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

(Unaudited)
March 31, Dec. 31,
ASSETS 2001 2000
CURRENT ASSETS:
Cash and cash equivalents $ 11,801 $ 15,235
Trade accounts receivable, less allowance for doubtful accounts of
$7,025 at March 31, 2001 and $6,614 at Dece mber 31, 2000 97,614 97,718
Inventories, net:
Raw materials 37,668 35,483
Work in process 17,594 16,390
Finished goods 61,215 57,078
Total Inventories 116,477 108,951
Prepaid expenses and other assets 8,094 6,850
Deferred income taxes 20,937 20,486
Total Current Assets 254,923 249,240
PROPERTY, PLANT AND EQUIPMENT:
Property, plant and equipment, at cost 207,614 202,492
Accumulated depreciation (80,016) (76,682
Property, plant and equipment, net 127,598 125,810
OTHER ASSETS:
Goodwill, net of accumulated amortization of $ 15,428 at
March 31, 2001 and $14,665 at December 31, 2000 109,080 98,179
Other 9,369 8,796
TOTAL ASSETS $ 500,970 $ 482,025
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable $ 39,926 $ 39,569
Accrued expenses and other liabilities 59,941 59,088
Accrued compensation and benefits 12,136 12,200
Current portion of long-term debt 1,913 1,241
Total Current Liabilities 113,916 112,098
LONG-TERM DEBT, NET OF CURRENT PORTION 121,123 105,377
DEFERRED INCOME TAXES 15,282 15,463
OTHER NONCURRENT LIABILITIES 9,789 9,770
MINORITY INTEREST 7,111 6,775
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 7,398,035 shares
at March 31, 2001 and 17,225,965 shares at December 31, 2000 1,740 1,723
Class B Common Stock, $.10 par value; 25,000,0 00 shares authorized;
10 votes per share; issued and outstanding: shares 9,085,224
at March 31, 2001 and 9,235,224 shares at D ecember 31, 2000 909 924
Additional paid-in capital 36,411 35,996
Retained earnings 219,291 213,627
Accumulated other comprehensive income (24,602) (19,728
Total Stockholders' Equity 233,749 232,542

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 500,970 $ 482,025

See accompanying notes to consolidated financdsients



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

(Unaudited)
T hree Months Ended
Mar ch 31, March 31,
2 001 2000
Net sales $ 135,925 $ 131,651
Cost of goods sold 89,261 84,277
GROSS PROFIT 46,664 47,374
Selling, general & administrative expenses 32,845 32,061
OPERATING INCOME 13,819 15,313
Other (income) expense:
Interest income (140) (178)
Interest expense 2,417 2,591
Other, net 201 479
Minority interest 53 (6)
2,531 2,886
INCOME BEFORE INCOME TAXES 11,288 12,427
Provision for income taxes 4,015 4,487
NET INCOME $ 7,273 $ 7,940
BASIC EARNINGS PER SHARE
NET INCOME $ 27 % .30
Weighted average number of shares 26,464 26,388
DILUTED EARNINGS PER SHARE
NET INCOME $ 27 $ .30
Weighted average number of shares 26,819 26,700
Dividends per common share $ .0600 $ .0875

See accompanying notes to consolidated financ#tisients.



