process control applicatiom®mmercial and institutional facilities. It als@mufactures control valves and commercial
plumbing brass products including shower valves

14



and lavatory faucets. Powers annualized sales frithre acquisition were approximately $20 million.

On June 13, 2001, a wholly-owned subsidiary ofGleenpany acquired Premier Manufactured Systems, lbwated in Phoenix, Arizona for
approximately $5 million in cash. Premier manufaesuwater filtration systems for both residentiadl @ommercial applications and other
filtration products including under-the-counter fditiolet filtration as well as a variety of Sedinh@nd Carbon filters. Premier's annualized
sales prior to the acquisition were approximatd@ sillion.

On June 1, 2001, a wholly-owned subsidiary of thenfany acquired Fimet S.r.l. (Fabbrica Italiana btartri e Termometri) located in
Milan, Italy and its wholly-owned subsidiary, MTBDA which is located in Bulgaria for approximatel§y fillion (U.S.). The acquired
business manufactures pressure and temperaturegfargise in the HYAC market. Fimet's annualizadsprior to the acquisition were
approximately 10 million Euro.

On January 5, 2001, the Company acquired DumsealMat GmbH & Co. KG located in Landau, Germanydpproximately $20 million
(U.S.). The main products of Dumser include brag=| and stainless steel manifolds used as a glistrébution device in hydronic heating
systems. Dumser had approximately $24 million (Uirstotal sales for the twelve months ended Deceardti, 2000. Dumser has a 51%
controlling share of Stern Rubunetti, which hadwuairsales prior to the acquisition of $4 million.8J). Stern Rubunetti is an ltalian
manufacturing company producing brass componentddd in Brescia, Italy.

Three Months Ended September 30, 2001 Compared to
Three Months Ended September 30, 2000

Net sales for the three months ended Septemb&08Q, increased $12,353,000 (9.8%) to $138,009,66tpeared to the same period in 20
The increase in net sales is attributable to tHeviing:

Internal Growth $(1,831) (1.5%)
Acquisitions 13,640 10.9%

Foreign Exchange 544 0.4%
Total Change $12,35 9.8%

The decrease in net sales from internal growtlttigbatable to decreased unit sales to EuropearNamth American Plumbing and Heating
wholesalers. This is a result of the continuednes$ in the North American plumbing market andikakness in the European economies.
These decreases were partially offset by increas#dales to the North American Retail Home Imgroent market. The growth in net sales
from acquired businesses is due to the inclusigdhehet sales from Premier Manufactured Systen®hoénix, Arizona, acquired on June
2001, Fimet of Milan, Italy, acquired on June 1020Dumser Metallbau GmbH &
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Co. KG of Landau, Germany, acquired on Januar¥8}12the business acquired from Chiles Power SuppdiyBask, LLC of Springfield,
Missouri, now doing business as Watts Radiant, isedwn August 30, 2000. The increase in foreigthexge is due primarily to the Euro
being at a higher rate compared to the same paridd00.

Watts monitors its net sales in three geograplsiegiments: North America, Europe and Asia. As cedlibelow, North America, Europe and
Asia accounted for 75.1%, 22.8% and 2.1% of netssakspectively, in the three months ended Segte8th 2001 compared to 79.2%,
18.5% and 2.3%, respectively, in the three montided September 30, 2000. The Company's net sallessa groups for the three months
ended September 30, 2001 and 2000 were as follows:

9/30/01 9/30/00 Cha nge
North America  $103,635 $99,557 $4, 078
Europe 31,474 23,286 8, 188
Asia 2,900 2,813 87
Total $138,009 $125,656 $12, 353

The increase in North America's net sales is dukad’remier Manufactured Systems and Watts Rad@ntisitions and increased unit sales
to the North American Retail Home Improvement margartially offset by decreased units sales torPiing and Heating wholesalers. The
increase in Europe's net sales is due to the atigossof Fimet and Dumser, partially offset by dEased unit sales to European Plumbing and
Heating wholesalers. Excluding acquisitions, saldhe European market on a local currency basre Wel% below the comparable prior
year period. The increase in Asia's net saleséstdincreased domestic sal

