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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

Quatrterly report pursuant to Section 13 or 15(d) ofthe Securities Exchange Act of 193
For the quarterly period ended October 1, 200t
or
O  Transition report pursuant to Section 13 or 15(d) 6the Securities Exchange Act of 193
For the transition period from to

Commission file number 001-11499

WATTS WATER TECHNOLOGIES, INC.

(Exact name of registrant as specified in its @rart

Delaware 04-291653€
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No.)
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815 Chestnut Street, North Andover, MA 01845
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Registrant’s telephone number, including area c(@i#8) 688-1811
(Former Name, Former Address and Former Fiscal yfeaitanged since last report.)
Indicate by check mark whether the Registrant éE)filed all reports required to be filed by Seeti® or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the Registrant was redudadile such reports), and (2) has been
subject to such filing requirements for the pastlags. YesX] No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act.

Large Accelerated fileix] Accelerated filerd Non-Accelerated fileld
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgle Act). YesO No
Indicate the number of shares outstanding of e&tiedssuer’s classes of common stock, as ofdtest practicable date.
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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements

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

(Unaudited)
October 1, December 31
2006 2005

ASSETS
CURRENT ASSETS
Cash and cash equivale! $ 116,621 $  45,75¢
Trade accounts receivable, less allowance for doldtccounts of $10,733 at October 1, 2006 and¥®&

December 31, 200 237,707 177,36¢
Inventories, net
Raw materialt 102,15z 84,087
Work in proces: 44,86( 23,201
Finished goods 166,25¢ 135,54¢
Total Inventories 313,27( 242,83
Prepaid expenses and other as 20,61( 25,361
Deferred income taxe 37,30¢ 27,54(
Assets of discontinued operations 10,072 9,55E
Total Current Assets 735,58 528,41¢
PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment, at c 383,99: 328,81:
Accumulated depreciation (179,960 (163,819)
Property, plant and equipment, net 204,03: 164,99¢
OTHER ASSETS
Goodwill 349,59t 296,63¢
Other, net 145,82« 110,92(
TOTAL ASSETS $ 1,435,03¢ $ 1,100,97(
LIABILITIES AND STOCKHOLDERS ' EQUITY
CURRENT LIABILITIES:
Accounts payabl $ 110,61¢ $  91,05:
Accrued expenses and other liabilit 105,151 67,071
Accrued compensation and bene 38,391 28,49¢
Current portion of lon-term debt 7,61€ 13,63¢
Liabilities of discontinued operations 27,94( 23,06¢
Total Current Liabilities 289,711 223,32
LONG-TERM DEBT, NET OF CURRENT PORTION 457,981 293,35(
DEFERRED INCOME TAXES 42,611 24,80:
OTHER NONCURRENT LIABILITIES 50,58t 32,181
MINORITY INTEREST 7,55¢ 7,831
STOCKHOLDERY EQUITY:
Preferred Stock, $.10 par value; 5,000,000 shargezed; no shares issued or outstan: — —
Class A Common Stock, $.10 par value; 80,000,0@@eshauthorized; 1 vote per share; issued and

outstanding: 25,440,882 shares at October 1, 2006%,205,210 shares at December 31, © 2,544 2,521
Class B Common Stock, $.10 par value; 25,000,0@éestauthorized; 10 votes per share; issued and

outstanding: 7,293,880 shares at October 1, 2006 843,880 shares at December 31, 2 729 734
Additional paic-in capital 146,82¢ 142,69«
Retained earning 414,88: 368,26¢
Accumulated other comprehensive income 21,5917 5,263
Total Stockholders’ Equity 586,58! 519,47¢
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 1,435,03¢ $ 1,100,97(

See accompanying notes to consolidated financ#dsients.






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

Net sales

Cost of goods sold

GROSS PROFIT

Selling, general & administrative expen:
Restructuring and other charges
OPERATING INCOME

Other (income) expens

Interest incom

Interest expens

Minority interest

Other

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TASS
Provision for income taxes

INCOME FROM CONTINUING OPERATIONS

Loss from discontinued operations, net of taxes

NET INCOME

BASIC EPS

Income per shart

Continuing operation

Discontinued operations

NET INCOME

Weighted average number of shares

DILUTED EPS

Income per shart

Continuing operation

Discontinued operations

NET INCOME

Weighted average number of shares

Dividends per share

See accompanying notes to consolidated finanassients.

Third Quarter Ended

October 1, October 2,
2006 2005
$325,137 $232,72¢
213,21¢ 152,91¢
111,91¢ 79,81:

75,54¢ 56,90
332 4
36,03¢ 22,90¢
(1,150) (243)
6,52C 2,57¢
(273) 106
(560) (369)
4,537 2,073
31,501 20,83z
10,177 7,392
21,32¢ 13,43¢
(3,137) (71)

$ 18,187 $ 13,36¢
$ 65 $ 41
(.10) —

$ 56 $ 41
32,707 32,52k

$ 65 % 41
(.09) —

$ 55 % .40
33,051 33,062

$ .09 $ .08




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

Net sales

Cost of goods sold

GROSS PROFIT

Selling, general & administrative expen:
Restructuring and other charges
OPERATING INCOME

Other (income) expens

Interest incom

Interest expens

Minority interest

Other

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TASS
Provision for income taxes

INCOME FROM CONTINUING OPERATIONS

Loss from discontinued operations, net of taxes

NET INCOME

BASIC EPS

Income per share

Continuing operation

Discontinued operations

NET INCOME

Weighted average number of shares

DILUTED EPS

Income per shart

Continuing operation

Discontinued operations

NET INCOME

Weighted average number of shares

Dividends per share

See accompanying notes to consolidated financgsients.

Nine Months Ended

October 1, October 2,
2006 2005
$900,26: $679,93¢
586,16¢ 441 56
314,09¢ 238,37«
218,39¢ 169,49¢
(5,10€) 462
100,80¢ 68,41¢

(2,459 (881)
15,66 7,667
(131) 243
(1,946) (546)
11,12¢ 6,483
89,67¢ 61,93:
30,724 22,10¢
58,954 39,824
(3,35€) (185)

$ 55,59¢ $ 39,63¢
$ 181 $ 1.23
(.10) (.01)

$ 1.70 $ 1.22
32,651 32,47(
$ 179 $ 1.21
(.10) (.01)

$ 168 $ 1.2C
33,027 33,00€

$ 27 $ .24




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

Nine Months Ended
October 1, October 2,
2006 2005

OPERATING ACTIVITIES
Income from continuing operatiol $ 58,95/ $ 39,82
Adjustments to reconcile net income from continuapegrations to net cash provided by (used in) oairig

operating activities

Depreciatior 20,12¢ 18,23¢
Amortization 5,45€ 1,73C
Stocl-based compensatic 2,077 —
Deferred income taxe (8,041) (1,700
(Gain) loss on disposal of property, plant and piopgnt (6,53¢9) 465
Other (669) 41
Changes in operating assets and liabilities, neffetts from business acquisitions and divesti

Accounts receivabl (29,879  (24,29%)
Inventories (38,810 (21,287
Prepaid expenses and other as (3,180) (3,55€)
Accounts payable, accrued expenses and otheiitiiedil 33,91¢ 10,55¢
Net cash provided by operating activit 33,411 20,01¢
INVESTING ACTIVITIES

Additions to property, plant and equipmi (35,34¢) (13,81¢)
Proceeds from the sale of property, plant and eqei 27,61¢ 130
Proceeds from maturity of securiti — 26,60(
Increase in other asse (663) (221)
Business acquisitions, net of cash acquired (93,027 (46,84¢)
Net cash used in investing activiti (101,429) (34,157)
FINANCING ACTIVITIES

Proceeds from lor-term borrowings 356,56¢ 33,27¢
Payments of lor-term debi (206,967) (21,95%)
Proceeds from exercise of stock opti 1,82t 2,81C
Tax benefit of options exercisi 251 —
Debt issue cosi (2,377) —
Payment of capital lea: (3,87¢6) —
Dividends (8,977 (7,82¢)
Net cash provided by financing activiti 136,45( 6,30€
Effect of exchange rate changes on cash and casbatants 1,427 (316)
Net cash provided by (used in) operating activitiEdiscontinued operatior 998 (893)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 70,86: (9,037)
Cash and cash equivalents at beginning of period 45,75¢ 65,91:
CASH AND CASH EQUIVALENTS AT END OF PERIOD $116,621 $ 56,87¢

NON CASH INVESTING AND FINANCING ACTIVITIES
Acquisition of businesse

Fair value of assets acquir $158,707 $ 53,56¢
Cash paid, net of cash acquired (93,027) (46,846
Liabilities assumed $ 65680 $ 6,722
Acquisitions of fixed assets under capital lease $ 15957 $ —
Retirement of variable rate demand bonds with cadihteral $ 890C $ —

CASH PAID FOR
Interest $ 10,98¢ $ 5,187

Taxes $ 31,78z $ 21,17¢

See accompanying notes to consolidated finanassients.






WATTS WATER TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unauditl)

1. Basis of Presentation

The accompanying unaudited consolidated finant@éments have been prepared in accordance wittuaiieg principles generally
accepted in the United States for interim finangifdrmation and with the instructions to Form 10a@d Article 10 of Regulation S-X.
Accordingly, they do not include all of the infortitm and footnotes required by accounting prinagenerally accepted in the United States
for complete financial statements. In the opimdmanagement, all adjustments (consisting of nbrewurring accruals) considered
necessary for a fair presentation have been indludgvatts Water Technologies, Inc.’s ConsolidéBathnce Sheet as of October 1, 2006, its
Consolidated Statements of Operations for the tirarter and nine months ended October 1, 200&henthird quarter and nine months
ended October 2, 2005, and its Consolidated Stattsnoé Cash Flows for the nine months ended Octdp2006 and the nine months ended
October 2, 2005.

The balance sheet at December 31, 2005 has begadiffom the audited financial statements at tlee. The accounting policies followed
by the Company are described in the Company’s AnReport on Form 10-K for the fiscal year ended &aber 31, 2005. The financial
statements included in this report should be raambnjunction with the financial statements andesancluded in the Annual Report on
Form 10-K for the year ended December 31, 2005r&ipg results for the interim period presentedrarenecessarily indicative of the
results to be expected for the year ending Dece3ibhe2006.

The Company operates on a 52-week fiscal year gratirDecember 31. Any third quarter ended datgadoed in this Report on Form 10-Q
reflects the results of operations for the 13-weekod ended on the Sunday nearest SeptembertB@ ofspective year.

Certain amounts in fiscal year 2005 have beenssifiad to permit comparison with the 2006 prestta These reclassifications had no
effect on reported results of operations or stotddrs’ equity.

2. Accounting Policies

Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States requires management
to make estimates and assumptions that affeceffmted amounts of assets and liabilities andasce of contingent assets and liabilities at
the date of the financial statements and the redamounts of revenues and expenses during theirgpperiod. Actual results could differ
from those estimates.

Goodwill and Long-Lived Assets

The changes in the carrying amount of goodwill bpgraphic segment from December 31, 2005 to Octbli2006 are as follows:

North
America Europe China Total
(in thousands)

Carrying amount at the beginning of per $193,597 $ 97,43t $ 5,601 $296,63¢
Goodwill acquired during the peric — 38,457 5,973 44,43(
Adjustments to goodwill during the peri 883 — — 883
Effect of change in exchange rates used for trtéinsla 205 7,245 198 7,64€
Carrying amount at end of period $194,68: $143,13¢ $ 11,772 $ 349,59¢

Other intangible assets include the following arel@esented in “Other Assets: Other, net”, in@Gtatober 1, 2006 Consolidated Balance
Sheet:

Gross
Carrying Accumulated
Amount Amortization

(in thousands)

Patents $ 1334¢ $ (5,09
Other 83,361 (9,728)
Total amortizable intangibles 96,70¢ (14,824
Intangible assets not subject to amortization 51,45¢ —

Total $ 148167 $ (14,829







Aggregate amortization expense for amortized atitangible assets for the third quarters of 2006 2005 was $2,261,000 and $693,000,
respectively, and for the nine-month periods of@86d 2005 was $5,456,000 and $1,730,000, respicti&dditionally, future amortization
expense on other intangible assets will be appratéiy $2,365,000 for the remainder of 2006, $9,080 for 2007, $8,011,000 for 2008,
$7,723,000 for 2009 and $7,689,000 for 2010. Aimpatibn expense is calculated on a straight-lirmdaver the estimated useful lives of the
intangible assets. The weighted-average remaiifin@f total amortizable intangibles is 12.4 yedatents and other amortizable intangibles
have weighted-average remaining lives of 11.0 yaats12.6 years, respectively. Other amortizatiknigibles primarily include customer
relationships and non-compete agreements. Intamgigets not subject to amortization primarilyudel trademarks and unpatented
technology.

Stock-Based Compensation

The Company maintains four stock incentive plangennwhich key employees and outside directors haem granted outstanding incentive
stock options (1ISOs) and nonqualified stock optidSOs) to purchase the Company’s Class A CommockSOnly one plan, the 2004
Stock Incentive Plan, is currently available foe irant of new equity awards. Stock options granteter prior plans became exercisable

a five-year period at the rate of 20% per yearexqgre ten years after the date of grant. Unde2@@ Stock Incentive Plan, options become
exercisable over a fouyear period at the rate of 25% per year and expirg/ears after the grant date. ISOs and NSOseagtamtder the pla
may have exercise prices of not less than 100%58%@ of the fair market value of the common stocklendate of grant, respectively. The
Company’s current practice is to issue all optianfair market value on the grant date.

The Company has also granted shares of restrittied 0 key employees and non-employee membeiseo€bmpany’s Board of Directors
under the 2004 Stock Incentive Plan, which vest twee years. The restricted stock awards aret@adrto expense on a straight-line basis
over the vesting period.

The Company also has a Management Stock Purchaisetlt allows for the purchase of Restricted Stdeits (RSUs) by key employees of
up to an aggregate of 1,000,000 shares of Classmn@n Stock at 67% of the fair market value ondhie of grant. RSUs vest annually ¢
a three-year period from the date of grant.

A more detailed description of each of these stk stock option plans can be found in Note 13atehlto Consolidated Financial
Statements in our Annual Report on Form 10-K ferybar ended December 31, 2005.

Effective January 1, 2006, the Company adoptedrigiahAccounting Standards Board Statement No. 123Rare-Based Payment’(FAS
123R) utilizing the “modified prospective” methos described in FAS 123R. Under the “modified pratipe” method, compensation cost is
recognized for all share-based payments grantedthi effective date and for all unvested awardatgd prior to the effective date. In
accordance with FAS 123R, prior period amounts wetaestated. FAS 123R also requires the tax liisrefsociated with these share-based
payments to be classified as financing activitiethe Statements of Consolidated Cash Flows, rétlaeras operating cash flows as required
under previous regulations. At October 1, 2006,Gbenpany had three stock-based compensation pliéim$otal unrecognized compensation
costs related to unvested stock-based compensat@angements of approximately $8,164,000 and auatighted average remaining term of
2.3 years. For the third quarter and first ninenthe of 2006, the Company recognized compensatiets celated to stock-based programs of
approximately $862,000 and $2,077,000, respectivelselling, general and administrative expensas. Company recorded approximately
$30,000 of tax benefit during the third quarter &irgt nine months of 2006 for the compensationemge relating to its stock options. For the
third quarter and nine months ended October 1, 20@Company recorded approximately $173,000 @dd $00 of tax benefit for its other
stock-based plans. The recognition of total stoagell compensation expense impacted both basicamehé per common share and diluted
net income per common share by $0.02 during thid thiarter. For the nine months ended October 6 2ie recognition of total stock-
based compensation expense impacted both basitcoete per common share and diluted net incomegamon share by $0.05.

Prior to the effective date, the stock-based comsaion plans were accounted for under Accountiigciiles Board Opinion (APB) No. 25,
“Accounting for Stock Issued to Employees,” anctetl interpretations. Pro-forma information regagdhe impact of total stock-based
compensation on net income and income per shaggifarperiods is required by FAS 123R.

Such pro-forma information, determined as if thempany had accounted for its employee stock op@masRSUs under the fair value
method to measure stock-based compensation asedaquider the disclosure provisions of Financiatd\mting Standards Board Statement
No. 123,“Accounting for Stock-Based CompensatioFAS 123) as amended by Financial Accounting StatsdBoard Statement No. 148
“Accounting for Stock-Based Compensation Transiion Disclosure” (FAS 148) during the third quarterd nine months ended October 2,
2005, is illustrated in the following tables:




Third Quarter Ended
October 2, 200&
(amounts in thousands, excef
per share information)

Net income, as reporte $ 13,36¢
Add: Stock-based employee compensation expensetfreflanagement Stock Purchase Plan included in

reported net income, net of t 117
Deduct: Stoc-based employee compensation expense determinedthedair value method, net of te
Restricted stock units (Management Stock Purchks® (159)
Employee stock options (427)
Pro-forma net income $ 12,89¢

Earnings per shan

Basic-as reportet $ 41
Basic-pro-forma $ 40
Diluted-as reportel $ 40
Diluted-prc-forma $ .39

Nine Months Ended
October 2, 200&
(amounts in thousands
except per share information’

Net income, as reporte $ 39,63¢
Add: Stock-based employee compensation expensetireflanagement Stock Purchase Plan included in

reported net income, net of t 433
Deduct: Stoc-based employee compensation expense determinedthedair value method, net of te
Restricted stock units (Management Stock Purchksg 477)
Employee stock options (597)
Pro-forma net income $ 38,99¢

Earnings per shan

Basic-as reportel $ 1.22
Basic-pro-forma $ 1.20
Diluted-as reporte! $ 1.20
Diluted-prc-forma $ 1.17

The fair value of each option granted under thed28ck Incentive Plan is estimated on the daggaft, using the Black-Scholes-Merton
Model, based on the following weighted average mgsions for the first nine months of 2006 and 2005:

Nine months Ended
October 1,  October 2,

2006 2005
Expected life (years 5.8 5.8
Risk-free interest rat 4.9% 4.0%
Volatility 35.9% 36.2%
Dividend yield 1.0% 1.0%

There were 163,500 and 260,000 options issued uhd&004 Stock Incentive Plan in the third quartfr2006 and 2005, respectively.

The fair value of each share issued under the Mamagt Stock Purchase Plan is estimated on theofigtant, using the Black-Scholes-
Merton Model, based on the following weighted agerassumptions for the first nine months of 2006 2005:

Nine months Ended
October 1, October 2,

2006 2005
Expected life (years 3.0 3.0
Risk-free interest rat 4.5% 3.4%

Volatility 25.7% 26.0%



Dividend yield 1.5% 1.4%




There were 87,125 and 120,036 RSUs issued und&fdhagement Stock Purchase Plan in the first gusaote2006 and 2005, respectively.
There were no RSUs issued in the second and thaders of 2006 or 2005.