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

(Thousands)
(Unaudited)
Three Months Ended
March 31, March 31,
2001 2000
OPERATING ACTIVITIES
Net income $ 7273 $ 7,940
Adjustments to reconcile net income to net cas h
provided by operating activities:
Depreciation 5,066 4,304
Amortization 863 791
Deferred income taxes (336) 61
Gain on disposal of assets ?3) (35)
Equity in undistributed earnings (loss) of affiliates 13 (18)
Changes in operating assets and liabilities , het of effects
from acquisitions and dispositions:
Accounts receivable (764) (4,091)
Inventories (3,476) (3,434)
Prepaid expenses and other assets (1,502) 3,053
Accounts payable, accrued expenses and o ther liabilities 1,235 (2,890)
Net cash provided by operating activities 8,369 5,681
INVESTING ACTIVITIES
Additions to property, plant and equipment (3,441) (4,226)
Proceeds from sale of property, plant and equi pment 95 56
Business acquisitions, net of cash acquired (18,960) --
Increase in other assets (90) (138)
Net cash used in investing activities (22,396) (4,308)
FINANCING ACTIVITIES
Proceeds from long-term borrowings 35,362 12,000
Payments of long-term debt (23,244) 16,381)
Proceeds from exercise of stock options 417 293
Dividends (1,609) (2,313)
Net cash provided by (used in) financing activ ities 10,926 (6,401)
Effect of exchange rate changes on cash and cash eq uivalents 335 (366)
Net cash used in discontinued operations (668) (1,088)
CHANGE IN CASH AND CASH EQUIVALENTS (3,434) (6,482)
Cash and cash equivalents at beginning of period 15,235 13,016
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 11801 $ 6,534
NON CASH INVESTING AND FINANCING ACTIVITIES
Acquisitions of businesses:
Fair value of assets acquired $ 28,045 $ -
Cash Paid 18,960 --
Liabilities Assumed 9,085 -
Change in fair market value of derivatives $ 160 $ --

See accompanying notes to consolidated financsistents.



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 natuoepresent fairly Watts Industries, Inc.'s ConsdidaBalance Sheet as of March 31, 2001, its
Consolidated Statements of Income for the threethsoended March 31, 2001 and 2000, and its CoraelidStatements of Cash Flows for
the three months ended March 31, 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 I fi6ancial statements which are contained inGhepany's December 31, 2000
Annual Report on Form 10-K. It is suggested thatfthancial statements included in this reportdmdrin 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 expenseunted to $5,526,000 and $4,724,000
for the three months ended March 31, 2001 and 2&§8ectively.

3. The Company adopted Statement of Financial Auttiog Standards No. 133 "Accounting for Derivatimstruments and Hedging
Activities" (SFAS 133), as amended by SFAS No. 48@ SFAS No. 138, on January 1, 2001. SFAS Noe$&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 N8 on January 1, 2001 did not have a materiatefin assets, liabilities, accumulated
other comprehensive income or net income.

In the normal course of business, we manage risssceated with commodity prices, foreign excharages and interest rates through a
variety of strategies, including the use of heddnagsactions, executed in accordance with ouciesli Our hedging transactions include, but
are not limited to, the use of various derivativehcial and commaodity instruments. As a mattepalfcy, we do not use derivative
instruments unless there is an underlying expogurg.change in the value of our derivative instrumsenvould be substantially offset by an
opposite change in the value of the underlying kddtems. We do not use derivative instrumentsréating 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 dbrecasted 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 hedgeld are recognized in earnings. For a cash flodgkechanges in the fair value of the
derivative instrument



that are highly effective are deferred in accumadaither comprehensive income or loss until theetlyithg hedged item is recognized in
earnings. The ineffective portion of fair value obas on qualifying hedges is recognized in earnimgsediately. If a fair value or cash flow
hedge were to cease to qualify for hedge accouwtitige terminated, it would continue to be carvedhe balance sheet at fair value until
settled but hedge accounting would be discontimredpectively. If a forecasted transaction weréonger probable of occurring, amounts
previously deferred in accumulated other comprekierincome would be recognized immediately in eagai On occasion, we may enter

a derivative instrument for which hedge accountingot required because it is entered into to vffeanges in the fair value of an underlying
transaction which is required to be recognizedaimimgs (natural hedge). These instruments arectefi in the Consolidated Balance She
fair value with changes in fair value recognize@amnings.

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. During the quarter ended Marct28Q], the Company used foreign currency forwardregts as a means of hedging
exposure to foreign currency risks. The Compary'siin 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 clsiiv hedges be reorganized in other
comprehensive income while the ineffective portidthe derivative's change in fair value be reoigeshimmediately in earnings. The net
gain on these contracts recorded in other comps®emcome during the quarter ended March 31, 2G84 $160,000. The ineffective
amounts had no effect on earnings for the quarter.

