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ater is the essential ingredient of life. Without water, the Earth could not support

us. Today, as in ancient times, man’s chief concern with water is to control it.

From the primitive pole pumps of the Far East to the complex Three Gorges
Dam in modern day China, water is crucial to man’s existence. Since 1874, Watts has focused
on water and developing innovative solutions for its safe use, quality and conservation.

In 2004, Watts Water Technologies, Inc. strengthened its commitment to providing
products to customers worldwide who are engaged in municipal and commercial water-
related projects. Watts’ core products of backflow preventers, pressure regulators, hot water
safety mixing valves and plumbing and heating products continue to be solu-
tions of choice for commercial and residential applications in North America. 1 30 Yea rs
In Europe, we are a premier supplier of heating products to the OEM and
wholesale markets across the continent and in the U.K. In China, we are a key Of I n novative
supplier of large diameter, cast iron, double-flanged butterfly valves to the
waterworks, wastewater treatment, thermal/hydro power and process water Wat er
supply/treatment systems markets.

When looking to 2005 and beyond, we are confident that our continued .
focus on our five strategic water applications of comfort, quality, conservation, S OI utions
safety and control will further solidify our market position. The keys to our growth
include: the continued rise in population that drives demand for water; the fixed supply of
water; the rapidly increasing need for water conservation; aging water management infra-
structures in North America and Europe and the emerging infrastructure in Asia; and
today’s heightened consumer awareness of water quality and water safety issues.

We believe that our more recent investments in the burgeoning Asian markets, our
global view in product development and manufacturing, and our solid financial state have
positioned us for continued growth in the
coming decade, both through acquisitions
and the launching of new technology to
satisfy our customers’ water-related needs

worldwide.




A Letter to Our Shareholders

e are pleased to report that once again we achieved record levels of sales and earnings from continuing opera-
\/\/tions in 2004. Net sales for the year ended December 31, 2004, increased 17% to $824.6 million from $701.9
million in 2003. Net income from continuing operations increased 34% to $48.7 million from $36.4 million in
2003. We are particularly pleased with the breadth of the operating improvement as we realized robust sales and
earnings increases in all three of our operating segments, North America, Europe and China. These improved results
were primarily due to increased product sales into the North American commercial market and into the European
OEM market, coupled with our ongoing emphasis on manufacturing restructuring and cost reduction programs. Our
new management team in China, in place for their first full year, improved results in our China segment. Results from
acquired companies and the strengthening of the euro versus the U.S. dollar also contributed to our success.

During 2004 we faced several significant challenges, which we believe we

) met successfully. We experienced substantial increases in the cost of metals

Once agaln we and plastics we utilize in manufacturing as the commodity metals markets
continued a late 2003 trend of cost increases throughout most of 2004. We

ach |eved reco rd are a significant consumer of copper-based alloys, stainless steel, cast iron and

plastics. These commodities increased between 10% and 48% in 2004 alone.

We met this challenge by continuing to focus on aggressive cost reduction

|eve|5 Of Sales and programs, shifting production capacity to lower cost countries, continuing
our emphasis on our manufacturing restructuring programs in both North

earni ngs frOm America and Europe and by implementing selected price increases.

We engaged significant resources in addressing the internal control standards
continuin g required under Section 404 of the Sarbanes-Oxley Act of 2002. We believe our
internal control systems are stronger now than at any point in our history. We
remain committed to improving our systems as we move into 2005.

0 peratlo ns I n 2004 We felt it imperative to maintain high levels of customer service while tran-
sitioning our manufacturing capacity to low cost countries. Although our
supply chain lengthened, we maintained our service levels and customer

delivery schedules by increasing inventory and by completing a regional distribution system in North America.

In most cases our distribution system allows us to reach our customers within one business day.

We continually strive to maintain a market leadership position in our key products, and in 2004 we enhanced our
position with several important milestones. We received 29 additional approvals for our new generation of backflow

technology. These approvals contributed to an overall 13% increase in backflow revenue this year. We introduced a

low lead line of water pressure regulating valves manufactured in our wholly owned subsidiary in Tianjin, China.



This low lead line of regulators is the result of several years of research and development and a significant invest-

ment in capital. This strengthens our leadership position in this important product line, which conserves water
while protecting plumbing systems from excessive water pressure.

Several new products were introduced in the North American home improvement market. These included a hot
water recirculating pump, which conserves water by immediately providing hot water at the tap, as well as a line
of easy sweat pre-soldered copper fittings, which significantly reduces installation time on copper piping systems.

Our backflow products have been included in the Recommended Backflow Products List prepared by the
Chinese National Backflow Standards Committee. This list is comparable to the National Plumbing Code in the
United States. Inclusion in this list is required in order to sell products into the Chinese backflow markets.

Providing solutions to our customers’ water needs was enhanced through our ongoing acquisition strategy. In
2004 and early 2005 we completed five acquisitions. These acquisitions have created new distribution channels for
us, expanded our product offering, provided new technology and opened new markets for us. Our acquisition strat-
egy will remain an important element of our growth as we move forward into 2005.