The risk-free interest rate is based upon the Ur&asury yield curve at the time of grant for thspective expected life of the option. The
expected life (estimated period of time outstanfofgoptions and volatility were calculated usirigtbrical data. The expected dividend yield
of stock is the Company’s best estimate of the ebguefuture dividend yield. The Company applieceatimated forfeiture rate of 15% for its
stock options and 10% for its RSUs. These rates walculated based upon historical activity andaarestimate of granted shares not
expected to vest. If actual forfeitures differ frdne expected rates, the Company may be requirethke additional adjustments to
compensation expense in future periods.

The above assumptions were used to determine tighted average grant-date fair value of stock oystiof $13.50 and $11.54 during the
first nine months of 2006 and 2005, respectivelgoAthe weighted average grant-date fair valud’Sif)s granted were $13.60 and $12.41
during the first nine months of 2006 and 2005, eesipely.

The Company distributed dividends of $0.09 an@%@er share for the third quarter and first nirenths of 2006, respectively, and $0.08
and $0.24 per share for the third quarter and flirgt months of 2005, respectively, on the Compa@tass A Common Stock and Class B
Common Stock.

2004 Stock Incentive Plan

For a description of the 2004 Stock Incentive Fddaarms, see Note 13 to the Consolidated FinaStékéments in the Company’s Annual
Report on Form 10-K for the year ended DecembeRGQ@5.

There were 163,500 options issued during thefiirs® months of 2006 under the 2004 Stock Inceritte@. At October 1, 2006, there were
1,191,896 options granted and outstanding to ceaflicers and key employees. There were 2,00@optforfeited during the first nine
months of 2006. Total unrecognized compensatiohretsted to the unvested stock options was appratdly $4,621,000 at October 1, 2C
and is being amortized on a straight-line basis aviéeve or four-year vesting period. For the thipgiarter and first nine months of 2006, the
Company recognized compensation cost of $407,8606&,012,000, respectively, in selling, general administrative expenses.

A summary of the Company’s stock option activitglaalated information for the first nine months2606 is shown in the following table:

As of October 1, 200¢

Weighted Aggregate
Average Intrinsic
Options Exercise Price Value
(options in thousands)
Outstanding at beginning of peri 1,08 $ 21.7C
Granted 164 35.2C
Cancellec 2) 32.07
Exercised (59) 17.41
Outstanding at end of period 1,192 $ 2375 $ 8.01
Exercisable at end of period 586 $ 18.8¢ $ 12.8¢

As of October 1, 2006, the aggregate intrinsic @alaf outstanding and exercisable options wereoxppately $9,547,000 and $7,548,000,
respectively, representing the total pre-tax isidgrvalue, based on the Company’s closing Classmngon stock price of $31.76 as of
October 1, 2006, which would have been receivethbyoption holders had all option holders exercibedt options as of that date. The total
intrinsic value of options exercised for the finghe months of 2006 was approximately $1,106,0Qthriexercise of options, the Company
issues shares of Class A common stock.

The following table summarizes information abouti@ms outstanding at October 1, 2006:

Options Outstanding Options Exercisable
Weighted Average Weighted Average Weighted Average
Number Remaining Contractual Exercise Number Exercise
Range of Exercise Price QOutstanding Life (years) Price Exercisable Price
(options in thousands)

$10.58 43 3.9 $ 10.5¢ 43 $10.5€
$11.7%—%$12.44 43 35 12.0C 43 12.0C
$15.40—%$35.20 1,10€ 7.7 24.77 500 20.2C

1,192 7.4 $ 23.7¢ 586 $18.8€




Additionally at October 1, 2006, there were 74,06Yested shares of restricted stock outstandirigieee granted to key employees and the
non-employee members of the Company’s Board ofdiirs. The Company issued 59,612 shares of restrgtock during the third quarter
and first nine months ended October 1, 2006. AbBet 1, 2006, total unrecognized compensationretstied to unvested restricted stock
approximately $2,094,000, which is being amortieada straight-line basis over the three-year

10




vesting period. For the third quarter and firstenmonths ended October 1, 2006, the Company remzfjnompensation costs of $186,000
and $345,000, respectively, in selling, general adhahinistrative expenses. The Company applied ima&ted forfeiture rate of 10% for
restricted stock issued to key employees. The gggeantrinsic value of restricted stock granted antstanding approximated $2,352,000
representing the total pre-tax intrinsic value llase the Company’s closing Class A common stoakepoif $31.76 as of October 1, 2006.

Management Stock Purchase Plan

For a description of the Management Stock PurcRéee terms, see Note 13 to the Consolidated Finh8tatements in the Company’s
Annual Report on Form 10-K for the year ended Ddwean31, 2005.

There were 87,125 RSUs issued during the first mpaths of 2006 with an aggregate grant-date finerapproximating $1,185,000. At
October 1, 2006, there were 346,687 RSUs grantéaatstanding to certain officers and key employ@égre were no RSUs forfeited
during the first nine months of 2006. Total unretiagd compensation cost related to unvested RSWdsapproximately $1,449,000 at
October 1, 2006, and is being amortized on a $ttdige basis over a three-year vesting period.tRerthird quarter and first nine months of
2006 the Company recognized compensation cost&#,820 and $720,000, respectively, in selling, galrend administrative expenses.

A summary of the Company’s RSUs activity and relatéormation for the first nine months of 2006own in the following table:

As of October 1, 200¢

Weighted Aggregate
Average Intrinsic
RSUs Purchase Price Value
(RSUs in thousands'
Outstanding at beginning of peri 328 % 16.0z
Granted 87 23.34
Settled (68) 10.2C
Outstanding at end of period 347 3% 19.0C $ 12.7¢€
Vested at end of period 148 ¢ 15.64 $ 16.12

As of October 1, 2006, the aggregate intrinsic @alaf outstanding and vested RSUs were approximn$deti24,000 and $2,384,000,
respectively, representing the total pre-tax isidgrvalue, based on the Company’s closing Classmneon stock price of $31.76 as of
October 1, 2006, which would have been receivethbyRSUs holders had all RSUs settled as of thtat e total intrinsic value of RSUs
settled for the first nine months of 2006 was appnately $1,745,000. Upon settlement of RSUs, then@any issues shares of Class A
common stock.

The following table summarizes information aboutR®utstanding at October 1, 2006:

RSUs Outstanding RSUs Vestec
Weighted Average Weighted Average Number Weighted Average
Number Remaining Contractual Purchase Purchase
Range of Purchase Price QOutstanding Life (years) Price Vested Price
(RSUs in thousands'

$7.9:—%$8.34 12 — $ 8.13 12 $ 8.13
$9.3¢—%$9.54 5 — 9.47 5 9.47
$10.0—%$12.30 23 — 10.6€ 23 10.6€
$15.50—$23.34 307 1.4 20.2z 108 17.84

347 1.4 $19.0c 148 $15.64

Shipping and Handling

The Company'’s shipping costs included in sellireneral and administrative expense were $9,528,00%3,418,000 for the third quarter of
2006 and 2005, respectively, and were $27,270,800520,423,000 for the first nine months of 2006 2005, respectively.

Research and Developme

Research and development costs included in setlieigeral and administrative expense were $3,091866%2,780,000 for the third quarters
of 2006 and 2005, respectively, and were $9,400a0@0$8,688,000 for the first nine months of 2008 2005, respectively.

New Accounting Standart



In September 2006, the Securities and Exchange @ssion issued Staff Accounting Bulletin No. 108dnsidering the Effects of Prior Ye
Misstatements When Quantifying Misstatements inr€ntrYear Financial Statements” (SAB 108), whicavides interpretive guidance on
how the effects of the carryover or reversal obpyiear misstatements should be considered in dyagta current year misstatement. SAB
108 is effective for fiscal years ending after NaNor 15, 2006. The Company will adopt the
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provisions of SAB 108 for its annual financial staents for fiscal year 2006. The Company doe&xjpéct the impact of SAB 108 will be
material to its consolidated financial statements.

In September 2006, the Financial Accounting Stashsl&oard (FASB) issued FAS No. 158, “Employers’ duting for Defined Benefit
Pension and Other Postretirement Plans—an amendhEASB Statements No. 87, 88, 106, and 132(FBAS 158) which requires an
employer to: (a) recognize in its statement ofricial position an asset for a plan’s overfundetlstar a liability for a plan’s underfunded
status; (b) measure a plan’s assets and its obligathat determine its funded status as of theoétite employer’s fiscal year; and

(c) recognize changes in the funded status of iaetkbenefit postretirement plan in the year inclilthe changes occur. Those changes will
be reported in other comprehensive income. Theimrement to recognize the funded status of a bepkdit and the disclosure requirements
are effective as of the end of the fiscal year egdifter December 15, 2006 for companies with glibtraded equity securities. The
requirement to measure plan assets and benefifadioins as of the date of the employer’s fiscalyaal statement of financial position is
effective for fiscal years ending after December2(®8, although earlier adoption is permitted a&gsult of the requirement to recognize
funded status of its benefit plans as of DecemheRB06, the Company expects to record an incrieasepension liability of approximately
$8,000,000 and a decrease in stockholders’ eqtisipproximately $5,500,000, net of tax.

In September 2006, FASB issued FAS No. 157, “Faiug Measurements,” (FAS 157) which defines falu@aestablishes a framework for
measuring fair value in generally accepted accagrrinciples and expands disclosures about fdirevameasurements. FAS 157 is effective
for financial statements issued for fiscal yeangifneing after November 15, 2007 and interim periaithin those fiscal years. Earlier
application is encouraged provided that the repgrtiompany has not yet issued financial statenfentiat fiscal year including financial
statements for an interim period within that fisgaér. The Company does not expect the impact & F37 will be material to its
consolidated financial statements.

In July 2006, the FASB issued Financial InterpietaiNo. 48, “Accounting for Uncertainty in Incomaxes,” (FIN 48) which clarifies the
accounting for uncertainty in income taxes recoeghiin the financial statements in accordance WitASNo. 109, “Accounting for Income
Taxes.” FIN 48 provides that a tax benefit fromuaicertain tax position may be recognized whenrit@se likely than not that the position
will be sustained upon examination, based on ttlenieal merits. This interpretation also providegdgnce on measurement, de-recognition,
classification, interest and penalties, accounitinigterim periods, disclosure and transition. EIBIwill become effective for fiscal years
beginning after December 15, 2006. The Company dotexpect the impact of FIN 48 will be materilits consolidated financial
statements.

In March 2006, the FASB issued Financial Accounttgndards Board Statement No. 156 “AccountingsEmvicing of Financial Assetsan
amendment of FASB Statement No. 140,” (FAS 156)SRAA6 amends FAS Statement No.140, “Accounting fansfers and Servicing of
Financial Assets and Extinguishments of Liabilifiesith respect to the accounting for separatebpgmized servicing assets and servicing
liabilities. FAS 156 addresses the recognition medsurement of separately recognized servicingsaaed liabilities and provides an
approach to simplify efforts to obtain hedge-likéf¢et) accounting. The Company is required to attop provisions of FAS 156 as of
January 1, 2007, although earlier adoption is pitechi The Company does not expect the impact of E2®will be material to its
consolidated financial statements.

In February 2006, the FASB issued Financial AccmgnStandards Board Statement No. 155 “Accounton@fertain Hybrid Financial
Instruments—an amendment of FASB Statements Noah83140” (FAS 155). FAS 155 amends FAS 133, “Aatimg for Derivatives and
Hedging Activities,” and FAS 140, “Accounting fordnsfers and Servicing of Financial Assets andrigxtishments of Liabilities,” and
allows an entity to remeasure at fair value a lt/biiancial instrument that contains an embeddedvakive that otherwise would require
bifurcation from the host, if the holder irrevocalelects to account for the whole instrument oaiavfalue basis. Subsequent changes in the
fair value of the instrument would be recognize@annings. The Company is required to adopt theigiomn of FAS 155 as of January 1,
2007, although earlier adoption is permitted. Tloenpany does not expect the impact of FAS 155 wilirtaterial to its consolidated financ
statements.

In May 2005, the FASB issued Financial Accountitign8ards Board Statement No. 154, “Accounting Charamd Error Correction
Replacement of APB Opinion No. 20 and FASB Statdrien 3” (FAS 154). FAS 154 replaces APB Opinion. 146, “Accounting

Changes” (APB 20), and FASB Statement No. 3, “RépgrAccounting Changes in Interim Financial Stageis,” and changes the
requirements for the accounting for and reportihg ochange in accounting principle. APB 20 previguisquired that most voluntary changes
in accounting principles be recognized by includimget income of the period of the change the dative effect of changing to the new
accounting principle. FAS 154 requires retrospectipplication to prior periods’ financial statemseaf changes in accounting principle. FAS
154 defines retrospective application as the agptio of a different accounting principle to pramcounting periods as if that principle had
always been used. FAS 154 also requires that agehiardepreciation, amortization, or depletion rmodtfor long-lived, non-financial assets
be accounted for as a change in accounting estiaffgeted by a change in accounting principle. Toenpany applied the provisions of this
statement in January 2006 and the impact was nt@riakto its consolidated financial statements.

In December 2004, the FASB issued Financial Acdogrstandards Board Statement No. 153, “Exchanfjl®omonetary Assets, an
amendment of APB Opinion No. 29, Accounting for Nmmetary Transactions” (FAS 153). The amendmentierbg FAS 153
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are based on the principle that exchanges of noatapnassets should be measured based on thaliaér of the assets exchanged. Further,
the amendments eliminate the narrow exceptiondommonetary exchanges of similar productive assetgeplace it with a broader except
for exchanges of nonmonetary assets that do n& ¢@mwmercial substance. Previously, Opinion Na.e2@iired that the accounting for an
exchange of a productive asset for a similar prode@sset or an equivalent interest in the sansnaitar productive asset should be base
the recorded amount of the asset relinquished sTatement is effective for nonmonetary asset exgggmoccurring in fiscal periods beginn
after June 15, 2005. Earlier application is pemditior nonmonetary asset exchanges occurringdalffgeriods beginning after the date of
issuance. The provisions of this statement weréexpprospectively in January 2006 and the impaas wot material to the Company’s
consolidated financial statements.

In November 2004, the FASB issued Financial AccmgnStandards Board Statement No. 151, “Inventaygt€ (FAS 151). FAS 151
amends the guidance in Accounting Research Bulldétind3, Chapter 4, “Inventory Pricingd clarify the accounting for inventory costs. -
provisions of this statement are effective fordisgears beginning after June 15, 2005. The Compaplied the provisions of this statement
in January 2006 and the impact was not materid toonsolidated financial statements.

3. Discontinued Operations

In September 1996, the Company divested its Mualdigater Group businesses, which included HenrytRlames Jones Company and
Edward Barber and Company Ltd. Costs and expeetsed to the Municipal Water Group for 2006 af02 primarily relate to legal and
settlement costs associated with the James Jotigatlan, which is described in Part I, Item 1, 6Buct Liability, Environmental and Other
Litigation Matters” of the Company’s Annual Report Form 10-K for the year ended December 31, 20@5Note 13 of Notes to
Consolidated Financial Statements in this Form 10-Q

Condensed operating statements and balance shedisdontinued operations are summarized below:

Third Quarter Ended
October 1, October 2,

2006 2005
(in thousands)
Cost and expenses- Municipal Water Group $ (5,100 $ (115
Loss before income taxes (5,100 (115)
Income tax benefit 1,962 44
Loss from discontinued operations, net of taxes $ (3,137 $ (71)

Nine Months Ended
October 1, October 2,

2006 2005
(in thousands)

Cost and expenses- Municipal Water Group $ (5,459 $ (299
Loss before income taxes (5,45¢9) (299
Income tax benefit 2,101 114
Loss from discontinued operations, net of taxes $ (3,356 $ (18H)
October 1, December 31

2006 2005

] (in thousands)

Prepaid expenses and other as $64C $2,511
Deferred income taxes 9,432 7,044
Assets of discontinued operations $ 10,072 $ 9,55t
Accrued expenses and other liabilities 27,94( 23,06¢
Liabilities of discontinued operations $ 2794 $  23,06¢

The assets and liabilities at October 1, 2006 aacehber 31, 2005 primarily relate to the resergeghie James Jones Litigation.
4. Derivative Instruments

The Company uses foreign currency forward exchaog#racts as an economic hedge to reduce the impaatrency fluctuations on certain
anticipated intercompany purchase transactionsatiea¢xpected to occur during the next twelve nmeatid certain other foreign currency
transactions. Realized and unrealized gains arsg$osn the contracts are recognized in other int@pense. These contracts do not subject
the Company to significant market risk from exchengovement because they offset gains and losséeaslated foreign currency
denominated transactions. At October 1, 2006, dltevflue of the contracts was a loss of approxetye$63,000



The Company occasionally uses commodity futuresraots to fix the price on a certain portion ofta@r raw materials used in the
manufacturing process. At October 1, 2006 and @et@b2005, the Company had no commodity contracts.
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5. Restructuring and Other Charges

The Company continues to implement a plan to cauai@ several of its manufacturing plants in Eurditehe same time it is expanding its
manufacturing capacity in China and other low-@sts of the world. In the third quarter of 20@&, Company recorded pre-tax charge of
approximately $1,281,000 compared to a pre-taxgehaf $995,000 in the third quarter of 2005. Pree@sts of $949,000 and $991,000 were
recorded in costs of goods sold in the third quart€006 and 2005, respectively. Costs incurredHe third quarter of 2006 primarily
included manufacturing severance costs relatelde@Cbmpany’s Chinese restructuring plan. Costsriedufor the third quarter of 2005
included accelerated depreciation for the closfieed.S. manufacturing plant. The Company recorgledtax charges of $332,000 and
$4,000 to restructuring and other charges in tird tuarters of 2006 and 2005, respectively . @d&ts incurred for the third quarter of 2006
and 2005 are primarily for severance costs relatelde Company’s Chinese and European restructyitans.

For the first nine months of 2006, the Company réed pre-tax income of approximately $4,153,000 gared to a pre-tax charge of
$2,167,000 for the first nine months of 2005. Rredosts of $956,000 and $1,705,000 were recordedsts of goods sold in the first nine
months of 2006 and 2005, respectively. Costs ireclifor the first nine months of 2006 primarily imded manufacturing severance costs
related to the Company’s Chinese restructuring.plarsts incurred for the first nine months of 2@@8uded accelerated depreciation for the
closure of a U.S. manufacturing plant. The Compaegrded income of $5,109,000 and a charge of $8620 restructuring and other
charges in the first nine months of 2006 and 28&&pectively. In the second quarter of 2006, t bs@any recorded a gain of approximately
$6,500,000 related to the sale of a building ityJtevhich is partially offset by costs incurred fegverance costs related to the Company’s
Chinese and European restructuring plans. The aostirred for the first nine months of 2005 arienarrily for severance costs related to
Company’s European restructuring plans.