Gross profit for the three months ended SeptembeP@01 increased $1,087,000 (2.4%) and decreasagercentage of net sales from
36.5% to 34.0%. The increase in gross profit imprily attributable to the inclusion of the grosefji of acquired companies. Gross profit
percentage reductions are attributable to the shmfuof some of the acquired companies, which dpexa lower gross margin than the rest
of the Company, and to a less favorable productaaibsed by the decreased unit sales to Plumbingiaating wholesalers.

Selling, general and administrative expenses ise@&$1,752,000 (5.7%) to $32,511,000. This increaatributable to the inclusion of the
selling, general and administrative expenses ofiaed companies.

Operating income for the three months ended SepeBt) 2001 decreased $665,000 (4.4%) to $14,4820@pared to the same period in
2000 due to reduced gross profit. The Company'satipg income by segment for the three months e&ggdember 30, 2001 and 2000 were
as follows:
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9/30/01 9/30/00 Change

North America $12,631 $ 14,046 $(1,415)
Europe 3,777 3,150 627
Asia 118 182 (64)
Corporate/Other (2,094) (2,281) 187
Total $ 14,432 $ 15,097 $ (665)

The decrease in North America operating incomeimarily attributable to decreased unit sales tmiing and Heating wholesalers,
partially offset by the inclusion of operating imse from the acquired companies.

Interest expense increased $113,000 in the quamtkrd September 30, 2001 compared to the samel e 2000, primarily due to
acquisition debt. The Company reduced interestresg@éy $125,000 in the quarter due to the sways &75,000,000 notes at 8.375% fixe:
a floating rate of LIBOR plus 3.74%.

The Company's effective tax rate for continuingrapiens decreased from 37.0% to 33.7%. The decisgsénarily attributable to statutory
rate reductions affecting income tax in Canada@bas other tax planning opportunities.

Net income for the three months ended Septembe2@1, increased $139,000 (1.8%) to $7,809,0002% fer common share comparec
$.29 per common share for the three months ende@i®ber 30, 2000 on a diluted basis.

Nine Months Ended September 30, 2001 Compared to
Nine Months Ended September 30, 2000

Net sales for the nine months ended September080, idcreased $21,005,000 (5.4%) to $409,496,06tpeced to the same period in 20
The increase in net sales is attributable to tHeviing:

Internal Growth $ (8,254) (2.1%)
Acquisition 34,030 8.7%
Foreign Exchange (4,771) (1.2%)

Total Change $ 21,00 5.4%

The decrease in net sales from internal growtlttigbatable to decreased unit sales to North Anagriand European Plumbing and Heating
wholesalers resulting from the continued weakneske North American plumbing market and the weakidBuropean economy. These
decreases were partially offset by increased atdissin the North American Retail Home Improvenaatket. The growth in net sales from
acquired businesses is due to the inclusion ohéteales from Premier Manufactured Systems of itkpArizona, acquired on June 13,
2001, Fimet of Milan, Italy, acquired on June 1020Dumser Metallbau GmbH & Co. KG of Landau, Gamgacquired on January 5, 2001,
the business acquired from Chiles Power Supply
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and Bask, LLC of Springfield, Missouri, now doingdiness as Watts Radiant, acquired on August 3i),20hd McCraney, Inc. of Santa
Ana, California, doing business as Spacemaker,iggjon May 12, 2000. The decrease in foreign exgbas due primarily to the Euro
devaluation against the U.S. dollar compared testme period in 2000.

