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NOTE TO THE PROSPECTUS

This prospectus is published solely in connection with the admission of Watsco, Inc.’s Common Stock to
listing and trading on the Professional Segment of NYSE Euronext in Paris (“Euronext”). This prospectus
is not published in connection with and does not constitute an offer of securities by or on behalf of
Watsco, Inc. (“Watsco”).

Pursuant to Article 516-19 of the AMF General Regulation, an investor other than a qualified investor,
within the meaning of b) of Point 4 of Il of Article L. 411-2 of the Monetary and Financial Code, may not
purchase Watsco’s Common Stock on the Professional Segment of Euronext unless such investor takes
the initiative to do so and has been duly informed by the investment services provider about the
characteristics of the segment.

The distribution of this prospectus in certain jurisdictions may be restricted by law, and therefore persons
into whose possession this prospectus comes should inform themselves of and observe any such
restrictions.

This prospectus contains forward-looking statements concerning, among other things, the prospects for
Watsco’s operations, which are subject to certain risks, uncertainties and assumptions. The various
assumptions Watsco uses in its forward—looking statements, as well as risks and uncertainties relating to
those statements, are set out in “Information about Forward-Looking Statements” on pages 10 to 11 of
Watsco’s 10-K (as defined below). Factors exist that could cause Watsco’s actual results to differ
materially from these forward-looking statements. Such factors include:

* general economic conditions;

» competitive factors within the HVAC/R industry;

» effects of supplier concentration;

» fluctuations in certain commodity costs;

* consumer spending;

* consumer debt levels;

* new housing starts and completions;

» capital spending in the commercial construction market;

» access to liquidity needed for operations;

« seasonal nature of product sales;

* weather conditions;

* insurance coverage risks;

» federal, state and local regulations impacting Watsco’s industry and products;

* prevailing interest rates; and

» the continued viability of our business strategy.
This prospectus, which contains material information concerning Watsco, was established pursuant to
Articles 211-1 to 216-1 of the AMF General Regulation. Pursuant to Article 25 of Commission Regulation

(EC) No 809/2004 of 29 April 2004 (the “Prospectus Regulation”), this prospectus is composed of the
following parts in the following order:

(1) a table of contents;

(2) the summary provided for in Article 5(2) of Directive 2003/71/EC;

NYCDMS/1159385.11 2



(4)

the risk factors linked to the issuer and the type of security covered by the issue; and

the cross-reference lists stipulated in Article 25.4 of the Prospectus Regulation presenting the
information in the order stipulated in Annexes | and lll of the Prospectus Regulation which, by
application of Articles 3, 4, and 6 thereof, are required for this transaction.

This prospectus also contains in Chapter C supplemental information concerning Watsco and its
business, provided at the AMF’s request. For a better understanding of the summary of the prospectus in
Chapter A, the reader should read the entire prospectus, including Chapter C: Supplemental Information
concerning Watsco, contained on pages 20 — 32.

Further, the prospectus contains the following documents:

Annual Report on Form 10-K for the fiscal year ended December 31, 2009, filed by Watsco with
the U.S. Securities and Exchange Commission (the “SEC”) on February 26, 2010 (“Watsco’s 10-
KH);

Quarterly Report on Form 10-Q for the quarter ended June 30, 2010, filed by Watsco with the
SEC on August 6, 2010 (“Watsco’s 10-Q”);

Definitive Proxy Statement on Schedule 14A, filed by Watsco with the SEC on April 30, 2010
(“Watsco’s Proxy Statement”);

Amended and Restated Certificate of Incorporation of Watsco and Articles of Amendment to the
Amended and Restated Articles of Incorporation of Watsco;

By-Laws of Watsco and Amendment to the By-Laws of Watsco dated April 1, 2009;
Current Report on Form 8-K furnished by Watsco to the SEC on July 22, 2010; and

Consolidated Financial Statements of Watsco as of December 31, 2008 and December 31, 2007,
and for each of the three years in the period ended December 31, 2008.
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COMPANY REPRESENTATIVES FOR PROSPECTUS

1.1 Albert H. Nahmad, President and Chief Executive Officer of Watsco, Inc., Barry S. Logan, Senior
Vice President and Secretary of Watsco, Inc., and Ana M. Menendez, Chief Financial Officer and
Treasurer of Watsco, Inc., acting for and on behalf of Watsco, Inc.

1.2 We each hereby declare, after taking all reasonable measures for this purpose and to the best of
our knowledge, that the information contained in this prospectus is in accordance with the facts
and that the prospectus makes no material omission.
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CHAPTER A — PROSPECTUS SUMMARY

CHAPTER A:
PROSPECTUS SUMMARY

NOTE TO THE PROSPECTUS SUMMARY

VISA NUMBER 10-335 DATED SEPTEMBER 24, 2010 OF THE AMF

Note to the reader

This summary should be read as an introduction to the prospectus. Any decision to invest in the securities
should be based on consideration of the prospectus as a whole by the investor. Where a claim relating to
the information contained in a prospectus is brought before a court, the plaintiff investor might, under the
national legislation of the Member States of the European Community or States party to the European
Economic Area Agreement, have to bear the costs of translating the prospectus before the legal
proceedings are initiated. Civil liability attaches to the persons who presented the summary, and any
translation thereof, only if the content of the summary is misleading, inaccurate or inconsistent when read
with other parts of the prospectus.

The following is a summary of some of the information contained in this prospectus. We urge you to read
this entire document carefully, including the risk factors, our historical consolidated financial statements
and the notes to those financial statements. Unless the context requires otherwise, references in this

prospectus to the “Company,” “we,” “us,” “our” and “Watsco” are to Watsco, Inc., a Florida corporation,
and its subsidiaries collectively.

l. GENERAL DESCRIPTION OF WATSCO, INC.
1.1 Introduction

Watsco is the largest distributor of air conditioning, heating and refrigeration equipment and related parts
and supplies (“HVAC/R”) in the HVAC/R distribution industry in the United States, currently operating 506
locations serving over 50,000 customers in 36 states, Puerto Rico, Latin America and the Caribbean.
According to the U.S. Department of Energy, heating and cooling account for about 56% of the energy
use in a typical U.S. home. The products we distribute can dramatically increase the efficiency of a
home’s HVAC system, saving homeowners money on their energy expenses and significantly reducing
the emissions of greenhouse gases.

Our network sells an expansive line of products and maintains a diverse mix of inventory to meet our
customers’ immediate needs and seek to provide products a contractor would generally require when
installing or repairing a central air conditioner, furnace or refrigeration system on short notice. The cooling
capacity of air conditioning units is measured in tons. One ton of cooling capacity is equivalent to 12,000
British Thermal Units (“BTUs”) and is generally adequate to air condition approximately 500 square feet of
residential space. The products we distribute consist of: (i) equipment, including residential central air
conditioners ranging from 1-1/2 to 5 tons, gas, electric and oil furnaces ranging from 50,000 to 150,000
BTUs, commercial air conditioning and heating equipment and systems ranging from 1-1/2 to 25 tons,
and other specialized equipment, (ii) parts, including replacement compressors, evaporator coils, motors
and other component parts and (iii) supplies, including thermostats, insulation material, refrigerants,
ductwork, grills, registers, sheet metal, tools, copper tubing, concrete pads, tape, adhesives and other
ancillary supplies.

NYCDMS/1159385.11 6



CHAPTER A — PROSPECTUS SUMMARY

On July 1, 2009, Watsco completed the formation of a joint venture with Carrier Corporation (“Carrier”) to
distribute Carrier, Bryant and Payne products throughout the U.S. Sunbelt, Latin America and the
Caribbean. The joint venture, Carrier Enterprise, LLC (“Carrier Enterprise”), added 95 locations to the
Watsco network. Watsco owns 60% of Carrier Enterprise and Carrier owns 40%.

1.2 Business Strategy

We have a “buy and build” strategy that has produced substantial historical long-term growth in sales and
profits. The historical long-term growth in sales and profits is not necessarily indicative of future growth in
sales and profits. The “buy” component of the strategy focuses on acquiring existing market leaders either
by expanding into new geographic areas or gaining additional market share in existing markets. We
employ a disciplined and conservative approach that seeks opportunities that fit well-defined financial and
strategic criteria. The “build” component of the strategy focuses on implementing a growth culture at
acquired companies, by adding products and locations to better serve our customers, exchanging ideas
and business concepts amongst the executive management teams and investing in new technologies.
Newly acquired businesses have access to our capital resources and established vendor relationships to
provide their customers with an expanded array of product lines on favorable terms and conditions with
an intensified commitment to service.

Il INFORMATION RELATING TO ADMISSION TO LISTING AND TRADING ON EURONEXT

Issuer Watsco, Inc., a Florida corporation, with its principal executive offices at
2665 South Bayshore Drive, Suite 901, Coconut Grove, Florida 33133,
U.S.A.

Stock Exchange Listing Our Common Stock (as defined below) is listed on the New York Stock

Exchange (“NYSE”) under the symbol “WSQO” since 1994. In addition, our
Class B Common Stock (as defined below) is listed on NYSE Amex.

We have applied for admission to listing and trading on the Professional
Segment of Euronext of 34,373,438 shares of Common Stock issued as of
September 1, 2010. On September 23, 2010, Euronext approved our
application for listing and trading of our Common Stock on Euronext. Our
Common Stock will be listed under the symbol “WSO.”

The Class B Common Stock will not be listed on Euronext.

The Euronext listing is intended to promote additional liquidity for all
investors and provide greater access to Watsco’s Common Stock among
European fund managers who may be required to invest in Euro-zone
markets or currencies only.

Transfer Agent American Stock Transfer & Trust Company.
Paying Agent BNP Paribas Securities Services — CTS Services aux Emetteurs (Postal
address: 11 rue Ella Fitzgerald, 75019 Paris, France) is acting as Watsco’s

paying agent (the “Paying Agent”).

Securities Identification Code The CUSIP number assigned to the Common Stock is 942622200. The
ISIN is US9426222009.

Authorized Capital Our authorized capital stock consists of 60,000,000 shares of common

stock, par value $.50 per share (the "Common Stock"), 10,000,000 shares
of Class B common stock, par value $.50 per share (the “Class B Common
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Stock”) and 10,000,000 shares of preferred stock, par value $0.50 per
share (the “Preferred Stock”).

As of September 1, 2010, 28,050,788 shares of Common Stock and
4,326,326 shares of Class B Common Stock were issued and outstanding,
respectively, and 6,322,650 shares of Common Stock and 48,263 shares
of Class B Common Stock were held in treasury, respectively. See
“‘Common Stock and Class B Common Stock” on page 21 of this
prospectus for differences between them. No shares of Preferred Stock are
currently issued and outstanding. As of the date of this prospectus,
Watsco does not intend to issue any Preferred Stock.

Florida law does not require shareholder approval for any issuance of
authorized shares. See “Voting Rights” on pages 21 — 22 of this
prospectus. However, the NYSE and NYSE Amex rules require
shareholder approval of certain issuances of Common Stock and Class B
Common Stock or securities convertible into or exchangeable for Common
Stock equal to or exceeding 20% of the then outstanding number of our
Common Stock or Class B Common Stock. The NYSE and NYSE Amex
rules do not set out any specific time limit in which the 20% threshold is
determined.

Accordingly, subject to the above limitations, Watsco’s Board of Directors
(the “Board”) may issue up to a maximum of 31,949,212 shares of
Common Stock (including 6,322,650 shares of Common Stock currently
held in treasury) and 5,673,674 shares of Class B Common Stock at a
price equal to or higher than the par value of $.50 per share without
authorization from the shareholders. No other price restrictions apply. Any
issue of Common Stock would give rise to a registration requirement under
the SEC rules, absent any available exemption, such as an issue of
Common Stock solely to qualified institutional buyers.

The Company has equity compensation plans under which Common Stock
and Class B Common Stock may be provided to directors or employees of
the Company. The Company’s obligations in this respect may be satisfied
either by Common Stock or Class B Common Stock held in treasury or by
newly issued Common Stock or Class B Common Stock. As of September
1, 2010, there were 1,107,585 shares of Common Stock and Class B
Common Stock available for issuance under Watsco’'s equity
compensation plans by virtue of awards that may be granted in the future
under such plans and 491,150 Common Stock options and 57,000 Class B
Common Stock options previously granted and not yet exercised (out of
the 5,000,000 shares of Common Stock and Class B Common Stock
initially available).

Under the terms of the plans, the Common Stock and Class B Common
Stock are considered as a single pool, and the Company may in its sole
discretion grant awards in Common Stock and/or Class B Common Stock
to directors or employees. Previously granted awards of non-vested
(restricted) stock are included in the shares of Common Stock and Class B
Common Stock outstanding as of September 1, 2010.

For further information regarding these equity compensation plan awards,
see Note 6. Share-Based Compensation and Benefit Plans in the 2009
Annual Report to Shareholders attached as Exhibit 13 to Watsco’s Form
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10-K (the “Shareholders’ Report”).

Cash dividends per share of $1.89, $1.75 and $1.31 for Common Stock
and Class B Common Stock were paid in 2009, 2008 and 2007,
respectively. Our Board declared cash dividends on Common Stock and
Class B Common Stock of $.52 per share, $.48 per share, $1.00 per share
and $.93 per share for the quarters and six months ended June 30, 2010
and 2009, respectively. In July 2010, the Board declared a regular
quarterly cash dividend of $.52 per share of Common Stock and Class B
Common Stock that was paid on July 30, 2010 to shareholders of record
as of July 15, 2010. Future dividends and/or dividend rate increases will be
at the sole discretion of the Board and will depend upon such factors as
profitability, financial condition, cash requirements, and restrictions under
our revolving credit agreement, future prospects and other factors deemed
relevant by our Board. See “Dividend Rights” on page 21 of this
prospectus.

Trading in the Common Stock on the Professional Segment of Euronext is
expected to start on October 21, 2010. Watsco will be continuously traded
on Euronext.

We will not receive any proceeds from the admission to listing and trading
of our Common Stock on Euronext.

Trading of our Common Stock on Euronext will be in Euros.

Settlement of any transactions on Euronext is expected to occur through
the book-entry facilities of Euroclear France.

At this time, Watsco does not intend to enter into any agreement with a
liquidity provider in connection with the listing of its Common Stock on
Euronext. However, Watsco reserves the right to enter into such
agreement in the future, subject to compliance with applicable legislation in
France and the U.S.A.

Until such time that an agreement is entered into with a liquidity provider (if
ever), liquidity in the Common Stock will result initially from execution on
Euronext of sell orders in respect of Common Stock currently traded on the
NYSE and future trading in the Common Stock on Euronext with settlement
through Euroclear France.
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Based on 28,050,788 shares of Common Stock and 4,326,326 shares of
Class B Common Stock issued and outstanding as of September 1, 2010
(excluding the 6,322,650 shares of Common Stock and the 48,263 shares
of Class B Common Stock held in treasury, respectively), and the closing
price of the Common Stock on the NYSE and the closing price of the Class
B Common Stock on NYSE Amex on September 22, 2010 of $57.44 and
$56.84, respectively, Watsco had a market capitalization on the NYSE of
approximately $1.86 billion, which, based on the exchange rate on
September 22, 2010 ($1 = EUR 0.7641), corresponds to approximately
EUR 1.42 billion.

The market capitalization on Euronext is calculated on the total issued
Common Stock, including the treasury shares, but excluding the Class B
Common Stock. Based on the above figures, the market capitalization on
September 22, 2010 was approximately $1.97 billion / EUR 1.51 billion.

Please find below information concerning the Common Stock price performance and shareholder return

performance.

Performance Graph

The following graph compares the cumulative five-year total return attained by shareholders on our
Common Stock and Class B Common Stock relative to the cumulative total returns of the NYSE Amex
Composite index, the S&P SmallCap 600 index and a customized peer group of companies, which are:

Beacon Roofing Supply, Inc.,

Interline Brands, Inc., Lennox International Inc., Pool Corp and WESCO

International, Inc. An investment of $100 (with reinvestment of all dividends) is assumed to have been
made in our common stock, in each index and in the peer group on December 31, 2004 and its relative
performance is tracked through December 31, 2009.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Watsco, Inc., the NYSE Amex Composite Index, the S&P SmallCap 600 Index and a Peer
Group
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Watsco, Inc.

Watsco, Inc. Class B
NYSE Amex Composite
S&P SmallCap 600
Peer Group

*  The stock price performance included in this graph is not necessarily indicative of future stock price performance.

II. MAJOR SHAREHOLDERS
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12/04 12/05 12/06 12/07 12/08 12/09

100.00 172.32 138.18 110.64 120.54 160.67
100.00 176.40 141.68 111.85 123.05 166.44
100.00 125.80 150.40 178.95 108.56 147.27
100.00 107.68 123.96 123.59 85.19 106.97
100.00 133.92 153.07 124.15 92.53 116.17

The following table shows information for each person known by Watsco to beneficially own 5% or more
of the outstanding Common Stock and Class B Common Stock as of April 9, 2010, unless indicated

otherwise.

Common Stock

Class B

Combined

Beneficially Common Stock Percent of

Name and Address Owned® Beneficially Owned® Voting
of Beneficial Owners® Shares Percent Shares Percent Securities®
Shareholders owning more than

5% of any class of Common

Stock:
BlackRock, Inc.® 3,568,084 12.7% — — 5.0%
Carrier Corporation® 2,985,685 10.6% 94,784 2.2% 5.5%
Merchants’ Gate Capital LP and

related entities**

712 Fifth Avenue

New York, NY 10019, USA 1,422,600 5.1% — — 2.0%
Capital World Investors®® 1,496,135 5.3% — — 2.1%
Earnest Partners, LLC® 1,398,427 5.0% — — 2.0%
Alna Capital Associates, LP"” — — 766,886 17.7% 10.7%
Directors and Named Executive

Officers:
Albert H. Nahmad® 1,118 * 3,829,975 88.4% 53.6%

*, (1)-(8) See pages 15 — 16 of Watsco’s Proxy Statement.

*%

LP and related entities. Percentages are calculated based on shares outstanding as of April 9, 2010.

Solely based on information provided in a Schedule 13G dated July 30, 2010, filed with the SEC by Merchants’ Gate Capital

For further information regarding the calculation methods related to the Common Stock and Class B
Common Stock beneficially owned, please refer to footnote 2 on page 15 of Watsco’s Proxy Statement.

For further information regarding the shareholders’ agreement entered into between Watsco and Carrier,
please refer to pages 22 — 23 of Chapter C of this prospectus.

V. RISK FACTORS

Set forth below and in Chapter B — Risk Factors in this prospectus are summaries of certain of the risks,
uncertainties and other factors that may affect our future results. The full description of these and other
risk factors is included on pages 8 — 10 of Watsco’s 10-K and the “Information about Forward-Looking
Statements” on pages 10 — 11 of Watsco’s 10-K, attached as Exhibit | to this prospectus. The risk factors
summarized below should be read in conjunction with the other risk factors and forward-looking

statements in Watsco’s 10-K.

NYCDMS/1159385.11
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o Joint Venture with Carrier. On July 1, 2009, we completed the formation of Carrier Enterprise to
distribute Carrier, Bryant and Payne products throughout the U.S. Sunbelt, Latin America and the
Caribbean. The formation of Carrier Enterprise involves a number of risks. Watsco purchased a
60% controlling interest in Carrier Enterprise for fixed consideration of $172.0 million and a fair
value of $181.5 million with options to purchase up to an additional 20% interest from Carrier (10%
beginning in July 2012 and an additional 10% in July 2014.) We issued 2,985,685 shares of our
Common Stock and 94,784 shares of our Class B Common Stock on July 1, 2009, having a fair
value of $151.1 million to Carrier, contributed 15 locations that sold Carrier-manufactured products
having a fair value of $23.2 million and paid Carrier $7.2 million in cash. Carrier does not hold any
options that would require Watsco to purchase additional interests in Carrier Enterprise.

e Continuing Decline in Economic Conditions. The decline in economic conditions and lack of
availability of business and consumer credit could have an adverse effect on our business.

e Supplier Concentration. Given the significant concentration of our supply chain, particularly with
Carrier, any significant interruption by the manufacturers or a termination of a distribution agreement
could temporarily disrupt the operations of certain subsidiaries. Future results of operations are also
materially dependent upon the continued market acceptance of these manufacturers’ products and
their ability to continue to manufacture products that comply with laws relating to environmental and
efficiency standards.

o Risks Inherent in Acquisitions. As part of our strategy, we intend to pursue additional acquisitions of
complementary businesses. Growth through acquisitions involves a number of risks.

o Competition. We operate in highly competitive environments.

e Control by Existing Shareholder. As of December 31, 2009, Albert H. Nahmad, our Chairman and
Chief Executive Officer, and a limited partnership controlled by him, collectively had beneficial
ownership of approximately 54% of the combined voting power of the outstanding Common Stock
and Class B Common Stock.

V. RECENT DEVELOPMENTS

On July 22, 2010, Watsco reported record results for the second quarter and for the six months ended
June 30, 2010. The results include Carrier Enterprise.

Earnings per share increased 93% to a record $1.08 per diluted share on record net income of $35
million, compared to $0.56 per diluted share on net income of $16 million in 2009. Revenues increased
114% to a record $865 million, including $400 million of sales added by Carrier Enterprise. Same-store
sales increased 14%, reflecting 25% growth in air conditioning and heating (HVAC) equipment (53% of
sales), a 3% increase in other HVAC products (34% of sales) and a 5% increase in refrigeration products
(13% of sales). Sales of HVAC equipment reflect a combination of strong growth in unit sales and an
improving sales mix of higher-efficiency replacement air conditioning and heating systems. For further
information, please see Exhibit VI.

VI. FINANCIAL INFORMATION CONCERNING WATSCO INC. FOR THE FISCAL YEARS ENDED
DECEMBER 31, 2009, 2008 AND 2007 AND THE QUARTERS ENDED JUNE 30, 2010 AND
2009

The consolidated financial statements of Watsco set out in this prospectus have been prepared in
accordance with U.S. GAAP, as authorized by the decision of the European Commission of December
12, 2008.
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The following selected financial data of Watsco have been derived from the historical consolidated
financial statements referred to below and should be read in conjunction with such consolidated financial
statements and the notes included therein.

For the audited consolidated balance sheets of Watsco as of December 31, 2009 and 2008, and the
related consolidated statements of income, shareholders’ equity and cash flows for each of the three
years in the period ended December 31, 2009 and the reports of the Independent Registered Public
Accounting Firms with respect to such consolidated financial statements, the reader’s attention is called to
Watsco’s consolidated financial statements contained in the Shareholders’ Report.

For the audited consolidated balance sheets of Watsco as of December 31, 2008 and 2007, and the
related consolidated statements of income, shareholders’ equity and cash flows for each of the three
years in the period ended December 31, 2008 and the report of the Independent Registered Public
Accounting Firm with respect to such consolidated financial statements, the reader’s attention is called to
Watsco’s consolidated financial statements attached as Exhibit VIl to this prospectus.

The following selected condensed consolidated statements of income data for the quarters ended June
30, 2010, and June 30, 2009, and condensed consolidated balance sheet data at June 30, 2010, are
derived from Watsco’s condensed consolidated unaudited financial statements contained on pages 3 —
12 of Watsco’s 10-Q.

SELECTED THREE YEAR FINANCIAL DATA
(In thousands, except per share data)

Statements of Income
Years ended December 31,

2009 2008 2007
Revenues $ 2,001,815 $ 1,700,237 $ 1,758,022
Operating income 81,060 98,608 111,154
Income from continuing operations before income taxes 78,329 96,590 107,982
Loss from discontinued operations, net of tax - - (1,192)
Net income 51,573 60,369 65,577
Basic earnings per share for Common Stock and Class B
Common Stock
Net income from continuing operations attributable to 1.40 214 2 41
Watsco, Inc. shareholders
Net loss from discontinued operations attributable to ) ) (0.07)
Watsco, Inc. shareholders '

Net income attributable to Watsco, Inc. shareholders 1.40 2.14 2.34
Diluted earnings per share for Common Stock and Class B

Common Stock

Net income from continuing operations attributable to

Watsco, Inc. shareholders 1 2L i
Net loss from discontinued operations attributable to ) ) (0.07)
Watsco, Inc. shareholders '
Net income attributable to Watsco, Inc. shareholders 1.40 2.09 2.27

The unaudited pro forma financial information combining Watsco’s results of operations with the
operations of Carrier Enterprise as if the joint venture had been consummated on January 1, 2008 is as
follows:

Years ended December 31,
2009 2008

Revenues $ 2,562,319 $ 2,933,662
Net income 59,874 76,894
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Less: net income attributable to the noncontrolling interest

Net income attributable to Watsco, Inc.

Diluted earnings per share for Common Stock and Class B

Common Stock

Balance Sheets

Cash and cash equivalents

Total assets

Total current liabilities

Total long-term obligations

Total Watsco, Inc. shareholders’ equity
Non controlling interest

Total shareholders’ equity

Cash dividend declared and paid per share
Common Stock
Class B Common Stock

Statements of Cash Flows

Net cash provided by operating activities
Net cash used in investing activities
Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at end of year

Statements of Income

Revenues

Operating income

Income before income taxes
Net income

Net income attributable to Watsco, Inc.

Earnings per share for Common Stock and Class B

Common Stock
Basic

Diluted

CHAPTER A — PROSPECTUS SUMMARY

Years ended December 31,

2009 2008
13,332 8,775
46,542 68,119
$ 1.53 $ 213
Years ended December 31,
2009 2008 2007
$ 58,093 $ 41,444 9,405
1,160,613 716,061 750,113
223,926 107,824 129,364
13,429 20,783 55,042
738,026 570,660 549,957
156,782 - -
894,808 570,660 549,957
1.89 1.75 1.31
1.89 1.75 1.31
Years ended December 31,
2009 2008 2007
$ 88,287 $ 113,473 107,998
(15,503) (3,671) (108,000)
(56,135) (77,763) (24,933)
16,649 32,039 (24,935)
58,093 41,444 9,405
SELECTED QUARTERLY FINANCIAL DATA
(In thousands, except per share data — Unaudited)
Quarter Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
864,805 $ 404,971 $ 1,374,560 $ 696,314
70,919 26,294 79,784 24,732
70,025 25,950 77,993 24,060
48,207 16,282 53,682 15,110
35,045 16,282 38,878 15,110
1.08 0.57 1.20 0.53
1.08 0.56 1.20 0.52
14
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The unaudited pro forma financial information combining Watsco’'s results of operations with the
operations of Carrier Enterprise as if the joint venture had been consummated on January 1, 2009 is as
follows:

Quarter Ended Six Months Ended
June 30, 2009 June 30, 2009
Revenues $ 740,189 $ 1,256,818
Net income 27,947 23,349
Less: net income attributable to the noncontrolling interest 6,600 5,084
Net income attributable to Watsco, Inc. $ 21,347 $ 18,265
Diluted earnings per share for Common Stock and Class B Common Stock ~ $ 0.67 $ 0.55
Balance Sheets
June 30, 2010 December 31, 2009*
Cash and cash equivalents $ 87,757 $ 58,093
Total assets 1,417,568 1,160,613
Total current liabilities 448,425 223,926
Total long-term obligations 20,574 13,429
Total Watsco, Inc. shareholders’ equity 751,361 738,026
Non controlling interest 168,471 156,782
Total shareholders’ equity 919,832 894,808
Cash dividend declared and paid per share
Common Stock 1.00** 1.89**
Class B Common Stock 1.00** 1.89*

*  Derived from audited consolidated balance sheet.
**  Dividends are for the six months ended June 30, 2010 and for the full fiscal year 2009.

Statements of Cash Flows
Six Months Ended June 30

2010 2009
Net cash provided by operating activities $ 56,830 $ 27,559
Net cash used in investing activities (4,172) (1,430)
Net cash used in financing activities (22,994) (22,270)
Net increase in cash and cash equivalents 29,664 3,859
Cash and cash equivalents at end of period 87,757 45,303

VILI. DOCUMENTS ON DISPLAY
As a public company, we regularly file reports and proxy statements with the SEC. These reports are
required by the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”) and include, but
are not limited to:

e annual reports on Form 10-K;

e quarterly reports on Form 10-Q;

e current reports on Form 8-K;

e proxy statements on Schedule 14A; and
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¢ any amendments to those reports.

As of the date of this prospectus, no material changes to the information contained in Exhibits | to Ill to
this prospectus have occurred except as otherwise included in this prospectus.

On September 17, 2009, we filed with the SEC a Form 8-K/A reporting the completion of the joint venture
with Carrier effective July 1, 2009 and containing the financial statements and pro forma financial
information required by the SEC'’s regulations.

The SEC maintains an Internet site at www.sec.gov that contains the reports, proxy and information
statements, and other information that we file electronically.

We make available free of charge access to our SEC filings as soon as reasonably practicable after such
materials are electronically filed with or furnished to the SEC through our website at www.watsco.com.
Other reports filed with the SEC under the Exchange Act, are also available including the proxy
statements and reports filed by officers and directors under Section 16(a) of that Act. These reports may
be found on our website by selecting the option entitled “SEC Filings” under the “Investor Relations”
section of the website. The reference to our website address does not constitute incorporation by
reference of the information contained on our website and should not be considered part of this
prospectus.

Copies of the above referenced information will also be made available, free of charge, by calling
+ 1 305 714 4100 or upon written request to:

Watsco, Inc.

Investor Relations

2665 South Bayshore Drive, Suite 901
Coconut Grove, FL 33133, U.S.A.
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CHAPTER B:
RISK FACTORS

l. BUSINESS RISK FACTORS

Set forth below are summaries of certain of the risks, uncertainties and other factors that may affect our
future results. The full description of these and other risk factors is included on pages 8 — 10 of Watsco’s
10-K attached as Exhibit | to this prospectus. The risk factors summarized below should be read in
conjunction with the other risk factors in Watsco’s 10-K.

11 Business Risk Factors

Joint Venture with Carrier

On July 1, 2009, we completed the formation of Carrier Enterprise to distribute Carrier, Bryant and Payne
products throughout the U.S. Sunbelt, Latin America and the Caribbean. The formation of Carrier
Enterprise involves a number of risks. Watsco purchased a 60% controlling interest in Carrier Enterprise
for fixed consideration of $172.0 million and a fair value of $181.5 million with options to purchase up to
an additional 20% interest from Carrier (10% beginning in July 2012 and an additional 10% in July 2014.)
We issued 2,985,685 shares of our Common Stock and 94,784 shares of our Class B Common Stock on
July 1, 2009, having a fair value of $151.1 million to Carrier, contributed 15 locations that sold Carrier-
manufactured products having a fair value of $23.2 million and paid Carrier $7.2 million in cash. Carrier
does not hold any options that would require Watsco to purchase additional interests in Carrier
Enterprise.

Continuing Decline in Economic Conditions

The decline in economic conditions and lack of availability of business and consumer credit could have an
adverse effect on our business.

Supplier Concentration

Given the significant concentration of our supply chain, particularly with Carrier, any significant
interruption by the manufacturers or a termination of a distribution agreement could temporarily disrupt
the operations of certain subsidiaries. Future results of operations are also materially dependent upon the
continued market acceptance of these manufacturers’ products and their ability to continue to
manufacture products that comply with laws relating to environmental and efficiency standards.

Risks Inherent in Acquisitions

As part of our strategy, we intend to pursue additional acquisitions of complementary businesses. Growth
through acquisitions involves a number of risks.

Competition

We operate in highly competitive environments.

Seasonality

Sales of residential central air conditioners, heating equipment and parts and supplies have historically
been seasonal.
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Dependence on Key Personnel

We are highly dependent on the skills, experience and services of key personnel. The loss of key
personnel could have a material adverse effect on our business, operating results or financial condition.

1.2 General Risk Factors

Goodwill and Intangibles

At December 31, 2009, goodwill and intangibles represented approximately 31% of total assets. Future
cash flows can be affected by changes in the industry, a declining economic environment or market
conditions.

Risks Related to Insurance Coverage

We carry general liability, comprehensive property damage, workers’ compensation, health benefits and
other insurance coverage that management considers adequate for the protection of its assets and
operations. There can be no assurance, however, that the coverage limits of such policies will be
adequate to cover losses and expenses for lawsuits brought or which may be brought against us.

Control by Existing Shareholder

As of December 31, 2009, Albert H. Nahmad, our Chairman and Chief Executive Officer, and a limited
partnership controlled by him, collectively had beneficial ownership of approximately 54% of the combined
voting power of the outstanding Common Stock and Class B Common Stock.

. MARKET RISK FACTORS

The primary market risk exposure for Watsco is interest rate risk. The objective in managing the exposure
to interest rate changes is to limit the impact of interest rate changes on earnings and cash flows and to
lower our overall borrowing costs. To achieve this objective, interest rate swaps are used to manage net
exposure to interest rate changes to our borrowings. These swaps are entered into with financial
institutions with investment grade credit ratings, thereby minimizing the risk of credit losses. All items
described are non-trading. See Notes 1 and 10 to the consolidated financial statements in the
Shareholders’ Report for further information.

Interest rate swap agreements reduce the exposure to market risks from changing interest rates under
our revolving credit agreements. Under the swap agreements, we agree to exchange, at specified
intervals, the difference between fixed and variable interest amounts calculated by reference to a notional
principal amount. Any differences paid or received on interest rate swap agreements are recognized as
adjustments to interest expense over the life of each swap, thereby adjusting the effective interest rate on
the underlying obligation. Financial instruments are not held for trading purposes. Derivatives used for
hedging purposes must be designated as, and effective as, a hedge of the identified risk exposure at the
inception of the contract. Accordingly, changes in the fair value of the derivative contract must be highly
correlated with changes in the fair value of the underlying hedged item at inception of the hedge and over
the life of the hedge contract.

At December 31, 2009, one interest rate swap agreement was in effect with a notional amount of $10.0
million, to manage the net exposure to interest rate changes related to $10.0 million of borrowings under
our revolving credit agreement. The swap agreement matures in October 2011 and exchanges the
variable rate of 30-day LIBOR to a fixed interest rate of 5.07%. The interest rate swap was effective as a
cash flow hedge and no charge to earnings was required in 2009, 2008 and 2007.
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We were party to an interest rate swap agreement with a notional amount of $10.0 million, which matured
on October 31, 2009, that was designated as a cash flow hedge and effectively exchanged the variable
rate of 30-day LIBOR to a fixed interest rate of 5.04%. During 2009, 2008 and 2007, the hedging
relationship was determined to be highly effective in achieving offsetting changes in cash flows.

We were party to an interest rate swap agreement with a notional amount of $30.0 million, which matured
on October 9, 2007, that was designated as a cash flow hedge and effectively exchanged the variable
rate of 90-day LIBOR to a fixed interest rate of 6.25%. During 2007, the hedging relationship was
determined to be highly effective in achieving offsetting changes in cash flows.

The negative fair value of the derivative financial instruments was $0.7 million, $1.3 million and $0.6
million at December 31, 2009, 2008 and 2007, respectively, and is included in the consolidated balance
sheets.

At December 31, 2009, 2008 and 2007, our exposure to interest rate changes was limited to variable rate
lease payments which are indexed to one month LIBOR. To assess our exposure to changes in interest
rates, we performed a sensitivity analysis to determine the impact to earnings associated with an
immediate 100 basis-point fluctuation from one month LIBOR. Based on the results of this simulation, as
of December 31, 2009, 2008 and 2007, net income would decrease or increase by approximately $.1
million on an annual basis if there were an immediate 100 basis-point increase or decrease, respectively,
in one month LIBOR. Disruptions in the capital and credit markets have also affected the determination of
interest rates for LIBOR-based borrowers. Disruptions in these markets and their affect on interest rates
could result in increased borrowings than our sensitivity analysis determined. This information constitutes
a “forward-looking statement” and actual results may differ significantly based on actual borrowings and
interest rates.
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CHAPTER C:
SUPPLEMENTAL INFORMATION CONCERNING WATSCO, INC.

l. RIGHTS RELATED TO THE REGISTERED SHARES

1.1 Type and the Class of the Securities Being Offered, Including the Security Identification
Code

Our authorized capital stock consists of 60,000,000 shares of common stock, par value $.50 per share
(the "Common Stock"), 10,000,000 shares of Class B common stock, par value $.50 per share (the “Class
B Common Stock”) and 10,000,000 shares of preferred stock, par value $0.50 per share (the “Preferred
Stock”).

As of September 1, 2010, 28,050,788 shares of Common Stock and 4,326,326 shares of Class B
Common Stock were issued and outstanding, respectively, and 6,322,650 shares of Common Stock and
48,263 shares of Class B Common Stock were held in treasury, respectively. No shares of Preferred
Stock are currently issued and outstanding. As of the date of this prospectus, Watsco does not intend to
issue any Preferred Stock.

The Common Stock is listed on the NYSE under the symbol “WSO” since 1994. The CUSIP number
assigned to the Common Stock is 942622200. The ISIN is US9426222009.

The Company has equity compensation plans under which Common Stock and Class B Common Stock
may be provided to directors or employees of the Company. The Company’s obligations in this respect
may be satisfied either by Common Stock or Class B Common Stock held in treasury or by newly issued
Common Stock or Class B Common Stock. As of September 1, 2010, there were 1,107,585 shares of
Common Stock and Class B Common Stock available for issuance under Watsco’s equity compensation
plans by virtue of awards that may be granted in the future under such plans and 491,150 Common Stock
options and 57,000 Class B Common Stock options previously granted and not yet exercised (out of the
5,000,000 shares of Common Stock and Class B Common Stock initially available).

Under the terms of the plans, the Common Stock and Class B Common Stock are considered as a single
pool, and the Company may in its sole discretion grant awards in Common Stock and/or Class B
Common Stock to directors or employees. Previously granted awards of non-vested (restricted) stock are
included in the shares of Common Stock and Class B Common Stock outstanding as of September 1,
2010.

1.2 Legislation Under Which the Securities Have Been Created
Our Common Stock was created under the Florida Business Corporation Act (“FBCA”).
1.3 Form of Securities, Name and Address of the Entity in Charge of Keeping the Records

In general, shareholders may hold Common Stock either in certificated or street name form. The transfer
agent and registrar for the Common Stock is American Stock Transfer & Trust Company (“ASTTC”).

ASTTC can be contacted through the web at http://www.amstock.com, by telephone at 800-937-5449, by
email at info@amstock.com, or by mail at: 59 Maiden Lane, Plaza Level, New York, New York 10038,
U.S.A. ASTTC'’s international direct dial number is +1 718-921-8124.
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Watsco’s paying agent is BNP Paribas Securities Services — CTS Services aux Emetteurs (Postal
address: 11 rue Ella Fitzgerald, 75019 Paris, France).

1.4. Currency of the Securities Issue
Trading of our Common Stock on Euronext will be in Euros.
15 Rights Attached to the Securities

Common Stock and Class B Common Stock. Common Stock and Class B Common Stock share
equally in earnings and are identical in most other respects except (i) Common Stock is entitled to one
vote on most matters and each share of Class B Common Stock is entitled to ten votes; (ii) shareholders
of Common Stock are entitled to elect 25% of the Board (rounded up to the nearest whole number) and
Class B shareholders are entitled to elect the balance of the Board; (iii) cash dividends may be paid on
Common Stock without paying a cash dividend on Class B Common Stock and no cash dividend may be
paid on Class B Common Stock unless at least an equal cash dividend is paid on Common Stock and
(iv) Class B Common Stock is convertible at any time into Common Stock on a one-for-one basis at the
option of the shareholder.

Dividend Rights. Subject to the conditions set forth in Article 111.B.(1) of the Amended and Restated
Articles of Incorporation of Watsco (“Watsco’s Amended and Restated Articles of Incorporation”),
whenever a dividend is paid to the shareholders of Class B Common Stock, Watsco shall also pay to the
holders of Common Stock a dividend per share at least equal to the dividend per share paid to the
holders of the Class B Common Stock. Watsco may pay dividends to the holders of Common Stock in
excess of dividends paid (or without paying dividends) to holders of Class B Common Stock.

Cash dividends per share of $1.89, $1.75 and $1.31 for Common Stock and Class B Common Stock
were paid in 2009, 2008 and 2007, respectively. Our Board declared cash dividends on Common Stock
and Class B Common Stock of $.52 per share, $.48 per share, $1.00 per share and $.93 per share for the
quarters and six months ended June 30, 2010 and 2009, respectively. In July 2010, the Board declared a
regular quarterly cash dividend of $.52 per share of Common Stock and Class B Common Stock that was
paid on July 30, 2010 to shareholders of record as of July 15, 2010. Future dividends and/or dividend
rate increases will be at the sole discretion of the Board and will depend upon such factors as profitability,
financial condition, cash requirements, and restrictions under our revolving credit agreement, future
prospects and other factors deemed relevant by our Board.

Voting Rights. Voting power shall be divided between the Common Stock and Class B Common Stock
as follows:

¢ With respect to the election of directors, holders of Common Stock, voting as a separate class, shall
be entitled to elect that number of directors which constitute 25% of the authorized members of the
Board and, if such 25% is not a whole number, the holders of such Common Stock shall be entitled
to elect the nearest higher whole number of directors that is at least 25% of such membership.
Holders of Class B Common Stock, voting as a separate class, shall be entitled to elect the
remaining directors.

e The holders of Common Stock shall be entitled to vote as a separate class on the removal, with or
without cause, of any director elected by the holders of Common Stock and the holders of Class B
Common Stock shall be entitled to vote as a separate class on the removal, with or without cause,
of any director elected by the holders of Class B Common Stock.

e The holders of the Common Stock and the holders of the Class B Common Stock shall be entitled

to vote as separate classes on such other matters as may be required by law or Watsco’'s Amended
and Restated Atrticles of Incorporation to be submitted to such holders voting as separate classes.
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e Any vacancy in the office of a director elected by the holders of the Common Stock may be filled by
a vote of such holders voting as a separate class and any vacancy in the office of a director elected
by the holders of the Class B Common Stock may be filled by a vote of such holders acting as a
separate class or, in the absence of a shareholder vote, in the case of a vacancy of a director
elected by either class, such vacancy may be filled by the remaining directors as provided in the By-
Laws. Any director elected by the Board of Directors to fill a vacancy shall serve until the next
election of directors by shareholders and his or her successor has been elected and qualified.

e The holders of Common Stock and Class B Common Stock shall in all matters not specified in the
above sections vote together as a single class; provided that the holders of Common Stock shall
have one (1) vote per share and the holders of Class B Common Stock shall have ten (10) votes
per share.

The holders of Common Stock shall have exclusive voting power on all matters at any time when no
Class B Common Stock is issued and outstanding.

Board of Directors; Removal; Vacancies. Florida law provides that the board of directors of a Florida
corporation shall consist of one or more individuals specified in or fixed in accordance with the bylaws of
the corporation or, if not specified in or fixed in accordance with the bylaws, then a number specified in or
fixed in accordance with the articles of incorporation of the corporation.

Watsco’'s Amended and Restated Articles of Incorporation provide that the number of members of its
Board of Directors (the “Board”) shall be not less than three directors and not more than nine to be
divided, as nearly as possible, into three equal classes, Class A, Class B, and Class C to serve in
staggered terms of office of three years apiece.

If set forth in the bylaws, under Florida law a board of directors may amend the bylaws from time to time
to increase or decrease the number of directors. Under the By-Laws of Watsco, as amended on April 1,
2009 (“Watsco’s By-Laws”), any amendment to the bylaws which increases or decreases the number of
directors shall be adopted by the shareholders.

Under Florida law, a member of the board may be removed with or without cause, unless the articles of
incorporation provide that directors may only be removed for cause, by a majority of the votes entitled to
be cast at a meeting of shareholders called expressly for that purpose at which a quorum is present. If a
director is elected by a voting group of shareholders, only the shareholders of that voting group may
participate in the vote to remove the director.

Watsco's Amended and Restated Articles of Incorporation provide that any vacancy occurring on its
Board may be filled by the majority of the directors remaining in office for the unexpired term of office
created by the vacancy; provided, however, that vacancies created by an increase in the number of
directors by the Board between annual shareholders meetings shall be filled by a majority of the directors
remaining in office until the next annual meeting of shareholders.

Meetings of the Shareholders. Under the Watsco’s By-Laws, annual and special meetings of
shareholders shall be held at such place, within or without the State of Florida, as the directors may, from
time to time, fix. Whenever, the directors fail to fix such place, the meeting shall be held at the principal
office of Watsco in the State of Florida. The annual meeting shall be held on the date and at the time
fixed, from time to time, by the directors, provided, that there shall be an annual meeting every calendar
year. Special meetings of shareholders shall be held on the date and at the time fixed by the Board.
Annual and special meetings may be called by the directors, by any officer instructed by the directors to
call the meeting, or by written request of the shareholders holding a majority of the outstanding stock of
Watsco.

Shareholder Agreement with Carrier. On July 1, 2009, in connection with the completion of the
formation of a joint venture with Carrier, Watsco and Carrier entered into a Shareholder Agreement. The
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Shareholder Agreement provides, inter alia, that for as long as Carrier's ownership of the Common Stock
and Class B Common Stock (“Capital Stock”) exceeds five percent (5%), at any meeting of the
Company’s shareholders (or any adjournment or postponement thereof), however called, or in connection
with any action by written consent or other action of the Company’s shareholders, Carrier shall vote (or
cause to be voted) all of the shares of Capital Stock beneficially owned by it and by United Technologies
Corporation, a Delaware corporation, and each of its subsidiaries, including Carrier (“Shareholder Group
Members”) in the same proportion of votes cast for, against or abstain by all other holders of Capital
Stock, except that at any meeting of the Company’s shareholders (or any adjournment or postponement
thereof), however called, or in connection with any action by written consent or other action of the
Company’s shareholders, pursuant to which holders of any class of Capital Stock are entitled to vote as a
separate class, Carrier shall vote (or cause to be voted) all of the shares of such class of Capital Stock
beneficially owned by it and by Shareholder Group Members in the same proportion of votes cast for,
against or abstain by all other holders of such class of Capital Stock.

Shareholder Nominations and Proposals. Pursuant to Section 607.1001 of the FBCA, a corporation
may amend its articles of incorporation, from time to time, in any and as many respects as may be
desired, so long as its articles of incorporation as amended would contain only such provisions as it would
be lawful and proper to insert in the original articles of incorporation filed at the time of the filing of the
amendment; and, if a change in stock or the rights of shareholders, or an exchange, reclassification,
subdivision, combination or cancellation of stock or rights of shareholders is to be made, such provisions
as may be necessary to effect such change, exchange, reclassification, subdivision, combination or
cancellation. In particular, and without limitation upon such general power of amendment (but provided
that an existing contractual right is not violated), a corporation may amend its articles of incorporation,
from time to time, so as:

(1) To change its corporate name; or

(2) To change, substitute, enlarge or diminish the nature of its business or its corporate powers and
purposes; or

(3) To increase or decrease its authorized capital stock or to reclassify the same, by changing the
number, par value, designations, preferences, or relative, participating, optional, or other special
rights of the shares, or the qualifications, limitations or restrictions of such rights (other than
restrictions on transfer of existing shares), or by changing shares with par value into shares
without par value, or shares without par value into shares with par value either with or without
increasing or decreasing the number of shares, or by subdividing or combining the outstanding
shares of any class or series of a class of shares into a greater or lesser number of outstanding
shares; or

4) To cancel or otherwise affect the right of the holders of the shares of any class to receive
dividends which have accrued but have not been declared; or

(5) To create new classes of stock having rights and preferences either prior and superior or
subordinate and inferior to the stock of any class then authorized, whether issued or unissued; or

(6) To change the period of its duration.

Any or all such changes or alterations may be effected by filing articles of amendment with the Florida
Department of State.

Pursuant to Article VIII of Watsco’s By-Laws, the power to amend, alter, and repeal Watsco’s By-Laws,
and to adopt new By-Laws, shall be vested in the Board, provided, that any By-Laws, other than the initial
By-Laws, which alters the minimum and maximum number of directors and the election of directors by
classes for staggered terms shall be adopted by the shareholders.
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Majority Voting for Directors. Subject to the provisions set forth in Watsco’s By-Laws, a majority of the
votes cast shall elect the directors and any other action shall be authorized by a majority of the votes cast,
except where the laws of the State of Florida prescribe a different percentage of votes and/or a different
exercise of voting power.

Distributions. If at any time a stock distribution is to be paid, such stock distribution may be declared and
paid only as follows:

e So long as no shares of Common Stock have been issued or are outstanding, shares of Common
Stock may be paid to holders of Class B Common Stock.

e Shares of Common Stock may be paid to holders of Common Stock and Class B Common Stock
may be paid to holders of Class B Common Stock.

o Whenever a stock distribution is paid, the same number of shares shall be paid with respect to each
outstanding share of Common Stock or one Class B Share. Watsco shall not combine or subdivide
shares of either class without at the same time making an appropriate combination or subdivision of
shares of the other class.

Right to Receive Liquidation Distributions. Upon Watsco’s liquidation, dissolution or winding-up, after
payment in full of its liabilities and the amounts required to be paid to holders of any outstanding shares of
preferred stock, if any, all holders of Watsco’'s Common Stock will be entitled to receive a pro rata
distribution of all of its assets and funds legally available for distribution.

Preemptive and Redemptive Provisions. No shares of Watsco’'s Common Stock are subject to
redemption or have preemptive rights to purchase additional shares of Watsco’s Common Stock or any of
its other securities.

Conversion Provisions. Each holder of record of Class B Common Stock may at any time or may from
time to time, in such holders' sole discretion and at such holders' option, convert any whole number or all
of such holders' Class B Common Stock into fully paid and non-assessable shares of Common Stock at
the rate of one share of Common Stock for each share of Class B Common Stock surrendered for
conversion. Any such conversion may be effected by any holder of Class B Common Stock surrendering
such holder's certificate or certificates for the Class B Common Stock to be converted, duly endorsed, at
the office of Watsco or any transfer agent for the Class B Common Stock, together with written notice to
Watsco at such office that such holder elects to convert all or a specified number of Class B Common
Stock and stating the name or names in which such holder desires the certificate or certificates for such
Common Stock to be issued. Promptly thereafter, Watsco shall issue and deliver to such holder or
holder's nominee, a certificate or certificates for the number of shares of Common Stock to which such
holder will be entitled as aforesaid. Such conversion shall be deemed to have been made at the close of
business at date of such surrender and the person or persons entitled to receive the Common Stock
issuable on such conversion shall be treated for all purposes as the record holder or holders of such
Common Stock on that date.

No fractional shares of Common Stock shall be issued on conversion of any Class B Common Stock but,
in lieu thereof, Watsco shall pay in cash therefor the pro rata fair market value of any such fraction.
(Article 11l 4) of Watsco’s Amended and Restated Articles of Incorporation).

For a comparison of the five-year cumulative total return of Common Stock and Class B Common Stock,
see page 27 of this prospectus.

1.6 Anti-Takeover Statutes

Affiliated Transactions Statute. Florida law contains provisions governing affiliated transactions. In
general, these provisions prohibit a Florida corporation from engaging in affiliated transactions with an
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interested shareholder, which is any holder of more than 10% of its outstanding voting shares, for a
period of three years following the date that such person became an interested shareholder, unless:

e a majority of disinterested directors; or

¢ the holders of two-thirds of the voting shares, other than the shares beneficially owned by the
interested shareholder approve the affiliated transaction.

Affiliated transactions subject to this approval requirement include mergers, share exchanges, material
dispositions of corporate assets not in the ordinary course of business, any dissolution of the corporation
proposed by or on behalf of an interested shareholder or any reclassification, including reverse stock
splits, recapitalizations or mergers of the corporation with its subsidiaries, which increases the percentage
of voting shares owned beneficially by an interested shareholder by more than 5%.

Control Share Acquisitions Statute. A control share acquisition is an acquisition of voting shares by a
person that, when added to all the other voting shares beneficially owned by that person, would cause
that person’s voting strength with respect to an election of directors to meet or exceed any of the following
thresholds:

e one-fifth;
e one-third; or

e a majority.

Under Florida law, shares acquired in a control share acquisition have no voting rights unless such rights
are granted by a majority vote of all outstanding shares other than those held by the acquiring person or
any officer or employee director of the corporation, or the articles of incorporation or bylaws of the
corporation provide that this regulation does not apply to acquisitions of its shares.

If voting rights are not granted and the corporation’s articles of incorporation or bylaws permit, the
acquiring person’s shares may be repurchased by the corporation, at its option, at a price per share equal
to the acquiring person’s cost. This regulation was designed to deter certain takeovers of Florida public
corporations.

Shareholder Rights Plans. Under Florida law, unless the articles of incorporation provide otherwise, a
company may issue rights or options to purchase shares of the corporation to its shareholders pursuant to
terms and conditions determined by the company’s board of directors. A board of directors could create a
rights plan which distinguishes within a class of shareholders by providing only some shareholders the
right to purchase additional shares at discounted prices in certain circumstances. A rights plan could have
the effect of significantly diluting the value of the shares owned by shareholders who do not receive or
exercise such purchase rights. Rights plans are implemented to deter certain takeovers of Florida public
corporations.

1.7 Indemnification of Directors and Officers

Florida law permits us, and Watsco’s By-Laws require it to the fullest extent permitted by Florida law, to
indemnify our officers and directors in connection with certain actions, suits and proceedings brought
against them if they acted in good faith and believed their conduct to be in our best interests and, in the
case of criminal actions, had no reasonable cause to believe that the conduct was unlawful. Florida law
requires such indemnification when a director entirely prevails in the defense of any proceeding to which
he was a party because he is or was a director of our company, and further provides that we may make
any further indemnity and additional provision for advances and reimbursement of expenses, if authorized
by our articles of incorporation or shareholder-adopted bylaws, except an indemnity against willful
misconduct or a knowing violation of the criminal law.
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1.8 Transferability

The Common Stock is registered under the Exchange Act and the currently outstanding shares are freely
transferable. EACH HOLDER OF SHARES OF COMMON STOCK ASSUMES THE RISK OF ANY
MARKET FLUCTUATIONS IN THE PRICE OF THE SHARES OF COMMON STOCK.

1.9 Registration Number

Watsco’s United States Internal Revenue Service Employer Identification Number is 59-0778222.
Watsco’s registration number with the Secretary of the State of Florida is 194593.

1.10 Market Risks

Watsco is subject to a variety of market risks, including risks related to interests rates. For a description of
these market risks, please see pages 18 — 19 (Il. Market Risk Factors) in Chapter B above.

1.11  Purpose of the Listing and Liquidity

The Euronext listing is intended to attract investors based outside of the United States, particularly in
Europe and to promote additional liquidity for all investors and provide greater access to Watsco's
Common Stock among European fund managers who may be required to invest in Euro-zone markets or
currencies only.

At this time, Watsco does not intend to enter into any agreement with a liquidity provider in connection
with the listing of its Common Stock on Euronext. However, Watsco reserves the right to enter into such
agreement in the future, subject to compliance with applicable legislation in France and the United States.

Until such time that an agreement is entered into with a liquidity provider (if ever), liquidity in the Common
Stock will result initially from execution on Euronext of sell orders in respect of Common Stock currently
traded on the NYSE and future trading in the Common Stock on Euronext with settlement through
Euroclear France.

1.12  Market Capitalization for the US and French Markets

Based on 28,050,788 shares of Common Stock and 4,326,326 shares of Class B Common Stock issued
and outstanding as of September 1, 2010 (excluding the 6,322,650 shares of Common Stock and the
48,263 shares of Class B Common Stock held in treasury, respectively), and the closing price of the
Common Stock on the NYSE and the closing price of the Class B Common Stock on NYSE Amex on
September 22, 2010 of $57.44 and $56.84, respectively, Watsco had a market capitalization on the NYSE
of approximately $1.86 billion, which, based on the exchange rate on September 22, 2010 ($1 = EUR
0.7641), corresponds to approximately EUR 1.42 billion.

The market capitalization on Euronext is calculated on the total issued Common Stock, including the
treasury shares, but excluding the Class B Common Stock. Based on the above figures, the market
capitalization on September 22, 2010 was approximately $1.97 billion / EUR 1.51 billion.

Please find below information concerning the Common Stock price performance and shareholder return
performance:

Performance Graph
The following graph compares the cumulative five-year total return attained by shareholders on our
Common Stock and Class B Common Stock relative to the cumulative total returns of the NYSE Amex

Composite index, the S&P SmallCap 600 index and a customized peer group of companies, which are:
Beacon Roofing Supply, Inc., Interline Brands, Inc., Lennox International Inc., Pool Corp and WESCO
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International, Inc. An investment of $100 (with reinvestment of all dividends) is assumed to have been
made in our common stock, in each index and in the peer group on December 31, 2004 and its relative
performance is tracked through December 31, 2009.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Watsco, Inc., the NYSE Amex Composite Index, the S&P SmallCap 600 Index and a Peer
Group

$200
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12/04 12/05 12/06 12/07 12/08 12/09

100.00 172.32 138.18 110.64 120.54 160.67
100.00 176.40 141.68 111.85 123.05 166.44
100.00 125.80 150.40 178.95 108.56 147.27
100.00 107.68 123.96 123.59 85.19 106.97
100.00 133.92 153.07 124.15 92.53 116.17

The stock price performance included in this graph is not necessarily indicative of future stock price performance.

. STATEMENT OF CAPITALIZATION AND INDEBTEDNESS AS OF JUNE 30, 2010

The below tables are derived from Watsco’s unaudited condensed consolidated financial statements.

2.1 Capitalization and Indebtedness (in thousands of US Dollars) at June 30, 2010

Total current debt 3 153
- Guaranteed -
- Secured 153
- Unguaranteed and Unsecured -
Total non-current debt (excluding current portion of long-term debt) $ 20,574
- Guaranteed -
- Secured 574
- Unguaranteed / Unsecured 20,000
$

Shareholders’ equity
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a. Share capital and paid-in capital 487,549
b. Legal reserve -
c. Total other reserves 263,812
- Accumulated other comprehensive loss, net of tax (757)
- Retained earnings 378,994
- Treasury stock, at cost (114,425)
Total shareholders’ equity $ 919,832
- Total Watsco, Inc. shareholders’ equity 751,361
- Non-controlling interests 168,471
2.2 Net Indebtedness (in thousands of US Dollars) at June 30, 2010
A.+B. Cash and cash equivalents $ 7,214*
C. Short-term investments -
D Liquidity (A) + (B) + (C) $ 7,214
E. Current financial receivable -
F. Current bank debt $ -
G. Current portion of non-current debt 153
H. Other current financial debt -
l. Other financial debt (F) + (G) + (H) $ 153
J. Net current financial indebtedness (1) — (E) — (D) $ (7,061)
K. Non-current bank loans 20,000
L. Bonds issued -
M. Other non-current loans 574
N. Non-current financial indebtedness (K) + (L) + (M) $ 20,574
0. Net financial indebtedness (J) + (N) $ 13,513

*

Represents available cash and cash equivalents as of June 30, 2010 with the right of offset for debt repayment.

For information relating to Watsco’s indirect and contingent indebtedness, the reader's attention is called
to Note 10. Financial Instruments - Off-Balance Sheet Financial Instruments and Note 12. Commitments

and Contingencies in Watsco’s 10-K.

Il. DIRECTORS AND EXECUTIVE OFFICERS

3.1 Board of Directors as of April 9, 2010
Name Age Director Since
Albert H. Nahmad 69 December 1973
Cesar L. Alvarez 62 1997
Robert L. Berner 48 2007
Denise Dickins 48 2007
Paul F. Manley 73 1984
Bob L. Moss 62 1992
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Name Age Director Since
George P. Sape 65 2003
Gary L. Tapella 66 2006

3.2 Executive Officers as of April 9, 2010

Name Age Position

Albert H. Nahmad 69 Chairman of the Board, President and Chief Executive Officer
Barry S. Logan 47 Senior Vice President and Secretary

Paul W. Johnston 57 Vice President

Ana M. Menendez 45 Chief Financial Officer and Treasurer, Assistant Secretary

For at least the previous five years, none of the directors or executive officers of Watsco has:
(a) been convicted in relation to fraudulent offenses;

(b) been associated with any bankruptcies, receiverships or liquidations when acting in their capacity
of directors or executive officers of Watsco; or

(c) been subject to any official public incrimination and/or sanctions by statutory or regulatory
authorities (including designated professional bodies) or ever been disqualified by a court from
acting as a member of the administrative, management or supervisory bodies of an issuer or from
acting in the management or conduct of the affairs of any issuer.

There are no family relationships among any of the executive officers and directors listed above.

V. EMPLOYEES

The below chart sets forth historical information regarding the approximate number of Wasco’'s employees
for each of the fiscal years ended December 31, 2009, 2008 and 2007:

As of December 31 2009 2008 2007
Total 4,050 3,100 3,600
V. ORGANIZATIONAL STRUCTURE

Watsco is the parent company of a number of significant operating subsidiaries and other associated
companies. Watsco holds, directly or indirectly, 100% of the capital and voting rights of each of the
significant operating subsidiaries and 60% of Carrier Enterprise, LLC, as listed in Exhibit 21 to Watsco’s
10-K.

VL. WORKING CAPITAL STATEMENT

As of the date of this prospectus, Watsco believes that it has adequate availability of capital from
operations and its current credit facilities to fund working capital requirements (including debt service) and
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support the development of its short-term and long—term operating strategies for at least the next 12
months.

VII. TAX CONSEQUENCES

Set out below are the main French tax consequences likely to apply to French investors who will hold
shares of Watsco under French domestic law in force on July 1%, 2010, and the U.S.-France income tax
treaty signed August 31, 1994, as modified by a protocol signed December 8, 2004 (the “U.S.-French Tax
Treaty”).

On January 13, 2009, the U.S. and France signed a protocol that updates the U.S.-French Tax Treaty
(the “Protocol”). The Protocol entered into force on December 23, 2009 with a retroactive effect on
income subject to withholding tax as from January 1%, 2009. All other provisions of the Protocol have
been applicable as from January 1%, 2010.

The tax regime described below may be modified by subsequent laws or regulations, which should be
followed by the investors with the help of their usual advisor. In particular, the French government
recently announced the levy of additional revenues within the framework of the reform of French
pensions; thus changes on the tax regime described below should be expected in the coming months.

Please note that the information set out below is only a summary of the applicable tax regime. Each
particular situation should be carefully analyzed by a tax advisor, especially regarding tax residence and
the possible impact of citizenship.

7.1 Individual Investors who are French Tax Residents Holding Shares as a Private Investment

Article 13 of the U.S.-French Tax Treaty generally exempts certain gains (including stock gains) from
source country taxation.

In accordance with Articles 150-0 A et seg. and 200 A of the French General Tax Code (the “GTC”),
capital gains realized upon the disposal of shares of Watsco Common Stock will be subject as from the
first Euro to tax on income at a flat rate of 18% if the annual amount of the securities sold by all members
of a single tax household (other than the sale of securities on which tax is deferred) exceeds a threshold
currently set at € 25,830 for sales realized in 2010. Capital gains will also be subject to the following
social taxes, which are non-deductible from the income taxable basis, as from the first euro, irrespective
of the above mentioned threshold:

- the contribution sociale généralisée of 8.2% (Articles 1600-0C and 1600-OE of the GTC),
collected according to the same procedures as income tax;

- the prélévement social of 2% (Article 1600-0F bis of the GTC), collected according to the same
procedures as income tax;

- the contribution au remboursement de la dette sociale of 0.5% (Article 1600-OL of the GTC),
collected according to the same procedures as income tax;

- the contribution additionnelle au prélevement social of 0.3% (Article 1649-0 A of the GTC); and

the contribution sociale of 1.1% (Law n° 2008-1249 dated December 1, 2008).

In accordance with Article 150-0 D, 11° of the GTC, capital losses realized upon the disposal of shares of
Watsco Common Stock may be deducted only from capital gains on sales of the same nature in the same
year or in the ten years following such disposal. This provision implies, in particular, that the amount of
the disposals of securities by members of the same tax household during the year of the capital loss
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exceeded the threshold of € 25,830 for 2010 mentioned above. This capital loss cannot be offset against
other types of income. With respect to the 12.1% social taxes, capital loss can be offset against the
capital gain of same nature realized by the household during the same year or during the 10 following
years irrespective of the threshold (i.e., as from first Euro sale). The modified rules should be reviewed
with a personal tax advisor prior to selling the shares and filing the relevant personal income tax return.

Shares of Watsco Common Stock will be included in the basis for the French wealth tax.
7.2 French Tax Resident Shareholders that are Legal Entities and Subject to Corporate Tax

As a general rule, capital gains and losses realized upon the disposal of shares of Watsco Common
Stock will be included in the taxable income of companies taxable at the ordinary corporate tax rate of the
33.1/3%, as well as an additional contribution provided for under Article 235 ter ZC of the GTC, equal to
3.3% of the corporate income tax after a basis allowance that cannot exceed € 763,000 per twelve-month
period, if applicable.

A specific tax treatment would apply in the case where shares of Watsco Common Stock would qualify as
a controlling interest (titres de participation), held for at least two years from the date of the acquisition of
shares of Watsco Common Stock.