6. Earnings per Share

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

For the Third Quarter Ended October 1, 2006

Income Shares Per Share
(Numerator) (Denominator) Amount
(amounts in thousands, except share and per sharenaunts)
Basic EPS
Income from continuing operatiol $ 21,32¢ 32,707,34. $ .65
Loss from discontinued operations (3,137) (.10
Net income $ 18,187 $ .56
Effect of dilutive securitie
Common stock equivalents 343,327
Diluted EPS
Income from continuing operatiol $ 21,32¢ $ .65
Loss from discontinued operations (3,137 (.09
Net income $ 18,187 33,050,67! $ .55
For the Third Quarter Ended October 2, 2005
Income Shares Per Share
(Numerator) (Denominator) Amount
(amounts in thousands, except share and per sharenaunts)
Basic EPS
Income from continuing operatiol $ 13,43¢ 32,525,42. $ 41
Loss from discontinued operations (71) —
Net income $ 13,36¢ $ 41
Effect of dilutive securitie
Common stock equivalents 536,57¢
Diluted EPS
Income from continuing operatiol $ 13,43¢ $ 41
Loss from discontinued operations (71) —
Net income $ 13,36¢ 33,062,000 $ 40
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For the Nine Months Ended October 1, 200

Income Shares Per Share
(Numerator) (Denominator) Amount
(amounts in thousands, except share and per sharenaunts)
Basic EPS
Income from continuing operatiol $ 58,954 32,651,03 $ 1.81
Loss from discontinued operations (3,35¢) (.10
Net income $ 55,59¢ $ 1.70
Effect of dilutive securitie
Common stock equivalents 375,87¢
Diluted EPS
Income from continuing operatiol $ 58,954 $ 1.79
Loss from discontinued operations (3,359 (.10
Net income $ 55,59¢ 33,026,91: $ 1.68
For the Nine Months Ended October 2, 200!
Income Shares Per Share
(Numerator) (Denominator) Amount
(amounts in thousands, except share and per sharenaunts)
Basic EPS
Income from continuing operatiol $ 39,82¢ 32,469,95. $ 1.23
Loss from discontinued operations (185) (.01)
Net income $ 39,63¢ $ 1.22
Effect of dilutive securitie
Common stock equivalents 536,32¢
Diluted EPS
Income from continuing operatiol $ 39,82¢ $ 1.21
Loss from discontinued operations (185) (.01)
Net income $ 39,63¢ 33,006,27' $ 1.20

7. Segment Information

Under the criteria set forth in Financial Accougtitandards Board Statement No.131 “DisclosuretaBegments of an Enterprise and
Related Information”, the Company operates in tlyeegraphic segments: North America, Europe, arideCEach of these segments is
managed separately and has separate financialsrtisal are reviewed by the Company’s senior managé Sales by region are based upon
location of the entity recording the sale. The actimg policies for each segment are the samease ttlescribed in the summary of signific

accounting policies.

The following is a summary of our significant acotsiand balances by segment, reconciled to outidated totals:

Europe China Corporate (*) Consolidated

North
America

As of and for the quarter ended October 1, 2006

Net sales $ 211,76¢
Operating income (loss; 26,217
Capital expenditures 2,412
Depreciation and amortization 4,482
As of and for the quarter ended October 2, 2

Net sales $ 160,02¢
Operating income (los 18,38¢
Capital expenditure 1,972
Depreciation and amortizatic 3,56¢
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(in thousands)

$ 101437 $ 11,931 $ — $ 325,13]
12,88¢ 3,55€ (6,624) 36,03¢
2,424 719 — 5,55¢€

3,03¢ 1,161 — 8,681

$ 65,55¢ $ 7,146 % — $  232,72¢
7,854 1,43¢ (4,770) 22,90¢

1,74¢ 758 — 4,47¢

2,282 892 — 6,742







As of and for the nine months ended October 1, 2006

Net sales $ 61658/ $ 25755! $ 26,12t  $ — $ 900,26
Operating income (loss, 74,252 38,067 6,96¢ (18,487) 100,80¢
Identifiable assets 825,95¢ 489,33¢ 119,73¢ — 1,435,03«
Long-lived assets 97,22¢ 78,86/ 27,94 — 204,03:
Intangibles 77,97¢ 46,20z 9,161 — 133,34:
Capital expenditures 8,84¢ 24,71¢ 1,78¢ — 35,34¢
Depreciation and amortization 13,28¢ 8,552 3,737 — 25,57¢
As of and for the nine months ended October 2, 20(

Net sales $ 464,62: $ 19562 $ 19,69 $ — $ 679,93¢
Operating income (lost 57,08¢ 23,29¢ 2,55C (14,52)) 68,41¢
Identifiable asset 551,49¢ 308,48: 93,53¢ — 953,51¢
Long-lived asset: 73,24: 46,674 25,92: — 145,84(
Intangibles 32,59¢ 13,30¢ 2,68C — 48,58(
Capital expenditure 7,53E 4,194 2,087 — 13,81¢
Depreciation and amortizatic 10,18( 6,51% 3,27¢ — 19,96¢

*Corporate expenses are primarily for compensatiqrense, Sarbanes-Oxley compliance, professioas] fiecluding legal and audit
expenses, shareholder services and benefit admatiost costs. These costs are not allocated tgeébgraphic segments as they are viewed as
corporate functions that support all segments.

The above operating segments are presented orisacbasistent with the presentation included inGloenpany’s December 31, 2005
financial statements included in its Annual Remort~orm 10-K.

The North American segment consists of U.S. netssal $196,372,000 and $147,640,000 for the thiatgrs of 2006 and 2005,
respectively, and $573,135,000 and $430,175,00thiofirst nine months of 2006 and 2005, respelstivEhe North American segment also
consists of U.S. long-lived assets of $90,278,000%68,304,000 at October 1, 2006 and October@5,2@spectively.

Intersegment sales for the quarter ended Octol#006 for North America, Europe and China were $0,800, $958,000 and $21,991,000,
respectively. Intersegment sales for the quanided October 2, 2005 for North America, Europe @htha were $1,209,000, $1,072,000 .
$13,677,000, respectively.

Intersegment sales for the first nine months er@etber 1, 2006 for North America, Europe and Chiese $4,942,000, $2,188,000 and
$54,379,000, respectively. Intersegment salethfofirst nine months ended October 2, 2005 forttN&merica, Europe and China were
$3,740,000, $4,054,000 and $35,534,000, respegtivel

On April 4, 2006, the Company sold an operatingdlifsgdn northern Italy to the local Italian govement. The net selling price of the land and
building was approximately $9,200,000 resultingipre-tax gain of approximately $6,500,000 recogphin the second quarter of 2006.
Taxes associated with this gain of approximatelyt®2,000 are due in installments over the nextyirars. The Company then used the
proceeds from sale of this facility plus additiobahk financing to purchase another site, which evased by the same governmental agel
The purchase price for the new facility (land andding) was approximately $16,300,000. Simultamsdy, the Company entered into a 15-
year sale and leaseback arrangement with a leasimgany for the new facili’s building. The sale- leaseback transaction teduh

proceeds to the Company of approximately $16,0@),pAartially used to repay the bank financing. rEh&as no gain or loss recorded in
connection with the sale-leaseback transaction.
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8. Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive income (loss) stssf the following:

Foreign
Currency Accumulated Other
Translation and Pension Comprehensive
Other Adjustment Income (Loss)
(in thousands)
Balance December 31, 20C $ 13,09C $ (7,827) $ 5,268
Change in period 4,611 — 4,611
Balance April 2, 2006 17,701 (7,827) 9,874
Change in period 6,841 — 6,841
Balance July 2, 2006 $ 2454; $ (7,827) $ 16,71°¢
Change in period 4,882 — 4,882
Balance October 1, 2006 $ 29,424 $ (7,827) $ 21,597
Balance December 31, 20 $ 32,467 $ (5,849 $ 26,61¢
Change in period (6,885) — (6,88E5)
Balance April 3, 2005 25,58: (5,849) 19,73¢
Change in period (11,637 — (11,637)
Balance July 3, 2005 $ 13,94t $ (5,849 $ 8,09¢€
Change in period 1,212 — 1,212
Balance October 2, 2005 $ 15,157 $ (5,849) $ 9,30€

Accumulated other comprehensive income (loss)eénctinsolidated balance sheets as of October 1, &td®ctober 2, 2005 consists
primarily of cumulative translation adjustments amichimum pension liability adjustments. The Comyariotal comprehensive income
(loss) was as follows:

Third Quarter Ended
October 1 200€ October 2, 200E
(in thousands)

Net income $ 18,187 $ 13,36¢
Foreign currency translation adjustments and other 4,882 1,212
Total comprehensive income $ 23,06¢ $ 14,58(

Nine Months Ended
October 1, 200€ October 2, 200E
(in thousands)

Net income $ 55,59¢ $ 39,63¢
Foreign currency translation adjustments and other 16,33¢ (17,310
Total comprehensive income $ 71,93C $ 22,32¢

9. Acquisitions

On August 14, 2006, a wholly owned subsidiary e @ompany acquired 100% of the outstanding stoddaxdk Teknigas, Limited
(Teknigas) located in St. Neots, United Kingdomdpproximately $8,700,000, which is net of cashu@eql of approximately $300,000, plus
assumed debt of approximately $1,087,000. Themieéiry allocations for goodwill and intangible assare approximately $4,186,000 and
$3,718,000, respectively. The amount recordedtasgible assets is primarily for technology andteoner relationships that have estimated
useful lives ranging from 8 to 12 years and traaim@s with indefinite lives. Teknigas designs, depgland manufactures a range of gas
control products and systems for combustion, inthlstmedical, laboratory and specialty gas.

On June 7, 2006, a wholly owned subsidiary of thenfany acquired 100% of the outstanding stock af Kilofsson Safe Corporation AB
(KimSafe) located in Almhult, Sweden for approxielst$5,700,000, which is net of cash acquired grapimately $2,900,000. The
preliminary allocations for goodwill and intangitdssets are approximately $1,627,000 and $3,532r880ectively. The amount recorded as
intangible assets is primarily for customer relasioips that have estimated useful lives of 5 yaadstrade names with indefinite lives.
KimSafe manufactures electronic controls for heahp, solar and pellet heaters, which provide thitylo heat water using renewable
energy.
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On June 2, 2006, a wholly owned subsidiary of thenffany acquired the assets and business of CMexifacturing, Inc. (Calflex) located
in Vernon, California and the stock of Ningbo Bb&tal & Plastic Manufacturing Company, Ltd. (Ningbocated in Ningbo, China for
approximately $6,600,000. The preliminary allogatfor intangible assets is approximately $2,333,dhe amount recorded as intangible
assets is primarily for customer relationships tieate estimated useful lives of 12 years and trahees with indefinite lives. Calflex and
Ningbo distribute and manufacture water connec

On May 19, 2006, a wholly owned subsidiary of thenpany acquired 100% of the outstanding stock o Akpansion Group (ATS) local
in Sorgues, Grenoble and Hautvilliers, France fipraximately $62,000,000, which is net of cash &eguof approximately $5,600,000 plus
assumed debt of approximately $14,100,000. Thiénprery allocations for goodwill and intangiblesess are approximately $32,644,000
and $26,858,000, respectively. The amount recoagdadtangible assets is primarily for customerti@tships with estimated useful lives
ranging from 8 to 10 years, patents with estimatgeful lives ranging from 7 to 12 years and tragi@es with indefinite lives. ATS’ products
include a broad range of fittings, valves and n@d# for water, gas and heating applications aaitlsiss steel flexible hoses.

On April 26, 2006, a wholly owned subsidiary of tBempany acquired the assets and business of Gehgdve Works (Changsha) located
in Changsha, China for approximately $8,500,00@ykith approximately $600,000 remains to be palgjes to certain conditions being
met. The preliminary allocations for goodwill andangible assets are approximately $5,975,000 ar&0D8,000, respectively. The amount
recorded as intangible assets is primarily for nompete agreements that have estimated usefuldive3 years and customer order backlog
with an estimated useful life of 1 year. Changsha lleading manufacturer of large diameter hydraadtuated butterfly valves for thermo-
power and hydro-power plants, water distributiooj@cts and water works projects in China.

The purchase price allocations for the acquisitiooted above are preliminary pending the final aeteation of fair values of intangible
assets and certain assumed assets and liabilities.

On April 5, 2006, a wholly owned subsidiary of @empany completed the planned increase of its ati@in Watts Stern Rubinetti, S.r.1.
(Stern) from 8 5% to 100%. The price paid for #iklitional 15% interest was approximately $387,000.

10. Debt

On April 27, 2006 , the Company completed a priyaéeement of $225,000,000 of 5.85% senior unsecootes due April 2016 (the 2006
Note Purchase AgreemerThe 2006 Note Purchase Agreement includes opesgdtzon financial covenants, with which the Company
required to comply, including, among others, maiatee of certain financial ratios and restrictionsadditional indebtedness, liens and
dispositions. Events of default under the 2006 Nhatechase Agreement include failure to comply vitgHinancial and operational covenants,
as well as bankruptcy and other insolvency evérite.Company may, at its option, upon notice tortbgzholders, prepay at any time all or
part of the Notes in an amount not less than $liamiby paying the principal amount plus a matesle amount, which is dependent upon
yield of respective U.S. Treasury SecuritThe Company used the net proceeds from the prplatement to repay $147,000,000
outstanding under its revolving credit facility hé balance of the net proceeds will be used tméieduture acquisitions and for general
corporate purposes. As of October 1, 2006, the Gompvas in compliance with all covenants relateth&o2006 Note Purchase Agreement.
The payment of interest on the senior unsecuregkristdue semi-annually on April 80 and Octobet" 2 each year. Additionally, the
Company amended its 2003 Note Purchase Agreemeeti¢at the existence of the subsidiary guarariosto substantially conform certain
provisions of the 2003 Note Purchase Agreemertitea@006 Note Purchase Agreement.

On April 27, 2006, the Company amended and resitgemhsecured revolving credit facility with a sicate of banks (as amended, the
revolving credit facility). The revolving creditddity provides for multi-currency unsecured boriags and stand-by letters of credit of up to
$350,000,000 and expires in April 20Borrowings outstanding under the revolving creddility bear interest at a fluctuating rate perwm
equal to an applicable percentage equal to (héncase of Eurocurrency rate loans, the BritishkBes1Association LIBOR rate plus an
applicable percentage of 0.60%, which is determimeteference to the Company’s consolidated leveratio and debt rating, or (i) in the
case of base rate loans and swing line loans,igfieihof (a) the federal funds rate plus 0.5% d)dHe rate of interest in effect for such day
as announced by Bank of America, N.A. as its “priiate.” For first nine months of 2006, the averaderest rate under the revolving credit
facility for euro-based borrowings was approxima®B%. The revolving credit facility includes optonal and financial covenants
customary for facilities of this type, includingnang others, restrictions on additional indebtednksns and investments and maintenance of
certain leverage ratios. As of October 1, 2006, Gbenpany was in compliance with all covenants eeldb the revolving credit facility; had
$210,069,000 of unused and potentially availabéelitrunder the revolving credit facility; had noSdollar denominated debt and
$107,290,000 of euro-based borrowings outstandmigsaevolving credit facility; and had $32,64100@r stand-by letters of credit
outstanding on its revolving credit facility.

Effective July 1, 2005, the Company entered intiorae-year interest rate swap with a counter darty notional amount of €25,000,000,
which is outstanding under the revolving creditlifgc The Company swapped three-month EURIBORsf6% for a fixed rate of 3.02%.
At October 1, 2006, the fair value of the swap apgroximately $673,000, which was recorded as actéth of
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interest expense in the first nine months of 200& Company recorded an increase in interest erpar$120,000 in the third quarter of
2006 for changes in the fair value of the interatt swap. The swap was terminated on October(#.20

On December 28, 2005, the date of closing of theridat Manufacturing Company (Dormont) acquisitibmrmont had long-term debt
outstanding of $8,900,000 in the form of two sedétaxable variable rate demand bonds (1998 Swiiths$1,500,000 outstanding and the
2000 Series with $7,400,000 outstanding) which, tduée provisions of the trust agreements, coulgt be redeemed at dates subsequent to
the closing. Each of these bonds was secureddiiea of credit from a bank, which maintained awséy interest in the assets of Dormont.
As a condition of the purchase and to gain the Isacdnsent to the sale of Dormont to the Compargrpidnt’s former owners were required
to establish a cash collateral account for the bam@n amount equal to the potential obligatioofmont to the bank under the letter of
credit reimbursement agreements. The entire oldigamnder the bonds approximated $9,096,000, whaphesented the $8,900,000 in bond
principal plus interest and related fees. At aigsia portion of the Dormont purchase price waseqalan a cash collateral account as a
guarantee of payment. The Company recorded thiswsdeposit in prepaid expenses and other assBescamber 31, 2005. The 1998 se
bonds were repaid in full on January 17, 2006 &ed?000 series bonds were repaid in full on Feprta006 by the former owners using
the cash collateral account.

11. Contingencies and Environmental Remediation

As disclosed in Part I, Item 1, “Product Liabilignvironmental and Other Litigation Matters” of tBempany’s Annual Report on Form kKO-
for the year ended December 31, 2005, the Commaayarty to litigation described as the Jamesslbitigation.

12. Employee Benefit Plans

The Company sponsors funded and unfunded defineefib@ension plans covering substantially alltefdomestic employees. Benefits are
based primarily on years of service and employeesipensation. The funding policy of the Companytli@se plans is to contribute an
annual amount that does not exceed the maximum rsntioet can be deducted for federal income taxgaep. The Company uses a
September 30 measurement date for its plans.

The components of net periodic benefit cost afelésys:

Third Quarter Ended
October 1, 200€ October 2, 200E
(in thousands)

Service co—benefits earne $ 887 $ 715
Interest costs on benefits obligati 945 838
Estimated return on asst (875) (797)
Prior service cost amortizatic 71 60
Net loss amortizatio 303 216
Net periodic benefit cos $ 1,331 $ 1,032

Nine Months Ended
October 1, 200€ October 2, 200&
(in thousands)

Service co—benefits earne $ 2,661 $ 2,14¢
Interest costs on benefits obligati 2,83t 2,514
Estimated return on asst (2,625) (2,377)
Prior service cost amortizatic 213 180
Net loss amortizatio 909 646
Net periodic benefit cot $ 3,99 $ 3,10€
Cash flows:

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

Nine Months Ended
October 1, 200€ October 2, 200E
(in thousands)

Employer contribution: $ 3,194 $ 1,78€

19




13. Subsequent Event

In the insurance coverage portion of the JamessJoitigation, on October 20, 2006, the United Sta@eurt of Appeals for the Seventh
Circuit affirmed that an arbitration panel coulctike which deductible agreements between the Coyngiaah Zurich American Insurance
Company (Zurich) would control Zurich’s reimbursarhelaim for defense costs paid in the James Jomss. As a result of this
development, the Company recorded a pre-tax chadr§®,000,000 to discontinued operations in thedtuarter of 2006.