Watts monitors its net sales in three geograplsiegiments: North America, Europe and Asia. As ocedlibelow, North America, Europe and
Asia accounted for 75.9%, 21.8% and 2.3% of netssakspectively, in the nine months ended Septe8he001 compared to 77.6%, 20.
and 2.4%, respectively, in the nine months endegkiptember 30, 2000. The Company's net salesse tiroups for the nine months ended
September 30, 2001 and 2000 were as follows:

9/30/01  9/30/00  Ch ange
North America  $310,873  $301,275 $ 9 598
Europe 89,249 77,809 11 440
Asia 9,374 9,407 (33)
Total $409,496  $388,491 $21 ,005

The increase in North America's net sales is dubdad’remier Manufactured Systems, Watts Radiadt Spacemaker acquisitions, as well as
increased unit sales to the Retail Home Improvemenket, partially offset by decreased unit sadeBlumbing and Heating wholesalers. -
increase in Europe's net sales is due to the RinetDumser acquisitions, partially offset by desesbunit sales to European Plumbing and
Heating wholesalers and the Euro's devaluatiomag#ie U.S. dollar. Excluding acquisitions, satethe European market on a local
currency basis were 6.1% below the comparable ggar period.

Gross profit for the nine months ended SeptembgeP301 decreased $503,000 (0.4%) and decreasepesisemtage of net sales from 36.2%
to 34.2%. The decrease in gross profit is primattyibutable to decreased net sales to North Asarrand European Plumbing and Heating
wholesalers. Gross profit percentage reductionstaributable to the inclusion of acquired compan@ which some operate at a lower gross
profit percentage than the remainder of the Compang a less favorable product mix caused by dsetksales to the North American and
European Plumbing and Heating wholesalers.

Selling, general and administrative expenses ise@&$4,116,000 (4.4%) to $98,633,000. This increaatributable to the inclusion of the
selling, general and administrative expenses afiiaed companies, partially offset by the lower exwge rate of the Euro relative to the U.S.
dollar and reduced spending levels.

Operating income for the nine months ended SepteBhe2001 decreased $4,619,000 (10.1%) to $4108A3;0mpared to the same period
in 2000 due to reduced gross profit. The Company&sating income by segment for the nine monthgeé®kptember 30, 2001 and 2000
were as follows:

18



9/30/01 9/30/00 Change

North America $ 38,054 $41,913 $(3,859)
Europe 9,548 10,798 (1,250)
Asia 415 383 32
Corporate/Other (6,694) (7,152) 458
Total $ 41,323 $ 45,942 $(4,619)

The decrease in both North American and Europearatipng income is due to decreased unit salesutalghg and heating wholesalers.
These decreases were partially offset by the opgraarnings of acquired companies.

Interest Expense for the nine months ended SepteB®h001 decreased $186,000 (2.5%) comparedtsaime period in 2000, primarily
due to lower interest rates on variable rate ineldiéss, despite the increased levels of debt daegtasitions.

Other income and expense for the nine months e8dptember 30, 2001 decreased $1,168,000 (73.3%).

The Company's effective tax rate for continuingrafiens decreased from 36.7% to 34.7%. The deciegsémarily due to statutory rate
reductions affecting income tax in Canada and dgseplanning opportunities.

Net income for the nine months ended Septembe2( decreased $1,520,000 (6.4%) to $22,117,08Barper common share compa
to $.89 per common share for the nine months eBeépdember 30, 2001 on a diluted basis.

Liquidity and Capital Resources

During the nine month period ended September 301 2% Company generated $33,444,000 in cash flow €ontinuing operations, which
was principally used to fund the purchase of $19,830 in capital equipment, contribute to the fuugdof acquisitions, and to pay cash
dividends to common shareholders. Capital experaditwere primarily for manufacturing machinery aogiipment as part of the Company's
commitment to continuously improve its manufactgraapabilities. The Company's capital expendituréget for the twelve months ended
December 31, 2001 is $18,100,000. However, duegaveakness in the markets in which the Compamesethe Company is reducing its
capital spending for fiscal 2001 and anticipates tapital spending will be several million dollégss than the originally approved budget.