Pursuant to Article 219-1 a quinquies of the GTC, the following shares constitute titres de participation: (i)
shares qualifying as such under the accounting rules, (ii) shares acquired pursuant to a public offer of
sale or exchange by the company that initiates it, or (iii) shares of a company that qualifies for the parent-
subsidiary regime (the main criteria being the holding of at least 5% of the company’s capital) and which
are accounted as such, other than shares of predominantly real estate entities.

According to the provisions of Article 219-1 a quinquies of the GTC, net gains realized upon the disposal
of such controlling interest (titres de participation) held for more than two years would qualify for the long-
term capital gain regime under which capital gains are exempt from corporate income tax; nevertheless a
5% service charge (quote part de frais et charges) of the net capital gains will be taxed at the ordinary
corporate tax rate of the 33.1/3%, as well as an additional contribution provided for under Article 235 ter
ZC of the GTC amounting to 3.3% of the corporate income tax after a basis allowance which cannot
exceed € 763,000 per twelve-month period, if applicable.

7.3 Other Shareholders who are French Tax Residents

Shareholders subject to a specific tax regime must determine which tax rules apply in their particular case
in the event of capital gains or losses realized upon the disposal of shares of Watsco Common Stock.

7.4 Withholding Tax

Whether received in France or abroad, dividend payments, if any, made in respect of shares of Watsco
Common Stock received by French tax residents must be included in the income taxable base, the
computation being different between individuals and corporations subject to corporate tax. French tax
resident individuals may elect for a withholding tax on the gross amount of dividends received.

Dividend payments received by French tax resident individuals are subject to the social taxes previously
detailed in 7.1.

In accordance with Article 10(2)(b) of the U.S.-French Tax Treaty, dividend payments, if any, made on
shares of Watsco Common Stock to a French shareholder, whether an individual or a legal entity, will
generally be subject to a U.S. withholding tax at the rate of 15%, so long as the shareholder has provided
a properly completed and executed IRS Form W-8BEN to the Paying Agent prior to the dividend payment
and the French shareholder qualifies as a French tax resident under the applicable US-French Tax
Treaty. If IRS Form W-8BEN is not provided to the Paying Agent prior to the dividend payment and/or if
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the French shareholder does not qualify as a French tax resident under the applicable US-French Tax
Treaty, the dividend will be subject to US withholding tax at the U.S. statutory rate of 30%. In general, the
Form W-8BEN will remain valid for three years. At the end of this three-year period, a new properly
completed and executed IRS Form W-8BEN must be provided to the Paying Agent. The French taxpayer
will be entitled to claim a credit for such U.S. withholding tax on the taxpayer’s French tax return.

7.5 Other Taxes and Duties

No French taxes of a documentary nature, such as capital tax, stamp or registration tax or duty, are
payable by or on behalf of a holder of shares of Watsco Common Stock by reason only of the purchase,
ownership or disposal of such Common Stock, provided that no written agreement formalizing the transfer
of Common Stock is executed in France.

VIII. DOCUMENTS ON DISPLAY

As a public company, we regularly file reports and proxy statements with the SEC. These reports are
required by the Exchange Act and include, but are not limited to:

e annual reports on Form 10-K;

quarterly reports on Form 10-Q;

current reports on Form 8-K; and
e proxy statements on Schedule 14A; and
e any amendments to those reports.

As of the date of this prospectus, no material changes to the information contained in Exhibits | to Ill to
this prospectus have occurred except as otherwise included in this prospectus.

On September 17, 2009, we filed with the SEC a Form 8-K/A reporting the completion of the joint venture
with Carrier effective July 1, 2009 and containing the financial statements and pro forma financial
information required by the SEC’s regulations.

The SEC maintains an Internet site at www.sec.gov that contains the reports, proxy and information
statements, and other information that we file electronically.

We make available free of charge access to our SEC filings as soon as reasonably practicable after such
materials are electronically filed with or furnished to the SEC through our website at www.watsco.com.
Other reports filed with the SEC under the Exchange Act, are also available including the proxy
statements and reports filed by officers and directors under Section 16(a) of that Act. These reports may
be found on our website by selecting the option entitled “SEC Filings” under the “Investor Relations”
section of the website. The reference to our website address does not constitute incorporation by
reference of the information contained on our website and should not be considered part of this
document.

Copies of the above referenced information will also be made available, free of charge, by calling
+ 1 305 714 4100 or upon written request to:

Watsco, Inc.

Investor Relations

2665 South Bayshore Drive, Suite 901
Coconut Grove, FL 33133, U.S.A.
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MINIMUM DISCLOSURE REQUIREMENTS FOR THE SHARE REGISTRATION DOCUMENT

(SCHEDULE)

(Page numbering refers to the page contained in the relevant document)

Item # Item contents Chapter/Exhibit Page/Section
1. PERSONS RESPONSIBLE
5 (Company
Prospectus Representatives for
Prospectus)
All persons responsible for the information given i~
1.1. X - Exhibits 31.1, 31.2, 31.3
in the prospectus Exhibit | and 32.1
- Exhibits 31.1, 31.2, 31.3
Exhibit [l and 32.1
A declaration by those responsible for the 5 (Company
1.2. Prospectus Representatives for
prospectus
Prospectus)
2. STATUTORY AUDITORS
Exhibit 13 (Reports of
Exhibit | Independent Registered
Public Accounting Firms)
21. Names and addresses of the issuer’s auditors
Page after Cover Page
- (Report of Independent
Exhibit VI Registered Public
Accounting Firm)
If auditors have resigned, been removed or nof 14 (Item 9. Changes In and
29 been re-appointed during the period covered by Exhibit | Disagreements with
- the historical financial information, indicate details Accountants on Accounting
if material. and Financial Disclosure)
3. SELECTED FINANCIAL INFORMATION
Exhibit 13 (Selected
3.1. Selected historical financial information Exhibit | Consolidated Financial
Data)
Exhibit 13 (Selected
3.2. Interim periods Exhibit | Quarterly Financial Data

(Unaudited))
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Item #
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Chapter/Exhibit

Page/Section

RISK FACTORS

Exhibit |

8 — 11 (Item 1A. Risk

Factors)
5. INFORMATION ABOUT THE ISSUER
5.1. History and Development of the Issuer
5.1.1. |The legal and commercial name of the issuer Exhibit | Cover Page
26 (1.9 Registration
Chapter C
54p |The place of registration of the issuer and its apter Number)
o registration number
Exhibit | Cover Page
513 The. date of mcorporatlor_] anq t_he length of life of Exhibit | 3 (General)
the issuer, except where indefinite
20 (1.2 Legislation and
The domicile and legal form of the issuer, the Chater C Authorization Under Which
legislation under which the issuer operates, its P the Securities Have Been
51.4 : )
country of incorporation, as well as the address Created)
and telephone number
Exhibit | Cover Page
3 (General),
8 — 9 (Joint Venture with
Carrier Corporation),
Exhibit | Exhibit 13 (Company
515 Important events in the development of the Overview) and
o issuer’s business
Exhibit 13 (Note 7.
Acquisitions and Note 13.
Discontinued Operations)
Exhibit I 10— 11 (Note 6.
Acquisitions)
5.2. Investments
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Item # Iltem contents Chapter/Exhibit Page/Section
3 (General),
8 — 9 (Joint Venture with
Carrier Corporation) and
A _de_scrlp’qon (mcludlngfthe amOL:Pt) of_the |ssuefrs Exhibit | Exhibit 13 (Company
59 1 pr|n0|pall investments for each _|nar!C|aI year for Overview) and
=" the period covered by the historical financial
information up to the date of the prospectus Exhibit 13 (Note 7.
Acquisitions)
Exhibit I 10— 11 (Note 6.
Acquisitions)
Exhibit 13 (Note 4., section
entitled Other Long-Term
Obligations),
Exhibit | Exhibi_t 13 (Note 7.
- . e Acquisitions) and
5929 A description of the issuer’s principal investments
that are in progress Exhibit 13 (Note 12.,
section entitled Operating
Leases)
Exhibit Il 10— 11 (Note 6.
Acquisitions)
Exhibit 13 (Note 4., section
entitled Other Long-Term
Obligations),
- Exhibit 13 (Note 7.
. . , . Exhibit | -~
Information concerning the issuer's principal future Acquisitions) and
5.2.3 |investments on which its management bodies o
have already made firm commitments Exhibit 13 (Note 12.,
section entitled Operating
Leases)
Exhibit I 10— 11 (Note 6.
Acquisitions)
6. BUSINESS OVERVIEW
6.1. Principal Activities
3 — 8 (Item 1. Business)
A description of, and key factors relating to, the and
6.1.1 |nature of the issuer's operations and its principal Exhibit |
activities Exhibit 13 (Company
Overview)
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13 (Company Overview)

Exhibit 11
6.1.2 An indication of any significant new products| Exhibit | 8 — 9 (Joint Venture with
o and/or services that have been introduced Carrier Corporation)
6 (Markets) and
6.2. Principal markets Exhibit |
8 (Non-U.S. Operations)
8 — 9 (Joint Venture with
Carrier Corporation) and
. : . . Exhibit |
Where the information given pursuant to items "~
. : Exhibit 13 (Note 7.
6.3. 6.1. and 6.2. has been influenced by exceptional I
. Acquisitions)
factors, mention that fact
Exhibit I 10— 11 (Note 6.
Acquisitions)
The extent to which the issuer is dependent, on 9 (SuppheraCnodncentratlon)
6.4 patents or licenses, industrial, commercial or| Exhibit |
o financial contracts or new manufacturing - .
[0CesSSes Exhibit 13 (Note 2 Supplier
P Concentration)
6.5. Issuer’s competitive position Exhibit | 9 (Competition)
7. ORGANIZATIONAL STRUCTURE
Chapter C 29 (V.S?rLgcatS;(za?tlonal
71. Description of the group
Exhibit | Exhibit 21
7.2. A list of the issuer’s significant subsidiaries Exhibit | Exhibit 21
8. PROPERTY, PLANTS AND EQUIPMENT
11 (Item 2. Properties) and
g.1, [nformation regarding any existing or planned gy | Exhibit 13 (Note 1. section
material tangible fixed assets .
entitled Property and
Equipment)
7 (Government
8.2 Environmental issues that may affect the issuer’s Exhibit | Regulations, Environmental
- utilization of the tangible fixed assets and Health and Safety
Matters)
9. OPERATING AND FINANCIAL REVIEW
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Item #

Item contents

Chapter/Exhibit

Page/Section

9.1.

Financial condition

Exhibit |

Exhibit 13 (Management’s
Discussion and Analysis of
Financial Condition and
Results of Operations up to
Liquidity and Capital
Resources)

Exhibit 1l

12 — 14 (Item 2.
Management’s Discussion
and Analysis of Financial
Condition and Results of
Operations up to Liquidity
and Capital Resources)

9.2,

Operating Results

9.21.

Exhibit |

Exhibit 13 (Management’s
Discussion and Analysis of
Financial Condition and
Results of Operations up to
Liquidity and Capital
Resources)

Significant factors materially affecting the issuer's
income from operations

Exhibit 1l

13 - 18 (Item 2.
Management’s Discussion
and Analysis of Financial
Condition and Results of
Operations up to Liquidity

and Capital Resources)

9.2.2

Material changes in net sales or revenues

Exhibit |

Exhibit 13 (Revenues)

Exhibit Il

14 (Revenues)

9.2.3.

Governmental, economic, fiscal, monetary or
political policies or factors that have materially
affected, or could materially affect, directly or
indirectly, the issuer's operations

Exhibit |

9 (Continuing Decline in
Economic Conditions)

10.

CAPITAL RESOURCES

10.1.

Issuer’s capital resources

Exhibit |

Exhibit 13 (Liquidity and
Capital Resources)

Exhibit 1l

16 — 18 (Liquidity and
Capital Resources)
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Item # Item contents Chapter/Exhibit Page/Section
- Exhibit 13 (Liquidity and
Exhibit | Capital Resources)
10.2.  |Narrative description of the issuer’s cash flows Exhibit Il 16- 18 (Liquidity and
Capital Resources)
- Exhibit 99.1 (Cash Flow
Exhibit VI and Dividends)
Exhibit 13 (Financing
Activities) and
Exhibit |
103 Information on the borrowing requirements and Exhibit 13 (Note 4. Long-
" Jfunding structure of the issuer Term Obligations)
- 17 — 18 (Financing
Exhibit Il Activities)
Information regarding any restrictions on the use - Exhibit 13 (Note 4. Long-
10.4. . Exhibit | o
of capital resources Term Obligations)
Exhibit | Exhibit 13 (Liquidity and
Information regarding the anticipated sources of Capital Resources)
10.5. (funds needed to fulfill commitments referred to in
items 5.2.3. and 8.1. Exhibit |1 16 — 18 (Liquidity and
Capital Resources)
Exhibit 13 (Note 12,
11. RESEARCH AND DEVELOPMENT, PATENTS Exhibit | section entitled Minimum
AND LICENSES
Royalty Payments)
12. TREND INFORMATION
Significant trends that affected production, sales -~ 9 (Continuing Decline in
. . . : Exhibit | : o
12.1 and inventory, and costs and selling prices since Economic Conditions)
"7 [the end of the last financial year to the date of the
prospectus Exhibit VI All pages
Exhibit | 8 — 11 (Item 1A. Risk
Trends, uncertainties or events that are likely to Factors)
12.2. [affect the issuer for at least the current financial
year - 13 (Safe Harbor
Exhibit I Statement)
Exhibit VI All pages
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Item #

Item contents

Chapter/Exhibit

Page/Section

13.

PROFIT FORECASTS OR ESTIMATES

Not Applicable

Not Applicable

14.

ADMINISTRATIVE,
SUPERVISORY
MANAGEMENT

MANAGEMENT,

BODIES AND  SENIOR

14.1.

Names, business addresses and functions in the
issuer of the following persons and an indication
of the principal activities performed by them
outside the issuer where these are significant with
respect to that issuer:

a) members of the administrative, management or|
supervisory bodies;

Exhibit 1l

5 — 7 (Director Biographies
and Qualifications)

b) partners with unlimited liability, in the case of a
limited partnership with a share capital,

Not applicable

Not applicable

c) founders, if the issuer has been established for|
fewer than five years; and

Not applicable

Not applicable

d) any senior manager who is relevant to
establishing that the issuer has the appropriate
expertise and experience for the management of]
the issuer’s business.

Exhibit 1l

17 — 18 (Executive
Officers)

The nature of any family relationship between any|
of those persons

Chapter C

29 (3.2. Executive Officers
as of April 9, 2010)

In the case of each member of the administrative,
management or supervisory bodies of the issuer
and each person mentioned in points (b) and (d)
of the first subparagraph, details of that person’s
relevant management expertise and experience
and the following information:

(a) the nature of all companies and partnerships of
which such person has been a member of the
administrative, management and supervisory|
bodies or partner at any time in the previous five
years, indicating whether or not the individual is
still a member of the administrative, management|
or supervisory bodies or partner. It is not
necessary to list all the subsidiaries of an issuer ofi
which the person is also a member of the
administrative, management or supervisory bodies
or partner;

Exhibit 1l

5 — 7 (Director Biographies
and Qualifications)

NYCDMS/1159385.11

(b) any convictions in relation to fraudulent
offences for at least the previous five years;

(c) details of any bankruptcies, receiverships or

Chapter C

29 (3.2. Executive Officers
as of April 9, 2010)
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Item #

Item contents

Chapter/Exhibit

Page/Section

liquidations with which a person described in (a)
and (d) of the first subparagraph who was acting
in the capacity of any of the positions set out in (a)
and (d) of the first subparagraph was associated
for at least the previous five years;

(d) details of any official public incrimination and/or
sanctions of such person by statutory or
regulatory authorities (including designated
professional bodies) and whether such person has
ever been disqualified by a court from acting as a
member of the administrative, management or
supervisory bodies of an issuer or from acting in
the management or conduct of the affairs of any
issuer for at least the previous five years.

If there is no such information to be disclosed, a
statement to that effect is to be made.

Administrative, management, and supervisory|

9 (Director Independence)
and

14.2. ibnotg;:tsand senior management conflicts of] Exhibit 111 12 - 13 (Certain
Relationships and Related
Person Transactions)
15. REMUNERATION AND BENEFITS
12 (Director
The amount of remuneration paid to the members Compensation) and
15.1. of the gdmlnlstratlve, management, supervisory| Exhibit 111 19 — 28 (Executive
and senior management bodies or to the general Compensation throuah
managers of the issuer P 9
2009 Summary
Compensation Table)
The total amounts set aside or accrued by the
15.2. |issuer or its subsidiaries to provide pension, Exhibit 111 26 (Pension Plans)
retirement or similar benefits to the above persons
16. Board Practices
- 5 -7 (Proposal No. 1—
Exhibit [l Election of Directors)
Date of expiration of the current term of office, if
16.1.  |applicable, and the period during which the person Exhibit IV 5 (Article V)
has served in that office.
Exhibit \/ 12 (Article 11(1)(c) Election
and Term)
Information about members of the administrative, o 26 (Severance Plan),

management or supervisory bodies’

contracts with the issuer of any of its subsidiaries

26 — 27 (Acceleration of
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Item #

Item contents

Chapter/Exhibit

Page/Section

providing for benefits termination  of

employment

upon

Vesting; Change in
Control) and

31 (Potential Payments
Upon Termination or
Change of Control)

16.3.

Information about the issuer's audit committee
and remuneration committee, including the names
of committee members and a summary of the
terms of reference under which the committee
operates

Exhibit 111

10 — 11 (Board
Committees),

19 (Compensation
Committee Report) and

32 (Report of the Audit
Committee)

16.4.

Exhibit |

8 (Corporate Governance)
and

Exhibits 31.1, 31.2, 31.3
and 32.1

Compliance with corporate governance regime(s)

Exhibit 1l

Exhibits 31.1, 31.2, 31.3
and 32.1

Exhibit 1l

7 — 8 (Corporate
Governance)

17.

EMPLOYEES

17.1.

Chapter C

29 (IV. Employees)

Number of employees

Exhibit |

7 (Employees)

17.2.

Exhibit |

10 (Control by Existing
Shareholder)

Shareholdings and stock options with respect to
each person referred to in points (a) and (d) of the
first subparagraph of item 14.1.

Exhibit 1l

14 — 16 (Stock Ownership),

23 — 24 (Long-Term Share-
Based Compensation) and

29 — 31 (2009 Grants of
Plan-Based Awards
through 2009 Option
Exercises and Stock

Vested)

17.3

NYCDMS/1159385.11

Description of any arrangements for involving the
employees in the capital of the issuer

Exhibit |

Exhibit 13 (Note 6. Share-
Based Compensation and
Benefit Plans)




Item #

Item contents

Chapter/Exhibit

Page/Section

11 (Non-Vested
(Restricted) Stock),

FINANCIAL POSITION AND PROFITS AND
LOSSES

Exhibit I 11 (Stock Options) and
11 (Employee Stock
Purchase Plan)
17 — 18 (Securities
- Authorized for Issuance
Exhibit 111 Under Equity
Compensation Plans)
18. Major Stockholders
18.1. [Name of any stockholders who are not membersi gyt |14 - 16 (Stock Ownership)
of administrative and/or management bodies
Chapter C 21 - 22 (Voting Rights)
18.2. Whether th_e issuer's major stockholders have Exhibit [V 2 — 4 (Article IIL.B. (3))
different voting rights
Exhibit V 8 — 10 (Article 1.5(i))
Information on the persons directly or indirectly _ 10 (Control by Existing
18.3. : . Exhibit |
controlling the issuer Shareholder)
18.4. Agreemen_t known to the issuer that may result in Not Applicable Not Applicable
a change in control of the issuer
Exhibit 13 (Note 14.
Exhibit | Related Party
Transactions)
19.  |RELATED PARTY TRANSACTIONS Exhibitil | 12 (Note 9. Related Party
Transactions)
12 — 13 (Certain
Exhibit Il Relationships and Related
Person Transactions)
FINANCIAL INFORMATION CONCERNING THE
20 ISSUER'S ASSETS AND LIABILITIES,
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Item #

Item contents

Chapter/Exhibit

Page/Section

Historical Financial Information

Consolidated balance sheets of Watsco, Inc. and
subsidiaries as of December 31, 2009 and 2008

Exhibit 13 (Consolidated
Balance Sheets),

Exhibit 13 (Consolidated
Statements of Income),

Exhibit 13 (Consolidated
Statements of

and the related consolidated statements off Exhibit | Shareholders’ Equity),
income, cash flows, and shareholders’ equity for - .
the each of the three years in the period ended SItEa)S(zlrzz;t?; (OC;%]:SOA'?:?;’?S)
20.1. December 31, 2009 and
Exhibit 13 (Notes to
Consolidated Financial
Statements)
Consolidated balance sheets of Watsco, Inc. and
subsidiaries as of December 31, 2008 and 2007
and the related consolidated statements ofi Exhibit VI] All pages
income, cash flows, and shareholders’ equity for pag
the each of the three years in the period ended
December 31, 2008
oon1 | SIS et
20.2.  |Pro forma financial information q
Exhibit 11 10 (Note 6. Acquisitions)
Exhibit 13 (Consolidated
Balance Sheets),
Exhibit 13 (Consolidated
. . Statements of Income),
Financial statements
Consolidated balance sheets of Watsco, Inc. and Exh|b|Stt;?e£rC13§:tzo(l)|;jated
subsidiaries as of December 31, 2009 and 2008 Exhibit | Shareholders’ Equity)
and the related consolidated statements off quity),
income, cash flows, and shareholders’ equity for - .
20.3.  the each of the three years in the period ended SItEa)f[zler:z;ti (OC]:’%]:SOA'?:?;?NCIS)
December 31, 2009 and
Exhibit 13 (Notes to
Consolidated Financial
Statements)
Consolidated balance sheets of Watsco, Inc. and
subsidiaries as of December 31, 2008 and 2007| Exhibit VII All pages

and the related consolidated statements off

income, cash flows, and shareholders’ equity for
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Item #

Item contents

Chapter/Exhibit

Page/Section

the each of the three years in the period ended
December 31, 2008

Auditing _of historical annual financial
20.4. ¢ -
information
Statement that the historical financial information Exhibit 13 (Reports of
has been audited Exhibit | Independent Registered
Public Accounting Firms)
Reports of Independent Registered Public
20.4.1 Accounting Firms on consolidated balance sheets
"7 lof Watsco, Inc., the related consolidated
statements of income, cash flows, and o Report of Independent
shareholders’ equity as of December 31, 2009, Exhibit VI Registered Public
and for each of the three years in the period Accounting Firm
ended December 31, 2009.
Indication of other information in the prospectus . .
20.4.2. which has been audited by the auditors Not applicable Not applicable
27 — 28 (ll. Statement of
Chaoter C Capitalization and
P Indebtedness as of June
30, 2010)
ool | Sl 9 (seleced
20.4.3. |Unaudited financial data in prospectus y
3 —12 (Item 1. Condensed
Exhibit I Consolidated Unaudited
Financial Statements)
Exhibit VI All pages
20.5. |Age of latest financial information
Exhibit 13 (Reports of
20.5.1. |The last year of audited financial information Exhibit | Independent Registered
Public Accounting Firm)
20.6. |Interim and other financial information
Quarterly or half yearly financial information since 3 12 (ltem 1. Condensed
20.6.1. . ) . Exhibit Il Consolidated Unaudited
the date of the last audited financial statements : X
Financial Statements)
20.6.2. |[Interim financial information Not applicable Not applicable
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Item #

Item contents

Chapter/Exhibit

Page/Section

20.7.

Chapter C

21 (Dividend Rights)

Exhibit |

Exhibit 13 (Common Stock
Dividends) and

Exhibit 13 (Note 9.
Shareholders’ Equity)

Dividend policy

Exhibit 1l

18 (Common Stock
Dividends) and

20 (Dividends)

Exhibit IV

1 (Article HI(B)(1)
Dividends)

20.7.1.

The amount of the dividend per share for each
financial year for the period covered by the
historical financial information

Exhibit |

14 (Dividends),

Exhibit 13 (Selected
Consolidated Financial
Data, table entry beginning
“Cash dividends
declared...”),

Exhibit 13 (Note 16.
Subsequent Events) and

Exhibit 13 (Information on
Common Stock)

Exhibit 11

11 (Dividends Declared),

18 (Common Stock
Dividends) and

20 (Dividends)

20.8.

Legal and arbitration proceedings

Exhibit |

11 (Item 3. Legal
Proceedings) and

Exhibit 13 (Note 12.,
section entitled Litigation,
Claims and Assessments)

20.9.

Significant change in the issuer's financial or
trading position since the end of the last financial
period

Not applicable

Not applicable

21.

ADDITIONAL INFORMATION

21.1.

Share Capital
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Item # Item contents Chapter/Exhibit Page/Section
Exhibit 13 (Consolidated
Exhibit | Balance Sheets and
Consolidated Statements
of Shareholders’ Equity)
4 (Condensed
1.1.1.  |[The amount of issued capital Exhibit 11 Consolidated Balance
Sheets)
_ 2 (Paragraph beginning
Exhibit i “The Board has set...”)
Exhibit IV 1 (Article I1I(A))
21.1.2. |Shares not representing capital Not applicable Not applicable
Exhibit | Cover Page
2113 Shares in the issuer held by the issuer or Exhibit 11 Cover Page
©"7" Jsubsidiaries
- 2 (Paragraph beginning
Exhibit i “The Board has set...”)
Exhibit | Exhibit 13 (Note 9.
The amount of any convertible securities, Xnibl Shareholders’ Equity)
exchangeable securities or securities with
21.1.4. \warrants, with an indication of the conditions Exhibit IV 4 (Article 111(B)4))
governing and the procedures for conversion,
exchange or subscription . )
Exhibit V 17 (Article V)
20 (1.1 Type and the Class
of the Securities Being
] o Offered, Including the
Information about and terms of any acquisition Chapter C Security Identification
rights and or obligations over authorized but Code) and
21.1.5. . . ; )
unissued capital or an undertaking to increase the
capital 24 (Conversion Provisions)
Exhibit IV 4 (Article 111(B)4))
Exhibit 13 (Note 6. Share-
Based Compensation and
Exhibit | Benefit Plans) and
Information about any capital of any member of] .
2116 the group which is under option or agreed Exhibit 13 (Note 7.
"7 |conditionally or unconditionally to be put under] Acquisitions)
option
10 — 11 (Note 6.
Exhibit 11 Acquisitions) and

11 (Stock Options and
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Item # Item contents Chapter/Exhibit Page/Section

Employee Stock Purchase
Plan)

12 (Director
Compensation),

17 (Securities Authorized
for Issuance Under Equity
Compensation Plans),

Exhibit 111 23 — 24 (Long-Term Share-
Based Compensation) and

29 — 31 (2009 Grants of
Plan-Based Awards
through 2009 Option
Exercises and Stock

Vested)

Exhibit 13 (Consolidated
Balance Sheets) and
A history of share capital for the period covered by Exhibit |
the historical financial information Exhibit 13 (Consolidated
Statements of

Shareholders’ Equity)

21.1.7.

21.2. Memorandum and Articles of Association

20 (1.2 Legislation and
Authorization Under Which

21.2.1. |Issuer’s objects and purposes Chapter C the Securities Have Been
Created)
22 (Board of Directors;
Chapter C Removal; Vacancies)
A summary of any provisions of the issuer's Exhibit 111 8 — 13 (Board of Directors)
articles of association, statutes, charter or bylaws
2122 | L .
with respect to the members of the administrative, . 5—6 (Articles V, VI and
management and supervisory bodies Exhibit IV iIN

Exhibit V 12 — 16 (Articles Il and IlI)

21— 24 (1.5 Rights

Chapter C o
A description of the rights, preferences and Attached to the Securities)
21.2.3. ;is;::acstlons attaching to each class of the existing 1 -4 (Article IIl) and
Exhibit IV
5 (Article V)
Exhibit V 8 — 10 (Article 1.5(i)) and
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Item # Item contents Chapter/Exhibit Page/Section

16 — 17 (Articles IV and V)

21 - 22 (Voting Rights) and

Chapter C 24 (Majority Voting for
Directors)
2124 What action is necessary to change the rights of 1 —4 (Article Ill) and
"7 Iholders of the shares Exhibit IV
5 (Article VI)
8 — 10 (Article 1.5(i)) and
Exhibit V
17 (Article VIII)
Chapter C 22 (Meetings of the

Conditions governing the manner in which annual Shareholders)

21.2.5. |general meetings and extraordinary general

meetings of stockholders are called Exhibit V 6— 11 (Articles 1.4 and 1.5)

Chapter C 21 - 22 (Voting Rights)

Provisions of the issuer's articles of association,

statutes, charter or bylaws that would have an 1 -4 (Article 1Il) and
21.2.6. : . ; Exhibit IV
effect of delaying, deferring or preventing a .
change in control of the issuer 5 (Article V1)
Exhibit V 8 — 10 (Article 1.5(i))
An indication of the articles of association,
2127, statutes, charter or bylaw provisions, if any, Not applicable Not applicable

governing the ownership threshold above which
stockholder ownership must be disclosed

A description of the conditions imposed by the| Chapter C 21 - 22 (Voting Rights)

memorandum and articles of association statutes,
21.2.8. |charter or bylaw governing changes in the capital,
where such conditions are more stringent than is Exhibit V 3 (Section 111(B)(3)(i))
required by law

22. MATERIAL CONTRACTS
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Item # Item contents Chapter/Exhibit Page/Section

7 (Key Suppliers through
Distribution Agreements),

9 (Supplier Concentration),

Exhibit 13 (Contractual
Obligations and Off-
Balance Sheet
Arrangements),

Exhibit | Exhibit 13 (Investing
Activities and Revolving
Credit Agreements),

Summary of material contracts Exhibit 13 (Note 2. Supplier

Concentration),

Exhibit 13 (Note 4. Long-
Term Obligations) and

Exhibit 13 (Note 7.
Acquisitions)

10 — 11 (Note 6.
Acquisitions) and
Exhibit Il
18 (Revolving Credit

Agreements)

THIRD PARTY INFORMATION AND
23. STATEMENT BY EXPERTS AND
DECLARATIONS OF ANY INTEREST

Where a statement or report attributed to a person
as an expert is included in the Registration
23.1. |Document, provide such person’s name, business| Not applicable Not applicable
address, qualifications and material interest if any
in the issuer

Where information has been sourced from a third
23.2. |party, provide a confirmation that this information| Not applicable Not applicable
has been accurately reproduced

24. DOCUMENTS ON DISPLAY Chapter C 32 (VI I_DOCUments on
Display)
Chapter C 29 (V. Organizational

Structure)

25. INFORMATION ON HOLDINGS

Exhibit 13 (Note 7.

Exhibit | Acquisitions) and
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Item #

Item contents

Chapter/Exhibit

Page/Section

Exhibit 21 (Subsidiaries of
the Registrant)

Exhibit Il

10 — 11 (Note 6.
Acquisitions)
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ANNEX I

MINIMUM DISCLOSURE REQUIREMENTS FOR THE SHARE SECURITIES NOTE

(SCHEDULE)

(Page numbering refers to the page contained in the relevant documents)

ltem #

Item contents

Chapter/Exhibit

Page/Section

PERSONS RESPONSIBLE

1.1.

All persons responsible for the information given in
the prospectus.

Prospectus

5 (Company
Representatives for
Prospectus)

Exhibit |

Exhibits 31.1, 31.2,
31.3 and 32.1

Exhibit 1l

Exhibits 31.1, 31.2,
31.3 and 32.1

1.2.

A declaration by those responsible for the prospectus.

Prospectus

5 (Company
Representatives for
Prospectus)

RISK FACTORS

Exhibit |

Exhibit 13
(Quantitative and
Qualitative Disclosures|
About Market Risk)

Exhibit 1l

18 (ltem 3.
Quantitative and
Qualitative Disclosures|
About Market Risk)

KEY INFORMATION

3.1

Working capital statement

Chapter C

29 (V1. Working
Capital Statement)

3.2

Capitalization and indebtedness

Chapter C

27 — 28 (ll. Statement
of Capitalization and
Indebtedness as of
June 30, 2010)

3.3

Interest of natural and legal persons involved in the
issue/offer

Not applicable

Not applicable

3.4

Reasons for the offer and use of proceeds

Chapter C

26 (1.11 Purpose of
the Listing and
Liquidity)
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Item # Item contents Chapter/Exhibit Page/Section
4 INFORMATION CONCERNING THE SECURITIES
' TO BE OFFERED/ ADMITTED TO TRADING
20 (1.1 Type and the
Type and the class of the securities being offered Class of the Securities
4.1 . ; o o ’ Chapter C Being Offered,
including the security identification code. . .
Including the Security
Identification Code)
20 (1.2 Legislation
Legislation under which the securities have been Under Which the
4.2 Chapter C "
created. Securities Have Been
Created)
20 - 21 (1.3 Form of
" . Securities, Name and
43 Form of secun’qes, name and address of the entity in Chapter C Address of the Entity
charge of keeping the records. ; .
in Charge of Keeping
the Records)
4.4 Currency of the securities issue. Chapter C 21 (14 C_u_rrency of
the Securities Issue)
21 -24 (1.5 Rights
4.5 Rights attached to the securities Chapter C Attached to the
Securities)
Statement of the resolutions, authorizations and
4.6 approvals by virtue of which the securities have been| Not applicable Not applicable
or will be created and/or issued.
4.7 Expected issue date of the securities. Not applicable Not applicable
Description of any restrictions on the free -
438 transferability of the securities. Chapter C 26 (1.8 Transferability)
4.9 Mandatory takeover bids and/or squeeze-out and Chabter C 24 — 25 (1.6 Anti-
' sell-out rules in relation to the securities. P Takeover Statutes)
An indication of public takeover bids by third parties in
respect of the issuer’s equity, which have occurred . .
410 during the last financial year and the current financial Not applicable Not applicable
year.
Information on taxes on the income from the 30 — 32 (VII. Tax
4.11 L . Chapter C
securities withheld at source Consequences)
5. TERMS AND CONDITIONS OF THE OFFER
51 Conditions, offer statistics, expected timetable

and action required to apply for the offer
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ltem #

Item contents

Chapter/Exhibit

Page/Section

5.1.1

Conditions to which the offer is subject.

Not applicable

Not applicable

Total amount of the issue/offer.

Not applicable

Not applicable

Time period during which the offer will be open and
description of the application process.

Not applicable

Not applicable

Circumstances under which the offer may be revoked
or suspended and whether revocation can occur after
dealing has begun.

Not applicable

Not applicable

Possibility to reduce subscriptions and the manner for|
refunding excess amount paid by applicants.

Not applicable

Not applicable

Minimum and/or maximum amount of application.

Not applicable

Not applicable

Period during which an application may be withdrawn.

Not applicable

Not applicable

Method and time limits for paying up the securities
and for delivery of the securities.

Not applicable

Not applicable

Manner and date in which results of the offer are to
be made public.

Not applicable

Not applicable

5.1.10

Procedure for the exercise of any right of pre-
emption.

Not applicable

Not applicable

5.2

Plan of distribution and allotment

5.2.1.

The various categories of potential investors to which
the securities are offered.

Not applicable

Not applicable

5.2.2.

Indication of whether major shareholders or members
of the issuer's management, supervisory or
administrative bodies intended to subscribe in the
offer, or whether any person intends to subscribe for
more than five per cent of the offer.

Not applicable

Not applicable

5.2.3.

Pre-allotment Disclosure:

The division into tranches of the offer;

Not applicable

Not applicable

The conditions under which the claw-back may be
used;

Not applicable

Not applicable

The allotment method or methods to be used for the
retail and issuer’'s employee tranche;

Not applicable

Not applicable

d)

Pre-determined preferential treatment to be accorded

to certain classes of investors or certain affinity

Not applicable

Not applicable
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ltem #

Item contents

Chapter/Exhibit

Page/Section

groups.

e)

Whether the treatment of subscriptions or bids to
subscribe in the allotment may be determined on the
basis of which firm they are made through or by;

Not applicable

Not applicable

f)

A target minimum individual allotment if any within the
retail tranche;

Not applicable

Not applicable

9)

The conditions for the closing of the offer as well as
the date on which the offer may be closed at the
earliest;

Not applicable

Not applicable

h)

Whether or not multiple subscriptions are admitted.

Not applicable

Not applicable

5.24.

Process for notification to applicants of the amount
allotted.

Not applicable

Not applicable

5.2.5.

Over-allotment and 'green shoe":

Not applicable

Not applicable

a)

The existence and size of any over-allotment facility
and/or 'green shoe'.

Not applicable

Not applicable

b)

The existence period of the over-allotment facility
and/or 'green shoe'.

Not applicable

Not applicable

Any conditions for the use of the over-allotment
facility or exercise of the 'green shoe'.

Not applicable

Not applicable

5.3

Pricing

5.3.1.

An indication of the price at which the securities will
be offered.

Not applicable

Not applicable

5.3.2.

Process for the disclosure of the offer price.

Not applicable

Not applicable

5.3.3.

If the issuer's equity holders have pre-emptive
purchase rights and this right is restricted or
withdrawn.

Not applicable

Not applicable

534

Where there is or could be a material disparity
between the public offer price and the effective cash
cost to members of the administrative, management
or supervisory bodies or senior management, or
affiliated persons, of securities acquired by them in
transactions during the past year.

Not applicable

Not applicable

5.4.

Placing and Underwriting

5.4.1

Name and address of the co-coordinator(s) of the

global offer.

Not applicable

Not applicable
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Name and address of any paying agents and

20-21 (1.3 Form of
Securities, Name and

54.2 depository agents in each count Chapter C Address of the Entity
P yag ry: In Charge of Keeping
the Records)
Name and address of the entities agreeing to . .

5.4.3. underwrite the issue on a firm commitment basis. Not applicable Not applicable

54.4. When the underwriting agreement has been or will be Not applicable Not applicable
reached.

6 ADMISSION TO TRADING AND DEALING

' ARRANGEMENTS
20 (1.1 Type and the
Whether the securities offered are or will be the Class of the Securities
6.1 : L . X Chapter C Being Offered,
object of an application for admission to trading. . .
Including the Security
Identification Code)
Regulated markets or equivalent markets on which 20 (1.1 Type and .the
" » Class of the Securities
securities of the same class of the securities to be :

6.2 . . . Chapter C Being Offered,
offered or admitted to trading are already admitted to Including the S .
trading. ncluding the ecurity

Identification Code)

6.3 Simultaneous private placement. Not applicable Not applicable
Details of the entities which have a firm commitment

6.4 to act as intermediaries in secondary trading, Not applicable Not applicable
providing liquidity.

6.5 Stabilization
The fact that stabilization may be undertaken, that

6.5.1. there is no assurance that it will be undertaken and| Not applicable Not applicable
that it may be stopped at any time,

652 The _t:?egl_nnlng and the end of the period during which Not applicable Not applicable
stabilization may occur,

6.5.3. Identity of the stabilization manager Not applicable Not applicable
The fact that stabilization transactions may result in a

6.5.4. market price that is higher than would otherwise| Not applicable Not applicable
prevail.

7. SELLING SECURITIES HOLDERS

7.1. Not applicable Not applicable

Name and business address of the person or entity,
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offering to sell the securities.

7.2.

The number and class of securities being offered by
each of the selling security holders.

Not applicable

Not applicable

7.3.

Lock-up agreements

Not applicable

Not applicable

EXPENSE OF THE ISSUE/OFFER

8.1.

The total net proceeds and an estimate of the total
expenses of the issue/offer.

Not applicable

Not applicable

DILUTION

9.1.

The amount and percentage of immediate dilution
resulting from the offer.

Not applicable

Not applicable

9.2.

In the case of a subscription offer to existing equity,
holders, the amount and percentage of immediate
dilution if they do not subscribe to the new offer.

Not applicable

Not applicable

10.

ADDITIONAL INFORMATION

10.1.

If advisors connected with an issue are mentioned in
the Securities Note, a statement of the capacity in
which the advisors have acted.

Not applicable

Not applicable

10.2.

/An indication of other information in the Securities
Note which has been audited or reviewed by statutory
auditors.

Not applicable

Not applicable

10.3.

Where a statement or report attributed to a person as
an expert is included in the Securities Note, provide
such persons’ name, business address, qualifications
and material interest if any in the issuer.

Not applicable

Not applicable

10.4.

Where information has been sourced from a third

party.

Not applicable

Not applicable
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

Annual Report Pursuant to Section 13 or 15(d) of the Securities and Exchange Act of 1934
For the Fiscal Year Ended December 31, 2009

O Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the Transition Period from to

Commission File Number 1-5581

watsco
WATSCO, INC.
(Exact name of registrant as specified in its charter)
FLORIDA 59-0778222
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

2665 South Bayshore Drive, Suite 901, Coconut Grove, FL 33133

(Address of principal executive offices, including zip code)

(305) 714-4100

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common stock, $.50 par Value ...........cccoevveiiennienenceneneens New York Stock Exchange
Class B common stock, $.50 par value...........coocevvivneneieneninns NYSE Amex

Securities registered pursuant to section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. YES NO O

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. YESO NO

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities and Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. YES NO O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and
will not be contained, to the best of Registrant’s knowledge, in definitive proxy or information statements incorporated by
reference in Part 111 of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (8232.405 of this chapter)
during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).
YESO NoOO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a
smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. Large accelerated filer Accelerated filer 0 Non-accelerated filer [
Smaller reporting company [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). YESTI NO
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The aggregate market value of the registrant’s voting stock (common stock) held by non-affiliates of the registrant as of

June 30, 20009, the last business day of the registrant’s most recently completed second fiscal quarter, was approximately
$1,206 million, based on the closing sale price of the registrant’s common stock on that date. For purposes of determining
this number all executive officers and directors of the registrant as of June 30, 2009 are considered to be affiliates of the
registrant. This number is provided only for the purposes of this report on Form 10-K and does not represent an admission by
either the registrant or any such person as to the status of such person.

The number of shares of common stock outstanding as of February 24, 2010 was 27,998,454 shares of Common stock,
excluding treasury shares of 6,322,650, and 4,333,489 shares of Class B common stock, excluding treasury shares of 48,263.
DOCUMENTS INCORPORATED BY REFERENCE

Certain information required by Parts | and Il is incorporated by reference from the 2009 Annual Report, attached hereto as
Exhibit 13. The information required by Part Il (Items 10, 11, 12, 13 and 14) will be incorporated by reference from the
Registrant’s definitive proxy statement (to be filed pursuant to Regulation 14A).
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PART I

ITEM 1. BUSINESS
General

Watsco, Inc. and its subsidiaries (collectively, “Watsco,” which may be referred to as we, us or our) was incorporated in 1956
and is the largest distributor of air conditioning, heating and refrigeration equipment and related parts and supplies
(“HVAC/R”) in the HVAC/R distribution industry. Our revenues in HVAC/R distribution have increased from $64 million in
1989 to $2 billion in 2009 via a strategy of acquiring companies with established market positions and subsequently building
revenue and profit through a combination of adding locations, products, services and other initiatives.

On July 1, 2009, we completed the formation of a joint venture with Carrier Corporation (“Carrier”) to distribute Carrier,
Bryant and Payne products throughout the U.S. Sunbelt, Latin America and the Caribbean. In the formation of the joint
venture, Carrier contributed 95 locations in the U.S. Sunbelt and Puerto Rico and the export division located in Miami,
Florida and we contributed 15 locations that currently distribute Carrier, Bryant and Payne products. We purchased a 60%
controlling interest in the joint venture with options to purchase up to an additional 20% interest from Carrier (10%
beginning in July 2012 and an additional 10% in July 2014). Of our existing network, the newly formed joint venture, Carrier
Enterprise, LLC (“Carrier Enterprise”), represents 110 locations in 20 states and Puerto Rico and serves over 19,000 air
conditioning and heating contractors. Including Carrier Enterprise, we currently operate from 505 locations in 36 states and
serve over 50,000 customers.

Our principal executive office is located at 2665 South Bayshore Drive, Suite 901, Coconut Grove, Florida 33133, and our
telephone number is (305) 714-4100. Our website address on the Internet is www.watsco.com and e-mails may be sent to
info@watsco.com.

Residential Central Air Conditioning, Heating and Refrigeration Industry

The HVAC/R distribution industry is highly fragmented with over 1,300 distribution companies. The industry is well-
established having its primary period of growth during the post-World War Il era with the advent of affordable central air
conditioning and heating systems for residential applications.

Based on data published in 2009 by the Air Conditioning, Heating and Refrigeration Institute (“AHRI”) and other available
data, we estimate the market for residential central air conditioning, heating and refrigeration equipment and related parts and
supplies in the United States is approximately $22 billion. Residential central air conditioners are manufactured primarily by
seven major companies that together account for approximately 90% of all units shipped in the United States each year.
These companies are: Carrier, a unit of United Technologies Corporation, Goodman Manufacturing Company, L.P.
(“Goodman”), a subsidiary of Goodman Global, Inc., Rheem Manufacturing Company (“Rheem”), Trane Inc. (“Trane”), a
subsidiary of Ingersoll-Rand Company Limited, York International Corporation (“York™), a subsidiary of Johnson Controls,
Inc., Lennox International, Inc. (“Lennox™) and Nordyne Corporation (“Nordyne”), a subsidiary of Nortek Corporation.
These manufacturers distribute their products through a combination of factory-owned and independent distributors who, in
turn, supply the equipment and related parts and supplies to contractors and dealers nationwide that sell to and install the
products for the consumer and other end-users.

Residential central air conditioning and heating equipment is sold to both the replacement and the new construction markets.
The replacement side of the market has increased in size relative to the total market over the past several years as a result of
the aging of the installed base of residential central air conditioners and furnaces, the introduction of new higher energy
efficient models, the remodeling and expansion of existing homes, the addition of central air conditioning to homes that
previously had only heating products and consumers’ overall unwillingness to live without air conditioning or heating
products. According to industry data published by the AHRI, over 120 million central air conditioning units and furnaces
have been installed in the United States in the past 20 years. Many of these installed units have reached the end of their useful
lives, thus providing a growing and stable replacement market. The mechanical life of central air conditioning and furnaces
varies by geographical region due to usage and is estimated to range from 8 to 20 years.

We also sell products to the refrigeration market. Such products include condensing units, compressors, evaporators, valves,
refrigerant, walk-in coolers and ice machines for industrial and commercial applications. We distribute products
manufactured by Copeland Compressor Corporation, a subsidiary of Emerson Electric Co. (“Emerson”), E. I. Du Pont De
Nemours and Company (“DuPont™), Mueller Industries, Inc., Owens Corning Insulating Systems, LLC and The Manitowoc
Company, Inc. (“Manitowoc”).

Business Strategy

We have a “buy and build” strategy that has produced substantial long-term growth in sales and profits. The “buy”
component of the strategy focuses on acquiring existing market leaders either by expanding into new geographic areas or

3
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gaining additional market share in existing markets. We employ a disciplined and conservative approach that seeks
opportunities that fit well-defined financial and strategic criteria. The “build” component of the strategy focuses on
implementing a growth culture at acquired companies, by adding products and locations to better serve our customers,
exchanging ideas and business concepts amongst the executive management teams and investing in new technologies. Newly
acquired businesses have access to our capital resources and established vendor relationships to provide their customers with
an expanded array of product lines on favorable terms and conditions with an intensified commitment to service.

Strateqy in Existing Markets

Our strategy for growth in existing markets focuses on customer service and product expansion to satisfy the needs of the
higher growth, higher margin replacement market, where customers generally demand immediate, convenient and reliable
service. In response to this need, our focus is to (i) offer a broad range of product lines, including the necessary equipment,
parts and supplies to enable a contractor to install or repair a central air conditioner, furnace or refrigeration system,

(if) maintain a strong density of warehouse locations for increased customer convenience, (iii) maintain well-stocked
inventories to ensure that customer orders are filled in a timely manner, (iv) provide a high degree of technical expertise at
the point of sale and (v) develop and implement technology to further enhance customer service capabilities. We believe
these concepts provide a competitive advantage over smaller, less-capitalized competitors who are unable to commit
resources to open and maintain additional locations, implement technological business solutions, provide the same range of
products, maintain the same inventory levels or attract the wide range of expertise that is required to support a diverse
product offering. In some geographic areas we believe we have a competitive advantage over factory-operated distributor
networks who typically do not maintain as diversified inventories of parts and supplies and whose fewer number of
warehouse locations make it more difficult to meet the time-sensitive demands of the replacement market.

In addition to the replacement market, we sell to the new construction market. We believe our reputation for reliable, high-
quality service and relationships with contractors, who may serve both the replacement and new construction markets, allow
us to compete effectively in these markets.

Acquisition Strategy

Our acquisition strategy is focused on acquiring businesses that complement our current presence in existing markets or
establish a presence in new markets. Since 1989, we have acquired 54 HVAC/R distribution businesses, three of which
currently operate as primary operating subsidiaries. In July 2009, we formed a joint venture with Carrier in which Carrier
contributed 95 locations and we contributed 15 locations. The newly formed joint venture, Carrier Enterprise, operates as our
fourth primary operating subsidiary. The other smaller distributors acquired have been integrated into or are under the
management of the primary operating subsidiaries. We continue to pursue additional strategic acquisitions to allow further
penetration in existing markets and expand into new geographic markets.

Product Line Expansion

We actively seek new or expanded territories of distribution from the key equipment suppliers. Significant relationships
currently exist with Carrier, Rheem, Goodman, Nordyne and Trane. We continually evaluate new parts and supply products
to support equipment sales and further enhance service to our customers. The initiative includes increasing the product
offering with existing vendors and identifying new product opportunities through traditional and non-traditional supply
channels. We have also introduced private-label products as a means to obtain market share and grow revenues. We believe
that the private-label brand products complement the existing offerings at the selected locations based on their particular
market position, price-point and customer needs.

Operating Philosophy

Our subsidiaries operate in a manner that recognizes the long-term relationships established between the distributors and their
customers. Typically, the identity and culture of acquired businesses continue by retaining their historical trade-name,
management team and sales organization and by continuing the product brand-name offerings. We believe this strategy
builds on the value of the acquired operations by creating additional sales opportunities and is an attractive exit strategy for
the existing ownership of the long-standing distribution companies targeted for acquisition.

A specialized functional support staff is maintained at our corporate headquarters to support the subsidiaries’ strategies for
growth in their respective markets. Such functional support includes specialists in finance, accounting, product procurement,
treasury and working capital management, tax planning, risk management and safety. Certain general and administrative
expenses are targeted for cost savings by leveraging the overall business volume and improving operating efficiencies.
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Technology

Our technology initiatives include: (i) implementation of effective point-of-sale systems that allow timely and effective
customer service, including up-to-date pricing, credit checks, credit card processing and inventory availability, (ii) enabling
connectivity with our suppliers and by our customers to the relevant components of our subsidiaries’ business software and
(iii) developing our website, ACDoctor.com, that educates consumers about energy efficient HVAC solutions and financial
incentives related to the installation of energy efficient systems and connects them with high quality contractors.

DESCRIPTION OF BUSINESS

Products

We sell an expansive line of products and maintain a diverse mix of inventory to meet our customers’ immediate needs and
seek to provide products a contractor would generally require when installing or repairing a central air conditioner, furnace or
refrigeration system on short notice. The cooling capacity of air conditioning units is measured in tons. One ton of cooling
capacity is equivalent to 12,000 BTUs and is generally adequate to air condition approximately 500 square feet of residential
space. The products we distribute consist of: (i) equipment, including residential central air conditioners ranging from 1-1/2
to 5 tons, gas, electric and oil furnaces ranging from 50,000 to 150,000 BTUs, commercial air conditioning and heating
equipment and systems ranging from 1-1/2 to 25 tons, and other specialized equipment, (ii) parts, including replacement
compressors, evaporator coils, motors and other component parts and (iii) supplies, including thermostats, insulation
material, refrigerants, ductwork, grills, registers, sheet metal, tools, copper tubing, concrete pads, tape, adhesives and other
ancillary supplies.

Sales of HVAC equipment accounted for 55% and 44% of our revenues for the years ended December 31, 2009 and 2008,
respectively. Sales of other HVAC products (currently sourced from over 600 vendors) comprised 36% and 43% of our
revenues for the years ended December 31, 2009 and 2008, respectively. Sales of commercial refrigeration products
accounted for 9% and 13% of our revenues for the years ended December 31, 2009 and 2008, respectively.

Distribution and Sales

At December 31, 2009, we operated from 505 locations, a vast majority of which are located in regions that we believe have
favorable demographic trends. We maintain large inventories at each warehouse location and either directly delivering
products to customers using one of our 805 trucks or by making products available for pick-up at the location nearest to the
customer. Watsco has approximately 600 commissioned salespeople, averaging 12 years or more of experience in the
HVACI/R distribution industry.
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Markets
The table below identifies the number of locations by state as of December 31, 2009:
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Customers and Customer Service

We currently serve over 50,000 contractors and dealers who service the replacement and new construction markets for
residential and light commercial central air conditioning, heating and refrigeration systems. No single customer in 2009, 2008
or 2007 represented more than 1% of consolidated revenues. We focus on providing products where and when the customer
needs them, technical support by phone or on site as required, and quick and efficient service at our locations. Increased
customer convenience is also provided through e-commerce, which allows customers to access information on-line 24 hours
a day, seven days a week to search for desired products, verify inventory availability, obtain pricing, place orders, check
order status, schedule pickup or delivery times and make payments. We believe we compete successfully with other
distributors primarily on the basis of an experienced sales organization, strong service support, high quality reputation and
broad product lines.
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Key Suppliers

Significant relationships are maintained with Carrier, Rheem, Goodman, Nordyne, Trane, Emerson, Manitowoc and DuPont,
each a leading manufacturer of HVAC/R products in the United States. Each manufacturer has a well-established reputation
of producing high-quality, competitively priced products. The manufacturers’ current product offerings, quality,
serviceability and brand-name recognition allow us to operate favorably relative to our competitors. To maintain brand-name
recognition, the manufacturers of air conditioning and heating equipment provide national advertising and participate with us
in cooperative advertising programs and promotional incentives that are targeted to both contractors and end-users. We
estimate that the replacement market for air conditioning products currently accounts for approximately 85% of industry sales
in the United States and is expected to increase as units installed in the past 20 years wear out and get replaced or updated to
more energy-efficient models as well as the significant decline in sales to the new construction market.

As a result of the formation of Carrier Enterprise, our purchases from Carrier and its affiliates comprised 41% of all
purchases made during 2009. Purchases made from Carrier and its affiliates were 13% and 11% of all purchases made in
2008 and 2007, respectively. Approximately 66%, 48% and 48% of purchases in 2009, 2008 and 2007, respectively, were
made from the six key HVAC/R equipment suppliers. A significant interruption in the delivery of these products could
impair our ability to continue to maintain current inventory levels and could adversely affect our financial results. Future
financial results are also materially dependent upon the continued market acceptance of these manufacturers’ products and
their ability to continue to manufacture products that comply with laws relating to environmental and efficiency standards.
See “Business Risk Factors” in Item 1A. We believe that sales of other complementary equipment products and continued
emphasis to expand sales of parts and supplies are mitigating factors against such risks.

Distribution Agreements

Distribution agreements have been executed with several of our key suppliers either on an exclusive or non-exclusive basis
for terms generally ranging from one to ten years. Certain of the distribution agreements contain provisions that restrict or
limit the sale of competitive products in the markets served. Other than the markets where such restrictions and limitations
may apply, we may distribute other manufacturers’ lines of air conditioning or heating equipment.

Carrier Enterprise maintains separate and distinct trade names and distributor agreements with Carrier. These agreements
allow Carrier Enterprise to distribute certain HVAC products on an exclusive basis in select territories and use certain trade
names associated with the products it distributes. See Supplier Concentration in “Business Risk Factors” in Item 1A.

Seasonality

Sales of residential central air conditioners, heating equipment and parts and supplies have historically been seasonal. See
“Business Risk Factors” in Item 1A.

Competition
We operate in highly competitive environments. See “Business Risk Factors” in Item 1A.

Employees

There were approximately 4,050 employees as of December 31, 2009, substantially all of which are non-union employees.
Most of these employees are employed on a full-time basis and relations with employees are good.

Order Backlog

Order backlog is not a material aspect of the business and no material portion of the business is subject to government
contracts.

Government Regulations, Environmental and Health and Safety Matters

Our business is subject to federal, state and local laws and regulations relating to the storage, handling, transportation and
release of hazardous materials into the environment. These laws and regulations include the Clean Air Act, relating to
minimum energy efficiency standards of HVAC systems and the production, servicing and disposal of certain ozone-
depleting refrigerants used in such systems, including those established at the Montreal Protocol in 1992 concerning the
phase-out of the production of CFC-based refrigerants on January 1, 2010 for use in new equipment. We are also subject to
regulations concerning the transport of hazardous materials, including regulations adopted pursuant to the Motor Carrier
Safety Act of 1990. Our operations are also subject to health and safety requirements including the Occupational, Safety and
Health Act. Management believes that the business is operated in substantial compliance with all applicable federal, state and
local provisions relating to the protection of the environment, transport of hazardous materials and health and safety
requirements.
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Non-U.S. Operations

All of our operations are within the United States and Puerto Rico. Products are sold on an export-only basis to portions of
Latin America and the Caribbean Basin and export sales are approximately 4% of total revenues. We do not have any
international locations.

ADDITIONAL INFORMATION

Filings with the Securities and Exchange Commission

As a public company, we regularly file reports and proxy statements with the Securities and Exchange Commission (“SEC”).
These reports are required by the Securities Exchange Act of 1934 and include, but are not limited to:

e annual reports on Form 10-K;

e quarterly reports on Form 10-Q;

e current reports on Form 8-K and

e proxy statements on Schedule 14A.

The public may read and copy any of the materials we file with the SEC at the SEC’s Public Reference Room at 100 F. Street
N.E., Washington, DC 20549. The public may obtain information on the operation of the Public Reference Room by calling
the SEC at 1-800-SEC-0330. The SEC maintains an Internet site at www.sec.gov that contains the reports, proxy and
information statements, and other information that we file electronically.

We make available free of charge access to our SEC filings as soon as reasonably practicable after such materials are
electronically filed with or furnished to the SEC through our website at www.watsco.com. Other reports filed with the SEC
under the Securities Exchange Act of 1934, as amended, are also available including the proxy statements and reports filed
by officers and directors under Section 16(a) of that Act. These reports may be found on our website by selecting the option
entitled “SEC Filings” under the “Investor Relations” section of the website. The reference to our website address does not
constitute incorporation by reference of the information contained on our website and should not be considered part of this
document.

Corporate Governance

An Employee Code of Business Ethics and Conduct that is applicable to all employees and a Code of Conduct for Executives
that is applicable to members of our Board of Directors, executive officers and senior operating and financial personnel and
any others designated by the Audit Committee are maintained. These codes require continued observance of high ethical
standards such as honesty, integrity and compliance with laws. These codes are publicly available on our website at
www.watsco.com under the caption “Codes of Conduct” within the “Governance” section. We intend to post on our website
amendments to or waivers from our Code of Conduct for Executives (to the extent applicable to our chief executive officer,
principal financial officer or principal accounting officer or directors). There were no material amendments or waivers from
our Code of Conduct for Senior Executives in 2009. These materials may also be requested in print by writing to Watsco,
Inc., Investor Relations, 2665 South Bayshore Drive, Suite 901, Coconut Grove, FL 33133,

ITEM 1A. RISKFACTORS

Business Risk Factors

Joint Venture with Carrier Corporation

On July 1, 2009, we completed the formation of Carrier Enterprise to distribute Carrier, Bryant and Payne products
throughout the U.S. Sunbelt, Latin America and the Caribbean. Carrier Enterprise operates 110 locations in 20 states and
Puerto Rico and serves over 19,000 air conditioning and heating contractors. In the formation of the joint venture, Carrier
contributed 95 locations in the U.S. Sunbelt and Puerto Rico and the export division located in Miami, Florida and we
contributed 15 locations that currently distribute Carrier, Bryant and Payne products. We purchased a 60% controlling
interest in Carrier Enterprise for consideration of $172.0 million and a fair value of $181.5 million with options to purchase
up to an additional 20% interest from Carrier (10% beginning in July 2012 and an additional 10% in July 2014).

We issued 3,080,469 shares of our common stock on July 1, 2009, having a fair value of $151.1 million to Carrier, which
diluted our existing shareholders’ ownership interest, and contributed 15 locations that presently sell Carrier-manufactured
products as consideration for our 60% controlling interest in Carrier Enterprise. The formation of Carrier Enterprise involves
a number of risks, including the following:

e its successful operation and/or integration;
e dependence on one key supplier and
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e possible loss of key employees and/or customer relationships.

Continuing Decline in Economic Conditions

The global and U.S. economy has experienced a significant contraction, with an almost unprecedented lack of availability of
business and consumer credit. We rely on the capital markets as well as the credit markets to meet our financial commitments
and short-term liquidity needs if internal funds are not available from our operations. Long-term disruptions in the capital and
credit market, similar to those that have been experienced during 2008 and 2009 could adversely affect our access to liquidity
needed for our business. Any long-term disruption could require us to take measures to conserve cash until the markets
stabilize or until alternative credit arrangements or other funding for our business needs can be arranged. Such measures
could include reducing or eliminating dividend payments, deferring capital expenditures and reducing or eliminating
discretionary uses of cash.

The decline in economic conditions and lack of availability of business and consumer credit could have an adverse effect on
our business. Capital and credit market disruptions could cause broader economic downturns, which may lead to lower
demand for our products and increased incidence of customers’ inability to pay their accounts. Further, bankruptcies or
similar events by customers may cause us to incur bad debt expense at levels higher than historically experienced. Also, our
suppliers may potentially be impacted causing disruption or delay of product availability. These events would adversely
impact our results of operations, cash flows and financial position. Additionally, if financial institutions that have extended
credit commitments to us are adversely affected by the conditions of the capital and credit markets, they may become unable
to fund borrowings under their credit commitments to us, which could have an adverse impact on our financial condition and
our ability to borrow funds, if needed, for working capital, acquisitions, capital expenditures and other corporate purposes.

Supplier Concentration

We maintain distribution agreements with our key equipment suppliers, either on an exclusive or non-exclusive basis, for
terms generally ranging from one to ten years. Certain of the distribution agreements contain provisions that restrict or limit
the sale of competitive products in the markets served. Other than the markets where such restrictions and limitations may
apply, we may distribute other manufacturers’ lines of air conditioning or heating equipment. As a result of the formation of a
joint venture with Carrier, our purchases from Carrier and its affiliates comprised 41% of all purchases made during 2009.
Significant relationships currently exist with six of the seven; and purchases from these equipment suppliers, including
Carrier, comprised 66% of all purchases made in 2009. Given the significant concentration of our supply chain, particularly
with Carrier, any significant interruption by the manufacturers or a termination of a distribution agreement could temporarily
disrupt the operations of certain subsidiaries. Future results of operations are also materially dependent upon the continued
market acceptance of these manufacturers’ products and their ability to continue to manufacture products that comply with
laws relating to environmental and efficiency standards.

Risks Inherent in Acquisitions

As part of our strategy, we intend to pursue additional acquisitions of complementary businesses. If we complete future
acquisitions, we may be required to incur or assume additional debt and/or issue additional shares of our common stock as
consideration, which will dilute our existing shareholder’s ownership interest and may affect our results of operations.
Growth through acquisitions involves a number of risks, including the following:

« the ability to identify and consummate complementary acquisition candidates;

< the successful operation and/or integration of acquired companies in an effective manner;

« diversion of management’s attention from other daily functions;

e issuance by us of equity securities that would dilute ownership of our existing shareholders;
< incurrence and/or assumption of significant debt and contingent liabilities; and

« possible loss of key employees and/or customer relationships of the acquired companies.

Competition

We operate in highly competitive environments. We compete with a number of distributors and also with several air
conditioning and heating equipment manufacturers that distribute a significant portion of their products through their own
distribution organizations in certain markets. Competition within any given geographic market is based upon product
availability, customer service, price and quality. Competitive pressures or other factors could cause our products or services
to lose market acceptance or result in significant price erosion, all of which would have a material adverse effect on
profitability.
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Seasonality

Sales of residential central air conditioners, heating equipment and parts and supplies have historically been seasonal.
Furthermore, profitability can be impacted favorably or unfavorably based on the severity or mildness of weather patterns
during summer or winter selling seasons. Demand related to the residential central air conditioning replacement market is
highest in the second and third quarters with demand for heating equipment usually highest in the fourth quarter. Demand
related to the new construction sectors throughout most of the markets is fairly even during the year except for dependence
on housing completions and related weather and economic conditions.

Dependence on Key Personnel

We are highly dependent on the skills, experience and services of key personnel. The loss of key personnel could have a
material adverse effect on our business, operating results or financial condition. Our potential growth and expansion are
expected to place increased demands on our management skills and resources. Therefore, our success also depends upon our
ability to recruit, hire, train and retain additional skilled and experienced management personnel. Employment and retention
of qualified personnel is important due to the competitive nature of our industry.