Our Board of Directors and management group demand a superior level of corporate governance. In November
2003, we formed a Nominating and Corporate Governance Committee. This Committee, as well as
our Audit and Compensation Committees, are composed entirely of independent members of
our Board of Directors. We also formed a Disclosure Committee, comprised of senior mem-
bers of management, to ensure that our public filings undergo a robust review process. In
2004, Ralph E. Jackson, Jr. was elected to our Board of Directors. Mr. Jackson is the former
Chief Operating Officer of Cooper Industries and brings a wealth of experience.

In summary, we believe we are well positioned to sustain the growth rate we have
experienced over the last several years. As our Company has grown, so have our
growth opportunities. The global environment for water presents many oppor-
tunities for us. Our intention is to continue to expand our business in all three
of our operating segments while maintaining a solid capitalization and disci-
plined growth strategy. We believe we have the strongest brand in North
America for our major product lines and our brand strength is increasing in
both Europe and China. We are committed to our cost reduction programs,
and the strength of our balance sheet enables us to maintain an active
acquisition program. We are very excited that the combination of these ele-
ments presents very attractive opportunities for our customers, sharehold-

ers and employees.
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PATRICK S. O'KEEFE

President and
Chief Executive Officer



Financial Highlights

n 2004 we achieved historic levels of sales and earnings from continuing operations and experienced significant

stock price appreciation.
Sales increased by $122.7 million, or 17%, to $824.6 million in 2004 from $701.9 million in 2003. The com-

ponents of this growth are as follows:

Internal Growth $61.3 million 9%
Acquisitions 38.0 million 5%
Foreign Exchange 23.4 million 3%
Increase in Sales $122.7 million 17%

We were pleased that our improvement in sales and earnings was broad-based with contributions from all of our
operating segments — North America, Europe and China. North American revenue grew at 15% due to internal
growth, acquisitions and favorable foreign exchange. Internal growth was led by increases in our backflow preven-
tion product line, continued growth in the North American home improvement market and contributions from
our under-floor radiant heat product lines. European revenue grew by 20% due to favorable foreign exchange,
acquisitions and internal growth as we continued to gain market share in both our wholesale and OEM markets.
Our revenue in the domestic Chinese market grew by 40% as our new management team leveraged our results in
that expanding market.

Our operating income increased by $13.6 million or 19%, to $83.6 million in 2004 from $70.0 mil-

lion in 2003. This improvement was the result of our ongoing cost reduction programs, increases in sales
volume and contributions from acquired companies. Our effective tax rate was 33% in 2004, which is a
reduction of 5% from our 38% rate in 2003. This reduction is the result of state tax planning initiatives
and the valuation of our net operating loss in China. Our diluted earnings per share increased to $1.49
in 2004 from $1.32 per share in 2003 with 5.0 million additional shares outstanding.

We incurred a loss from discontinued operations due to legal expenses in the James Jones case
and a decision to dispose of a minority owned subsidiary.

We invested $61.9 million in acquiring Flowmatic Systems, Inc., TEAM Precision Pipework Led.
and Orion Enterprises, Inc. during 2004. All three companies contributed to our success this year.

Our net debt to capitalization was 19% and we had $65.9 million of cash on December 31,

2004. We entered a new five-year $300.0 million Revolving Credit Facility with $218.4 mil-

lion of capacity available on December 31, 2004. As a result, we believe we are well posi-
tioned to finance our growth in 2005.

Our share price increased 46% to $32.24 on December 31, 2004 from $22.01 on January
2, 2004, which has provided our shareholders with a one-year return in excess of the S&P

500, Russell 2000 and the Dow Jones industrial average.

WiLLiAm C. McCARTNEY
Chief Financial Officer
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Water by Watts

atts Water Technologies’

products serve many
dynamic markets for critical cus-
tomer applications - for end user
Comfort, we provide a full range
of engineered hydronic and elec-
tric radiant heating and snow
melting  systems; to ensure
Quality drinking and process
water, we offer a broad range of
reverse osmosis water purification
systems and backflow prevention
devices; for the Conservation of
water in the home and in industry,
we provide a broad, proven line of
water pressure regulators; for con-
sumer Safety, we provide an
extensive line of hot water safety
mixing valves, and heating safety
units; lastly, to assist customers to
Control the flow of water, Watts
offers one of the most extensive
lines of flow control valves, mod-

ules and accessories in the world.

Comfort

riven by rising energy costs and a desire
for more comfortable, convenient and eco-

nomic heating sources, the installation of
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hydronic radiant heating in the U.S. has grown

at more than 15% over the last ten years

. . . Electric Floor Warming
because it offers superior comfort and energy savings to consumers. In  system

northern Europe, hydronic radiant heating continues to be the dominant heating method.
Watts manufactures engineered hydronic radiant heating and snow melting systems as well as
electric radiant floor warming systems and PEX tubing for residential and commercial instal-
lations. Watts also provides a broad line of boiler safety and control
products for solar, ground and wall-hung boilers, as well as a broad
range of manifold collector systems and valve accessories for the

hydronic heating market in Europe and North America.