The Company invested $43,377,000 to acquire busaisesuring the nine months ended September 30, Z6@%e acquisitions were Dumser
Metallbau GmbH & Co. KG of Landau, Germany; FimatISof Milan, Italy; and Premier Manufactured $ms, Inc. of Phoenix, Arizona;
and Powers Process Control of Skokie, lllinois Rhississauga, Ontario, Canada. The
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purchase price of these acquisitions was priméuitgled through the Company's use of the domestidareign revolving lines of credit.

The Company maintains a revolving line of creddilftey of $100,000,000, which expires in March 2003 support the Company's acquisit
program, working capital requirements of acquirethpanies, and for general corporate purposes. Sgpfember 30, 2001 long-term debt
included $15,000,000 outstanding on the line oflitr@nd the Company was in compliance with all cargs related to this facility.

As of September 30, 2001, the Company maintair@chdicated credit facility with a group of Europdaanks in the amount of 41,050,000
Euro. This credit facility has several tranches ohwhich was reinstated in the current fiscalry#d@at provides credit to the Company
through September, 2004. The purpose of this cfadility is to fund acquisitions in Europe, to @t the working capital requirements of
acquired companies, and for general corporate gesd his line of credit was completely utilizedb&dSeptember 30, 2001.

Working capital as of September 30, 2001 was $E=R000 compared to $137,142,000 at December 3D, A00s increase is primarily
attributable to the inclusion of working capitalafquired companies. The ratio of current asseatstie@nt liabilities was 2.4 to 1 at Septem
30, 2001 compared to 2.2 to 1 at December 31, 2086h and cash equivalents were $15,375,000 a¢r@bpt 30, 2001 compared to
$15,235,000 at December 31, 2000. The increasmirterm debt to $140,198,000 at September 30, #061$105,377,000 at December
31, 2000 was due to the funding of acquisitionB@ivers Process Controls, Premier Manufactured @gstec., Fimet, and Dumser. Debt as
a percentage of total capital employed (short-taneh long-term debt as a percentage of the sumoof-tdrm and long-term debt plus equity)
was 36.8% at September 30, 2001 compared to 31t Décember 31, 2000.

The Company anticipates that available funds aadeliunds provided by the current operations velsbfficient to meet current operating
requirements and anticipated capital expenditwesatfthe least the next 24 months.

The Company from time to time is involved in envinoental proceedings and other legal proceedingsnanidls costs on an on-going basis
related to these matters. The Company has notrietunaterial expenditures in fiscal 2001 in conioectvith any of these matters. See Part
I, Item 1, Legal Proceedings.

Conversion to the Euro

On January 1, 1999, 11 of the 15 member countfilsecEuropean Union adopted the Euro as their comi@gal currency and established
fixed conversion rates between their existing seiger currencies and the Euro. The Euro trades oercy exchanges and is available for
non-cash transactions. The Euro affects the Comaarige Company has manufacturing and distribd#oitities in several of the member
countries and trades extensively across Europeldfigeterm competitive implications of the conversare
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currently being assessed by the Company, howeeeCtmpany has experienced an immediate reductitireinisks associated with foreign
exchange. At this time, the Company is not antififgethat any significant costs will be incurrededo the introduction and conversion to the
Euro. The Company is currently able to make andivecpayments in Euro and will convert financiatlanformation technology systems to
be able to use the Euro as its base currencyemast markets prior to January 1, 2002.

New Accounting Standards

During 2000, the Financial Accounting StandardsrBsaEmerging Issues Task Force (EITF) added tagénda various revenue recognition
issues that could impact the income statementifitaion of certain promotional payments. In May®, the EITF reached a consensus on
Issue 00-14, Accounting for Certain Sales Incestided TF 00-14 addresses the recognition and incstatement classification of various
sales incentives. Among its requirements, the amwsewill require the costs related to consumepoos currently classified as marketing
costs to be classified as a reduction of revenbe.ifpact of adopting this consensus is not expdactéave a material impact on our results
of operations. In April 2001, the EITF announceat tithwould delay the effective date for this camses to 2002.