General Risk Factors

Goodwill and Intangibles

At December 31, 2009, goodwill and intangibles represented approximately 31% of total assets. Goodwill and indefinite
lived intangibles are no longer amortized and are subject to impairment testing at least annually using a fair value based
approach. The identification and measurement of impairment involves the estimation of the fair value of the reporting unit.
Accounting for impairment contains uncertainty because management must use judgment in determining appropriate
assumptions to be used in the measurement of fair value. The estimates of fair value of the reporting unit are based on the
best information available as of the date of the assessment and incorporate management assumptions about expected future
cash flows and contemplate other valuation techniques. Future cash flows can be affected by changes in the industry, a
declining economic environment or market conditions.

The recoverability of goodwill and indefinite lived intangibles is evaluated at least annually and when events or changes in
circumstances indicate that the carrying amount of goodwill and indefinite lived intangibles may not be recoverable.
Although no impairment has been recorded to date, there can be no assurances that future impairments will not occur.

Risks Related to Insurance Coverage

We carry general liability, comprehensive property damage, workers’ compensation, health benefits and other insurance
coverage that management considers adequate for the protection of its assets and operations. There can be no assurance,
however, that the coverage limits of such policies will be adequate to cover losses and expenses for lawsuits brought or
which may be brought against us. A loss in excess of insurance coverage could have a material adverse effect on our financial
position and/or profitability. Certain self-insurance risks for casualty insurance programs and health benefits are retained and
reserves are established based on claims filed and estimates of claims incurred but not yet reported. Assurance cannot be
provided that actual claims will not exceed present estimates. Exposure to catastrophic losses has been limited by maintaining
excess and aggregate liability coverage and implementing loss control programs.

Control by Existing Shareholder

As of December 31, 2009, Albert H. Nahmad, our Chairman and Chief Executive Officer, and a limited partnership
controlled by him, collectively had beneficial ownership of approximately 54% of the combined voting power of the
outstanding Common stock and Class B common stock. Based on Mr. Nahmad’s stock ownership and the stock ownership of
the limited partnership controlled by him, Mr. Nahmad has the voting power to elect all but three members of the nine-person
Board of Directors and to control most corporate actions requiring shareholder approval.

Information about Forward-Looking Statements

This Form 10-K contains or incorporates by reference statements that are not historical in nature and that are intended to be,
and are hereby identified as, “forward-looking statements” as defined in the Private Securities Litigation Reform Act of 1995,
including statements regarding, among other items, (i) business and acquisition strategies, (ii) potential acquisitions,

(iii) financing plans and (iv) industry, demographic and other trends affecting our financial condition or results of operations.
These forward-looking statements are based largely on management’s current expectations and are subject to a number of
risks, uncertainties and changes in circumstances, certain of which are beyond their control.

Actual results could differ materially from these forward-looking statements as a result of several factors, including:
« general economic conditions;

10
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e competitive factors within the HVAC/R industry;

« effects of supplier concentration;

e fluctuations in certain commodity costs;

e consumer spending;

e consumer debt levels;

e new housing starts and completions;

< capital spending in the commercial construction market;

e access to liquidity needed for operations;

«  seasonal nature of product sales;

e weather conditions;

e insurance coverage risks;

«  federal, state and local regulations impacting our industry and products;

e prevailing interest rates; and

*  the continued viability of our business strategy.
In light of these uncertainties, there can be no assurance that the forward-looking information contained herein will be
realized or, even if substantially realized, that the information will have the expected consequences or effects on Watsco or its
business or operations. A discussion of certain of these risks and uncertainties that could cause actual results to differ
materially from those predicted in such forward-looking statements is included in our 2009 Annual Report in the section
captioned “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” which section has
been incorporated in the Form 10-K by reference. Forward-looking statements speak only as of the date the statement was

made. Watsco assumes no obligation to update forward-looking information or the discussion of such risks and uncertainties
to reflect actual results, changes in assumptions or changes in other factors affecting forward-looking information.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES
Our main properties include warehousing and distribution facilities, trucks and administrative office space.

Warehousing and Distribution Facilities

At December 31, 2009, we operated 505 warehousing and distribution facilities across 36 states and Puerto Rico having
approximately 12.4 million square feet of space in the aggregate of which approximately 11.9 million square feet is leased.
The majority of these leases are for terms of three to five years. We believe that our facilities are generally sufficient to meet
our present operating needs.

Trucks

At December 31, 2009, we operated 805 ground transport vehicles, including delivery and pick-up trucks, vans and tractors.
Of this number, 508 trucks were leased and the rest were owned. We believe that the present size of our truck fleet is
adequate to support our operations.

Administrative Facility

Senior management and a functional support staff are located at our corporate headquarters in Coconut Grove, Florida in
approximately 6,000 square feet of owned space.

Capital Expenditures
During 2009, our capital expenditures were $5.9 million.

ITEM 3. LEGAL PROCEEDINGS

We are involved in litigation incidental to the operation of our business. We vigorously defend all matters in which we or our
subsidiaries are named defendants and, for insurable losses, maintain significant levels of insurance to protect against adverse
judgments, claims or assessments that may affect us. Although the adequacy of existing insurance coverage or the outcome of
any legal proceedings cannot be predicted with certainty, based on the current information available, we do not believe the

11
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ultimate liability associated with any known claims or litigation will have a material impact to our financial condition or
results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of security holders during the fourth quarter of the year ended December 31, 2009.

PART Il

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our 2009 Annual Report contains “Information on Common Stock,” which identifies the market on which our common
stocks are being traded and contains the high and low sales prices and dividend information for the years ended
December 31, 2009 and 2008, and is incorporated herein by reference.

12



EXHIBIT | - ANNUAL REPORT ON FORM 10-K

Performance Graph

The following graph compares the cumulative five-year total return attained by shareholders on our Common stock and Class
B common stock relative to the cumulative total returns of the AMEX Composite indeX, the S&P SmallCap 600 index and a
customized peer group of companies, which are: Beacon Roofing Supply, Inc., Interline Brands, Inc., Lennox International
Inc., Pool Corp and WESCO International, Inc. An investment of $100 (with reinvestment of all dividends) is assumed to
have been made in our common stock, in each index and in the peer group on December 31, 2004 and its relative
performance is tracked through December 31, 2009.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Watsco, Inc., the AMEX Composite Index, the S&P SmallCap 600 Index and
a Peer Group

o006 -
$180
$180
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12/04 12/08 12508 1207 12/08 12/089
--— Vvatsco, Inc. — #— — VWatsco, Inc. Class B —---=2--- NYSE Amex Composlite
—#—— S&F Smallcap 600 —+&— Peer Group
12/04 12/05 12/06 12/07 12/08 12/09
WALSCO, INC..vvviiiiieiie et 100.00 172.32 138.18 110.64 120.54 160.67
WatSCO, INC. ClaSS B .......oooeiiiiiiccec et 100.00 176.40 141.68 111.85 123.05 166.44
AMEX COMPOSITE......cviiiiieiiieiieieeie ettt e 100.00 125.80 150.40 178.95 108.56 147.27
S&P SMalICap 600 ......c.oviviiiiiiieire s 100.00 107.68 123.96 123.59 85.19 106.97
PEEI GIOUP ..t 100.00 133.92 153.07 124.15 92.53 116.17

* The stock price performance included in this graph is not necessarily indicative of future stock price performance.

13
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Purchases of Equity Securities by the Issuer and Affiliated Purchasers

Our Board of Directors have authorized the repurchase, at management’s discretion, of 7.5 million shares of common stock
in the open market or via private transactions. Through December 31, 2009, 6.4 million shares of Common and Class B
common stock have been repurchased at a cost of $114.4 million since the inception of the program. The remaining 1.1
million shares authorized for repurchase are subject to certain restrictions included in our revolving credit agreement. During
the quarter ended December 31, 2009, there were no purchases of our equity securities made by us or on our behalf by any
“affiliated purchaser” (as such term is defined in Rule 10b-18(a)(3) of the Securities Act of 1933, as amended).

Recent Sales of Unregistered Securities
No sales of unregistered securities were made during the fourth quarter of the year ended December 31, 2009.

Dividends

Cash dividends per share of $1.89, $1.75 and $1.31 for Common stock and Class B common stock were paid in 2009, 2008
and 2007, respectively. Future dividends will be at the sole discretion of the Board of Directors and will depend upon such
factors as profitability, financial condition, cash requirements, restrictions existing under our debt agreement, future prospects
and other factors deemed relevant by our Board of Directors.

ITEM6. SELECTED FINANCIAL DATA
Our 2009 Annual Report contains “Selected Consolidated Financial Data” and is incorporated herein by reference.

ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

Our 2009 Annual Report contains “Management’s Discussion and Analysis of Financial Condition and Results of
Operations™” and is incorporated herein by reference.

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our 2009 Annual Report contains “Quantitative and Qualitative Disclosures about Market Risk” and is incorporated herein
by reference.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our 2009 Annual Report contains the 2009 and 2008 Consolidated Balance Sheets and other consolidated financial
statements for the years ended December 31, 2009, 2008 and 2007, together with the reports thereon (for the applicable
periods covered by their reports) of KPMG LLP dated February 26, 2010, and Grant Thornton LLP dated February 27, 2009,
and are incorporated herein by reference.

Our 2009 Annual Report contains “Selected Quarterly Financial Data” for 2009 and 2008 and is incorporated herein by
reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There were no disagreements with accountants on accounting or financial disclosures during the last three fiscal years. On
June 23, 2009, the Board of Directors of the Company and its Audit Committee dismissed Grant Thornton LLP as the
Company’s independent registered public accounting firm and engaged KPMG LLP to serve as the Company’s new
independent registered public accounting firm. For more information with respect to this matter, see our Current Report on
Form 8-K dated June 22, 2009.

ITEM9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We performed an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures as of
the end of the period covered by this report. This evaluation was performed under the supervision and with the participation
of management, including our Chief Executive Officer, Senior Vice President and Chief Financial Officer. Based upon that
evaluation, our Chief Executive Officer, Senior Vice President and Chief Financial Officer concluded that our disclosure
controls and procedures are effective. Disclosure controls and procedures are designed to ensure that information required to
be disclosed by the Company in the reports that it files or submits under the Securities Exchange Act of 1934 is accumulated
and communicated to management, including our Chief Executive Officer, Senior Vice President and Chief Financial
Officer, as appropriate, to allow timely decisions regarding required disclosure and are effective to provide reasonable

14
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assurance that such information is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission's rules and forms.

Management's Report on Internal Control over Financial Reporting

Our 2009 Annual Report contains "Management's Report on Internal Control over Financial Reporting" and the report
thereon of KPMG LLP dated February 26, 2010, and is incorporated herein by reference.

Changes in Internal Control over Financial Reporting

We are continuously seeking to improve the efficiency and effectiveness of our operations and of our internal controls.
This results in refinements to processes throughout the Company. However, there have been no changes in internal
controls over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act)
during the quarter ended December 31, 2009, that have materially affected, or are reasonably likely to materially affect,
our internal control over financial reporting. In accordance with the rules and regulations of the Securities and Exchange
Commission, we have not yet assessed the internal control over financial reporting of the 95 locations added by Carrier
Enterprise on July 1, 2009, which represents approximately 43% of our total consolidated assets at December 31, 2009
and approximately 29% of revenues for the year ended December 31, 2009. From the acquisition date to December 31,
2009, the processes and systems of Carrier Enterprise were discrete and did not impact internal controls over financial
reporting for our other consolidated subsidiaries.

ITEM9B. OTHER INFORMATION

None.

PART I

This part of Form 10-K, which includes items 10 through 14, is omitted because we will file definitive proxy material
pursuant to Regulation 14A not more than 120 days after the close of our year-end, which proxy material will include the
information required by Items 10 through 14 and is incorporated herein by reference.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)(1) Financial Statements. Our consolidated financial statements are incorporated by reference from our 2009 Annual
Report.

(2) Financial Statement Schedules. The schedules are omitted because they are not applicable or the required
information is shown in the consolidated financial statements or notes thereto.

(3) Exhibits. The following list of exhibits includes exhibits submitted with this Form 10-K as filed with the SEC and
those incorporated by reference to other filings.

[...]
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[...]

13 2009 Annual Report to Shareholders (with the exception of the information incorporated by reference into Items
1,5, 6,7 and 8 of this Form 10-K, the 2009 Annual Report to Shareholders is provided solely for the information
of the SEC and is not deemed "filed" as part of this Form 10-K). #

21 Subsidiaries of the Registrant. #

23.1 Consent of Independent Registered Public Accounting Firm [1 KPMG LLP. #

23.2  Consent of Independent Registered Public Accounting Firm [] Grant Thornton LLP. #

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. #

31.2 Certification of Senior Vice President pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. #

31.3 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. #

32.1 Certification of Chief Executive Officer, Senior Vice President and Chief Financial Officer pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002. #

Note to Exhibits:
# Submitted electronically herewith

+ Compensation plan or arrangement
* Management contract
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

WATSCO, INC.

February 26, 2010 By:/s/ Albert H. Nahmad

Albert H. Nahmad, President

February 26, 2010 By:/s/ Ana M. Menendez

Ana M. Menendez, Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated.

SIGNATURE TITLE DATE

/s/  ALBERT H. NAHMAD

Chairman of the Board and Chief Executive Officer

Albert H. Nahmad

/s/ BARRY S. LOGAN

(principal executive officer)

Senior Vice President

Barry S. Logan

/s/  ANA M. MENENDEZ

Chief Financial Officer

Ana M. Menendez

/s/ CESAR L. ALVAREZ

(principal accounting officer

and principal financial officer)

Director

Cesar L. Alvarez

/s/  RoBERT L. BERNER Il

Director

Robert L. Berner 111

/s/  DENISE DICKINS

Director

Denise Dickins

/s PauL F. MANLEY

Director

Paul F. Manley

/s/ Bos L. Moss

Director

Bob L. Moss

/s] GEORGE P. SAPE

Director

George P. Sape

/s/  GARY L. TAPELLA

Director

Gary L. Tapella
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of the SEC and is not deemed "filed" as part of this Form 10-K).
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EXHIBIT 13 - FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

EXHIBIT 13
WATSCO, INC. AND SUBSIDIARIES
SELECTED CONSOLIDATED FINANCIAL DATA
Years Ended December 31,
(In thousands, except per share data) 2009 (1) 2008 2007 (2)(4) 2006 (3)(4) 2005 (4)
OPERATING DATA
REVENUES.....c.veviiiiieiicieieic et $ 2,001,815 $ 1,700,237 $ 1,758,022 $ 1,771,214 $ 1,658,249
GrOSS PrOfit e 480,832 441,994 446,985 457,270 418,479
Operating INCOME.......coceveirieieesiee e 81,060 98,608 111,154 135,394 117,283
Net income from continuing operations...........c.cccccceveuene. 51,573 60,369 67,489 82,233 70,528
(Loss) income from discontinued operations, net of
INCOME AXES.. . veveeeieierireeiee st es — — (1,912) 131 (509)
NEL INCOME .....viiviicicieec e 51,573 60,369 65,577 82,364 70,019
Less: net income attributable to the noncontrolling
INEEIEST ... sree e (8,259) — — — —
Net income attributable to Watsco, InC.........cccovveervrnnnen. $ 43314 $ 60,369 $ 65,577 % 82,364 $ 70,019
SHARE AND PER SHARE DATA
Diluted earnings per share for Common and Class B
common stock:
Net income from continuing operations
attributable to Watsco, Inc. shareholders.................. $ 140 $ 209 $ 234 % 285 $ 2.47
Net (loss) income from discontinued operations
attributable to Watsco, Inc. shareholders................. — — (0.07) 0.01 (0.02)
Net income attributable to Watsco, Inc.
Shareholders .........cevveeececeeec e $ 140 $ 209 $ 227 % 286 $ 2.45
Cash dividends declared and paid per share: ....................
COomMMON StOCK. ... eeverieiririee s $ 189 $ 175 % 131 % 095 $ 0.62
Class B common StOCK .........ccccceevvrvereeiierieirerennn, $ 189 $ 175 $ 131 $ 095 $ 0.62
Weighted-average Common and Class B common
shares and equivalent shares used to calculate diluted
€ArNINGS PEI SNAr€......ccoviiiirieireres e 28,521 27,022 27,139 27,159 27,195
Common stock outstanding...........ceeveevereererereneseserees 32,139 28,326 27,969 27,833 27,463
BALANCE SHEET DATA
TOtAl ASSELS.....veveiveieiesieice e $ 1,160,613 $ 716,061 $ 750,113 $ 710,368 $ 677,884
Long-term obligations...........cocoveieveniiiniieeeee e 13,429 20,783 55,042 30,118 40,189
Shareholders” EQUILY ......ccveeviericiiiiice e 894,808 570,660 549,957 516,386 450,650

(1) Effective January 1, 2009, we adopted the provisions of accounting guidance stating that non-vested share-based payment

awards that contain non-forfeitable rights to dividends are considered participating securities and should be included in the

computation of earnings per share pursuant to the two-class method for all periods presented. We also adopted the provisions of
revised accounting guidance for recognizing and measuring assets acquired and liabilities assumed in a business combination

effective January 1, 2009.

(2) Effective January 1, 2007, we adopted the provisions of accounting guidance related to uncertainty in income taxes.

(3) Effective January 1, 2006, the provisions of accounting guidance on share-based payments were adopted using the modified

prospective transition method.

(4) OnJuly 19, 2007, we divested of our non-core staffing unit. All amounts related to this operation are restated as discontinued

operations.
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WATSCO, INC. AND SUBSIDIARIES
MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following information should be read in conjunction with the information contained in Item 1A, “Risk Factors” and the
consolidated financial statements included under Item 8, “Financial Statements and Supplementary Data” of this Annual
Report on Form 10-K.

Company Overview

Watsco, Inc. and its subsidiaries (collectively, “Watsco,” which may be referred to as we, us or our) was incorporated in 1956
and is the largest distributor of air conditioning, heating and refrigeration equipment and related parts and supplies
(*HVAC/R”) in the HVAC/R distribution industry. On July 1, 2009, we completed the formation of a joint venture with
Carrier Corporation (“Carrier”), a unit of United Technologies Corporation, to distribute Carrier, Bryant and Payne products
throughout the U.S. Sunbelt, Latin America and the Caribbean. In the formation of the joint venture, Carrier contributed 95
locations in the U.S. Sunbelt and Puerto Rico and the export division located in Miami, Florida and we contributed 15
locations that currently distribute Carrier, Bryant and Payne products. We purchased a 60% controlling interest in the joint
venture for consideration of $172.0 million and a fair value of $181.5 million with options to purchase up to an additional
20% interest from Carrier (10% beginning in July 2012 and an additional 10% in July 2014). We issued 3,080,469 shares of
Common and Class B common stock for consideration of $147.0 million and a fair value of $151.1 million to Carrier and
contributed 15 locations that presently sell Carrier-manufactured products for consideration of $25.0 million as total
consideration for our 60% controlling interest in the joint venture. Carrier Enterprise, LLC (“Carrier Enterprise”), operates
110 locations in 20 states and Puerto Rico and serves over 19,000 air conditioning and heating contractors. Including Carrier
Enterprise, we operate from 505 locations in 36 states and serve over 50,000 customers.

Revenues primarily consist of sales of air conditioning, heating and refrigeration equipment and related parts and supplies.
Selling, general and administrative expenses primarily consist of selling expenses, the largest components of which are
salaries, commissions and marketing expenses that tend to be variable in nature and correlate to changes in sales. Other
significant selling, general and administrative expenses relate to the operation of warehouse facilities, including a fleet of
trucks and forklifts and facility rent, which are payable mostly under non-cancelable operating leases.

Sales of residential central air conditioners, heating equipment and parts and supplies are seasonal. Furthermore, results of
operations can be impacted favorably or unfavorably based on the severity or mildness of weather patterns during summer or
winter selling seasons. Demand related to the residential central air conditioning replacement market is highest in the second
and third quarters with demand for heating equipment usually highest in the fourth quarter. Demand related to the new
construction sectors throughout most of the markets is fairly even during the year except for dependence on housing
completions and related weather and economic conditions.

Items Affecting Comparability between Periods

Refer to Note 1 to the consolidated financial statements for a discussion of the impact of changes in accounting standards.

Critical Accounting Policies

Management’s discussion and analysis of financial condition and results of operations is based upon the consolidated
financial statements, which have been prepared in accordance with U.S. generally accepted accounting principles. The
preparation of these consolidated financial statements requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amount of revenues and expenses during the reporting period. Actual results may differ
from these estimates under different assumptions or conditions. At least quarterly, management reevaluates its judgments and
estimates, which are based on historical experience, current trends and various other assumptions that are believed to be
reasonable under the circumstances.

Our significant accounting policies are discussed in Note 1 to the consolidated financial statements. Management believes
that the following accounting policies include a higher degree of judgment and/or complexity and, thus, are considered to be
critical accounting policies. Management has discussed the development and selection of critical accounting policies with the
Audit Committee of the Board of Directors and the Audit Committee has reviewed the disclosures relating to them.

Allowance for Doubtful Accounts

An allowance for doubtful accounts is maintained for estimated losses resulting from the inability of customers to make
required payments. Accounting for doubtful accounts contains uncertainty because management must use judgment to assess
the collectability of these accounts. When preparing these estimates, management considers a number of factors, including
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the aging of a customer’s account, past transactions with customers, creditworthiness of specific customers, historical trends
and other information. Our business is seasonal and our customers’ businesses are also seasonal. Sales are lowest during the
first and fourth quarters and past due accounts receivable balances as a percentage of total trade receivables generally
increase during these quarters. We review our accounts receivable reserve policy periodically, reflecting current risks, trends
and changes in industry conditions.

The allowance for doubtful accounts was $10.9 million and $3.9 million at December 31, 2009 and 2008, respectively, an
increase of $7.0 million. Accounts receivable balances greater than 90 days past due as a percent of accounts receivable at
December 31, 2009 increased to 5.8% compared to 3.4% at December 31, 2008. These increases are attributable to the 95
Carrier Enterprise locations added in July 2009.

Although we believe the allowance for doubtful accounts is sufficient, any continuing declining economic conditions could
lead to further deterioration in the financial condition of customers, resulting in an impairment of their ability to make
payments and additional allowances may be required that could materially impact our consolidated results of operations.
Concentrations of credit risk with respect to accounts receivable are limited due to the large number of customers comprising
the customer base and their dispersion across many different geographical regions. We also have access to a credit insurance
program which is used as an additional means to mitigate credit risk.

Inventory Valuation

Inventories consist of air conditioning, heating and refrigeration equipment and related parts and supplies and are valued at
the lower of cost or market using a weighted-average cost basis and the first-in, first-out method. As part of the valuation
process, inventory reserves are established to state excess, slow-moving and damaged inventories at their estimated net
realizable value. The valuation process for excess, slow-moving and damaged inventory contains uncertainty because
management must use judgment to estimate when the inventory will be sold and the quantities and prices at which the
inventory will be sold in the normal course of business. Inventory reserve policies are periodically reviewed, reflecting
current risks, trends and changes in industry conditions. A reserve for estimated inventory shrinkage is also maintained and
reflects the results of cycle count programs and physical inventories. When preparing these estimates, management considers
historical results, inventory levels and current operating trends.

Valuation of Goodwill and Indefinite Lived Intangible Assets

The recoverability of goodwill and indefinite lived intangibles is evaluated at least annually and when events or changes in
circumstances indicate that the carrying amount of goodwill and indefinite lived intangibles may not be recoverable. The
identification and measurement of goodwill impairment involves the estimation of the fair value of our reporting unit and
contains uncertainty because management must use judgment in determining appropriate assumptions to be used in the
measurement of fair value. Indefinite lived intangibles not subject to amortization are assessed for impairment by comparing
the fair value of the intangible asset to its carrying amount to determine if a write-down to fair value is required. The
estimates of fair value of the reporting unit and indefinite lived intangibles are based on the best information available as of
the date of the assessment and incorporate management assumptions about expected future cash flows and contemplate other
valuation techniques. Future cash flows can be affected by changes in the industry, a declining economic environment or
market conditions.

On January 1, 2010, the annual impairment tests were performed and it was determined there was no impairment. No factors
have developed since the last impairment tests that would indicate that the carrying value of goodwill and indefinite lived
intangibles may not be recoverable. The carrying amount of goodwill and intangibles at December 31, 2009 was $361.8
million. Although no impairment has been recorded to date, there can be no assurances that future impairments will not
occur. An adjustment to the carrying value of goodwill and intangibles could materially impact the consolidated results of
operations.

Self-Insurance Reserves

Self-insurance reserves are maintained relative to company-wide casualty insurance and health benefit programs. The level of
exposure from catastrophic events is limited by the purchase of stop-loss and aggregate liability reinsurance coverage. When
estimating the self-insurance liabilities and related reserves, management considers a number of factors, which include
historical claims experience, demographic factors, severity factors and valuations provided by independent third-party
actuaries. Management reviews its assumptions with its independent third-party actuaries to evaluate whether the self-
insurance reserves are adequate. If actual claims or adverse development of loss reserves occur and exceed these estimates,
additional reserves may be required. The estimation process contains uncertainty since management must use judgment to
estimate the ultimate cost that will be incurred to settle reported claims and unreported claims for incidents incurred but not
reported as of the balance sheet date. Reserves in the amount of $7.1 million and $3.9 million at December 31, 2009 and
2008, respectively, were established related to such insurance programs. The increase in the self-insurance reserves reflects
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changing our health benefit plan from fully insured to a self-insured plan effective January 1, 2009 and the addition of Carrier
Enterprise on July 1, 20009.

Income Taxes

Income taxes are accounted for under the asset and liability method. Under this method, deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial reporting basis and the tax basis
of assets and liabilities at enacted tax rates expected to be in effect when such amounts are recovered or settled. The use of
estimates by management is required to determine income tax expense, deferred tax assets and any related valuation
allowance and deferred tax liabilities. The valuation allowance is based on estimates of future taxable income by jurisdiction
in which the deferred tax assets will be recoverable. These estimates can be affected by a number of factors, including
possible tax audits or general economic conditions or competitive pressures that could affect future taxable income. Although
management believes that the estimates are reasonable, the deferred tax asset and any related valuation allowance will need to
be adjusted if management’s estimates of future taxable income differ from actual taxable income. An adjustment to the
deferred tax asset and any related valuation allowance could materially impact the consolidated results of operations. At
December 31, 2009 and 2008, there was no valuation allowance recorded.

Discontinued Operations

During June 2007, our Board of Directors approved and we executed an agreement to sell the stock of our non-core staffing
unit, Dunhill Staffing Systems, Inc. (“Dunhill”). The amounts related to this operation are presented as discontinued
operations in our consolidated statement of income and our consolidated statement of cash flows for 2007. See Note 13 to the
consolidated financial statements for further information.

Results of Operations

The following table summarizes information derived from the consolidated statements of income expressed as a percentage
of revenues for the years ended December 31, 2009, 2008 and 2007:

2009 2008 2007
REVENUES.......coiiiiiciiiieeee ettt r e et nne e nne e ene s 100.0% 100.0% 100.0%
COSE OF SAIES ... bbb bbbt 76.0 74.0 74.6
GOSS PIOTIE ...ttt bbb et bbbt anes 24.0 26.0 25.4
Selling, general and administrative EXPENSES .........cocierererenireeieee e 20.0 20.2 19.1
OPErAtiNG TNCOIME.....c.eiiiitiietiite ettt ekttt bbbt b e b s 4.0 58 6.3
INEEIEST EXPENSE, NEL... .o ittt ettt e e bbb senesbeenbeens 0.1 0.1 0.2
Income from continuing operations before iNCOME taXeS .........cccvvreriereinineseee 3.9 5.7 6.1
INCOME TAXES ...ttt bbb 13 2.1 2.3
Net income from continUING OPEFatioNS ........c.cceveiieiieieieeie e 2.6 3.6 3.8
Loss from discontinued operations, net of iNCOME taxes .........ccocevvverernienennienenisene - - 0.1
N L= T ot L= 2.6 3.6 3.7
Less: net income attributable to the noncontrolling interest 0.4 - -
Net income attributable to WatSCO, INC........cccovviiiiiiiccne s 2.2% 3.6% 3.7%

The following narratives include the results of operations for businesses acquired during 2009 and 2007. The operating
results of acquisitions have been included in the consolidated results beginning on their respective dates of acquisition. The
pro forma effect of these acquisitions, excluding Carrier Enterprise, was not deemed significant on either an individual or an
aggregate basis in the related acquisition year. There were no businesses acquired during 2008. In the following narratives,
computations and disclosure information referring to “same-store basis” exclude the effects of locations acquired or locations
opened or closed during the prior twelve months unless they are within close geographical proximity to existing locations.
Additionally, the following narratives include the results of operations of our continuing operations only and exclude the
results of our discontinued operation, Dunhill.
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2009 Compared to 2008

Revenues

Revenues in 2009 increased $301.6 million, or 18%, to $2,002 million, including a $595.6 million contribution from
locations acquired and opened during the prior 12 months, offset by $14.4 million from closed locations. On a same-store
basis, revenues declined $279.6 million, or 17%, over 2008 and reflected a decline of 11% in sales of HVAC equipment, a
24% decline in sales of other HVAC products and a 16% decline in sales of refrigeration products. Revenues were impacted
by lower demand experienced during the current economic conditions and lower pricing on certain commodity products that
are sensitive to changes in commodity prices (copper tubing, galvanized sheet metal and refrigerant). These commodity
products accounted for approximately $90.0 million of the same-store revenue decline and in aggregate represented 12% of
revenues on a same-store basis.

Gross Profit

Gross profit in 2009 increased $38.8 million, or 9%, to $480.8 million. Gross profit margin decreased 200 basis-points to
24.0% in 2009 from 26.0% in 2008, reflecting lower gross margins achieved by Carrier Enterprise. On a same-store basis,
gross profit margin declined 60 basis-points to 25.4% versus 26.0% in 2008. The decline of same-store gross profit margin is
primarily due to lower margins on certain commodity products that are sensitive to changes in commodity prices, a shift in
sales mix toward HVAC equipment, which generates a lower gross profit margin versus non-equipment products and
generally more competitive pricing conditions.

Selling, General and Administrative Expenses

Selling, general and administrative expenses in 2009 increased $56.4 million, or 16%, to $399.8 million. Selling, general and
administrative expenses as a percent of revenues decreased to 20.0% in 2009 from 20.2% in 2008. Selling, general and
administrative expenses include $4.8 million of transaction costs primarily associated with the closing and transition of
Carrier Enterprise in 2009. On a same-store basis, selling, general and administrative expenses were down 13% compared to
2008, primarily due to ongoing cost savings initiatives implemented in early 2008.

Operating Income

Operating income in 2009 decreased $17.5 million, or 18%, to $81.1 million. Operating margin decreased 180 basis-points to
4.0% in 2009 from 5.8% in 2008. On a same-store basis, operating margin declined 150 basis-points to 4.4% versus 5.9% in
2008.

Interest Expense, Net

Net interest expense in 2009 increased $0.7 million, or 35%, primarily as a result of the additional amortization of bank fees
(included in interest expense, net) related to the amendment of our existing revolving credit agreement required to
consummate the joint venture and the establishment of the Carrier Enterprise revolving credit agreement, partially offset by a
42% decrease in average outstanding borrowings as compared to 2008.

Income Taxes

Income taxes of $26.8 million consist of the income taxes attributable to Watsco's wholly-owned operations and 60% of
income taxes attributable to Carrier Enterprise, which is taxed as a partnership for income tax purposes. The effective income
tax rate attributable to Watsco, Inc. was 37.8% in 2009 versus 37.5% in 2008. The increase is primarily due to a higher state
effective tax rate associated with Carrier Enterprise. Our overall effective income tax rate was 34.2% in 2009 versus 37.5% in
2008.

Net Income Attributable to Watsco, Inc.

Net income attributable to Watsco decreased $17.1 million, or 28%, to $43.3 million. The decrease was primarily driven by
the lower gross profit margin and the higher levels of selling, general and administrative expenses discussed above.

2008 Compared to 2007

Revenues

Revenues in 2008 decreased $57.8 million, or 3%, to $1,700 million, including a $133.4 million contribution from locations
acquired and opened during the prior 12 months, offset by $13.6 million from closed locations. On a same-store basis,
revenues declined $177.6 million, or 10%, over 2007 and reflected a decline of 10% in sales of HVAC equipment, an 11%
decline in sales of other HVAC products and a 5% decline in sales of refrigeration products. Revenues in 2008 were
impacted by significantly lower demand in the new construction market.
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Gross Profit

Gross profit in 2008 decreased $5.0 million, or 1%, to $442.0 million. Gross profit margin improved 60 basis-points to 26.0%
in 2008 from 25.4% in 2007 and improved 70 basis-points on a same-store basis. The expansion of gross profit margin is
primarily due to increased sales of high-efficiency air conditioning systems, an improved sales mix to the repair and
replacement market and execution on gross profit margin enhancement initiatives.

Selling, General and Administrative Expenses

Selling, general and administrative expenses in 2008 increased $7.6 million, or 2%, to $343.4 million. Selling, general and
administrative expenses as a percent of revenues increased to 20.2% in 2008 from 19.1% in 2007 primarily as a result of
lower same-store revenues and the relative inefficiency of fixed operating costs following a decline in revenues. On a same-
store basis, including locations closed during 2008, selling, general and administrative expenses decreased 6% compared to
2007 primarily due to decreases in selling expenses related to our decreased revenues, other cost reductions and efficiency
initiatives including facility rationalization and headcount reductions and lower incentive-based compensation as a result of
our decreased revenues.

Operating Income

Operating income in 2008 decreased $12.5 million, or 11%, to $98.6 million. Operating margin decreased 50 basis-points to
5.8% in 2008 from 6.3% in 2007. On a same-store basis, operating margin declined 40 basis-points to 6.0% versus 6.4% in
2007.

Interest Expense, Net

Net interest expense in 2008 decreased $1.2 million, or 36%, compared to 2007, primarily due to a 24% decrease in average
outstanding borrowings and a lower effective interest rate.

Income Taxes
The effective tax rate was 37.5% in 2008 and 2007.

Net Income attributable to Watsco, Inc.

Net income attributable to Watsco, Inc. for 2008 decreased $5.2 million, or 8%, to $60.4 million. The decrease was primarily
a result of lower revenues.

Liquidity and Capital Resources

We assess our liquidity in terms of our ability to generate cash to execute our business strategy and fund operating and
investing activities, taking into consideration the seasonal demand of HVAC/R products, which peak in the months of May
through August. Significant factors that could affect our liquidity include the following:

cash flows generated from operating activities;

the adequacy of available bank lines of credit;

the ability to attract long-term capital with satisfactory terms;

acquisitions;

dividend payments;

the timing and extent of common stock repurchases; and

capital expenditures.

We rely on cash flows from operations and our lines of credit to fund seasonal working capital needs, financial commitments
and short-term liquidity needs, including funds necessary for business acquisitions. Disruptions in the capital and credit
markets, such as those that have been experienced during 2008 and 2009 could adversely affect our ability to draw on our
lines of credit. Our access to funds under the lines of credit is dependent on the ability of the banks to meet their funding
commitments. Disruptions in capital and credit markets have also affected the determination of interest rates for borrowers,
particularly rates based on LIBOR, as are our lines of credit. Continued disruptions in these markets and their effect on
interest rates could result in increased borrowing costs under our lines of credit. We believe that, at present, cash flows from
operations combined with those available under our lines of credit are sufficient to satisfy our current liquidity needs,
including our anticipated dividend payments and capital expenditures.

Cash Flows
The following table summarizes our cash flow activity for 2009 and 2008:
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2009 2008 Change
OPErating aCtIVITIES .....c.ceiiiiiiiieicic ettt bbb, $ 88.3 $ 1135 $ (252
INVESEING ACHIVIIES .....vevvievicieee ettt $ (155 $ (3.7) $ (11.8)
FINanCiNg ACHIVITIES .......c.ooviiiiriiiicrec e $ (56.1) $ (77.8) $ 21.7

Operating Activities

Cash flows provided by operating activities provides us with a significant source of liquidity. The decrease in net cash
provided by operating activities was principally attributable to lower reductions in inventories and lower net income in 2009
compared to 2008.

Investing Activities

The increase in net cash used in investing activities is primarily due to cash used to acquire businesses in 2009 for $9.8
million and an increase in capital expenditures of $1.9 million.

The final purchase price of Carrier Enterprise was subject to an adjustment of $7.2 million, of which $1.4 million was
payable to Carrier at December 31, 2009.

In August 2009, a capital contribution in the amount of $80.0 million was made to Carrier Enterprise pursuant to the
Purchase and Contribution Agreement. Our share of the contribution totaling $48.0 million was made as an additional
capital contribution to Carrier Enterprise in cash. Carrier’s share of the contribution totaling $32.0 million consisted of
inventory.

In August 2009, one of our subsidiaries acquired certain assets and assumed certain liabilities of a wholesale distributor of air
conditioning and heating products operating from six locations in Utah and serving over 500 customers. The purchase price
of the acquisition included a cash payment of $4.0 million.

The results of operations of these acquired locations have been included in the consolidated financial statements from their
respective dates of acquisition. The pro forma effect of the August 2009 acquisition was not deemed significant to the
consolidated financial statements.

Financing Activities

The decrease in net cash used in financing activities is primarily attributable to $26.8 million lower net debt repayments
under our revolving credit agreement, a $4.8 million increase in excess tax benefits resulting from share-based compensation
and $4.4 million higher net proceeds from issuances of common stock in 2009, partially offset by an increase of $7.7 million
in dividends paid, $6.7 million revolving credit agreements fees paid and $4.8 million distribution made to the noncontrolling
interest in 2009.

Working capital increased to $531.4 million at December 31, 2009 from $348.9 million at December 31, 2008 primarily due
to the 95 new locations added by Carrier Enterprise in July 2009, which added $236.3 million of working capital. Excluding
these new locations, working capital was $295.1 million.

Revolving Credit Agreements

We maintain a bank-syndicated, unsecured revolving credit agreement that provides for borrowings of up to $300.0 million.
Borrowings are used to fund seasonal working capital needs and for other general corporate purposes, including acquisitions,
dividends, stock repurchases and issuances of letters of credit. The credit facility matures in August 2012. At December 31,
2009 and 2008, $12.8 million and $20.0 million were outstanding under this revolving credit agreement, respectively.

On July 1, 2009, we amended our $300.0 million credit agreement to provide for the consummation of Carrier Enterprise. We
paid an amendment fee of $5.5 million, which is being amortized ratably through the maturity of the facility in August 2012.
All other significant terms and conditions remained the same, including capacity, pricing and covenant structure.

The revolving credit agreement contains customary affirmative and negative covenants including financial covenants with
respect to consolidated leverage and interest coverage ratios and limits capital expenditures, dividends and share repurchases
in addition to other restrictions. We believe we were in compliance with all covenants and financial ratios at December 31,
20009.

On July 1, 2009, Carrier Enterprise entered into a separate secured three-year $75.0 million revolving credit agreement with
three lenders. Borrowings under the credit facility will be used by Carrier Enterprise for general corporate purposes,
including working capital and permitted acquisitions. The credit facility is secured by substantially all tangible and intangible
assets of Carrier Enterprise. Carrier Enterprise paid $1.2 million of fees in connection with the credit agreement, which is
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being amortized ratably through the maturity of the facility in July 2012. As of December 31, 2009, $0.01 million was
outstanding under this credit facility.

The revolving credit agreement contains customary affirmative and negative covenants and warranties, including compliance
with a monthly borrowing base certificate with advance rates on accounts receivable and inventory, two financial covenants
with respect to Carrier Enterprise’s leverage and interest coverage ratios and limits the level of capital expenditures in
addition to other restrictions. We believe Carrier Enterprise was in compliance with all covenants and financial ratios at
December 31, 2009.

Contractual Obligations and Off-Balance Sheet Arrangements
As of December 31, 2009, our significant contractual obligations were as follows (in millions):

Payments due by Period

Contractual
Obligations 2010 2011 2012 2013 2014 Thereafter Total

Non-

cancelable

operating

lease

obligations $ 629 $ 479 $ 331 $ 245 $ 171 $ 27.2 $ 2127
Minimum

royalty

payments 1.0 1.0 — — — — 2.0
Other debt 0.2 0.1 0.1 — — 0.4 0.8

Total
Contractual
Obligations $ 641 $ 490 $ 332 $ 245 $ 171 $ 27.6 $ 2155

Commercial obligations outstanding at December 31, 2009 under the revolving credit agreements consist of borrowings
totaling $10.0 million and standby letters of credit totaling $3.8 million. Borrowings under the revolving credit agreements at
December 31, 2009 had revolving maturities of 30 days and letters of credit had varying terms expiring through August 2010.

Standby letters of credit are primarily used as collateral under self-insurance programs and are not expected to result in any
material losses or obligation as the obligations under the programs will be met in the ordinary course of business.
Accordingly, the estimated fair value of these instruments is zero at December 31, 2009. See Note 10 to the consolidated
financial statements for further information.

Company Share Repurchase Program

In September 1999, our Board of Directors authorized the repurchase, at management’s discretion, of 7.5 million shares of
common stock in the open market or via private transactions. Shares repurchased under the program are accounted for using
the cost method and result in a reduction of shareholders’ equity. Repurchases totaled 105,600 shares at a cost of $4.8 million
in 2008 and 231,100 shares at a cost of $9.4 million in 2007. No shares were repurchased in 2009. In aggregate, 6.4 million
shares of Common stock and Class B common stock have been repurchased at a cost of $114.4 million since the inception of
the program. The remaining 1.1 million shares authorized for repurchase are subject to certain restrictions included in our
revolving credit agreement.

Common Stock Dividends

Cash dividends per share of $1.89, $1.75 and $1.31 for Common stock and Class B common stock were paid in 2009, 2008
and 2007, respectively. In February 2010, the Board of Directors approved an increase to the quarterly cash dividend rate to
$0.52 per share from $0.48 per share of Common and Class B common stock beginning with the next regular scheduled
dividend declaration in April 2010. Future dividends and/or dividend rate increases will be at the sole discretion of the Board
of Directors and will depend upon such factors as profitability, financial condition, cash requirements, and restrictions under
our revolving credit agreement, future prospects and other factors deemed relevant by our Board of Directors.

Capital Resources

We believe we have adequate availability of capital from operations and our current credit facilities to fund working capital
requirements and support the development of our short-term and long-term operating strategies. As of December 31, 2009,
we had cash and cash equivalents on hand and additional borrowing capacity (subject to certain restrictions) under our
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revolving credit agreements to fund present operations and anticipated growth, including expansion in our current and
targeted market areas. Potential acquisitions are continually evaluated and discussions are conducted with a number of
acquisition candidates. Should suitable acquisition opportunities or working capital needs arise that would require additional
financing, we believe our financial position and earnings history provide a sufficient base for obtaining additional financing
resources at competitive rates and terms or gives us the ability to raise funds through the issuance of equity securities.

Quantitative and Qualitative Disclosures about Market Risk

The primary market risk exposure for Watsco is interest rate risk. The objective in managing the exposure to interest rate
changes is to limit the impact of interest rate changes on earnings and cash flows and to lower our overall borrowing costs.
To achieve this objective, interest rate swaps are used to manage net exposure to interest rate changes to our borrowings.
These swaps are entered into with financial institutions with investment grade credit ratings, thereby minimizing the risk of
credit losses. All items described are non-trading. See Notes 1 and 10 to the consolidated financial statements for further
information.

Interest rate swap agreements reduce the exposure to market risks from changing interest rates under our revolving credit
agreement. Under the swap agreements, we agree to exchange, at specified intervals, the difference between fixed and
variable interest amounts calculated by reference to a notional principal amount. Any differences paid or received on interest
rate swap agreements are recognized as adjustments to interest expense over the life of each swap, thereby adjusting the
effective interest rate on the underlying obligation. Financial instruments are not held for trading purposes. Derivatives used
for hedging purposes must be designated as, and effective as, a hedge of the identified risk exposure at the inception of the
contract. Accordingly, changes in the fair value of the derivative contract must be highly correlated with changes in the fair
value of the underlying hedged item at inception of the hedge and over the life of the hedge contract.

At December 31, 2009, one interest rate swap agreement was in effect with a notional amount of $10.0 million, to manage
the net exposure to interest rate changes related to $10.0 million of borrowings under our revolving credit agreement. The
swap agreement matures in October 2011 and exchanges the variable rate of 30-day LIBOR to a fixed interest rate of 5.07%.
The interest rate swap was effective as a cash flow hedge and no charge to earnings was required in 2009, 2008 and 2007.

We were party to an interest rate swap agreement with a notional amount of $10.0 million, which matured on October 31,
20009, that was designated as a cash flow hedge and effectively exchanged the variable rate of 30-day LIBOR to a fixed
interest rate of 5.04%. During 2009, 2008 and 2007, the hedging relationship was determined to be highly effective in
achieving offsetting changes in cash flows.

We were party to an interest rate swap agreement with a notional amount of $30.0 million, which matured on October 9,
2007, that was designated as a cash flow hedge and effectively exchanged the variable rate of 90-day LIBOR to a fixed
interest rate of 6.25%. During 2007, the hedging relationship was determined to be highly effective in achieving offsetting
changes in cash flows.

The negative fair value of the derivative financial instruments was $0.7 million and $1.3 million at December 31, 2009 and
2008, respectively, and is included, net of accrued interest, in deferred income taxes and other liabilities in the consolidated
balance sheets.

At December 31, 2009 and 2008, our exposure to interest rate changes was limited to variable rate lease payments which are
indexed to one month LIBOR. To assess our exposure to changes in interest rates, we performed a sensitivity analysis to
determine the impact to earnings associated with an immediate 100 basis-point fluctuation from one month LIBOR. Based on
the results of this simulation, as of December 31, 2009 and 2008, net income would decrease or increase by approximately
$.1 million on an annual basis if there were an immediate 100 basis-point increase or decrease, respectively, in one month
LIBOR. Disruptions in the capital and credit markets have also affected the determination of interest rates for LIBOR-based
borrowers. Disruptions in these markets and their affect on interest rates could result in increased borrowings than our
sensitivity analysis determined. This information constitutes a “forward-looking statement” and actual results may differ
significantly based on actual borrowings and interest rates.

Recent Accounting Pronouncements
Refer to Note 1 to the consolidated financial statements for a discussion of recent accounting pronouncements.

Information about Forward-Looking Statements

This Annual Report contains or incorporates by reference statements that are not historical in nature and that are intended to
be, and are hereby identified as, “forward-looking statements” as defined in the Private Securities Litigation Reform Act of
1995, including statements regarding, among other items, (i) economic conditions, (ii) business and acquisition strategies,
(iii) potential acquisitions, (iv) financing plans and (v) industry, demographic and other trends affecting our financial
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condition or results of operations. These forward-looking statements are based largely on management’s current expectations
and are subject to a number of risks, uncertainties and changes in circumstances, certain of which are beyond their control.

Actual results could differ materially from these forward-looking statements as a result of several factors, including:

e general economic conditions;

e competitive factors within the HVAC/R industry;

«  effects of supplier concentration;

e  fluctuations in certain commodity costs;

e consumer spending;

e consumer debt levels;

e new housing starts and completions;

e capital spending in the commercial construction market;
e access to liquidity needed for operations;

»  seasonal nature of product sales;

e weather conditions;

e insurance coverage risks;

»  federal, state and local regulations impacting our industry and products;
e prevailing interest rates; and

« the continued viability of our business strategy.

In light of these uncertainties, there can be no assurance that the forward-looking information contained herein will be
realized or, even if substantially realized, that the information will have the expected consequences to or effects on our
business or operations. A discussion of certain of these risks and uncertainties that could cause actual results to differ
materially from those predicted in such forward-looking statements is included in our 2009 Annual Report in the section
captioned “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” which section has
been incorporated in the Form 10-K by reference. Forward-looking statements speak only as of the date the statement was
made. We assume no obligation to update forward-looking information or the discussion of such risks and uncertainties to
reflect actual results, changes in assumptions or changes in other factors affecting forward-looking information.
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WATSCO, INC. AND SUBSIDIARIES
MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as such
term is defined in Exchange Act Rules 13a-15(f). Our internal control system was designed to provide reasonable assurance
to our management and Board of Directors regarding the reliability of financial reporting and the preparation and fair
presentation of our published consolidated financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems
determined to be effective may not prevent or detect misstatements and can provide only reasonable assurance with respect to
financial statement preparation and presentation. Also, projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

On July 1, 2009, we completed the formation of a joint venture, Carrier Enterprise, LLC (“Carrier Enterprise”). As permitted
by Securities and Exchange Commission guidance, the scope of our Section 404 evaluation for the fiscal year ended
December 31, 2009 does not include the internal controls over financial reporting of the 95 locations added by Carrier
Enterprise. Carrier Enterprise is included in our consolidated financial statements from the date the joint venture was formed
and represented approximately 43% of total consolidated assets at December 31, 2009 and approximately 29% of revenues
for the year ended December 31, 2009. From the acquisition date to December 31, 2009, the processes and systems of Carrier
Enterprise were discrete and did not significantly impact internal controls over financial reporting for our other consolidated
subsidiaries.

Under the supervision and with the participation of our management, including our Chief Executive Officer, Senior Vice
President and Chief Financial Officer, we conducted an assessment of the effectiveness of our internal control over financial
reporting as of December 31, 2009. The assessment was based on criteria established in the framework Internal Control —
Integrated Framework, issued by the Committee of Sponsoring Organizations (“COSQ”) of the Treadway Commission.
Based on this assessment under the COSO framework, our management concluded that our internal control over financial
reporting was effective as of December 31, 2009. The effectiveness of our internal control over financial reporting as of
December 31, 2009 has been audited by KPMG LLP, an independent registered public accounting firm, as stated in their
report that is included herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Watsco, Inc.:

We have audited Watsco, Inc. and subsidiaries’ (the Company) internal control over financial reporting as of December 31,
2009, based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Watsco, Inc.’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting,
included in the accompanying Management’s Report on Internal Control over Financial Reporting, appearing under Item 15.
Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audit also included
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2009, based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission.

The Company acquired Carrier Enterprise, LLC (“Carrier Enterprise”) during 2009, and management excluded from its
assessment of the effectiveness of the Company’s internal control over financial reporting as of December 31, 2009, Carrier
Enterprise’s internal control over financial reporting, which represented approximately 43% of the Company’s total
consolidated assets as of December 31, 2009 and approximately 29% of consolidated revenues for the year ended December
31, 2009, included in the consolidated financial statements of Watsco, Inc. and subsidiaries as of and for the year ended
December 31, 2009. Our audit of internal control over financial reporting of Watsco, Inc. and subsidiaries also excluded an
evaluation of the internal control over financial reporting of Carrier Enterprise.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheet of Watsco, Inc. and subsidiaries as of December 31, 2009, and the related consolidated
statements of income, cash flows, and shareholders’ equity for the year ended December 31, 2009, and our report dated
February 26, 2010 expressed an unqualified opinion on those consolidated financial statements.

/sl KPMG LLP

Miami, Florida
February 26, 2010
Certified Public Accountants
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Watsco, Inc.:

We have audited the accompanying consolidated balance sheet of Watsco, Inc. and subsidiaries (the “Company”) as of
December 31, 2009, and the related consolidated statements of income, cash flows, and shareholders’ equity for the year
ended December 31, 2009. These consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Watsco, Inc. and subsidiaries as of December 31, 2009, and the results of their operations and their cash flows for
the year ended December 31, 2009, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2009 the Company changed its
accounting and reporting for business combinations, noncontrolling interests, and earnings per share.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
Watsco, Inc.’s internal control over financial reporting as of December 31, 2009, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO0), and our report dated February 26, 2010 expressed an unqualified opinion on the effectiveness of the Company’s
internal control over financial reporting.

/s/ KPMG LLP

Miami, Florida
February 26, 2010
Certified Public Accountants
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Watsco, Inc.

We have audited the accompanying consolidated balance sheet of Watsco, Inc. (a Florida Corporation) and subsidiaries (the
“Company™) as of December 31, 2008, and the related consolidated statements of income, cash flows, and shareholders’
equity for each of the two years in the period ended December 31, 2008. These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Watsco, Inc. and subsidiaries as of December 31, 2008, and the results of their operations and their cash flows for
each of the two years in the period ended December 31, 2008 in conformity with accounting principles generally accepted in
the United States of America.

/sl GRANT THORNTON LLP

Miami, Florida
February 27, 2009 (except for earnings per share amounts as discussed in Note 1 - Accounting Changes - Earnings per Share,
as to which the date is February 26, 2010)
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WATSCO, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31,

(In thousands, except per share data) 2009 2008 2007
REVENUES ..ottt sttt sttt et sttt et ne e e ereneen $ 2,001,815 $ 1,700,237 $ 1,758,022
COSE OF SAIES.....ceeeiiitee ettt ettt 1,520,983 1,258,243 1,311,037
L] 0TSy o] o) 1 1 S 480,832 441,994 446,985
Selling, general and administrative eXPENSES ........ccccvrereireree e 399,772 343,386 335,831
(@] 0T LT a o T Lo (- P 81,060 98,608 111,154
INEErESt EXPENSE, NMET ...ttt 2,731 2,018 3,172
Income from continuing operations before iNCOME taxes.........cccvvervireiiieneieicnieeens 78,329 96,590 107,982
INCOMIE TXES ...ttt ettt bttt b e bbb e s e be et e e beesbeeneennesneas 26,756 36,221 40,493
Net income from continUING OPEratioNS.........ccuvveviireriririeise e 51,573 60,369 67,489
Loss from discontinued operations, net of income taxes (Note 13) — — (1,912)
INEE INCOIME .ttt bbbttt sttt bbbt be s 51,573 60,369 65,577
Less: net income attributable to the noncontrolling interest.............ccoovviviiiiinn (8,259) — —
Net income attributable to0 WatSCo, INC. ....ccovvveviriciiieeisseeseee e $ 43314 $ 60,369 $ 65,577

Basic earnings per share for Common and Class B common stock:
Net income from continuing operations attributable to Watsco, Inc.

SNATEROITEIS. ... .ottt $ 140 $ 214 3 241
Net loss from discontinued operations attributable to Watsco, Inc.

S 4= 010 ] [0 [T £ RSP — — (0.07)
Net income attributable to Watsco, Inc. shareholders............cccocovvevviviiicicnnnne. $ 140 $ 214 3 2.34

Diluted earnings per share for Common and Class B common stock:
Net income from continuing operations attributable to Watsco, Inc.

SNATENOIABTS. ...ttt sttt $ 140 $ 209 $ 2.34
Net loss from discontinued operations attributable to Watsco, Inc.

1 (=] 1] (0[S £ — — (0.07)
Net income attributable to Watsco, Inc. shareholders .............ccccccevvevviiiicnnienns $ 140 $ 209 % 2.27

See accompanying notes to consolidated financial statements.
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WATSCO, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

(In thousands, except share and per share data) 2009 2008
ASSETS
Current assets:
Cash and Cash EQUIVAIENTS. ........ccviiiieieee st be s nesre e e e e seenaesrennens $ 58,093 $ 41,444
ACCOUNTS TECEIVADIE, NEL .. viiiiiiiitie ettt ettt s b e e st e e s be e s abe e s beesabeesabeesabeesareesarens 266,284 151,317
LA a1 (o] =TRSO 410,078 250,914
OTNEE CUITENT ASSELS ... eeeiviiiitieeetie e iteeeett e e st e e et e e et eebe e e ebeesbesabeesabesasbessabessabesaabessabeesabeesabeesbeessbeeesseeesees 20,843 13,028
TOTAL CUITENE ASSBES ....eveiiteecte ettt ettt et rte et e st s te e s be e sbe e ebesaaeeaeeebe e ebeebeeabeesbeebbesbaesbeesbeesbesneesaeesbeesbeereenns 755,298 456,703
Property and EQUIPMENT, NEL........ciiiiiiiicieie ettt te e et e e et e te st e sbesteebeeseeneenee e entesrenrenrs 33,118 24,209
(€00 1T/1 | SRS R OSSO PRR SRR 303,257 219,810
INEANGIDIE BSSELS. ...t ettt bbbttt s et b e bbbt ae e bt et e n e ne e e b e e bt sbe b e e Reen b e e e nbenee b 58,566 10,658
(@] 1 g T=T g XYY £SO PRPOO 10,374 4,681

$ 1,160,613 $ 716,061

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Current portion of long-term obligatioNS ..........cociiiiiiii s $ 151 % 268

ACCOUNES PAYADIE ...ttt b e bbbt bt b et et e sb e e b e s beebe et e et eneenaenbe b e 145,825 63,850

Accrued expenses and other current liabilitiesS..........ccooviveieiii s 77,950 43,706
TOtal CUITENE HADIIITIES .....viviveiiiiece ettt sttt st bbb 223,926 107,824
Long-term obligations:

Borrowings under revolving Credit agreBMENTS ..........ooviieiiieiireeieeee et e 12,763 20,000

Other long-term obligations, net of CUITENt POFtION .........ccccveieieiiiie e 666 783
Total [oNg-term ODIIGALIONS ... .couiiiiiee e bbbttt see b b 13,429 20,783
Deferred income taxes and Other laDIITIES ..........ocviiiii e 28,450 16,794

Commitments and contingencies (Notes 10 and 12)
Watsco, Inc. shareholders’ equity:
Common stock, $0.50 par value, 60,000,000 shares authorized; 34,209,913 and 30,882,931 shares

issued in 2009 and 2008, reSPECHIVEIY .........ciiiriiiiicee e 17,105 15,442
Class B common stock, $0.50 par value, 10,000,000 shares authorized; 4,299,644 and 3,813,620
shares issued in 2009 and 2008, reSPECLIVEIY ..........ccoviiiiirieiii et 2,150 1,907
Preferred stock, $0.50 par value, 10,000,000 shares authorized; no shares issued .............c.ccocervevenas - -
T To R a0 o - | SRS 461,563 282,636
Accumulated other comprehensive 10SS, NEt OF tAX.........ccoeiiiiiiiiiirce e (821) (1,125)
RETAINEA BAIMINGS ... ettt ettt bbb e bt s e e e b e se e b e sbe bt e be e bt es e e e et e sbesbenee e 372,454 386,225
Treasury stock, at cost, 6,370,913 shares of Common and Class B common stock in 2009 and
2008 ettt R R Rt (114,425)  (114,425)
Total Watsco, Inc. shareholders’ equity 738,026 570,660
NONCONTFOTING TNTEIEST ... .ottt st st e reer e sbesneer e e e beneesrenns 156,782 -
Total ShAareOIAErS™ EOUILY ..o.vvivvieeiciee et re e e neene e e e e seenrenre e 894,808 570,660

$ 1,160,613 $ 716,061

See accompanying notes to consolidated financial statements.
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WATSCO, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Common Stock, Common Stock,

Class B Class B Accumulated
Common Stock Common Stock Other
and Preferred  and Preferred Paid-In  Comprehensive Retained Treasury Noncontrolling
(In thousands, except share and per share data) Stock Shares Stock Amount Capital Loss Earnings Stock Interest Total

Balance at December 31, 2006 27,832,831 $16,934 $253,422 $(126)  $346,375 $(100,219) — $516,386
Net income 65,577 65,577
Changes in unrealized gains and

losses on available-for-sale

securities and derivative

instruments, net of income taxes (305) (305)
Comprehensive income 65,272
Retirement of common stock (17,291) 9) (893) (902)
Common stock contribution to 401(k)

plan 27,111 14 1,265 1,279
Stock issuances from exercise of stock

options and employee stock

purchase plan 268,652 133 4,488 4,621
Excess tax benefit from share-based

compensation 3,462 3,462
Issuances of non-vested (restricted)

shares of common stock 91,255 46 (46) —
Forfeitures of non-vested (restricted)

shares of common stock (1,988) Q) 1 —
Share-based compensation 5,970 5,970
Cash dividends declared on Common

and Class B common stock, $1.31

per share (36,745) (36,745)
Purchase of treasury stock (231,100) (9,386) (9,386)
Balance at December 31, 2007 27,969,470 17,117 267,669 (431) 375,207  (109,605) — 549,957
Net income 60,369 60,369
Changes in unrealized gains and

losses on available-for-sale

securities and derivative

instruments, net of income taxes (694) (694)
Comprehensive income 59,675
Retirement of common stock (261,014) (131)  (9,798) (9,929)
Common stock contribution to 401(k)

plan 33,986 17 1,232 1,249
Stock issuances from exercise of stock

options and employee stock

purchase plan 643,796 323 12,344 12,667
Excess tax benefit from share-based

compensation 4,758 4,758
Issuances of non-vested (restricted)

shares of common stock 45,000 23 (23) —
Share-based compensation 6,454 6,454
Cash dividends declared on Common

and Class B common stock, $1.75

per share (49,351) (49,351)
Purchase of treasury stock (105,600) (4,820) (4,820)
Balance at December 31, 2008 28,325,638 17,349 282,636 (1,125) 386,225 (114,425) — 570,660

Continued on next page.
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(In thousands, except share and per share data)
Balance at December 31, 2008
Net income
Changes in unrealized gains and
losses on available-for-sale
securities and derivative
instruments, net of income taxes

Comprehensive income

Retirement of common stock

Common stock contribution to 401(k)
plan

Stock issuances from exercise of stock
options and employee stock
purchase plan

Excess tax benefit from share-based
compensation

Issuances of non-vested (restricted)
shares of common stock

Forfeitures of non-vested (restricted)
shares of common stock

Share-based compensation

Cash dividends declared on Common
and Class B common stock, $1.89
per share

Common and Class B common stock
issued for joint venture

Fair value increment over carrying
value of locations contributed to
joint venture

Fair value of noncontrolling interest

Share of carrying value of our
locations contributed to joint
venture

Non-cash capital contribution of
inventory by noncontrolling
interest

Distribution to noncontrolling interest

Balance at December 31, 2009

Common Stock,
Class B

Common Stock,

Class B Accumulated

Common Stock  Common Stock Other
and Preferred  and Preferred Paid-In  Comprehensive Retained Treasury Noncontrolling
Stock Shares Stock Amount Capital Loss Earnings Stock Interest Total
28,325,638 17,349 282,636 (1,125) 386,225 (114,425) — 570,660
43,314 8,259 51,573
304 304
51,877
(206,029) (103)  (9,335) (9,438)
33,779 17 1,280 1,297
823,320 412 11,885 12,297
9,589 9,589
86,635 43 (43) —
(5,168) (3) 3 —
5,264 5,264
(57,085) (57,085)
3,080,469 1,540 149,516 151,056
10,768 10,768
108,883 108,883
12,448 12,448
32,000 32,000
(4,808)  (4,808)
32,138,644 $19,255 $461,563 $(821)  $372,454 $(114,425)  $156,782 $894,808

See accompanying notes to consolidated financial statements.
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WATSCO, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

(In thousands) 2009 2008 2007
Cash flows from operating activities:
NN LT T 0 o T TSRS $ 51573 $ 60,369 $ 65577
Loss from discontinued operations, net of INCOME TAXES.......cveierireierire e — — 1,912
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amOrtiZatiON ..........ccceieiieiieriiie e e e e e re e e 8,533 7,071 6,420
Share-based COMPENSALION ........cviiiiiiiie et see s 5,264 6,454 5,970
Provision for doubtful CCOUNTS .........cviiiiie e 5,934 3,816 3,086
Gain on sale of property and eQUIPMENT .......ccveieiirie e 47) (170) (23)
Gain on sale of available-for-sale SECUMLIES .......ccovciiiiiiiic e — — (1,299)
Deferred iNCOME taX PrOVISION.........cvcviieieieieie et re e e seesr et sresresne e 1,972 447 4,117
Non-cash contribution for 401(K) PIan........cceoeeierierie i 1,297 1,249 1,279
Excess tax benefits from share-based COMPENSAtioN ..o (9,589) (4,758) (3,462)
Changes in operating assets and liabilities, net of effects of acquisitions:
ACCOUNES TECRIVADIE ..ot 67,243 23,416 23,519
TNV a1 (o =T TR 1,204 37,153 46,416
Accounts payable and other Habilities ...........coviiiiiiiiics s (46,386) (23,020) (48,390)
L@ 11T S0 OO OO PRTPOURTPSRPRPIIN 1,289 1,446 1,649
Net cash provided by operating activities of continuing Operations..........ccccceeevevevienieniesnseseennas 88,287 113,473 106,771
Net cash provided by operating activities of discontinued Operations.............ccocveevevererieiesiennnnnns — — 1,227
Net cash provided by operating aCtiVIti€S.........ccviiviviicierce e 88,287 113,473 107,998
Cash flows from investing activities:
Business acquisitions, net of cash aCqUIred ..........ccoceviieniiiieiiicieccce e (9,840) 76 (108,972)
Capital EXPENAITUIES.....vcvieiee st e et reste e e eneesee e e eesresresrennens (5,912) (3,973) (6,071)
Purchases of available-for-sale SECUFILIES ..........ccoi i — — (5,240)
Proceeds from sale of discontinued OPerations............ccccevevereiesesesie e — — 3,342
Proceeds from sale of available-for-sale SECUNItIES ...........covvviiiiiciiiiii et — — 8,551
Proceeds from sale of property and eqUIPMENT............cooeiiiiiiiie i 249 226 428
Net cash used in investing activities of continuing OPerations............ccoceovrereinensienense e (15,503) (3,671)  (107,962)
Net cash used in investing activities of discontinued Operations............ccocevceririerinieicis s — — (38)
Net cash used in INVESEING GCHIVITIES .........ccviiiiiiiieire e (15,503) (3,671)  (108,000)

Cash flows from financing activities:

Dividends on Common and Class B cOmMMON StOCK ...........ccooeiiiriininiirenecceee (57,085) (49,351) (36,745)
Net (repayments) proceeds under revolving credit agreements ...........occocvveeeeieeienesenenienn (7,237) (34,000) 24,000
Payment of fees related to revolving credit agreements .......coceveverevesesese e (6,695) — (476)
Distribution to NONCONtrolliNg INTEIESE..........coiiiiiiie e (4,808) — —
Net (repayments) proceeds from other long-term obligations ............ccccccvvevviiviiecircceicnnn, (234) (266) 81
PUrchase Of traSUNY SEOCK .......cccviiiiiieieiciese sttt — (4,820) (9,386)
Repayment Of [0NG-TEIM NOTES .......c.eiiiiieiie e e — — (10,000)
Excess tax benefits from share-based COMPENSAtioN .........ccccccoeieieiiie s 9,589 4,758 3,462
Net proceeds from issuances of CoOMMON StOCK .........cccovviiiieiiiiienee e 10,335 5,916 4,131
Net cash used in fiNANCING ACHIVITIES ......cvivieieiie e nne (56,135) (77,763) (24,933)
Net increase (decrease) in cash and cash eqUIVAIENTS..........ccoiiiiiiiiiiiei e 16,649 32,039 (24,935)
Cash and cash equivalents at beginning Of YEar ... 41,444 9,405 34,340
Cash and cash equivalents at eNd OF YEAI ...........coccvieiiiiececeeeec e $ 58093 $ 41444 $ 9,405

Supplemental cash flow information (Note 15)

See accompanying notes to consolidated financial statements.
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WATSCO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except share and per share data)

1. Summary of Significant Accounting Policies
Nature of Operations

Watsco, Inc. and its subsidiaries (collectively, “Watsco,” which may be referred to as we, us or our) is the largest distributor
of air conditioning, heating and refrigeration equipment and related parts and supplies (“HVAC/R”) in the HYAC/R
distribution industry. Since 1989, our HVAC/R distribution revenues have increased from approximately $64,000 to
$2,001,815 in 2009. On July 1, 2009, we completed the formation of a joint venture with Carrier Corporation (“Carrier”), a
unit of United Technologies Corporation, to distribute Carrier, Bryant and Payne products throughout the U.S. Sunbelt, Latin
America and the Caribbean (see Note 7). In the formation of the joint venture, Carrier Enterprise, LLC (“Carrier Enterprise”),
Carrier contributed 95 locations in the U.S. Sunbelt and Puerto Rico and the export division located in Miami, Florida and we
contributed 15 locations. Of our existing network, the newly formed joint venture, Carrier Enterprise, represents 110
locations in 20 states and Puerto Rico and serves over 19,000 air conditioning and heating contractors. Including Carrier
Enterprise, at December 31, 2009 we operated from 505 locations in 36 states.