Item 2. Managements Discussion And Analysis Of Financial Condition Ad Results Of Operations

Overview

The following discussion and analysis are provitteihcrease understanding of, and should be readrijunction with, the accompanying
unaudited consolidated financial statements anesnoln this quarterly report on Form 10-Q, refeemnto “the Company,” “Watts,” “we,”
“us” or “our” refer to Watts Water Technologiesclrand its consolidated subsidiaries.

We operate on a 52-week fiscal year ending on Dbee®l. Any third quarter ended data containgtiismmReport on Form 10-Q reflects the
results of operations for the 13-week period ermtethe Sunday nearest September 30 of the respeear.

We are a leading supplier of products used in theenguality, water conservation, water safetywater flow control markets in North
America and Europe, with an emerging presence ineCliror over 130 years, we have designed and raetwiéd products that promote the
comfort and safety of people and the quality antseovation of water used in commercial and resideapplications. We earn revenue and
income almost exclusively from the sale of our preid. Our principal product lines include:

backflow preventers for preventing contaminatiopofable water caused by reverse flow within watgiply lines and fire
protection systems;

* awide range of water pressure regulators fdn bommercial and residential applications;

» water supply and drainage products for commeaenidlresidential applications;

» temperature and pressure relief valves for waeters, boilers and associated systems;

» point-of-use water filtration and reverse osmagistems for both commercial and residential appbaos;
» thermostatic mixing valves for tempering watecammercial and residential applications;

» systems for under-floor radiant applications andrhylic pump groups for gas boiler manufacturesr@mewable energy
applications, including solar heat pumps;

flexible stainless steel connectors for natural lidd propane gas in commercial food service gsidential applications; and
» large diameter butterfly valves for use in China&ter infrastructure.

Our business is reported in three geographic setgniorth America, Europe and China. We distritaue products through three primary
distribution channels, wholesale, do-it-yourselfYpand original equipment manufacturers (OEMsjetast rates have an indirect effect on
the demand for our products due to the effect satds have on the number of new residential andmeial construction starts and
remodeling projects. All three of these activitiesre an impact on our levels of sales and earnfgsdditional factor that has had an effect
on our sales is fluctuation in foreign currencEsa portion of our sales and certain portionsuofcosts, assets and liabilities are denominatec
in currencies other than the U.S. dollar.

We believe that the factors relating to our futgrewth include our ability to continue to make s#ilee acquisitions, both in our core markets
as well as new complementary markets, regulatagyirements relating to the quality and conservatibwater, increased demand for clean
water and continued enforcement of plumbing anttlmg codes and a healthy economic environmenthdie completed 30 acquisitions
since divesting our industrial and oil and gas bess in 1999. Our acquisition strategy focusesusinkesses that manufacture preferred branc
name products that address our themes of wateityqwaater conservation, water safety and watew ftmntrol and related complementary
markets. We target businesses that will provideitis one or more of the following: an entry intomenarkets, an increase in shelf space "
existing customers, a new or improved technologgroexpansion of the breadth of our water quakgter conservation, water safety and
water flow control products for the residential amminmercial markets. In the first nine months cdd&0sales from acquisitions contributed
approximately 21.1% to our total sales growth dhercomparable period of 2005.

Products representing a majority of our sales alogest to regulatory standards and code enforcemadrith typically require that these
products meet stringent performance criteria. Tiogietvith our commissioned manufactu’ representatives, we ha
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consistently advocated for the development andreafoent of such plumbing codes. We are focusedaintaining stringent quality control
and testing procedures at each of our manufactdaicitities in order to manufacture products in g@bisnce with code requirements and take
advantage of the resulting demand for compliantipets. We believe that the product developmentlymrbtesting capability and investment
in plant and equipment needed to manufacture ptedacompliance with code requirements, repreadsdrrier to entry for competitors. We
believe there is an increasing demand among consuioreproducts to ensure water quality, which @earowth opportunities for our
products.

We require substantial amounts of raw materiafgréoluce our products, including bronze, brass, icaist steel and plastic, and substantially
all of the raw materials we require are purchaseuhfoutside sources. We have experienced incréasies costs of certain raw materials,
particularly copper. Bronze and brass are coppsedballoys. The spot price of copper has increappdoximately 89% from September 30,
2005 to September 30, 2006, and approximately 58% December 31, 2005 to October 26, 2006.

A risk we face is our ability to deal effectiveljittvincreases in raw material costs. We manageriglisoy monitoring related market prices,
working with our suppliers to achieve the maximwawdl of stability in their costs and related prigiseeking alternative supply sources w
necessary, implementing cost reduction programsassding increases in costs to our customersetm#ximum extent possible, when they
occur. Additionally from time to time we may usenumodity futures contracts on a limited basis to aganthis risk. We are not able to
predict whether or for how long these cost increasil continue. If these cost increases continue we are not able to reduce or eliminate
the effect of the cost increases by reducing pridiicosts or implementing price increases, oufippneargins could decrease.

Another risk we face in all areas of our businessoimpetition. We consider brand preference, eeging specifications, code requirements,
price, technological expertise, delivery times aneadth of product offerings to be the primary cetitjve factors. As mentioned previously,
we believe that the product development, prodistirtg capability and investment in plant and eq@eptmeeded to manufacture products in
compliance with code requirements, represent advda entry for competitors. We are committed taimtaining our capital equipment at a
level consistent with current technologies, andtive expect to spend approximately $40,000,000@6 Zincluding approximately
$18,000,000 related to the purchase and subsesalentleaseback of a building in Italy). We are catred to expanding our manufacturing
capacity in lower cost countries such as Chinajdiarand Bulgaria. Manufacturing plant relocati@msl consolidations are an important part
of our ongoing commitment to reduce production €ost

Acquisitions

On August 14, 2006, we acquired 100% of the outktanstock of Black Teknigas, Limited (Teknigasgdted in St. Neots, United Kingdom
for approximately $8,700,000, which is net of cashjuired of approximately $300,000, plus assuméd afeapproximately $1,087,000. The
preliminary allocations for goodwill and intangildesets are approximately $4,186,000 and $3,718880ectively. The amount recorded as
intangible assets is primarily for technology amdtomer relationships that have estimated usefes lranging from 8 to 12 years and trade
names with indefinite lives. Teknigas designs, ttgy&and manufactures a range of gas control ptedund systems for combustion,
industrial, medical, laboratory and specialty gas.

On June 7, 2006, we acquired 100% of the outstgratiock of Kim Olofsson Safe Corporation AB (Kim&pfocated in Almhult, Sweden for
approximately $5,700,000, which is net of cash aeguof approximately $2,900,000. The preliminatpcations for goodwill and intangit
assets are approximately $1,627,000 and $3,532r@880ectively. The amount recorded as intangitdetass primarily for customer
relationships that have estimated useful lives pyé&rs and trade names with indefinite lives. Kaf@Smanufactures electronic controls for
heat pump, solar and pellet heaters, which protfideability to heat water using renewable energy.

On June 2, 2006, we acquired the assets and bagsih€alflex Manufacturing, Inc. (Calflex) locatedVernon, California and the stock of
Ningbo Best Metal & Plastic Manufacturing, Ltd (Mioo) located in Ningbo, China for approximately@),000. The preliminary allocatic
for intangible assets is approximately $2,333,00@& amount recorded as intangible assets is ptiyrfaricustomer relationships that have
estimated useful lives of 12 years and trade namitesndefinite lives. Calflex and Ningbo distrituand manufacture water connectors.

On May 19, 2006, we acquired 100% of the outstapdinck of ATS Expansion Group (ATS) located indh@s, Grenoble and Hautvilliers,
France for approximately $62,000,000, which isafetash acquired of approximately $5,600,000 passimed debt of approximately
$14,100,000. The preliminary allocations for godband intangible assets are approximately $32,8@@ and $26,858,000, respectively.
The amount recorded as intangible assets is piyrfaricustomer relationships with estimated usdfids ranging from 8 to 10 years, patents
with estimated useful lives from 7 to 12 years )ade names with indefinite lives. ATSfoducts include a broad range of fittings, valapd
manifolds for water, gas and heating applicatiors stainless steel flexible hoses.

On April 26, 2006, we acquired the assets and legsiof Changsha Valve Works (Changsha) locatedham@sha, China for approximately
$8,500,000 of which approximately $600,000 remainise paid subject to certain conditions being niéte preliminary allocations for
goodwill and intangible assets are approximatel@$5,000 and $2,800,000, respectively. The amagurded as intangible assets is
primarily for non-compete agreements that havereggd useful lives of 10 years and customer order
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backlog with an estimated useful life of 1 yeaha@gsha is a leading manufacturer of large dianmgtéraulic-actuated butterfly valves for
thermo-power and hydro-power plants, water distidvuprojects and water works projects in China.

On April 5, 2006, we completed the planned incressaur ownership in Watts Stern Rubinetti, S(Stern) from 8 5% to 100%. The price
paid for this additional 15% interest was approxeha$378,000.

On December 28, 2005, we acquired 100% of the sib&lormont Manufacturing Company (Dormont) locatedxport, Pennsylvania, for
approximately $93,916,000 net of cash acquiredppf@imately $1,506,000. The preliminary allocaidar goodwill and intangible assets
are approximately $38,804,000 and $38,600,000ertsfely. The amount recorded as intangible assgtsmarily for customer relationships
that have estimated 13-year lives and trade narithsndefinite lives. Dormont provides flexible Bikess steel connectors for natural and
liquid propane gas. Dormont works with applianceMDdéEto provide internal component assemblies anbpe label gas connectors, which
are sold under the OEM brand with the applianaauiitiple leading retail chains. Dormont also supgliesidential gas connectors through
multiple trade channels and home improvement ertaiDormont provides a core-plumbing product, Whsccomplementary to our existing
water product lines.

On December 2, 2005, we acquired 100% of the sib€ore Industries Inc. (Core) from SPX Corporationapproximately $46,192,000 in
cash. Core consists of FEBCO, Mueller Steam Spgaald Polyjet Valves product lines. The preliminalocations for goodwill and
intangible assets are approximately $16,560,00068820,000, respectively. The amount recordedtasgible assets is primarily for trade
names with indefinite lives and customer relatigpshhat have estimated 12-year lives. FEBCOnmaufacturer of backflow prevention
valves and has a strong presence in both resitlantiacommercial landscape irrigation. Mueller &tegpecialty allows us to expand into
large diameter commercial strainers and check gaRelyjet Valves offers a customized sleeve valgch is used in severe service
applications to provide precise flow and pressarrol. We expect that this acquisition will allaws to offer a broader product line, improve
operating efficiencies and provide better custoseevice.

On November 4, 2005, we acquired the assets ofléVex ubing LLP (Flexflow), located in Langley, Bish Columbia, Canada for
approximately $6,220,000. The purchase agreemerthios an earn-out provision to be calculated aviére-year period ending December
31, 2010. Earn-out payments under the purchaseagmt, if any, will not exceed $4,300,000 and bdlltreated as additional purchase
price. Flexflow manufactures pex tubing for potabhd non-potable applications. The allocationg@mdwill and intangible assets are
approximately $3,195,000 and $868,000, respectividglg amount recorded as intangible assets is phinfar customer relationships that
have estimated 12-year lives. The acquisitionlexffow is consistent with our strategy to increase presence in the under floor radiant
heating and potable water markets. This acquisaltmws us to expand our presence in the markétdrible pex pipes for hot and coldatel
transport.

On July 8, 2005, we acquired the water connectsineiss of the Donald E. Savard Company (Savaral) imsset purchase transaction for
approximately $3,680,000. The allocations for geiticand intangible assets are approximately $1,860 and $1,750,000, respectively. The
amount recorded as intangible assets is primarilyrade names with indefinite lives and custonedationships that have 14-year lives. The
acquisition of the water connector business of &higaconsistent with our theme of water safety ematrol. This acquisition allows us to
expand our presence in one of our leading prodiues lwith a brand name that is well known to thenmding wholesale market.

On July 5, 2005, we acquired 100% of the outstamdinck of Microflex N.V. (Microflex) located in Reelaar, Belgium for approximately
$14,900,000 net of cash acquired of approximat8R500. The allocations for goodwill and intargiassets are approximately $6,507,000
and $5,315,000, respectively. The amount recoadddtangible assets is primarily for customertieteships that have 7-year lives and trade
names that have indefinite lives. Microflex prodsi@nd distributes flexible, pre-insulated, peepifor hot and cold-water transport, as well
as a range of accessory products including couplicgps, and insulation kits to the HVAC and watetection markets.

On June 20, 2005, we acquired the water softersnéss of Alamo Water Refiners, Inc. (Alamo) locaite San Antonio, Texas in an asset
purchase transaction for approximately $5,100,00e allocation for intangible assets is approxehe$285,000 and is primarily for the
trade name with an indefinite life. There was roation to goodwill. The water softener produdté\tamo are consistent with our theme of
water quality and provide many synergistic oppattas when utilized in conjunction with our exigginvater filtration and water quality
businesses. The acquisition of Alamo also expandslistribution presence into the southwestern bh&kets.

On May 11, 2005, we acquired 100% of the outstapdinck of Electro Controls Ltd. (Electro Contrdisated in Hounslow, United
Kingdom for approximately $11,737,000 net of cashugred of approximately $5,014,000. The alloaatifor goodwill and intangible assets
are approximately $5,788,000 and $315,000, respgtiThe amount recorded as intangible assetsrisaply for trade names that have
indefinite lives. Electro Controls designs and adsles a range of electrical controls for the HVA@rket, with sales primarily in the United
Kingdom.

On January 5, 2005, we acquired 100% of the oudstgrstock of HF Scientific, Inc. (HF) located it Myers, Florida for approximately
$7,260,000 in cash plus $800,000 in assumed det#.allocations for goodwill and intangible assets approximately $4,178,000 and
$2,660,000, respectively. The amount recordedtasgible assets is primarily for customer relatfops that have 15-year lives and trade
names that have indefinite lives. HF manufactaresdistributes a line of instrumentation equiptntast kits and chemical reagents usec
monitoring water quality in a variety of applicaim
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On January 4, 2005, we acquired substantiallyfahi@® assets of Sea Tech, Inc. (Sea Tech) locateédiimington, North Carolina for
approximately $10,100,000 in cash. The purchaseeagent contains an earn-out provision to be catedlan a cumulative basis over a three-
year period ending December 31, 2007. Paymentsruhd agreement, if any, will not exceed $5,000,80d will be treated as additior
purchase price. The allocations for goodwill andmgible assets are approximately $6,505,000 af@B3300, respectively. The amount
recorded as intangible assets is primarily for@ustr relationships that have 15-year lives ancetraaines that have indefinite lives. Sea
Tech provides cotffective solutions for fluidic connection needsaS ech offers a wide range of standard and cugtook connect fittings
valves and manifolds and pex tubing designed toemsdspecific customer requirements.

Results of Operations
Third Quarter Ended October 1, 2006 Compared to Thid Quarter Ended October 2, 2005

Net Sales Our business is reported in three geographic satgnNorth America, Europe and China. Our netssal@ach of these segments
for each of the third quarters ended 2006 and 2881 as follows:

Third quarter Ended Third quarter Ended % Change to
October 1, 200€ October 2, 200& Consolidated
Net Sales % Sales Net Sales % Sales Change Net Sales
(dollars in thousands)
North America $ 211,76¢ 65.1% $  160,02¢ 68.7% $  51,74( 22.2%
Europe 101,43; 31.2 65,554 28.2 35,88: 154
China 11,931 3.7 7,14¢€ 3.1 4,78¢ 2.1
Total $ 325,13] 100% $ 232,72¢ 100% $ 92,40¢ 39.7%

The increase in net sales is attributable to tHeviing:

Change Change
As a % of Consolidated Net Sale As a % of Segment Net Sale
North North North
America Europe China Total America Europe China  Total America Europe China
(dollars in thousands)
Internal growtt $ 17,447 $ 14,23¢ $ 262 $ 31,94¢ 7.5% 6.1% 1% 13.7% 10.9% 21.7% 3.7%
Foreign exchang 945 3,79€ 146 4,887 A4 1.6 1 2.1 .6 5.8 2.0
Acquisitions 33,34¢ 17,84¢ 4,377 55,57 14.3 7.7 1.9 23.9 20.8 27.2 61.3
Total $ 51,740 $ 35,88: $4,785 $ 92,40¢ 22.2% 154% 2.1% 39.7% 32.3% 54.7% 67.0%

The internal growth in net sales in North Americaswprimarily due to increased sales prices ane&sad unit sales in certain product lines
into the wholesale market. Our wholesale mark#ténthird quarter of 2006, excluding the sales ftbmacquisitions of Flexflow, Core,
Dormont and Calflex, grew by 14.2% compared tottte quarter of 2005. This was primarily due tor@ased sales of our plumbing and
heating and backflow products. Our sales into thetNAmerican DIY market in the third quarter of@0increased by 1.5% compared to the
third quarter of 2005 primarily due to increaseitgs in certain product lines partially offset leyvier retail product introductions in the third
quarter of 2006 than during the third quarter 20

The increase in net sales due to foreign exchaniy®ith America was due to the Canadian dollar egipting against the U.S. dollar. We
cannot predict whether the Canadian dollar willtoare to appreciate against the U.S. dollar inriifeeriods or whether future foreign
exchange rate fluctuations will have a positiveegative impact on our net sales.

The acquired growth in net sales in North Ameri@swue to the inclusion of net sales of Flexflogguared on November 4, 2005, Core,
acquired on December 2, 2005, Dormont, acquireBexember 28, 2005, and Calflex acquired on JuRe@6.

The internal sales growth in Europe was broad-hassakcially in Germany, with most markets and nke&nexhibiting improvement. Our
sales into the wholesale and OEM markets in thd tiiarter of 2006, excluding the sales from thguagitions of ATS, Kimsafe and
Teknigas, grew by 15.7% and 29.2%, respectivelpnpared to the third quarter of 2005.

The increase in net sales due to foreign exchangeiope was primarily due to the appreciatiorhefeuro against the U.S. dollar. We cau
predict whether the euro will continue to apprexiafjainst the U.S. dollar in future periods or wukefuture foreign exchange rate
fluctuations will have a positive or negative impan our net sales.

The acquired growth in net sales in Europe wastdtlee inclusion of the net sales of ATS, acqumadviay 19, 2006, Kimsafe, acquired on
June 7, 2006, and Teknigas, acquired on Augus2d@6.

The internal sales growth in China was adversepaicted in the third quarter of 2006 by an approxéhyafour- week work stoppage at our
joint-venture facility in Tianjin.