In January 2001, the EITF reached a consensussaa -22, Accounting for "Points" and Certain @ffiene-Based or Volum®&ased Sale
Incentive Offers, and Offers for Free Products enviges to Be Delivered in the Future. Issue 00e2iires that certain volume-based cash
rebates to customers currently recognized as magkebsts be classified as a reduction of revefihe.consensus was effective for the first
quarter of 2001 and was not material to our codatdid financial statements.

In April 2001, the EITF reached a consensus orel§8425, Vendor Income Statement Characterizati@@oosideration to a Purchaser of the
Vendor's Products or Services. EITF 00-25 addrabseicome statement classification of consideratbther than that directly addressed in
Issue 00-14, from a vendor to a reseller, or angihey that purchases the vendor's products. Anitsnmgquirements, the consensus will
require certain of our customer promotional incesgicurrently classified as marketing costs tolassified as a reduction of revenue. The
consensus is effective for fiscal 2002. The Comparyurrently assessing the impact of adoptingd$¥+25, but anticipates no material
change to our consolidated financial statements.

In July 2001, the Financial Standards AccountingiBiq"FASB") issued Financial Accounting StandaéBdard Statement No. 141, Business
Combinations ("FAS 141") and Financial Accountirtgr8lards Board Statement No. 142, Goodwill and QOtitangible Assets ("FAS 142").
FAS 141 requires that the purchase method of a¢itmube used for all business combinations initaéer June 30, 2001. FAS 141 also
specifies the criteria that intangible assets aeguin a purchase method business combination mest to be recognized and reported apart
from goodwill. FAS 142 requires that goodwill amdangible assets with indefinite useful lives noager be amortized, but instead be tested
for impairment, at least
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annually, in accordance with the provisions of FIKR. FAS 142 will also require that intangible asseith definite useful lives be amortized
over their respective estimated useful lives tartestimated residual values, and reviewed for iinmpant in accordance with financial
Accounting Standards Board Statement No. 121, Aatbog for the Impairment of Long-Lived Assets anahig-Lived Assets to be Disposed
Of.

The provisions of FAS 141 are effective immediatelycept with regard to business combinationsaitat prior to July 1, 2001. FAS 142 v
be effective as of January 1, 2002. Goodwill arigépintangible assets determined to have an initefiiseful life that are acquired in a
purchase business combination completed after 3002001 will not be amortized, but will continwelie evaluated for impairment in
accordance with appropriate pre-FAS 142 accoutiteigiture. Goodwill and other intangible assetguiied in business combinations
completed before July 1, 2001, will continue tcalpeortized prior to the adoption of FAS 142. The @any is currently evaluating the effect
that the adoption of FAS 141 and FAS 142 will hawndts results of operations and its financial posi

In August 2001, the FASB issued Financial Account8tandards Board Statement No. 143, Accounting$set Retirement Obligations
("FAS 143") which requires companies to recordftievalue of an asset retirement obligation aglaility in the period it incurs a legal
obligation associated with the retirement of tafeglbng-lived assets that result from the acquisiticonstruction, development and or normal
use of the assets. The company must also recard@sponding increase in the carrying value ofrétated long-lived asset and depreciate
that cost over the remaining useful life of theehs$he liability must be increased each periodtierpassage of time with the offset recorded
as an operating expense. The liability must alsadjested for changes in the estimated future fiagfs underlying the initial fair value
measurement. Companies must also recognize a ghiasoon the settlement of the liability. The getans of FAS 143 are effective for fisi
years beginning after June 15, 2002. At the dateehdoption of FAS 143, companies are requirgddognize a liability for all existin

asset retirement obligations and the associated strement costs. The Company is currently eatalg the effect that the adoption of FAS
143 will have on its results of operations andiitancial position.