Financial Statement Presentation
On July 19, 2007, we divested of our non-core staffing unit (see Note 13).

Basis of Consolidation

The consolidated financial statements include the accounts of Watsco and all of its wholly-owned subsidiaries and effective
July 1, 2009, includes our 60% controlling interest in Carrier Enterprise (see Note 7). All significant intercompany balances
and transactions have been eliminated.

Reclassifications

Certain reclassifications of prior year amounts have been made to conform to the 2009 presentation. These reclassifications
had no effect on net income or earnings per share as previously reported.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting principles
(“GAAP”) requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts
of revenues and expenses during the reporting period. Significant estimates include valuation reserves for accounts
receivable, inventory and income taxes, reserves related to self-insurance programs and valuation of goodwill and indefinite
lived intangible assets. Actual results could differ from those estimates.

Accounting Changes
Business Combinations

In December 2007, the Financial Accounting Standards Board (“FASB”) revised the accounting guidance for recognizing
and measuring assets acquired and liabilities assumed in a business combination and require, among other things, that
transaction costs in a business combination be expensed as incurred. This guidance was effective for business combinations
closing after January 1, 2009. See Note 7 for information on acquisitions.

Noncontrolling Interests

In December 2007, the FASB issued accounting guidance which clarified that a noncontrolling interest in a subsidiary should
be reported as equity in the consolidated financial statements. This guidance affected our consolidated financial statements
beginning July, 1, 2009, as a result of the formation of Carrier Enterprise on this date. See Note 7.

Earnings per Share

In June 2008, the FASB issued earnings per share guidance stating that non-vested share-based payment awards that contain
non-forfeitable rights to dividends are considered participating securities and should be included in the computation of
earnings per share pursuant to the two-class method. We adopted the provisions of this accounting guidance effective January
1, 2009 and computed earnings per share using the two-class method for all periods presented. See Note 1, “Earnings per
Share.” The two-class method of computing earnings per share based on the new accounting guidance reduced diluted
earnings per share for our Common and Class B common stock by the following amounts:
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Years Ended December 31, 2009 2008 2007
Diluted earnings per share for Common and Class B common stock
excluding effect of the participating SECUrities .........cccoccoevveveeenaae $ 146 $ 218 $ 236
Less: effect of the participating SECUrties..........ccoeevvveieveieeeecieeee, $ 0.06 $ 0.09 $ 0.09
Diluted earnings per share for Common and Class B common stock as
AQJUSTE ...ttt $ 140 $ 209 $ 227

Cash Equivalents
All highly liquid instruments purchased with original maturities of three months or less are considered to be cash equivalents.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable primarily consists of trade receivables due from customers. Our customers are primarily independent
contractors and dealers who service the replacement and new construction markets for residential and light commercial
central air conditioning, heating and refrigeration systems. We routinely grant credit to customers to facilitate revenue growth
and maintain branch locations for product sales and distribution. When determining whether to grant or increase credit,
management considers a number of factors, which include creditworthiness, customer payment history and historical
experience with the customer and other information. Consistent with industry practices, we normally require payment from
our customers within 30 to 45 days. We record our trade receivables at the invoiced amount less an allowance for doubtful
accounts. An allowance for doubtful accounts is maintained for estimated losses resulting from the inability of customers to
make required payments. When preparing these estimates, we consider a number of factors, including the aging of a
customer’s account, past transactions with customers, creditworthiness of specific customers, historical trends and other
information. We typically do not require our customers to provide collateral. Accounts receivable reserve policies are
reviewed periodically, reflecting current risks, trends and changes in industry conditions. The past due status of an account is
determined based on stated payment terms. Upon determination that an account is uncollectible, we write off the receivable
balance. At December 31, 2009 and 2008, the allowance for doubtful accounts totaled $10,942 and $3,941, respectively.
Although we believe the allowance is sufficient, a continuing declining economic condition could lead to further
deterioration in the financial condition of our customers, resulting in an impairment of their ability to make payments and
additional allowances may be required.

Inventories

Inventories consist of air conditioning, heating and refrigeration equipment and related parts and supplies and are valued at
the lower of cost or market using a weighted-average cost basis and the first-in, first-out method. As part of the valuation
process, inventory reserves are established to state excess, slow-moving and damaged inventories at their estimated net
realizable value. Inventory reserve policies are reviewed periodically, reflecting current risks, trends and changes in industry
conditions. A reserve for estimated inventory shrinkage is also maintained to consider inventory shortages determined from
cycle counts and physical inventories.

Vendor Rebates

We have arrangements with several vendors that provide rebates payable to us when we achieve any of a number of
measures, generally related to the volume level of purchases. We account for such rebates as a reduction of inventory until
we sell the product, at which time such rebates are reflected as a reduction of cost of sales in our consolidated statements of
income. Throughout the year, we estimate the amount of the rebate based on our estimate of purchases to date relative to the
purchase levels that mark our progress toward earning the rebates. We continually revise these estimates of earned vendor
rebates based on actual purchase levels. At December 31, 2009 and 2008, we have $5,019 and $4,416, respectively, of
rebates recorded as a reduction of inventory. Substantially all vendor rebate receivables are collected within three months
immediately following the end of the year.

Marketable Securities

Investments in marketable equity securities of $104 and $279 at December 31, 2009 and 2008, respectively, are included in
other assets in our consolidated balance sheets and are classified as available-for-sale. These equity securities are recorded at
market using the specific identification method with unrealized holding losses, net of deferred taxes, reported in accumulated
other comprehensive loss (“OCL”) within shareholders’ equity. Dividend and interest income are recognized in the statement
of income when earned. At December 31, 2009 and 2008, $389 and $347 of unrealized losses, net of deferred tax benefits of
$237 and $208, respectively, was included in accumulated OCL.



EXHIBIT | - ANNUAL REPORT ON FORM 10-K
EXHIBIT 13 - FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation and amortization of
property and equipment is computed using the straight-line method. Buildings and improvements are depreciated or
amortized over estimated useful lives ranging from 3-40 years. Leasehold improvements are amortized over the shorter of the
respective lease terms or estimated useful lives. Estimated useful lives for other depreciable assets range from 3-7 years.
Depreciation and amortization expense related to property and equipment amounted to $7,342, $6,612 and $6,196 for the
years ended December 31, 2009, 2008 and 2007, respectively.

Goodwill and Intangible Assets

Goodwill is recorded when the purchase price paid for an acquisition exceeds the fair value of the net identified tangible and
intangible assets acquired. We perform an impairment review on an annual basis, or more frequently if indicators of potential
impairment exist, to determine if the carrying value of the recorded goodwill is impaired. The impairment review process
compares the fair value of the reporting unit in which goodwill resides to its carrying value. If the fair value of the reporting
unit is less than its carrying value, an impairment loss is recorded to the extent that the fair value of goodwill within the
reporting unit is less than its carrying value. See Note 8 for further information on goodwill.

Intangible assets primarily consist of the value of trade names and trademarks, distributor agreements, customer relationships
and non-compete agreements. Indefinite lived intangibles not subject to amortization are assessed for impairment at least
annually, or more frequently if events or changes in circumstances indicate they may be impaired, by comparing the fair
value of the intangible asset to its carrying amount to determine if a write-down to fair value is required. Finite lived
intangible assets are amortized using the straight-line method over their respective estimated useful lives. See Note 8 for
further information on intangible assets.

Impairment of Long-Lived Assets Other than Goodwill

Long-lived assets, including intangible assets with finite lives, are tested for recoverability when events or changes in
circumstances indicate that the carrying amount of assets may not be recoverable. Recoverability is evaluated by determining
whether the amortization of the balance over its remaining life can be recovered through undiscounted future operating cash
flows. The amount of impairment if any, is measured based on projected discounted cash flows using a discount rate
reflecting the average cost of funds and compared to the asset’s carrying value. As of December 31, 2009, there were no such
events or circumstances.

Fair Value Measurements

We carry various assets and liabilities at fair value in the consolidated balance sheets. Beginning in 2008, we applied new
accounting guidance that defined fair value as an exit price, representing the amount that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants at the measurement date. As such, fair value
is a market-based measurement that should be determined based on assumptions that market participants would use in pricing
an asset or liability. Fair value measurements under the accounting guidance are classified based on the following fair value
hierarchy:

Level 1  Quoted prices in active markets for identical assets or liabilities. An active market for an asset or liability is a
market in which transactions for the asset or liability occur with sufficient frequency and volume to provide
pricing information on an ongoing basis.

Level 2  Observable inputs other than Level 1 prices such as quoted prices in active markets for similar assets or liabilities;
quoted prices in markets that are not active; or model-driven valuations or other inputs that are observable or can
be corroborated by observable market data for substantially the full term of the assets or liabilities.

Level 3  Unobservable inputs for the asset or liability. These inputs reflect our own assumptions about the assumptions a
market participant would use in pricing the asset or liability.

Revenue Recognition

Revenue primarily consists of sales of air conditioning, heating and refrigeration equipment and related parts and supplies
and is recorded when shipment of products or delivery of services has occurred. Assessment of collection is based on a
number of factors, including past transactions, creditworthiness of customers, historical trends and other information.
Substantially all customer returns relate to products that are returned under warranty obligations underwritten by
manufacturers, effectively mitigating our risk of loss for customer returns. Taxes collected from our customers and remitted
to governmental authorities are presented in our consolidated statements of income on a net basis.
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Advertising Costs

Advertising costs are expensed as incurred. Advertising expense amounted to $12,106, $5,841 and $6,314 for the years ended
December 31, 2009, 2008 and 2007, respectively.

Shipping and Handling

Shipping and handling costs associated with inbound freight are capitalized to inventories and relieved through cost of sales
as inventories are sold. Shipping and handling costs associated with the delivery of products is included in selling, general
and administrative expenses. Shipping and handling costs included in selling, general and administrative expenses amounted
to $14,829, $6,444 and $6,747 for the years ended December 31, 2009, 2008 and 2007, respectively.

Share-Based Compensation

The fair value of stock option and non-vested (restricted) stock awards are expensed on a straight-line basis over the vesting
period of the awards. Share-based compensation expense is included in selling, general and administrative expenses in our
consolidated statements of income. Cash flows from the tax benefits resulting from tax deductions in excess of the
compensation expense recognized for those options are classified as financing cash flows. Tax benefits resulting from tax
deductions in excess of share-based compensation expense recognized are credited to paid-in capital in the consolidated
balance sheets. See Note 6 for further information on share-based compensation.

Income Taxes

We record federal and state income taxes currently payable, as well as deferred taxes due to temporary differences between
reporting income and expenses for financial statement purposes versus tax purposes. Deferred tax assets and liabilities reflect
the temporary differences between the financial statement and income tax bases of assets and liabilities. Deferred tax assets
and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect of a change in tax rates is recognized as income or expense in
the period that includes the enactment date. Watsco and its eligible subsidiaries file a consolidated United States federal
income tax return. As income tax returns are generally not filed until well after the closing process for the December 31
financial statements is complete, the amounts recorded at December 31 reflect estimates of what the final amounts will be
when the actual income tax returns are filed for that calendar year. In addition, estimates are often required with respect to,
among other things, the appropriate state income tax rates to use in the various states that Watsco and its subsidiaries are
required to file, the potential utilization of operating loss carryforwards and valuation allowances required, if any, for tax
assets that may not be realizable in the future.

We recognize the financial statement benefit of a tax position only after determining that the relevant tax authority would
more likely than not sustain the position following an audit. For tax positions meeting the “more-likely-than-not” threshold,
the amount recognized in the financial statements is the largest benefit that has a greater than 50% likelihood of being
realized upon ultimate settlement with the relevant tax authority.

Earnings per Share

Earnings per share is computed using the two-class method. The two-class method of computing earnings per share is an
earnings allocation formula that determines earnings per share for common stock and any participating securities according to
dividends declared (whether paid or unpaid) and participation rights in undistributed earnings. Our non-vested (restricted)
stock are considered participating securities since the share-based awards contain a non-forfeitable right to dividends
irrespective of whether the awards ultimately vest. Under the two-class method, earnings per common share for our Common
and Class B common stock is computed by dividing the sum of distributed earnings to common shareholders and
undistributed earnings allocated to common shareholders by the weighted-average number of shares of Common stock and
Class B common stock outstanding for the period. In applying the two-class method, undistributed earnings are allocated to
Common stock, Class B common stock and participating securities based on the weighted-average shares outstanding during
the period.

Diluted earnings per share for our Common stock assumes the conversion of all of our Class B common stock (2,844,935,
2,435,546 and 2,343,613 shares as of December 31, 2009, 2008 and 2007, respectively) into Common stock as of the
beginning of the period and adjusts for the dilutive effects of outstanding stock options using the treasury stock method.

The following table presents the calculation of basic and diluted earnings per common share for our Common and Class B
common stock:



EXHIBIT | - ANNUAL REPORT ON FORM 10-K
EXHIBIT 13 - FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Years Ended December 31, 2009 2008 2007
Basic Earnings per Share:
Net income attributable to Watsco, Inc. shareholders............ccccovvviniiinnns $ 43314 $ 60,369 $ 65577
Less: distributed and undistributed earnings allocated to non-vested
(restricted) common stock 3,320 3,809 4,011
Earnings allocated to Watsco, Inc. shareholders $ 39,994 $ 56,560 $ 61,566

Allocation of earnings for Basic:
(0011011410 g 1) (0 ]o] -GPSR $ 36,005 $ 51,353 $ 56,079
Class B COMMON SEOCK ......ceeiviiirieriiieitieitee it ere e sreere e sveesveeas 3,989 5,207 5,487

$ 39,994 $ 56,560 $ 61,566

Diluted Earnings per Share:

Net income attributable to Watsco, Inc. shareholders............c.ccoveeveiiiiininnns $ 43,314 $ 60,369 $ 65577
Less: distributed and undistributed earnings allocated to non-vested

(restricted) common stock 3,320 3,796 3,959
Earnings allocated to Watsco, Inc. shareholders $ 39,994 $ 56,573 $ 61,618

Years Ended December 31, 2009 2008 2007

Weighted-average Common and Class B common shares outstanding for

BASIC..veviteie sttt 28,521,437 26,453,167 26,296,555
Effect of dilutive StOCK OPLIONS.........ccccvveiicieiccre e - 568,560 842,063
Weighted-average Common and Class B common shares outstanding for

[ ] 0] T OO PPSPPPRRN 28,521,437 27,021,727 27,138,618

For the year ended December 31, 2009, no potential shares related to stock options were included in the calculation of diluted
earnings per share because it would result in an anti-dilutive effect on diluted earnings per share. Accordingly, we excluded
from the diluted earnings per share calculation 298,162 diluted shares related to stock options that were outstanding at
December 31, 2009.

Diluted earnings per share excluded 261,015 and 219,640 shares for the years ended December 31, 2008 and 2007,
respectively, related to stock options with an exercise price per share greater than the average market value, resulting in an
anti-dilutive effect on diluted earnings per share.

Derivative Instruments

All derivatives, whether designated in hedging relationships or not, are required to be recorded on the balance sheet at fair
value. If the derivative is designated as a fair value hedge, the changes in the fair value of the derivative and of the hedged
item attributable to the hedged risk are recognized in earnings. If the derivative is designated as a cash flow hedge, the
effective portions of changes in the fair value of the derivative are recorded in OCL and are recognized in the income
statement when the hedged item affects earnings. Ineffective portions of changes in the fair value of cash flow hedges are
recognized in earnings. See Note 10 for further information regarding hedging activities.

Comprehensive Income

Comprehensive income consists of net income and changes in the unrealized losses (gains) on available-for-sale securities
and the effective portion of cash flow hedges as further discussed in Note 10. The components of comprehensive income are
as follows:
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Years Ended December 31, 2009 2008 2007
Net income $51,573 $60,369 $65,577
Changes in unrealized gains (losses) on derivative instruments, net of income tax

expense (benefit) of $205, $(248) and $(137), respectively 346 (411) (230)
Changes in unrealized (losses) gains on available-for-sale securities, net of income
tax (benefit) expense of $(29), $(170) and $218, respectively (42) (283) 361

Reclassification adjustment for securities gains and losses on a derivative instrument
realized in net income, net of income tax expense of $0, $0 and $262,

respectively — — (436)
Comprehensive income 51,877 59,675 65,272
Less: comprehensive income attributable to the noncontrolling interest 8,259 — —
Comprehensive income attributable to Watsco, Inc. $43,618 $59,675 $65,272

Recently Adopted Accounting Standards

Fair Value Measurements

On January 1, 2009, we adopted accounting guidance issued by the FASB which had previously deferred the effective date of
fair value measurements for all nonfinancial assets and nonfinancial liabilities, except for items that are recognized or
disclosed in financial statements at fair value on a recurring basis (at least annually). The adoption of this guidance did not
have a material impact on our consolidated financial statements. See Note 11 for information on fair value measurements.

Effective June 30, 2009, we adopted accounting guidance issued by the FASB that provides additional guidance on factors to
consider in estimating fair value when there has been a significant decrease in market activity for a financial asset. The
adoption of this guidance did not have a material impact on our consolidated financial statements.

Effective June 30, 2009, we adopted guidance amended by the FASB that requires fair value disclosures in interim financial
statements in order to provide more timely information about the effects of current market conditions on financial
instruments. The adoption of this guidance did not have an impact on our consolidated financial statements.

Other-Than-Temporary Impairments

Effective June 30, 2009, we adopted accounting guidance issued by the FASB that changed the method for determining
whether an other-than-temporary impairment exists for debt securities and the amount of the impairment to be recorded in
earnings. The adoption of this guidance did not have a material impact on our consolidated financial statements.

Disclosures about Derivative Instruments and Hedging Activities

On January 1, 2009, we adopted a new accounting standard issued by the FASB which requires enhanced disclosures about
an entity’s derivative and hedging activities. The adoption of this guidance did not change our accounting for derivative
instruments and did not have a material impact on our consolidated financial statements. See Note 10 for information on
derivative instruments.

Subsequent Events

Effective June 30, 2009, we adopted a new accounting standard issued by the FASB which provides guidance on
management’s assessment of subsequent events and incorporates this guidance into accounting literature. We have evaluated
subsequent events that require recognition and disclosure through February 26, 2010, the date our consolidated financial
statements were issued. See Note 16 for information on subsequent events.

FASB Accounting Standards Codification

Effective September 30, 2009, we adopted authoritative guidance issued by the FASB codifying U.S. GAAP. While the
guidance was not intended to change U.S. GAAP, it did change the way we reference these accounting principles in the notes
to the consolidated financial statements. This guidance was effective for interim and annual reporting periods ending after
September 15, 2009. The adoption of this authoritative guidance changed how we reference U.S. GAAP in our disclosures.

Recently Issued Accounting Standards

Transfers of Financial Assets

In June 2009, the FASB issued accounting guidance which addresses the accounting and disclosure requirements for transfers
of financial assets. The guidance is effective for new transfers of financial assets occurring in fiscal years beginning after
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November 15, 2009, and interim periods within those years. We will adopt this guidance beginning January 1, 2010 and do
not expect a material impact on our consolidated financial statements.

Variable Interest Entities

In June 2009, the FASB issued accounting guidance that amends the consolidation principles for variable interest entities
(*VIEs™) by requiring consolidation of VIEs based on which party has control of the entity. The guidance is effective for
financial statements issued for fiscal years beginning after November 15, 2009, and interim periods within those years. We
will adopt this guidance beginning January 1, 2010 and do not expect a material impact on our consolidated financial
statements.

2. Supplier Concentration

We have six key suppliers of HVAC/R equipment products. Purchases from these six suppliers comprised 66%, 48% and
48% of all purchases made in 2009, 2008 and 2007, respectively; with the largest supplier, Carrier and its affiliates,
accounting for 41%, 16% and 17% of all purchases made in each of the years ended December 31, 2009, 2008 and 2007. Any
significant interruption by Carrier or the other suppliers in the delivery of products could impair our ability to maintain
current inventory levels or a termination of a distribution agreement could disrupt the operations of certain subsidiaries and
could materially impact our consolidated results of operations and consolidated financial position. See Note 14 for further
information regarding related party transactions.

3. Property and Equipment
Property and equipment, net, consists of:

December 31, 2009 2008
o o OO SO S ST SOP P PPOTRO $ 1,520 $ 1,106
Buildings and iMPIrOVEMENTS .........oieiiirieiierieesie sttt eb e 36,840 24,211
Machinery, vehicles and eqQUIPMENT ..o 47,671 31,713
FUINITUIE @GN0 FIXTUTES ....viiieee ettt ettt st s abe e are e sabe e sate e sabe e saee e e 12,434 14,512

98,465 71,542
Less: accumulated depreciation and amortization ...........ccoceceveveieneneiencneeee e (65,347) (47,333)

$ 33118 $ 24209

4. Long-Term Obligations

Watsco Revolving Credit Agreement

We maintain a bank-syndicated, unsecured revolving credit agreement that provides for borrowings of up to $300,000.
Borrowings are used to fund seasonal working capital needs and for other general corporate purposes, including
acquisitions, dividends, stock repurchases and issuances of letters of credit. Included in the facility are a $25,000 swingline
subfacility and a $50,000 letter of credit subfacility. Borrowings bear interest at primarily LIBOR-based rates plus a spread
which ranges from 37.5 to 112.5 basis-points depending upon our ratio of total debt to EBITDA (LIBOR plus 40 basis-
points at December 31, 2009). We pay a variable commitment fee on the unused portion of the commitment, ranging from
7.5 to 20 basis-points (8 basis-points at December 31, 2009). Alternatively, we may elect to have borrowings bear interest
at the Prime Rate or the Federal Funds Rate plus our spread. The credit facility matures in August 2012. At December 31,
2009 and 2008, $12,750 and $20,000, respectively, were outstanding under the revolving credit agreement.

On July 1, 2009, we amended our $300,000 credit agreement to allow for the consummation of the joint venture, Carrier
Enterprise. We paid an amendment fee of $5,483, which is being amortized ratably through the maturity of the facility in
August 2012. All other significant terms and conditions remained the same, including capacity, pricing and covenant
structure.

The revolving credit agreement contains customary affirmative and negative covenants including financial covenants with
respect to consolidated leverage and interest coverage ratios and limits capital expenditures, dividends and share repurchases
in addition to other restrictions. We believe we were in compliance with all covenants and financial ratios at December 31,
20009.

Carrier Enterprise Revolving Credit Agreement

On July 1, 2009, Carrier Enterprise entered into a separate secured three-year $75,000 revolving credit agreement with three
lenders. Borrowings under the credit facility will be used by Carrier Enterprise for general corporate purposes, including
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working capital and permitted acquisitions. Included in the facility are a $15,000 swing loan subfacility and a $5,000 letter of
credit subfacility. Borrowings bear interest at primarily LIBOR-based rates plus a spread which ranges from 275 to 325
basis-points depending upon Carrier Enterprise’s ratio of total debt to EBITDA (LIBOR plus 275 basis-points at December
31, 2009). Carrier Enterprise pays a fixed commitment fee on the unused portion of the commitment of 50 basis-points.
Alternatively, Carrier Enterprise has the option to elect to have borrowings bear interest at the higher of the Prime Rate, the
Federal Funds Rate plus 50 basis-points or a LIBOR-based rate plus 150 basis-points. The credit facility is secured by
substantially all tangible and intangible assets of Carrier Enterprise. Carrier Enterprise paid fees of $1,212 in connection with
entering into the credit agreement, which are being amortized ratably through the maturity of the facility in July 2012. As of
December 31, 2009, $13 was outstanding under this credit facility.

The revolving credit agreement contains customary affirmative and negative covenants and warranties, including compliance
with a monthly borrowing base certificate with advance rates on accounts receivable and inventory, two financial covenants
with respect to Carrier Enterprise’s leverage and interest coverage ratios and limitations on the level of capital expenditures
in addition to other restrictions. We believe Carrier Enterprise was in compliance with all covenants and financial ratios at
December 31, 2009.

Long-Term Notes

A $125,000 unsecured private placement shelf facility was also maintained as a source of long-term borrowings through
December 10, 2007. This uncommitted shelf facility provided fixed-rate financing as a complement to the variable rate
borrowings available under the revolving credit agreement.

Other Long-Term Obligations

Other long-term obligations, net of current portion, of $666 and $783 at December 31, 2009 and 2008, respectively, relate to
a mortgage loan and capital leases on equipment. Interest rates on other debt range from 1.0% to 9.3% and mature at varying
dates through 2020. Annual maturities of other long-term obligations for the years subsequent to December 31, 2009 are as
follows:

220 O $ 151
2 RSP RR 90
2002 ot b e e a b e b be b e ahr e abe e be e b e et bentbeabeenrees 56
0 TP 47
2004 oot be b e b e et et e abaeires 51
B I TCT =T U Y 422

$ 817

5. Income Taxes

The components of income tax expense from continuing operations for our wholly-owned operations and our 60%
controlling interest in Carrier Enterprise are as follows:

Years Ended December 31, 2009 2008 2007
[T (=] | [OOSR $ 24308 $ 32493 $ 37,387
] 121 (OSSO PSR ROTR SRR 2,448 3,728 3,106

$ 26,756 $ 36221 $ 40,493
L0 10| PSS $ 24784 $ 35774 $ 36,376
[ 1S (=] € (=1 [T 1,972 447 4117

$ 26756 $ 36221 $ 40,493

We calculate our income tax expense and our effective tax rate for 100% of income attributable to Watsco’s wholly-owned
operations and investments and 60% of income attributable to Carrier Enterprise, which is taxed as a partnership for income
tax purposes.
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Following is a reconciliation of the effective income tax rate:

Years Ended December 31, 2009 2008 2007
Federal statutory rate 35.0% 35.0%  35.0%
State income taxes, net of federal benefit and other 2.8 2.5 2.5
Effective income tax rate attributable to Watsco, Inc. 37.8 37.5 37.5
Effective income tax rate attributable to the noncontrolling interest (3.6) — —
Effective income tax rate 34.2%  37.5% 37.5%

The following is a summary of the significant components of our current and long-term deferred tax assets and liabilities:

December 31, 2009 2008
Current deferred tax assets:
Allowance for doubtful accounts $3,332 $1,626
Capitalized inventory costs and inventory reserves 5,056 3,074
Self-insurance reserves 1,418 1,452
Other current deferred tax assets 1,174 1,168
Total current deferred tax assets (1) 10,980 7,320
Long-term deferred tax assets (liabilities):
Deductible goodwill (30,890) (25,503)
Net operating loss carryforwards 366 492
Unrealized loss on derivative instruments 268 483
Depreciation 869 1,287
Share-based compensation 9,530 8,289
Other long-term net deferred tax assets (221) 238
Total net long-term deferred tax liabilities (20,078) (14,714)
Net deferred tax liabilities $(9,098) $(7,394)

(1) Current deferred tax assets of $10,980 and $7,320 have been included in the consolidated balance sheets in other
current assets at December 31, 2009 and 2008, respectively.

Management has determined that no valuation allowance was necessary at December 31, 2009 to reduce the deferred tax
assets to the amount that will more likely than not be realized. At December 31, 2009, there were state net operating loss
carryforwards of $10,790, which expire in varying amounts from 2010 through 2028. These amounts are available to offset
future taxable income. There were no federal net operating loss carryforwards at December 31, 2009.

We are subject to U.S. federal income tax and income tax of multiple state jurisdictions. We are open to tax audits in the
various jurisdictions until the respective statutes of limitations expire. In June 2008, the Internal Revenue Service finalized an
examination of our federal income tax returns for the 2004 and 2005 tax years. The adjustments resulting from this
examination did not have a material effect on our consolidated financial position, results of operations or cash flows. We are
no longer subject to U.S. federal tax examinations for tax years prior to 2006. For the majority of states, we are no longer
subject to tax examinations for tax years prior to 2005.

As of December 31, 2009 and 2008, the total amount of gross unrecognized tax benefits (excluding the federal benefit
received from state positions) was $1,990 and $2,296, respectively. Of these totals, $1,481 and $1,803, respectively, (net of
the federal benefit received from state positions) represent the amount of unrecognized tax benefits that, if recognized, would
affect the effective tax rate. Our continuing practice is to recognize penalties within selling, general and administrative
expenses and interest related to income tax matters in income tax expense in the consolidated statements of income. As of
December 31, 2009 and 2008, the cumulative amount of estimated accrued interest and penalties resulting from such
unrecognized tax benefits was $317 and $362, respectively, and is included in other liabilities in the accompanying
consolidated balance sheets.
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The change in gross unrecognized tax benefits during 2009 and 2008 is as follows:

Gross balance at January 1, 2008.........cc.coiieriiiiieeieieeriee et $ 2,173
Additions based on tax positions related to the current year............ccoeevverecenerieeseennnn, 256
Additions for tax positions Of Prior YEars .........ccccceveriiiieiieresee e 69
Reductions for tax positions Of Prior YEAIS..........cccveiiireiiiinciee e (202)
Gross balance at December 31, 2008.........ccooviiciiiirieieee et 2,296
Additions based on tax positions related to the current year............cccoceveveveneienesnnnnan, 146
Additions for tax positions Of Prior YEArS .........ccccvvvviviiviieeiieresese s 206
Reductions for tax positions Of Prior YEAIS ..........cccveiiiriiiiincise e (658)
Gross balance at December 31, 2009.......c.cciiiiiciiiirie et $ 1,990

6. Share-Based Compensation and Benefit Plans
Share-Based Compensation Plans

We have two share-based compensation plans for employees. The 2001 Incentive Compensation Plan (the “2001 Plan”)
provides for the award of a broad variety of share-based compensation alternatives such as non-qualified stock options,
incentive stock options, non-vested (restricted) stock, performance awards, dividend equivalents, deferred stock and stock
appreciation rights at no less than 100% of the market price on the date the award is granted. To date, awards under the 2001
Plan consist of non-qualified stock options and non-vested (restricted) stock. Under the 2001 Plan, awards for an aggregate of
4,000,000 shares of Common and Class B common stock may be granted. A total of 1,615,462 shares of Common stock, net
of cancellations and 1,121,446 shares of Class B common stock, net of cancellations have been awarded under the 2001 Plan
as of December 31, 2009. There were 1,263,092 shares of common stock reserved for future grants as of December 31, 2009
under the 2001 Plan. There are 586,700 options of common stock outstanding under the 2001 Plan at December 31, 20009.
Options under the 2001 Plan vest over two to five years of service and have contractual terms of five to ten years.

Awards of non-vested (restricted) stock, which are granted at no cost to the employee, vest upon attainment of a certain age,
generally the employee’s respective retirement age. Vesting may be accelerated in certain circumstances prior to the original
vesting date.

We also maintain the 1991 Stock Option Plan (the “1991 Plan”), which expired during 2001; therefore, no additional options
may be granted. There are 28,300 options of common stock outstanding under the 1991 Plan at December 31, 2009. Options
under the 1991 Plan vest over two to five years of service and have contractual terms of ten years.

A summary of stock option activity under the 2001 Plan and 1991 Plan as of December 31, 2009, and changes during 2009,
is as follows:

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Exercise Term Intrinsic
Options Price (in years) Value
Options outstanding at January 1, 2009..........cccceevvevrvrnnnne. 1,384,900 $ 21.79
(1T | (=10 [ RORR 45,000 50.00
=T (o 11T o USRS (804,900) 14.36
FOrfeited ..o (8,000) 47.52
S ST £:1 DN (2,000) 41.96
Options outstanding at December 31, 2009...........ccccevvevnne. 615,000 $ 33.19 237 $ 11,168
Options exercisable at December 31, 2009............cccceeevnee. 457500 $ 27.96 209 % 10,612

The weighted-average grant date fair value of stock options granted during 2009, 2008 and 2007 was $9.93, $7.06 and
$11.07, respectively. The total intrinsic value of stock options exercised during 2009, 2008 and 2007 was $11,555, $11,986
and $3,841, respectively. The fair value of stock options that vested during 2009, 2008 and 2007 was $3,750, $2,158 and
$1,120, respectively.
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A summary of non-vested (restricted) stock issued as of December 31, 2009, and changes during 2009, is shown below:

Weighted-
Average

Grant Date

Shares Fair Value
Non-vested (restricted) stock outstanding at January 1, 2009 ..........ccccoeerireiiniininiennne 1,787,169  $ 29.94
LC] =101 =T [TV TSPV 86,635 49.62
WESEEA ..ottt bbbt (42,635) 22.97
0T =T (Yo OSSP PSURRS (5,168) 50.93
Non-vested (restricted) stock outstanding at December 31, 2009...........cccceveririerinennnne 1,826,001 $ 30.98

The weighted-average grant date fair value of non-vested (restricted) stock granted during 2009, 2008 and 2007 was $49.62,
$43.04 and $52.34, respectively. The fair value of non-vested stock that vested during 2009, 2008 and 2007 was $1,460, $704
and $128, respectively.

Share-Based Compensation Fair Value Assumptions

The fair value of each stock option award is estimated on the date of grant using the Black-Scholes option pricing valuation
model based on the weighted-average assumptions noted in the table below. The fair value of each stock option award, which
is subject to graded vesting, is expensed, net of estimated forfeitures, on a straight-line basis over the requisite service period
for each separately vesting portion of the stock option. We use historical data to estimate stock option forfeitures within the
valuation model. The expected term of stock option awards granted represents the period of time that stock option awards
granted are expected to be outstanding and was calculated using the simplified method for plain vanilla options. We will
continue to use the simplified method until we have the historical data necessary to provide a reasonable estimate of expected
life. The risk-free rate for periods within the contractual life of the stock option award is based on the yield curve of a zero-
coupon U.S. Treasury bond on the date the stock option award is granted with a maturity equal to the expected term of the
stock option award. Expected volatility is based on historical volatility of our stock.

The weighted-average assumptions relating to the valuation of our stock options were as follows:

Years Ended December 31, 2009 2008 2007
EXPECted tErM iN YEAIS. ..ottt 4.25 4.25 4.25
RISK-Tree INEIESE FALE......eieieie et 1.96% 2.13% 4.38%
EXpected VOIALHILY ....oceireeceee e e 34.03% 27.33% 24.29%
Expected dividend Yield..........ccooeiiiiniiiie e 4.32% 3.40% 2.26%

Share-Based Compensation Expense

Share-based compensation expense included in selling, general and administrative expenses amounted to $5,264, $6,454 and
$5,970 for the years ended December 31, 2009, 2008 and 2007, respectively.

Cash received from Common stock issued as a result of stock options exercised during 2009, 2008 and 2007 was $9,592,
$5,235 and $3,351, respectively. During 2009, 2008 and 2007, 206,029 shares of Common and Class B common stock with
an aggregate market value of $9,438, 261,014 shares of Common and Class B common stock with an aggregate market value
of $9,929 and 17,291 shares of Common stock with an aggregate market value of $902, respectively, were delivered as
payment in lieu of cash for stock option exercises and related tax withholdings. Upon delivery these shares were retired. The
tax benefit realized for the tax deductions from share-based compensation plans totaled $9,789, $5,095 and $3,542, for the
years ended December 31, 2009, 2008 and 2007, respectively.

At December 31, 2009, there was $516 of unrecognized share-based compensation expense related to stock options granted
under the 2001 Plan, which is expected to be recognized over a weighted-average period of 1.9 years. At December 31, 2009,
there was $34,161 of unrecognized share-based compensation expense related to non-vested (restricted) stock, which is
expected to be recognized over a weighted-average period of 9.0 years. In the event that vesting is accelerated for any
circumstance, as defined in the related agreements, the remaining unrecognized share-based compensation expense would be
immediately recognized as a charge to earnings. Approximately $25,000 of the unrecognized share-based compensation for
shares of non-vested stock is related to awards granted to our Chief Executive Officer that vest in approximately 9 years upon
his attainment of age 78.
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Employee Stock Purchase Plan

The Watsco, Inc. Amended and Restated 1996 Qualified Employee Stock Purchase Plan (the “Watsco ESPP”) provides for
up to 1,000,000 shares of Common stock to be available for purchase by our full-time employees with at least 90 days of
service. The plan allows participating employees to purchase, through payroll deductions or lump-sum contribution, shares of
Common stock with a discount of 5% of the fair market value at specified times. During 2009, 2008 and 2007, employees
purchased 10,917, 9,058 and 11,059 shares of Common stock at an average price of $38.18, $39.81 and $47.39 per share,
respectively. Cash dividends received by the Watsco ESPP were reinvested in Common stock and resulted in additional
shares issued in the amount of 7,503, 7,430 and 5,355 for the years ended December 31, 2009, 2008 and 2007, respectively.
We received net proceeds of $743, $681 and $780, respectively, during 2009, 2008 and 2007, for shares of Watsco Common
stock issued under the Watsco ESPP. At December 31, 2009, 83,003 shares remained available for purchase under the plan.

401(k) Plan

We have a profit sharing retirement plan for our employees that is qualified under Section 401(k) of the Internal Revenue
Code. Annual matching contributions are made based on a percentage of eligible employee compensation deferrals. The
contribution is made in cash or by the issuance of Common stock to the plan on behalf of our employees. For the years ended
December 31, 2009, 2008 and 2007, the aggregate matching contribution required to the plan was $1,297, $1,249 and $1,279,
respectively.

7. Acquisitions

On July 1, 2009, we completed the formation of a joint venture with Carrier to distribute Carrier, Bryant and Payne products
throughout the U.S. Sunbelt, Latin America and the Caribbean. The newly formed joint venture, Carrier Enterprise, operates
110 locations in 20 states and Puerto Rico and serves over 19,000 air conditioning and heating contractors. In the formation
of the joint venture, Carrier contributed 95 locations in the U.S. Sunbelt and Puerto Rico and the export division located in
Miami, Florida and we contributed 15 locations that currently distribute Carrier, Bryant and Payne products. We purchased a
60% controlling interest in the joint venture for consideration of $172,000 and a fair value of $181,474 with options to
purchase up to an additional 20% interest from Carrier (10% beginning in July 2012 and an additional 10% in July 2014). We
issued 2,985,685 shares of Common stock and 94,784 shares of Class B common stock for consideration of $147,000 and a
fair value of $151,056 to Carrier and contributed 15 locations that presently sell Carrier-manufactured products for
consideration of $25,000 as total consideration for our 60% controlling interest in the joint venture. The fair value of the
Common and Class B common stock issued as consideration was determined based on of the closing market price of our
common stock on July 1, 2009. As a result of the joint venture, we operate as the largest distributor of air conditioning,
heating and refrigeration equipment and related parts and supplies in the HVAC/R industry and serve over 50,000 customers
in 36 states.

Based on our valuation we recognized $131,341 in goodwill and intangibles. The fair value of the identified intangible assets
was $49,100 and consisted of $32,400 in trade names and distribution rights and $16,700 in customer relationships. The tax
basis of the acquired goodwill recognized will be deductible for income tax purposes over 15 years. The final purchase price
was subject to an adjustment of $7,201 pursuant to the Purchase and Contribution Agreement dated May 3, 2009, as amended
June 29, 2009, (“Purchase and Contribution Agreement”), of which $1,418 was payable to Carrier at December 31, 2009.

The purchase price allocation is based upon a purchase price of $181,474 which represents the fair value of our 60%
controlling interest in Carrier Enterprise. The table below presents the allocation of the total consideration to tangible and
intangible assets acquired, liabilities assumed and the noncontrolling interest from the acquisition of our 60% controlling
interest in Carrier Enterprise based on the respective fair values as of July 1, 2009:

ACCOUNES TECRIVADIE ......ecviviiiii e $ 186,082
LA ZT 0] (0] G =TSR 125,796
OthEr CUITENT ASSEES. .. ueiveiie ittt ettt te e st s b e e s be et e e nbesaeesteesbe e beestesreesrees 4,253
Property and eQUIPMENT........cucieiee ettt sre e e e e snesrenreane s 10,048
(7000 |11V 71 1 82,241
INEANGIDIES ... e e bt 49,100
(@1 1= g T £SO 1,725
Accounts payable and aCCrued EXPENSES ........ceivrereiirerreiere et (163,485)
OLhEr HADTIITIES ...t bbb e bbbt eneas (5,403)
NONCONEFOITING INTEIEST ...t e (108,883)

TOtal PUICNESE PIICE....cviiciiiieicte bbbt $ 181,474
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The fair value of the assets acquired includes trade receivables and other receivables recognized in the ordinary course of
business with a fair value of $186,082. The gross amount outstanding was $191,131, of which $5,049 was deemed to be
uncollectible. The fair value of the noncontrolling interest was determined by applying a pro-rata value of the total invested
capital adjusted for a discount for lack of control that market participants would consider when estimating the fair value of
the noncontrolling interest. As a result of our contribution of 15 locations to the joint venture, $12,448 representing 40% of
the carrying value of the contributed locations was attributed to the noncontrolling interest, $10,768 representing 40% of the
difference between the fair value and carrying value of the contributed locations was recognized as an increase to paid-in
capital.

In August 2009, a capital contribution in the amount of $80,000 was made to Carrier Enterprise pursuant to the Purchase
and Contribution Agreement. Our share of the contribution totaling $48,000 was made as an additional capital contribution
to Carrier Enterprise in cash. Carrier’s share of the contribution totaling $32,000 consisted of inventory.

Revenues of $588,065 and net income attributable to Watsco, Inc. of $6,971 were contributed by the new Carrier Enterprise
locations during the year ended December 31, 2009. The unaudited pro forma financial information combining our results of
operations with the operations of Carrier Enterprise as if the joint venture had been consummated on January 1, 2008 is as
follows:

Years ended December 31, 2009 2008
REVENUES.......ooeeeeeeceeete et ettt ettt e et e e st e et e e te bt ebe et e testeebesbesbeste e st eseesteetestestestesssereneenteseesrears $2,562,319 $2,933,662
N INCOME . ..ttt et b e e be e be et e e bt e st e e s beesbeesbesanesaeesaeeabeebeenns 59,874 76,894
Less: net income attributable to the noncontrolling iNterest ..........ccocvvvvieinienene e 13,332 8,775
Net income attributable 10 WatSCO, INC......covviiiiiiiiiceccecce et 46,542 68,119
Diluted earnings per share for Common and Class B common Shares ..........c.coceevrvincnnne. $1.53 $2.13

This unaudited pro forma financial information is presented for informational purposes only. The unaudited pro forma
financial information from the beginning of the periods presented until the acquisition date includes adjustments to record
income taxes related to our portion of Carrier Enterprise’s income, bank fees paid to amend our $300,000 revolving credit
agreement upon the consummation of the joint venture, bank fees paid by Carrier Enterprise to enter into a secured three-year
$75,000 revolving credit agreement and amortization related to identified intangible assets with finite lives. The unaudited
pro forma financial information does not include adjustments to remove certain corporate expenses of Carrier Enterprise,
which may not be incurred in future periods, adjustments for depreciation or synergies (primarily related to improved gross
profit and lower general and administrative expenses) that may be realized subsequent to the acquisition date. The unaudited
pro forma financial information may not necessarily reflect our future results of operations or what the results of operations
would have been had we owned and operated Carrier Enterprise as of the beginning of the periods presented.

In August 2009, one of our subsidiaries acquired certain assets and assumed certain liabilities of a wholesale distributor of air
conditioning and heating products operating from six locations in Utah and serving over 500 customers. The purchase price
of the acquisition included a cash payment of $4,057.

The results of operations of these acquired locations have been included in the consolidated financial statements from their
respective dates of acquisition. The pro forma effect of the August 2009 acquisition was not deemed significant to the
consolidated financial statements.

Approximately $4,800 of transaction costs is included in selling, general and administrative expenses in our consolidated
statement of income for the year ended December 31, 2009 primarily associated with the closing and transition of Carrier
Enterprise.

8. Goodwill and Intangible Assets

The recoverability of goodwill and indefinite lived intangibles is evaluated at least annually and when events or changes in
circumstances indicate that the carrying amount of goodwill and indefinite lived intangibles may not be recoverable. The
identification and measurement of impairment involves the estimation of the fair value of the reporting unit and indefinite
lived intangibles and contains uncertainty because management must use judgment in determining appropriate assumptions to
be used in the measurement of fair value. The estimate of fair value of the reporting unit is based on the best information
available as of the date of the assessment and incorporates management’s assumptions about expected future cash flows and
contemplates other valuation techniques. Future cash flows can be affected by changes in the industry, a continuing declining
economic environment or market conditions.

On January 1, 2010, we completed our annual impairment test and determined there was no impairment. No factors have
developed since the last impairment test that would indicate that the carrying value of goodwill and indefinite lived
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intangibles may not be recoverable. The carrying amount of goodwill and intangibles at December 31, 2009 was $361,823.
Although no impairment has been recorded to date, there can be no assurances that future impairments will not occur. An
adjustment to the carrying value of goodwill and intangibles could materially impact the consolidated results of operations.

The changes in the carrying amount of goodwill are as follows:

Balance at DECEMDET 31, 2007 ......ciiiiiieeiie ettt ettt te et st be e sbe e sb e e s be e be e beebeenbeeaaesrbesbaesres $ 217,129
Purchase price adjUSIMENTS, NEL.........oiiiiiiiieieie ettt b bbbt sbe e enee e 2,681
Balance at DecemMDEr 31, 2008 ........ccoiiiiuiiiiieeire ettt ettt be e be e be e eabeeraesraenbes 219,810
ACQUITEA GOOAWITT (L) .t bbb bttt et et b bbbt eae et s 83,447
Balance at DeCemMBEr 31, 2009 .......cciiiiiiiiitie ettt s e e e e et e e ebe e e abaeenree et $ 303,257

(1) See Note 7 for information on acquisitions.

Intangible assets, net, included in other assets in the consolidated balance sheets consist of:

Estimated

December 31, Useful Lives 2009 2008
Indefinite lived intangible assets:

Trade names, trademarks and distribution rights ............ccocovviiiiiiciiniiee $ 37,963 $ 5,683
Finite lived intangible assets:

CUStOMET TElatiONSNIPS....eiveveriiieiiee e 4-15 years 22,120 5,420

NON-COMPELE AQIEEIMENTS. ... .eveeieeeieeee e stee e erte e erte e e e e see e ee e e e sneeneeenes 7 years 369 369

Less: accumulated amortization ............ccovoireinineiienese s (1,886) (814)
Finite lived intangible assets, Net ... s 20,603 4,975

$ 58,566 $ 10,658

Amortization expense related to finite lived intangible assets amounted to $1,191, $459 and $224 for the years ended
December 31, 2009, 2008 and 2007, respectively. The future amortization expense for each of the five succeeding years
related to all finite lived intangible assets that are currently recorded in the consolidated balance sheets is estimated to be as
follows at December 31, 2009:

220 ) O $ 1,851
20 5 RN 1,825
2002 e e e e — e e e e s b r e e e e e s i r e e e e e s aaaaares 1,770
20 TR 1,760
O TR 1,736
Total 3 8,942

9. Shareholders’ Equity

Common stock and Class B common stock share equally in earnings and are identical in most other respects except

(i) Common stock is entitled to one vote on most matters and each share of Class B common stock is entitled to ten votes;
(ii) shareholders of Common stock are entitled to elect 25% of the Board of Directors (rounded up to the nearest whole
number) and Class B shareholders are entitled to elect the balance of the Board of Directors; (iii) cash dividends may be paid
on Common stock without paying a cash dividend on Class B common stock and no cash dividend may be paid on Class B
common stock unless at least an equal cash dividend is paid on Common stock and (iv) Class B common stock is convertible
at any time into Common stock on a one-for-one basis at the option of the shareholder.

We are authorized to issue preferred stock with such designation, rights and preferences as may be determined from time to
time by our Board of Directors. Accordingly, the Board of Directors is empowered, without shareholder approval, to issue
preferred stock with dividend, liquidation, conversion, voting or other rights which could adversely affect the voting power or
other rights of the holders of our Common stock and Class B common stock and, in certain instances, could adversely affect
the market price of this stock. We have no preferred stock outstanding as of December 31, 2009.

Our Board of Directors has authorized the repurchase, at management’s discretion, of 7,500,000 shares in the open market or
via private transactions. Shares repurchased under the program are accounted for using the cost method and result in a
reduction of shareholders’ equity. During 2008 and 2007, 105,600 and 231,100 Common shares were repurchased at a cost of
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$4,820 and $9,386, respectively. No shares were repurchased during 2009. In aggregate since the inception of the repurchase
plan in 1999, 6,322,650 shares of Common stock and 48,263 shares of Class B common stock were repurchased at a cost of
$114,425. The remaining 1,129,087 shares authorized for repurchase are subject to certain restrictions included in our
revolving credit agreement.

10. Financial Instruments
Recorded Financial Instruments

Recorded financial instruments consist of cash and cash equivalents, accounts receivable, accounts payable, the current
portion of long-term obligations, borrowings under our revolving credit agreements and debt instruments included in other
long-term obligations. At December 31, 2009 and 2008, the fair values of cash and cash equivalents, accounts receivable,
accounts payable and the current portion of long-term obligations approximated their carrying values due to the short-term
nature of these instruments.

The fair values of variable rate borrowings under our revolving credit agreements and debt instruments included in long-term
obligations also approximate their carrying value based upon interest rates available for similar instruments with consistent
terms and remaining maturities.

Derivative Financial Instruments

Periodically, we enter into interest rate swap agreements to reduce our exposure to market risks from changing interest rates
under our revolving credit agreement. Under the terms of the swap agreements, we agree to exchange, at specified intervals,
the difference between fixed and variable interest amounts calculated by reference to the notional principal amount. Any
differences paid or received on our interest rate swap agreements are recognized as adjustments to interest expense over the
life of each swap, thereby adjusting the effective interest rate on the underlying obligation. Financial instruments are not held
or issued for trading purposes. In order to obtain hedge accounting treatment, any derivatives used for hedging purposes must
be designated as, and effective as, a hedge of an identified risk exposure at the inception of the contract. Changes in the fair
value of the derivative contract must be highly correlated with changes in the fair value of the underlying hedged item at
inception of the hedge and over the life of the hedge contract. Accordingly, we record all derivative instruments as either
assets or liabilities on the consolidated balance sheets at their respective fair values. We record the change in the fair value of
a derivative instrument designated as a cash flow hedge in other comprehensive income to the extent the derivative is
effective, and recognize the change in the statement of income when the hedged item affects earnings. Our interest rate hedge
is designated as a cash flow hedge.

At December 31, 2009, one interest rate swap agreement was in effect with a notional value of $10,000, maturing in October
2011. The swap agreement exchanges the variable rate of 30-day LIBOR to a fixed interest rate of 5.07%. During the years
ended December 31, 2009 and 2008, the hedging relationship was determined to be highly effective in achieving offsetting
changes in cash flows.

We were party to an interest rate swap agreement with a notional amount of $10,000, which matured on October 31, 2009,
that was designated as a cash flow hedge and effectively exchanged the variable rate of 30-day LIBOR to a fixed interest rate
of 5.04%. During 2009 and 2008, the hedging relationship was determined to be highly effective in achieving offsetting
changes in cash flows.

We were party to an interest rate swap agreement with a notional amount of $30,000, which matured on October 9, 2007, that
was designated as a cash flow hedge and effectively exchanged the variable rate of 90-day LIBOR to a fixed interest rate of
6.25%. During 2007, the hedging relationship was determined to be highly effective in achieving offsetting changes in cash
flows.

The negative fair value of the derivative financial instruments was $710 and $1,287 at December 31, 2009 and 2008,
respectively, and is included, net of accrued interest, in deferred income taxes and other liabilities in the consolidated balance
sheets. At December 31, 2009 and 2008, $432, net of deferred tax benefits of $262 and $778, net of deferred tax benefits of
$467 was included in accumulated OCL associated with cash flow hedges.

The net change in OCL during 2009, 2008 and 2007, reflected the reclassification of $527, net of income tax benefit of $320,
$274, net of income tax benefit of $164 and $128, net of income tax benefit of $77, respectively, of unrealized losses from
accumulated OCL to current period earnings (recorded in interest expense, net in the consolidated statements of income). The
net unrealized loss recorded in accumulated OCL will be reclassified to earnings on a monthly basis as interest payments
occur. We estimate that approximately $450 in unrealized losses on the derivative instrument accumulated in OCL are
expected to be reclassified to earnings during 2010 using a current 30-day LIBOR-based average receive rate (0.69% at
December 31, 2009).
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Off-Balance Sheet Financial Instruments

At December 31, 2009 and 2008, we were contingently liable under standby letters of credit aggregating $3,844 and $4,627,
respectively that are primarily used as collateral to cover any contingency related to additional risk assessments pertaining to
the self-insurance programs. We do not expect any material losses to result from the issuance of the standby letters of credit

because claims are not expected to exceed premiums paid. Accordingly, the estimated fair value of these instruments is zero.

Concentrations of Credit Risk

Financial instruments which potentially subject us to concentrations of credit risk consist principally of cash investments and
accounts receivable. Temporary cash investments are placed with high credit quality financial institutions and we limit the
amount of credit exposure to any one financial institution or investment. Concentrations of credit risk with respect to
accounts receivable are limited due to the large number of customers comprising the customer base and their dispersion
across many different geographical regions.

11. Fair Value Measurements

The following table presents our assets and liabilities that are measured at fair value on a recurring basis as of December 31,
20009, segregated among the levels within the fair value hierarchy:

Fair Value Measurements

Fair Value at .
December 31, at December 31, 2009 Using
Description 2009 Level 1 Level 2 Level 3
Assets:
Available-for-sale securities $ 104 $ 104 _ _
Liabilities:
Derivative financial instruments $ 710 _ $ 710 _

The following is a description of the valuation techniques used for these assets and liabilities, as well as the level of input
used to measure fair value:

Available-for-sale securities — the investments are exchange-traded equity securities. Fair values for these investments are
based on quoted prices in active markets and are therefore classified within Level 1 of the fair value hierarchy.

Derivative financial instruments — the derivative is a pay-variable, receive fixed interest rate swap based on 30-day LIBOR.
Fair value is based on model-derived valuations using the respective LIBOR rate, which is observed at quoted intervals for
the full term of the swap and incorporates adjustments to appropriately reflect our nonperformance risk and the
counterparty’s nonperformance risk. Therefore, the derivative is classified within Level 2 of the fair value hierarchy. See
Note 10 for further information on derivative financial instruments.

12. Commitments and Contingencies
Litigation, Claims and Assessments

We are involved in litigation incidental to the operation of our business. We vigorously defend all matters in which we or our
subsidiaries are named defendants and, for insurable losses, maintain significant levels of insurance to protect against adverse
judgments, claims or assessments that may affect us. Although the adequacy of existing insurance coverage or the outcome
of any legal proceedings cannot be predicted with certainty, based on the current information available, we do not believe the
ultimate liability associated with any known claims or litigation in which we or our subsidiaries are involved will materially
affect our financial condition or results of operations.

Self-Insurance

Self-insurance reserves are maintained relative to company-wide casualty insurance and health benefit programs. The level of
exposure from catastrophic events is limited by the purchase of stop-loss and aggregate liability reinsurance coverage. When
estimating the self-insurance liabilities and related reserves, management considers a number of factors, which include
historical claims experience, demographic factors, severity factors and valuations provided by independent third-party
actuaries. Management reviews its assumptions with its independent third-party actuaries to evaluate whether the self-
insurance reserves are adequate. If actual claims or adverse development of loss reserves occur and exceed these estimates,
additional reserves may be required. The estimation process contains uncertainty since management must use judgment to
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estimate the ultimate cost that will be incurred to settle reported claims and unreported claims for incidents incurred but not
reported as of the balance sheet date. Reserves in the amount of $7,110 and $3,875 at December 31, 2009 and 2008,
respectively, were established related to such insurance programs and are included in accrued expenses and other current
liabilities in our consolidated balance sheets.

Variable Interest Entities

As of December 31, 2009, in conjunction with our casualty insurance programs, limited equity interests are held in a captive
insurance entity. The programs permit us to self-insure a portion of losses, to gain access to a wide array of safety-related
services, to pool insurance risks and resources in order to obtain more competitive pricing for administration and reinsurance
and to limit risk of loss in any particular year. The entities meet the definition of variable interest entities (“VVIES”); however,
there is not a requirement to include these entities in the consolidated financial statements. The maximum exposure to loss
related to our involvement with these entities is limited to approximately $5,200. See “Self-Insurance” above for further
information on commitments associated with the insurance programs and Note 10, “Off-Balance Sheet Financial
Instruments,” for further information on standby letters of credit. As of December 31, 2009, there are no other entities that
met the definition of a VIE.

Minimum Royalty Payments

We are obligated under a licensing agreement with Whirlpool Corporation to make minimum annual royalty payments of
$1,000 through 2011.

Operating Leases

We are obligated under non-cancelable operating leases of real property, equipment, vehicles and a corporate aircraft used in
our operations with varying terms through 2019. Some of our leases contain renewal options, some of which involve rate
increases. For leases with step rent provisions whereby the rental payments increase incrementally over the life of the lease,
we recognize the total minimum lease payments on a straight-line basis over the lease term. The corporate aircraft lease is
subject to adjustment from changes in LIBOR-based interest rates.

As of December 31, 2009, future minimum lease payments under non-cancelable operating leases are as follows:

40 1O $ 62,895
2 SR 47,855
0 1 33,151
R TSR 24,488
U 17,094
L2 (=T G L] S TSP 27,170

$ 212,653

Rental expense for the years ended December 31, 2009, 2008 and 2007 was $55,502, $45,606 and $42,739, respectively.

13. Discontinued Operations

During June 2007, our Board of Directors approved and we executed an agreement to sell the stock of our non-core staffing
unit, Dunhill Staffing Systems, Inc. (“Dunhill”). The transaction closed on July 19, 2007. Dunhill represented our “other”
segment and consequently, the amounts related to this operation are presented as discontinued operations in our consolidated
statement of income and our consolidated statement of cash flows for 2007. The divestiture of Dunhill did not have a material
impact on our financial condition or results of operations.

Included in discontinued operations as presented in our consolidated statement of income are the following:

Year Ended December 31, 2007
REBVENUES ...t s $ 12,431
Loss from discontinUed OPEratiONS ............coerirmiiririeiise e (3,060)
INCOME tAX DENETIL .....eoviiiceeccc bt 1,148
Net 10ss from disCONtiNUEd OPEIALIONS. .......cviviveririeriirie e (1,786)

Loss on sale of diSCONtiNUEd OPEFALIONS .........cccouiuiririeiiriierie s (126)
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14. Related Party Transactions

Purchases from Carrier and its affiliates comprised 41% of all purchases made during 2009. At December 31, 2009,
approximately $61,000 is payable to Carrier and its affiliates. Carrier Enterprise also sells HYAC/R products to Carrier and
its affiliates; revenues in our consolidated statement of income for the year ended December 31, 2009 include $11,879 of
sales to Carrier and its affiliates. We believe these transactions are conducted at arm’s-length in the ordinary course of
business.

Carrier Enterprise has entered into Transactional Services Agreements (“TSAs”) with Carrier to have certain business
processes performed on its behalf including the use of business software applications and information technologies. A
number of the services provided pursuant to the TSAs expired on December 31, 2009, with the remaining services expiring at
various dates through 2010. The fees related to the TSAs were approximately $10,808 and are included in selling, general
and administrative expenses in our consolidated statement of income for the year ended December 31, 2009. At December
31, 2009, $7,116 related to the TSAs is payable to Carrier and is included in accrued expenses and other current liabilities in
our consolidated balance sheet.

A member of the Board of Directors is the Executive Chairman of Greenberg Traurig, P.A., which serves as our principal
outside counsel and receives customary fees for legal services. During 2009, 2008 and 2007, this firm was paid $49, $128
and $78, respectively, for services performed.

15. Supplemental Cash Flow Information
Supplemental cash flow information was as follows:

Years Ended December 31, 2009 2008 2007
INTErESE PAID ...c.vcviviiciecieee ettt e b e e e ens $ 1,436 $ 2,299 $ 4,557
Income taxes Net Of refUNS ..........oooei i $ 14,018 $ 25270 $ 32,329
Non-cash capital contribution of inventory by the noncontrolling interest........ $ 32,000 — —

16. Subsequent Events

On February 15, 2010, our Board of Directors approved an increase in the quarterly cash dividend to $0.52 per share from
$0.48 per share.

We evaluated subsequent events after December 31, 2009 through February 26, 2010, the date our consolidated financial
statements were issued.
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EXHIBIT 13 - FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

WATSCO, INC. AND SUBSIDIARIES
SELECTED QUARTERLY FINANCIAL DATA

(UNAUDITED)

Ist 2nd 3rd 4th
(In thousands, except per share data) Quarter Quarter Quarter Quarter Total
Year Ended December 31, 2009
REVENUES (1) wvviviierieiirieiisiesiee e $ 291,343 $ 404971 $ 741,895 $ 563,606 $ 2,001,815
GrOSS PrOfit ..ovvicicie e 74,234 100,985 172,009 133,604 480,832
Net (loss) income attributable to Watsco, INC. ......c..ccccevvvennnnn, $ (1172) $ 16282 $ 21,131 $ 7,073 $ 43,314
(Loss) earnings per share for Common and Class B common
stock (2)(3):
BaSIC .veiieieire e $ (007) $ 057 $ 066 $ 021 $ 1.40
DIULEA ... $ (0.07) $ 056 $ 066 $ 021 $ 1.40
Year Ended December 31, 2008
REVENUES (1) .vvivieeiiiiiiieiisieiiee e $ 380,399 $ 509,822 $ 475225 $ 334,791 $ 1,700,237
GrOSS PrOfit .ovviviicice e 98,004 131,060 126,673 86,257 441,994
Net income attributable to Watsco, INC.........ccccovvvvivrivvnennnn, $ 7644 $ 26050 $ 23332 $ 3,343 $ 60,369
Earnings per share for Common and Class B common stock
2)@Q):
BaSIC vt $ 026 $ 092 $ 082 $ 010 $ 2.14
DIULEA ... $ 026 $ 090 $ 081 $ 010 $ 2.09

(1) Sales of residential central air conditioners, heating equipment and related parts and supplies are seasonal. Demand
related to the residential central air conditioning replacement market is highest in the second and third quarters with
demand for heating equipment usually highest in the fourth quarter. Demand related to the new construction sectors

throughout most of the markets is fairly even during the year except for dependence on housing completions and

related weather and economic conditions.