Interest Rate Risk

The Company uses interest rate swaps as an ecohendge on forcasted interest costs by convertinigisia rate debt obligations into fixed
rate obligations. The Company's interest rate swapaot meet the criteria of SFAS 133 to qualify hedge accounting. SFAS 133 requires
that unrealized gains and losses on derivativesjmalifying for hedge accounting be reorganizedentty in earnings. During the quarter
ended March 31, 2001, the Company recorded a cludu$@8,000 to interest expense to reflect the ghan the fair value of the interest rate
swap.

Other Derivatives

The Company also utilizes, on a limited basis,atertommodity derivatives, primarily on copper ugeis manufacturing process, to hedge
the cost of its anticipated production requirementse Company did not utilize any commodity defivas during the quarter ended March
31, 2001.



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

For the Three Mont hs Ended March 31, 2001
Income Shares Per Share
(Numerator) (De nominator)  Amount
Basic EPS
Net Income $7,273,000 2 6,464,058  $0.27
Effect of Dilutive Securities
Common Stock Equivalents - 355,072 -
Diluted EPS $7,273,000 2 6,819,130  $0.27
For the Three Mont hs Ended March 31, 2000
Income Shares Per Share
(Numerator) (De nominator)  Amount
Basic EPS
Net Income $7,940,000 2 6,387,795  $0.30
Effect of Dilutive Securities
Common Stock Equivalents - 312,220 -
Diluted EPS $7,940,000 2 6,700,015  $0.30

Stock options to purchase 519,863 shares and 928liafes of common stock were outstanding at Mat¢l2001 and 2000, respectively,
were not included in the computation of dilutedn@ags per share because the options' exercisewasgreater than the average market |
of the common shares and therefore, the effectdvieale been antidilutive.

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

North Corporate/
(Thousands of dollars) America Europe Asia Other  Consolidated

Three months ended
March 31, 2001:

Net Sales $102,200 $30,540 $3,18 5 $-- $135,925
Operating income 13,396 3,052 7 0 (2,699 13,819
Three months ended

March 31, 2000:

Net Sales $99,517 $28,720 $3,41 4 $-- $131,651
Operating income 14,294 4,117 1 9 (3,117) 15,313



The above operating segments are presented orsacbasistent with the presentation included inGeenpany's December 31, 2000 finar
statements. There have been no material changdles identifiable assets of the individual segmeirise December 31, 2000.

6. Accumulated other comprehensive income in thesalidated balance sheets as of March 31, 200Dacdmber 31, 2000 consists of
cumulative translation adjustments and as of M&h2001 changes in the fair value of certain fai@nnstruments which qualify for hedge
accounting as required by SFAS

133. The Company's total comprehensive income wésllaws:

Three Months Ended March 31,

2001 2000
Net Income $7,273 $ 7,940
Unrealized Gain on Derivative Instruments, Net of T ax 160 --
Foreign Currency Translation Adjustments (5,034) (3,098)
Total Comprehensive Income $2,399 $4,842

7. Acquisitions

On January 5, 2001, the Company acquired DumsealMatt GmbH & Co. KG located in Landau, Germanydpproximately $20 million.
The main products of Dumser include brass, steel séainless steel manifolds used as a prime loiigioin 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, a $4 millitedian manufacturing company producing brass camepts located in Brescia, Italy.

On August 30, 2000, a wholly owned subsidiary & @ompany acquired certain assets of Chiles Poupl$ and Bask LLC, located in
Springfield, Missouri for approximately $3 millioithe acquired business, now operating under theen&atts Heatway, manufactures and
distributes a complete line of hydronic and eleatsidiant heating and snow melting systems. Heaswaaynualized sales prior to the
acquisition were approximately $11 million.