The increase in net sales due to foreign exchan@hina was primarily due to the appreciation @fylian against the U.S. dollar. We cannot
predict whether the yuan will continue to apprexiagainst the U.S. dollar in future periods or \wkefuture foreign exchange rate
fluctuations will have a positive or negative impan our net sale:
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The acquired growth in net sales in China was dubé inclusion of the net sales of Changsha, aedun April 26, 2006, and Ningbo,
acquired on June 2, 2006.

Gross Profit.Gross profit and gross profit as a percent of sgesss margin) for the third quarters of 2006 2865 were as follows:

Third Quarter Ended
October 1, 200¢  October 2, 200¢ Point Change
(dollars in thousands)
Gross profit $ 11191¢ $ 79,81¢
Percent of total revent 34.4% 34.3% 1%

Gross margin remained fairly flat in the third cieaiof 2006 compared to third quarter of 2005 é&sepincreases were implemented to offset
related raw material cost increases, primarilyéased copper costs, without increasing gross margfits. North American margin
percentages were enhanced by an improved salesnmigased unit sales into the wholesale markef@ndr new retail product rollouts in
the third quarter of 2006 compared to the thirdrraof 2005, partially offset by lower margin satelated to the Core acquisition. The
European segment experienced reductions in grosgimes a percentage to sales primarily due teess®d lower margin sales into the
German wholesale and OEM markets, due to increasddrial costs, and from acquisition related char@r China segment increased its
gross profit as a percent of sales primarily dumt¢oeased production levels and cost reductions.

In the third quarter of 2006, we recorded a chafgk949,000 to cost of sales primarily for seveeoasts as compared to a charge of
$991,000 in the third quarter of 2005 for accekstadepreciation and other costs related to our faaturing restructuring efforts.

Selling, General and Administrative Expense&elling, General and Administrative, or SG&A empes, for the third quarter of 2006
increased $18,645,000, or 32.8%, compared to thebdhbarter of 2005. The increase in SG&A expengas attributable to the following:

(in thousands) % Change
Internal growtt $ 5,794 10.2%
Foreign exchang 877 15
Acquisitions 11,97 21.1
Total $ 18,64¢ 32.8%

The internal increase in SG&A expenses was primdik to increased variable selling expenses direteased sales volumes and incre:
insurance costs, partially offset by lower resatts@ssociated with fewer new product introductemd lower costs for complying with
Section 404 of the Sarbanes-Oxley Act of 2002 (SOMK)e increase in SG&A expenses from foreign ergbavas primarily due to the
appreciation of the Canadian dollar and the eusragithe U.S. dollar. The increase in SG&A exgsrfsom acquisitions was due to the
inclusion of Flexflow, Core, Dormont, Changsha, ATalflex, Ningbo, Kimsafe and Teknigas. Total SG&#penses, as a percentage of
sales, was 23.2% in the third quarter of 2006 caatto 24.5% in the third quarter of 2005. Muchio$ reduction was due to Europe’s
leveraging of its SG&A expenses with the increasalds volume in the third quarter of 2006.

Restructuring and Other Charge Restructuring and other charges for the thirdiguaf 2006 increased $328,000 primarily due toéasec
severance costs related to our European and Chiessacturing plans. In the third quarter 2008,recorded a $4,000 charge primarily for
severance costs related to our European restrogtplans.

Operating Income. Operating income by geographic segment for e&tihecthird quarters of 2006 and 2005 was as fatow

% Change to

Third Quarter Ended Consolidated
October 1, 200€ October 2, 200& Change Operating Income
(dollars in thousands)
North America $ 26,217 $ 18,38¢ $ 7,82¢ 34.2%
Europe 12,88¢ 7,854 5,03t 22.0
China 3,55€ 1,433 2,125 9.2
Corporate (6,624) (4,770 (1,859 (8.1)
Total $ 36,03¢ $ 2290t $ 13,13¢ 57.3%

The increase in operating income is attributabléagofollowing:

24




Change Change

As a% of Consolidated As a% of Segment
Operating Income Operating Income
North North North
America Europe China Corp. Total America Europe China  Corp. Total America Europe  China  Corp.
(dollars in thousands)
Internal growtr  $  4,07€$ 2,51€$2,721 $ (1,854)% 7,45¢ 17.8% 11.0% 11.9% (8.1)% 32.6% 22.2% 32.0% 189.€% (38.9%
Foreign exchang 219 540 69 — 828 1.0 2.4 2 — 3.6 1.2 6.9 4.8 —
Acquisitions 2,924 1,797 411 — 5,132 12.8 7.8 1.8 — 224 15.9 22.9 28.7 —
Restructuring 610 182 (1,07§) — (286) 2.6 .8 (4.7) — (1.3) 3.3 2.3 (75.2) —
Total $ 7,82€$ 5,03t$2,123 $ (1,854 % 13,13¢ 34.2% 22.0% 9.2% (8.1)% 57.3% 42.6% 64.1% 148.2% (38.9%

The increase in internal operating income in Néwtherica was primarily due to increased gross pinfthe wholesale market, partially off:

by lower margins on retail product sales and insedanet SG&A expense. In the third quarter of 20@6did not record any costs associated
with our manufacturing restructuring plan compai@8610,000 of costs recorded for the same pen@905. The acquired growth is due to
the inclusion of operating income from Flexflow,r€pDormont and Calflex.

Europe’s internal growth in operating income is ¢ttweur ability to leverage our European SG&A exgamnpartially offset by increased sales
of lower margin products in both the wholesale &M markets. In the third quarter of 2006, we rded costs associated with our
manufacturing restructuring plan of $203,000 coradao $385,000 for the same period in 2005. Theease in operating income from
foreign exchange was primarily due to the appremiadf the euro against the U.S. dollar. We cammetlict whether the euro will continue to
appreciate against the U.S. dollar in future periodwhether future foreign exchange rate flucarsiwill have a positive or negative impact
on our operating income. The acquired growth inolparis due to the inclusion of the operating incdrom ATS, Kimsafe and Teknigas.

The increase in internal growth in China was prifpattributable to improved manufacturing effic@es and cost reductions associated with
our wholly owned manufacturing plant in Tianjinsfially offset by increased net SG&A expense. Toguired growth in China was due to
the inclusion of the operating income of Changsltguired on April 26, 2006 and Ningbo, acquiredlone 2, 2006. In the third quarter of
2006, we recorded $1,078,000 of severance andemated depreciation associated with our manufauestructuring plan in China. We
anticipate recording an additional approximatel@@&D00 in severance and accelerated depreciatiis fmr the remainder of 2006.

The decrease in internal operating income in Cargoof $1,854,000 was primarily attributable tor@&sed administration costs, incremental
stock-based compensation costs incurred for theplante with FAS 123R and increased pension cpstsially offset by lower costs
incurred for compliance with SOX.

Interest Expense¢ Interest expense increased $3,941,000, or 15Z@%e third quarter of 2006 compared to thedtljuarter of 2005,
primarily due to our April 27, 2006 issuance of $2®0,000 5.85% senior notes due in 2016 and ineckdebt levels for acquisitions along
with increases in the average variable rates cdamgehe revolving credit facility.

We entered into an interest rate swap for a notiamemunt of €25,000,000 outstanding on our revg\dredit facility. We swapped three
month EURIBOR plus 0.6%, for a fixed rate of 3.0ZBke change in the fair value of the swap for thedtquarter of 2006 was
approximately $120,000, which was recorded as egeh@ interest expense. The swap was terminatéctober 3, 2006.

Other (Income) ExpenseOther (income) expense increased $191,000 fathilek quarter of 2006 compared to the third quasfe2005,
primarily due to gains on foreign exchange.

Income Taxes Our effective tax rate for continuing operatioexitased to 32.3% in the third quarter of 2006 f8&%% in the third quarter
of 2005. The decrease is primarily due to higlaniegs in our China segment. The shift in the afirarnings to this segment causes our
rate to decrease as our Chinese segment has ficsigity lower effective tax rate than our worldwidverage. The Company was able to
claim tax credits based on qualified fixed assetipases in China that also reduced the rate. iadily, we experienced a slightly higher
percentage of earnings in our European segmenthwias a lower effective tax rate than our worldvwagderage. We also benefited from tax
savings in Europe due to the utilization of our embourg financing company.

Income From Continuing Operatior Income from continuing operations for the thitthcter of 2006 increased $7,885,000, or 58.7%, to
$21,324,000, or $0.65 per common share, from $83088, or $0.41 per common share, for the thirdtguaf 2005, in each case, on a
diluted basis. Income from continuing operatiomsthe third quarters of 2006 and 2005 includeds;agt of tax, from our restructuring plan
of $834,000, or ($0.02) per share and costs of 8BS or ($0.02) per share, respectively. The apgtien of the euro, Canadian dollar and
Chinese yuan against the U.S. dollar resultedgositive impact on income from continuing operasiaf $0.02 per share for the third quarter
of 2006 compared to the comparable period last WWarcannot predict whether the euro, Canadiaradol yuan will continue to appreciate
against the U.S. dollar in future periods or whefature foreign exchange rate fluctuations wilvba positive or negative impact on our net
income.

Loss From Discontinued Operatior We recorded a charge, net of tax, to discontiraptations for the third quarters of 2006 and 2605
$3,137,000, or ($0.09) per common share, and $81@050.00 per common share, respectively, in eask, on a diluted basis. In the third
quarter of 2006 we recorded a pre-tax charge @¢f0RBQ00 due to a recent federal appellate couisidecwhich affirmed that an arbitration
panel could decide which deductible agreementsdsiwVatts and Zurich would control Zurich’s reimgement claim for defense costs paid
in the James Jones case. Other charges were iyiatinibutable to legal fee
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associated with the James Jones litigation, agibeskcin Part I, Item 1. “Business-Product LialyiliEnvironmental and Other Litigation
Matters” in our Annual Report on Form 10-K for thear ended December 31, 2005.”

Nine Months Ended October 1, 2006 Compared to Ninklonths Ended October 2, 2005

Net Sales Our net sales in each of the segments for eatedfrst nine months of 2006 and 2005 were as¥at

Nine Months Ended Nine Months Ended % Change to
October 1, 200€ October 2, 200& Consolidated
Net Sales % Sales Net Sales % Sales Change Net Sales
(dollars in thousands)

North America $ 616,58¢ 68.5% $ 464,62: 68.3% $ 151,96: 22.3%

Europe 257,55 28.6 195,62/ 28.8 61,92¢ 9.1

China 26,12¢ 2.9 19,69: 2.9 6,432 1.0
Total $ 900,26 100% $ 679,93¢ 100% $ 220,32: 32.4%

The increase in net sales is attributable to tHeviing:

Change Change
As a % of Consolidated Net Sale As a % of Segment Net Sale
North North North
America_ Europe China Total America Europe China Total America Europe China
(dollars in thousands)
Internal growtt $ 40,92t $ 31,63¢ $ 878 $ 73,43¢ 6.0% 4.7% 1% 10.8% 8.8% 16.2% 4.5%
Foreign exchang 3,20€ (520) 553 3,23¢ 5 (.1) 1 5 7 (.2) 2.8
Acquisitions 107,831 30,81z 5,001 143,64¢ 15.8 4.5 .8 21.1 23.2 15.7 25.4
Total $ 151,962 $ 6192¢$ 6,432 $ 220,327 22.3% 9.1% 1.0% 32.4% 32.7% 31.7% 32.7%

The internal growth in net sales in North Americasvdue to increased price and unit sales in cqptaiduct lines into both the wholesale and
DIY markets. Our wholesale market in the first nmenths of 2006, excluding the sales from the asitjoins of Alamo, Savard, Calflex,
Flexflow, Core and Dormont, grew by 10.1% compdmethe first nine months of 2005, primarily duanoreased sales of water pressure
regulators, relief valves and backflow preventatjras well as in our plumbing and under-flooriaad heating product lines. Our sales into
the North American DIY market in the first nine ntleg of 2006 increased by 5.3% compared to therfiree months of 2005, primarily due
increased sales of fittings and supply lines amehping and under-floor radiant heating productdipartially offset by fewer new retail
product introductions in 2006 than during 2005.

The increase in net sales due to foreign exchanty®ith America was due to the Canadian dollar egpting against the U.S. dollar. We
cannot predict whether the Canadian dollar willtoare to appreciate against the U.S. dollar inriifperiods or whether future foreign
exchange rate fluctuations will have a positiveegative impact on our net sales.

The acquired growth in net sales in North Ameri@swue to the inclusion of net sales of Alamo, aedgwn June 20, 2005, Savard, acquired
on July 8, 2005, Flexflow, acquired on Novembe2@Q5, Core, acquired on December 2, 2005, Dornamofiiired on December 28, 2005,
and Calflex acquired on June 2, 2006.

The internal sales growth in Europe was broad-basgdmost markets and channels exhibiting improgemOur sales into the wholesale
and OEM markets in the first nine months of 200&]ding the sales from the acquisitions of Ele@antrols, Microflex, ATS, Kimsafe ar
Teknigas, grew by 15.7% and 18.2%, respectiveljpmared to the first nine months of 2005.

The decrease in net sales due to foreign exchanigerope was primarily due to the depreciatiorhefeéuro against the U.S. dollar, primarily
in the first quarter of 2006. We cannot predict thlee the euro will appreciate or depreciate agdhest).S. dollar in future periods or whet
future foreign exchange rate fluctuations will havpositive or negative impact on our net sales.

The acquired growth in net sales in Europe wastdtlee inclusion of the net sales of Electro Cdstracquired on May 11, 2005, Microflex,
acquired on July 5, 2005, ATS, acquired on May2®6, Kimsafe, acquired on June 7, 2006, and Teknigcquired on August 14, 2006.

The internal sales growth in China was due to im®ed sales into the domestic and export marketsalpaoffset by decreased sales due to
disruptions caused by recent changes made in anestic Chinese sales channels. Additionally, thenyatrengthened against the U.S. do

The acquired growth in net sales in China was dubé inclusion of the net sales of Changsha, aedwin April 26, 2006, and Ningbo,
acquired on June 2, 2006.

Gross Profit.Gross profit and gross profit as a percent of s@esss margin) for the first nine months of 2006 2005 were as follows:
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Nine Months Ended

October 1, October 2, Point
2006 2005 Change
(dollars in thousands)
Gross profi $314,09¢ $238,37
Percent of total revent 34.8% 35.1% (-2%)

Gross margin for the first nine months of 2006 dased slightly from the first nine months of 20B%&w materials cost increases have been
predominantly offset by increased sales prices exiteptions, such as the North American retail miaakd certain markets in Europe.
Margins have also been negatively affected by s#lésver margin Core products and by European iadtpn costs. In North America,
yea-to-date gross margin was positively affected beeanf a favorable sales mix toward higher margiolegale sales.

Gross margin was also positively affected in tingt fiine months of 2006 from lower charges relébeour manufacturing restructuring
efforts. We recorded $956,000 to cost of salepfinarily severance costs in the first nine morth2006 as compared to $1,705,000 in the
first nine months of 2005 for accelerated deprémiaand other costs.

Selling, General and Administrative Expense3G&A expenses for the first nine months of 206G éased $48,903,000, or 28.9%, compared
to the first nine months of 2005. The increas8@G&A expenses was attributable to the following:

(in thousands) % Change
Internal growtt $ 17,07¢ 10.1%
Foreign exchang 610 4
Acquisitions 31,21¢ 18.4
Total $ 48,90: 28.9%

The internal increase in SG&A expenses was primdiike to increased variable selling expenses direteased sales volumes, increased
insurance costs, corporate administration cogeglassification of product liability costs fromste of sales to SG&A expenses and
incremental variable compensation costs includogincurred for compliance with FAS 123R, paltiaffset by lower costs for complying
with Section 404 of the Sarbanes-Oxley Act of 20B8@X) and lower earn-out costs related to a priguésition. The increase in SG&A
expenses from foreign exchange was primarily dubeappreciation of the euro, Canadian dollaryarah against the U.S. dollar. The
increase in SG&A expenses from acquisitions wastdulee inclusion of Electro Controls, Alamo, Miflex, Savard, Flexflow, Core,
Dormont, Changsha, ATS, Calflex, Ningbo, Kimsafd dmrknigas.

Restructuring and Other Charge Restructuring and other charges for the firsemonths of 2006 decreased $5,571,000 primarilytolae
gain of approximately $6,500,000 related to the sdla building in Italy partially offset by a clggr of $929,000 primarily for severance costs
related to our European and Chinese restructutangsp During the nine-month period ended Octoh&005, we recorded $462,000
primarily for severance costs related to our Euaopestructuring plans.

Operating Income. Operating income by geographic segment for e&tiediirst nine months of 2006 and 2005 was ae¥s:

% Change to

Nine Months Ended

Consolidated

October 1, October 2, Operating
2006 2005 Change Income
(dollars in thousands)
North America $ 7425/ $ 57,086 $ 17,16¢ 25.1%
Europe 38,067 23,29¢ 14,76¢ 21.6
China 6,96¢ 2,55C 4,41¢ 6.4
Corporate (18,487) (14,527 (3,962) (5.8)
Total $ 100,80¢ $ 68,41€ $ 32,39( 47.3%
The increase in operating income was attributabtée following:
Change Change
As a% of Consolidated As a% of Segment
Operating Income Operating Income
North North North
America Europe China Corp. Total America Europe China Corp. Total America Europe China Corp.
(dollars in thousands)

Internal growtt  $ 5,473$% 5,328% 4,924% (3,962)$ 11,76: 8.0% 7.8% 7.2% (5.8)% 17.2% 9.6% 22.9% 193.1% (27.3)%
Foreign exchang 725 24 177 — 926 1.1 — 2 — 1.3 1.3 1 6.9 —
Acquisitions 9,708 3,207 466 — 13,381 14.2 4.7 7 — 19.6 17.0 13.8 18.3 —
Restructuring 1,26C 6,208 (1,149) — 6,32C 1.8 9.1 1.7 — 9.2 2.2 26.6 (45.1) —
Total $ 17,16€$ 14,76¢$ 44183 (3,962)$ 32,39C 25.1% 21.6% 6.4% (5.8)% 47.3% 30.1% 63.4% 173.2% (27.3)%

The internal growth in North America was primairilye to our increased gross profit from price insesaand increased unit sales in the
wholesale market, benefits resulting from our catgd manufacturing restructuring projects and produtsourcing, partiall



27




offset by increased net SG&A expense and inventoite-downs. In the first nine months of 2006, we did remtord any costs associated \
our manufacturing restructuring plan compared &tsof $1,260,000 for the same period in 2005. &dwiired growth was due to the
inclusion of operating income from of Alamo, Savdftexflow, Core, Dormont and Calflex.