In August 2001, the FASB issued Financial Accountgtandards Board Statement No. 144, Accountinghfatmpairment or Disposal of
Long-Lived Assets ("FAS 144") which addresses tteoanting and reporting for the impairment or disgdmf long-lived assets. FAS 144
supercedes Financial Accounting Standards Boaredr8&nt No. 121, Accounting for the Impairment ohgeLived Assets and for Long-

lived Assets to be Disposed Of ("FAS 121") butiretanany of the fundamental provisions of FAS 12AS 144 also supercedes the
accounting and reporting provisions of Accountimgné&ples Board Opinion No. 30, "Reporting the Resaof Operations - Reporting the
Effects of Disposal of a Segment of a Business,E&xithordinary, Unusual and Infrequently Occurribgnts and Transactions” ("APB 30")
for the disposal of a segment of a business. How&4&S 144 retains the requirements of APB 30 fmrediscontinued operations separately
and extends that reporting requirement to compangfirén entity that has either been disposed of dassified as held for sale. FAS 144
excludes
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goodwill and other intangibles that are not amedifrom its scope. For assets to be held and &##€8l,144 addresses how cash flows should
be estimated to test the recoverability of an asisgtoup of assets, clarifies how an impairmessishould be allocated, and creates a
requirement to use an expected present value tpobind estimate fair value if market prices areawailable and uncertainties exist about the
timing and amount of future cash flows. For Idivgd assets to be disposed of by sale, FAS 1&bkstes the criteria to be met to qualify
this classification, defines the timing of when te&ated sale must be consummated, eliminatesatheealizable value measurement approach
for segments of a business and certain acquiredsaissa business combination, and defines cosslithe asset. The provisions of FAS 144
are effective for fiscal years beginning after Daber 15, 2001 and are generally to be applied paisgely. The Company is currently
evaluating the effect that the adoption of FAS tdifthave on its results of operations and its fioial position.

Quantitative and Qualitative Disclosures About Market Risk

The Company uses derivative financial instrumenitagrily to reduce exposure to adverse fluctuationf®reign exchange rates, interest r
and prices of certain raw materials used in theufsturing process. The Company does not entediativative financial instruments for
trading purposes. As a matter of policy, all detii@positions are used to reduce risk by hedgimiedying economic exposure. The
derivatives the Company uses are instruments vwgttid markets.

The Company manages most of its foreign currenppgures on a consolidated basis. The Company figsraill of its known exposures. As
part of that process, all natural hedges are ifledtiThe Company then nets these natural hedgesifs gross exposures.

The Company's consolidated earnings, which arerregh@n United States dollars are subject to ttimsh risks due to changes in foreign
currency exchange rates. However, its overall expot such fluctuations is reduced by the diversitits foreign operating locations which
encompass a number of different European locati©asada, and China.

The Company's foreign subsidiaries transact masinkss, including certain intercompany transactionreign currencies. Such
transactions are principally purchases or salesaiérials and are denominated in European curreicithe U.S. or Canadian dollar. The
Company uses foreign currency forward exchangeracistto manage the risk related to intercompamghases that occur during the course
of a fiscal year and certain open foreign curretegyominated commitments to sell products to thadigs.

The Company has historically had a very low expesarchanges in interest rates. Interest rate sexapssed to mitigate the impact of
interest rate fluctuations on certain variable gabt instruments. However, the Company's senitasnand its U.S. revolving line of credit .
subject to the impact of changes in interest rates.
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The Company purchases significant amounts of brargrat, brass rod and cast iron which are utilizethanufacturing its many product
lines. The Company's operating results can be adlyeaffected by changes in commodity pricesig itnable to pass on related price
increases to its customers. The Company managesgkiby monitoring related market prices, workiigh its suppliers to achieve the
maximum level of stability in their costs and reldpricing, seeking alternative supply sources wiegessary and passing increases in
commodity costs to its customers, to the maximuterexpossible, when they occur. Additionally, olinaited basis, the Company uses
commodity futures contracts to manage this risk.