On May 12, 2000, a wholly owned subsidiary of th@mpany acquired McCraney, Inc., located in Santa, &Zalifornia for approximately $7
million. McCraney, doing business as Spacemakenufiaatures a complete line of seismic restraimtpstifor water heaters as well as water
heater stands and enclosures. Spacemaker's lagt twenths sales were approximately $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 allegjeet



a former subsidiary of the Company sold produdtizet in municipal water systems which failed teeh contractually specified standards
and falsely certified that such standards had lbeetn The complaint further alleges that the muicgntities have suffered tens of millions
dollars in damages as a result of defective pradatl seeks treble damages, reimbursement ofdegt and penalties. During the quarter
ended December 31, 2000, the Company made antofettle all of the claims of the Los Angeles Dépant of Water and Power in the
James Jones case (Los Angeles Department of WatdP@wer, ex rel. Nora Amenta v. James Jones Compaal). The Los Angeles
Department of Water and Power has indicated thagis this offer favorably and that it intendsseek its approval. On January 19, 2001
California False Claims Act claims filed by the YCdf Pomona were dismissed. The City of Pomondileasfor appellate review of this
order, and the Company is currently unable to jptetie outcome of any appeal. On the present retdoeds/ast majority of the other cities
named in this lawsuit are subject to a legal chagkesimilar to that which resulted in the dismiggdPomona's False Claims Act case. The
Company is vigorously contesting this matter. Othersuits and proceedings or claims, arising framdrdinary course of operations, are
also pending or threatened against the Companyjtasdbsidiaries.

The Company has established reserves which it pilgdeelieves are adequate in light of probable estimable 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 11, Iltem 1

Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

Results of Operations
Three Months Ended March 31, 2001 Compared to Thie&hs Ended March 31, 2000

Net sales for the three months ended March 31, R@f¢ased $4,274,000 (3.2%) to $135,925,000 coadp@rthe same period in 2000. 1
increase in net sales is attributable to the falhaow

Internal Growth ($2,205) (1.7%)
Acquisitions 9,508 7.2%
Foreign Exchange (3,029) (2.3%)

Total Change $4,274 3.2%

The decrease in net sales from internal growtltigatable to decreased unit sales to North Anagriglumbing and heating wholesalers
resulting from the continued soft North Americarubimg market, and a reduction in unit sales iryltdihese decreases were partially offset
by increased unit sales to the Do-It-Yourself markée growth in net sales from acquired businessdae to the inclusion of net sales from
Dumser Metalbau GmbH KG, of Landau, Germany, whials acquired on January 5, 2001, the businessradduom Chiles Power Supply
and Bask LLC of Springfield, Missouri, now doingdiness as Watts Heatway, which was acquired on
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August 30, 2000 and McCraney, Inc. of Santa Andif@aia, doing business as Spacemaker, which wgsieed May 12, 2000. The decre
in foreign exchange is due primarily to the Eud®saluation against the US dollar compared to #imesperiod in 2000.

Watts monitors its net sales in three geograplsiegiments: North America, Europe and Asia. As cedlibelow, North America, Europe and
Asia accounted for 75.2%, 22.5%, and 2.3% of nessaespectively, in the three months ended Madg2001 compared to 75.6%, 21.8%,
and 2.6% respectively in the three months ended¢Mat, 2000. The Company's net sales in these griouphe three months ended March
31, 2001 and 2000 were as follows:

3/31/01 3/31/00 Change
North America $102,200 $99,517 $2,683
Europe 30,540 28,720 1,820
Asia 3,185 3,414 (229)
Total $135,925 $131,651 $4,274

The increase in North America's net sales is dukadVatts Heatway and Spacemaker acquisitionsalhaoffset by decreased unit sales to
plumbing and heating wholesalers and the Canadiiard devaluation against the US dollar compaoettie same period in 2000. The
increase in Europe's net sales is due to the Duagtsgiisition, partially offset by decreased uniesan Italy and the Euro's devaluation
against the US dollar. Sales in the European marketlocal currency basis were 2.0% below the @vaige prior year period. The decrease
in Asia's net sales is due to reduced demand iNtnth American export market.