(2) Quarterly earnings per Common and Class B common share are calculated on an individual basis and, because of

rounding and changes in the weighted-average shares outstanding during the year, the summation of each quarter may

not equal the amount calculated for the year as a whole.

(3) Effective January 1, 2009, we adopted the provisions of accounting guidance stating that non-vested share-based

payment awards that contain non-forfeitable rights to dividends are considered participating securities and should be
included in the computation of earnings per share pursuant to the two-class method for all periods presented.
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WATSCO, INC. AND SUBSIDIARIES
INFORMATION ON COMMON STOCK

Our Common stock is traded on the New York Stock Exchange under the symbol WSO and our Class B common stock is traded on
the NYSE Amex under the symbol WSOB. The following table indicates the high and low prices of our Common stock and Class B
common stock, as reported by the New York Stock Exchange and NYSE Amex, respectively, and dividends paid per share for each
quarter during the years ended December 31, 2009 and 2008. At February 26, 2010, excluding shareholders with stock in street
name, there were 304 Common stock shareholders of record and 132 Class B common stock shareholders of record.

Common Class B Cash Dividend
High Low High Low Common Class B
Year Ended December 31, 2009:
FIrSt QUAIEE......cvevceecie ettt $ 4008 $ 3097 $ 3975 $ 3099 $ 45 3 45
SECONA QUANEE ...ttt sttt 54.01 34.55 53.00 34.54 48 A48
THIF QUAITET ... 56.82 44.56 56.25 44.46 .48 .48
FOUIh QUAITET ... 53.71 48.98 53.25 48.93 48 48
Year Ended December 31, 2008:
FIrSE QUATEE .......cveicieee ettt $ 4380 $ 3144 $ 4450 $ 3115 $ 40 $ 40
SECONA QUANEE ....vveveeeeie et e et e e e e naeneens 47.47 40.27 47.82 40.30 45 45
TRIFA QUAITET ... 58.49 40.86 55.55 41.42 .45 .45

FOUth QUAITET ... 49.00 30.62 49.07 30.85 45 45
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EXHIBIT 21
SUBSIDIARIES OF THE REGISTRANT

The following table sets forth, at February 24, 2010, the Registrant’s significant operating subsidiaries and other associated
companies and their respective incorporation jurisdictions. The Registrant owns 100% of the voting securities of each of the
subsidiaries listed below unless noted otherwise. There are no subsidiaries not listed in the table, which would, in the
aggregate, be considered significant.

State of
Active Subsidiaries Incorporation
Air Systems Distributors LLC Delaware
Atlantic Service & Supply LLC Delaware
Baker Distributing Company LLC Delaware
Carrier Enterprise, LLC* Delaware
East Coast Metal Distributors LLC Delaware
Gemaire Distributors LLC Delaware
Heating & Cooling Supply LLC California
Tradewinds Distributing Company LLC Delaware
Watsco Holdings, Inc. Delaware
Watsco Holdings 11, Inc. Delaware

* 60% owned
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EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Watsco, Inc.:

We consent to the incorporation by reference in the registration statements listed below of Watsco, Inc. of our report dated
February 26, 2010, with respect to the consolidated balance sheet of Watsco, Inc. and subsidiaries as of December 31, 2009,
and the related consolidated statements of income, cash flows and shareholders’ equity for the year ended December 31,
20009.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2009 the Company changed its
accounting and reporting for business combinations, noncontrolling interests, and earnings per share.

e Form S-3 (Registration No. 333-163678)

e Form S-8 (Nos. 333-159776, 333-149467, 333-126824, 333-86006, 333-39380, 333-82011, 333-80341, 333-10363, 33-
51934, and 33-72798)

/sl KPMG LLP

Miami, Florida
February 26, 2010
Certified Public Accountants
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EXHIBIT 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our report dated February 27, 2009 (except for earnings per share amounts as discussed in Note 1 —
Accounting Changes - Earnings per Share, as to which the date is February 26, 2010), with respect to the consolidated
financial statements of Watsco, Inc. and subsidiaries which is incorporated by reference in the Annual Report of Watsco, Inc.
on Form 10-K for the year ended December 31, 2009. We hereby consent to the incorporation by reference of said report in
the following Registration Statements of Watsco, Inc. on Form S-3 (No. 333-163678) and Forms S-8 (No. 333-159776, No.

333-149467, No. 333-126824, No. 333-86006, No. 333-39380, No. 333-82011, No. 333-80341, No. 333-10363, No. 33-
51934 and No. 33-72798).

/sl GRANT THORNTON LLP
Miami, Florida
February 26, 2010
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EXHIBIT 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Albert H. Nahmad, certify that:

1.
2.

I have reviewed this Annual Report on Form 10-K of Watsco, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

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

The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a)  Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: February 26, 2010

/s/ Albert H. Nahmad

Albert H. Nahmad
Chief Executive Officer
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EXHIBIT 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Barry S. Logan, certify that:

1.
2.

I have reviewed this Annual Report on Form 10-K of Watsco, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

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

The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a)  Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: February 26, 2010

/s/ Barry S. Logan

Barry S. Logan
Senior Vice President
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EXHIBIT 31.3
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Ana M. Menendez, certify that:

1.
2.

I have reviewed this Annual Report on Form 10-K of Watsco, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

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

The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a)  Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: February 26, 2010

/s/ Ana M. Menendez

Ana M. Menendez
Chief Financial Officer
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EXHIBIT 32.1
CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Watsco, Inc. (“Watsco”) on Form 10-K for the year ended December 31, 2009, as
filed with the Securities and Exchange Commission on the date hereof (the “Report”), Albert H. Nahmad, as Chief Executive
Officer of Watsco, Barry S. Logan, as Senior Vice President of Watsco and Ana M. Menendez, as Chief Financial Officer of
Watsco, each hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002,
that, to our knowledge:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of Watsco.

/s/ Albert H. Nahmad
Albert H. Nahmad
Chief Executive Officer
February 26, 2010

/s/ Barry S. Logan
Barry S. Logan
Senior Vice President
February 26, 2010

/s/ Ana M. Menendez
Ana M. Menendez
Chief Financial Officer
February 26, 2010

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or
otherwise adopting the signature that appears in typed form within the electronic version of this written statement required by
Section 906, has been provided to Watsco and will be retained by Watsco and furnished to the Securities and Exchange
Commission or its staff upon request.

This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by Watsco for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

[X] Quarterly Report Pursuant To Section 13 or 15(d)
of the Securities Exchange Act of 1934

For the Quarterly Period Ended June 30, 2010
Or
[ ] Transition Report Pursuant To Section 13 or 15(d)

of the Securities Exchange Act of 1934
For the Transition Period From __ to

Commission file number 1-5581
I.R.S. Employer Identification Number 59-0778222

watsco

WATSCO, INC.
(a Florida Corporation)
2665 South Bayshore Drive, Suite 901
Coconut Grove, Florida 33133
Telephone: (305) 714-4100

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days. YES [X]NOT ]

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate
website, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of
Regulation S-T (8§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files). YES [X] NO[ ]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-
accelerated filer or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated
filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer [X] Accelerated filer [ ] Non-accelerated filer [ ] Smaller reporting company [ ]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). YES[ 1 NO [X]

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest
practicable date: 28,073,588 shares of Common stock ($.50 par value), excluding treasury shares of
6,322,650 and 4,326,326 shares of Class B common stock ($.50 par value), excluding treasury shares of
48,263, were outstanding as of August 3, 2010.
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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS

WATSCO, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED UNAUDITED STATEMENTS OF INCOME
(In thousands, except per share data)

Quarter Ended Six Months Ended
June 30, June 30,

2010 2009 2010 2009
Revenues $864,805 $404,971 $1,374560 $696,314
Cost of sales 663,736 303,986 1,050,887 521,095
Gross profit 201,069 100,985 323,673 175,219
Selling, general and administrative expenses 130,150 74,691 243,889 150,487
Operating income 70,919 26,294 79,784 24,732
Interest expense, net 894 344 1,791 672
Income before income taxes 70,025 25,950 77,993 24,060
Income taxes 21,818 9,668 24,311 8,950
Net income 48,207 16,282 53,682 15,110
Less: net income attributable to noncontrolling interest 13,162 - 14,804 -
Net income attributable to Watsco, Inc. $ 35045 $ 16,282 $ 38878 $ 15,110

Earnings per share for Common and Class B common
stock:

Basic $1.08 $0.57 $1.20 $0.53
Diluted $1.08 0.56 $1.20 0.52

See accompanying notes to condensed consolidated unaudited financial statements.
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WATSCO, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except per share data)

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable, net
Inventories
Other current assets

Total current assets

Property and equipment, net
Goodwill

Intangible assets

Other assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Current portion of long-term obligations

Accounts payable

Accrued expenses and other current liabilities

Total current liabilities
Long-term obligations:
Borrowings under revolving credit agreements
Other long-term obligations, net of current portion
Total long-term obligations
Deferred income taxes and other liabilities
Commitments and contingencies (Note 8)
Watsco, Inc. shareholders' equity:
Common stock, $.50 par value
Class B common stock, $.50 par value
Preferred stock, $.50 par value
Paid-in capital
Accumulated other comprehensive loss, net of tax
Retained earnings
Treasury stock, at cost
Total Watsco, Inc. shareholders’ equity

Noncontrolling interest

Total shareholders' equity

See accompanying notes to condensed consolidated unaudited financial statements.
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June 30,
2010

(Unaudited)

$ 87,757
385,532
522,545

19,784

1,015,618

31,361
304,154
57,552
8,883

$ 153
344,842
103,430

17,199
2,191

468,159
(757)

378,994
(114,425)

December 31,
2009

$ 58,093
266,284
410,078

20,843

755,298

33,118
303,257
58,566
10,374

$1,160,613

$ 151
145,825
77,950

17,105
2,150

461,563
(821)
372,454
(114,425)

$1,160,613
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WATSCO, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED UNAUDITED STATEMENTS OF CASH FLOWS
Six Months Ended June 30, 2010 and 2009

(In thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by
operating activities:

Depreciation and amortization
Share-based compensation
Provision for doubtful accounts
Gain on sale of property and equipment
Excess tax benefits from share-based compensation
Other, net

Changes in operating assets and liabilities, net of effects of acquisitions:

Accounts receivable

Inventories

Accounts payable and other liabilities
Other, net

Net cash provided by operating activities

Cash flows from investing activities:
Capital expenditures
Business acquisitions, net of cash acquired
Proceeds from sale of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Dividends on Common and Class B common stock
Distributions to noncontrolling interest
Net repayments of other long-term obligations
Excess tax benefits from share-based compensation
Net proceeds from issuances of common stock
Net proceeds under revolving credit agreements
Costs related to amendment of revolving credit agreement

Net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See accompanying notes to condensed consolidated unaudited financial statements.
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2010

$ 53,682

5,148
2,907
1,816

(418)

(2,088)

1,705

(120,494)
(109,173)
221,543

2,202

(32,338)
(3,115)
(90)
2,088
3,224
7,237

2009
$ 15,110

3,413
2,659
3,245
(52)
(3,711)
1,384

(28,357)

(15,205)
48,174
899

(26,451)

(124)
3,711
5,847

(5,253:)

$ 45,303
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WATSCO, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS
June 30, 2010
(In thousands, except share and per share data)

1. BASIS OF PRESENTATION

Basis of Consolidation

Watsco, Inc. and its subsidiaries (collectively, “Watsco,” which may be referred to as we, us or our) was
incorporated in 1956 and is the largest distributor of air conditioning, heating and refrigeration equipment
and related parts and supplies (“HVAC/R”) in the HVAC/R distribution industry. The accompanying Watsco
June 30, 2010 interim condensed consolidated unaudited financial statements have been prepared pursuant to
the rules and regulations of the Securities and Exchange Commission. Certain information and note
disclosures normally included in the annual financial statements prepared in accordance with U.S. generally
accepted accounting principles (“GAAP”) have been condensed or omitted pursuant to those rules and
regulations, although we believe the disclosures made are adequate to make the information presented not
misleading. In the opinion of management, all adjustments, consisting of normal and recurring adjustments,
necessary for a fair presentation have been included in the condensed consolidated unaudited financial
statements herein. These statements should be read in conjunction with the consolidated financial statements
and notes thereto included in our 2009 Annual Report on Form 10-K.

The condensed consolidated unaudited financial statements contained in this report include the accounts of
Watsco and all of its wholly-owned subsidiaries and effective July 1, 2009, include the accounts of a joint
venture in which Watsco maintains a 60% controlling interest. See Note 6, “Acquisitions.” All significant
intercompany balances and transactions have been eliminated.

The results of operations for the quarter and six months ended June 30, 2010 are not necessarily indicative of
the results to be expected for the year ending December 31, 2010. Sales of residential central air conditioners,
heating equipment and parts and supplies are seasonal. Furthermore, results of operations can be impacted
favorably or unfavorably based on weather patterns during the summer and winter selling seasons. Demand
related to the residential central air conditioning replacement market is highest in the second and third
quarters, and demand for heating equipment is usually highest in the fourth quarter. Demand related to the
new construction sectors throughout most of the markets is fairly consistent during the year except for
dependence on housing completions and related weather and economic conditions.

Use of Estimates

The preparation of condensed consolidated unaudited financial statements in conformity with U.S. GAAP
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the condensed consolidated
unaudited financial statements and the reported amounts of revenues and expenses during the reporting
period. Significant estimates include valuation reserves for accounts receivable, inventory and income taxes,
reserves related to self-insurance programs and valuation of goodwill and indefinite lived intangible assets.
While we believe that these estimates are reasonable, actual results could differ from such estimates.

Recently Adopted Accounting Standards

Transfers of Financial Assets

On January 1, 2010, we adopted a new accounting standard issued by the Financial Accounting Standards
Board (“FASB”) that addresses the accounting and disclosure requirements for transfers of financial assets.
The adoption of this guidance did not have a material impact on our condensed consolidated unaudited
financial statements.

Variable Interest Entities

On January 1, 2010, we adopted accounting guidance issued by the FASB that amended the consolidation
principles for variable interest entities (*VIES”) by requiring consolidation of VIEs based on whether an
entity has the power to direct the activities that most significantly impact the VIESs economic performance
and shares in the significant risks and rewards of the entity. The adoption of this guidance did not have a
material impact on our condensed consolidated unaudited financial statements.
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Recently Issued Accounting Standards
Amendments to Revenue Arrangements with Multiple Deliverables

In October 2009, the FASB issued accounting guidance that amends the criteria for allocating a contract’s
consideration to individual services or products in multiple deliverable arrangements. This guidance is
effective prospectively for revenue arrangements entered into or materially modified in fiscal years beginning
on or after June 15, 2010. We will adopt this guidance beginning on January 1, 2011 and do not expect a
material impact on our condensed consolidated unaudited financial statements.

2. EARNINGS PER SHARE

Earnings per share is computed using the two-class method. The two-class method of computing earnings per
share is an earnings allocation formula that determines earnings per share for common stock and any
participating securities according to dividends declared (whether paid or unpaid) and participation rights in
undistributed earnings. Shares of our non-vested (restricted) stock are considered participating securities
because these awards contain a non-forfeitable right to dividends irrespective of whether the awards
ultimately vest. Under the two-class method, earnings per common share for our Common and Class B
common stock is computed by dividing the sum of distributed earnings to common shareholders and
undistributed earnings allocated to common shareholders by the weighted-average number of shares of
Common stock and Class B common stock outstanding for the period. In applying the two-class method,
undistributed earnings are allocated to Common stock, Class B common stock and participating securities
based on the weighted-average shares outstanding during the period.

Diluted earnings per share of our Common stock assumes the conversion of all of our Class B common stock
(2,866,881 and 2,575,364 shares as of June 30, 2010 and 2009, respectively) into Common stock as of the
beginning of the period and adjusts for the dilutive effects of outstanding stock options using the treasury
stock method.

The following table presents the calculation of basic and diluted earnings per common share for our Common
and Class B common stock for the quarters and six months ended June 30, 2010 and 2009:

Quarter Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009

Basic Earnings per Share:
Net income attributable to Watsco, Inc. shareholders $35,045 $16,282 $38,878 $15,110
Less: distributed and undistributed earnings

allocated to non-vested (restricted) common stock (2,100) (992) (2,342) (944)
Earnings allocated to Watsco, Inc. shareholders $32,945 $15,290 $36,536 $14,166
Allocation of earnings for Basic:

Common stock $29,844 $13,825 $33,092 $12,803
Class B common stock 3,101 1,465 3,444 1,363

$32,945 $15,290 $36.,536 $14,166

Diluted Earnings per Share:
Net income attributable to Watsco, Inc. shareholders $35,045 $16,282 $38,878 $15,110
Less: distributed and undistributed earnings

allocated to non-vested (restricted) common stock (2,097) (990) (2,341) (953)
Earnings allocated to Watsco, Inc. shareholders 32,948 15,292 36,537 14,157

The diluted earnings per share calculation assumes the conversion of all of our Class B common stock into
Common stock as of the beginning of the period; therefore, no allocation of earnings to Class B common
stock is required.

Weighted-average Common and Class B common

shares outstanding for basic earnings per share 30,461,079 26,876,952 30,413,994 26,775,500
Effect of dilutive stock options 108,445 373,264 123,142 381,348
Weighted-average Common and Class B common

shares outstanding for diluted earnings per share 30,569,524 27,250,216 30,537,136 27,156,848
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Diluted earnings per share excluded 84,000 and 227,681 shares for the quarters ended June 30, 2010 and
2009, respectively, and 117,561 and 263,152 shares for the six months ended June 30, 2010 and 2009,
respectively, related to stock options with an exercise price per share greater than the average market value,
resulting in an anti-dilutive effect on diluted earnings per share.

3. DERIVATIVE FINANCIAL INSTRUMENTS

Periodically, we enter into interest rate swap agreements to reduce our exposure to market risk from changing
interest rates under our revolving credit agreements. Under the terms of the swap agreements, we agree to
exchange, at specified intervals, the difference between fixed and variable interest amounts calculated by
reference to the notional principal amount. Any differences paid or received on our interest rate swap
agreements are recognized as adjustments to interest expense over the life of each swap, thereby adjusting the
effective interest rate on the underlying obligation. Financial instruments are not held or issued for trading
purposes. In order to obtain hedge accounting treatment, any derivatives used for hedging purposes must be
designated as, and effective as, a hedge of an identified risk exposure at the inception of the contract.
Changes in the fair value of the derivative contract must be highly correlated with changes in the fair value of
the underlying hedged item at inception of the hedge and over the life of the hedge contract. Accordingly, we
record all derivative instruments as either assets or liabilities on the condensed consolidated balance sheets at
their respective fair values. We record the change in the fair value of a derivative instrument designated as a
cash flow hedge in other comprehensive income to the extent the derivative is effective, and recognize the
change in the statement of income when the hedged item affects earnings. Our interest rate hedge is
designated as a cash flow hedge.

At both June 30, 2010 and December 31, 2009, we had one interest rate swap agreement was in effect with a
notional value of $10,000, maturing in October 2011. The swap agreement exchanges the variable rate of 30-
day LIBOR to a fixed interest rate of 5.07%. During the quarter and six months ended June 30, 2010 and
2009, the hedging relationship was determined to be highly effective in achieving offsetting changes in cash
flows.

We were party to an interest rate swap agreement with a notional amount of $10,000, which matured on
October 31, 2009, that was designated as a cash flow hedge and effectively exchanged the variable rate of
30-day LIBOR to a fixed interest rate of 5.04%. During the quarter and six months ended June 30, 2009, the
hedging relationship was determined to be highly effective in achieving offsetting changes in cash flows.

The negative fair value of the derivative financial instrument was $602 and $710 at June 30, 2010 and
December 31, 2009, respectively, and is included, net of accrued interest, in deferred income taxes and other
liabilities in the condensed consolidated balance sheets. See Note 4, “Fair Value Measurements.” At June 30,
2010 and December 31, 2009, $364, net of deferred tax benefits of $223 and $432, net of deferred tax benefits
of $262, respectively, was included in accumulated other comprehensive loss (“OCL”) associated with the cash
flow hedge.

The net change in OCL for the quarters and six months ended June 30, 2010 and 2009, reflected the
reclassification of $75, net of income tax benefit of $46, $148, net of income tax benefit of $88, $150, net of
income tax benefit of $92 and $293, net of income tax benefit of $173, respectively, of unrealized losses
from accumulated OCL to current period earnings (recorded in interest expense, net in the condensed
consolidated unaudited statements of income). The net unrealized loss recorded in accumulated OCL will be
reclassified to earnings on a monthly basis as interest payments occur. We estimate that approximately $450 in
unrealized losses on the derivative instrument accumulated in OCL are expected to be reclassified to earnings
during the next twelve months using a current 30-day LIBOR-based average receive rate (0.55% at June 30,
2010). See Note 5, “Comprehensive Income.”

4. FAIR VALUE MEASUREMENTS

We carry various assets and liabilities at fair value in the condensed consolidated balance sheets. Fair value is
defined as an exit price, representing the amount that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. As such, fair value is
a market-based measurement that should be determined based on assumptions that market participants would
use in pricing an asset or liability. Fair value measurements are classified based on the following fair value
hierarchy:
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Level 1 Quoted prices in active markets for identical assets or liabilities. An active market for an asset or
liability is a market in which transactions for the asset or liability occur with sufficient frequency
and volume to provide pricing information on an ongoing basis.

Level 2 Observable inputs other than Level 1 prices such as quoted prices in active markets for similar
assets or liabilities; quoted prices in markets that are not active; or model-driven valuations or
other inputs that are observable or can be corroborated by observable market data for substantially
the full term of the assets or liabilities.

Level 3 Unobservable inputs for the asset or liability. These inputs reflect our own assumptions about the
assumptions a market participant would use in pricing the asset or liability.

The following table presents our assets and liabilities that are measured at fair value on a recurring basis and
the levels of inputs used to measure fair value:

Fair Value Measurements

Fair Value at at June 30, 2010 Using
Description June 30, 2010 Level 1 Level 2 Level 3
Assets:
Auvailable-for-sale securities $95 $95 -
Liabilities:
Derivative financial instrument $602 - $602
Fair Value Measurements
Fair Value at at December 31, 2009 Using
Description December 31, 2009 Level 1 Level 2 Level 3
Assets:
Auvailable-for-sale securities $104 $104 -
Liabilities:
Derivative financial instrument $710 - $710

The following is a description of the valuation techniques used for these assets and liabilities, as well as the
level of input used to measure fair value:

Available-for-sale securities — the investments are exchange-traded equity securities. Fair values for these
investments are based on quoted prices in active markets and are therefore classified within Level 1 of the
fair value hierarchy.

Derivative financial instrument — the derivative is a pay-variable, receive fixed interest rate swap based on
30-day LIBOR. Fair value is based on model-derived valuations using the respective LIBOR rate, which is
observed at quoted intervals for the full term of the swap and incorporates adjustments to appropriately
reflect our nonperformance risk and the counterparty’s nonperformance risk. Therefore, the derivative is
classified within Level 2 of the fair value hierarchy. See Note 3, “Derivative Financial Instruments,” for
further information.

5. COMPREHENSIVE INCOME
Comprehensive income consists of net income and changes in the unrealized losses on available-for-sale
securities and the effective portion of cash flow hedges as further discussed in Note 3, “Derivative Financial

Instruments.” The components of comprehensive income for the quarters and six months ended June 30,
2010 and 2009, respectively, are as follows:
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Quarter Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
Net income $48,207 $16,282 $53,682 $15,110

Changes in unrealized losses on derivative

instruments, net of income tax expense of

$29, $70, $40 and $115, respectively 47 114 68 204
Changes in unrealized losses on available-for-sale

securities, net of income tax (expense) benefit of

$10, $(16), $5 and $31, respectively (14) 27 4) (44)
Comprehensive income 48,240 16,423 53,746 15,270
Less: comprehensive income attributable to

noncontrolling interest 13,162 - 14,804 -

Comprehensive income attributable to Watsco, Inc. $35,078 $16,423 $38,942 $15,270

6. ACQUISITIONS

On July 1, 2009, we completed the formation of a joint venture with Carrier Corporation (“Carrier”) to
distribute Carrier, Bryant and Payne products throughout the U.S. Sunbelt, Latin America and the Caribbean.
The joint venture, Carrier Enterprise, LLC (“Carrier Enterprise”), operates 110 locations in 20 states and
Puerto Rico and serves over 19,000 air conditioning and heating contractors. In the formation of the joint
venture, Carrier contributed 95 locations in the U.S. Sunbelt and Puerto Rico and the export division located
in Miami, Florida and we contributed 15 locations that distributed Carrier, Bryant and Payne products. The
results of operations of the new Carrier Enterprise locations have been included in the condensed
consolidated unaudited financial statements from the date of acquisition.

The unaudited pro forma financial information combining our results of operations with the operations of
Carrier Enterprise as if the joint venture had been consummated on January 1, 2009 is as follows:

Quarter Six Months

Ended Ended

June 30, June 30,

2009 2009

Revenues $740,189  $1,256,818
Net income 27,947 23,349
Less: net income attributable to noncontrolling interest 6,600 5,084
Net income attributable to Watsco, Inc. $21,347 $18,265
Diluted earnings per share for Common and Class B common shares $0.67 $0.55

This unaudited pro forma financial information is presented for informational purposes only. The unaudited
pro forma financial information from the beginning of the period presented until the acquisition date includes
adjustments to record income taxes related to our portion of Carrier Enterprise’s income, amortization of
bank fees paid to amend our existing $300,000 revolving credit agreement entered into upon the
consummation of the joint venture, amortization of bank fees paid by Carrier Enterprise to enter into a
separate secured three-year $75,000 revolving credit agreement and amortization related to identified
intangible assets with finite lives and does not include adjustments to remove certain corporate expenses of
Carrier Enterprise, which may not be incurred in future periods, adjustments for depreciation, or synergies
(primarily related to improved gross profit and lower general and administrative expenses) that may be
realized subsequent to the acquisition date. The unaudited pro forma financial information is not necessarily
indicative of our future results of operations or what the results of operations would have been had we owned
and operated Carrier Enterprise as of the beginning of the period presented.

In April 2010, one of our subsidiaries acquired certain assets and assumed certain liabilities of a wholesale
distributor of air conditioning and heating products operating from two locations in Tennessee. The purchase
price of the acquisition included a cash payment of approximately $2,400.
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The results of operations of these acquired locations have been included in the condensed consolidated
unaudited financial statements from their respective dates of acquisition. The pro forma effect of the April
2010 acquisition was not deemed significant to the condensed consolidated unaudited financial statements.

7. SHAREHOLDERS’ EQUITY

Dividends Declared

Our Board of Directors declared cash dividends on Common and Class B common stock of $0.52 per share,
$0.48 per share, $1.00 per share and $0.93 per share for the quarters and six months ended June 30, 2010 and
20009, respectively. On July 1, 2010, our Board of Directors declared a regular quarterly cash dividend of
$0.52 per share of Common and Class B common stock that was paid on July 30, 2010 to shareholders of
record as of July 15, 2010.

Non-Vested (Restricted) Stock

No shares of non-vested (restricted) stock were granted during the quarter ended June 30, 2010. During the
six months ended June 30, 2010, we granted 132,500 shares of non-vested (restricted) stock. No shares of
non-vested (restricted) stock were granted during the quarter or six months ended June 30, 2009. During the
quarters ended June 30, 2010 and 2009, 258 shares of Common stock with an aggregate market value of $16
and 601 shares of Common stock with an aggregate market value of $24, respectively, were delivered as
payment in lieu of cash to satisfy tax withholding obligations in connection with the vesting of non-vested
(restricted) stock. During the six months ended June 30, 2010 and 2009, 5,111 shares of Common stock with
an aggregate market value of $293 and 601 shares of Common stock with an aggregate market value of $24,
respectively, were delivered as payment in lieu of cash to satisfy tax withholding obligations in connection
with the vesting of non-vested (restricted) stock. These shares were retired upon delivery.

Stock Options

During the quarters ended June 30, 2010 and 2009, 13,000 and 152,550, respectively, of stock options were
exercised for Common stock. During the six months ended June 30, 2010 and 2009, 174,850 and 420,050,
respectively, of stock options were exercised for Common and Class B common stock. Cash received from
Common and Class B common stock issued as a result of stock options exercised during the quarters and six
months ended June 30, 2010 and 2009, was $366, $3,226, $2,808 and $5,422, respectively. During the six
months ended June 30, 2010 and 2009, 48,938 shares of Class B common stock with an aggregate market
value of $2,814 and 91,942 shares of common stock with an aggregate market value of $3,333, respectively,
were delivered as payment in lieu of cash for stock option exercises and related tax withholdings. These
shares were retired upon delivery.

Employee Stock Purchase Plan

During the quarters ended June 30, 2010 and 2009, 3,864 and 6,918, shares of Common stock were issued
under our employee stock purchase plan, respectively, for which we received net proceeds of $215 and $242,
respectively. During the six months ended June 30, 2010 and 2009, 8,118 and 12,112 shares of Common
stock were issued under our employee stock purchase plan, respectively, for which we received net proceeds
of $416 and $425, respectively.

Noncontrolling Interest

We have a 60% controlling interest in Carrier Enterprise and Carrier has a 40% noncontrolling interest. The
following table reconciles shareholders’ equity attributable to the noncontrolling interest:

Fair value of noncontrolling interest at December 31, 2009 $ 156,782
Net income attributable to noncontrolling interest 14,804
Distribution to noncontrolling interest (3,115)
Noncontrolling interest at June 30, 2010 $ 168,471
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8. COMMITMENTS AND CONTINGENCIES
Litigation, Claims and Assessments

We are involved in litigation incidental to the operation of our business. We vigorously defend all matters in
which we or our subsidiaries are named defendants and, for insurable losses, maintain significant levels of
insurance to protect against adverse judgments, claims or assessments that may affect us. Although the
adequacy of existing insurance coverage or the outcome of any legal proceedings cannot be predicted with
certainty, based on the current information available, we do not believe the ultimate liability associated with
any known claims or litigation in which we or our subsidiaries are involved will materially affect our
financial condition or results of operations.

Self-Insurance

Self-insurance reserves are maintained relative to company-wide casualty insurance and health benefit
programs. The level of exposure from catastrophic events is limited by the purchase of stop-loss and
aggregate liability reinsurance coverage. When estimating the self-insurance liabilities and related reserves,
management considers a number of factors, which include historical claims experience, demographic factors,
severity factors and valuations provided by independent third-party actuaries. Management reviews its
assumptions with its independent third-party actuaries to evaluate whether the self-insurance reserves are
adequate. If actual claims or adverse development of loss reserves occur and exceed these estimates,
additional reserves may be required. The estimation process contains uncertainty since management must use
judgment to estimate the ultimate cost that will be incurred to settle reported claims and unreported claims
for incidents incurred but not reported as of the balance sheet date. Reserves in the amount of $9,249 and
$7,110 at June 30, 2010 and December 31, 2009, respectively, were established related to such insurance
programs and are included in accrued expenses and other current liabilities in our condensed consolidated
balance sheets.

9. RELATED PARTY TRANSACTIONS

Purchases from Carrier and its affiliates comprised 54% of all purchases made for the quarter and six months
ended June 30, 2010. At June 30, 2010, approximately $157,000 is payable to Carrier and its affiliates.
Carrier Enterprise also sells HVAC/R products to Carrier and its affiliates. Revenues in our condensed
consolidated unaudited statement of income for the quarter and six months ended June 30, 2010 include
$14,649 and $18,048, respectively, of sales to Carrier and its affiliates. We believe these transactions are
conducted at arm’s-length in the ordinary course of business.

Carrier Enterprise has entered into Transactional Services Agreements (“TSAs™) with Carrier to have certain
business processes performed on its behalf including processes involving the use of business software
applications and information technologies. A number of the services provided pursuant to the TSAs expired
on December 31, 2009, with the remaining services expiring at various dates throughout 2010. The fees
related to the TSAs were approximately $888 and $2,227 and are included in selling, general and
administrative expenses in our condensed consolidated unaudited statement of income for the quarter and six
months ended June 30, 2010, respectively. At June 30, 2010 and December 31, 2009, $1,722 and $7,116,
respectively, related to the TSAs is payable to Carrier and is included in accrued expenses and other current
liabilities in our condensed consolidated balance sheets.

The final purchase price of Carrier Enterprise was subject to an adjustment pursuant to the Purchase and
Contribution Agreement dated May 3, 2009, as amended June 29, 2009, of which $1,418 was payable to
Carrier at June 30, 2010 and December 31, 2009. Such amount is included in our condensed consolidated
balance sheets.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Safe Harbor Statement

This Quarterly Report contains or incorporates by reference statements that are not historical in nature and
that are intended to be, and are hereby identified as, “forward-looking statements” as defined in the Private
Securities Litigation Reform Act of 1995, including statements regarding, among other items, (i) economic
conditions, (ii) business and acquisition strategies, (iii) potential acquisitions, (iv) financing plans and (v)
industry, demographic and other trends affecting our financial condition or results of operations. These
forward-looking statements are based largely on management's current expectations and are subject to a
number of risks, uncertainties and changes in circumstances, certain of which are beyond their control.

Actual results could differ materially from these forward-looking statements as a result of several factors,
including:

«  general economic conditions;

e competitive factors within the HVAC/R industry;

»  effects of supplier concentration;

e  fluctuations in certain commaodity costs;

e consumer spending;

e consumer debt levels;

e new housing starts and completions;

«  capital spending in the commercial construction market;

e access to liquidity needed for operations;

» seasonal nature of product sales;

»  weather conditions;

e insurance coverage risks;

«  federal, state and local regulations impacting our industry and products;

e prevailing interest rates; and

e the continued viability of our business strategy.

In light of these uncertainties, there can be no assurance that the forward-looking information contained
herein will be realized or, even if substantially realized, that the information will have the expected
consequences to or effects on our business or operations. For additional information identifying some other
important factors which may affect our operations and could cause actual results to vary materially from
those anticipated in the forward-looking statements, see our Commission filings, including but not limited to,
the discussion included in the Risk Factors section of our 2009 Annual Report on Form 10-K under the
headings “Business Risk Factors” and “General Risk Factors.” Forward-looking statements speak only as of
the date the statement was made. We assume no obligation to update forward-looking information or the
discussion of such risks and uncertainties to reflect actual results, changes in assumptions or changes in other
factors affecting forward-looking information.

The following information should be read in conjunction with the condensed consolidated unaudited
financial statements included under Item 1, “Condensed Consolidated Unaudited Financial Statements” of
this Quarterly Report on Form 10-Q.

Company Overview

Watsco, Inc. and its subsidiaries (collectively, “Watsco,” which may be referred to as we, us or our) was
incorporated in 1956 and is the largest distributor of air conditioning, heating and refrigeration equipment
and related parts and supplies (“HVAC/R”) in the HVAC/R distribution industry. On July 1, 2009, we
completed the formation of a joint venture with Carrier Corporation (“Carrier”), to distribute Carrier, Bryant
and Payne products throughout the U.S. Sunbelt, Latin America and the Caribbean. In the formation of the
joint venture, Carrier Enterprise, LLC (“Carrier Enterprise”), Carrier contributed 95 locations in the U.S.
Sunbelt and Puerto Rico and the export division located in Miami, Florida and we contributed 15 locations
that currently distribute Carrier, Bryant and Payne products. At June 30, 2010, we operated from 505
locations in 36 states.

Revenues primarily consist of sales of air conditioning, heating and refrigeration equipment and related parts
and supplies. Selling, general and administrative expenses primarily consist of selling expenses, the largest
components of which are salaries, commissions and marketing expenses that tend to be variable in nature and
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correlate to changes in sales. Other significant selling, general and administrative expenses relate to the
operation of warehouse facilities, including a fleet of trucks and forklifts and facility rent, which are payable
mostly under non-cancelable operating leases.

Sales of residential central air conditioners, heating equipment and parts and supplies are seasonal.
Furthermore, results of operations can be impacted favorably or unfavorably based on weather patterns
during the summer and winter selling seasons. Demand related to the residential central air conditioning
replacement market is highest in the second and third quarters, and demand for heating equipment is usually
highest in the fourth quarter. Demand related to the new construction sectors throughout most of the markets
is fairly consistent during the year except for dependence on housing completions and related weather and
economic conditions.

Critical Accounting Policies

Management’s discussion and analysis of financial condition and results of operations is based upon the
condensed consolidated unaudited financial statements, which have been prepared in accordance with U.S.
generally accepted accounting principles. The preparation of these financial statements requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the condensed consolidated unaudited financial statements and
the reported amount of revenues and expenses during the reporting period. Actual results may differ from
these estimates under different assumptions or conditions. At least quarterly, management reevaluates its
judgments and estimates, which are based on historical experience, current trends and various other
assumptions that are believed to be reasonable under the circumstances.

Our critical accounting policies are included in our 2009 Annual Report on Form 10-K as filed on February
26, 2010. We believe that there have been no significant changes during the quarter and six months ended
June 30, 2010 to the critical accounting policies disclosed in our 2009 Annual Report on Form 10-K.

Recent Accounting Pronouncements

Refer to Note 1 to the condensed consolidated unaudited financial statements for a discussion of recently
issued accounting pronouncements.

Results of Operations

The following table summarizes information derived from the condensed consolidated unaudited statements
of income expressed as a percentage of revenues for the quarters and six months ended June 30, 2010 and
20009:

Quarter Six Months
Ended June 30, Ended June 30,

2010 2009 2010 2009
Revenues 100.0% 100.0% 100.0% 100.0%
Cost of sales 76.7 75.1 76.5 74.8
Gross profit 23.3 24.9 235 25.2
Selling, general and administrative expenses 15.1 18.4 17.7 21.6
Operating income 8.2 6.5 5.8 3.6
Interest expense, net 0.1 0.1 0.1 0.1
Income before income taxes 8.1 6.4 5.7 35
Income taxes 25 24 18 13
Net income 5.6 4.0 3.9 2.2
Less: net income attributable to noncontrolling interest 15 - 1.1 -
Net income attributable to Watsco, Inc. _41% 4.0% _2.8% 2.2%
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The following narratives include the results of operations for businesses acquired during 2009 and 2010. The
results of operations for these acquisitions have been included in the condensed consolidated unaudited
statements of income beginning on their respective dates of acquisition. In the following narratives,
computations and disclosure information referring to “same-store basis” exclude the effects of locations
acquired or locations opened or closed during the prior twelve months unless they are within close
geographical proximity to existing locations (95 locations excluded at June 30, 2010). The table below
summarizes the changes in our locations during the quarter and six months ended June 30, 2010:

Number of

Locations
December 31, 2009 505
Closed )
March 31, 2010 504
Acquired 2
Opened 3
Closed (4)

June 30, 2010 505

Second Quarter 2010 Compared to Second Quarter 2009

Revenues

Revenues for the quarter ended June 30, 2010 increased $459.8 million, or 114%, compared to the same
period in 2009, including $399.6 million attributable to the new Carrier Enterprise locations and $9.3 million
from other locations acquired and opened during the last twelve months offset by $3.5 million from closed
locations. On a same-store basis, revenues increased $54.4 million, or 14%, over the same period in 2009.
Revenues reflect a 25% increase in sales of HVAC equipment, a 3% increase in sales of other HYAC
products and a 5% increase in sales of refrigeration products. Sales of HVAC equipment benefited from a
combination of strong growth in unit sales and an improved sales mix of higher-efficiency replacement air
conditioning and heating systems, which sell at higher unit prices.

Gross Profit

Gross profit for the quarter ended June 30, 2010 increased $100.1 million, or 99%, compared to the same
period in 2009, primarily as a result of increased revenues. Gross profit margin for the quarter ended June 30,
2010 declined 160 basis-points to 23.3% versus 24.9% for the same period in 2009, reflecting the impact of
lower selling margins for Carrier Enterprise. On a same-store basis, gross profit margin declined 30 basis-
points to 24.7% versus 25.0% primarily due to a shift in sales mix toward HVAC equipment, which
generates a lower gross profit margin than non-equipment products during the quarter ended June 30, 2010.

Selling, General and Administrative Expenses

Selling, general and administrative expenses for the quarter ended June 30, 2010 increased $55.5 million,
or 74%, compared to the same period in 2009 primarily due to Carrier Enterprise. Selling, general and
administrative expenses as a percent of revenues for the quarter ended June 30, 2010 decreased to 15.1%
from 18.4% for the same period in 2009. On a same-store basis, selling, general, and administrative
expenses increased 1% primarily due to an increase in selling expenses from higher revenues, partially
offset by on-going profit enhancement initiatives. Closed branches also contributed selling, general and
administrative expenses savings of $0.8 million during the quarter ended June 30, 2010.

Interest Expense, Net

Net interest expense for the quarter ended June 30, 2010 increased $0.6 million, or 160%, compared to the
same period in 2009, primarily as a result of the additional amortization of bank fees (included in interest
expense, net) related to the amendment of our existing revolving credit agreement required to consummate
the joint venture and the establishment of the Carrier Enterprise revolving credit agreement.
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Income Taxes

Income taxes of $21.8 million consist of the income taxes attributable to Watsco's wholly-owned operations
and 60% of income taxes attributable to Carrier Enterprise, which is taxed as a partnership for income tax
purposes. The effective income tax rate attributable to Watsco, Inc. increased to 38.0% from 37.3% for the
quarters ended June 30, 2010 and 2009. The increase is primarily due to certain non-recurring tax benefits
and credits realized in 2009 and a higher state effective tax rate associated with Carrier Enterprise in 2010.

Net Income Attributable to Watsco, Inc.

Net income attributable to Watsco for the quarter ended June 30, 2010 increased $18.8 million, or 115%,
compared to the same period in 2009. The increase was primarily driven by higher revenues, expanded profit
margins and lower levels of selling, general and administrative expense as a percent of revenues as discussed
above.

Six Months Ended June 30, 2010 Compared to Six Months Ended June 30, 2009

Revenues

Revenues for the six months ended June 30, 2010 increased $678.2 million, or 97%, compared to the same
period in 2009, including $625.4 million attributable to the new Carrier Enterprise locations and $13.1
million from other locations acquired and opened during the last twelve months offset by $6.2 million from
closed locations. On a same-store basis, revenues increased $45.9 million, or 7%, over the same period in
2009. Revenues reflect a 17% increase in sales of HVAC equipment, a 3% decrease in sales of other HVAC
products and a 3% increase in sales of refrigeration products. Sales of HVAC equipment benefited from a
combination of strong growth in unit sales and an improved sales mix of higher-efficiency replacement air
conditioning and heating systems, which sell at higher unit prices.

Gross Profit

Gross profit for the six months ended June 30, 2010 increased $148.5 million, or 85%, compared to the same
period in 2009, primarily as a result of increased revenues. Gross profit margin for the six months ended June
30, 2010 declined 170 basis-points to 23.5% versus 25.2% for the same period in 2009, reflecting the impact
of lower selling margins for Carrier Enterprise. On a same-store basis, gross profit margin improved 10
basis-points to 25.3% versus 25.2% primarily due to a shift in sales mix toward HVAC equipment, which
generates a lower gross profit margin than non-equipment products during the six months ended June 30,
2010.

Selling, General and Administrative Expenses

Selling, general and administrative expenses for the six months ended June 30, 2010 increased $93.4
million, or 62%, compared to the same period in 2009 primarily due to Carrier Enterprise. Selling, general
and administrative expenses as a percent of revenues for the six months ended June 30, 2010 decreased to
17.7% from 21.6% for the same period in 2009. On a same-store basis, selling, general, and administrative
expenses decreased 4% primarily due to lower bad debt expense and on-going profit enhancement
initiatives. Closed branches also contributed selling, general and administrative expenses savings of $1.6
million during the six months ended June 30, 2010.

Interest Expense, Net

Net interest expense for the six months ended June 30, 2010 increased $1.1 million, or 167%, compared to
the same period in 2009, primarily as a result of the additional amortization of bank fees (included in interest
expense, net) related to the amendment of our existing revolving credit agreement required to consummate
the joint venture and the establishment of the Carrier Enterprise revolving credit agreement.

Income Taxes

Income taxes of $24.3 million consist of the income taxes attributable to Watsco's wholly-owned operations
and 60% of income taxes attributable to Carrier Enterprise, which is taxed as a partnership for income tax
purposes. The effective income tax rate attributable to Watsco, Inc. increased to 38.0% from 37.2% for the
six months ended June 30, 2010 and 2009. The increase is primarily due to certain non-recurring tax benefits
and credits realized in 2009 and a higher state effective tax rate associated with Carrier Enterprise in 2010.
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Net Income Attributable to Watsco, Inc.

Net income attributable to Watsco for the six months ended June 30, 2010 increased $23.8 million, or 157%,
compared to the same period in 2009. The increase was primarily driven by higher revenues, expanded profit
margins and lower levels of selling, general and administrative expenses as a percent of revenues as
discussed above.

Liquidity and Capital Resources

We assess our liquidity in terms of our ability to generate cash to execute our business strategy and fund
operating and investing activities, taking into consideration the seasonal demand of HVAC/R products, which
peaks in the months of May through August. Significant factors that could affect our liquidity include the
following:

e cash flows generated from operating activities;

e the adequacy of available bank lines of credit;

e the ability to attract long-term capital with satisfactory terms;
® Jacquisitions;

e dividend payments;

e capital expenditures; and

e the timing and extent of common stock repurchases.

We rely on cash flows from operations and our lines of credit to fund seasonal working capital needs,
financial commitments and short-term liquidity needs, including funds necessary for business acquisitions.
Future disruptions in the capital and credit markets, such as those experienced in 2008 could adversely affect
our ability to draw on our lines of credit. Our access to funds under the lines of credit is dependent on the
ability of the banks to meet their funding commitments. Disruptions in capital and credit markets also
affected the determination of interest rates for borrowers, particularly rates based on LIBOR, as are our lines
of credit. Future disruptions in these markets and their effect on interest rates could result in increased
borrowing costs under our lines of credit. We believe that, at present, cash flows from operations combined
with those available under our lines of credit are sufficient to satisfy our current liquidity needs, including
our anticipated dividend payments and capital expenditures.

Cash Flows
The following table summarizes our cash flow activity for the six months ended June 30, 2010 and 2009:

2010 2009 Change
Operating aCtIVIIES .....cceiveiieieire e $ 56.8 $ 276 $ 29.2
INVESEING ACHIVITIES ....oviiecieceeece e $ 42) $ 14) $ (2.8)
FiNancing aCtiVities .........ccccovveriieneiee e $  (230) $ (223) $ 0.7)

Operating Activities

The increase in net cash provided by operating activities was principally attributable to higher net income
and to changes in operating assets and liabilities, which were primarily composed of higher levels of
accounts payable and other liabilities, partially offset by higher inventories attributable to the 95 locations
added by Carrier Enterprise and a stronger seasonal buildup of inventory in 2010 and higher accounts
receivable driven by increased sales volume in 2010 versus 2009.

Investing Activities

The increase in net cash used in investing activities is primarily due to a business acquired in 2010 for $2.4
million and an increase in capital expenditures of $2.3 million partially offset by $1.9 million of higher
proceeds from the sale of property and equipment in 2010 as compared to the 2009 period.
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Financing Activities

The increase in net cash used in financing activities is primarily attributable to an increase of $5.9 million in
dividends paid, a $3.1 million distribution made to the noncontrolling interest, $2.6 million lower net
proceeds from issuances of common stock and a $1.6 million decrease in excess tax benefits resulting from
share-based compensation in 2010, partially offset by $7.2 million net borrowings under our revolving credit
agreements in 2010 and $5.3 million in fees paid in 2009 to amend our revolving credit agreement.

Working capital increased $35.8 million to $567.2 million at June 30, 2010 from $531.4 million at
December 31, 20009, reflecting higher cash on hand resulting from improved collections as well as due to the
aforementioned increase in inventory levels and accounts receivable; partially offset by higher levels of
accounts payable and accrued expenses.

Revolving Credit Agreements

We maintain a bank-syndicated, unsecured revolving credit agreement that provides for borrowings of up to
$300.0 million. Borrowings are used to fund seasonal working capital needs and for other general corporate
purposes, including acquisitions, dividends, stock repurchases and issuances of letters of credit. The credit
facility matures in August 2012. At June 30, 2010 and December 31, 2009, $20.0 million and $12.8 million
were outstanding under this revolving credit agreement, respectively.

The revolving credit agreement contains customary affirmative and negative covenants including financial
covenants with respect to consolidated leverage and interest coverage ratios and limits capital expenditures,
dividends and share repurchases in addition to other restrictions. We believe we were in compliance with all
covenants and financial ratios at June 30, 2010.

Carrier Enterprise maintains a separate secured revolving credit agreement that provides for borrowings of up
to $75.0 million. Borrowings under the credit facility are used by Carrier Enterprise for general corporate
purposes, including working capital and permitted acquisitions. The credit facility is secured by substantially
all tangible and intangible assets of Carrier Enterprise. The credit facility matures in July 2012. At December
31, 2009, $0.01 million was outstanding under this credit facility. At June 30, 2010, no borrowings were
outstanding under this credit facility.

The revolving credit agreement contains customary affirmative and negative covenants and warranties,
including compliance with a monthly borrowing base certificate with advance rates on accounts receivable
and inventory, two financial covenants with respect to Carrier Enterprise’s leverage and interest coverage
ratios and limits the level of capital expenditures in addition to other restrictions. We believe Carrier
Enterprise was in compliance with all covenants and financial ratios at June 30, 2010.

Company Share Repurchase Program

In September 1999, our Board of Directors authorized the repurchase, at management’s discretion, of

7.5 million shares of common stock in the open market or via private transactions. Shares repurchased under
the program are accounted for using the cost method and result in a reduction of shareholders’ equity. In
aggregate, 6.4 million shares of Common stock and Class B common stock have been repurchased at a cost
of $114.4 million since the inception of the program. The remaining 1.1 million shares authorized for
repurchase are subject to certain restrictions included in our revolving credit agreement.

Common Stock Dividends

Cash dividends of $1.00 per share and $0.93 per share of Common stock and Class B common stock were
paid during the six months ended June 30, 2010 and 2009, respectively. On July 1, 2010, our Board of
Directors declared a regular quarterly cash dividend of $0.52 per share of Common and Class B common
stock that was paid on July 30, 2010 to shareholders of record as of July 15, 2010. Future dividends and/or
dividend rate increases will be at the sole discretion of the Board of Directors and will depend upon such
factors as profitability, financial condition, cash requirements, and restrictions under our revolving credit
agreement, future prospects and other factors deemed relevant by our Board of Directors.

Capital Resources

We believe we have adequate availability of capital from operations and our current credit facilities to fund
working capital requirements and support the development of our short-term and long-term operating
strategies. As of June 30, 2010, we had cash and cash equivalents on hand and additional borrowing capacity
(subject to certain restrictions) under our revolving credit agreements to fund present operations and
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anticipated growth, including expansion in our current and targeted market areas. Potential acquisitions are
continually evaluated and discussions are conducted with a number of acquisition candidates. Should suitable
acquisition opportunities or working capital needs arise that would require additional financing, we believe
our financial position and earnings history provide a sufficient base for obtaining additional financing
resources at competitive rates and terms or gives us the ability to raise funds through the issuance of equity
securities.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There have been no material changes in market risk from the information provided in Item 7A, Quantitative
and Qualitative Disclosures about Market Risk, of the 2009 Annual Report on Form 10-K.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange
Act of 1934, as amended (“the Exchange Act™)) that are, among other things, designed to ensure that
information required to be disclosed by us under the Exchange Act is accumulated and communicated to
management, including our Chief Executive Officer (“CEQ”), Senior Vice President (“SVP”) and Chief
Financial Officer (“CFQ”), to allow for timely decisions regarding required disclosure and appropriate
Securities and Exchange Commission filings.

Our management, with the participation of our CEO, SVP and CFO, has evaluated the effectiveness of our
disclosure controls and procedures as of the end of the period covered by this report, and, based on that
evaluation, our CEO, SVP and CFO have concluded that our disclosure controls and procedures were
effective, at a reasonable assurance level, at and as of such date.

Changes in Internal Control over Financial Reporting

We are continuously seeking to improve the efficiency and effectiveness of our operations and of our internal
controls. This results in refinements to processes throughout the Company. However, there have been no
changes in internal controls over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) during the quarter ended June 30, 2010, that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting. In accordance with the
rules and regulations of the Securities and Exchange Commission, we have not yet assessed the internal
control over financial reporting of the 95 locations added by Carrier Enterprise on July 1, 2009, which
represents approximately 45% of our total consolidated assets at June 30, 2010 and approximately 45% of
revenues for the six months ended June 30, 2010. From the acquisition date to June 30, 2010, the processes
and systems of Carrier Enterprise were discrete and did not impact internal controls over financial reporting
for our other consolidated subsidiaries.

PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

We are involved in litigation incidental to the operation of our business. We vigorously defend all matters in
which we or our subsidiaries are named defendants and, for insurable losses, maintain significant levels of
insurance to protect against adverse judgments, claims or assessments that may affect us. Although the
adequacy of existing insurance coverage or the outcome of any legal proceedings cannot be predicted with
certainty, based on the current information available, we do not believe the ultimate liability associated with
any known claims or litigation will have a material impact to our financial condition or results of operations.

ITEM 1A. RISK FACTORS

Information about risk factors for the quarter ended June 30, 2010, do not differ materially from that set forth
in Part I, Item 1A, of our 2009 Annual Report on Form 10-K.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Dividends

Cash dividends of $0.52 per share, $0.48 per share, $1.00 per share and $0.93 per share of Common stock
and Class B common stock were paid during the quarters and six months ended June 30, 2010 and 2009,

respectively.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None

ITEM4. REMOVED AND RESERVED

ITEM5. OTHER INFORMATION

None

ITEM6. EXHIBITS

31.1#

312 #

31.3#

321+

101.INS *

101.SCH *

101.CAL *

101.DEF *

101.LAB *

101.PPR *

# filed herewith.

Certification of Chief Executive Officer pursuant to Securities Exchange Act Rules
13a-15(e) and 15d-15(e) as adopted pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.
Certification of Senior Vice President pursuant to Securities Exchange Act Rules
13a-15(e) and 15d-15(e) as adopted pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.
Certification of Chief Financial Officer pursuant to Securities Exchange Act Rules
13a-15(e) and 15d-15(e) as adopted pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.
Certification of Chief Executive Officer, Senior Vice President and Chief Financial
Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

XBRL Instance Document.

XBRL Taxonomy Extension Schema Document.

XBRL Taxonomy Extension Calculation Linkbase Document.

XBRL Taxonomy Extension Definition Linkbase Document.

XBRL Taxonomy Extension Label Linkbase Document.

XBRL Taxonomy Extension Presentation Linkbase Document.

+ furnished herewith.

* XBRL (Extensible Business Reporting Language) information is furnished and not filed or a part of a
registration statement or prospectus for purposes of sections 11 or 12 of the Securities Act of 1933, is
deemed not filed for purposes of section 18 of the Securities Exchange Act of 1934, and otherwise is
not subject to liability under these sections.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

WATSCO, INC.
(Registrant)

August 6, 2010 By: /s/ Ana M. Menendez
Ana M. Menendez
Chief Financial Officer
(on behalf of the Registrant
and as Principal Financial Officer)
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Albert H. Nahmad, certify that:

1.

2.

I have reviewed this Quarterly Report on Form 10-Q of Watsco, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

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

The registrant's other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal control over financial reporting.

Date: August 6, 2010

[s/ Albert H. Nahmad

Albert H. Nahmad
Chief Executive Officer
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EXHIBIT 31.2

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Barry S. Logan, certify that:
1. | have reviewed this Quarterly Report on Form 10-Q of Watsco, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

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

5. The registrant's other certifying officers and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal control over financial reporting.

Date: August 6, 2010

/s/ Barry S. Logan
Barry S. Logan
Senior Vice President
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EXHIBIT 31.3

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Ana M. Menendez, certify that:

1.

2.

I have reviewed this Quarterly Report on Form 10-Q of Watsco, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

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

The registrant's other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal control over financial reporting.

Date: August 6, 2010

/s/ Ana M. Menendez

Ana M. Menendez
Chief Financial Officer
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Watsco, Inc. (“Watsco”) for the quarter and six
months ended June 30, 2010 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), Albert H. Nahmad, as Chief Executive Officer of Watsco, Barry S. Logan, as Senior Vice
President of Watsco and Ana M. Menendez, as Chief Financial Officer of Watsco, each hereby certifies,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that, to our
knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2 The information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of Watsco.

s/ Albert H. Nahmad
Albert H. Nahmad
Chief Executive Officer
August 6, 2010

/s/ Barry S. Logan
Barry S. Logan
Senior Vice President
August 6, 2010

/s/ Ana M. Menendez
Ana M. Menendez
Chief Financial Officer
August 6, 2010

A signed original of this written statement required by Section 906 has been provided to Watsco and will be
retained by Watsco and furnished to the Securities and Exchange Commission or its staff upon request.

This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and
shall not, except to the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by Watsco for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended.
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watsco

Watsco, Inc.
2665 South Bayshore Drive, Suite 901
Coconut Grove, Florida 33133

NOTICE OF THE 2010 ANNUAL MEETING OF SHAREHOLDERS

Date: Friday, June 4, 2010
Time: 9:30 a.m., Eastern Daylight Time
Place: University Club

1 West 54 Street
New York, New York 10019

Purpose: 1.  For the holders of our Common stock to elect one director and for the holders of our Class B common stock to elect two
directors.

2. To consider any other business that is properly presented at the meeting.

Who May Vote: You may vote if you were a record owner of our Common stock (NYSE: WSO) and/or our Class B common stock (NYSE Amex:
WSOB) at the close of business on April 9, 2010.

Proxy Voting: Whether or not you expect to be present, please sign and date the enclosed proxy card and return it in the enclosed pre—addres:
envelope as promptly as possible. No postage is required if mailed in the United States.

By order of the Board of Directors,

CreT

BARRY S. LOGAN
Senior Vice President and Secretary

April 30, 2010

This is an important meeting, and all shareholders of record as of April 9, 2010 are invited to attend the meeting in person. Those shareholders
who are unable to attend are respectfully urged to execute and return the enclosed proxy card as promptly as possible in the enclosed return
envelope. No postage is required if mailed in the United States. Shareholders who execute a proxy card may nevertheless attend the meeting,
revoke their proxy and vote their shares in person.

NOTICE: This is the first year that brokers are not permitted to vote on the election of directors without instructions from the beneficial owner.
Therefore, if your shares are held through a broker, bank or other nominee, your vote is especially important this year. Unless you vote your
shares in one of the ways described in this proxy statement, your shares will not be voted in the election of directors.
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WATSCO, INC.
2665 South Bayshore Drive, Suite 901
Coconut Grove, Florida 33133

PROXY STATEMENT
Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting to Be Held on June 4, 2010

The Company’s 2009 Annual Report and this proxy statement are available at: www.watsco.com

You are receiving this proxy statement because, as of April 9, 2010, you owned shares of Watsco, Inc. common stock that entitle you to vote at our
2010 annual meeting of shareholders. Our Board of Directors, which we refer to as the Board, is soliciting proxies from shareholders who wish to vote at
meeting. By using a proxy, you can vote even if you do not attend the meeting. This proxy statement describes the matters on which you are being askec
vote and provides information on those matters so that you can make an informed decision.

This proxy statement and the enclosed form of proxy are first being mailed to holders of our Common stock and our Class B common stock on or
about April 30, 2010. Shareholders should review the information contained in this proxy statement together with our 2009 Annual Report which
accompanies this proxy statement.

In this proxy statement, we refer to Watsco, IndMagsco, we, us, our and the Company.

Our Internet website and the information contained therein, other than material expressly referred to in this proxy statement, or connected thereto a
not incorporated into this proxy statement.

INFORMATION ABOUT OUR ANNUAL MEETING

When and where is the annual meeting?

We will hold the annual shareholder meeting on Friday, June 4, 2010, at 9:30 a.m., Eastern Daylight Time at the University Club™ Bttt 54
New York, New York 10019.

Who can attend the annual meeting?

Only shareholders of record as of April 9, 2010 (which we refer to as the record date), or their duly appointed proxies, and our invited guests are
permitted to attend the annual meeting. To gain admittance, you must bring valid photo identification to the meeting, and we will verify your name agains
our shareholder list. If a broker or other nominee holds your shares and you plan to attend the meeting, you must bring a brokerage statement reflecting
share ownership as of the record date, a legal proxy from the broker to vote the shares that are held for your benefit and valid photo identification.

What is the purpose of the annual meeting?
Our 2010 annual meeting will be held for the following purposes:

1. To vote on the election of directors as follows:

a. for the holders of Common stock to elect Robert L. Berner Il to serve as a director until our 2013 annual meeting of shareholders or,
until his successor is duly elected and qualified; and

1
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b. for the holders of Class B common stock to elect Bob L. Moss and George P. Sape to serve as directors until our 2013 annual meeting
of shareholders or, in each case, until their successors are duly elected and qualified.

2. To vote on such other business, if any, as may properly come before the meeting.

In addition, senior management will discuss the performance of the Company and respond to your questions.

Who can vote?

The Board has set April 9, 2010 as the record date for the annual meeting. Holders of Watsco Common stock and/or Class B common stock at the
close of business on the record date are entitled to vote their shares at the annual meeting, or any postponement(s) or adjournment(s) of the meeting. As
the record date, there were 28,062,690 shares of our Common stock outstanding (representing 34,385,340 shares issued less 6,322,650 shares held in
treasury) and 4,333,489 shares of our Class B common stock outstanding (representing 4,381,752 shares issued less 48,263 shares held in treasury), a
which are entitled to be voted.

A list of shareholders will be available at our executive offices at 2665 South Bayshore Drive, Suite 901, Coconut Grove, Florida 33133 for a period
of ten days prior to the annual meeting and at the annual meeting itself for examination by any shareholder.

How do | vote?
Shareholders of Record

You are a shareholder of record if you are registered as a shareholder with our transfer agent, American Stock Transfer & Trust Company. To vote
mail, simply mark, sign and date your proxy card and return it in the enclosed envelope. To vote in person, attend our annual meeting, bring valid photo
identification and deliver your completed proxy card in person.

Beneficial Shareholders

You are a beneficial shareholder if a brokerage firm, bank, trustee or other agent, referred to as a “nominee,” holds your shares. This is often callec
ownership in “street name,” since your name does not appear anywhere in our records. To vote by mail, simply mark, sign and date your proxy card, and
return it in the enclosed envelope. To vote in person, attend our annual meeting, bring valid photo identification, bring a brokerage statement reflecting y«
share ownership as of the record date and obtain a legal proxy from your broker to vote the shares that are held for your benefit, attach it to your comple
proxy card and deliver it in person.

How do | revoke my proxy and change my vote?

A shareholder of record may revoke a proxy by giving written notice of revocation to our Secretary at our headquarters before the meeting, by
delivering a duly executed proxy bearing a later date or by voting in person at the annual meeting. If you are a beneficial shareholder, you may change y
vote by following the nominee’s procedures for revoking or changing your proxy.

What are the voting rights of Watsco shareholders?

Holders of our Common stock are entitled to one vote per share on each matter that is submitted to shareholders for approval and to vote as a sep:
class to elect 25% of our directors (rounded up to the next whole number), which presently equates to three directors. Holders of our Class B common st
are entitled to 10 votes per share on each matter that is submitted to shareholders for approval and to vote as a separate class to elect 75% of our direct
(rounded down to the next whole number), which presently equates to six directors.

2
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Holders of our Common stock and our Class B common stock vote together as a single class on all matters except the election of directors or as otherwi
provided by applicable law.

What are the voting recommendations of the Board?
The Board recommends that you vote FOR the election of each of the director nominees.

Unless contrary instructions are indicated on the enclosed proxy, all shares represented by valid proxies received pursuant to this solicitation (and
which have not been revoked in accordance with the procedures set forth above) will be voted (a) “FOR” the election of the respective nominees for direc
named in this proxy statement and (b) in the discretion of the proxy holders listed on the proxy card, “FOR” or “AGAINST"” all other matters as may
properly come before the annual meeting. In the event a shareholder specifies a different choice by means of the enclosed proxy, such shares will be vof
in accordance with the specification made.

What are “broker non-votes”?