The internal growth in Europe was primarily duertoreased gross profit from price and unit increaseghe wholesale and OEM markets and
benefits resulting from our completed manufactunegtructuring projects, partially offset by incsed net SG&A expense. In the first nine
months of 2006, we recorded a gain of $5,302,080aated with our manufacturing restructuring ptampared to a charge of $907,000 for
the same period in 2005. We recorded a gain &K000 for the building sale in Italy partiallyfegt by $1,198,000 of primarily severance
costs. The acquired growth in Europe was duedarttiusion of the operating income from Electrm@ols, Microflex, ATS, Kimsafe and
Teknigas.

The increase in internal growth in China of $4,920,was primarily attributable to improved manufeictg efficiencies associated with our
wholly owned manufacturing plant in Tianjin, palifeoffset by increased net SG&A expense. The aegLgrowth in China was due to the
inclusion of the operating income from ChangshaMimgjbo. In the first nine months of 2006, we retam $1,149,000 of severance and
accelerated depreciation costs associated witmamufacturing restructuring plan in China. We apéte recording an additional
approximately $700,000 in severance and acceledspreciation costs for the remainder of 2006.

The decrease in internal operating income in Cargoof $3,962,000 was primarily attributable tor@mental administration charges for
variable compensation including costs incurredccfimpliance with FAS 123R, increased audit costsiatiéased pension costs, partially
offset by lower costs incurred for SOX compliance.

The net increase in operating income from forexghange was primarily due to the appreciation efghro, Canadian dollar and yuan
against the U.S. dollar. We cannot predict whethese currencies will continue to appreciate agaesU.S. dollar in future periods or
whether future foreign exchange rate fluctuatioilshave a positive or negative impact on our ofiataincome.

Interest Expens¢ Interest expense increased $7,997,000, or 104@8%e first nine months of 2006 compared toftte nine months of
2005, primarily due to the private placement of 220,000 5.85% senior notes, increased debt léwelcquisitions made in 2005 and
2006, and an increase in the average variable cagrged on the revolving credit facility.

We entered into an interest rate swap for a notiamemunt of €25,000,000 outstanding on our revah\dredit facility. We swapped three
month EURIBOR plus 0.6%, for a fixed rate of 3.02&e recorded a reduction to interest expense afoappately $673,000 to recognize
fair value of the swap for the nine months endetbfer 1, 2006. The swap was terminated on Octoh2005.

Other (Income) ExpenseOther (income) expense increased $1,400,00Méofitst nine months of 2006 compared to the firse months of
2005, primarily due to the gains on settlementsfiders’ life insurance policies and foreign exobga.

Income Taxes Our effective rate for continuing operations @ased to 34.3% in the nine months ended Octol#808 from 35.7% in the
nine months ended October 2, 2005. The decregsanarily due to higher earnings in our Europead &€hina segments. The shift in the
mix of earnings to these segments causes ouraalecrease as these segments have lower effeaxivates than our worldwide average.
The effect of the European earnings mix is paytiaffset by a higher effective tax from the gaintba sale of our Italian facility. We were
able to claim tax credits based on qualified fissdet purchases in China that helped reduce tHdwide rate.

Income From Continuing Operatior Income from continuing operations for the firsiexmonths of 2006 increased $19,130,000, or 48.0%,
to $58,954,000, or $1.79 per common share, from8239000, or $1.21 per common share, for the fiirg® months of 2005, in each case, on
a diluted basis. Income from continuing operatifamghe first nine months of 2006 and 2005 incluske®me, net of tax, for our restructuring
plan of $2,571,000, or $0.08 per share, and cd<t%,892,000, or ($0.04) per share, respectivelye Fain on the sale of our building in Italy
resulted in an after-tax gain of $4,100,000, od8(er share. The appreciation of the Canadiamadauro and Chinese yuan against the U.S.
dollar resulted in a positive impact on income froomtinuing operations of $610,000, or $0.02 penwn share, for the first nine months of
2006 compared to the comparable period last yearc&@inot predict whether the euro, Canadian dotlgtuan will continue to appreciate
against the U.S. dollar in future periods or whefo#&ure foreign exchange rate fluctuations will/aa positive or negative impact on our net
income.

Loss From Discontinued Operatior We recorded a charge, net of tax, to discontiraptations for the first nine months of 2006 af6%
of $3,358,000, or ($0.10) per common share, an® D8, or $0.01 per common share, respectivelgagh case, on a diluted basis. In the
third quarter of 2006 we recorded a pre-tax chafdkb,000,000 due to a recent federal appellatet cmeision which affirmed that an
arbitration panel could decide which deductiblecagnents between Watts and Zurich American Insur@oecepany (Zurich) would control
Zurich’s reimbursement claim for defense costs paid idémees Jones case. Other charges were primdribuédble to legal fees associa
with the James Jones litigation, as described ihIPiem 1. “Business-Product Liability, Enviroremtal and Other Litigation Matters” in our
Annual Report on Form 10-K for the year ended Ddmen31, 2005.”
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Liquidity and Capital Resources

We generated $33,411,000 of cash from continuirggaijons for the first nine months of 2006. We eig@eed an increase in inventory and
accounts receivable in North America, Europe anmh&hThe increase in accounts receivable is prigndtie to increased sales volume and
selling prices. The increase in inventory was primalue to increased cost of raw materials, plahinereases in European safety stocks and
seasonality.

We used $101,423,000 of net cash for investingities for the first nine months of 2006. We us®® 877,000 to fund the acquisitions of
Changsha, ATS, Calflex and Ningbo, Kimsafe and Tgdsy $1,763,0000 in additional costs related @b28cquisitions and $387,000 to
complete the planned increase of our ownershigemS We invested $35,348,000 in capital equipm&wspital expenditures consisted of
approximately $17,348,000 for manufacturing maadhirmad equipment as part of our ongoing commitni@inprove our manufacturing
capabilities and approximately $18,000,000 forghechase of land and building and for infrastruetimprovements for a site in Italy. We
subsequently entered into a sale-leaseback tramsacith respect to the building. We expect to stven additional $5,000,000 in capital
equipment in 2006. We received proceeds of $270805 which primarily included $15,957,000 relatedhe sale-leaseback in Italy and
$9,148,000 from the sale of our facility in northiétaly. We also received proceeds from two buidimeld for sale, totaling approximately
$2,331,000, during the first nine months of 2006.

We generated $136,450,000 of net cash from fingnaativities for the first nine months of 2006 pairity through the completion of our
$225,000,000 private placement of 5.85% senioraureel notes, increased borrowings under the Euroliea of credit and proceeds from
the exercise of stock options, partially offsetdayments of debt, dividend payments and debt isssis.

In April 2006, we amended our revolving credit faigiwith a syndicate of banks to provide for medtirrency unsecured borrowings and
standby letters of credit of up to $350,000,000 andx}terd the maturity date through April 2011. Thegoval facility provided $300,000,0!
in borrowings and would have expired in Septemi&92 The revolving credit facility is being usedstgpport our acquisition program,
working capital requirements and for general coaf@purposes.

Outstanding indebtedness under the revolving cfadility bears interest at a rate determined leytyipe of loan plus an applicable margin
determined by our debt rating, depending on thdiGgige base rate and our bond rating. For thé fliree months of 2006 the average interest
rate under the revolving credit facility for euraded borrowings was approximately 3.3%. There werd.S. dollar borrowings at October 1,
2006. The revolving credit facility includes opéoatl and financial covenants customary for faeiitof this type, including, among others,
restrictions on additional indebtedness, liensiamdstments and maintenance of certain leveragasrats of October 1, 2006, we were in
compliance with all covenants related to the revgj\credit facility; had $210,069,000 of unused aotentially available credit under the
revolving credit facility; and had $107,290,000e0fro-based borrowings outstanding and $32,641006téndby letters of credit outstandi

on our revolving credit facility.

Effective July 1, 2005, we entered into a threeryei@rest rate swap with a counter party for aamatl amount of €25,000,000, which is
outstanding under the revolving credit facility.e\WWwapped the three-month EURIBOR plus 0.6% faxeadfrate of 3.02%. At October 1,
2006, the fair value of the swap was approxima$ély3,000. The swap was terminated on October 3.200

We generated $998,000 of net cash by operations diiscontinued operations. During the first ninenths of 2006, we received
approximately $16,500 in cash as an indemnificapayment for settlement costs we incurred in tmee¥aJones Litigation. This cash has
been recorded as a liability at October 1, 200&bse of the possibility that we might have to rainsk the insurance company if it is
ultimately successful with a future appeal. We atsteived approximately $2,606,000 in cash for beirmement of defense costs related to
the James Jones Litigation. During the first niraths of 2006, we paid approximately $390,000 &fedse costs and approximately
$445,000 for indemnity costs we incurred in the daudones Litigation.

Working capital (defined as current assets lesseatitiabilities) as of October 1, 2006 was $4456,860 compared to $305,092,000 as of
December 31, 2005. This increase is primarily duia¢reases in cash, inventories and accountsviedglei Cash and cash equivalents
increased to $116,621,000 as of October 1, 2006aced to $45,758,000 as of December 31, 2005 piintare to residual proceeds from
the completion of the $225,000,000 private placeraed from cash generated by operations. The oatarrent assets to current liabilities
was 2.5 to 1 as of October 1, 2006 compared tdo214as of December 31, 2005.

We anticipate that available funds from currentrapens, existing cash and other sources of ligquidill be sufficient to meet current
operating requirements and anticipated capital edip@res for at least the next 12 months. Howewermay have to consider external sou
of financing for any large future acquisitions.
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Our long-term contractual obligations as of Octobe?006 are presented in the following table:

Payments Due by Perioc

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

Long-term debt obligations, including current maturitje¥ $465597 $ 7,61 $ 304 $ 50,387 $407,29(
Operating lease obligatiol 20,44¢ 2,28¢ 10,372 5,457 2,33C
Capital lease obligations ( 15,341 53 2,347 2,31¢ 10,62¢
Pension contribution 11,10 90 3,40¢€ 198 7,41C
Interest (b 192,05 14,83t 48,04¢ 46,37¢ 82,79¢
Other (c) 29,44¢ 12,00( 14,24t 2,70C 499
Total $733,99F $ 36,88 $ 78,72( $ 107,43t $ 510,95¢

(@) asrecognized in the consolidated balance sheet

(b) assumes the balance on the revolving credit facitnains at $107,290,000 and the interest ratairesrat approximately 3.6% for the
presented periods

(c) includes commodity, capital expenditure commitmgetatses and other benefits at October 1, 2006

We maintain letters of credit that guarantee oufgpmance or payment to third parties in accordamite specified terms and conditions.
Amounts outstanding were approximately $53,201896f October 1, 2006 and $48,651,000 as of Dece&ih005. Our letters of credit
are primarily associated with insurance coveragktara lesser extent foreign purchases and gepengtire within one year of issuance.
These instruments may exist or expire without beireyvn down, therefore they do not necessarilyasgmt future cash flow obligations.

We divested our 20% interest in www.plumbworld.&oLimited (Plumbworld), a variable interest ention) August 21, 2006. We had a
nominal investment of approximately $500 in Plumbei@nd maintained a loan receivable that was pefdll, at which time we
relinquished our shares in Plumbworld.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements thatdraae reasonably likely to have a current orreieffect on our financial condition,
changes in financial condition, revenues or expenasults of operations, liquidity, capital expiumes or capital resources that is material to
investors.

Application of Critical Accounting Policies and Key Estimates

The preparation of our consolidated financial stegets in accordance with U.S. GAAP requires managéemno make judgments, assumpti
and estimates that affect the amounts reporteditidat accounting estimate is an assumption abaylly uncertain matters and could have a
material effect on the consolidated financial staats if another, also reasonable, amount were osed change in the estimate is reasor
likely from period to period. We base our assuntgion historical experience and on other estinthtgswve believe are reasonable under the
circumstances. Actual results could differ sigrafitly from these estimates. There were no chamgasdounting policies or significant
changes in accounting estimates during the first months of 2006.

We periodically discuss the development, selectiodh disclosure of the estimates with the Audit Cattem. Management believes the
following critical accounting policies reflect itsore significant estimates and assumptions.

Revenue recognitio

We recognize revenue when all of the followingeria are met: (1) we have entered into a bindirrgegent, (2) the product has shipped and
title has passed, (3) the sales price to the cust@rfixed or is determinable and (4) collecttyilis reasonably assured. We recognize revenus
based upon a determination that all criteria feergie recognition have been met, which, based@m#tgjority of our shipping terms, is
considered to have occurred upon shipment of thighfed product. Some shipping terms require thelgtm be received by the customer
before title passes. In those instances, revermeasoh recognized until the customer has receilledypods. We record estimated reductior
revenue for customer returns and allowances ancufstomer programs. Provisions for returns andwafeces are made at the time of sale,
derived from historical trends and form a portidrite allowance for doubtful accounts. Customegpams, which are primarily annual
volume incentive plans, allow customers to earuditfer attaining agreed upon purchase targets fusmNe record customer programs as an
adjustment to net sales.

Allowance for doubtful accoun

The allowance for doubtful accounts is establisioegpresent our best estimate of the net reabzadlue of the outstanding accounts
receivable. The development of our allowance fartdful accounts varies by region but in generélased on a review 1
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past due amounts, historical write-off experiermewell as aging trends affecting specific accoantsgeneral operational factors affecting
all accounts. In North America, management speadlfianalyzes individual accounts receivable andtdshes specific reserves against
financially troubled customers. In addition, fastare developed utilizing historical trends in biathts, returns and allowances. The ratio of
these factors to sales on a rolling twelve-montiis applied to total outstanding receivables ¢gh@ccounts specifically identified) to
establish a reserve. In Europe, management deviileppsad debt allowance through an aging anabyfsél their accounts. In China,
management specifically analyzes individual accouateivable and establishes specific reserveeeded. In addition, for waterworks
customers, whose payment terms are generally etienge reserve the majority of accounts receivatbéxcess of one year from the invoice
date.

We uniformly consider current economic trends amaihges in customer payment terms when evaluatsngdbquacy of the allowance for
doubtful accounts. We also aggressively monitorctieelitworthiness of our largest customers, anégdarally review customer credit limits
to reduce risk. If circumstances relating to spedtistomers change or unanticipated changes atthie general business environment, our
estimates of the recoverability of receivables ddaé further adjusted.

Inventory valuatior

Inventories are stated at the lower of cost or mtarkith costs generally determined on a first-istfout basis. We utilize both specific prod
identification and historical product demand aslihsis for determining our excess or obsolete itorgmreserve. We identify all inventories
that exceed a range of one to three years in SEhsis determined by comparing the current inegnbalance against unit sales for the
trailing twelve months. New products added to ineenwithin the past twelve months are excludedrfithis analysis. A portion of our
products contain recoverable materials, therefoeeekcess and obsolete reserve is established aey oecoverable amounts. Changes in
market conditions, lower than expected customerasehor changes in technology or features couldtregsadditional obsolete inventory tt
is not saleable and could require additional inegnteserve provisions.

In certain countries, additional inventory reseraes maintained for potential shrinkage experiennatle manufacturing process. The rest
is established based on the prior year’s inveritmsyes adjusted for any change in the gross insebtdance.

Goodwill and other intangibles

We adopted Financial Accounting Standards BoarteBtant No. 142 “Goodwill and Other Intangible AsS€FAS 142) on January 1, 2002,
and as a result we no longer amortize goodwill. @ab and intangible assets with indefinite liva® dested annually for impairment in
accordance with the provisions of FAS 142. We usginent in assessing whether assets may have bécmaieed between annual
impairment tests. We concluded that no impairmarsted at October 30, 2005, the time of our laéestual review. We perform our annual
test for indicators of goodwill and non-amortizaligangible impairment in the fourth quarter of digcal year or sooner if indicators of
impairment exist.

Intangible assets such as purchased technologyeaerally recorded in connection with a businesgiaition. Values assigned to intangible
assets are determined by an independent valuatinrbised on estimates and judgments regardingctaguns of the success and life cycle
of products and technology acquired.

Since the adoption of FAS 142 our valuations haaenlgreater than the carrying value of our goodwill intangibles. While we believe that
our estimates of future cash flows are reasondifferent assumptions regarding such factors agéusales volume, selling price changes,
material cost changes, cost savings programs githkaxpenditures could significantly affect owwations. Other changes that may affect
our valuations include, but are not limited to prodacceptances and regulatory approval. If agraduct acceptance differs significantly
from the estimates, we may be required to recoridn@airment charge to write down the assets ta tiegilizable value. A severe decline in
market value could result in an unexpected impaitrabarge to goodwill, which could have a matergbact on the results of operations and
financial position.

Product liability and worker compensation costs

Because of retention requirements associated witingsurance policies, we are generally se$ured for potential product liability claims &
for workers’ compensation costs associated withkplace accidents. For product liability cases mthS., management estimates expected
settlement costs by utilizing loss reports provibgaur third-party administrators as well as depélg internal historical trend factors based
on our specific claims experience. Managementzeslithe internal trend factors that reflect finglected settlement costs. In other countries,
we maintain insurance coverage with relatively higlductible payments, as product liability claimsd to be smaller than those experienced
in the U.S. Changes in the nature of claims omtttaal settlement amounts could affect the adeqafthis estimate and require changes to
the provisions. Because the liability is an estenéte ultimate liability may be more or less tiheported.

Workers’compensation liabilities in the U.S. are recogniftectlaims incurred (including claims incurred Imat reported) and for changes
the status of individual case reserves. At the Bmeorkers’compensation claim is filed, a liability is estiradtto settle the claim. The liabili
for workers’ compensation claims is determined Hasemanagement’s estimates of the nature andigegkthe claims and based on
analysis provided by third party administrators dgdrarious state statutes and reserve requireméfgdave developed our own trend
factors based on our specific claims experiencether countries where workers’ compensation castsapplicable, we maintain insurance
coverage with limited deductible payments. Becdhediability is an estimate, the ultimate liahjilinay be more or less than report
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We maintain excess liability insurance with outsigurance carriers to minimize our risks relateddtastrophic claims in excess of all self-
insured positions. Any material change in the afaetioned factors could have an adverse impactioogerating results.

Legal contingencie

We are a defendant in numerous legal matters ingjuthose involving environmental law and produability as discussed further in Note
of Notes to Consolidated Financial Statements mAsnual Report on Form 10-K for the year endedddelser 31, 2005. As required by
Financial Accounting Standards Board StatementN@éccounting for Contingencies” (FAS 5), we detémmwhether an estimated loss
from a loss contingency should be accrued by aisgpshether a loss is deemed probable and thealossint can be reasonably estimated,
net of any applicable insurance proceeds. Estinuitpstential outcomes of these contingencies aweldped in consultation with outside
counsel. While this assessment is based uponailblle information, litigation is inherently unt¢ain and the actual liability to fully resolve
this litigation cannot be predicted with any assgeaof accuracy. Final settlement of these matteutd possibly result in significant effects
on our results of operations, cash flows and fir@mosition.