Gross profit for the three months decreased $700,06%) and decreased as a percentage of neffisaie86.0% to 34.3%. The decrease in
gross profit is primarily attributable to decreased sales to our plumbing and heating wholesatelorth America and Italy. Gross profit
percentage reductions are attributable to a leggdale product mix caused by increased unit daléise Do-ItYourself market and decrea:
unit sales to plumbing and heating wholesalers.

Selling, general and administrative expenses ise@&784,000 (2.4%) to $32,845,000. This incremsdtiibutable the inclusion of selling,
general, and administrative expenses of Watts Heat@pacemaker and Dumser partially offset by desgr@ variable selling expenses.

Operating income for the three months ended Maigt2801 decreased $1,494,000 (9.8%) to $13,81%,00(pared to the same period in
2000 due to reduced gross profit and increasemhgetieneral and administrative expenses.
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The Company's operating income by segment fortfreetmonths ended March 31, 2001 and 2000 wedla®/$:

3/31/01 3/31/00 Change

North America $13,396 $14,294  ($898 )
Europe 3,052 4,117 (1,065 )
Asia 70 19 51

Corporate /Other (2,699) (3,117) 418

Total $13,819 $15,313 ($1,494 )

The decrease in North America is due to reducedsgooofit. The decrease in Europe is due to deedeasit sales to plumbing and heating
wholesalers in Italy and the Euro's devaluatioriregjahe US dollar compared to the prior year,ipliytoffset by income from the Dumser
acquisition.

Interest expense decreased $174,000 in the qesrded March 31, 2001, compared to the same periadd0, primarily due to lower intere
rates on variable rate indebtedness.

The Company's effective tax rate for continuingraiens decreased from 36.1% to 35.6%. The deciegsé@marily attributable to due to
statutory rate reductions affecting income taxe@amada and Germany.

Net income for the three months ended March 311 2¥#¢reased $667,000 (8.4%) to $7,273,000 or $eR2¢ommon share compared to $
per common share for the three months ended MdrcB@0O0 on a diluted basis.

Liquidity and Capital Resources

During the three month period ended March 31, 2@84 Company generated $8,369,000 in cash flown frontinuing operations, which w
principally used to fund the purchase of $3,441 j@0apital equipment, pay cash dividends to comstmreholders and pay down long term
debt. Capital expenditures were primarily for mautfiring machinery and equipment as part of the ji2my's commitment to continuously
improve its manufacturing capabilities. The Compsiuegpital expenditure budget for the twelve moetided December 31, 2001 is
$18,100,000.

The Company generated $3,319,000 in free cash(ftash provided by continuing operations less divitdeand capital expenditures) during
the three months ended March 31, 2001 versus nedatie cash of $858,000 in the comparable priar period. The increase is attributable
to an increase in cash from operations over 2@@@1 capital expenditures and a reduced dividetedteareflect the Company's current size.

The Company maintains a revolving line of crediilfey of $100,000,000, which expires March 2003 stipport the Company's acquisition
program, working capital requirements of acquirethpanies, and for general corporate purposes. Atival, 2001, the Company had

12



$6,000,000 outstanding on the line of credit and imacompliance with all banking covenants reldtethis facility.

As of March 31, 2001, the Company maintained a isateld credit facility with a group of European kain the amount of 40,000,000
Euros. This credit facility has several tranches of which was reinstated during the quarter eldeacth 31, 2001, that provide credit to the
Company through September 2004. The purpose ottedit facility is to fund acquisitions in Euroge,support the working capital
requirements of acquired companies, and for gewergbrate purposes. As of March 31, 2001, 33,4B1Furos ($29,436,000) were
borrowed under this line of credit.