“Broker non—votes” occur when shares held by a brokerage firm are not voted with respect to a proposal because the firm has not received voting
instructions from the shareholder, and the firm does not have the authority to vote the shares at its discretion. Under the rules of the New York Stock
Exchange (“NYSE"), brokerage firms have the authority to vote their customers’ shares on certain “routine” matters for which they do not receive voting
instructions. Prior to 2010, an uncontested election of directors was considered a “routine” matter under NYSE rules. In 2009, the Securities and Exchan
Commission (“SEC") approved a proposal to amend the NYSE rules to eliminate discretionary voting by brokers in any election of directors. Accordingly,
at this year’s annual meeting, if other matters are properly brought before the special meeting and are not considered “routine” under the applicable NYS
rules, shares held by brokerage firms will not be voted on such non-routine matters by the brokerage firms unless they have received voting instructions
and, accordingly, any such shares will be “broker non-votes.”

What constitutes a quorum?

The presence at the meeting, in person or by proxy, of the holders of Common stock and Class B common stock representing a majority of the
combined voting power of the outstanding shares of common stock as of the record date will constitute a quorum, permitting the meeting to conduct its
business. As of the record date, there were 28,062,690 shares of Common stock outstanding and 4,333,489 shares of Class B common stock outstandir
of which are entitled to be voted at the annual meeting.

As of the record date, our directors and executive officers and entities affiliated with these persons owned (i) Common stock representing 1.4% of t
outstanding shares of Common stock and (ii) Class B common stock representing 92.0% of the outstanding shares of Class B common stock, together
representing 56.4% of the aggregated combined votes of Common stock and Class B common stock entitled to be cast at the annual meeting. Such per:
and entities represent a majority of the combined voting power of the outstanding shares of stock on the record date and thus constitute a quorum and h:
informed us that they intend to vote all of their shares of Common stock and Class B common stock in favor of all proposals set forth in the proxy
statement.

If less than a majority of the combined voting power of the outstanding shares of Common stock and Class B common stock are represented at the
annual meeting, a majority of the shares so represented may adjourn the annual meeting from time to time without further notice.

How many votes are needed for the proposals to pass?

For purposes of electing directors at the annual meeting, the nominees receiving the greatest numbers of votes of Common stock and Class B corr
stock, voting as separate classes to the extent they are entitled to
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vote on a nominee, shall be elected as directors. The affirmative vote of a majority of votes of Common stock and Class B common stock, in person or b
proxy at the annual meeting and voting together as a single class, is required for any other matter that may be properly submitted to a vote of our
shareholders.

A properly executed proxy marked “WITHHOLD VOTE” with respect to the election of one or more directors will not be voted with respect to the
director or directors indicated, but it will be counted for purposes of determining whether there is a quorum. Shareholders do not have the right to cumula
their votes for directors.

What is the effect of abstentions and broker non-votes?

Proxies received but marked “ABSTAIN”" and broker non-votes will be included in the calculation of the number of shares considered to be present
at the meeting for purposes of determining a quorum. Generally, abstentions and broker non-votes have the same effect as votes cast against proposal:
require a majority or greater percentage of all outstanding shares entitled to vote, but they do not otherwise have any effect on any other proposals.

Who tabulates the votes?

Prior to the annual meeting, we will select one or more inspectors of election for the meeting. Such inspector(s) will determine the number of share:
of Common stock and Class B common stock represented at the meeting, the existence of a quorum and the validity and effect of proxies, and shall rece
count and tabulate ballots and votes and determine the results thereof.

Who pays the cost of this proxy solicitation?

We pay the cost of soliciting your proxy, and we reimburse brokerage firms and others for forwarding proxy materials to you. In addition to
solicitation by mail, we may also solicit proxies by letter, facsimile, e-mail, telephone or in person. Our directors, officers and employees may participate
the solicitation of proxies without additional consideration.

4
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PROPOSAL NO. 1—ELECTION OF DIRECTORS

Our Amended and Restated Articles of Incorporation and Amended Bylaws provide that our Board shall consist of no fewer than three nor more the
nine members, and that it shall be divided, as nearly as possible, into three equal divisions, each of which serves for a staggered three year term. Our Bc
had previously been composed of nine members, three of whom were Common stock directors, and six of whom were Class B common stock directors.
However, following the passing in November 2009 of Mr. Frederick H. Joseph, who had served as a Class B common stock director, our Board has
consisted of eight members, three of whom are Common stock directors and five of whom are Class B common stock directors. As of the date of this prc
statement, no person has been nominated to fill the vacancy caused by Mr. Joseph'’s passing.

The three directors whose terms expire at the 2010 annual meeting of shareholders are Robert L. Berner 11, Bob L. Moss and George P. Sape. Up
the recommendation of the Nominating & Strategy Committee, our Board has nominated Messrs. Berner, Moss and Sape for re—election at the 2010 anr
meeting of shareholders, each of whom would serve for a three—year term expiring at the 2013 annual meeting of shareholders, and each has consentec
serve if elected. Mr. Berner has been nominated as a director to be elected by the holders of Common stock, and Messrs. Moss and Sape have been
nominated as directors to be elected by the holders of Class B common stock.

Our Board has determined that each director nominee qualifies as independent under applicable regulations and the categorical director independe
standards adopted by our Board and set forth under “Director Independence” in this proxy statement.

Holders of our Common stock have previously elected Dr. Denise Dickins and Mr. Gary L. Tapella to serve as directors for terms expiring at the 20!
and 2012 annual meetings of shareholders, respectively. Holders of our Class B common stock have previously elected Messrs. Cesar L. Alvarez, Paul |
Manley and Albert H. Nahmad to serve as directors for terms expiring at the 2012, 2011 and 2012 annual meetings of shareholders, respectively.

We believe that each of our directors possesses the experience, skills and qualities to fully perform his or her duties as a director and contribute to
success. Our directors have been nominated because they possess the highest standards of personal integrity, interpersonal and communication skills, :
highly accomplished in their fields, have an understanding of the interests and issues that are important to our shareholders and are able to dedicate
sufficient time to fulfilling their obligations as directors. Our directors as a group complement each other and each of their respective experiences, skills a
qualities. While our directors make up a diverse group in terms of age, gender, ethnic background and professional experience, they together comprise ¢
cohesive body in terms of Board process and collaboration.

Director Biographies and Qualifications

Each director’s principal occupation and other pertinent information about particular experience, qualifications, attributes and skills that led the Boau
to conclude that such person should serve as a director, appear below.

Albert H. Nahmad 69, has served as our Chairman of the Board, President and Chief Executive Officer since December 1973. Mr. Nahmad is the
general partner of Alna Capital Associates, LP, a New York limited partnership, which is one of our shareholders.

Mr. Nahmad was elected to the Board in December 1973 as founder. He is the Chair of the Nominating & Strategy Committee. He has 37 years of
leadership experience as President and Chief Executive Officer and has broad knowledge of our Company and the HVAC/R industry.

5
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Cesar L. Alvarez62, served as the Chief Executive Officer of the international law firm Greenberg Traurig, P.A. (“Greenberg”) from 1997 to 2010
and currently holds the position of Greenberg’s Executive Chairman.

Mr. Alvarez was elected to the Board in 1997 and is a member of the Nominating & Strategy Committee. The Board nominated Mr. Alvarez as a
director because of his management experience as the current Executive Chairman and as former Chief Executive Officer of one of the nation’s largest |
firms with professionals providing services in multiple locations across the country and abroad as well as his many years of corporate governance
experience, both counseling and serving on the boards of directors of other publicly traded companies.

Mr. Alvarez also serves on the boards of directors of Mednax, Inc. and Fairholme Funds, Inc. Additionally, he also serves as Vice Chair of the John
and James L. Knight Foundation and is the Chair of its audit committee and a member of its investment committee and nominating committee. Mr. Alvare
served as a director of Atlantis Plastics, Inc. from 1995 until 2008 and as a director of New River Pharmaceuticals, Inc. from 2004 until 2007.

Robert L. Berner Ill, 48, is Chairman of the U.S. Advisory Board at CVC Capital Partners, a leading global private equity firm dedicated to private
equity. From 2007 to 2010, Mr. Berner was a Partner at CVC Capital Partners. From 2001 to 2007, Mr. Berner served as Managing Director of Ripplewo
Holdings LLC where he oversaw investments in a number of industries. Prior to that, he was with Morgan Stanley for more than 10 years where he held
various positions in the investment banking division.

Mr. Berner was elected to the Board in 2007 and is a member of the Nominating & Strategy Committee. The Board nominated Mr. Berner as a
director because of his experience in private equity and investment banking, as well as his experience in governance matters through private company
directorship experience.

Mr. Berner serves on the boards of directors of a number of private companies and charitable organizations.

Denise Dickins, 48, has been an Assistant Professor of Accounting and Auditing for East Carolina University since 2006. She was also an instructo
for various accounting courses at Florida Atlantic University from 2002 to 2006. Prior to that, she was with Arthur Andersen LLP where she served in
different capacities from 1983 to 2002, including Partner in Charge of the South Florida Audit Division. Dr. Dickins is a certified public accountant and
certified internal auditor.

Dr. Dickins was elected to the Board in 2007 and is the Co—Chairperson of the Audit Committee. The Board nominated Dr. Dickins as a director
because of her accomplished professional and academic experience in accounting and auditing as well as her other public company board experience,
including experience with matters addressed by audit committees.

Dr. Dickins serves on the board of directors and the audit, compensation and nominating committees of TradeStation Group, Inc. She also serves ¢
the board of directors and the audit, governance and nominating committees of Steiner Leisure Ltd.

Paul F. Manley, 73, has been retired since serving as Executive Director of the law firm of Holland & Knight from 1987 to 1991. From 1982 to 1987
Mr. Manley served as Vice President of Planning at Sensormatic Electronics Corporation. Prior to 1982, Mr. Manley served as the Managing Partner of tl
Miami office of Arthur Young & Company.

Mr. Manley was elected to the Board in 1984 and is the Co—Chairperson of the Audit Committee and Chair of the Compensation Committee. The
Board nominated Mr. Manley as a director because of his past executive oversight and senior management experience as well as his financial expertise
accounting and auditing.
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Bob L. Moss 62, is President of Moss & Associates LLC., which is the seventh largest construction company in Florida and one of the top 100
building contractors in the nation. Mr. Moss previously served as chairman of the board and Chief Executive Officer of Centex Construction Group from
2000 to 2002, the largest domestic general building contractor in the nation.

Mr. Moss was elected to the Board in 1992 and is a member of the Compensation Committee. The Board nominated Mr. Moss as a director becau:
of his years of executive oversight and senior management experience in the construction industry.

George P. Sape, 65, has been the Managing Partner of Epstein Becker and Green, P.C., a New York-based law firm, since 1986. Mr. Sape previo
served as Vice President and General Counsel for Organizations Resources Counselors, Inc., a consulting services provider to a number of Fortune 500
companies and has served as counsel or as an advisor to various congressional committees related to labor, education and public welfare. Mr. Sape als
serves on the board of the University of Colorado School of Business.

Mr. Sape was elected to the Board in 2003 and is a member of the Audit Committee and Nominating & Strategy Committee. The Board nominated
Mr. Sape as a director because of his core management skills and experience as the managing partner of a large law firm, his prior experience in consul
for Fortune 500 companies as well as his experience in governance matters through private company directorships.

Gary L. Tapella, 66, has been an Industrial Partner with One Rock Capital Partners since 2009. Mr. Tapella was an Industrial Partner with
Ripplewood Holdings, LLC since 2005, and, from 1991 to 2005, Mr. Tapella served as the Chief Executive Officer and President of Rheem Manufacturing
Company (“Rheem”). He was also Rheem’s Chairman of the Board from 2002 to 2005. Mr. Tapella has served in various other capacities, including Chie
Operating Officer and Vice President—International, during his 36 years at Rheem.

Mr. Tapella was elected to the Board in 2006 and is a member of the Nominating & Strategy Committee. The Board nominated Mr. Tapella as a
director because of his years of executive oversight and operating management experience in the HVAC/R industry as well as his prior experience in
governance matters through private company directorships.

Mr. Tapella is the former Chairman of the Air Conditioning, Heating and Refrigeration Institute and the Gas Appliance Manufacturers Association.

CORPORATE GOVERNANCE

Corporate Governance Guidelines

The Board has adopted corporate governance guidelines for the purpose of defining responsibilities, setting high standards of professional and
personal conduct and assuring compliance with such responsibilities and standards. We regularly monitor developments in the area of corporate govern:
In July 2002, Congress passed the Sarbanes—-Oxley Act of 2002 which, among other things, establishes, or provides the basis for, a number of new corp
governance standards and disclosure requirements. In addition, the NYSE and NYSE Amex have adopted changes to their corporate governance and li
requirements. We have adopted the requirements of the Sarbanes—Oxley Act, NYSE, and NYSE Amex and SEC rules as they relate to us. Our Corporat
Governance Guidelines are available on our website at www.watsco.com, under the caption “Corporate Governance Guidelines” within the Governance
section. These materials may also be requested in print by writing to our Investor Relations Department at Watsco, Inc., Investor Relations, 2665 South
Bayshore Drive, Suite 901, Coconut Grove, FL 33133.
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Codes of Conduct

The Board has adopted codes of conduct that are designed to ensure that directors, officers and employees of the Company are aware of their ethi
responsibilities and avoid conduct that may pose risk to the Company. We maintain an Employee Code of Business Ethics and Conduct that is applicable
all employees. Additionally, we maintain a Code of Conduct for Executives that is applicable to members of our Board, executive officers and senior
operating and financial personnel, including provisions applicable to our senior financial officers consistent with the Sarbanes—Oxley Act of 2002. These
codes require continued observance of high ethical standards such as honesty, integrity and compliance with the law in the conduct of our business. The
codes are publicly available on our website at www.watsco.com, under the caption “Codes of Conduct” within the Governance section. We intend to post
our website amendments to or waivers from our Code of Conduct for Executives (to the extent applicable to our chief executive officer, principal financial
officer or principal accounting officer or directors). There were no amendments or waivers from our Code of Conduct for Executives in 2009. Violations
under either code of conduct must be reported to the Audit Committee. These materials may also be requested in print by writing to our Investor Relation
Department at Watsco, Inc., Investor Relations, 2665 South Bayshore Drive, Suite 901, Coconut Grove, FL 33133.

BOARD OF DIRECTORS

Board Leadership Structure

Our Chief Executive Officer (“CEQO”) and President, Albert H. Nahmad, also serves as the Chairman of the Board. The Board believes that this
leadership model is appropriate for the following reasons:

« our Board has adopted strong and effective corporate governance policies and procedures to promote the effective and independent governa
of the Company. See “Corporate Governance Guidelines” and “Codes of Conduct” above;

« our independent directors meet in regularly scheduled executive sessions led by a presiding lead director (alternating between two directors)
without management present;

« the combined roles enable decisive leadership, ensure clear accountability and foster alignment between the Board and management on
corporate strategy; and

« the Board has demonstrated that it has functioned effectively and believes it will continue to function effectively with its current leadership
structure and with Mr. Nahmad as its Chairman.

In order to mitigate any potential disadvantages of a combined CEO and Chairman of the Board, the Board has developed the role of a strong lead
independent director to facilitate and strengthen the Board’s independent oversight of our performance, strategy and succession planning and to uphold
effective governance standards. Historically, two independent directors alternate annually in the role of presiding lead director over meetings of the
independent directors. We recently revised our Corporate Governance Guidelines to formalize the role of the lead director. The position of the lead direct
is currently held by Paul F. Manley.

The presiding lead director has the following duties and responsibilities:
¢ advise the Chairman as to an appropriate schedule of Board meetings;
« review and provide the Chairman with input regarding the agendas for the Board meetings;

« preside at all meetings at which the Chairman is not present including executive sessions of the non—-management directors and apprise the
Chairman of the issues considered,;

¢ be available for direct communication with the Company’s shareholders;
« call meetings of the non—-management directors when necessary or appropriate; and
« perform such other duties as the Board may from time to time delegate.
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In determining the appropriate leadership structure, the Board considered a number of factors, including the candor and dynamics of discussion
among the directors and between directors and management, in addition to the effectiveness of the role of the independent lead director and the combin
role of CEO and Chairman of the Board.

Our business and affairs are managed under the direction of our Board, which is the Company’s ultimate decision—making body, except with respe
to those matters reserved to our shareholders. Our Board’s mission is to maximize long—term shareholder value. Our Board establishes our overall corpc
policies, selects and evaluates our executive management team, which is charged with the conduct of our business, and acts as an advisor and counsel
executive management. Our Board also oversees our business strategy and planning, as well as the performance of management in executing its busine
strategy and assessing and managing risks.

Board Role in Risk Oversight

The Board carries out its role in the oversight of risk directly and through Board committees. The Board’s direct role includes the consideration of ri
in the strategic and operating plans that are presented to the Board by management. Board committees carry out the Board’s oversight of risk as follows:

« the Audit Committee oversees the integrity of the Company’s financial reporting process and internal control environment, legal and regulator
compliance, qualifications of our independent registered public accounting firm, performance of our internal audit function, financial and
disclosure controls, adherence to the Company’s Codes of Conduct and makes determinations regarding significant transactions with related
parties;

« the Compensation Committee determines the compensation of our CEO, reviews the compensation of the other executive officers, administel
benefit plans and policies with respect to our executive officers and considers whether any of those plans or policies create risks that are likel
to have a material adverse effect on the Company; and

» the Nominating & Strategy Committee is responsible for the selection and retention of Board members, the evaluation of directors and directo
nominees, the recommendation of director nominees and the remuneration of directors.

While our Board oversees our management of risk as outlined above, management is responsible for identifying and managing risks.

Director Independence

The Board has adopted independence guidelines for non—-management directors to serve on the Board that comply with applicable NYSE and NYS
Amex rules. Each non—-management director and director nominee satisfies the standards adopted. In determining that Mr. Alvarez was independent, the
Board considered the legal services provided to us by Greenberg, a law firm for which Mr. Alvarez serves as Executive Chairman. See “Certain
Relationships and Related Person Transactions.” Our independence guidelines are included in the Corporate Governance Guidelines, which are availabl
our website at www.watsco.com, under the caption “Corporate Governance Guidelines” within the Governance section.

Board Meetings

The Board took action by unanimous written consent three times and held seven meetings during 2009. Each of the directors attended 86% or mor
the aggregate number of meetings of the Board and committees on which the director served in 2009. Our non—-management directors meet at regularly
scheduled executive sessions without management. The Board has designated either Messrs. Manley or Alvarez (on an alternating basis) as the presidil
lead director for executive sessions of the non—-management directors.
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Our Corporate Governance Guidelines provide that all directors should make every effort to attend our shareholder meetings. All of our directors
attended the 2009 annual meeting of shareholders.

Board Committees

The Board has established three separately designated standing committees to assist the Board in discharging its responsibilities: (1) the Audit
Committee, (2) the Compensation Committee and (3) the Nominating & Strategy Committee. Only independent directors may serve on the Audit and
Compensation Committees.

Audit Committee

During 2009, Messrs. Manley and Sape and Dr. Dickins were the members of the Audit Committee. All Audit Committee members are independent
as required by applicable listing standards of the NYSE, NYSE Amex, Sarbanes—Oxley Act of 2002 and applicable SEC rules. The Audit Committee helc
eight meetings during 2009. All Audit Committee members possess the required level of financial literacy as defined in the Audit Committee charter, and
Mr. Manley and Dr. Dickins, Co—Chairpersons of the Audit Committee, qualify as “audit committee financial experts” as defined by applicable SEC rules
and regulations and meet the current standard of requisite financial management expertise as required by the NYSE, NYSE Amex and applicable SEC rt
and regulations.

The Audit Committee’s functions include overseeing the integrity of our financial statements and internal control environment, our compliance with
legal and regulatory requirements, the qualifications of our independent registered public accounting firm, and the performance of our internal audit
function and controls regarding finance, accounting, legal compliance and ethics that management and our Board have established. In this oversight
capacity, the Audit Committee reviews the scope, timing and fees for the annual audit and the results of audit examinations performed by our internal
auditors and independent registered public accounting firm, including their recommendations to improve the system of accounting and internal controls a
required by section 404 of the Sarbanes—Oxley Act of 2002. The Audit Committee is responsible for the appointment, compensation, retention and
oversight of the work of our independent registered public accounting firm.

The Audit Committee operates under a formal charter that governs its duties and conduct. The charter is reviewed annually by the Audit Committee
and any recommended changes to the charter are submitted to the Board for its approval. A copy of the current Audit Committee charter is available on «
website at www.watsco.com, under the caption “Committees” within the Governance section. The charter is also available in print to any shareholder wh
requests it in writing to our Investor Relations department at Watsco, Inc., Investor Relations, 2665 South Bayshore Drive, Suite 901, Coconut Grove, FL
33133.

KPMG LLP, our independent registered public accounting firm, reports directly to the Audit Committee.

The Audit Committee has adopted procedures for dealing with reported violations of our Employee Code of Business Ethics and Conduct and Codk
of Conduct for Executives to enable confidential and anonymous reporting of improper activities directly to the Audit Committee. See “Codes of Conduct’
for additional information.

Please refer to the Report of the Audit Committee, which is set forth in this proxy statement, for a further description of our Audit Committee’s
responsibilities and its recommendation with respect to our audited consolidated financial statements for the year ended December 31, 2009.

Compensation Committee

During 2009, the members of the Compensation Committee were Messrs. Manley and Moss, and the Committee held six meetings. The
Compensation Committee determines the compensation of our CEO, reviews
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the compensation of the other executive officers and reads and approves the Compensation Discussion and Analysis included in this proxy statement. It
administers with respect to our executive officers our Amended and Restated 2001 Incentive Compensation Plan (the “2001 Plan”) and Employee Stock
Purchase Plan. Please refer to the Report of the Compensation Committee and Compensation Discussion and Analysis, which is set forth in this proxy
statement, for a further description of our Compensation Committee’s responsibilities and its compensation philosophy and a description of consideratior
underlying each component of compensation paid to our Named Executive Officers for 2009.

The Compensation Committee operates under a formal charter that governs its duties and conduct. The charter is reviewed annually by the
Compensation Committee, and any recommended changes to the charter are submitted to the Board for its approval. A copy of the current charter is
available on our website at www.watsco.com, under the caption “Committees” within the Governance section. The charter Is also available in print to any
shareholder who requests it in writing to our Investor Relations department at Watsco, Inc., Investor Relations, 2665 South Bayshore Drive, Suite 901,
Coconut Grove, FL 33133.

Nominating & Strategy Committee

Messrs. Alvarez, Berner, Nahmad, Sape and Tapella are the members of the Nominating & Strategy Committee. We have elected to apply the
exemption related to a controlled company provided by the NYSE and the NYSE Amex which allows a company that has more than 50% of the voting
power held by an individual (Mr. Nahmad has a combined voting power of 53.6% as of the record date) to be exempted from complying with rules
requiring that only independent directors comprise our Nominating & Strategy Committee or adopt a charter. The Nominating & Strategy Committee is
responsible for (a) establishing procedures for the selection and retention of members of the Board, (b) evaluating Board nominees and members and
(c) recommending nominees. The Nominating & Strategy Committee is responsible for reviewing at least annually the qualifications of directors and
nominees, as well as the composition of the Board as a whole, in accordance with the Company’s corporate governance guidelines. While the Nominatin
Strategy Committee has no specific minimum qualifications for director candidates, the Committee takes into account each individual's background, as w
as considerations of diversity, age, skills and experience in the context of the needs of the Board. The Nominating & Strategy Committee also considers
whether, by significant accomplishment in his or her field, the director or nominee has demonstrated an ability to make a meaningful contribution to the
Board's oversight of the business and affairs of the Company, as well as his or her reputation for honesty and ethical conduct in his or her personal and
professional activities and independence from management. While the Company’s corporate governance guidelines do not prescribe specific diversity
standards, as a matter of practice, the Board considers diversity in the context of the Board as a whole and takes into account considerations relating to
ethnicity, gender, cultural diversity and the range of perspectives that the directors bring to their work.

Shareholders may make recommendations for director nominations by sending a letter to the Nominating & Strategy Committee, or may make a
nomination by complying with the notice procedures set forth in our Amended Bylaws and in accordance with the procedures outlined under “Shareholde
Communications” provided in this proxy statement. When identifying, evaluating and considering potential candidates for membership on our Board,
including those who might be recommended or nominated by shareholders, the Nominating & Strategy Committee considers relevant educational, busine
and industry experience and demonstrated character and judgment. Further information related to the Nominating & Strategy Committee is included in ol
Corporate Governance Guidelines.

The Nominating & Strategy Committee met at various times during 2009.
11
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Director Compensation

We did not pay the directors a fee for Board meeting attendance during 2009. We reimburse directors for their expenses in connection with their
activities as directors. The Nominating & Strategy Committee reviews directors’ remuneration and recommends to the Board any proposed changes to
director remuneration. In connection with their roles as Audit Committee Co—Chairpersons, Mr. Manley and Dr. Dickins each received an annual fee of
$40,500 in 2009 and were reimbursed for expenses associated with the performance of their Audit Committee duties. Mr. Manley received an annual fee
$9,000 for his role as Chairman of the Compensation Committee and was reimbursed for expenses associated with the performance of his duties. Our
directors are eligible to receive stock options under our 2001 Plan at the discretion of our Compensation Committee, but no such awards were granted tc
directors for the year ended December 31, 2009.

The following table sets forth the total compensation received by our non—-management directors during 2009.

The non—-management directors do not have any compensation associated with stock awards, non—equity incentive plans, non—qualified deferred
compensation or any other compensation; therefore these columns are excluded from the following table.

Option
Fees Earned or Awards
Paid in Cash ($) Total
Name -
Cesar L. Alvarez — — _
Robert L. Berner Il — — _
Denise Dickins $ 40,500 — $0,500
Frederick H. Joseph (2) — — —
Paul F. Manley $ 49,500 — $49,500
Bob L. Moss — — _

George P. Sape — — —
Gary L. Tapella — — —

(1) The following table sets forth the number of stock option awards outstanding for each non-management director as of December 31, 2009.

Outstanding Option
Name. — Awards
Cesar L. Alvarez —
Robert L. Berner Il 25,000
Denise Dickins 25,000
Frederick H. Joseph (2) —
Paul F. Manley 21,750
Bob L. Moss —
George P. Sape 20,000
Gary L. Tapella 25,000

(2) Mr. Joseph passed away on November 27, 2009.

Certain Relationships and Related Person Transactions

We review, at least annually, all relationships and transactions in which the Company and our directors or executive officers or their immediate
family members are participants to determine whether such persons have a direct or indirect material interest. We may use outside legal counsel to assis
such determination. As required under SEC rules, transactions that are determined to be directly or indirectly material to the Company or a related perso
are disclosed in the proxy statement. In addition, as set forth in the Audit Committee Charter, the Audit
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Committee reviews and approves or ratifies any related person transaction that is required to be disclosed. The following is a summary of certain
agreements and transactions among related parties and us. It is our policy that any such agreements and transactions must be entered into in good faith
on fair and reasonable terms that are no less favorable to us than those that would be available to us in a comparable transaction in arms—length dealing
with an unrelated third party. We believe that all agreements and transactions described below met that standard at the time they were effected and appr
or ratified by the Audit Committee.

Mr. Alvarez, a director, is the Executive Chairman of Greenberg, which serves as one of our outside legal counsels and receives customary fees fo
legal services. During 2009, we paid this firm $49,000 for services performed. We currently anticipate that this arrangement will continue. Additionally,
during 2009, we paid this firm $150,000 for services performed for one of the Company’s lenders.

Mr. Nahmad has a son currently employed with the Company on a part-time basis. For the year ended December 31, 2009, total compensation pa
Mr. Nahmad’s son was approximately $23,000.

Shareholder Communications
Communications with the Company and the Board

Shareholders may communicate with the Company through its Investor Relations Department by writing to Watsco, Inc., Investor Relations, 2665
South Bayshore Drive, Suite 901, Coconut Grove, FL 33133.

Shareholders interested in communicating with our Board can call (800) 4WATSCO in the United States and request to leave a message for the
presiding lead director. You may also contact the presiding lead director by e-mail at presidingdirector@watsco.com or by going to our website at
www.watsco.com, under the caption “Presiding Directors” within the Governance section. Regardless of the method you use, the presiding lead director \
be able to view your unedited message. The presiding lead director will determine whether to relay your message to other members of the Board.

Shareholder Proposals for Next Year's Annual Meeting

Shareholders interested in submitting a proposal for inclusion in our proxy materials for our 2011 annual meeting of shareholders may do so by
following the procedures set forth in Rule 14a-8 promulgated by the Securities and Exchange Act of 1934. To be eligible for inclusion in such proxy
materials, shareholder proposals must be received by our Corporate Secretary no later than December 31, 2010. Any shareholder proposal submitted ot
than for inclusion in the proxy materials for that meeting must be delivered to us no later than March 16, 2011, or such proposal will be considered
untimely. If a shareholder proposal is received after March 16, 2011, we may vote in our discretion as to the proposal all of the shares for which we have
received proxies for the 2011 annual meeting of the shareholders.
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SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our directors, officers and persons who beneficially own more than 10
of a registered class of our equity securities to file with the SEC initial reports of ownership and reports of changes in ownership of the common stock an
other equity securities of the Company. To our knowledge, based solely on our records and certain written representations received from our directors,
officers and those persons who own greater than 10% of any class of our registered equity securities, for the year ended December 31, 2009, all applica
Section 16(a) filing requirements were complied with on a timely basis.

STOCK OWNERSHIP

The following table contains information regarding the beneficial ownership of our Common stock and Class B common stock for the following
persons:

0] each shareholder known by us to beneficially own more than 5% of any class of our voting securities,
(i) each of our directors and director nominees,
(i) each executive officer named in the 2009 Summary Compensation Table in “Compensation Tables,” and
(iv)  all directors and named executive officers as a group.
The table also contains, in the final column, the combined voting power of the voting securities on all matters presented to the shareholders for thei

approval, except for the election of directors and for such separate class votes as are required by Florida law. All information is as of the record date,
April 9, 2010.

Common Stock Class B Combined
Beneficially Common Stock Percent of
Name and Address Owned(2) Beneficially Owned(2) Voting
of Beneficial Owners(1) —Shares _Percent —Shares —Percent Securities(2)
Shareholders owning more than 5% of any class of Common Stock:
BlackRock, Inc.(3) 3,568,084 12.% — — 5.0%
Carrier Corporation(4) 2,985,685 10.6% 94,784 2.2% 5.5%
Capital World Investors(5) 1,496,135 5.3% — — 2.1%
Earnest Partners, LLC(6) 1,398,427 5.0% — — 2.0%
Alna Capital Associates, LP(7) — — 766,886 17.7% 10.7%
Directors and Named Executive Officers:
Albert H. Nahmad(8) 1,118 * 3,829,975 88.4% 53.6%
Barry S. Logan(9) 155,710 * 114,976 2.7% 1.8%
Ana M. Menendez(10) 96,210 * 20,000 * *
Paul W. Johnston(11) 68,167 * 20,000 * *
Bob L. Moss(12) 67,566 * — — *
Cesar L. Alvarez(13) 55,313 * — — *
Gary L. Tapella(14) 40,406 * — — *
Robert L. Berner I11(15) 26,000 * — — *
Denise Dickins(16) 25,291 * — — *
Paul F. Manley(17) 22,998 * 1,255 * *
George P. Sape(18) 20,000 * — — *
All directors, director nominees and named executive officers as a group (11
persons)(19) 578,779 2.0% 3,986,206 92.0% 56.4%
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(11)

Less than 1%.

Unless otherwise indicated below, (a) the address of each of the beneficial owners identified is c/o Watsco, Inc., 2665 South Bayshore Drive, Suite
901, Coconut Grove, Florida 33133 and (b) each person or group has sole voting and investment power with respect to all such shares.
Percentages are based on 28,062,690 shares of Common stock and 4,333,489 shares of Class B common stock issued and outstanding as of the
date. The percentage for each individual shareholder additionally includes the number of shares of common stock that such beneficial owner may
acquire within 60 days of the record date pursuant to the exercise, exchange or conversion of options or other rights. The number and percentage
shares beneficially owned is determined in accordance with the rules and regulations promulgated under the Securities Exchange Act of 1934, as
amended, and the information is not necessarily indicative of beneficial ownership for any other purpose. Under applicable rules of the SEC, althou
each named person and all directors and executive officers as a group are deemed to be the beneficial owners of securities that may be acquired v
60 days through the exercise of, exchange, or conversion of options or other rights, and the Class B common stock is immediately convertible into
Common stock on a one—for—one basis, the number of shares set forth opposite each shareholder's name does not include shares of Common sto
issuable upon conversion of our Class B common stock.

Based on Schedule 13G filed on January 8, 2010. The address of BlackRock, Inc., a parent holding company, is 4BtEth B2w York, New

York 10022.

Based on Schedule 13G filed on July 7, 2009. The address of Carrier Corporation, a wholly owned subsidiary of United Technologies Corporation,
One Carrier Place, Farmington, Connecticut 06034.

Based on Schedule 13G/A filed on January 8, 2010. Capital World Investors, an investment adviser, has sole dispositive power over 1,496,135 of
such shares and sole voting power over 428,336 of such shares. The Income Fund of America, Inc., an investment company managed by Capital
Research and Management Company who manages the equity assets for various investment companies through Capital World Investors is the
beneficial owner of 1,067,799 of such shares. The address of Capital World Investors and The Income Fund of America, Inc. is 333 South Hope
Street, Los Angeles, California 90071.

Based on Schedule 13G/A filed on January 11, 2010. The address of Earnest Partners, LLC, an investment adviser, is 1180 Peachtree Street NE,
2300, Atlanta, Georgia 30309.

Alna Capital Associates, LP (“Alna Capital”) is a New York limited partnership of which Mr. Nahmad owns a 19.994% interest and is the sole
general partner. The address of Alna Capital is 505 Park Avenue, 16th Floor, New York, New York 10022.

Includes shares indicated as beneficially owned by Alna Capital. See footnote (7) above. The number of shares of Common stock indicated are ow
pursuant to the Watsco, Inc. Amended and Restated Profit Sharing Retirement Plan & Trust (“Profit Sharing Plan”). The number of shares of Class
common stock indicated consists of (i) 1,195,333 shares directly owned, (ii) 531,310 shares owned by trusts and (iii) 1,336,446 shares issued unde
Restricted Stock Agreements.

The number of shares of Common stock indicated consists of (i) 44,355 shares directly owned, (ii) 2,155 shares owned pursuant to the Profit Shari
Plan, (iii) 450 shares owned in an Individual Retirement Account (“IRA”) and (iv) 108,750 shares issued pursuant to Restricted Stock Agreements.
The number of shares of Class B common stock indicated consists of (i) 24,976 shares directly owned and (ii) 90,000 shares issued under Restrict
Stock Agreements.

The number of shares of Common stock indicated consists of (i) 10,146 shares directly owned, (ii) 1,064 shares owned pursuant to the Profit Shari
Plan, (iii) 40,000 shares issued pursuant to Restricted Stock Agreements, (iv) 15,000 shares issuable upon exercise of presently exercisable optior
granted pursuant to the 1991 Plan and (v) 30,000 shares issuable upon exercise of presently exercisable options granted pursuant to the 2001 Pla
The number of shares of Class B common stock indicated consists of shares issued under a Restricted Stock Agreement.

The number of shares of Common stock indicated consists of (i) 200 shares directly owned, (ii) 467 shares owned pursuant to the Profit Sharing Pl
(i) 37,500 shares issued pursuant to Restricted Stock Agreements and (iv) 30,000 shares issuable upon exercise of presently exercisable options
granted pursuant
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(12)

(13)
(14)

(15)
(16)
€3]

(18)
(19)

to the 2001 Plan. The number of shares of Class B common stock indicated consists of shares issued under a Restricted Stock Agreement.

The number of shares of Common stock indicated consists of (i) 61,766 shares directly owned, (ii) 1,800 shares owned in an IRA and (iii) 4,000
shares owned by Mr. Moss’s spouse. Mr. Moss disclaims beneficial ownership of the shares held by his spouse, except to the extent of his pecunis
interest therein.

The number of shares of Common stock indicates shares directly owned.

The number of shares of Common stock indicated consists of (i) 5,468 shares directly owned, (ii) 2,235 shares owned by a trust he controls, (iii) 5,
shares owned by Mr. Tapella’s spouse, (iv) 2,235 shares owned by a trust controlled by Mr. Tapella’s spouse and (v) 25,000 shares issuable upon
exercise of presently exercisable options granted pursuant to the 2001 Plan. Mr. Tapella disclaims beneficial ownership of the shares held by his
spouse, except to the extent of his pecuniary interest therein.

The number of shares of Common stock indicated consists of (i) 1,000 shares directly owned and (ii) 25,000 shares issuable upon exercise of
presently exercisable options granted pursuant to the 2001 Plan.

The number of shares of Common stock indicated consists of (i) 291 shares directly owned and (ii) 25,000 shares issuable upon exercise of preser
exercisable options granted pursuant to the 2001 Plan.

The number of shares of Common stock indicated consists of (i) 1,248 shares owned by a trust controlled by Mr. Manley and (ii) 21,750 shares
issuable upon exercise of presently exercisable options granted pursuant to the 2001 Plan and held by a trust controlled by Mr. Manley. The numb
of shares of Class B common stock indicates shares owned by a trust controlled by Mr. Manley.

The number of shares of Common stock indicates shares issuable upon exercise of presently exercisable options granted pursuant to the 2001 Ple
Includes shares beneficially owned by directors and named executive officers as described in footnotes (8)—(18).
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SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

The following table contains information as of December 31, 2009 with respect to compensation plans (including individual compensation

arrangements) under which any of our equity securities are authorized for issuance.

Equity Compensation Plan Information(4)
Number of securities

Number of remaining available
securities to be Weighted- for future issuance
issued upon average exercise under equity
exercise of price of compensation plans
outstanding outstanding (excluding securities
options, warrants options, warrants reflected in
Plan Category and rights and rights column (a))
. . . (@ (b) (©)

Equity compensation plans approved by security holders 615,00@1) $ 33.19 1,346,095(3)

Equity compensation plans not approved by security holders 2) — —

Total 615,000 $ 33.19 1,346,095

(1) Composed of 515,000 shares of Common stock and 100,000 shares of Class B common stock.

(2) Does not include 103,750 shares of non-vested (restricted) Common stock, net of cancellations and 455,000 shares of non—-vested (restricted) Cla
common stock, net of cancellations granted to certain employees prior to the adoption of the Amended and Restated 2001 Incentive Compensatior
Plan.

(3) Composed of 1,263,092 shares reserved for issuance under the Amended and Restated 2001 Incentive Compensation Plan and 83,003 shares re:
for issuance under the Third Amended and Restated 1996 Qualified Employee Stock Purchase Plan (“ESPP”). An aggregate of 10,917 shares of
Common stock were purchased under the ESPP in 2009.

(4) See Note 6 to the consolidated financial statements included in our 2009 Annual Report to Shareholders for additional information regarding

share—-based compensation and benefit plans.

EXECUTIVE OFFICERS
Our current executive officers are as follows:
Name Age Pasition
Albert H. Nahmad 69 Chairman of the Board, President and Chief Executive Officer
Barry S. Logan 47 Senior Vice President and Secretary
Paul W. Johnston 57 Vice President
Ana M. Menendez 45 Chief Financial Officer and Treasurer

Biographical information for Mr. Nahmad can be found in the section entitled “Proposal No. 1—Election of Directors.”

Barry S. Logan, 47, has served as our Senior Vice President and Secretary since November 2003 and as Secretary since 1997. Mr. Logan served

Vice President—Finance and Chief Financial Officer from 1997 to October 2003, as Treasurer from 1996 to 1998 and in other capacities beginning in 19
Mr. Logan is a certified public accountant.
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Paul W. Johnston 57, has served as our Vice President since March 2008 and as Head of Business Development since 2002. From 1984 to 2002,

Mr. Johnston served in various strategy and marketing positions, including Vice President of Distribution for Carrier Corporation, a unit of United
Technologies Corporation.

Ana M. Menendez, 45, has served as our Chief Financial Officer and Treasurer since November 2003, as Treasurer since 1998 and as Assistant
Secretary since 1999. Ms. Menendez is a certified public accountant.
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EXECUTIVE COMPENSATION

Compensation Committee Report

The following report of the Compensation Committee shall not be deemed to be “soliciting material” or to be “filed” with the Securities and
Exchange Commission nor shall this information be incorporated by reference into any future filing under the Securities Act of 1933 or the Securities
Exchange Act of 1934, each as amended, except to the extent that the Company specifically incorporates it by reference into a filing.

We have reviewed and discussed the Compensation Discussion and Analysis contained in this proxy statement with management. Based on our
review and discussions, we have recommended to the Board of Directors that the Compensation Discussion and Analysis be included in this proxy
statement.

This report is provided by the following independent directors, who comprise the Compensation Committee:

COMPENSATION COMMITTEE

Paul F. Manley, Chairman
Bob L. Moss

Risk Considerations in our Compensation Programs

We have reviewed our compensation structures and policies as they pertain to risk and have determined that our compensation programs do not ct
or encourage the taking of risks that are reasonably likely to have a material adverse effect on the Company.

Compensation Committee Interlocks and Insider Participation

No member of the Compensation Committee during 2009 was an officer, employee or former officer of ours or any of our subsidiaries or had any
relationship that would be considered a compensation committee interlock and would require disclosure in this proxy statement pursuant to SEC regulati
None of our executive officers served as a member of a compensation committee or a director of another entity under the circumstances requiring disclo:
in this proxy statement pursuant to SEC regulations.
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COMPENSATION DISCUSSION AND ANALYSIS

Overview
The objectives of our compensation program are to (1) attract, motivate, develop and retain leaders who will drive long—term shareholder value anc
(2) deliver competitive total compensation upon achievement of our performance goals. We want our executives to balance the risks and related

opportunities inherent in our industry and in the performance of their duties and share in the upside opportunity and the downside risks of actual
performance.

Our executive team is led by our Chief Executive Officer (“CEQ”) and our other named executive officers (“NEOs”") who are our Senior Vice
President (“SVP”), Vice President (“VP") and Chief Financial Officer (‘CFQO”). In addition to the CEO and the NEOs, we consider our subsidiary
presidents to be an integral part of our success. While the discussion below references our NEOs, these policies are generally applicable to our subsidia
presidents.

Named Executive Officers
In this Compensation Discussion and Analysis, we describe the material components of our executive compensation program for our NEOs:

Name Title

Albert H. Nahmad Chairman of the Board, President and Chief Executive Officer
Barry S. Logan Senior Vice President and Secretary

Paul W. Johnston Vice President

Ana M. Menendez Chief Financial Officer and Treasurer

Annual compensation decisions relating to the NEOs are the responsibility of the Compensation Committee (the “Committee”), whereas our CEO
determines the compensation of our subsidiary presidents.

Oversight of Executive Compensation Program
The Board has delegated to the Committee its responsibility for determining compensation (short, intermediate and long—term) for the NEOs.

The Committee consists of two independent directors appointed by our Board. Each member is an independent director, consistent with applicable
rules and regulations of the SEC, NYSE and NYSE Amex.

The responsibilities of the Committee, as stated in its charter, include the following:
« to fairly and justly determine short, intermediate and long—term compensation for the NEOs;

« to constantly re—evaluate compensation practices to assure the fairness, relevance, support of the strategic goals of the Company and
contribution to the creation of long—term shareholder value;

+ to consider the relevant mix of compensation based upon three components — base salary, annual or intermediate incentives and long-term
compensation, with each component intended to be an important piece of the overall compensation package; and

« to develop a compensation plan that allocates a significant portion of the executives’ total compensation through incentives and other forms o
longer-term compensation linked to Company performance and the creation of shareholder value, including share—based awards and progra
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The Committee is responsible each year to:

by March 30, determine with the CEO his base salary and incentive compensation for that year and in such a manner that will qualify for the
performance—-based exception under Section 162(m) of the Internal Revenue Code of 1986, as amended,;

review and approve, in advance, any changes to the compensation of the SVP, VP and CFO;

review and discuss with management the disclosures made in the Compensation Discussion and Analysis prior to the filing of our proxy
statement for the annual meeting of shareholders; and

document a performance evaluation to ensure the Committee has performed all items required under its Charter.

Compensation Philosophy
The following key attributes are considered in the design and implementation of total compensation:

Performance based a significant portion of annual compensation is linked to performance and is tied to the overall performance of the
Company, operating subsidiary and individual results;

Shareholder alignment — compensation programs are designed to maximize shareholder value. Share-based awards are closely aligned with
long—term interests of our shareholders.

Sharing of risk — variable compensation represents the greatest portion of the named executive officers’ compensation and provides both an
upside and risk based on actual performance-based achievements. For the NEO's, total variable compensation represented 69% of their
compensation in 2009.

Competitiveness — pay levels are determined from an assessment of internal pay, external market competitiveness and an evaluation of the
amount of total compensation to the amount of total shareholder value creation.

Balance of short-term and long-term objectives — the sustained success of the Company requires a balance, creating value in both short-ter
and long-term time horizons. For the NEOs, short-term incentives represented 2% of variable compensation, and long-term incentives
represented 98% of variable compensation in 2009.

Compliance — our compensation plans are designed to be fully compliant with all legal and regulatory requirements.

Financial and Non-Financial Metrics Used in Compensation Programs
Several key financial metrics are considered in measuring performance for executive compensation as follows:

Earnings per Share

To ensure that compensation is proportional to the return on investment earned by shareholders, we use earnings per share (“EPS”) as one of the
metrics to determine incentive compensation for our CEO. EPS is generally defined as the sum of our annual distributed earnings to common shareholde
and undistributed earnings allocated to common shareholders divided by the weighted—average number of shares outstanding during that year.

Common Stock Price

As is the case with EPS, we also look at the closing market price for our Common stock as a means to ensure compensation is proportional to the
return on investment earned by shareholders. Incentive compensation for our CEO takes into account the change in the price of our Common stock from
year to year.
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For our CEO, no incentive compensation is earned unless one of the two metrics above has increased for the year in which the incentive compens:
is being determined.

Subsidiary Earnings Before Interest and Income Taxes (“EBIT") Performance

The leadership of our operating subsidiaries is instrumental to the performance of the Company, and sustained earnings growth is the key
measurement to determine incentive compensation of our business unit leaders. Growth of EBIT from year to year forms the primary basis for incentive
compensation earned by each subsidiary president. When measuring EBIT performance, EBIT is defined as earnings before interest and income taxes f
the particular business unit, inclusive of the incentive compensation. Generally, there is no incentive compensation paid to a subsidiary president unless
there is meaningful growth in the EBIT of his or her subsidiary from year to year.

Cash Flow Index

Long-term generation of positive cash flow from operations is also a key financial metric for us. Each subsidiary president’s incentive compensatiot
if any, may be modified by a “cash flow index” factor, which is determined by dividing the subsidiary’s cash flow from operations by its net income.

Health and Safety Performance

Maintenance of a safe work environment for our employees and customers is expected at all times. Implementation of wellness programs for the
benefit of our employees is also considered important. Improvements achieved year to year pertaining to specific health and safety metrics may be rewal
as additional paid incentives to our subsidiary presidents.

Discretionary Bonuses

Discretionary bonuses are also considered from time to time based on individual achievements and/or on qualitative criteria. For our NEOs, the
Committee considers the relative merits and approves such amounts prior to payment.

Review of Named Executive Officers and Subsidiary Presidents Performance
Annually, the Committee provides a report to our Board, including the results of the Committee’s self-assessment of the effectiveness of its activitie
The Committee reviews, on an annual basis, each compensation element for each of our NEOs. In each case, the Committee takes into account th

scope of responsibilities and experience, and balances these against competitive salary levels. The Committee has the opportunity to meet with the exec
officers at various times during the year, which allows the Committee to form its own assessment of each individual's performance.

Each year the subsidiary presidents’ contributions and performance in the prior calendar year, strengths, weaknesses, development plans and
succession potential are evaluated and a new incentive program is reviewed and approved by the CEO.

Elements of Compensation

~ Our compensation programs are based on three components: base salary, annual cash incentives and long—term, share-based compensation, ea
which is intended as an important piece of the overall compensation:
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Base Salary

Base salary is used to attract and retain our executives and is determined considering primarily the seniority of the individual, the functional role of
the position, the level of the individual's responsibility and the ability to replace the individual. Salaries for the NEOs are reviewed by the Committee on al
annual basis. Salaries for the subsidiary presidents are reviewed annually by the CEO. In addition, competitive market practices are considered with resy
to the salaries. Changes to base salaries, if any, are driven primarily by individual performance. The salaries paid to the NEOs during 2009 are shown in
Summary Compensation Table presented in this proxy statement.

Annual Cash Incentives

Annual cash incentives are a significant component of executive compensation, reflecting our belief that management’s contribution to long—term
shareholder returns (via increasing stock prices and dividends) comes from maximizing earnings and the potential of the Company.

No cash incentives were paid to the NEOs for the 2009 fiscal year.

Long-Term Share—Based Compensation

We have historically granted two types of long—term, share—-based compensation: (1) non—qualified stock options and (2) awards of non-vested
(restricted) stock. Grants are made to retain executives and motivate them to successfully enhance shareholder value.

Stock Options

Stock options provide executives with an opportunity to purchase our Common stock at a price determined on the grant date regardless of future
market price. As of December 31, 2009, we maintained two share—based compensation plans. The 2001 Plan provides a broad variety of share-based
compensation alternatives. This is a broad based plan that had a total of 169 participants as of December 31, 2009. To date, awards under the 2001 Pla
consist of non—qualified stock options and non-vested (restricted) stock. We also maintain the 1991 Plan, which expired during 2001. Only non—qualifiec
stock options are currently outstanding under the 1991 Plan, and no further awards may be granted under the 1991 Plan.

Options under the 2001 Plan and the 1991 Plan vest over two to five years of service. Vesting may be accelerated in certain circumstances prior to
original vesting date. There is a limited term in which the optionee can exercise stock options, known as the option term. Options under the 2001 Plan ha
an option term of five to ten years. Options under the 1991 Plan have a term of ten years. As discussed above, a stock option becomes valuable only if ¢
Common stock price increases above the option exercise price and the holder of the option remains employed during the period required for the option t
“vest”; therefore, these options provide an incentive for the holders to remain employed by us.

No stock options were granted to the NEOs during 2009.

Non-Vested (Restricted) Stock

Awards of non-vested (restricted) stock are designed to focus on the long—term performance of the Company for the duration of an executive’s car
and are subject to forfeiture until certain specified events occur (generally, retirement age, death, disability or a change in control). These features enhan
our ability to retain, throughout their entire careers, those individuals who are key to the creation of shareholder value. Shares of hon-vested (restricted)
stock are shares of our Common stock which may not be sold or disposed of, and which may be forfeited in the event of termination of employment, prio
the end of a restricted period. A participant
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granted non-vested (restricted) stock generally has all of the rights of a shareholder of the Company, including the right to vote and the right to receive
dividends. Awards of non—vested (restricted) stock are granted at no cost to the employee.

The grant date fair value of the non-vested (restricted) stock awarded to the NEOs during 2009 is shown in the 2009 Grants of Plan—-Based Award
Table presented in this proxy statement.

Authorization of Share-Based Awards

The Committee approves the grant of share-based compensation to the CEO. The Committee has delegated to the CEO the authority to grant opt
and make awards of shares under our stock plans to all other employees. The amounts granted to employees vary each year and are based on the disct
of the Committee in the case of the CEO and the discretion of the CEO in the case of all other employees.

Additional long-term incentive compensation information related to the NEOs is included in the Summary Compensation Table, the 2009 Grants of
Plan Based Awards Table and the Outstanding Equity Awards as of December 31, 2009 Table presented in this proxy statement.

Other than in connection with the CEO’s annual incentive opportunity, as discussed below, we do not have a formal policy or timetable for the
granting of share—-based compensation. Generally, we consider grants annually, during performance reviews or upon hiring. The exercise price for each
award is the closing market value of our Common stock on the date of grant.

Chief Executive Officer

Each year, our CEO, Mr. Nahmad, has an annual incentive opportunity based upon the increase, if any, in EPS and stock price of the Company.
Effective January 1, 2009, we amended and renewed, and the Committee subsequently approved, an amendment to our employment agreement with
Mr. Nahmad, dated January 31, 1996 (the “CEO Agreement”). Under the terms of the CEO Agreement, Mr. Nahmad may earn this annual incentive awa
pursuant to and under the 2001 Plan. Mr. Nahmad must be employed for the entire year to be entitled to his annual incentive award for such year, unless
Committee otherwise specifically determines that such amounts are to be paid. The Committee and Mr. Nahmad mutually agree, within the first 90 days
the calendar year, on the metrics to be used in determining performance-based compensation for the applicable year. Such metrics are administered by
Committee and documented in the form of an amendment to the CEO Agreement, which is filed with the SEC.

For 2009, the CEO'’s incentive compensation was determined using the following formula:

Annual Incentive

A. Earnings Per Share Compensation for CEOQ
For each $.01 increase $ 65,250
B. Increase in Common Stock Price
(i) If the closing price of a share of Common stock on 12/31/09 failed to exceed $38.40 $ 0
(i) If the closing price of a share of Common stock on 12/31/09 exceeded $38.40 but did not equal or
exceed $44.15, for each $0.01 increase in per share price of a share of Common stock above $38.40  $ 1,200
(iii) If the closing price of a share of Common stock on 12/31/09 equaled or exceeded $44.15, for each
$0.01 increase in per share price of a share of Common stock above $38.40 $ 1,800
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For 2009, the CEO'’s incentive compensation had two components: (1) cash compensation limited to $5,000,000 and (2) any amount earned in exc
of $5,000,000 payable with non—vested (restricted) Class B common stock. The number of non—vested (restricted) shares potentially issued was based
(i) the amount by which the incentive compensation earned exceeded $5,000,000 multiplied by a factor of two; divided by (ii) the closing price for the Cla
B common stock of the Company on the NYSE Amex as of the close of trading on December 31, 2009. Non-vested (restricted) shares earned, if any, ve
in their entirety on October 15, 2018.

For 2009, based on the change in the closing price of our Common stock, Mr. Nahmad was entitled to receive $1,904,400 in cash incentive
compensation. Due to the current business and economic environment, Mr. Nahmad and the Committee modified the CEO Agreement to issue Mr. Nahr
shares of non-vested (restricted) Class B common stock in accordance with the formula described above in lieu of such cash compensation. Therefore,
number of shares of Class B common stock issued to Mr. Nahmad was calculated based on incentive compensation of $3,808,800 (i.e. two-times the ce
amount to which Mr. Nahmad was otherwise entitled). In total, we issued to Mr. Nahmad 76,635 shares of non-vested (restricted) Class B common stocl
which vest in their entirety on October 15, 2018, plus $40 in cash.

Senior Vice President, Vice President and Chief Financial Officer

Annual incentives to the SVP, VP and CFO are intended to reward individual performance during the year and therefore may vary considerably frot
year to year. Because they are not directly responsible for the financial performance of any of our subsidiaries, our CEO determines cash bonuses for ou
SVP, VP and CFO based on their general responsibilities, and the CEO’s determination is submitted to the Committee for its approval. Some of the facto
considered when determining these bonuses include, but are not limited to, the overall financial performance of the Company, the performance of the
department or function that each executive leads and an assessment of each executive’s performance against expectations. There were no bonuses pai
during 2009 for the SVP, VP and CFO.

Section 162(m) Limitations

The Committee structures compensation programs for the CEO so as to link the achievement of key performance objectives to the appreciation in
price of the Company’s stock. We intend for the variable compensation paid to the CEO to be performance based within the meaning of Section 162(m)
the Internal Revenue Code so as to be tax deductible by the Company, which benefits our shareholders. In order to be performance based, the compens
must be paid pursuant to a shareholder approved plan and must be based upon the attainment of objective performance criteria that are set forth in that
The Committee believes that tax deductibility of compensation is an important factor, but not the sole factor, in setting executive compensation policy anc
in rewarding superior performance. Accordingly, although the Committee generally intends to avoid the loss of a tax deduction due to Section 162(m), it
reserves the right to pay amounts that are not deductible in appropriate circumstances. In determining variable compensation programs, we consider oth
tax and accounting implications of particular forms of compensation; however, the forms of compensation utilized are determined primarily by their
effectiveness in providing maximum alignment with key strategic objectives and the interest of our shareholders.

Other Executive Benefits and Programs

A limited number of other executive benefits and programs are available to our NEOs. We offer these benefits and programs as part of the total
compensation package which is reviewed periodically by the Committee. The Committee most recently reviewed such benefits in 2009. A list of specific
benefits is noted below:

Employee Stock Purchase Plan

A broad-based employee stock purchase plan is maintained to enable eligible employees to purchase our stock at a discounted rate, thereby keep
our employees’ interests aligned with the interests of our

25



EXHIBIT il - DEFINITIVE PROXY STATEMENT ON SCHEDULE 14A

Table of Contents

shareholders. Executives (other than our CEO) may participate in this plan on the same basis as all other eligible employees. After ninety days of
employment, eligible employees may elect to contribute through payroll deductions or lump sum contributions up to $25,000 in one calendar year based
calculating the fair market value at the beginning of the purchase period, as defined. Shares are purchased at a 5% discount to the closing share price of
Common stock at specified times subject to certain restrictions.

Health and Welfare Benefits

We offer a variety of health and welfare programs to all eligible employees. Executives generally are eligible for the same benefit programs on the
same basis as the rest of our employees. The health and welfare programs are intended to protect employees against catastrophic loss and encourage ¢
healthy lifestyle. Our health and welfare programs include medical, wellness, pharmacy, dental, vision, and life, accidental death and disability insurance.

Company Airplane

Pursuant to his employment agreement, Mr. Nahmad has limited access to our corporate aircraft for personal use, and the value of such use is
included in his annual compensation. We review the aircraft flight logs and categorize the flights into business and non-business related flights to deternr
Mr. Nahmad’s personal use of the aircraft. The value of the personal use of the Company aircraft is determined following Internal Revenue Service (“IRS
guidelines.

Pension Plans

While we do not provide a defined benefit pension plan or supplemental executive retirement plan, we provide to all of our eligible employees a pro
sharing retirement plan that is qualified under Section 401(k) of the Internal Revenue Code. Under the plan, we may make matching contributions in our
discretion, which may be in the form of our Common stock or cash. For 2009, we elected to match 50% of each participant’s contributions up to a
maximum 0.75% of such participant’s compensation (as defined under the plan) in the form of our Common stock.

Other Compensation

We provide our NEOs with other benefits reflected in the All Other Compensation column in the Summary Compensation Table presented in this
proxy statement that we believe are reasonable, competitive and consistent with our overall executive compensation program. The costs of these benefit
constitute only a small amount of each NEOs total compensation.

Severance Plan
We do not have severance agreements with any of our NEOs.

Employment Agreements

Except for Mr. Nahmad’s agreement discussed in the Executive Compensation section of this proxy statement, there are no other employment
agreements with any of the other NEOs.

Acceleration of Vesting; Change in Control

Under the 2001 Plan and 1991 Plan, the Committee or the Board may, in its discretion, accelerate the exercisability, the lapsing of restrictions or th
expiration of deferral or vesting periods of any award, and such accelerated exercisability, lapse, expiration and if so provided in the award agreement,
vesting shall occur
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automatically in the case of a “change in control” of the Company. Except in the case of our CEO, a “change in control” generally means (a) approval by
shareholders of any reorganization, merger or consolidation or other transaction or series of transactions if persons who were shareholders immediately
to such reorganization, merger or consolidation or other transaction do not, immediately thereafter, own more than 50% of the combined voting power of
the reorganized, merged or consolidated company’s then outstanding, voting securities, or a liquidation or dissolution of the Company or the sale of all o
substantially all of the assets of the Company (unless the reorganization, merger, consolidation or other corporate transaction, liquidation, dissolution or
is subsequently abandoned), (b) a change in the composition of the Board such that the persons constituting the current Board, and subsequent director:
approved by the current Board (or approved by such subsequent directors), cease to constitute at least a majority of the Board, or (c) the acquisition (oth
than from the Company) by any person or group of people of more than 50% (a “Controlling Interest”) of the outstanding shares or combined voting powse
of the Company’s stock or outstanding securities entitled to vote generally in the election of directors (other than acquisitions by the Company or its

subsidiaries, any person who owns a Controlling Interest on the effective date of the 2001 Plan, or any employee benefit plan of the Company or its
subsidiaries).

In the case of our CEO, a “change in control” means (a) the acquisition by any person, entity or group of beneficial ownership or 20% or more of the
outstanding shares of any class of common stock entitled to vote in the election of any directors of the Company; provided, however, that the acquisition
any shares owned by or for the benefit of the CEO or the CEO'’s spouse or descendants shall not be taken into account for this purpose; or (b) the electic
the Board of the Company, without the recommendation or approval of the incumbent Board of the Company, of directors constituting a majority of the
number of directors of the Company then in office; or (c) approval by shareholders of (i) a reorganization, merger or consolidation with respect to which
persons who were the shareholders of the Company immediately prior to such reorganization, merger or consolidation do not, immediately thereafter, ow
more than 50% of the combined voting power entitled to vote in the election of directors of the reorganized, merged or consolidated company’s then
outstanding voting securities, (ii) a liquidation or dissolution of the Company or (iii) the sale of all or substantially all of the assets of the Company.

Indemnification Agreements
We do not have indemnification agreements with any of our NEOs.
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COMPENSATION TABLES

2009 Summary Compensation Table

The following table sets forth the compensation earned by the NEOs for services rendered for the years ended December 31, 2009, 2008 and 2001

Non-Equity
Stock Incentive Plan
Salary Awards Compensation All Other Total

Name and (%) Bonus ($) (%) Compensation Compensation

inci it Year (1) ($) (2) (3) $) ($)

Albert H. Nahmad (4) 2009 $ 990,000 — $3,808,760  $ 0 3 63,042 $ 4,861,842

Chief Executive Officer 2008  $1,100,000 — — — $ 54,396 $ 1,154,396
2007  $ 998,000 — — — $ 63032 $ 1,061,032

Barry S. Logan (5) 2009 $ 337,625 — — — $ 1,838 $ 339,463
Senior Vice President 2008  $ 365,000 — $ 430,400 — $ 3450 $ 798,850
2007  $ 365,000 — $ 525,700 — $ 3375 $ 894,075

Paul W. Johnston (6) 2009 $ 231,250 — — — $ 1,808 $ 233,058
Vice President 2008 $ 250,000 — $ 215,200 — $ 3450 $ 468,650
2007 $ 234,492  $125000 $ 535,300 — $ 3375 $ 898,167

Ana M. Menendez (5) 2009 $ 185,000 — — — $ 1,446 $ 186,446
Chief Financial Officer 2008 $ 200,000 — $ 215,200 — $ 3,000 $ 418,200
2007 $ 191,178  $ 80,000 — — $ 3375 $ 274,553

(1) Each of the NEOs contributed a portion of their salary to our Profit Sharing Plan.

(2) The amounts in this column represent the grant date fair value of the non—-vested (restricted) stock awards computed in accordance with FASB AS
Topic 718. This amount of share—based compensation expense will be recognized over the relevant vesting period by the Company. For additional
information regarding assumptions underlying the valuation of equity awards and the calculation method, please refer to Note 6 to our consolidated
financial statements, which are contained in our Annual Report to Shareholders, filed with the SEC as Exhibit 13 to our 2009 Annual Report on For
10-K. For further information on the CEO'’s incentive plan, see discussion in the Compensation Discussion and Analysis section of this proxy
statement.

(3) This award, the terms of which are discussed in the Compensation Discussion and Analysis section of this proxy statement, were earned in the yes
reported.

(4) For Mr. Nahmad, all other compensation in 2009 includes (i) $51,832 related to use of our aircraft pursuant to his employment agreement; (ii) $9,37
related to health insurance benefits paid and (iii) $1,838 related to the Profit Sharing Plan matching contribution. The value of the personal use of t
Company aircraft is based on IRS guidelines.

(5) For Mr. Logan and Ms. Menendez, all other compensation in 2009 is related to the Profit Sharing Plan matching contribution.

(6) Mr. Johnston was not a NEO for 2007. All other compensation in 2009 is related to the Profit Sharing Plan matching contribution.
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2009 Grants of Plan—-Based Awards

This table discloses the number of non—vested (restricted) stock awards granted to our NEOs during 2009 and the grant date fair value of these
awards. No options to purchase shares of Common stock were granted to our NEOs during 2009.

Estimated Future Payouts Under Estimated Future Payouts Under All Other Stock Grant Date
— i i i i . Fair Value of
Equity Incentive Plan Awards Awards: Number Stock and

of Shares of ockan

Stock or Units Option

Grant Threshold Target Maximum Threshold Target Maximum ®) (3) Awards

Name Date () §) ($) (#) (#) (2) @) ($) (4)
Albert H. Nahmad 12/31/09 $ 0 $ 0 (@] 0 76,635 Q) 76,635 $ 3,808,760

1) és described earlier in this proxy statement, Mr. Nahmad has an annual incentive opportunity based upon the increase in EPS and stock price of tt
ompany.
(2) Amount shown is based on the number of non-vested (restricted) shares granted in the previous year. For further information on the CEQO'’s incenti
plan, see discussion in the Compensation Discussion and Analysis section of this proxy statement.
(3) Amount shown represents the number of non-vested (restricted) shares of Class B common stock granted in 2009.
(4) The grant date fair value of the non-vested (restricted) stock awards represents the total amount of share—based compensation expense that we w
recognize over the relevant vesting period.
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The following table shows outstanding stock option awards classified as exercisable and unexercisable as of December 31, 2009 for the NEOs. Th
table also shows non-vested (restricted) stock awards outstanding as of December 31, 2009.