Boiler Controls

Quality

n today’s environ-

ment, we are expe-
riencing increased

expectations for high .
1R " -

quality water. An Residential Filtration
System

expanding population combined with a fixed supply of
clean water and heightened consumer awareness continues
to add to this expectation. Watts provides high quality
drinking and process water through its broad range of
reverse osmosis (RO) water purification systems,
ranging from under-sink residential systems to high- vol-

ume commercial systems.

Commercial
Filtration System

Watts backflow preven-
tion devices protect the water supply
against the reverse flow of water in

piping systems, thus ensuring the

quality of your drinking water.

Backflow Preventer



Conservation | -

\/\/ith a limited supply of drinkable

water, municipalities continue to ~ -

increase the price of water supplied as

o

well as the price for wastewater discarded

for treatment. Watts offers a broad, proven = o H—Zem Waste RO

System

line of water pressure regulators to conserve water for home and industry while still pro-
viding comfortable levels of water pressure at the point of use. Our state-of-the-art

ZeroWaste® reverse osmosis (RO) systems provide

bottled-quality water to homeown-

Automatic

ers, without wasting any water. Our
Control Valve

hot water recirculating systems

deliver instant hot water at the tap, S a fe ty

Water Pressure Regulators  conserving water and energy. And Watts

automatic control valves ensure conservation in municipal water P l |nless properly channeled and tem-

systems.

pered, water can pose a serious hazard
to those who use it. From its earliest days as

Control

a manufacturer of steam pressure regulators

v

Effective use of water requires proper con-  pressure safety relief valves, Watts has had

and temperature and

trol devices. Potable water, fire protec-  the safety of its customers foremost in
tion, irrigation, hydronic heating and waste-  mind. We work closely with standards set-

water systems depend on these devices to  ting agencies and plumbing and building

code officials to develop  1/P Lavatory Tempering
Valves

maintain adequate

et
flow rates, and safe and proper operating gl J plumbing regulations
-

temperatures. To help customers control the that maximize the safety of our customers. In

state and flow of water, Watts provides one addition to its traditional line of safety valves,

of the most extensive lines of flow control Watts provides an extensive offering of thermo-

. . Large Diameter . o .
devices in the world. These range from Butterfly valve static hot water mixing valves, hydronic heat-

small quarter-turn water supply stops used in baths and kitchens to ing system safety units and hot water safety

the very large (110") double-flanged butter- products.

Undersink
Thermostatic
Mixing Valve

fly valves supplied by Watts in China to the
Three Gorges Dam project on the Yangtze
River. Our devices offer the right solutions
for our customers’ residential and commer-

Double Flanged cial water control needs.
Butterfly Valves




ur focus on providing
Oinnovative solutions to
our customers’ water needs is
further strengthened by our
recent acquisitions. In 2004
and early 2005, Watts com-
pleted five acquisitions, includ-
ing Flowmatic Systems, Inc,,
TEAM Precision Pipe Work Ltd,
McCoy Enterprises, Inc., now
known as Orion Enterprises,
Inc.,, SeaTech, Inc. and HF
Scientific, Inc. Through these
acquisitions, Watts has opened
up new distribution channels
and markets, expanded our
product offering and acquired
new advanced technology.
Acquisitions continue to remain
a key element of our growth

moving forward.

Comfort
Quality
Conservation
Safety

Control

Recent Acquisitions

Flowmatic

he acquisition of Flowmatic

further strengthens Watts’
water filtration offering and
broadens our distribution capa-
bilities. Flowmatic offers a com-
prehensive line of high quality
reverse osmosis components and

filtration equipment.

TEAM Precision
Pipework

TEAM Precision Pipework
custom designs and manu-
factures manipulated pipe and
hose tubing assemblies used in
heating, ventilation and air con-
The

acquisition of TEAM Precision

ditioning applications.
Pipework further solidifies
Watts’ position in the European
OEM market.

Orion
Enterprises

| he acquisition of Orion
Enterprises expands Watts’

existing drainage products busi-
ness. Orion Enterprises is com-
prised of three separate compa-
nies each serving distinct indus-
trial and institutional markets.
Orion Fittings manufactures acid
waste and high purity piping
systems; Flo Safe specializes in
the manufacture of double con-
tainment systems; Laboratory
Enterprises markets high-end
laboratory faucets, eye washers

and other safety equipment.

SeaTlech

SeaTech offers a wide range of
standard and custom quick
connect fittings, valves, mani-
folds and PEX tubing designed
to address specific customer
requirements. The acquisition
of SeaTech provides Watts with
cost effective solutions for our
customers’ fluidic connection

needs.

HF Scientific
acquisition of HF

T
Scientific Watts’

entry into the water monitoring

marks
market. HF manufactures and
distributes a line of instrumen-
tation equipment, test kits and
chemical reagents used for mon-
itoring water quality in a vari-

ety of applications.