Other

This report may include statements which are rgtbhical facts and are considered forward lookiridpiw the meaning of the Private
Securities Litigation Reform Act of 1995. Theseward looking statements reflects the Company'ssotiviews about future events and
financial performance. Investors should not relyf@mward looking statements, because they are sutgje variety of risks, uncertainty, and
other factors that could cause actual resultsfterdinaterially from the Company's expectations #trelCompany expressly does not
undertake any duty to update forward looking statet: These factors include, but are not limitedhe following: loss of market share
through competition, introduction of competing puots by other companies, pressure on prices franpetitors, suppliers, and/or custom
regulatory obstacles, lack of acceptance of newlymts, changes in plumbing and heating markets)ggsin global demand for the
Company's products, changes for distribution ofG@oenpany's products, interest rates, foreign exghdluctuations, cyclicality of industries
in which the Company markets certain of its prodpahd general economic factors in markets wher€tmpany's products are sold,
manufactured, or marketed, changes in the statogroént litigation, including the James Jones cand other factors discussed in the
Company's reports filed with the Securities andHaxge Commission.

This report includes forward looking statementsalihieflect the Company's current views about fuawents and financial performance.
Forward looking statements do not relate strialistorical or current facts and may be identitigatheir use of words like "plan”, "believe
"expect", "will", "anticipate"”, "estimate" and otheords of similar meaning. Investors should nd¢ t; forward looking statements because
they are subject to a variety of risks, uncertasjtand other factors that could cause actualtsesudiffer materially from our expectations.
Some important factors that could cause our actsallts to differ materially from those projectedsuch forward looking statements are

discussed in the December 31, 2000 Annual Repofoom 10-K.

PART Il

Item 1. Legal Proceedings

The Company is subject to a variety of potentabilities connected with its business operationguiding potential liabilities and expenses
associated with possible product defects or fadlared compliance with environmental laws. The Camgpaaintains product liability
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and other insurance coverage, which it believésetgenerally in accordance with industry practitemetheless, such insurance coverage
may not be adequate to protect the Company fullyreg substantial damage claims which may arisa fsooduct defects and failures.

James Jones Litigation

On June 25, 1997, Nora Armenta sued James JonegaDgmNatts Industries, Inc., which formerly owrlsanes Jones, Mueller Co., and
Tyco International (U.S.) Inc. in the Californiaggurior Court for Los Angeles County with a comptahmat sought tens of millions of dollars
in damages. By this complaint and an amended comieed on November 4, 1998 ("First Amended Coaipt"), Armenta, a former
employee of James Jones, sued on behalf of 34 ipaliiies as a qui tam plaintiff under the Calif@fralse Claims Act. Late in 1998, the
Los Angeles Department of Water and Power ("LADWRtgrvened. To date, less than half a dozen obtlgnal thirty-four municipalities
have subsequently intervened. In December, 20@0;dhrt allowed the Realtor to file a Second Amen@emplaint, which added a number
of new cities and water districts as plaintiffs drdught the total number of plaintiffs to 161.

The First Amended Complaint alleges that the Comisaormer subsidiary (James Jones Company) soldiygts that did not meet
contractually specified standards used by the namedcipalities for their water systems and falsegytified that such standards had been
met. Armenta claims that these municipalities wiamaged by their purchase of these products, akd seeble damages, legal costs,
attorneys' fees and civil penalties under the Fala@ms Act.

The LADWP's intervention filed on December 9, 1%@®pted the First Amended Complaint and added sl&mbreach of contract, fraud
and deceit, negligent misrepresentation, and uejusthment. The LADWP seeks past and future rensdiaent costs, punitive damages,
contract difference in value damages, treble damazel penalties under the False Claims Act aost€ of the suit.

One of the First Amended Complaint's allegatiorthéssuggestion that because some of the purcldaseels Jones products are out of
specification and contain more lead than the “@®mbe specified, a risk to public health might existis contention is predicated on the
average difference of about 2% lead content inbi®hze (6% to 8% lead) and "85 bronze (4% to 6%)laloys and the assumption that this
would mean increased consumable lead in publikirinwater. The evidence and discovery availableate indicate that this is not the case.