Option Awards Stock Awards
Number of Number of
S%cuqities Sedcurlities hNumber of Market Value
Underlying Underlying Shares or Units f Sh
Unexercised Unexercised of Stock That Uonits (?fn;?o?:rk
Options Options Option Exercise Have Not That Have
#) #) Price Option Vested Not Vested
Name Exercisable  Unexercisable ____($§)  Expiration Date (#) ($) (1)
Albert H. Nahmad (2) 100,000 — $ 11.30 9/24/2011 — —
— — — — 1,336,446 $66,421,366
Barry S. Logan (3) — — — — 178,750 $ 8,805,575
Paul W. Johnston (4) 10,000 — $ 17.09 6/17/2012 —_ —_
20,000 — $ 16.44 7122/2013 — —
— — — — 37,500 $ 1,836,750
Ana M. Menendez (5) 15,000 — $ 9.63 11/03/2010 — —
15,000 — $ 12.95 11/03/2011
15,000 — $ 21.95 11/03/2013

— — — — 40,000 $ 1,959,200

(1) Based on the respective closing market price of our Common and Class B common stock on December 31, 2009.

(2) All of Mr. Nahmad’s awards represent non—qualified options or stock awards as to shares of Class B common stock. The option award expiring in
2011 was granted under the 2001 Plan. All of Mr. Nahmad’s option awards are fully vested as of December 31, 2009. Mr. Nahmad's stock awards
will vest upon the earlier of October 15, 2018 or his death or disability.

(3) Mr. Logan's stock awards represent 108,750 as to shares of Common stock and 70,000 as to shares of Class B common stock. Mr. Logan’s stock
awards will vest upon the earlier of December 14, 2024, when he reaches retirement age, or his death or disability.

(4) All of Mr. Johnston’s awards represent non—qualified options or stock awards as to shares of Common stock. All option awards were granted undel
the 2001 Plan. All of Mr. Johnston’s option awards are fully vested as of December 31, 2009. Mr. Johnston’s stock awards will vest upon the earlier
of May 22, 2014, when he reaches retirement age, or his death or disability.

(5) All of Ms. Menendez's awards represent non—qualified options or stock awards as to shares of Common stock. The option award expiring in 2010
was granted under the 1991 Plan. The option awards expiring in 2011 and 2013 were granted under the 2001 Plan. All of Ms. Menendez'’s option
awards are fully vested as of December 31, 2009. Ms. Menendez'’s stock awards will vest upon the earlier of December 2, 2026, when she reaches
retirement age, or her death or disability.
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The following table sets forth certain information regarding options exercised during 2009 for the NEOs. No stock awards vested during 2009 for thi
NEOs, therefore these columns are excluded from the following table.

Option Awards
Value Realized

Number of Shares on

Acquired on Exercise
Name Exercise (1)
Albert H. Nahmad 400,000 $ 13,547,500
Barry S. Logan 87,500 $ 3,267,594
Paul W. Johnston — —
Ana M. Menendez 10,000 $ 425,000

(1) Calculated based on the difference between the market price on the date of exercise and the exercise price of the option.

Potential Payments Upon Termination or Change of Control

There are no potential payments upon termination or change of control agreements with any of our NEOs. However, as discussed earlier in this prc
statement, the CEQ’s share—based compensation agreements have provisions that provide for accelerated vesting due to a change in control. In the eve
that vesting is accelerated under these agreements, any unrecognized share—based compensation expense would be immediately recognized. At
December 31, 2009, there was approximately $25,000,000 of unrecognized share-based compensation expense for shares of non-vested (restricted) s
related to awards granted to our CEO. See “Acceleration of Vesting; Change in Control” under the “Other Executive Benefits and Programs” section of th
Compensation Discussion and Analysis in this proxy statement.
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Report of the Audit Committee

The following report of the Audit Committee shall not be deemed to be “soliciting material” or to be “filed” with the SEC nor shall this information
be incorporated by reference into any future filing under the Securities Act of 1933 or the Securities Exchange Act of 1934, each as amended, except to
extent that the Company specifically incorporates it by reference into a filing.

The role of the Audit Committee is to assist the Board in its oversight of the integrity of the Company’s financial reporting process and internal
control environment, including compliance with legal and regulatory requirements. The Board, in its business judgment, has determined that each curren
member of the Audit Committee is “independent”, as required by applicable listing standards of the NYSE, NYSE Amex and the Sarbanes—-Oxley Act of
2002 and applicable rules of the SEC.

The Audit Committee reviews the Company’s financial reporting process on behalf of the Company’s Board. Management has the primary
responsibility for the financial statements and the reporting process, including the system of internal controls.

The Audit Committee has met and held discussions with management and the Company’s internal auditors and independent registered public
accounting firm. The Audit Committee has reviewed and discussed the audited consolidated financial statements with management and the independent
registered public accounting firm. Consistent with the requirements of the Sarbanes—Oxley Act of 2002 and the rules promulgated thereunder, the Audit
Committee discussed with the independent registered public accounting firm those matters required to be discussed by Statement on Auditing Standards
(“SAS”) No. 61, “Communication with Audit Committees,” as amended and adopted by the Public Company Accounting Oversight Board (“PCAOB”) in
Rule 3200T and the rules of the SEC.

In addition, the Audit Committee has discussed with the independent registered public accounting firm the firm’s independence from Company
management and the Company and has reviewed the written disclosures and letter from the independent registered public accounting firm pursuant to
applicable requirements of the PCAOB regarding the independent registered public accounting firm’s communications with the Audit Committee
concerning independence.

The Audit Committee has discussed with the Company’s internal auditors and independent registered public accounting firm the overall scope and
plans for their respective audits. The Audit Committee has met with the internal auditors and independent registered public accounting firm, with and
without management present, to discuss the results of their examinations, their evaluations of the Company’s internal controls, and the overall quality of 1
Company’s financial reporting.

In reliance on the reviews and discussions referred to above, the Audit Committee has recommended that the audited consolidated financial
statements be included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2009.

AUDIT COMMITTEE

Paul F. Manley, Co—Chairperson
Denise Dickins, Co—Chairperson
George P. Sape
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The table below summarizes the fees and expenses billed by our independent registered public accountants for the years ended December 31, 20!
and 2008. There were no other non—-audit services, fees or expenses for the years ended December 31, 2009 and 2008, therefore, the column was exclt
from the following table.

KPMG LLP
Audit-
Year Audit Fees Related Fees Tax Fees Tota
2009 $ 1,307,000 $ 400,000 $ 129,000 $ 1,836,000
GRANT THORNTON LLP
Audit—
Year Audit Fees Related Fees Tax Fees Total
2009 $ 107,000 $ 19,000 — $ 126,000
2008 $1,308,000 $ 81,000 $52,000 $1,441,000

Audit fees for 2009 and 2008 were for professional services rendered for (i) the audits of our consolidated financial statements and of our internal
controls over financial reporting in accordance with Section 404 of the Sarbanes—Oxley Act of 2002 and (ii) the reviews of interim financial statements
included in our Forms 10-Q.

Audit-related fees represent professional services related to due diligence procedures performed in connection with acquisition—related activities ir
2009 and 2008.

Tax fees for 2009 relate to tax compliance and tax planning services. Tax fees for 2008 represent fees and expenses for professional services rela
final tax returns in connection with a 2007 acquisition.

The Audit Committee has considered the compatibility of the provision of services covered by the two preceding paragraphs with the maintenance
the principal accountant’s independence from the Company and has determined that the provision of such services is not incompatible with the maintene
of such independence.

The Audit Committee annually reviews the performance of the independent registered public accounting firm and the fees and expenses charged ft
their services.

Policy for Approval of Audit and Permitted Non—Audit Services

The Audit Committee is responsible for the appointment, compensation, retention and oversight of the work of our independent registered public
accounting firm. During 2009, the Audit Committee solicited proposals from several major accounting firms and conducted an extensive evaluation proce
in connection with the selection of the independent auditor for the Company. Following this process, on June 23, 2009, the Audit Committee dismissed
Grant Thornton LLP as its independent auditor and appointed KPMG, LLP as the Company’s independent auditor beginning with the interim period ende
on June 30, 2009.

Grant Thornton’s audit reports on the Company’s consolidated financial statements for the fiscal year ended December 31, 2008 did not contain an
adverse opinion or disclaimer of opinion, nor was it qualified or modified as to uncertainty, audit scope or accounting principles. During the Company’s
fiscal year ended December 31, 2008 and the subsequent interim period from January 1, 2009 through June 23, 2009, (i) there were no disagreements
between the Company and Grant Thornton LLP on any matters of accounting principles or practices, financial statement disclosure or auditing scope or
procedure, which disagreements, if not resolved to the satisfaction of Grant Thornton LLP, would have caused Grant Thornton LLP to make reference to
subject
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matter of the disagreement in its report on the Company’s consolidated financial statements, and (ii) there were no “reportable events” as that term is
defined in Item 304(a)(1)(v) of Regulation S—K. During the fiscal year ended December 31, 2008 and the subsequent interim period from January 1, 200
through June 23, 2009, neither the Company nor anyone acting on behalf of the Company consulted KPMG LLP regarding any of the matters or events
forth in Item 304(a)(2) of Regulation S-K.

Our independent registered public accounting firm reports directly to the Audit Committee. As part of its responsibility, the Audit Committee has
established a policy requiring the pre—approval of all audit and permissible non—audit services performed by our independent registered public accountin
firm. In pre—approving services, the Audit Committee considers whether such services are consistent with the SEC’s rules on auditor independence.

Prior to the engagement of the independent registered public accounting firm for an upcoming audit/non-audit service period, defined as a
twelve—-month period, KPMG LLP submits a detailed list of services expected to be rendered during that period as well as an estimate of the associated
for each of the following four categories of services to the Audit Committee for approval:

Audit Servicesconsist of services rendered by an independent registered public accounting firm for the audit of our consolidated financial statemen
(including tax services performed to fulfill the auditor’s responsibility under generally accepted auditing standards) and our internal control over financial
reporting, reviews of the interim financial statements included in Forms 10-Q and includes services that generally only an external auditor can reasonabl
provide, such as comfort letters, statutory audits, attest services, consents and assistance with and review of documents filed with the SEC.

Audit—Related Services consist of assurance and related services (e.g., due diligence) by an external auditor that are reasonably related to audit or
review of financial statements, including employee benefit plan audits, due diligence related to mergers and acquisitions, accounting consultations and
audits in connection with proposed or consummated acquisitions, internal control reviews, attest services related to financial reporting that are not require
by statute or regulation, and consultation concerning financial accounting and reporting standards.

Tax Services consist of services not included in Audit Services above, rendered by an external auditor for tax compliance, tax consulting and tax
planning.

Other Non-Audit Services are any other permissible work that is not an Audit, Audit-Related or Tax Service.

Circumstances may arise during the twelve—-month period when it may become necessary to engage the independent registered public accounting
for additional services or additional effort not contemplated in the original pre—approval. In those instances, the Audit Committee requires specific
pre—approval before engaging the independent registered public accounting firm.

A representative from KPMG LLP is expected to attend the 2010 annual meeting of shareholders and will have the opportunity to make a statemen
and answer questions. We do not expect that a representative from Grant Thornton LLP will attend the meeting.
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The Board knows of no other business to be brought before the Annual Meeting. If, however, any other business should properly come before the
Annual Meeting, the persons named in the accompanying proxy statement will vote proxies in their discretion as they may deem appropriate, unless they
directed by a proxy to do otherwise.

By order of the Board of Directors,

FreT

BARRY S. LOGAN
Senior Vice President and Secretary

April 30, 2010
35
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WATSCO, INC.
2665 South Bayshore Drive, Suite 901
Coconut Grove, Florida 33133

PROXY FOR COMMON STOCK
2010 ANNUAL MEETING OF SHAREHOLDERS

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints ALBERT H. NAHMAD and BARRY S. LOGAN and each of them, the proxy and true and lawful attorneys and agents
for and in the name of the undersigned, with full power of substitution for and in the name of the undersigned, to vote all shares of Common stock, par ve
$.50, of WATSCO, INC., a Florida corporation (the “Company”). The undersigned is entitled to vote at the 2010 Annual Meeting of Shareholders of the
Company to be held at the University Club, 1 West 54th Street, New York, NY 10019 on Friday, June 4, 2010, at 9:30 a.m. local time, and at any and all
adjournments thereof, on the following matters:

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” EACH OF THE PROPOSALS SET FORTH BELOW.

The undersigned hereby instructs said proxies or their substitutes:

(1) FOR = WITHHOLD VOTE = To elect Robert L. Berner Ill as a Common stock
director until the annual meeting of shareholders in 2013, or until his successor is duly elected
and qualified.

(2) Intheir discretion, on any other matters which may properly come before the Annual Meeting
or any adjournment(s) or postponement(s) thereof.

(SEE REVERSE SIDE)
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THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED IN THE MANNER DIRECTED HEREIN BY THE UNDERSIGNED
SHAREHOLDER. IF NO DIRECTION IS MADE, THIS PROXY WILL BE VOTED “FOR” EACH OF THE PROPOSALS.

The undersigned hereby acknowledges receipt of (i) the Company’s 2009 Annual Report to Shareholders, (ii) the Proxy Statement and (iii) the Notice of
Annual Meeting dated April 30, 2010.

Date; , 2010

Please sign exactly as your name or names appear on this proxy. When shares are held jointly, each
holder should sign. When signing as an executor, administrator, attorney, trustee or guardian, please
give full title as such. If the signer is a corporation, please sign full corporate name by duly
authorized officer, giving full title as such. If signer is a partnership, please sign in partnership name

by authorized person.



EXHIBIT il - DEFINITIVE PROXY STATEMENT ON SCHEDULE 14A

Table of Contents
WATSCO, INC.
2665 South Bayshore Drive, Suite 901
Coconut Grove, Florida 33133

PROXY FOR CLASS B COMMON STOCK
2010 ANNUAL MEETING OF SHAREHOLDERS

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints ALBERT H. NAHMAD and BARRY S. LOGAN and each of them, the proxy and true and lawful attorneys and agents
for and in the name of the undersigned, with full power of substitution for and in the name of the undersigned, to vote all shares of Class B common stocl
par value $.50, of WATSCO, INC., a Florida corporation (the “Company”). The undersigned is entitled to vote at the 2010 Annual Meeting of Shareholder
of the Company to be held at the University Club, 1 weltSueet, New York, NY 10019 on Friday, June 4, 2010, at 9:30 a.m. local time, and at any and
all adjournments thereof, on the following matters:

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” EACH OF THE PROPOSALS SET FORTH BELOW.

The undersigned hereby instructs said proxies or their substitutes:

(1) FOR = WITHHOLD VOTE = To elect Bob L. Moss and George P. Sape as Class B
common stock directors until the annual meeting of shareholders in 2013, or until their
successors are duly elected and qualified, except vote withheld from the following nominee

(if any).

(2) Intheir discretion, on any other matters which may properly come before the Annual Meeting

or any adjournment(s) or postponement(s) thereof.

(SEE REVERSE SIDE)
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THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED IN THE MANNER DIRECTED HEREIN BY THE UNDERSIGNED
SHAREHOLDER. IF NO DIRECTION IS MADE, THIS PROXY WILL BE VOTED “FOR” EACH OF THE PROPOSALS.

The undersigned hereby acknowledges receipt of (i) the Company’s 2009 Annual Report to Shareholders, (ii) the Proxy Statement and (iii) the Notice of
Annual Meeting dated April 30, 2010.

Date; , 2010

Please sign exactly as your name or names appear on this proxy. When shares are held jointly, each
holder should sign. When signing as an executor, administrator, attorney, trustee or guardian, please
give full title as such. If the signer is a corporation, please sign full corporate name by duly
authorized officer, giving full title as such. If signer is a partnership, please sign in partnership name

by authorized person.
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EXHIBIT IV - AMENDED AND RESTATED ARTICLES OF INCORPORATION

AMENDED AND RESTATED ARTICLES OF INCORPORATION

AMENDED AND RESTATED
ARTICLES OF INCORPORATION
OF
WATSCO, INC.

ARTICLE 1

The name of the Corporation is Watsco, Inc.

ARTICLE 11

The post office address of the principal office of this
corporation in the State of Florida is 2665 S. Bayshore Drive, Suite
901, Coconut Grove, Florida 33133. The Board of Directors may from time
to time move the office to any other place in or outside the State of
Florida.

ARTICLE 111

A The aggregate number of shares of Capital Stock which
the Corporation shall have the authority to issue is 70,000,000 shares,
of which 60,000,000 shares, at the par value of $.50 per share, shall
be designated as Common Stock and 10,000,000 shares, at the par value
of $.50 per share, shall be designated as Class B Common Stock.

B. The Common Stock and the Class B Common Stock shall be
identical in all respects and shall have equal rights and privileges,
except as otherwise provided in this Article I11l.

(@D DIVIDENDS: Subject to sub-paragraph 2 below,
whenever a dividend is paid to the shareholders of Class B Common
Stock, the Corporation shall also pay to the holders of Common Stock a
dividend per share at least equal to the dividend per share paid to the
holders of the Class B Common Stock.

The Corporation may pay dividends to the holders of Common Stock in
excess of dividends paid (or without paying dividends) to holders of
Class B Common Stock.

-1-
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(@)) STOCK DISTRIBUTIONS: If at any time a stock
distribution is to be paid, such stock distribution may be declared and
paid only as follows:

() So long as no shares of Common Stock have been
issued or are outstanding, shares of Common Stock may be paid to
holders of Class B Common Stock.

(b) Shares of Common Stock may be paid to holders of
Common Stock and shares of Class B Common Stock may be paid to holders
of Class B Common Stock.

(©) Whenever a stock distribution is paid, the same
number of shares shall be paid with respect to each outstanding share
of Common Stock or Class B Common Stock. The Corporation shall not
combine or subdivide shares of either class without at the same time
making an appropriate combination or subdivision of shares of the other
class.

(€)) VOTING: Voting power shall be divided between the
Common Stock and Class B Common Stock as follows:

() With respect to the election of directors,
holders of Common Stock, voting as a separate class, shall be entitled
to elect that number of directors which constitute 25% of the
authorized members of the Board of Directors and, if such 25% is not a
whole number, the holders of such Common stock shall be entitled to
elect the nearest higher whole number of directors that is at least 25%
of such membership. Holders of Class B Common Stock, voting as a
separate class, shall be entitled to elect the remaining directors.

(b) The holders of Common Stock shall be entitled to
vote as a separate class on the removal, with or without cause, of any
director elected by the holders of Common Stock and the holders of
Class B Common Stock shall be entitled to vote as a separate class on
the removal, with or without cause, of any director elected by the
holders of Class B Common Stock.

(©) The holders of the Common Stock and the holders
of the Class B Common Stock shall be entitled to vote as separate
classes on such other matters as may be required by law or these
Amended and Restated Articles of Incorporation to be submitted to such
holders voting as separate classes.

—2-
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(o)) Any vacancy in the office of a director elected
by the holders of the Common Stock may be filled by a vote of such
holders voting as a separate class and any vacancy in the office of a
director elected by the holders of the Class B Common Stock may be
filled by a vote of such holders acting as a separate class or, in the
absence of a shareholder vote, in the case of a vacancy of a director
elected by either class, such vacancy may be filled by the remaining
directors as provided in the By-Laws. Any director elected by the Board
of Directors to Till a vacancy shall serve until the next election of
directors by shareholders and his or her successor has been elected and
qualified.

(e) The holders of Common Stock and Class B Common
Stock shall in all matters not specified in Sections (a), (b), (c) or
(d) of this sub-paragraph 3 ("'VOTING') vote together as a single class;
provided that the holders of Common Stock shall have one (1) vote per
share and the holders of Class B Common Stock shall have ten (10) votes
per share.

™ The Common Stock will not have the right to
elect the directors set forth in paragraphs (a) and (d) above if, on
the record date for any shareholder meeting at which directors are to
be elected, the number of issued and outstanding shares of Common Stock
is less than ten percent (10%) of the aggregate number of issued and
outstanding shares of Common Stock and Class B Common Stock. In such
cases, all directors to be elected at such meeting shall be elected by
holders of Common Stock and Class B Common Stock voting together as a
single class, provided that, with respect to said election, the holders
of Common Stock will have one (1) vote per share and holders of Class B
Common Stock, will have ten (10) votes per share.

@) I, on the record date for any shareholder
meeting at which directors are to be elected, the number of issued and
outstanding shares of Class B Common Stock is less than 12-1/2% of the
aggregate number of issued and outstanding shares of Common Stock and
Class B Common Stock, then the holders of Common Stock shall continue
to elect a number of Class A Directors equal to 25% of the total number
of directors constituting the entire board of directors and, in
addition, shall vote together with the holders of Class B Common Stock
to elect the Class B Directors to be elected at such meeting, with the
holders of Common Stock entitled to one (1) vote per share and the
holders of Class B Common Stock entitled to ten (10) votes per share.

-3-
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h) Notwithstanding anything in this sub- paragraph
3 ("VOTING™) to the contrary, the holders of Common Stock shall have
exclusive voting power on all matters at any time when no Class B
Common Stock is issued and outstanding.

(€)) CONVERSION: Each holder of record of Class B Common
Stock may at any time or may from time to time, in such holders® sole
discretion and at such holders® option, convert any whole number or all
of such holders® Class B Common Stock into fully paid and non-
assessable shares of Common Stock at the rate of one share of Common
Stock for each share of Class B Common Stock surrendered for
conversion. Any such conversion may be effected by any holder of Class
B Common Stock surrendering such holder®s certificate or certificates
for the Class B Common Stock to be converted, duly endorsed, at the
office of the Corporation or any transfer agent for the Class B Common
Stock, together with written notice to the Corporation at such office
that such holder elects to convert all or a specified number of Class B
Common Stock and stating the name or names in which such holder desires
the certificate or certificates for such Common Stock to be issued.
Promptly thereafter, the Corporation shall issue and deliver to such
holder or holder®s nominee, a certificate or certificates for the
number of shares of Common Stock to which such holder will be entitled
as aforesaid. Such conversion shall be deemed to have been made at the
close of business at date of such surrender and the person or persons
entitled to receive the Common Stock issuable on such conversion shall
be treated for all purposes as the record holder or holders of such
Common Stock on that date.

No fractional shares of Common Stock shall be issued on conversion
of any Class B Common Stock but, in lieu thereof, the Corporation shall
pay in cash therefor the pro rata fair market value of any such
fraction. Such fair market value shall be based, in the case of
publicly traded securities, on the last sale price for such securities
on the business day next prior to the date such fair market value is to
be determined or, in the event no sale is made on that day, the average
of the closing bid and ask prices for that day on the principal stock
exchange on which the Common Stock is traded or, if the Common Stock is
not then listed on a national securities exchange, the average of the
closing bid and ask prices for the day quoted by the NASDAQ System or,
if the Common Stock is not then quoted by the NASDAQ System, the fair
market value on such day determined by a qualified independent
appraiser who is expert in evaluating such property and appointed by
the Board of Directors of the Corporation. Any such determination of
fair market value shall be final and binding on the Corporation and on
each holder of Common Stock or Class B Common Stock.

ARTICLE IV
This Corporation shall have perpetual existence.

—4-

NYCDMS/1159028.1



EXHIBIT IV - AMENDED AND RESTATED ARTICLES OF INCORPORATION

ARTICLE V

The Corporation shall have not less than three directors and not
more than nine to be divided, as nearly as possible, into three equal
classes, Class A, Class B, and Class C to serve in staggered terms of
office of three years apiece.

Therefore, approximately one-third of the members of the Board of
Directors shall be elected every three years to serve for a term of
three years until their successors are duly elected and qualified.
Vacancies in the Board of Directors shall be filled by the majority of
the directors remaining in office for the unexpired term of office
created by the vacancy; provided, however, that vacancies created by an
increase in the number of directors by the Board of Directors between
annual stockholders meetings shall be filled by a majority of the
directors remaining in office until the next annual meeting of
stockholders.

ARTICLE VI

The Corporation reserves the right to amend or repeal any
provision contained in these Amended and Restated Articles of
Incorporation, and any right conferred upon the shareholders is subject
to this reservation.

The By-Laws of the Corporation may be amended from time to time by
either the shareholders or the directors, but the directors may not
alter or amend any By-Law adopted by the shareholders.

Ownership of stock shall not be required to make any person
eligible to hold office either as an officer or director of this
Corporation.

The shareholders may, by By-Law provision or by shareholders”
agreement, recorded in the minute book, Impose such restrictions on the
sale, transfer, or encumbrance of the stock of this Corporation as they
may see fit.

Any subscriber or stockholder present at any meeting, either in
person or by proxy, and any director present in person at any meeting
of the Board of Directors shall conclusively be deemed to have received
proper notice of such meeting unless he shall make objection at such
meeting to any defect or insufficiency of notice.

-5-
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Any contract or other transaction between the Corporation and one
or more of its directors, or between the Corporation and any firm of
which one or more of its directors are members or employees, or in
which they are interested, or between the Corporation and any
corporation or association of which one or more of it directors are
shareholders, members, directors, officers, or employees, or in which
they are interested, shall be valid for all purposes, notwithstanding
the presence of such director or directors at the meeting of the Board
of Directors of the Corporation, which acts upon, or in reference to,
such contract or transaction, and notwithstanding his or their
participation in such action, if the fact of such interest shall be
disclosed or known to the Board of Directors and the Board of Directors
shall, nevertheless, authorize, approve and ratify such contract or
transactions by a vote of a majority of the directors present, such
interested director or directors to be counted in determining whether a
quorum is present, but not to be counted in calculating the majority
necessary to carry such vote. This section shall not be construed to
invalidate any contract or other transaction which would otherwise be
valid under the common and statutory law applicable thereto.

The Board of Directors is hereby specifically authorized to make
provisions for reasonable compensation to its members for their
services as directors, and to Fix the basis and conditions upon which
such compensation shall be paid. Any director of the Corporation may
also serve the Corporation in any other capacity and receive
compensation in any form.

ARTICLE VII

The Corporation shall indemnify any director, officer, or
employee, or former director, officer or employee of the Corporation,
or any person who may have served at its request as a director, officer
or employee of another corporation in which it owns shares of capital
stock, or of which it is a creditor, against expenses actually and
necessarily incurred by him in connection with the defense of any
action suit or proceeding in which he is made a party by reason of
being or having been such director, officer or employee, except in
relation to matters as to which he shall be adjudged in such action,
suit or proceeding to be liable for negligence or misconduct in the
performance of duty. The Corporation may also reimburse to any
director, officer or employee the reasonable costs of settlement of any
such action, suit or proceeding, if it shall be found by a majority of
a committee composed of the directors not involved in the matter in
controversy (whether or not a quorum) that it was to the interests of
the corporation that such settlement be made and that such director,
officer or employee was not guilty of negligence or misconduct. Such
rights of indemnification and reimbursement shall not be deemed
exclusive of any other rights to which such director, officer or
employee may be entitled under any By-Law, agreement, vote of
shareholders, or otherwise.
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ARTICLE VIII

No shareholder of the Corporation shall have any right to purchase

his pro rata share of any new issue of securities of any kind or class
of the Corporation, sold by the Corporation.

WATSCO, INC.

/s/ Barry S. Logan

Barry S. Logan
Vice President - Finance and Secretary
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ARTICLES OF AMENDMENT
TO THE
AMENDED AND RESTATED ARTICLES OF INCORPORATION
OF
WATSCO, INC.

Watsco, Inc., a Florida corporation (the “Corporation™), hereby certifies, pursuant to and in
accordance with Section 607.1006 of the Florida Business Corporation Act (the “EBCA”), for the purpose
of filing these Articles of Amendment to the Amended and Restated Articles of Incorporation (these
“Amended Articles”) with the Department of State of the State of Florida, that:

1. The name of the Corporation is Watsco, Inc.

2. The Corporation’s Articles of Incorporation are hereby amended to provide that vacancies filled by
the Board of Directors shall be subject to reelection at the next annual meeting of stockholders of
the Corporation by deleting Article V in its entirety and replacing it with Article V set forth below:

“Acrticle V

The Corporation shall have not less than three directors and not more than nine to be
divided, as nearly as possible, into three equal classes, Class A, Class B, and Class C to serve
in staggered terms of office of three years apiece.

Therefore, approximately one-third of the members of the Board of Directors shall be
elected every three years to serve for a term of three years until their successors are duly
elected and qualified. VVacancies in the Board of Directors shall be filled by the majority of the
directors remaining in office until the next annual meeting of stockholders; and vacancies
created by an increase in the number of directors by the Board of Directors between annual
stockholders meetings shall be filled by a majority of the directors remaining in office until the
next annual meeting of stockholders.”

3. The Amended Articles were adopted and approved on April 1, 2009 (i) by a resolution adopted and
approved by the directors of the Corporation and (ii) by the affirmative vote of a majority of the
outstanding shares of Common stock and Class B common stock of the Company voting together
as a class pursuant to Section 607.0704 of the FBCA (the number of votes cast by these voting
groups on these Amended Articles was sufficient for approval by these voting groups). The
Amended Articles shall be effective upon filing with the Department of State of the State of
Florida.

IN WITNESS WHEREOF, the Corporation has caused these Articles of Amendment to the
Amended and Restated Articles of Incorporation to be executed by a duly authorized officer of the
Corporation as of this 1st day of April, 2009.

WATSCO, INC.

By: /s/ Barry S. Logan
Barry S. Logan,
Senior Vice President
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ARTICLES OF AMENDMENT
TO THE
AMENDED AND RESTATED ARTICLES OF INCORPORATION
OF
WATSCO, INC.

Watsco, Inc., a Florida corporation (the “Corporation™), hereby certifies, pursuant to and in
accordance with Section 607.1006 of the Florida Business Corporation Act (the “FBCA”), for the purpose
of filing these Articles of Amendment to the Amended and Restated Articles of Incorporation (these
“Amended Articles”) with the Department of State of the State of Florida, that:

1. The name of the Corporation is Watsco, Inc.

2. Section A in Article 111 of the Corporation’s Amended and Restated Articles of Incorporation
hereby are amended in its entirety to read as follows:

ARTICLE 111

A. The aggregate number of shares of Capital Stock which the Corporation shall
have the authority to issue is 80,000,000 shares, of which (i) 60,000,000 shares, at the
par value of $.50 per share, shall be designated as Common Stock, (ii) 10,000,000
shares, at the par value of $.50 per share, shall be designated as Class B Common Stock
and (iii) 10,000,000 shares, at the par value of $.50 per share, shall be designated as
Preferred Stock.

3. Section C is hereby added to Article 111 of the Corporation’s Amended and Restated Articles of
Incorporation, which shall read as follows:

C. The Preferred Stock may be issued from time to time in one or more series
with such distinctive serial designations and (a) may have such voting powers, full or
limited, or may be without voting powers; (b) may be subject to redemption at such
time or times and at such prices; (c) may be entitled to receive dividends (which may be
cumulative or noncumulative) at such rate or rates, on such conditions, and at such
times, and payable in preference to, or in such relation to, the dividends payable on any
other class or classes or series of stock; (d) may have such rights upon the dissolution
of, or upon any distribution of the assets of, the Corporation; (¢) may be made
convertible into, or exchangeable for, shares of any other class or classes or of any
other series of the same or any other class or classes of stock of the Corporation, at such
price or prices or at such rates of exchange, and with such adjustments; and (f) shall
have such other relative, participating, optional or other special rights, qualifications,
limitations, preferences or restrictions thereof, all as may be stated and expressed in the
resolution or resolutions providing for the issue of such Preferred Stock from time to
time adopted by the Board of Directors pursuant to authority to do so which is hereby
vested in the Board of Directors.

4. The Amended Articles were adopted and approved on April 17, 2009 (i) by a resolution adopted
and approved by the directors of the Corporation and (ii) by the affirmative vote of a majority of
the outstanding shares of Common stock and Class B common stock of the Company voting
together as a class pursuant to Section 607.0704 of the FBCA (the number of votes cast by these
voting groups on these Amended Articles was sufficient for approval by these voting groups). The
Amended Articles shall be effective upon filing with the Department of State of the State of
Florida.
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IN WITNESS WHEREOF, the Corporation has caused these Articles of Amendment to the
Amended and Restated Articles of Incorporation to be executed by a duly authorized officer of the
Corporation as of this 17th day of April, 2009.

WATSCO, INC.

By: /s/ Barry S. Logan

Barry S. Logan,
Senior Vice President
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EY-LAWS OF

WATSCO, INC.

ARTICLE I
STOCHKHOLDERS
i. CERTIFICATES REPRESENTING STOCK

Every holder of stock 1n tne corooration snall be entitled to have a
certificate signed by, or 1n the name of, tne corooration by the President
2t & Vice President and npy the Treasurer or an Assistant Treasurer, or tne
Secretary o an Assistant Secretary of the corooration, certifyig the
number of shares owned by him in the corooration. If such certificate 15
countersioned by & transfer agent or registrar other than the corporation
ot 1ts emolayees, any other sigrature on the certificate may be a
Ffacsimile. In case any officer, transfer agent or registrar who has signed
or witose facsimile sigrature has been placed uoon a certificate snall have
ceasaed o be such officer, tramsfer agent or registrar before such
certificate 18 1ssued, it may be issued by tne corooraticon witn the same
effect as 17 he were such officer, transfer agent or repistrar at the ocate

of issus.

Whernever the cornoration snall be authorized to issue more thanm one
ciass of stook or more than one series of any class of stock, and wneneever
trme corooration shall issuwe snares of its stock as partly paid svock, tne
certificates representing shares of any such clasg o series o of any such
Jartly oald stock shall set fortn thereon the relative rignts or
oreTerences of such stock or the amount remalning unnmaid on such shares.
Ay rastrictions orn the transfer o registration of transfer of any snares
oF GStock oF any ciass o series shall ne noted comspicuously on the
certificate reorecsenting such snares.

The coraoratlon may issue a new certificate of stoork in place of any
certificate therevofore issued by it, alleped to have been lost, stolen or
destroyed, anc the Board of Directors may or may rnot reauire the aowner of
any lost, stolen, or cestroyed certificate, or his legal representative, to
yive the corooration a bond sufficient to indemnify the corooration against
arny oclaim that may be mace against it on account of the alleped loss,
theft, o destruction of any such certificate or the issuance of any sucn
new certificate.
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The corooration may, out shall rnot oe reauired to issue fractions of a
shara. Im lieuw thereof, 1t shall either pay 1n cash the fair market value
of fractions of a snare. as determnirned by tne Boara of Directors, to tnose
@rtitled thereto, or 1ssue sorip o fracticonal warrants in registered or
DErarer Toacm aver the manual or facsimile signature of arn officer of tne
covporatiorn or of its apents, excihanpeable as therein proviced for Full
sharas, out saen sorio or fractional warrants snall rot entitle the holaer
Lo any riphts of a stockholoer excent as therein orovided. Sueh scerip or
frractional warrants may e issued suoJect to thne conaition tnat tne same
FAall pecowme vard 1 not exchnanged for certificates represernting full
shares of stock gefore a soec) fied date, or subject to tne congition taat
the snares of stock for which such scrip or fractional warrants are
Bxchangesasie may be soid by the corncration and tne proceeds thereof
distributed to the haolders of such scrip o fractional warrarts, or subject
Lo dany obther conditions which tne Board of Directors may aeatermine.

Tne Board may reguire subscripers or purchasers of the capital stock of
the corporation o pay the amounts oue this corporation Dy them in sucn
manrmey and 1n suen installments as the Boarag may, from time to time, by
reaclul ion cesigrnate. If any stocknoluer reglects to pay any installment
wakn o reauired, the Board may, at its discretion and 1w such nanrer as it
may determnine, sell said stook arnd aoply the proceeds to the exoense of
HaLG saie and Lo the unpaid installments, returrning the palarmce, if any, to
the delincuent sudsorioer or stockholder.

3 ST00HK TRANSFERS

Womn comaliance with the oravisions restricting tne transfer or
veglatraticonm Of transfer of shares of stock, 1f any, transfers or
reégistration of transfers of snares of stock of the corooration small be
mage oniy on the stock ledper of the corporation by the registered holder
thareaf, m by Nis attorney thereurnto authorized by power of attorney duly
axecuied and filed with the Secretary of the corporation o with a transfer
agent or regrstrar, f any, and on surrender of the certificate or
certificates Ffor such shares of stook properly engorsed and the payment of

&1l taxes due baereor.
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4., RECORD DATE FOR STOCKAHOLDERS

For tne owroose of determining the stooknolders entitled to rotice of
ar oo vote at any meeting of stooknolaers or any adgournment tneresf, or to
2rorass consent to or dissent from any corporate action in writing withoot
@ mesting, or for the purpose of determining stockholders entitled to
receive payments of dividends or other distributions or tne allotment
any riphts, or entitled to exercise any raights in respect of any change,
CONVETS Lo, or excnange of gtook, oo for tne purpose of any other lawful
action, the aglrectors may fix, in advarce, a date as the record date for
ary suen determination of stockhalders., Such date snall not D@ more than
si1xty (6@) aays, noe less than ten (12) gavs before the date of such
meeting. if rno record date is fixed, tne record date for tne determination
mf stockholders entitled to votice of o to vote at a mesting of
stockhnolders shall be the close of busirness on thne day rext preceding tne
cay on which the wmeeting 15 helc; the record date for determining
stockholders for any olner ouwronse shall be at tne close of business on tne
day mi which the Board of Directors adopts the resolution relating thereto.
Uriless the Board o Directors resolves to tne contrary, the stock transfer
Doowks of the coroaoration shall remain open on the record date. When a
geztermination of stocknolders of record entitled to rmotice of or to vote at
arny meeting of stockhoiders nas been mace as oravided in this paragrapn,
such determination snall asoly to any adjourrment tnerecf, provided,
Towever that the Board of Directors may fix a new record date for the
ad Jonrned maeeting. |

i 1:

e STOCHK-OLDERES? MEETINGS

(a) Times. Trne armual meeting shall be held orn thne date ang at tne
Eime Fixed, from time to time, by the acirectors, provided, that there shall
e arn arnmual meeting every calendar year. Soeciai meetinogs snall pe heid
ity tihe cate and at the time fixed by the Board of Directors.

(n) “lace. fAnrnual meetings and speciral meetings shall be held at suen
viace, withirn or without tne State of Florida, as the directors may, From
time to time, Fix. Wnerever tae dairectors shall fail to fFix such place,
the meeting shall be held at the orincipal office of the corporation 1n the

State of Florida.

() Call. Armual meetinogs and soecial meetings may be called by tae
darectors, by any officer instructed by the directors to call the meeting,
wrt by wreitten reouest of gtooxknolders holding a majority of the ocutstanaing
stook of the coroporation.
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() nNotice and waiver of Notice. Written riotice of all meetings snall
we given, stating the place, date and haour of thne meeting. The rotice of
art anrnual meeting snall state that the meeting is called for the election
of girectors and for the transaction of other business which may oraoper.y
come bpefare the meeting, and snall (if any other action which coula be
taken at & special meeting 15 to be takern at such armual meeting) state the
JUTDDSE O Ourgoses, The notice of a soecial meetirg snall in all
instances state tne purpose for which tne meeting 15 called. Excent as
sthnerwise oravided by the laws of tne State of Sflurida, a copy of tne
notice of any meeting shall be giver, persoanally or Dy mail, rnot less than
ten (18) days, rore more than sixty (82) days, before the date of tne
meeting, unless the lacse of the orescribed period of time shall have been
walved, and directed to each stocknolder at his record address or at sucn
vbher ancress which ne may have furnished by request in writing to the
Secretary of tne corooratiorn. Notice by mail snall be deemed to be piven
when ceonsited, wibh oostape thereon prepaid, in the United States mail.

IF a meeting is adiourned to arotner time and/or olace, ard if an
announcement oF the adoourned time and/or place is made at the meeting, 1t
snall not be necessary to give notice of the adjourned meeting unless tne
crrecturs, after adacurrmenc, fix a new record date For the ad yourned

meret ing. otice rneed not be gilven to any stockholder who submits a wrictten
waiver of rnotice by him before or after the time stated therein.

Attendance of a verson at a meeting of stockholders snall constitute a
waiver of notice of such meeting, -except when the stockholder attemds a
meeting for the express ourpose of objecting, at tae begirming of tne
meeting, to the tramsaction of any business before the meetiry is nat
lawfully called or converned. Neither tne busirness to be transacted at, nor
the purpose of, any repular or special meeting of the stockholders need be

specifiec in any written waiver of rnotice.

(e) conduct of Meetirnnp. Meetinps of the stockholders shall be
oresided over by cne of the following officere in the order of seriority
and 1f present anc acting: The Chairman of the Board, if anys; the
Vice—Cnairman of thne Board, if any; the Fresident; a Vice Fresident; or if
rnove of the forepoing 1s in office and present and acting, by a chairman tao
ber ohosen by the stociknolders. The Secretary of the corporation, or in ais
absernce, an Assistant Secretary, shall act as secretary of every meeting,
but if meither the secretary roo an assistant secretary 14 present, the
Chaivmars of the meeting shall appoint a secretary of the meeting.
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(F)  Sroxy Regresentat ion. Zvery stocknolder may autnorize anctner
parson or persons to aot for nim Dy oroxy inm all matters 1n which a
stockholider 1s entitled to particuioate, whnetner oy waiving rotice of any
meeting, voting or participating at a meeting, o exoressing cornsent or
dissent without a meetirg. cvery oroaxy must b sigrned by tne stocxnolder
Z his attorney—in—fact. In the event any such interest shall desipnate
fwo (&) or amore gersons to act as oroxies, a ma)ovrity of suen ocersons
preasent at the meeting, or, if only one pe oresent, that one, shall have
all of tne vower conferred ov the instrument wuonorn all of ftne persons so
designated, unless the instrumernt shall otherwise provide. (A duly executeao
oraxy small be irrevocable (7 it stabtes that it is irrevocadle and only as
iomg as 1t is ooupled with an interest sufficient in law to supoort an
irrevocaale power. A raevocanle proxy may be revoked woon written rnotice

neing received by the oroxy or proxies.

{g) inspeccors and Judges, Tne Baard of Directors in advance of any

meeting may, but need not, apooint cane or more insoectors of election or
Judges of tne vote, as tne case may be, to act at tne meeting or any
adyourrment thereof. if any inspector or 1ngpectors, o Judoge or Judges,
are not asacinted, tne oerson presiding at the meeting may, . out need not,
ApDoint ane oY nore inspectors or Judoes. In case any person who may be
ansointed as arn ingoector or Judcece fails to aospear or act, the vacancy may
De Filled by appointment mage by the oirectors in advance of the meeting,
o at thne meeting by tne person presiding tnereat. Tne insoectors or
suces, 1f any, shall determine the riumber of shares of stock outstanding
arm: the vatbirng oower of @acn, the shares of stock reoresented at tne
meeting, the existerce of a gquorum, the validity amd effect of proxies, and
shalil receive votes, ballots and covnsents, near and determine ail

nallienges and cuestions arising in commection with the rignt to vote,
count and taoulave votes, oallots and consents, determine the result and do
sucl acts as are oraper to conduct the election or vote with fairness to
a1l stockholders. On reauest of btne oerson presiding at tne meeting, the
insoector o Inspectors o judge o Judpes, 1f any, shall make a report in
wrriting of any challenge, cuesticon or matter cetermined by nim or tnem and
@xecute a certificate of any fact foumd by him or them.

f

-
0

(n) Gl urm. The holders of a majority of the ocutstanding snares o
stook shall comstitute & guorum at a meeting of stockholders for the
transaction of any osusiness. Notnwithstanding the witndrawal of encugn
shareholders $o leave less than & guorum, the stockholders present may
continueeg to conduct business or adjouwrn the meetirnag.

(1) Mobing. Subjgect to provisions 1-8, below, a majority of the vates
cast snall elect the directours ang any other action snall be autnorized by
a majgority of the vates cast, excent where the laws of the State of Florida
srescribe a different ocercentage of votes and/or a different exercise of
vating power. In the election of directors, veoting veed rat be by ballot.
Voting by ballot shall not e readired for any other coroorate action
excent as otherwise prescribed by the laws of the State of Florida.
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(1) Aith resoect to tne election of directors, nolders of Class A
Commom Stock, voting as a separate class, shall be entitled to elect
that rnumber of directors wnion cornstitutes 25% of the authorized
members of the Hoard of Directors and, if such 23% is not a whole
number, the halders of such Class A Common Stock snall ope entitlea to
elect the rnearest higher wiol2 rnumpber of directors that is at least 25%
a2 such membershio. Halders of Class B Conmorn Stock, voting as a
separate class, shail ve entitled to elect the remaining Jdirectors.

(&) The holders of Class A Common Stock shall be entitled to vote as a
separate clazs on the removal with or without cause, of any director
elected by the holders of Class A Common Stock ana tne holders of Class
B Commorn Stock shail pbe entitled to vote as a separate class on the
remaval, with or without cause, of any director electea by the holders
of Class B Common Stock.

(3) The nolders of thne Class A Commov Stock and tne nolders of tne
Class B Commorn Stock shail e ertitled to vote as seogarate classes on

such obther mavters as may e required by law or tne Comoany's Articles
of Incorporation, to be submicted to such holgers voting as separate
classes.

(4) Any vacancy in thne affice of a dirvector elected by tne nolders of
tne Class A Commorn Stock may be filled ny a vote of such holcers voting
as a gsevarate class and any vacarcy in the office of a director electea
Dy the holoers of the Class B Common Stock may be filled by a viote of
suen holcars acting as a seoarate class ory, in the aossence of a
siarenalder vote, 1n the case of a vacancy owf a director elected by
gither class, such vacarcy may be filled by tne remaiviing directors.
Any director elected by the Board of Directors to fill a vacancy shall
serve until tne next election of directors by snarenalders and his or
ner successor has been elected ang qualified.

() The nholders of Class A and Class B Commor Stock snall in all
matters nat specified in Sections (1), (), (3) or (4) of this
sub=-paragraon (i) "Voting" vote togetner as a single class; oroviaed
that the nolders of Class A Common Stock shall have ove-tenth (1/12)
viozte per snare and tne holders of Class B Common Stock shall have orne
(1) vote per share.




EXHIBIT V - BYLAWS

1@

(&) The Class A Commorn Stock will rot have tne rights to elect tne
directors set forth in paraoprapns (1) and (4) above if, orn the record
date For any snarenclder meeting at wnicnh directors are to be eiecteda,
the vumber of issued anag outstanding shares of Class A Commorn Stocok is
less tnan ften oer cent (10%) of the aogregate rnumber of issued and
outstanding shares of Class A Commorn Stock arnd Class B Commors Stock.
Ir sueh cases, alil directors o be elected av such meeting snall be
elected by holders of Class A Commorn Stock and Class B Common Stocok
vating together as a single ciass, orovided tnat, with respect to said
@lection, the holcers of Class A Commorn Stock will have one—terntn
(1/1@) 'vote ger snare and nolders of Class B Common Stocok will nave ane
(1) votez ner share.

{7) ify on the recora date for any sharenoider meeting at wnicn
directore are to be elected, the number of issued and cutstanding
shares of Class B Common Stock is less than 18-1/2%4 of thae aagrecgate
number of issued and ocutstanding shares of Class A Common Stook and
Ciass B Common Stock, then the holders of Class A Common Stoack wouls
continue to eilect & rumber of Class A Directors equal to 25%4 of the
total numoer of directors constituting tne whaole board ana, in
acortior, would vote togetner with the holders of Class B Common Stook
to eiect tne Class B Directors to be elected at such meeting, with thne
nolders of Class A Commonn Stock entitled to one~tenth (1/19) vote per
share and tne nolders of Class B Common Stoox entitlec to one (1) vote
per share.

(&) Notwithstanding anything in tnis sub—oaragraon (i) "Voting” to tne
armtrary, the holders of Class A Commorn Stock shall have exclusive
viating power on all matters at any time waen ro Class B Commorn Stocw 1s
issued and cutstanding.

(1) Vot ing of Snares by Certain Hoalders. Shares standing i1n tne name
oT another corooration may be voted by such officer, agent, or proxy as the
BEy=iaws of sucn corooration may orescrine, or, in the assence of such
provision, as the board of girectors of such corooraticon may determine.

ne voted by himy, eirther 1n persorn or by praoxy, without a transfer of suen
shares into nis rname. Shares standing in tne name of a trustee may be
voted Dy him either in persan or by Draxy, but no trustee shall ne entitlea
ton vote snares hela by him without a trarmsfer of such snares into his name.

Shares neld by an administrator, executor, guardiarn, or Conservator may

Shares standing in the name of a receiver may be voted by such
receiver, and snares helac by or under tne control of a receiver may be
vated by such receiver without the transfer thereof into his rame if
authority to do $0 be contained in an asprogriate corder of the court oy
which such receiver was appointec.
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A shnarenolder whose snares are pledged snail be entitled to veote such
shares until the shares have beer transferred inte the rname of tne nledoee,
and thnereatter the oledgee snall oe erntitled to vote the SNAares so

transFerred.

Bnares of its own stock belonging to the corporation cr meid by 1t v a
Fiduciary capacity shall rot be vioxted, directiy or indirectiv, at any
me@ting, and shall not be countea in determining tne total number of
outstanding shares at any civen time.

&. INFORMAL JOINT ACTION EY STOCHKHOLDERS AND DIRZCTORS

Ary actiom required to be taken at a meaeting of the stockholders or
directors, or a committee tnereocf, or any other action wnich may pbe taken
at a meeting of the stockholders oe directors, or a committee thereaof, may
pe taken at a Joint meeting of sucn persons o without a meeting if a

ive weiting, setting forth the actions so taken, shall be signed by

oonsent
i tne

ail wf the committee members, stockholders or directors, or both,
action 1s taken Jointly, entitliec to vote with respect to the subject
matter tnerecf and filed witn tne secratary of the corporation as part of
the coroorate recoraos.

7. (JRDER 0O~ BUSINESS

The order of busirness of all meetings of stockholders snall oe as

Faliows:

(a) Call to order.

(b))  Froof of Notice of Meeting or Waiver of Notice.

{(c) Reading of Minutes of preceding meetinc.

() Reoowrts of officers.

() Reporte of committees.

() Anocintment of Irnsoectors of Election, when asoclicaole.
() Slection of girectors, when applicable.

(h? Unfinished busirness.

(i) New busiress.

(3)  ARdjourrnment.
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ARTICLE IT
DIRECTORS
ia THE BGARD OF DIRECTORS
{&) Sunction _and Definiticorn. The business o the corporation snall be
marnaned by the Board ofDirectors of the corporation. The use of thne ohrase

"whale board! herein refers to the total rnumber of directors which tne
coraosration would have 1if there were vio vacancies.

(o) duasificatiom., Numoer, Division and Classes of Directors, The
rivimbey of directors constituting the whole board shall rnot be less than
three persons, and not more tnan nine persons, to be divided, as nearly a
possible, ints Chree egual civisions to serve inm stagpered terms of office
of three years aoiece. zacn division snall consist of Class A and Class B
directors, to the extent apolicable, subject to the orovisions of Articlie
I1I, sub-paragracsnh 3 of the Articles of Incovooraticon.

Ui

Therefore, aporoximately one-third of the members of thne Board of
Directors znall be elected every tnree years to serve for a term of tnree
yaars until thelr successors are duly elected amd cualified.

In addition to the powers and autnorities granted by these By-Laws and
the Articles of Incorooration expressly conferved upon it, the Board of
Directors may exercise all such powers of the corooration do all such
lawful acts and things as are rot by statute o by the fArticles of
ricorgovation or these Bv—-Laws directed o reguired to be executed or done
by the stockholders. No director reed be a stocokholger, a citizen of tne
United States or a resident of Florida.

() gZlection arnd Term. Directors are divided into three equal
divisions and are elected for a term of thoree vears as Class A or Class B

girectors.

(d) Supsecuent Increases. Ity the stocknolders or tne Hoara of
Directors, pursuant to the orovisions of these By—iaws, increase or
decrease tne numoer of directors serving on tne Board of Directors, such
incraeases o cecreases in the number of directors shall be allocated
between the tnree divisions, subject to thne restrictions orovided by
Article III of the Articles of Incorporaticorn.
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. INCREASES (JR DECREASES IN THE BOARD OF DIRECTORS

Stooknolders of tne Comogany may increase or decrease tne numoser ofF
girectors constituting the whaole board proviaed that such rumber shall be
decreased to not less than three persons and increased to not more tnan
nine persons, and subject to the Class representation provided oy Article
ITI of tne Articles of Incorgoration. The EBoard of Directors bostween tne
armual meetings of the stockholders is authorized by the majority thereof,
arng subject to tne Class reoresentation provided by Article 111 of tne
Articles of Incorporation, to increase the rumber of directors to rot more
tharn nirne cersons arwd the directors by a majority vote snall have tne oower
to fill the vacancies coreated by any such increase. Any director so
eiected by the Board of Directors shall hold office until tne riext anmnual
meeting of stockiholders and until successors to each shall pe elected and

guaiiltTied.
3. VACANCIES

in the interim, vacancies in the Board of Directors snall be filled oy
the wmagority vote, by class, of the remaining directors then in office.
Vacancies created by tne resigrnaticrn, removal or incaoacity of a director
may pe filled for the unexpired term of office created oy the vacancy.
Vacancies created by an increase in the number of directors by tne Board of
Directors petween annual stockbolder meetivcs, shall be filled until the
ri@xt annual meeting of stocknolders.

& DUTIES OF DIRECTORS

The Board of Directors shall nave the control and general management of
tne affairs and business of the corooration. Such directeors shall in all
cases act as a Board, regularly convened, by majority, and they may adoot
such rules and regulations for the conduct of their meetings and the
management of the corporation as they may deem prooer.

S.  MEETINGS

(a) Time. Meetings shall be neld at such time as tne Boara of
Directors shall fix, except that the first neeting of a rewly elected Board
shall be held as soon after its election as the girectors may conveniently

assemble.

(h) “lace. The meetings shnall be held at such place within or witnout
the State of Florica as shall be rFixed by the Board.

() CQaii. No call snall be reauired for regular meetings for wnicn
the time and nlace have been fixea. Special meetinps may be called by or
at tne directiorn of the Chairman of the Board, if any, the Vice-Chairmawn of
the Board, 1f any, or the President, or of a majority of the directors in
of fice.
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(ct) Notice or Actual oy Conmstructive Waiver., No o rotice snall be
reguired for regular meetinps for which the time and nlace have been fixed.
wWritttern, oral, or any other marmmer of rnotice of the time and place snall be
given for special meetings in sufficient time for the convenient assembly
of the directors thereat. The rotice of any meeting rneed rnot soecify tne
guroose of the meeting. Any recuirement of furnishing a notice shall be
walved by any director who signs a written waiver of rotice before o aftter
the time stated therein. Notice of time and place shall be given for
so@eclral meetings in sufficient time for tne convenient assemoly of tne
directors thereat.

() Guorum _and Act iorn. A maiority of tne whole Board snall constitute
a guorum except when a vacancy or vacancies prevent such a majority,
whereupon a majority of the directors in office snall constitute a guorum,
nroavioed that such majority shall constitute at least one-third (1/3) of
the wnole board. A majority of tre directors present, whether or not a
Quoriim 1s present, may agjourn a meeting to another time and place. Except
as herein otherwise orovided or as aotherwise provided by tne laws of tne
State of Florida, the act of the Board shall be the act by vate of a
majority of the directors present at a meeting of such Board or committee
if a canference telephorne call or similar communications eculioment is used
by means of which all persons particicating in the meeting can near eacn
other, Tne quorum and voting orovisions herein stated shall not pe
construed as conflicting with any orovisions of tne laws of the State of
Floriocga and these By-—iaws which gavern a meeting of directors held to fill
the vacancies and newly coreated directorshios in the Board.

(f) Chairman of tne Meeting. The Chairman of the Board, if any, and
if oresent and acting, snall oreside at all meetings. Dtherwise, tne
Vice-Chairman of the Boarc, if any, and if present and actinp, or the
Mresident, 1f oresent and acting, or any other airector cnosen by the
Board, shall preside.

&. RESIGNATION

Ary director of the corooration may resign at amy time by giving his
resipnation to the President, Vice President or the Secretary. Such
resipnation shall take effect at the time soecified thereirn and unless
otherwise specified thereirn tne acceptance of such resignation shall not be

necessary to make it effective.
7. REmMOVAL OF DIRECTORS

Directors may be removed by action of majority of all remaining
cirectors, by class, at any special mneeting called for that purpose, only

for cause.
a. COMMITTEES

The Board of Directors may, bdy resoluticon passed by a majority of tne
whoie boarao, designate one or more committees, each committee to consist of
two (2) or more of the directors of the corporation. The Eoard may
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desigrnate one or more directors as alternate memoers of any committee, who

- may renlace any absent or disgualified members at any meeting of the
committee. Any sucn committee, to tne extent proviged in tne resclution of
the Board of Directors in the management of the business and affairs of the
covooration, may authorize the seal of the corooration to be affixed teo all
papers which may reaquire it. Ir the absence of any disaualification of any
member of any sucn committee or committees, the member or members tnereof
aresent at any meeting and not discualified from voting, whether or not he
or they constitute a aguorum, may unmanimously asooint anotner member of tne
Board of Directors to act at the meeting 1rn the place of any such absent o
gisaualified membder.

P« ACTION IN WRITING

Any action recuired or permitted to be taken at any meeting of tne
Board of Directors or any committee thereof may pe taken without a meeting
1f all members of the Board or committee, as tne cause may oe consent
thereto in writing, and the writing or writincs are filed with the minutes
of oroceedings of tne EBoard or committee.

i%. VOTING

At all meetings of the Boara of Directors, or any committee thereof,
each director is to have one (1) vote, irrespective of the riumber of shares
of stock he may nold.

ARTICLE III

OFFICERS
i. OFFICERS DESIGNATEZD

The directors shall elect a Fresident, who shall be a director, a
Secretary, and a Treasurer, and may elect a Chairman of the Board of
Directors, a Vice-Chairman thereof, and ane or more Vice-Fresidents,
Assistant Secretaries, and Assistant Treasurers, and may elect or appoint
such other officers, and agents as are desired. Arny rnumber of officers may
e held by the same nerson, except that the Fresident may not also be tne
Secretary or Assigstant Secretary.

Z. PFOWERS AND DUTIES

Officers shall have the powers and duties gefined in the resolutions
appointing them, orovided haowever that tihe followirg officers shall have
the following duties: The Fresicent shnall preside at all meetings of tne
stockholders and shall have perneral supervisian of tne affairs of the
corooration, snall sign or countersign all the certificates, contracts and
cther instruments of the corporation as authorized by the Board of
Divectors, shnall make reoorts for the Board of Directors and snall perform
other such duties as incaident to his office oroperly reguired of him by the
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Board of Directors. The Secretary shall issue thne rnotice for all meetircs,
shall keep minutes of all meetincs, shall have charge of tne seal and the
coroorate books and snall make such reports and perform other duties tnas
are incident to his office properly required by tne Board of Directors.

3. TERMS OF OFFICE

Urniless otherwise provided in tne resolutilion of election or acpointment,
gach afficer shall haoald office until the rnext meeting of the Board of
Directorg Tollowing the next armual meeting of stocknoalders and unmtil nis

successor has been elected and qualified.
4. INARILITY TO S&ERVE

In the case oFf an absence or inability or any officer of the
corporation, the Board of Directors may from time to time celepate the
aforedesoribed duties of such officer or any other officer, or any other
cdirector, or any other person.

S RESIGNATION

friy officer may resiogrn at any time arnd uoor writtern rotice to tne Boarag
Y Y = Y

of Directors of the corporation.
E. REMOVAL

The EBoard of Directors may remove any officer at any time for cause or
without cause.

ARTICLE IV
DIVIDENDS

The RBoarao of Directors may, from time to time declare, and tne
corporation may pay, divicends and other agistributions with respect to i1ts
cutstanding snares in casn, property, or its own snares as follows:

(1) Subgect to sub-paragranh & below, whernever a dividend is paid to
the snarenciders of Class B Common Stock, tne Corporation snall alsco pay to
the nolders of Class A Common Stock a dividend per share at least equal to
tne dividend oer share paid to the holders of the Class B Common Stock.

Tne Corporation may pay dividends to the holders of Class A Caommon Stocik in

excess of dividenas paid (o witnout paying dividends) to holders of Class

‘B Commorn Stook,

(2) If at anytime a stock distribution is to be paid, suen stock
distribution may be declared and paid oniy as follows:

{a) 8o long as no Class A Common Stock has been issued or is
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autstanding, Class A Common Stock may be paid to holders of Class B
Commocrn Stack.

() Class P Common Stock may be paid to holders of Class A/ Common
Stock and Class B Common Stock may be paid to holaers of Class B Common
Stock.

(c) wWhenever a stock cistribution is paid, the same number of shares
shall oe paid with respect to each outstanding Class A or Class B
Common Stock. The Corporation snall not comoine or subaivide snares of
either class without at the same time making arn apprapriate combination
or subdivisiorn of snares of the cther class.

ARTICLE V
CONVERSIDN

Fach holder of record of Class B Commorn Stock may at any time or may
froom time to time, in such holders' sole discretion and at such nolders!?
cotior, convert amy whaole riamber or all of such nolders’ Class B Commor
Stmed into fully paid and ron—assessable Class A Common Stocox at tne rate
of orne share of Class A Common Stock for each share of Class B Common Stocok

surrendered for conversion.

ARTICLE VI
CORFPORATE SEAL

The coraorate seal shall be in suen form as the Board of Directors
shall nrescribe.

ARTICLE VII
FISCAL YEAR

The fiscal year of the corporation shnall be fixed, and snall be suoject
to change, by the Board of Directors.

ARTICLE VIII
AMENDMENT OF BY-LAWS

The power to amend, alter, and reoceal these By-Laws, and to adopt new
By-iaws, shall be vested in tne Board of Directors, pravided, that the
BEoard of Directors may delegate such power, in wnhnole o in part, to tne
stoekhalders, and provided, further, that any By-iaws, other than an
initial By—taw, which alters the minimum and maximum rnumoper of directors
anc the electiorn of directors by classes for staggered terms shall be
adootec by the stockholders.
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ARTICLE IX
INDEMNIFICATION

The corooration shall indemnify its officere and directors to tne
fullest extent permitted by law.




EXHIBIT V - BYLAWS

AMENDMENT TO THE
BYLAWS
OF
WATSCO, INC.

THIS AMENDMENT (the “Amendment™), made as of this st day of April, 2009 by WATSCO, INC.
(hereinafter called the “Company™);

WITNESSETH:
WHEREAS, the Board of Directors of the Company believes it to be in the best interests of the Company
to amend the Bylaws of the Company in a manner set forth below; and

WHEREAS, the Bylaws of the Company permit such amendments to be effected by the Board of
Directors.

NOW, THEREFORE, the Bylaws shall be amended as follows, effective as of April 1, 2009:

1. The words “Class A Common Stock™ shall be deleted in their entirety throughout the
Bylaws and the words “Common Stock” shall be inserted therefore |

2. Article 1, Section (5)(i}(5) shall be deleted in its entirety and the following shall be added
as the new Article 1, Section (5)(1)(5):

“The hoiders of Common Stock and Class B Common Stock shall in all matters
not specified in Sections (1), (2), (3) or (4) of this sub-paragraph (i) “Voting”
vote together as a single class; provided that the holders of Common Stock shall
have one (1) vote per share and the holders of Class B Commen Stock shall
have ten (10) votes per share.”

3. Article TI, Section 3 shall be deleted in its entirety and the following shall be
added as the new Article II, Section 3:

“In the interim, vacancies in the Board of Directors shall be filled by the
majority vote of the remaining directors then in office. Vacancies created by the
resignation, removal or incapacity of a director may be filled until the next
annual meeting of stockholders. Vacancies created by an increase in the number
of directors by the Board of Directors between annual stockholder meetings,
shall be filled until the next annual meeting of stockholders.”

4. Article VIII shall be deleted in its entirety and the following shall be added as
the new Article VIII:

“The power to amend, alter, and repeal these By-laws, and to adopt new By-
Laws, shall be vested in the Board of Directors, provided, that any By-Laws,
other than an initial By-Law, which alters the minimum and maximum munber
of directors and the election of directors by classes for staggered terms shall be
adopted by the stockholders.”

5. In ali other respects, the Bylaws shall remain unchanged by this Amendment,

1
MIA 180,520,942v1 3-26-09
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IN WITNESS WHEREOF, the Company has caused this instrument to be executed the day and year first
above written.

WATSCO, INC.