Working capital at March 31, 2001 was $141,007 ,68@pared to $137,142,000 at December 31, 2000ratteof current assets to current
liabilities was 2.2 to 1 at March 31, 2001 and atBmber 31, 2000. Cash and cash equivalents w&r@d1000 at March 31, 2001,
compared to $15,235,000 at December 31, 2000.ridrease in long-term debt to $121,123,000 at Madc2001 from $105,377,000 at
December 31, 2000 was due to the Dumser acquisiliebt as a percentage of total capital employkdr{germ and long term debt as a
percentage of the sum of short term and long tezint plus equity) was 34.5% at March 31, 2001 coegpéw 31.4% at December 31, 2000.

The Company anticipates that available funds aadeliunds provided from current operations wilshéficient to meet current operating
requirements and anticipated capital expenditwesatfleast the next 24 months.

The Company from time to time is involved with enovimental proceedings and other legal proceedindsrecurs costs on an ongoing basis
related to these matters. The Company has notriectunaterial 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 Europeldffgeterm competitive implications of the conversare currently being assessed by the
Company, however, the Company has experienced mediate reduction in the risks associated withifprexchange. At this time, the
Company is not anticipating that any significanstsawill be incurred due to the introduction andarsion to the Euro. The Company is
currently able to make and receive payments in €ana will convert financial and information teclogy systems to be able to use the Euro
as its base currency in relevant markets prioatadry 1, 2002.
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New Accounting Standards

During 2000, the Financial Accounting StandardsrB@aEmerging 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 Incesti TF 00-14 addresses the recognition and incstatement classification of various
sales incentives. Among its requirements, the amwewill 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 tlhwould delay the effective date for this camses to 2002.

In January 2001, the EITF reached a consensussom 30-22, 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 0@vRPrequire that certain volume-based
cash rebates to customers currently recognizedaalseting costs be classified as a reduction ofmegeThe consensus is effective for the
first quarter of 2001 and was not material to auraolidated 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. Anitsngquirements, the consensus will
require certain of our customer promotional inceggiand bottler payments currently classified aketang costs to be classified as a
reduction of revenue. We are currently assessiagnipact of adopting Issue 00-25 but expect thesntljority of our promotional expenses
will be required to be classified as a reductiomesienue.

OTHER

This report may include statements which are r&tohical facts and are considered forward lookiridpiw the meaning of the Private
Securities Litigation Reform Act of 1995. Theseward looking statements reflects Watts Industdas’ent views 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 Watts Industries expectati@msd Watts Industries expressly does not
undertake any duty to update forward looking statets These factors include but are not limiteth&ofollowing: loss of market share
through competition, introduction of competing puots by other companies, pressure on prices franpetitors, suppliers, and/or customers
regulatory obstacles, lack of acceptance of newlymts, changes in plumbing and heating markets)ggsin global demand for the
Company's products, changes for distribution ofGoenpany's products, interest rates, foreign exgbdluctuations, cyclicality of industries
in which the Company markets certain of its produahd general economic factors in markets wher€tmpany's products are sold,
manufactured, or marketed, changes in the statogroént litigations, including the James Joneg cand other factors discussed in the
Company's report filed with the Securities and Exage Commission.
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This report includes forward looking statementsahihieflect Watts Industries' current views abotife events 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 ndg o forward looking statements because
they are subject to a variety of risks, uncertasjtand other factors that could cause actualtsetsudiffer 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
Environmental and Other Litigation Matters

The Company is subject to a variety of potentadilities connected with its business operatiomsluiding potential liabilities and expenses
associated with possible product defects or fadlamed compliance with environmental laws. The Camgpaaintains product liability and
other insurance coverage which it believes to megdly in accordance with industry practices. Nbekess, such insurance coverage ma
be adequate to protect the Company fully againsstamtial damage claims which may arise from prodatects and failures.