In addition, bronze that does not contain more 8faread, like '81 bronze, is approved for homerfiing fixtures by the City of Los
Angeles, and the Federal Environmental Protectiganty defines metal for pipe fittings with no ménan 8% lead as "lead free" under
Section 1417 of the Federal Safe Drinking Water. Act

In June, 2001, the Company and the other defendaathed a proposed settlement with the LADWP dditke plaintiffs, which has now
been approved by the California Superior Courtsuhitted to the Los Angeles Board of Water and @2d@ommissioners for approval.
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On January 19, 2001, the California False Claimischaims filed by the City of Pomona were dismissBde California Court of Appeal
reversed this dismissal, and the California Supr@mert declined to review this reversal.

After the Company's insurers had denied coveragthéoclaims in this case, the Company filed a dampin the California Superior Court
against its insurers for coverage. The James Jooesany filed a similar complaint, and on Octob@r3001 the California Superior Court
ruled that Zurich American Insurance Company mastall reasonable defense costs incurred by thep@oynin the James Jones case since
April 23, 1998 as well as the Company's future deéecosts in this case until its final resolutibhe Company is currently unable to predict
the outcome of the litigation relating to insuramoeerage.

Based on management's assessment, the Companyaddesieve that the ultimate outcome of the Jadoees case will have a material
adverse effect on its liquidity, financial conditior results of operations. The Company intend®tdinue to contest vigorously the James
Jones case and its related litigation.

Environmental

Certain of the Company's operations generate aolihazardous wastes, which are disposed of elsewliearrangement with the owners or
operators of disposal sites or with transportersugh waste. The Company's foundry and other dpagaare subject to various federal, state
and local laws and regulations relating to envirental quality. Compliance with these laws and ratjoihs requires the Company to incur
expenses and monitor its operations on an ongasgbThe Company cannot predict the effect ofreutequirements on its liquidity,
financial condition or results of operations duaty changes in federal, state or local environaldas, regulations or ordinances.

The Company is currently a party to or otherwiselmed in various administrative or legal procegdimnder federal, state or local
environmental laws or regulations involving a liedtnumber of sites. Based on facts presently krtovitnthe Company does not believe that
the outcome of these environmental proceedingshaille a material adverse effect on its liquidityahcial condition or results of operations.
Given the nature and scope of the Company's matoufiag operations, there can be no assurancettba@ompany will not become subjec
other environmental proceedings and liabilitiethia future which may be material to the Company.

Other Litigation

Other lawsuits and proceedings or claims, arisinghfthe ordinary course of operations, are alsalipgnor threatened against the Company
and its subsidiaries. Based on the facts currdamtbyvn to it, the Company does not believe thatutimate outcome of these other litigation
matters will have a material adverse effect otidtsdity, financial condition or results of opel@ts.
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Item 6. Exhibits and Reports on Form 8-K

(a) The exhibits are furnished elsewhere in thiere

(b) Reports filed on Form 8-K during the Quartedeth September 30, 2001.

There were no reports filed on Form 8-K with the@#ies and Exchange Commission during the quariding September 30, 2001.
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SIGNATURES

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

WATTS INDUSTRIES, INC.

Dat e: Novenber 13, 2001 By: /s/ Timothy P. Horne

Ti ot hy P. Horne
Chai rman and Chi ef Executive O ficer

Dat e: Novenmber 13, 2001 By: /s/ WIlliam C. MCartney

WIlliam C. MCartney
Chi ef Financial Oficer and Treasurer
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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 amended. (1)
3.2 Amended and Restated By-Laws, as amen ded May 11, 1999 (2)
11 Computation of Earnings per Share (3)

(1) Incorporated by reference to the relevant ektitthe Registrant's Annual Report on Form 10i&dfwith the Securities and Exchange
Commission on September 28, 1995.

(2) Incorporated by reference to the relevant eéktobthe Registrant's Current Report on Form 1f»Qhe Quarter ended March 31, 2000.
(3) Incorporated by reference to the Notes to Clifesied Financial Statements, Note 4, of this Repor
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