Pension benefit

We account for our pension plans in accordance Riitancial Accounting Standards Board Statement8NdEmployers Accounting for
Pensions” (FAS 87). In applying FAS 87, assumptimmesmade regarding the valuation of benefit obiliges and the performance of plan
assets. The primary assumptions are as follows:

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

» Expected long-term rate of return on assets—#iesis used to estimate future growth in invest:and investment earnings.
The expected return is based upon a combinatitwstdrical market performance and anticipated fiteturns for a portfolio
reflecting the mix of equity, debt and other inveshts indicative of our plan assets.

» Rates of increase in compensation levels—thesigtised to estimate projected annual pay incseadgech are used to determine
the wage base used to project employees’ pensioefiteat retirement.

We determine these assumptions based on consnoltaitio outside actuaries and investment advisony. variance in these assumptions
could have a significant impact on future recogdipension costs, assets and liabilities.

Income taxe:

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

We recognize deferred taxes for the expected futonsequences of events that have been reflected tonsolidated financial statements in
accordance with the rules of Financial Accountimgn8ards Board Statement No. 109 “Accounting fapome Taxes” (FAS 109). Under

FAS 109, deferred tax assets and liabilities aterdened based on differences between the boolesalnd tax bases of particular assets and
liabilities, using tax rates in effect for the ygam which the differences are expected to reveksaluation allowance is provided to offset .
net deferred tax assets if, based upon the avai@ahtience, it is more likely than not that somalbof the deferred tax assets will not be
realized. We consider estimated future taxablermzand ongoing prudent tax planning strategiess$essing the need for a valuation
allowance.

Item 3. Quantitative and Qualitative Disclosures bout Market Risk

We use derivative financial instruments primardyréduce exposure to adverse fluctuations in foreigchange rates, interest rates and costs
of certain raw materials used in the manufactupragess. We do not enter into derivative finanicislruments for trading purposes. As a
matter of policy, all derivative positions are usededuce risk by hedging underlying economic expe. The derivatives we use are
instruments with liquid markets.

Our consolidated earnings, which are reported itddrStates dollars are subject to translatiorsriike to changes in foreign currency
exchange rates. This risk is concentrated in tiohange rate between the U.S. dollar and the euedJtS. dollar and the Canadian dollar;
the U.S. dollar and the Chinese yuan.

Our foreign subsidiaries transact most businesfjding certain intercompany transactions, in fgmeturrencies. Such transactions are
principally purchases or sales of materials andlareminated in European currencies or the U.Samadian dollar. We use foreign curre
forward exchange contracts to manage the riske@lit intercompany purchases that occur duringdliese of a year and certain open
foreign currency denominated commitments to s@tpcts to third parties. For the third quarters farst nine months of 2006 and 2005, the
amounts recorded in other income for the changdledarair value of such contracts was immate
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We have historically had a very low exposure oncib&t of our debt to changes in interest ratesrdst rate swaps are used to mitigate the
impact of interest rate fluctuations on certainatale rate debt instruments and reduce interegresgoon certain fixed rate instruments.
Information about our long-term debt including mijpal amounts and related interest rates appedistie 11 of Notes to Consolidated
Financial Statements in our Annual Report on Fo@aKIfor the year ended December 31, 2005 and Notef Notes to Consolidated
Financial Statements in this Form 10-Q.

We purchase significant amounts of bronze ingasérod, cast iron, steel and plastic, which dhieed in manufacturing our many product
lines. Our operating results can be adversely tdteby changes in commodity prices if we are untblgass on related price increases to our
customers. We manage this risk by monitoring rdlabarket prices, working with our suppliers to @efei the maximum level of stability in
their costs and related pricing, seeking altereasivpply sources when necessary and passing iesreasommodity costs to our customers,
to the maximum extent possible, when they occur.

ltem 4. Controls and Procedures

As required by Rule 13a-15(b) under the Securliieshange Act of 1934, as of the end of the permgered by this report, we carried out an
evaluation under the supervision and with the pigidition of our management, including our Chief &xéve Officer and Chief Financial
Officer, of the effectiveness of our disclosuretcois and procedures. In designing and evaluaturgdisclosure controls and procedures, we
recognize that any controls and procedures, ncemiattwv well designed and operated, can provide @dgonable assurance of achieving the
desired control objectives, and our managementsseciy applies its judgment in evaluating and iempénting possible controls and
procedures. The effectiveness of our disclosuréralsnand procedures is also necessarily limitethieystaff and other resources available to
us and the geographic diversity of our operati@ased upon that evaluation, the Chief Executivéc®ffand Chief Financial Officer
concluded that, as of the end of the period covbyeithis report, our disclosure controls and proced were effective, in that they provide
reasonable assurance that information requiree widrlosed by us in the reports we file or sunmder the Exchange Act is recorded,
processed, summarized and reported within the pieniads specified in the Securities and Exchangar@igsion’s rules and forms and are
designed to ensure that information required tdibelosed by us in the reports that we file or sitlumder the Exchange Act are accumulated
and communicated to our management, including digf@&xecutive Officer and Chief Financial Officais appropriate to allow timely
decisions regarding required disclosure. Theremnsashange in our internal control over financegarting that occurred during the quarter
ended October 1, 2006, that has materially affected reasonably likely to materially affect, aoternal control over financial reporting. In
connection with these rules, we will continue teiegr and document our disclosure controls and mhois, including our internal control
over financial reporting, and may from time to timeke changes aimed at enhancing their effectigemed to ensure that our systems evolve
with our business.
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Part I — OTHER INFORMATION

ltem|. Legal Proceedings

As disclosed in Part I, Item 1, “Product Liabiliggnvironmental and Other Litigation Matters” of cdmnual Report on Form 10-K for the
year ended December 31, 2005, we are a partyidatlin described as the James Jones Litiga

In the insurance coverage portion of the JamessJoitigation, on October 20, 2006, the United Sta@eurt of Appeals for the Seventh
Circuit affirmed that an arbitration panel coulctidke which deductible agreements between us andtywould control Zurich's
reimbursement claim for defense costs paid in #ime} Jones case. As a result of this developmentcorded a pre-tax charge of
$5,000,000 to discontinued operations in the thirdrter of 2006.

Iltem 1A. Risk Factors

This report includes statements which are not hésbfacts and are considered forward looking witihe meaning of the Private Securities
Litigation Reform Act of 1995. These forward-longistatements reflect Watts Water Technologies;dairrent views about future results
of operations and other forward-looking informatidn some cases you can identify these statenbgrfiarward-looking words such as
“anticipate,” “believe,” “could,” “estimate,” “expa,” “intend,” “may,” “should,” “will” and “would” or similar words. You should not rely on
forward-looking statements because Watts' actuallte may differ materially from those indicatedthgse forward-looking statements as a
result of a number of important factors. Thesédi&cinclude, but are not limited to, the followinghortages in and pricing of raw materials
and supplies including recent cost increases bpleip of raw materials and our ability to passstheosts on to customers, loss of market
share through competition, introduction of compgimoducts by other companies, pressure on prioes §ompetitors, suppliers, and/or
customers, the identification and disclosure ofarat weaknesses in our internal control over fgiakreporting, failure to expand our
markets through acquisitions, failure or delay é@veoping new products, lack of acceptance of neslyrcts, failure to manufacture products
that meet required performance and safety standiamdsgn exchange rate fluctuations, cyclicalifyiralustries, such as plumbing and heating
wholesalers and home improvement retailers, in lvthe Company markets certain of its products, ecoa factors, such as the levels of
housing starts and remodeling, affecting the markédtere the Company’s products are sold, manufadtar marketed, environmental
compliance costs, product liability risks, the f&sand timing of the Company’s manufacturing nasturing plan, changes in the status of
current litigation, including the James Jones casd,other risks and uncertainties discussed uhddreading “ltem 1 A. Risk Factors” in our
Annual Report on Form 10-K for the year ended Ddmen31, 2005 filed with the Securities Exchange @ussion and other reports we file
from time to time with the Securities and Excha@genmission.

Item 6. Exhibits
The exhibits listed in the Exhibit Index immedigtpreceding the exhibits are filed as part of Qisarterly Report on Form 10-Q and such

Exhibit Index is incorporated herein by reference.
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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 WATER TECHNOLOGIES, INC

Date: November 7, 200 By: /s/ Patrick S. ¢ Keefe
Patrick S. CKeefe
Chief Executive Office

Date: November 7, 200 By: /s/ William C. McCartney
William C. McCartney
Chief Financial Officer and Treasut
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EXHIBIT INDEX

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

Exhibit No. Description

3.1 Restated Certificate of Incorporation, as amendg
3.2 Amended and Restated -Laws, as amended (

10.1 Form of Indemnification Agreement between the Regiig and certain directors and officers of the iRtegnt
11 Statement Regarding Computation of Earnings perr@omShare (3

31.1 Certification of Principal Executive Officer pursuao Rule 13a-14(a) or Rule 15d-14(a) of the S&esrExchange Act of 1934,
as amendec

31.2 Certification of Principal Financial Officer pursuteRule 13a-14(a) or Rule 15d-14(a) of the Se@gikxchange Act of 1934, as
amended

32.1 Certification of Principal Executive Officer pursutado 18 U.S.C. 135(

32.2 Certification of Principal Financial Officer pursutato 18 U.S.C. 135(

(1) Incorporated by reference to the Registrant’s uigrReport on Form 10-Q (File No. 001-11499) toe tjuarter ended October 2,
2005.

(2) Incorporated by reference to the Registrant’s Reggion Statement on Form S-3 (File No. 333-105988) with the Securities and
Exchange Commission on June 10, 2003.

(3) Incorporated by reference to Note 6 to the NoteSdnsolidated Financial Statements included inR@port.
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Exhibit 10.1
INDEMNIFICATION AGREEMENT

This Agreement made and entered into this  alay , (the “Agreement™y and between Watts Water Technologies, Ir
Delaware corporation (the “Company,” which termlslmelude, where appropriate, any Entity (as heaéier defined) controlled directly or
indirectly by the Company) and e(tindemnitee”):

WHEREAS, it is essential to the Company that iabe to retain and attract as directors and offitlee most capable persons
available;

WHEREAS, increased corporate litigation has subjgclirectors and officers to litigation risks anghenses, and the limitations on
the availability of directors and officers liabjlitnsurance have made it increasingly difficult foe Company to attract and retain such
persons;

WHEREAS, the Company’s Certificate of Incorporatamd By-laws (the “Certificate of Incorporation”dfBy-laws,” respectively)
require it to indemnify its directors and officacsthe fullest extent permitted by law and permibimake other indemnification arrangements
and agreements;

WHEREAS, the Company desires to provide Indemnititle specific contractual assurance of Indemniteigists to full
indemnification against litigation risks and expes¢regardless, among other things, of any amendimen revocation of the Certificate of
Incorporation or By-laws or any change in the owhgr of the Company or the composition of its Boafr@®irectors);

WHEREAS, the Company intends that this Agreemeovige Indemnitee with greater protection than thhich is provided by the
Company’s Certificate of Incorporation and By-lawsgd

WHEREAS, Indemnitee is relying upon the rights edfed under this Agreement in continuing as a direat officer of the
Company.

NOW, THEREFORE, in consideration of the promised i@ covenants contained herein, the Companyratetrinitee do hereby
covenant and agree as follows:

1. Definitions.

€)) “Corporate Status” describes theustaf a person who is serving or has served @ disector or officer of the
Company, (ii) in any capacity with respect to anypéoyee benefit plan of the Company, or (iii) adirector, partner,
trustee, officer, employee, or agent of any othaiti at the request of the Company. For purpadesibsection (iii) of this
Section 1(a), if Indemnitee is serving or has sg@a®a director, partner, trustee, officer, emptogeagent of a




Subsidiary, Indemnitee shall be deemed to be sgafithe request of the Company.

(b) “Entity” shall mean any corporatigrartnership, limited liability company, joint veméy trust, foundation,
association, organization or other legal entity.

(c) “Expenses” shall mean all fees, casis expenses incurred by Indemnitee in conneetitmany Proceeding (as
defined below), including, without limitation, atteeys’ fees, disbursements and retainers (inclydisitpout limitation, any
such fees, disbursements and retainers incurrdadeynnitee pursuant to Sections 10 and 11(c) efAlgreement), fees and
disbursements of expert witnesses, private invattig and professional advisors (including, withauttation, accountants
and investment bankers), court costs, transcrigiscfees of experts, travel expenses, duplicagingting and binding cost
telephone and fax transmission charges, postatieedeservices, secretarial services, and othelhutisements and
expenses.

(d) “Indemnifiable Expenses,” “Indemnlfia Liabilities” and “Indemnifiable Amounts” shdlave the meanings
ascribed to those terms in Section 3(a) below.

(e) “Liabilities” shall mean judgmentsrdages, liabilities, losses, penalties, excisestdi®es and amounts paid in
settlement.
® “Proceeding” shall mean any threaignpending or completed claim, action, suit, aakiihn, alternate dispute

resolution process, investigation, administratiearing, appeal, or any other proceeding, whethdr criminal,
administrative, arbitrative or investigative, whettiormal or informal, including a proceeding iatéd by Indemnitee
pursuant to Section 10 of this Agreement to enfémdemnitee’s rights hereunder.

(9) “Subsidiary” shall mean any corpasatipartnership, limited liability company, joinénture, trust or other Entity
of which the Company owns (either directly or thghiwor together with another Subsidiary of the Conypaither (i) a
general partner, managing member or other simitarést or (ii) (A) 50% or more of the voting povedithe voting capital
equity interests of such corporation, partnersimpited liability company, joint venture or othenfity, or (B) 50% or more
of the outstanding voting capital stock or otheting equity interests of such corporation, parthgrslimited liability
company, joint venture or other Entity.




2. Services of Indemnitee In consideration of the Company’s covenants@mmitments hereunder, Indemnitee agrees to
serve or continue to serve as a director and/icesfbf the Company. However, this Agreement shailimpose any obligation on
Indemnitee or the Company to continue Indemniteetsice to the Company beyond any period otherveiqaired by law or by other
agreements or commitments of the parties, if any.

3. Agreement to Indemnify The Company agrees to indemnify Indemnitee bowe:

€)) Proceedings Other Than By or In tighRof the Company Subject to the exceptions contained in Sect{ay 4
below, if Indemnitee was or is a party or is thee®id to be made a party to any Proceeding (otherah action by or in the
right of the Company) by reason of Indemnitee’sgooate Status, Indemnitee shall be indemnifiedhey@Qompany against
all Expenses and Liabilities incurred or paid bgiedmnitee in connection with such Proceeding (reteto herein as
“Indemnifiable Expenses” and “Indemnifiable Liab#is,” respectively, and collectively as “Indemabile Amounts”).

(b) Proceedings By or In the Right of @@empany. Subject to the exceptions contained in Sectit) delow, if
Indemnitee was or is a party or is threatened tmade a party to any Proceeding by or in the rigthe Company by
reason of Indemnitee’s Corporate Status, Indemstiedl be indemnified by the Company against akmnifiable
Expenses.

(c) Conclusive Presumption Regarding &ath of Care In making any determination required to be maciger
Delaware law with respect to entitlement to indefination hereunder, the person, persons or entéking such
determination shall presume that Indemnitee igledtto indemnification under this Agreement if émanitee submitted a
request therefor in accordance with Section 5 isfAlgreement, and the Company shall have the busfiproof to
overcome that presumption in connection with th&ingaby any person, persons or entity of any deiaition contrary to
that presumption.

4. Exceptions to Indemnification Indemnitee shall be entitled to indemnificatiorder Sections 3(a) and 3(b) above in all
circumstances other than with respect to any spettdim, issue or matter involved in the Procegdint of which Indemnitee’s claim for
indemnification has arisen, as follows:

€)) Proceedings Other Than By or In tighRof the Company If indemnification is requested under Sectioa)3{nc
it has been finally adjudicated by a court of cotepgjurisdiction that, in connection with such aifie claim, issue or
matter, Indemnitee failed to act (i) in good fattnd (i) in a manner




Indemnitee reasonably believed to be in or not epgddo the best interests of the Company, or, retpect to any criminal
Proceeding, Indemnitee had reasonable cause &vbdhat Indemnitee’s conduct was unlawful, Indeemshall not be
entitled to payment of Indemnifiable Amounts hermem

(b) Proceedings By or In the Right of @empany. If indemnification is requested under Section)Znd

(i) it has been finally adjudicated by a court ofrpetent jurisdiction that, in connection with sisgecific
claim, issue or matter, Indemnitee failed to agti(Agood faith and (B) in a manner Indemnitee oeably
believed to be in or not opposed to the best isteref the Company, Indemnitee shall not be edtiibe
payment of Indemnifiable Expenses hereunder; or

(i) it has been finally adjudicated by a courtcoinpetent jurisdiction that Indemnitee is liablghe
Company with respect to such specific claim, Indiéeenshall not be entitled to payment of Indemibiiéa
Expenses hereunder with respect to such claimg issmatter unless the Court of Chancery or another
court in which such Proceeding was brought sha#irdgine upon application that, despite the adjudioa
of liability, but in view of all the circumstance$ the case, Indemnitee is fairly and reasonabififled to
indemnification for such Indemnifiable Expensesatisuch court shall deem proper; or

(iii) it has been finally adjudicated by a courtamimpetent jurisdiction that Indemnitee is lialddhe
Company for an accounting of profits made fromghechase or sale by the Indemnitee of securitiébe
Company pursuant to the provisions of Section 16f{lbhe Securities Exchange Act of 1934, the raled
regulations promulgated thereunder and amendmiegitsto or similar provisions of any federal, state
local statutory law, Indemnitee shall not be eetitto payment of Indemnifiable Expenses hereunder.

(c) Insurance Proceedd o the extent payment is actually made to tliehmnitee under a valid and collectible
insurance policy in respect of Indemnifiable Amauimt connection with such specific claim, issuenatter, Indemnitee
shall not be entitled to payment of Indemnifiabledunts hereunder except in respect of any excgssmtehe amount of
payment under such insurance.




5. Procedure for Payment of Indemnifiable Amountsademnitee shall submit to the Company a writemuest specifying
the Indemnifiable Amounts for which Indemnitee sepyment under Section 3 of this Agreement antasés for the claim. The Company
shall pay such Indemnifiable Amounts to Indemnitéhin sixty (60) calendar days of receipt of tleguest. At the request of the Company,
Indemnitee shall furnish such documentation anorin&tion as are reasonably available to Indemuiteenecessary to establish that
Indemnitee is entitled to indemnification hereunder

6. Indemnification for Expenses of a Party Who is Whol Partly Successful Notwithstanding any other provision of this
Agreement, and without limiting any such provisitmthe extent that Indemnitee is, by reason oéinditee’s Corporate Status, a party to
and is successful, on the merits or otherwiseninRroceeding, Indemnitee shall be indemnified ragaill Expenses reasonably incurred by
Indemnitee or on Indemnitee’s behalf in connectimrewith. If Indemnitee is not wholly successfusuch Proceeding but is successful, on
the merits or otherwise, as to one or more buttles all claims, issues or matters in such Prdngethe Company shall indemnify
Indemnitee against all Expenses reasonably incinydddemnitee or on Indemnitee’s behalf in conioectvith each successfully resolved
claim, issue or matter. For purposes of this Agrext, the termination of any claim, issue or mattesuch a Proceeding by dismissal, witt
without prejudice, by reason of settlement, judgimerder or otherwise, shall be deemed to be aesisfal result as to such claim, issue or
matter.