James Jones Litigation

On June 25, 1997, Nora Armenta sued James JonegaDgnmNatts Industries, Inc., which formerly owrlsanes Jones, Mueller Co., and
Tyco International (U.S.) Inc. in the Californiaggrior Court for Los Angeles County with a comptahmat sought tens of millions of dollars
in damages. By this complaint and an amended comiied 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 ("DWRtgrvened. To date, less than half a dozen oftiginal thirty-four municipalities
have subsequently intervened.

The First Amended Complaint alleges that the Comisdnrmer subsidiary (James Jones Company) soldiugts 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 wdamaged by their purchase of these products, aid $eeble damages, legal costs,
attorneys' fees and civil penalties under the F@laams Act.

The DWP's intervention filed on December 9, 1998med the First Amended Complaint and added clémbreach of contract, fraud and
deceit, negligent misrepresentation, and unjustlement. The DWP seeks past and future reimburseaosis, punitive damages, contract
difference in value damages, treble damages, pariklties under the False Claims Act and costiseo$tiit.

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 '8®ns
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specified, a risk to public health might exist. §hontention is predicated on the average differe@fi@bout 2% lead content in '81 bronze
to 8% lead) and '85 bronze (4% to 6% lead) alloystae assumption that this would mean increasadwnable lead in public drinking
water. The evidence and discovery available to uhalieate that this is not the case.

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

In December 2000, the court allowed the Relatdileca Second Amended Complaint, which added a rarmobnew cities and water districts
as plaintiffs and brought the total number of piffimto 161. During the quarter ended December2800, the Company and the other
defendants made an offer to settle all of the ddadfithe DWP in this case. The DWP has indicatadittviews this offer favorably and that it
intends to seek the offer's approval. On Januayp@@1, the California False Claims Act claimsdiley the City of Pomona were dismissed.
The City of Pomona has filed for appellate revidwhis order, and the Company is currently unablpredict the outcome of any appeal. On
the present record, the vast majority of otheesitiamed in this lawsuit are subject to a legdleige similar to that which resulted in the
dismissal of Pomona's False Claims Act case. A&saltrof these developments and management's tassessment of the case, the
Company recorded a charge of $7,170,000 aftemt#ixei quarter ended December 31, 2000, which repteshe after tax impact of the
Company's current estimate of the cost to bringetitee case to resolution. This charge is repaated loss from discontinued operations.
While this charge represents the after tax impatit@Company's current estimate based on all @vailinformation, litigation is inherently
uncertain and the actual liability to the Compamyully resolve the litigation could be materialligher than this estimate.

The Company intends to continue to contest thigenatgorously.
Environmental

Certain of the Company's operations generate aolithazardous wastes, which are disposed of elsewlerrangement with the owners or
operators of disposal sites or with transportersuch waste. The Company's foundry and other dpasaare subject to various federal, state
and local laws and regulations relating to envirental quality. Compliance with these laws and ratioihs requires the Company to incur
expenses and monitor its operations on an ongasbThe Company cannot predict the effect ofrbutaquirements on its capital
expenditures, earnings or competitive position tuagny changes in federal, state or local envirantaidaws, regulations or ordinances.

The Company is currently a party to or otherwismlwed 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 proceedingshaile a material adverse effect on its financial
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condition or results of operations. Given the natmd scope of the Company's manufacturing opesttbere can be no assurance that the
Company will not become subject to other environtaleproceedings and liabilities in the future whiohy be material to the Company.

Other Litigation

Other lawsuits and proceedings or claims, arisingifthe 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 thatuitimate outcome of these other litigation
matters will have a material adverse effect offiri@ncial condition or results of operation.

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 Quarteded March 31, 2001.

Current report on 8-K filed on February 6, 2001Intaining the press release date February 6, 208duacing earnings for the quarter and
year ended December 31, 2000 and certain develdprirethe James Jones ce
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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: May 11, 2001 By: /s/ Timothy P. Horne

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

Dat e: May 11, 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 Incorporat ion, as amended. (1)
3.2 Amended and Restated By-Laws, as a mended 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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