7. Effect of Certain Resolutions Neither the settlement or termination of anydeewling nor the failure of the Company to
award indemnification or to determine that indenaaifion is payable shall create a presumptionltid@mnitee is not entitled to
indemnification hereunder. In addition, the teration of any proceeding by judgment, order, setleinconviction, or upon a plea of nolo
contendere or its equivalent shall not create aysngtion that Indemnitee did not act in good faitidl in a manner which Indemnitee
reasonably believed to be in or not opposed td#st interests of the Company or, with respechtocsiminal Proceeding, had reasonable
cause to believe that Indemnitee’s action was uinllaw

8. Agreement to Advance Expenses; Undertakinihe Company shall advance all Expenses incuoyeat on behalf of
Indemnitee in connection with any Proceeding, idirig a Proceeding by or in the right of the Compamyvhich Indemnitee is involved by
reason of such Indemnitee’s Corporate Status witnr(10) calendar days after the receipt by the@my of a written statement from
Indemnitee requesting such advance or advancestinoerto time, whether prior to or after final disition of such Proceeding. To the ex
required by Delaware law, Indemnitee hereby un#élegdo repay any and all of the amount of Inderahl&é Expenses paid to Indemnitee if it
is finally determined by a court of competent jditsion that Indemnitee is not entitled under thggeement to indemnification with respect
to such Expenses. This undertaking is an unlingezteral obligation of Indemnitee.

9. Procedure for Advance Payment of Expensésdemnitee shall submit to the Company a writesuest specifying the
Indemnifiable Expenses for which Indemnitee seekadvancement under Section 8 of this Agreemegéther with documentation
evidencing that Indemnitee has incurred such Indiéestbte Expenses. Payment of Indemnifiable Expense




under Section 8 shall be made no later than tehodléndar days after the Company’s receipt of saghest.

10.

11.

Remedies of Indemnitee

(@) Right to Petition Courtln the event that Indemnitee makes a requegidpment of Indemnifiable Amounts uni
Sections 3 and 5 above or a request for an advarteshIndemnifiable Expenses under Sections 83aaldove and the
Company fails to make such payment or advancemeatimely manner pursuant to the terms of thise&gnent,
Indemnitee may petition the Court of Chancery tioere the Company’s obligations under this Agreeimen

(b) Burden of Proof In any judicial proceeding brought under Sectifa) above, the Company shall have the
burden of proving that Indemnitee is not entitlegpayment of Indemnifiable Amounts hereunder.

(c) Expenses The Company agrees to reimburse Indemniteellifofuany Expenses incurred by Indemnitee in
connection with investigating, preparing for, latgng, defending or settling any action broughtigemnitee under Section
10(a) above, or in connection with any claim ormeuclaim brought by the Company in connectionehagth, whether or
not Indemnitee is successful in whole or in partannection with any such action.

(d) Failure to Act Not a Defensél'he failure of the Company (including its BoafdDirectors or any committee
thereof, independent legal counsel, or stockhojdermake a determination concerning the permitisitaif the payment of
Indemnifiable Amounts or the advancement of Inddiainie Expenses under this Agreement shall not defense in any
action brought under Section 10(a) above, and sloditreate a presumption that such payment omadvaent is not
permissible.

Defense of the Underlying Proceeding

€)) Notice by Indemniteelndemnitee agrees to notify the Company promygtign being served with any summons,
citation, subpoena, complaint, indictment, inforimat or other document relating to any Proceedihgctvmay result in the
payment of Indemnifiable Amounts or the advancenoéihidemnifiable Expenses hereunder; provided, e, that the
failure to give any such notice shall not disqualifdemnitee from the right, or otherwise affecamy manner any right of
Indemnitee, to receive payments of Indemnifiableotimts or advancements of Indemnifiable Expensessarthe
Company’s ability to defend in such Proceeding &emially and adversely prejudiced thereby.




12.

(b) Defense by CompanySubiject to the provisions of the last senterfdhis Section 11(b) and of Section 11(c)
below, the Company shall have the right to defemtéinnitee in any Proceeding which may give risthégpayment of
Indemnifiable Amounts hereunder; provided, howekat the Company shall notify Indemnitee of anyhsdecision to
defend within ten (10) calendar days of receiptatfce of any such Proceeding under Section 1h@ye& The Company
shall not, without the prior written consent of émdnitee, consent to the entry of any judgment ag&miemnitee or enter
into any settlement or compromise which (i) inclei@® admission of fault of Indemnitee or (ii) does include, as an
unconditional term thereof, the full release ofdnuhitee from all liability in respect of such Predeng, which release shall
be in form and substance reasonably satisfactolrydemnitee. This Section 11(b) shall not applg teroceeding brought
by Indemnitee under Section 10(a) above or pursisaféection 19 below.

(c) Indemnités Right to Counsel Notwithstanding the provisions of Section 114bpve, if in a Proceeding to wh
Indemnitee is a party by reason of Indemnitee’pGate Status, (i) Indemnitee reasonably concltitetshe or she may
have separate defenses or counterclaims to assiemaspect to any issue which may not be condistéh the position of
other defendants in such Proceeding, (ii) a canflicnterest or potential conflict of interest std between Indemnitee and
the Company, or (iii) if the Company fails to asguthe defense of such proceeding in a timely manndemnitee shall be
entitled to be represented by separate legal cbohs®demnitee’s choice at the expense of the Camygp In addition, if the
Company fails to comply with any of its obligatiomsder this Agreement or in the event that the Camgpor any other
person takes any action to declare this Agreemadtar unenforceable, or institutes any actiont suproceeding to deny
or to recover from Indemnitee the benefits intenteble provided to Indemnitee hereunder, Indemrsited! have the right
to retain counsel of Indemniteethoice, at the expense of the Company, to représgemnitee in connection with any si
matter.

Representations and Warranties of the Companlge Company hereby represents and warrantgitorinitee as follows:

(@) Authority The Company has all necessary power and augtiorénter into, and be bound by the terms of, this
Agreement, and the execution, delivery and perfoceaf the undertakings contemplated by this Agesdrhave been du
authorized by the Company.

(b) Enforceability This Agreement, when executed and deliverechbyCompany in accordance with the provisions
hereof, shall be a legal, valid and binding oblgabf the Company, enforceable against the Compaagcordance with i
terms, except as such enforceability may be limlitgdpplicable bankruptcy, insolvency, moratoriwegrganization or
similar laws affecting the enforcement of creditoights generally.




13. Insurance For a period of six (6) years following the datewhich Indemnitee no longer serves as a dirgofticer or
employee of the Company or any Subsidiary, angdgh longer period, if any, for which Indemniteeyrba subject to a Proceeding by
reason of Indemnitee’s Corporate Status, the Cognfiaehall maintain a policy or policies of insae with one or more reputable insurance
companies providing the Indemnitee with coveraganramount not less than, and of a type and scop@aterially less favorable to
Indemnitee than, the directors’ and officers’ llabiinsurance coverage presently maintained byGbepany, (ii) shall pay on a timely basis
all premiums on such insurance and (iii) shall ptewsuch notices and renewals in a complete aneltimanner and take such other actions
as may be required in order to keep such insurianicgl force and effect. In all policies of diree and officer liability insurance, Indemnitee
shall be named as an insured in such a mannerpae\inle Indemnitee the same rights and benefitgasccorded to the most favorably
insured of the Company’s officers and directors.

14. Contract Rights Not Exclusive The rights to payment of Indemnifiable Amountsl @dvancement of Indemnifiable
Expenses provided by this Agreement shall be intiatddo, but not exclusive of, any other rightsiagthiIndemnitee may have at any time
under applicable law, the Company’s Certificaténziorporation or By-laws, or any other agreemeate\of stockholders or directors (or a
committee of directors), or otherwise, both asdiioa in Indemnitee’s official capacity and as tti@n in any other capacity as a result of
Indemnitee’s serving as a director or officer a&f @ompany.

15. Successors This Agreement shall be (a) binding upon allcessors and assigns of the Company (includingramgferee
of all or a substantial portion of the business¢ktand/or assets of the Company and any direadinect successor by merger or
consolidation or otherwise by operation of law) #bpbinding on and shall inure to the benefithaf heirs, personal representatives, exec
and administrators of Indemnitee. In the eventttha Company or any of its successors or assiyjosrfsolidates with or merges into any
other person or entity and shall not be the comupor surviving corporation or entity of such colidation or merger or (ii) transfers or
conveys all or substantially all of its propertésd assets to any person or entity, then, andcim ®ach case, proper provision shall be ma
that the successors and assigns of the Companyaghe obligations of the Company under this Agrerim This Agreement shall continue
for the benefit of Indemnitee and such heirs, pekoepresentatives, executors and administrafeslademnitee has ceased to have
Corporate Status.

16. Subrogation In the event of any payment of Indemnifiable Amts under this Agreement, the Company shall be
subrogated to the extent of such payment to ahefights of contribution or recovery of Indemmitggainst other persons, and Indemnitee
shall take, at the request of the Company, allorglsle action necessary to secure such rightsidimgd the execution of such documents as
are necessary to enable the Company to bringcseitforce such rights.

17. Change in Law To the extent that a change in Delaware law {ladreby statute or judicial decision) shall perbribader
indemnification or advancement of expenses than is




provided under the terms of the By-laws and thise&gent, Indemnitee shall be entitled to such oadiemnification and advancements,
and this Agreement shall be deemed to be amendaettoextent.

18. Severability. Whenever possible, each provision of this Agreenshall be interpreted in such a manner as tffbetive
and valid under applicable law, but if any provisif this Agreement, or any clause thereof, shallietermined by a court of competent
jurisdiction to be illegal, invalid or unenforceabin whole or in part, such provision or clausallshe limited or modified in its application
the minimum extent necessary to make such provisiatause valid, legal and enforceable, and theaneing provisions and clauses of this
Agreement shall remain fully enforceable and bigdin the parties.

19. Indemnitee as Plaintiff Except as provided in Section 10(c) of this Agnent and in the next sentence, Indemnitee shall
not be entitled to payment of Indemnifiable Amount@&dvancement of Indemnifiable Expenses witheesfp any Proceeding brought by
Indemnitee against the Company, any Entity whiawittrols, any director or officer thereof, or ahird party, unless the Board of Directors
of the Company has consented to the initiatioruchsProceeding. This Section shall not apply tan¢erclaims or affirmative defenses
asserted by Indemnitee in an action brought aghidsimnitee.

20. Madifications and Waiver Except as provided in Section 17 above witheespp changes in Delaware law which broaden
the right of Indemnitee to be indemnified by thenpany, no supplement, modification or amendmettisfAgreement shall be binding
unless executed in writing by each of the parte®to. No waiver of any of the provisions of tAigreement shall be deemed or shall
constitute a waiver of any other provisions of hggeement (whether or not similar), nor shall suiver constitute a continuing waiver.

21. General Notices All notices, requests, demands and other comeations hereunder shall be in writing and shall be
deemed to have been duly given (a) when deliveydthind, (b) when transmitted by facsimile and netcisi acknowledged, or (c) if mailed
certified or registered mail with postage prepaitthe third business day after the date on whihso mailed:




0] If to Indemnitee, to:

(i) If to the Company, to:

Watts Water Technologies, Inc.
815 Chestnut Street

North Andover, MA 01845
Facsimile: (978) 688-2976
Attention:

or to such other address as may have been furnistied same manner by any party to the others.

22. Governing Law; Consent to Jurisdiction; Servicéafcess This Agreement shall be governed by and condtiue
accordance with the laws of the State of Delawatleout regard to its rules of conflict of laws. dBeof the Company and the Indemnitee
hereby irrevocably and unconditionally consentsubmit to the exclusive jurisdiction of the CoufiGhancery of the State of Delaware and
the courts of the United States of America locatetthe State of Delaware (the “Delaware Courtst)day litigation arising out of or relating
to this Agreement and the transactions contempla¢eeby (and agrees not to commence any litigatating thereto except in such courts),
waives any objection to the laying of venue of angh litigation in the Delaware Courts and agrestsamplead or claim in any Delaware
Court that such litigation brought therein has beerught in an inconvenient forum. Each of theiparhereto agrees, (a) to the extent such
party is not otherwise subject to service of predaghe State of Delaware, to appoint and mairdaiagent in the State of Delaware as such
party’s agent for acceptance of legal process(lanthat service of process may also be made dm garty by prepaid certified mail with a
proof of mailing receipt validated by the Unitecd®ts Postal Service constituting evidence of \&ditvice. Service made pursuant to (a) or
(b) above shall have the same legal force andtedfed served upon such party personally withi $tate of Delaware. For purposes of
implementing the parties’ agreement to appointmathtain an agent for service of process in théeSiiDelaware, each such party does
hereby appoint The Corporation Trust Company, 1Q€éhge Street, Wilmington, New Castle County, Del@n 9801, as such agent and
each such party hereby agrees to complete allrectiecessary for such appointment.

23. [Prior Agreement This Agreement supersedes and replaces intitetgrthe Indemnification Agreement between the
Indemnitee and the Company dated as of , ]




IN WITNESS WHEREOF, the parties hereto have exettlis Agreement as of the day and year first alvanitten.

WATTS WATER TECHNOLOGIES, INC.

By

Name:
Title:

INDEMNITEE

Name:




Name of Indemnitee

Schedule of Omitted Information

Date of Agreement

Date of Prior Agreement
(Section 23)

Person Signing or
behalf of the Company

Roger A. Young
Daniel J. Murphy, llI
Gordon W. Moran
Kenneth J. McAvoy
John K. McGillicuddy
Timothy P. Horne
Patrick S. O’'Keefe
William J. Merchant
Lester J. Taufen
Kenneth R. Lepage
William C. McCartney

Timothy MacPhee

Ralph E. Jackson, Jr.

William D. Martino
Gregory J. Michaud

Robert L. Ayers

February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
February 10, 2004
June 23, 2004
October 31, 2005
August 1, 2006

October 30, 2006

November 5, 2003
November 5, 2003
November 5, 2003
November 5, 2003
November 5, 2003
August 7, 2002
November 5, 2003
November 5, 2003
November 5, 2003
November 5, 2003
November 5, 2003
Not Applicable
Not Applicable
Not Applicable
Not Applicable

Not Applicable

Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
William C. McCartney
Chief Financial Officel
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office
Patrick S. O’Keefe
Chief Executive Office




Exhibit 31.1

WATTS WATER TECHNOLOGIES, INC.
CERTIFICATION PURSUANT TO

SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
I, Patrick S. O’'Keefe, certify that:
1. I have reviewed this quarterly report on Foi®rQ of Watts Water Technologies, Inc.;

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortdangtate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statemeami other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer(s)danare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and praresg or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the etin which this report is being prepared;

(b) Designed such internal control over finahégorting, or caused such internal control ovearicial reporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures and predéntthis report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting; and

5. The registrant’s other certifying officer(s)danhave disclosed, based on our most recent eN@tuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@) All significant deficiencies and material wweasses in the design or operation of internalroboter financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sagmiifiole in the registrant’s internal
control over financial reporting.

Date: November 7, 20C
/s/ Patrick S. (Keefe
Patrick S. ( Keefe
Chief Executive Office




Exhibit 31.2

WATTS WATER TECHNOLOGIES, INC.
CERTIFICATION PURSUANT TO

SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
[, William C. McCartney, certify that:
1. I have reviewed this quarterly report on Foi®rQ of Watts Water Technologies, Inc.;

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortdangtate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statemeami other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer(s)danare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and praresg or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the etin which this report is being prepared;

(b) Designed such internal control over finahégorting, or caused such internal control ovearicial reporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures and predéntthis report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting; and

5. The registrant’s other certifying officer(s)danhave disclosed, based on our most recent eN@tuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@) All significant deficiencies and material wweasses in the design or operation of internalroboter financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that ilwgs management or other employees who have disagtirole in the registrant’s internal
control over financial reporting.

Date: November 7, 20C
/s/ William C. McCartney
William C. McCartney
Chief Financial Officel




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned officer of Watts Water Technologies. (the “Company”) hereby certifies that thengmany’s quarterly report on Form 10-
Q to which this certification is attached (the “Ref), as filed with the Securities and Exchanger@ussion on the date hereof, fully
complies with the requirements of Section 13(a)%(d), as applicable, of the Securities Exchangeof3934, as amended (the “Exchange
Act”), and that the information contained in thepRe fairly presents, in all material respects, fihancial condition and results of operations
of the Company. This certification is providededplpursuant to 18 U.S.C. Section 1350 and Iten{l§(32) of Regulation S-K (“Item 601(b)
(32)") promulgated under the Securities Act of 1983amended (the “Securities Act”), and the Exgkaict. In accordance with clause

(i) of Item 601(b)(32), this certification (A) sthaot be deemed “filed” for purposes of Sectiondf&@he Exchange Act, or otherwise subject
to the liability of that section, and (B) shall e deemed to be incorporated by reference intdilimy under the Securities Act or the
Exchange Act, except to the extent that the Compaeyifically incorporates it by reference.

Date: November 7, 20C
/sl Patrick S. (Keefe
Patrick S. ( Keefe
Chief Executive Office




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned officer of Watts Water Technologies. (the “Company”) hereby certifies that thengmany’s quarterly report on Form 10-
Q to which this certification is attached (the “Ref), as filed with the Securities and Exchanger@ussion on the date hereof, fully
complies with the requirements of Section 13(a)%(d), as applicable, of the Securities Exchangeof3934, as amended (the “Exchange
Act”), and that the information contained in thepRe fairly presents, in all material respects, fihancial condition and results of operations
of the Company. This certification is providededplpursuant to 18 U.S.C. Section 1350 and Iten{l§(32) of Regulation S-K (“Item 601(b)
(32)") promulgated under the Securities Act of 1983amended (the “Securities Act”), and the Exgkaict. In accordance with clause

(i) of Item 601(b)(32), this certification (A) sthaot be deemed “filed” for purposes of Sectiondf&@he Exchange Act, or otherwise subject
to the liability of that section, and (B) shall e deemed to be incorporated by reference intdilimy under the Securities Act or the
Exchange Act, except to the extent that the Compaeyifically incorporates it by reference.

Date: November 7, 2006 /s/ William C. McCartney

William C. McCartney
Chief Financial Officel