Barry Logan, Senior Vice President

2
MIA 180,620,942v1 3-26-09




EXHIBIT VI

CURRENT REPORT ON FORM 8-K FURNISHED BY WATSCO, INC.
TO THE SEC ON JULY 22, 2010

VI



EXHIBIT VI - CURRENT REPORT ON FORM 8-K FILED ON JULY 22, 2010

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 8-K
Current Report

Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934

Date of Report (Date of Earliest Event Reported) July 22, 2010

watsco

WATSCO, INC.
(Exact Name of Registrant as Specified in Its Charter)

Florida
(State or Other Jurisdiction of Incorporation)

1-5581 59-0778222
(Commission File Number) (IRS Employer Identification No.)

2665 South Bayshore Drive, Suite 901
Coconut Grove, Florida 33133
(Address of Principal Executive Offices, Including Zip Code)

(305) 714-4100
(Registrant's Telephone Number, Including Area Code)

N/A
(Former Name or Former Address, if Changed Since Last Report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the
filing obligation of the registrant under any of the following provisions (see General Instruction
A.2. below):

|_| Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

|_| Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

|_| Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d- 2(b))
|_| Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
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Item 2.02. Results of Operations and Financial Condition

On July 22, 2010, the Company issued a press release reporting its financial results for the
quarter and six months ended June 30, 2010. A copy of the Company’s press release is attached
hereto as Exhibit 99.1 and is hereby incorporated by reference.

The information in this Form 8-K and the Exhibit attached hereto shall be deemed “furnished”
and not deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as
amended, or otherwise subject to the liabilities of that section, nor shall it be deemed
incorporated by reference in any Company filing under the Securities Act of 1933, as amended.

Item 9.01. Financial Statements and Exhibits

(d) Exhibits

Exhibit
Number Description

99.1 Press release dated July 22, 2010 issued by Watsco, Inc.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

WATSCO, INC.

Dated: July 22,2010 By: /s/ Ana M. Menendez
Ana M. Menendez,
Chief Financial Officer
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Exhibit 99.1

Watsco Reports its Best-Ever Quarter for
Sales, Income and Cash Flow

2" Quarter EPS of $1.08; Expanded Operating Margins;
Strong HVAC Replacement Equipment Growth

COCONUT GROVE, Florida -- (BUSINESS WIRE), July 22, 2010 -- Watsco, Inc. (NYSE:WSO) today
reported record results for the second quarter and for the six months ended June 30, 2010.

The results include Carrier Enterprise, a joint venture formed on July 1, 2009 with Carrier Corporation, which
added 95 locations to the Watsco network. Watsco owns 60% of Carrier Enterprise and Carrier owns 40%.
Watsco is the largest distributor of air conditioning, heating and refrigeration equipment and related parts and
supplies in the HVAC/R industry, currently operating 506 locations serving over 50,000 customers in 36 states,
Puerto Rico, Latin America and the Caribbean. Watsco's pro forma revenues for 2009 were $2.6 billion.

Second Quarter Results

Earnings per share increased 93% to a record $1.08 per diluted share on record net income of $35 million,
compared to $0.56 per diluted share on net income of $16 million in 2009,

Revenues increased 114% to a record $865 million, including $400 million of sales added by Carrier Enterprise.
Same-store sales increased 14%, reflecting 25% growth in air conditioning and heating (HVAC) equipment
(53% of sales), a 3% increase in other HVAC products (34% of sales) and a 5% increase in refrigeration
products (13% of sales). Sales of HVAC equipment reflect a combination of strong growth in unit sales and an
improving sales mix of higher-efficiency replacement air conditioning and heating systems.

Gross profit increased 99% to a record $201 million and gross profit margin was 23.3% versus 24.9%, reflecting
lower selling margins for Carrier Enterprise. On a same-store basis, gross profit increased 12% to $113 million
and gross profit margin declined 30 basis-points to 24.7%, reflecting the movement in sales mix toward HVAC
equipment, which generates lower gross margin than non-equipment products.

Operating income increased 170% to a record $71 million with operating margins expanding 170 basis-points to
8.2%. Same-store operating income increased 45% to $38 million with a 180 basis-point increase in operating
margin to 8.4%. Selling, general and administrative (SG&A) expenses increased 74% to $130 million. As a
percentage of sales, SG&A were a record low of 15.1% versus 18.4% a year ago. Excluding new locations,
SG&A was flat for the quarter and as a percentage of sales, improved 210 basis-points to 16.3%.

Albert H. Nahmad, Watsco's President & Chief Executive Officer, stated: “Put simply, this is our best quarter
ever. Watsco delivered strong sales and earnings growth, generated substantially higher margins and produced a
record amount of cash flow. Sales of higher-efficiency HVAC systems grew 64% during the quarter, enhancing
sales mix and demonstrating the attractiveness and value of these products.”

Revenues of the new Carrier Enterprise locations increased 19% on a pro forma basis in comparison to last year
to $400 million. Operating income more than doubled to $32 million in 2010 versus pro forma operating income
of $16 million in 2009. Operating margins improved 340 basis-points to 8.0%, reflecting sales growth, higher
gross profit margin and lower SG&A expenses as a percentage of sales. Results of Carrier Enterprise added
approximately 27 cents to diluted earnings per share during the quarter.

Mr. Nahmad added: “Looking ahead, we believe there are several fundamentals that can drive Watsco’s growth.
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First, we expect the movement toward higher-efficiency and environmentally sensitive HVAC systems to
continue as conservation efforts, consumer awareness and the regulatory landscape intensify and become more
relevant over time. Also, recent industry studies indicate there is pent-up demand for replacement HVAC
systems that should unwind over the next several years as the economy strengthens and replacement activity
returns to its historical pattern. Additionally, home construction remains near an all-time low and restoration of
building activity will add revenue. Sales of commercial products have turned positive and are expected to
recover further as capital spending improves. Lastly, we will continue to build our network through the
acquisition of great businesses using our proven buy-and-build philosophy.”

First Half 2010 Results

Earnings per share for 2010 increased 131% to $1.20 per diluted share on net income of $39 million, compared
to $0.52 per diluted share on net income of $15 million in 2009.

Revenues increased 97% to $1.4 billion and include $625 million of sales added by Carrier Enterprise. Same-
store sales increased 7%, reflecting 17% growth in sales of air conditioning and heating (HVAC) equipment
(50% of sales), a 3% decline in other HVAC products (37% of sales) and a 3% increase in the sale of
refrigeration products (13% of sales).

Gross profit increased 85% to $324 million and gross profit margin was 23.5% versus 25.2%, reflecting the
impact of lower selling margins for Carrier Enterprise. Same-store gross profit was $186 million, an increase of
7%, and same-store gross profit margin improved 10 basis-points to 25.3%.

Operating income was $80 million with operating margins expanding 220 basis-points to 5.8%. Same-store
operating income increased 70% to $43 million with operating margins improving 220 basis-points to 5.8%.
Selling, general and administrative (SG&A) expenses increased 62% to $244 million and as a percentage of
sales were 17.7% versus 21.6% a year ago. Excluding new locations, SG&A declined 5% and as a percentage of
sales, improved 220 basis-points to 19.4%.

Revenues of the new Carrier Enterprise locations increased 12% on a pro forma basis in comparison to last year
to $625 million. Operating income increased 215% to $36 million in 2010 versus pro forma operating income
of $12 million in 2009. Operating margins improved 370 basis-points to 5.8%, reflecting sales growth, higher
gross profit margin and lower SG&A expenses as a percentage of sales. Results of Carrier Enterprise added
approximately 30 cents to diluted earnings per share for the six-month period ended June 30, 2010.

A summary of unaudited pro forma financial information combining Watsco’s results of operations with the
results of Carrier Enterprise as if the joint venture had been formed on January 1, 2009 is attached.

Cash Flow and Dividends

During the first half of 2010, Watsco generated a record $57 million of operating cash flow. Cash and cash
equivalents were $88 million, borrowings were $20 million at June 30, 2010 and the Company’s debt-to-total-
capitalization stands at 3%.

Dividends paid during the six-month period increased 22% to $32 million compared to 2009. Watsco has paid
dividends every quarter for over 30 years, and has paid increasing annual dividends since 2001. The current
annual dividend rate is $2.08 per share.

Mr. Nahmad added, “Watsco produced record cash flow and our balance sheet remains in pristine condition. We
are delighted shareholders continue to meaningfully participate through increasing dividends. Since 2000, our
cumulative operating cash flow has been approximately $750 million compared to net earnings of approximately
$500 million, surpassing by far our stated goal of generating cash flow greater than net income. We continue to
seek substantial additional investments to grow our network and extend the strength of our company.”
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Conference Call

Watsco is hosting a conference call to discuss its second quarter earnings results and outlook for the remainder
of 2010 today at 10:00 a.m. (EDT). The conference call will be web-cast by CCBN's StreetEvents at
http://www.watsco.com. A replay of the conference call will be available on the Company's website. For those
unable to connect to the web-cast, you may listen via telephone. The dial-in number is (866) 740-9405. Please
call five to ten minutes prior to the scheduled start time as the number of telephone connections is limited.

Watsco is the largest distributor of air conditioning, heating and refrigeration equipment and related parts and
supplies in the HVAC/R industry, currently operating 506 locations serving over 50,000 customers in 36 states,
Puerto Rico, Latin America and the Caribbean. According to the U.S. Department of Energy, heating and
cooling account for about 56% of the energy use in a typical U.S. home. The products we distribute can
dramatically increase the efficiency of a home’s HVAC system, saving homeowners money on their energy
expenses and significantly reducing the emissions of greenhouse gases. Additional information about Watsco
may be found on the Internet at http.//www.watsco.com.

Use of Non-GAAP Financial Information

In this release, the Company discloses non-GAAP measures of pro forma financial information and same-store
sales. The pro forma financial information represents the combination of our results with the results of Carrier
Enterprise as if the joint venture had been consummated on January 1, 2009. Information referring to “same-
store basis” excludes the effects of locations acquired, locations opened in new markets and locations closed
during the prior 12 months. The Company believes that this pro forma financial information provides greater
comparability regarding its ongoing operating performance. These measures should not be considered an
alternative to measurements required by accounting principles generally accepted in the United States (GAAP).
These pro forma measures are unlikely to be comparable to pro forma financial information provided by other
companies.

This document includes certain "forward-looking statements" within the meaning of the Private Securities
Litigation Reform Act of 1995. These statements are based on management's current expectations and are
subject to uncertainty and changes in circumstances. Actual results may differ materially from these
expectations due to changes in economic, business, competitive market, new housing starts and completions,
capital spending in commercial construction, consumer spending and debt levels, regulatory and other factors,
including, without limitation, the effects of supplier concentration, competitive conditions within Watsco's
industry, seasonal nature of sales of Watsco's products, insurance coverage risks and final GAAP adjustments.
Forward-looking statements speak only as of the date the statement was made. Watsco assumes no obligation to
update forward-looking information to reflect actual results, changes in assumptions or changes in other factors
affecting forward-looking information. Detailed information about these factors and additional important factors
can be found in the documents that Watsco files with the Securities and Exchange Commission, such as Form
10-K, Form 10-Q and Form 8-K.
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WATSCO, INC.
Consolidated Results of Operations
(In thousands, except per share data)

(Unaudited)

Quarter Ended June 30,

2010 2009
Revenues $864,805 $404,971
Cost of sales 663,736 303,986
Gross profit 201,069 100,985
Gross profit margin 23.3% 24.9%
SG&A expenses 130,150 74,691
Operating income 70,919 26,294
Operating margin 8.2% 6.5%
Interest expense, net 894 344
Income before income taxes 70,025 25,950
Income taxes (21,818) (9,668)
Net income 48,207 16,282
Less: net income attributable to
noncontrolling interest (13,162) -
Net income attributable to Watsco, Inc. $35,045 $16,282

Basic earnings per share:

Net income attributable to Watsco, Inc.

shareholders $35,045 $16,282
Less: distributed and undistributed earnings

allocated to non-vested (restricted) common

stock 2,100 992
Earnings allocated to Watsco, Inc.
shareholders $32,945 $15,290

Diluted earnings per share:

Net income attributable to Watsco, Inc.

shareholders $35,045 $16,282
Less: distributed and undistributed earnings

allocated to non-vested (restricted) common

stock 2,097 990
Earnings allocated to Watsco, Inc.
shareholders $32,948 $15,292

Earnings per share for Common and Class B
common stock:

Basic $1.08 $0.57

Diluted $1.08 $0.56

Weighted-average Common and Class B

common shares and equivalent shares used to

calculate earnings per share:

Basic 30,461 26,877

Diluted 30,570 27,250

Six Months Ended June 30,

2010 2009
$1,374,560 $696,314
1,050,887 521,095
323,673 175,219
23.5% 25.2%
243,889 150,487
79,784 24,732
5.8% 3.6%
1,791 672
77,993 24,060
(24,311) (8,950)
53,682 15,110
(14,804) -
$38,878 $15,110
$38,878 $15,110
2,342 944
$36,536 $14,166
$38,378 $15,110
2,341 953
$36,537 $14,157
$1.20 $0.53
$1.20 $0.52
30,414 26,776
30,537 27,157
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WATSCO, INC.

Condensed Consolidated Balance Sheets

Cash and cash equivalents
Accounts receivable, net
Inventories

Other

Total current assets

Property and equipment, net
Goodwill, intangibles and other
Total assets

Accounts payable and accrued expenses
Current portion of long-term obligations
Total current liabilities

Borrowings under revolving credit agreements
Deferred income taxes and other liabilities
Total liabilities

Watsco, Inc. shareholders’ equity
Noncontrolling interest
Total shareholders’ equity

Total liabilities and shareholders’ equity

(In thousands)

June 30, December 31,
2010 2009
(Unaudited)
$ 87,757 $ 58,093
385,532 266,284
522,545 410,078
20,235 20,843
1,016,069 755,298
31,361 33,118
370,138 372,197
$1,417,568 $1,160,613
$ 448272 $ 223,775
153 151
448,425 223,926
20,000 12,763
29,311 29,116
497,736 265,805
751,361 738,026
168,471 156,782
919,832 894,808
$1,417,568 $1,160,613
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WATSCO, INC.
Supplemental Data

Pro Forma Financial Information
(Unaudited)

This unaudited pro forma financial information is presented for informational purposes only. The unaudited pro
forma financial information from the beginning of the periods presented until the acquisition date includes
adjustments to record income taxes related to our portion of Carrier Enterprise’s income, bank fees paid to
amend our existing $300 million revolving credit agreement entered into upon the consummation of the joint
venture, bank fees paid by Carrier Enterprise to enter into a separate secured three-year $75 million revolving
credit agreement and amortization related to identified intangible assets with finite lives and does not include
adjustments to remove certain corporate expenses of Carrier Enterprise, which may not be incurred in future
periods, adjustments for depreciation, or synergies (primarily related to improved gross profit and lower general
and administrative expenses) that may be realized subsequent to the acquisition date. The unaudited pro forma
financial information may not necessarily reflect our future results of operations or what the results of operations
would have been had we owned and operated Carrier Enterprise as of the beginning of the periods presented.

Quarter Ended June 30, Six Months Ended June 30,
2010 2009 2010 2009

Revenues $864,805 $740,189 $1,374,560 $1,256,818
Gross profit 201,069 166,354 323,673 284,443
Gross profit margin 23.3% 22.5% 23.5% 22.6%
Operating income 70,919 41,819 79,784 36,244
Operating margin 8.2% 5.6% 5.8% 2.9%
Income before income taxes 70,025 41,023 77,993 34,666
Net income 48,207 27,947 53,682 23,349
Less: net income attributable to

noncontrolling interest (13,162) (6,600) (14,804) (5,084)
Net income attributable to Watsco, Inc. $35,045 $21,347 $38,878 $18,265

Diluted earnings per share:

Net income attributable to Watsco, Inc.

shareholders $35,045 $21,347 $38,878 $18,265
Less: distributed and undistributed earnings

allocated to non-vested (restricted) common

stock 2,097 1,177 2,341 1,649
Earnings allocated to Watsco, Inc.
shareholders $32,948 $20,170 $36,537 316,616

Diluted earnings per share for Common and
Class B common stock $1.08 $0.67 $1.20 $0.55

Weighted-average Common and Class B
common shares and equivalent shares used
to calculate diluted earnings per share: 30,570 30,331 30,537 30,237

Additional unaudited pro forma selected quarterly financial data solely for the 95 locations contributed by Carrier to the
joint venture;

Quarter Ended June 30, Six Months Ended June 30,
2010 2009 2010 2009
Revenues $399,593 $335,218 $625,412 $560,504

Operating income $32,010 $15,525 $36,224 $11,512
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Watsco, Inc.

We have audited the accompanying consolidated balance sheets of Watsco, Inc. (a Florida Corporation) and
subsidiaries (the “Company”) as of December 31, 2008 and 2007, and the related consolidated statements of income,
cash flows, and shareholders’ equity for each of the three years in the period ended December 31, 2008. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Watsco, Inc. and subsidiaries as of December 31, 2008 and 2007, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2008 in conformity
with accounting principles generally accepted in the United States of America.

As discussed in Notes 1 and 5 to the consolidated financial statements, the Company adopted Financial Accounting
Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” on January 1, 2007. As
discussed in Notes 1 and 6 to the consolidated financial statements, the Company adopted Statement of Financial
Accounting Standards No. 123R “Share-Based Payment” on January 1, 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Watsco, Inc. and subsidiaries’ internal control over financial reporting as of December 31, 2008, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) and our report dated February 27, 2009 expressed an
unqualified opinion thereon.

/sl GRANT THORNTON LLP

Miami, Florida
February 27, 2009
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WATSCO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31,

(In thousands, except per share data) 2008 2007 2006
REVENUES ...ttt sttt ettt sttt e e bt e na et s e s b te e neerenenaene e nens 1,700,237 $ 1,758,022 $ 1,771,214
St OF SAIES ...vvveviieicti ettt ettt b et et sre e 1,258,243 1,311,037 1,313,944
L 0TIy o] o) 1 | (OSSR 441,994 446,985 457,270
Selling, general and adminiStrative EXPENSES........ccvreiiireinereesie et 343,386 335,831 321,876
(O] oI LT a o T oo (- 98,608 111,154 135,394
INEErESt EXPENSE, NMEL.......iiiiiiiiie ittt ettt e e sae e sre e 2,018 3,172 3,821
Income from continuing operations before iNCOME taxes ..........cocvvvvereirenicinienn, 96,590 107,982 131,573
INCOMIE TAXES ...ttt sttt sttt ettt s et et et et et s et e ne st s 36,221 40,493 49,340
Net income from continuing OPEratioNS ...........covierieiiereeireriee e eens 60,369 67,489 82,233
(Loss) income from discontinued operations, net of income taxes (Note 13) — (1,912) 131
NEE INCOIMIE ...ttt s e et e et s e et e e e nsere s nsens 60,369 $ 65577 % 82,364
Basic earnings per share for Common and Class B common stock (1):

Net income from continuing OPerations...........ccccceveevveereieieseses e 228 % 257 % 3.14

Net (loss) income from discontinued OpPerations...........ccocceoevereneseneneseeens — (0.07) 0.01

NEEINCOME ..ottt ettt ettt se et 228 % 249 % 3.15
Diluted earnings per share for Common and Class B common stock (1):

Net income from continuing OPEratioNnS..........ccccvvieeeeieeiieiiesesese e se e 218 3 243  $ 2.95

Net (loss) income from discontinued OPerations............ccovvvreineneinenecnenns — (0.07) —

NEEINCOIME ...ttt sttt sttt nen e neees 218 % 236 % 2.96
Weighted-average Common and Class B common shares and equivalent shares

used to calculate earnings per share:
BaSIC ...ttt ittt bbbt rens 26,453 26,297 26,150
D] 0] o SRRSO 27,736 27,824 27,829

The accompanying notes to consolidated financial statements are an integral part of these statements.

(1) Earnings per Common and Class B common share are calculated on an individual basis and, because of rounding, the summation of

earnings from continuing operations and earnings (loss) from discontinued operations may not equal the amount calculated for earnings as a

whole.
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WATSCO, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

(In thousands, except share and per share data) 2008 2007
ASSETS
Current assets:
Cash and Cash EQUIVAIENTS ..........ccvvrie it sresresneeneens $ 41444 $ 9,405
ACCOUNTS TECEIVADIE, NMEL....eeiiitiiie ittt e et e s et b e e e s b e e e s sa b e e e s st ea s s sbenesssrbeeas 151,317 178,415
LN g (o] =PSRN 250,914 288,149
(01 e N =T 0] =TT 13,028 13,203
TOTAl CUITENT ASSEES ...vviiviiitieite ettt ettt sttt et e e be e ebe e e be e beeabeeabeebaesbeesbeesbeebesaeesasesbeeabeebeenbesnresreesns 456,703 489,172
Property and eQUIPMENT, NEL .....oviiieii ittt st be e be e e et e e et e besbestesbesaesrenre e 24,209 26,904
(100l 1V ] | ISR 219,810 217,129
(0] 14 [= g Y] TSRO 15,339 16,908

$ 716,061 $ 750,113

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Current portion of long-term obligations...........cccviiiiiiiie e $ 268 3 275

ACCOUNES PAYADIE ...t ettt st st e re et et et st te e eneereere e 63,850 88,596

Accrued expenses and other current liabilities ... 43,706 40,493
TOtal CUITENT HADIITIES ....veiivie ettt ettt e et e et e e st e e ebe e e st e e e sbeeesbesanreeanrens 107,824 129,364
Long-term obligations:

Borrowings under revolving credit agreBmeNt .........cooovvvivveieee e 20,000 54,000

Other long-term obligations, net of CUrrent POrtioN..........cccooiiiiiiiiinee e 783 1,042
Total 10NG-termM OBIIGALIONS. .......eii et see b beseesnenes 20,783 55,042
Deferred income taxes and other labilitieS.........ccovreiiiiiic e 16,794 15,750

Commitments and contingencies (Notes 10 and 12)
Shareholders’ equity:
Common stock, $0.50 par value, 60,000,000 shares authorized; 30,882,931 and 30,513,096

shares issued in 2008 and 2007, reSPECLIVEIY .......ccccvcieiieieiecc e 15,442 15,256
Class B common stock, $0.50 par value, 10,000,000 shares authorized; 3,813,620 and
3,721,687 shares issued in 2008 and 2007, reSPeCtiVElY .......ccocviviivieeicicsce e, 1,907 1,861
Lo VLo R 0T T - 1 SR 282,636 267,669
Accumulated other comprehensive 10SS, Net OF taX ......ccoveieiiiiiii e (1,125) (431)
REtAINEA BAIMINGS .. e.viveiie ettt ettt et e et e e e et e st e s besbesbeeteesseseeseesbeseeseearesneanens 386,225 375,207
Treasury stock, at cost, 6,370,913 and 6,265,313 shares of Common and Class B common
stock in 2008 and 2007, FESPECLIVEIY ......cviviieiieiiieie et (114,425) (109,605)
I e: U g F =T a ol [0 (T S =T U Y2 570,660 549,957

$ 716,061 $ 750,113

The accompanying notes to consolidated financial statements are an integral part of these statements.
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(In thousands, except share and per share data)
Balance at December 31, 2005
Net income
Changes in unrealized gains and
losses on available-for-sale
securities and a derivative
instrument, net of income taxes

Comprehensive income

Retirement of common stock

Common stock contribution to 401(Kk)
plan

Stock issuances from exercise of stock
options and employee stock
purchase plan

Excess tax benefit from share-based
compensation

Issuances of non-vested (restricted)
shares of common stock

Forfeitures of non-vested (restricted)
shares of common stock

Share-based compensation

Adoption of SFAS No. 123R, “Share-
Based Payment”

Cash dividends declared on Common
and Class B common stock, $0.95
per share

Purchase of treasury stock

Balance at December 31, 2006

Net income

Changes in unrealized gains and
losses on available-for-sale
securities and derivative
instruments, net of income taxes

Comprehensive income

Retirement of common stock

Common stock contribution to 401(Kk)
plan

Stock issuances from exercise of stock
options and employee stock
purchase plan

Excess tax benefit from share-based
compensation

Issuances of non-vested (restricted)
shares of common stock

Forfeitures of non-vested (restricted)
shares of common stock

Share-based compensation

WATSCO, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Common Stock Common Stock

Deferred

and and Compensation ~ Accumulated
Class B Class B on Other
Common Stock Common Stock  Paid-In Non-Vested  Comprehensive  Retained Treasury
Shares Amount Capital Stock Loss Earnings Stock Total
27,462,832 $16,627 $264,903  $(35,894) $(478) $290,383  $(84,891) $450,650
82,364 82,364
352 352
82,716
(150,086) (75) (10,488) (10,563)
19,055 10 1,130 1,140
460,144 230 8,143 8,373
8,371 8,371
287,359 144 12,235 12,379
(2,873) (2) 2 —
5,020 5,020
(35,894) 35,894 —
(26,372) (26,372)
(243,600) (15,328) (15,328)
27,832,831 16,934 253,422 — (126) 346,375 (100,219) 516,386
65,577 65,577
(305) (305)
65,272
(17,291) 9) (893) (902)
27,111 14 1,265 1,279
268,652 133 4,488 4,621
3,462 3,462
91,255 46 (46) _
(1,988) (1) 1 —
5,970 5,970
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(In thousands, except share and per share data)
Cash dividends declared on Common
and Class B common stock, $1.31
per share
Purchase of treasury stock

Balance at December 31, 2007

Net income

Changes in unrealized gains and
losses on available-for-sale
securities and derivative
instruments, net of income taxes

Comprehensive income

Retirement of common stock

Common stock contribution to 401(K)
plan

Stock issuances from exercise of stock
options and employee stock
purchase plan

Excess tax benefit from share-based
compensation

Issuances of non-vested (restricted)
shares of common stock

Share-based compensation

Cash dividends declared on Common
and Class B common stock, $1.75
per share

Purchase of treasury stock

Balance at December 31, 2008

Common Stock Common Stock

and and Accumulated
Class B Class B Other
Common Stock Common Stock  Paid-In Comprehensive  Retained Treasury
Shares Amount Capital Loss Earnings Stock Total
(36,745) (36,745)
(231,100) (9,386)  (9,386)
27,969,470 17,117 267,669 (431) 375207 (109,605) 549,957
60,369 60,369
(694) (694)
59,675
(261,014) (131)  (9,798) (9,929)
33,986 17 1,232 1,249
643,796 323 12,344 12,667
4,758 4,758
45,000 23 (23) —
6,454 6,454
(49,351) (49,351)
(105,600) (4,820)  (4,820)
28,325,638 $17,349 $282,636 $(1,125) $386,225 $(114,425) $570,660

The accompanying notes to consolidated financial statements are an integral part of these statements.
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WATSCO, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

(In thousands) 2008 2007 2006
Cash flows from operating activities:
NN L] AT 0] T TP $ 60,369 $ 65577 $ 82,364
Loss (income) from discontinued operations, net of iNCOME taXeS .......coevvvereienereienienas — 1,912 (131)
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization ...........ccccceeeiieiieieeiecie i 7,071 6,420 5,786
Share-based COMPENSALION .........cuiiiieieiee e 6,454 5,970 5,020
Provision for doubtful aCCOUNTS ..........ccviiiiiiiiiie e 3,816 3,086 3,484
Gain on sale of property and eqQUIPMENT .........cccccvvirieieeierce e (170) (23) (199)
Gain on sale of available-for-sale SECUILIES ........ccoovviiiriiiic s — (1,299) —
Deferred iNCOME taX ProOVISION........cccceiieiiiieiieeeie et sre e 447 4,117 (659)
Non-cash contribution for 401(K) Plan..........ccceviieiiinieiieeiescscse e 1,249 1,279 1,140
Excess tax benefits from share-based COMpPensation ..........c.ccocveeeeverieie s, (4,758) (3,462) (8,371)
Changes in operating assets and liabilities, net of effects of acquisitions:
ACCOUNES TECRIVADIE .......eiiiiiic e 23,416 23,519 10,181
TNV 1 (o] =TRSO 37,153 46,416 (18,026)
Accounts payable and other Habilities ...........coooiiirieiiiincie e (23,020) (48,390) (10,193)
L@ ] 1 g T ST 1,446 1,649 (2,057)
Net cash provided by operating activities of continuing operations..........c.ccccceveveniniennnns 113,473 106,771 68,339
Net cash provided by operating activities of discontinued operations.............cccccevvvvvrernnns — 1,227 202
Net cash provided by operating aCtiVitieS........cccevvrivrieriiieiieceres e 113,473 107,998 68,541
Cash flows from investing activities:
Capital EXPENITUIES ......ecveeieicieic et se et s resresbeereens (3,973) (6,071) (9,883)
Purchases of available-for-sale SECUNILIES ..........cccvvviivieeierircre e — (5,240) (2,847)
Proceeds from sale of discontinued Operations............ccoccooererineninieeieie e — 3,342 —
Proceeds from sale of available-for-sale SECUFItIES .........ccovevvverieiieiiniiese i — 8,551 —
Business acquisitions, net of cash aCqUITed ............cooeiveiiineiincces e 76 (108,972) (9,889)
Proceeds from sale of property and eqUIPMENt...........cooveieiinini i 226 428 448
Net cash used in investing activities of continuing operations............ccccocevvireinicininennas (3,671)  (107,962) (22,171)
Net cash used in investing activities of discontinued operations............ccccevevieieieneneniens — (38) (109)
Net cash used in iNVESEING BCHIVITIES ........ccoiiriiiiiiire s (3,671)  (108,000) (22,280)
Cash flows from financing activities:
Dividends on Common and Class B common StOCK ..........c.ccoeevvereiiniisiineiicnes (49,351) (36,745) (26,372)
Net (repayments) proceeds under current revolving credit agreement .............ccc...... (34,000) 54,000 —
PUrchase Of treaSury STOCK .........cccvierirriieeieieiese s e e s ae e seesneeneas (4,820) (9,386) (15,328)
Net (repayments) proceeds from other long-term obligations ..........c.ccoceeivereiinene (266) 81 (64)
Net repayment under prior revolving credit agreement .........ccccoevevveveeveievesesiesvenn — (30,000) —
Repayment of [10Ng-terM NOLES........viveiece e — (10,000) (10,000)
Payment of current revolving credit agreement COSES .........cocvvereninienienienene e — (476) —
Excess tax benefits from share-based cOmpensation ..........c.ccocvveevveieevcie s s, 4,758 3,462 8,371
Net proceeds from issuances of common StOCK ........ccoviiiiieicieiiie s 5,916 4,131 3,822
Net cash used in fiNaNCING ACHIVITIES ........covviiiie i (77,763) (24,933) (39,571)
Net increase (decrease) in cash and cash eqUIVAIENTS............ccoviiiiiiiiiercie e 32,039 (24,935) 6,690
Cash and cash equivalents at beginning of Year.........cccccooveveie s 9,405 34,340 27,650
Cash and cash equivalents at @nd O YEAr .........ccccceivivieeiieieeceeeee e $ 41444 $ 9405 $ 34,340

The accompanying notes to consolidated financial statements are an integral part of these statements.
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WATSCO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except share data)

1. Summary of Significant Accounting Policies

Nature of Operations

Watsco, Inc. and its subsidiaries (collectively, "Watsco", which may be referred to as we, us or our) is the largest
independent distributor of air conditioning, heating and refrigeration equipment and related parts and supplies
(“HVAC/R™) in the United States. At December 31, 2008, we operated from 417 locations in 34 states.

Financial Statement Presentation

On July 19, 2007, we divested of our non-core staffing unit (see Note 13). All amounts related to this operation are
restated as discontinued operations for all periods presented consistent with the 2007 presentation.

Basis of Consolidation

The consolidated financial statements include the accounts of Watsco and all of its wholly-owned subsidiaries. All
significant intercompany balances and transactions have been eliminated.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and
the reported amounts of revenues and expenses during the reporting period. Significant estimates include valuation
reserves for accounts receivable, inventory and income taxes, reserves related to self-insurance programs and
valuation of goodwill and indefinite life intangible assets. Actual results could differ from those estimates.

Cash Equivalents

All highly liquid instruments purchased with original maturities of three months or less are considered to be cash
equivalents.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable primarily consists of trade receivables due from customers. Our customers are primarily
independent contractors and dealers who service the replacement and new construction markets for residential and
light commercial central air conditioning, heating and refrigeration systems. We routinely grant credit to customers
to facilitate revenue growth and maintain branch locations for product sales and distribution. When determining
whether to grant or increase credit, management considers a number of factors, which include creditworthiness,
customer payment history, historical experience with the customer and other information. Consistent with industry
practices, we normally require payment from our customers within 30 to 45 days. We record our trade receivables at
the invoiced amount less an allowance for doubtful accounts. An allowance for doubtful accounts is maintained for
estimated losses resulting from the inability of customers to make required payments. When preparing these
estimates, we consider a number of factors, including the aging of a customer’s account, past transactions with
customers, creditworthiness of specific customers, historical trends and other information. We typically do not
require our customers to provide collateral. Accounts receivable reserve policies are reviewed periodically,
reflecting current risks, trends and changes in industry conditions. The past due status of an account is determined
based on stated payment terms. Upon determination that an account is uncollectible, we write off the receivable
balance. At December 31, 2008 and 2007, the allowance for doubtful accounts totaled $3,941 and $5,143,
respectively. Although we believe the allowance is sufficient, the continuing declining economic conditions could
lead to further deterioration in the financial condition of our customers, resulting in an impairment of their ability to
make payments and additional allowances may be required.

Inventories

Inventories consist of air conditioning, heating and refrigeration equipment and related parts and supplies and are
valued at the lower of cost or market on a weighted-average cost basis. As part of the valuation process, inventory
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reserves are established to state excess, slow-moving and damaged inventories at their estimated net realizable
value. Inventory reserve policies are reviewed periodically, reflecting current risks, trends and changes in industry
conditions. A reserve for estimated inventory shrinkage is also maintained to consider inventory shortages
determined from cycle counts and physical inventories. At December 31, 2008 and 2007, inventory reserves totaled
$5,009 and $6,268, respectively.

Vendor Rebates

We account for vendor rebates in accordance with Emerging Issues Task Force (“EITF”) Issue No. 02-16,
“Accounting by a Customer (Including a Reseller) for Certain Consideration Received from a Vendor.” We have
arrangements with several vendors that provide rebates payable to us when we achieve any of a number of measures,
generally related to the volume level of purchases. We account for such rebates as a reduction of inventory until we
sell the product, at which time such rebates are reflected as a reduction of cost of sales in our consolidated
statements of income. Throughout the year, we estimate the amount of the rebate based on our estimate of purchases
to date relative to the purchase levels that mark our progress toward earning the rebates. We continually revise these
estimates of earned vendor rebates based on actual purchase levels. At December 31, 2008 and 2007, we have
$4,416 and $4,692, respectively, of rebates recorded as a reduction of inventory. Substantially all vendor rebate
receivables are collected within three months immediately following the end of the year.

Marketable Securities

Investments in marketable equity securities of $279 and $732 at December 31, 2008 and 2007, respectively, are
included in other assets in our consolidated balance sheets and are classified as available-for-sale. These equity
securities are recorded at market using the specific identification method with unrealized holding losses, net of
deferred taxes, reported in accumulated other comprehensive loss (“OCL") within shareholders’ equity. Dividend
and interest income are recognized in the statement of income when earned. At December 31, 2008 and 2007, $347
and $65 of unrealized losses, net of deferred tax benefits of $208 and $38, respectively, was included in accumulated
OCL.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation and
amortization of property and equipment is computed using the straight-line method. Buildings and improvements are
depreciated or amortized over estimated useful lives ranging from 3-40 years. Leasehold improvements are
amortized over the shorter of the respective lease terms or estimated useful lives. Estimated useful lives for other
depreciable assets range from 3-7 years. Depreciation and amortization expense related to property and equipment
amounted to $6,612, $6,196 and $5,725 for the years ended December 31, 2008, 2007 and 2006, respectively.

Goodwill and Intangible Assets

Goodwill is recorded when the purchase price paid for an acquisition exceeds the estimated fair value of the net
identified tangible and intangible assets acquired. In accordance with Statement of Financial Accounting Standards
(“SFAS™) No. 142, “Goodwill and Other Intangible Assets,” an annual impairment review is performed, or more
frequently if indicators of potential impairment exist, to determine if the carrying value of the recorded goodwill is
impaired. The impairment review process compares the fair value of the reporting unit in which goodwill resides to
its carrying value. If the fair value of the reporting unit is less than its carrying value, an impairment loss is recorded
to the extent that the implied fair value of goodwill (as defined under SFAS No. 142) within the reporting unit is less
than its carrying value (see Note 8).

Intangible assets primarily consist of the value of trade names and trademarks, customer relationships and non-
compete agreements. Indefinite life intangibles not subject to amortization are assessed for impairment at least
annually, or more frequently if events or changes in circumstances indicate they may be impaired, by comparing the
fair value of the intangible asset to its carrying amount to determine if a write-down to fair value is required.
Intangible assets with finite lives are amortized using the straight-line method over their respective estimated useful
lives, which range from 4 to 15 years. Amortization expense related to intangible assets amounted to $459, $224 and
$61 for the years ended December 31, 2008, 2007 and 2006, respectively. Based on the current amount of finite
lived intangible assets, we estimate amortization expense to be approximately $400 for each of the next five years
(see Note 8).
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Impairment of Long-Lived Assets Other than Goodwill

Long-lived assets, including intangible assets with finite lives, are tested for recoverability when events or changes
in circumstances indicate that the carrying amount of assets may not be recoverable. In accordance with SFAS No.
144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” recoverability is evaluated by determining
whether the amortization of the balance over its remaining life can be recovered through undiscounted future
operating cash flows. The amount of impairment if any, is measured based on projected discounted cash flows using
a discount rate reflecting the average cost of funds and compared to the asset’s carrying value. As of December 31,
2008, there were no such events or circumstances.

Revenue Recognition

Revenue is recognized in accordance with Securities and Exchange Commission Staff Accounting Bulletin (“SAB”)
No. 104, “Revenue Recognition” (which superseded SAB No. 101, “Revenue Recognition in Financial Statements,”
as amended by SAB 101A and 101B). Revenue primarily consists of sales of air conditioning, heating and
refrigeration equipment and related parts and supplies and is recorded when shipment of products or delivery of
services has occurred. Assessment of collection is based on a number of factors, including past transactions,
creditworthiness of customers, historical trends and other information. Substantially all customer returns relate to
products that are returned under warranty obligations underwritten by manufacturers, effectively mitigating our risk
of loss for customer returns. Taxes collected from our customers and remitted to governmental authorities are
presented in our consolidated statements of income on a net basis.

Advertising Costs

Advertising costs are expensed as incurred. Advertising expense amounted to $5,841, $6,314 and $6,050 for the
years ended December 31, 2008, 2007 and 2006, respectively.

Shipping and Handling

Shipping and handling costs associated with inbound freight are capitalized to inventories and relieved through cost
of sales as inventories are sold. Shipping and handling costs associated with the delivery of products is included in
selling, general and administrative expenses. Shipping and handling costs included in selling, general and
administrative expenses amounted to $6,444, $6,747 and $6,914 for the years ended December 31, 2008, 2007 and
2006, respectively.

Share-Based Compensation

We account for share-based compensation in accordance with the recognition and measurement provisions of SFAS
No. 123R, “Share-Based Payment,” and related interpretations. See Note 6 for information on our share-based
compensation plans.

Income Taxes

We record federal and state income taxes currently payable, as well as deferred taxes due to temporary differences
between reporting income and expenses for financial statement purposes versus tax purposes. Deferred tax assets
and liabilities reflect the temporary differences between the financial statement and income tax bases of assets and
liabilities. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. The effect of a
change in tax rates is recognized as income or expense in the period that includes the enactment date. Watsco and its
eligible subsidiaries file a consolidated United States federal income tax return. As income tax returns are generally
not filed until well after the closing process for the December 31 financial statements is complete, the amounts
recorded at December 31 reflect estimates of what the final amounts will be when the actual income tax returns are
filed for that calendar year. In addition, estimates are often required with respect to, among other things, the
appropriate state income tax rates to use in the various states that Watsco and its subsidiaries are required to file, the
potential utilization of operating loss carryforwards and valuation allowances required, if any, for tax assets that may
not be realizable in the future.

In accordance with Financial Accounting Standards Board (“FASB”) Interpretation (“FIN”) No. 48, “Accounting for
Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109,” we recognize the financial statement
benefit of a tax position only after determining that the relevant tax authority would more likely than not sustain the
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position following an audit. For tax positions meeting the “more-likely-than-not” threshold, the amount recognized
in the financial statements is the largest benefit that has a greater than 50% likelihood of being realized upon
ultimate settlement with the relevant tax authority.

Earnings per Share

We calculate earnings per share using the two-class method in accordance with SFAS No. 128, “Earnings per
Share,” as clarified by EITF Issue No. 03-6, “Participating Securities and the Two-Class Method under FASB
Statement No. 128, Earnings per Share.” EITF Issue No. 03-6 requires the income per share for each class of
common stock to be calculated assuming 100% of our earnings are distributed as dividends to each class of common
stock based on their respective dividend rights, even though we do not anticipate distributing 100% of our earnings
as dividends. The effective result of EITF Issue No. 03-6 is that the calculation of earnings per share for each class
of our common stock yields the same basic and diluted earnings per share.

Basic earnings per share for our Common and Class B common stock is computed by dividing net income allocated
to Common stock and Class B common stock by the weighted-average number of shares of Common stock and
Class B common stock outstanding, respectively. Non-vested (restricted) stock is not included in the computation of
basic earnings per share until the securities vest. Diluted earnings per share for our Common stock assume the
conversion of all Class B common stock into Common stock and adjust for the dilutive effects of outstanding stock
options and shares of non-vested (restricted) stock using the treasury stock method.

For the basic earnings per share calculation, net income available to shareholders is allocated among our two classes
of common stock: Common stock and Class B common stock. The allocation among each class is based upon the
two-class method on a one-for-one per share basis. The following table shows how net income is allocated using this
method:

Years Ended December 31, 2008 2007 2006
Net income available to shareholders...........cccccvvviievce e, $ 60,369 $ 65577 $ 82,364
Allocation of net income for Basic:

COMMON STOCK ...ttt $ 54,811 $ 59,733 $ 74,891
Class B OMMON StOCK ........cceevviiirieciee e 5,558 5,844 7,473

$ 60,369 $ 65577 $ 82364

The diluted earnings per share calculation assumes the conversion of all of our Class B common stock into Common
stock as of the beginning of the year, so no allocation of earnings to Class B common stock is required.

The following summarizes the weighted-average number of Common and Class B common shares outstanding
during the year and is used to calculate earnings per share of Common and Class B common stock including the
potentially dilutive impact of stock options and non-vested (restricted) stock, calculated using the treasury stock
method, as included in the calculation of diluted weighted-average shares:

Years Ended December 31, 2008 2007 2006
Weighted-average Common and Class B common
shares outstanding for basic earnings per share .......... 26,453,167 26,296,555 26,149,676
Weighted-average Common shares outstanding for
basic earnings per share .........cccocvevevenene e 24,017,621 23,952,942 23,776,968
Diluted shares resulting from:
StOCK OPLIONS.....viieiiieiieisiee s 568,560 842,063 1,009,739
Non-vested (restricted) Stock ........cccccevevvivvivvvnnnnne. 714,772 685,378 669,723
Effect of assuming conversion of Class B common
shares into CommON StOCK.......c..ccovvireieierieinesieennn 2,435,546 2,343,613 2,372,708
Shares for diluted earnings per share.........c.ccccoceevvrerinnn. 27,736,499 27,823,996 27,829,138

Diluted earnings per share excluded 261,015, 219,640 and 153,500 shares for the years ended December 31, 2008,
2007 and 2006, respectively, related to stock options with an exercise price per share greater than the average



EXHIBIT Vil - CONSOLIDATED FINANCIAL STATEMENTS AS OF DECEMBER 31, 2008

market value, resulting in an anti-dilutive effect on diluted earnings per share. In addition, 338,765, 331,987 and
284,486 shares for the years ended December 31, 2008, 2007 and 2006, respectively, related to non-vested
(restricted) stock were considered anti-dilutive and excluded from the earnings per share calculation.

Derivative Instruments

We apply the provisions of SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” which
establishes accounting and reporting standards for derivative instruments, including certain derivative instruments
embedded in other contracts and for hedging activities. All derivatives, whether designated in hedging relationships
or not, are required to be recorded on the balance sheet at fair value. If the derivative is designated as a fair value
hedge, the changes in the fair value of the derivative and of the hedged item attributable to the hedged risk are
recognized in earnings. If the derivative is designated as a cash flow hedge, the effective portions of changes in the
fair value of the derivative are recorded in OCL and are recognized in the income statement when the hedged item
affects earnings. Ineffective portions of changes in the fair value of cash flow hedges are recognized in earnings. See
Note 10 for further information regarding hedging activities.

Comprehensive Income

Comprehensive income consists of net income and changes in the unrealized (losses) gains on available-for-sale
securities and the effective portion of cash flow hedges as further discussed in Note 10. The components of
comprehensive income are as follows:

Years Ended December 31, 2008 2007 2006
Net income $60,369  $65,577  $82,364
Changes in unrealized losses on derivative instruments, net of income tax

(benefit) expense of $(248), $(137) and $205, respectively (411) (230) 342

Changes in unrealized (losses) gains on available-for-sale securities arising

during the period, net of income tax (benefit) expense of $(170), $218 and

$6, respectively (283) 361 10
Reclassification adjustment for securities gains and losses on a derivative

instrument realized in net income, net of income tax expense of $0, $262

and $0, respectively — (436) —

Comprehensive income $59,675  $65272  $82,716

Recently Adopted Accounting Standards

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities.” SFAS No. 159 allows entities the option to measure eligible financial instruments at fair value as of
specified dates. Unrealized gains and losses on items for which the fair value option has been elected will be
recognized in earnings at each subsequent reporting date. The provisions of SFAS No. 159 were effective for us
beginning January 1, 2008. Upon adoption, we did not elect the fair value option for any items that were not already
required to be measured at fair value in accordance with U.S. generally accepted accounting principles. As such,
there was no impact on our consolidated financial statements upon adoption of SFAS No. 159.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” This standard defines fair value,
establishes a framework for measuring fair value and expands disclosure about fair value measurements. SFAS No.
157, as originally issued, was effective for financial statements issued for fiscal years beginning after November 15,
2007, and interim periods within those fiscal years. However, on February 12, 2008, the FASB issued Staff Position
(“FSP”) No. SFAS 157-2, which deferred the effective date of SFAS No. 157 for one year, as it relates to
nonfinancial assets and nonfinancial liabilities, except for items that are recognized or disclosed in financial
statements at fair value on a recurring basis (at least annually). The provisions of SFAS No. 157 as they relate to
financial assets and liabilities were effective for us beginning January 1, 2008. Upon adoption, there was no material
impact on our consolidated financial statements. We are currently assessing the potential effect of SFAS No. 157 for
our nonfinancial assets and liabilities on our consolidated financial statements.

In October 2008, the FASB issued FSP No. SFAS 157-3, “Determining the Fair Value of a Financial Asset When
the Market for That Asset is Not Active,” which amended SFAS No. 157 to illustrate key considerations in
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determining the fair value of a financial asset in an inactive market. This FSP was effective for us beginning with
the fourth quarter 2008 and did not have a material impact on our consolidated financial statements.

Recently Issued Accounting Standards

In June 2008, the FASB issued FSP EITF 03-6-1, “Determining Whether Instruments Granted in Share-Based
Payment Transactions are Participating Securities.” FSP EITF 03-6-1 requires that non-vested share-based payment
awards that contain nonforfeitable rights to dividends be considered participating securities and included in the
computation of earnings per share pursuant to the two-class method. This FSP is effective for financial statements
issued for fiscal years and interim periods beginning after December 15, 2008. Upon adoption, all prior period
earnings per share data presented in financial statements after the effective date shall be adjusted retrospectively to
conform to the provisions of this FSP. FSP EITF 03-6-1 is effective for us retroactively in the first quarter ending
March 31, 2009. We do not expect the adoption of FSP EITF 03-6-1 to have an impact on our consolidated
financial statements.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities
—an Amendment of FASB Statement No. 133,” which requires enhanced disclosures about an entity’s derivative
and hedging activities. In addition to disclosing the fair values of derivative instruments and their gains and losses
in a tabular format, entities are required to provide enhanced disclosures about (a) how and why an entity uses
derivative instruments, (b) how derivative instruments and related hedged items are accounted for under Statement
No. 133 and its related interpretations and (c) how derivative instruments and related hedged items affect an entity’s
financial position, financial performance and cash flows. SFAS No. 161 is effective for financial statements issued
for fiscal years and interim periods beginning after November 15, 2008. We will adopt SFAS No. 161 beginning
January 1, 2009 and do not expect a material impact on our consolidated financial statements. SFAS No. 161 does
not change the accounting for derivative instruments.

In December 2007, the FASB issued SFAS No. 141R, “Business Combinations.” SFAS No. 141R requires an
acquirer to measure the identifiable assets acquired, the liabilities assumed and any noncontrolling interest in the
acquiree at their fair values on the acquisition date, with goodwill being the excess value over the net identifiable
assets acquired. SFAS No. 141R significantly changes the accounting for business combinations in a number of
areas including the treatment of contingent consideration, transaction costs, in-process research and development
and restructuring costs. In addition, under SFAS No. 141R, changes in an acquired entity’s deferred tax assets and
uncertain tax positions after the measurement period will impact income tax expense. SFAS No. 141R is effective
for fiscal years beginning after December 15, 2008 with early application prohibited. We will adopt SFAS No. 141R
beginning January 1, 2009 and will change our accounting treatment for business combinations on a prospective
basis.

In December 2007, the FASB also issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements,” an amendment of Accounting Research Bulletin No. 51. This standard clarifies that a noncontrolling
interest in a subsidiary should be reported as equity in the consolidated financial statements. The calculation of
earnings per share will continue to be based on income amounts attributable to the parent. SFAS No. 160 is effective
for fiscal years beginning after December 15, 2008 with early application prohibited. We will adopt SFAS No. 160
beginning January 1, 2009 and do not expect a material impact on our consolidated financial statements.

Reclassifications

Certain reclassifications of prior year amounts have been made to conform to the 2008 presentation. These
reclassifications had no effect on net income or earnings per share as previously reported.

2. Supplier Concentration

We have seven key suppliers of HVAC/R equipment products. Purchases from these seven suppliers comprised
48%, 48% and 47% of all purchases made in 2008, 2007 and 2006, respectively; with the largest supplier accounting
for 16%, 17% and 17% of all purchases made in each of the years ended December 31, 2008, 2007 and 2006. Any
significant interruption by the suppliers or a termination of a distribution agreement could disrupt the operations of
certain subsidiaries.
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3. Property and Equipment
Property and equipment, net, consists of:

December 31, 2008 2007
13 To PSSRSO $ 1,106 $ 1,106
Buildings and iMProVEMENTS ..........cuiiiiiie ittt s 24,447 24,109
Machinery, vehicles and eqUIPMENT .......ccccoiviriirieeicre e 28,615 29,025
FUNITUIE AN FIXTUIES ...t 17,374 18,004

71,542 72,244
Less: accumulated depreciation and amortization ...........c.ccoceeveiiniiienc s (47,333) (45,340)

$ 24209 $ 26,904

4. Long-Term Obligations

Revolving Credit Agreement and Long-Term Notes

We maintain a bank-syndicated, unsecured revolving credit agreement that provides for borrowings of up to
$300,000. Borrowings are used for general corporate purposes, including seasonal working capital needs, dividends,
stock repurchases, acquisitions and issuance of letters of credit. Included in the facility are a $25,000 swingline
subfacility and a $50,000 letter of credit subfacility. Borrowings bear interest at primarily LIBOR-based rates plus a
spread which ranges from 37.5 to 112.5 basis-points depending upon our ratio of total debt to EBITDA (LIBOR plus
37.5 basis-points at December 31, 2008). We pay a variable commitment fee on the unused portion of the
commitment, ranging from 7.5 to 20 basis-points (7.5 basis-points at December 31, 2008). Alternatively, we may
elect to have borrowings bear interest at the Prime Rate or the Federal Funds Rate plus our spread. The credit facility
matures in August 2012. At December 31, 2008 and 2007, $20,000 and $54,000, respectively, were outstanding
under the revolving credit agreement.

The $300,000 unsecured revolving credit agreement contains customary affirmative and negative covenants
including two financial covenants with respect to consolidated leverage and interest coverage ratios and limits
capital expenditures, dividends and share repurchases in addition to other restrictions. We were in compliance with
all covenants and financial ratios at December 31, 2008.

A $125,000 unsecured private placement shelf facility was also maintained as a source of long-term borrowings
through December 10, 2007. This uncommitted shelf facility provided fixed-rate financing as a complement to the
variable rate borrowings available under the revolving credit agreement.

Other Long-Term Obligations

Other long-term obligations, net of current portion, of $783 and $1,042 at December 31, 2008 and 2007,
respectively, relate to a mortgage loan and capital leases on equipment. Interest rates on other debt range from 1.0%
to 11.1% and mature at varying dates through 2020. Annual maturities of other long-term obligations for the years
subsequent to December 31, 2008 are as follows:

2009 ... ettt be b et e b b e e b e e be e be et bearaeareeabeenreeans $ 268
2000 1ttt r e e e b e be e be et e bt e b e e ebe e beerbesreeareeabeenreenns 163
2 RO 90
2002 e et b e b e b e b b e b e e b e e be et be e e areeareenreeans 56
20 TSR 47
B (T =T U T SO OTRPSPRRROTP 427

$ 1,051

Total cash payments for interest were $2,299, $4,557 and $4,345 for the years ended December 31, 2008, 2007 and
2006, respectively.
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5. Income Taxes

The components of income tax expense from continuing operations are as follows:

Years Ended December 31, 2008 2007 2006
FEUBTAL ...t 32,493 $ 37,387 45,399
) L USRS PRSPPI 3,728 3,106 3,941

36,221 40,493 49,340
LOL U] (| SRR 35,774 36,376 49,999
(=] {1 =10 BSOS PTSTPR 447 4,117 (659)

36,221 $ 40,493 49,340
Following is a reconciliation of the effective income tax rate:

Years Ended December 31, 2008 2007 2006
Federal statutory rate 35.0% 35.0% 35.0%
State income taxes, net of federal benefit and other 2.5 25 25

37.5% 37.5% 37.5%
The following is a summary of the significant components of our current and long-term deferred tax assets and
liabilities:

December 31, 2008 2007
Current deferred tax assets:

Allowance for doubtful accounts $1,626 $1,922
Capitalized inventory costs and inventory reserves 3,074 1,167
Self-insurance reserves 1,452 1,944
Other current deferred tax assets 1,168 1,672
Total current deferred tax assets (1) 7,320 6,705
Long-term deferred tax assets (liabilities):
Deductible goodwill (25,503) (22,680)
Net operating loss carryforwards 492 597
Unrealized loss on derivative instruments 483 236
Depreciation 1,287 1,296
Share-based compensation 8,289 6,397
Other long-term net deferred tax assets 238 83
Total net long-term deferred tax liabilities (14,714) (14,071)
Net deferred tax liabilities $(7,394) $(7,366)

(1) Current deferred tax assets of $7,320 and $6,705 have been included in the consolidated balance sheets in

other current assets at December 31, 2008 and 2007, respectively.

SFAS No. 109, “Accounting for Income Taxes,” requires a valuation allowance to reduce the deferred tax assets
reported if, based on the weight of the evidence, it is more likely than not that some portion or all of the deferred tax
assets will not be realized. Management has determined that no valuation allowance was necessary at December 31,
2008 to reduce the deferred tax assets to the amount that will more likely than not be realized. At December 31,
2008, there were state net operating loss carryforwards of $13,504, which expire in varying amounts from 2009
through 2028. These amounts are available to offset future taxable income. There were no federal net operating loss

carryforwards at December 31, 2008.

We are subject to U.S. federal income tax and income tax of multiple state jurisdictions. We are open to tax audits in
the various jurisdictions until the respective statutes of limitations expire. In June 2008, the Internal Revenue
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Service finalized an examination of our federal income tax returns for the 2004 and 2005 tax years. The adjustments
resulting from this examination did not have a material effect on our consolidated financial position, results of
operations or cash flows. We are no longer subject to U.S. federal tax examinations for tax years prior to 2005. For
the majority of states, we are no longer subject to tax examinations for tax years prior to 2004. In connection with
our adoption of FIN No. 48, we analyzed the filing positions in the federal and all state jurisdictions where we are
required to file income tax returns, as well as all open tax years in these jurisdictions. There was no material impact
on our consolidated financial statements upon adoption of FIN No. 48 on January 1, 2007.

As of December 31, 2008 and 2007, the total amount of gross unrecognized tax benefits (excluding the federal
benefit received from state positions) was $2,296 and $2,173, respectively. Of these totals, $1,803 and $1,723,
respectively, (net of the federal benefit received from state positions) represent the amount of unrecognized tax
benefits that, if recognized, would affect the effective tax rate. Our continuing practice is to recognize penalties
within selling, general and administrative expenses and interest related to income tax matters in income tax expense
in the consolidated statements of income. As of December 31, 2008 and 2007, the cumulative amount of estimated
accrued interest and penalties resulting from such unrecognized tax benefits was $362 and $217, respectively, and is
included in accrued expenses and other current liabilities in the accompanying consolidated balance sheets.

The change in gross unrecognized tax benefits during 2008 and 2007 is as follows:

Gross balance at January 1, 2007 .......cccooerererienienene et $ 894
Additions based on tax positions related to the current year ..........ccocoovveieienenenenene. 1,226
Additions for tax positions Of Prior YEArS .......c.cccevvrierieviesieiecieeees e 303
Reductions for tax positions Of Prior YEArS ..........ccoevririiiiieneseee e (250)
Gross balance at December 31, 2007.........ccviiireiiereise e e 2,173
Additions based on tax positions related to the current year ...........ccccooeveieienenenenene. 256
Additions for tax positions Of Prior YEAIS .........ccceveveieieseiieeieeere e 69
Reductions for tax positions Of Prior YEArS .........cccoeriireiiienesee e (202)
Gross balance at December 31, 2008.........cccocoiiriinereene e $ 2,296

Total cash payments, net of refunds, for income taxes were $25,270, $32,329 and $47,961 for the years ended
December 31, 2008, 2007 and 2006, respectively.

6. Share-Based Compensation and Benefit Plans
Share-Based Compensation Plans

We have two share-based compensation plans for employees. The 2001 Incentive Compensation Plan (the “2001
Plan”) provides for the award of a broad variety of share-based compensation alternatives such as non-qualified
stock options, incentive stock options, non-vested (restricted) stock, performance awards, dividend equivalents,
deferred stock and stock appreciation rights at no less than 100% of the market price on the date the award is
granted. To date, awards under the 2001 Plan consist of non-qualified stock options and non-vested (restricted)
stock. Under the 2001 Plan, awards for an aggregate of 3,000,000 shares of Common and Class B common stock
may be granted. A total of 1,573,630 shares of Common stock, net of cancellations and 1,044,811 shares of Class B
common stock, net of cancellations have been awarded under the 2001 Plan as of December 31, 2008. There were
381,559 shares of common stock reserved for future grants as of December 31, 2008 under the 2001 Plan. There are
773,775 options of common stock outstanding under the 2001 Plan at December 31, 2008. Options under the 2001
Plan vest over two to five years of service and have contractual terms of five to ten years.

Awards of non-vested (restricted) stock, which are granted at no cost to the employee, vest upon attainment of a
certain age, generally the employee’s respective retirement age. Vesting may be accelerated in certain circumstances
prior to the original vesting date.

We also maintain the 1991 Stock Option Plan (the “1991 Plan”), which expired during 2001; therefore, no additional
options may be granted. There are 611,125 options of common stock outstanding under the 1991 Plan at

December 31, 2008. Options under the 1991 Plan vest over two to five years of service and have contractual terms
of ten years.
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A summary of stock option activity under the 2001 Plan and 1991 Plan as of December 31, 2008, and changes
during 2008, is as follows:

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Exercise Term Intrinsic
Options Price (in years) Value
Options outstanding at January 1, 2008................... 1,970,908 $ 20.37
Granted.......coeevee e, 53,500 40.54
EXEICISEU .. .vvoveeeeeeeeeeeseeeeeeeseeesee s (627,308) 19.11
Forfeited......ccoovvivviereceeeceecc e, (9,600) 36.36
EXPIred....coiviiiiiecie e, (2,600) 19.89
Options outstanding at December 31, 2008............. 1,384,900 $ 21.79 203 $ 26,722
Options exercisable at December 31, 2008 ............. 1,129,365 $ 16.28 186 $ 26,360

The weighted-average grant date fair value of stock options granted during 2008, 2007 and 2006 was $7.06, $11.07
and $14.99, respectively. The total intrinsic value of stock options exercised during 2008, 2007 and 2006 was
$11,986, $3,841 and $22,390, respectively. The fair value of stock options that vested during 2008, 2007 and 2006
was $2,158, $1,120 and $497, respectively.

A summary of non-vested (restricted) stock issued as of December 31, 2008, and changes during 2008, is shown
below:

Weighted-
Average

Grant Date

Shares Fair Value
Non-vested (restricted) stock outstanding at January 1, 2008 ...........ccccevevveivevierereenn. 1,755,999 $ 29.77
L€ =111 (<o [ OSSPSR 45,000 43.04
RS T U PPRSSS (13,830) 50.93
(0] (=T1 =10 IO UPRO T OURRRPRRt - -
Non-vested (restricted) stock outstanding at December 31, 2008 ..........c.ccocvvvrvrnanens 1,787,169 $ 29.94

The weighted-average grant date fair value of non-vested (restricted) stock granted during 2008, 2007 and 2006 was
$43.04, $52.34 and $67.94, respectively. The fair value of stock vested during 2008 and 2007 was $704 and $128,
respectively. No non-vested (restricted) stock vested during 2006.

Share-Based Compensation Fair Value Assumptions

The fair value of each stock option award is estimated on the date of grant using the Black-Scholes option pricing
valuation model based on the weighted-average assumptions noted in the table below. The fair value of each stock
option award, which is subject to graded vesting, is expensed, net of estimated forfeitures, on a straight-line basis
over the requisite service period for each separately vesting portion of the stock option. We use historical data to
estimate stock option forfeitures within the valuation model. All of the awards granted during 2008 meet the
definition of “plain vanilla” options, as defined in SAB No. 107. The expected term of stock option awards granted
represents the period of time that stock option awards granted are expected to be outstanding and was calculated
using the simplified method for plain vanilla options. We will continue to use the simplified method until we have
the historical data necessary to provide a reasonable estimate of expected life, in accordance with SAB No. 107, as
amended by SAB No. 110. The risk-free rate for periods within the contractual life of the stock option award is
based on the yield curve of a zero-coupon U.S. Treasury bond on the date the stock option award is granted with a
maturity equal to the expected term of the stock option award. Expected volatility is based on historical volatility of
our stock.
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The weighted-average assumptions relating to the valuation of our stock options were as follows:

Years Ended December 31, 2008 2007 2006
EXpected term N YEAIS ......coeiiriiieieee ettt 4.25 4.25 4.25
RISK-Tree INEreSt Fate.........oeiirieireeece e 2.13% 4.38% 4.91%
EXpected VOIALHITY ........ccoiieiiiccsee e 27.33% 24.29% 24.08%
Expected dividend Yield ..o 3.40% 2.26% 1.35%

Share-Based Compensation Expense

Share-based compensation expense is included in selling, general and administrative expenses in our consolidated
statements of income. The following table provides information on share-based compensation expense and tax
benefits recognized:

Years Ended December 31, 2008 2007 2006
Share-based COMPENSALION EXPENSE.........ceevrvevereerereeeeeere e eereeseree e $ 6454 $ 5970 $ 5,020
Income taxX DENEfit ..o (2,420) (2,239) (1,883)
Share-based compensation expense, net of taX........ccccoevvvercviicicnnnnn, $ 4034 $ 3731 $ 3137

Cash received from Common stock issued as a result of stock options exercised during 2008, 2007 and 2006, was
$5,235, $3,351 and $2,214, respectively. During 2008, 2007 and 2006, 261,014 shares of Common and Class B
common stock with an aggregate market value of $9,929, 17,291 shares of Common stock with an aggregate market
value of $902 and 150,086 shares of Common stock with an aggregate market value of $10,563, respectively, were
delivered as payment in lieu of cash for stock option exercises and related tax withholdings. Upon delivery these
shares were retired. The tax benefit realized for the tax deductions from share-based compensation plans totaled
$5,095, $3,542 and $8,396, for the years ended December 31, 2008, 2007 and 2006, respectively.

At December 31, 2008, there was $642 of unrecognized share-based compensation expense related to stock options
granted under the 2001 Plan, which is expected to be recognized over a weighted-average period of 1.5 years. At
December 31, 2008, there was $34,471 of unrecognized share-based compensation expense related to non-vested
(restricted) stock, which is expected to be recognized over a weighted-average period of 9.6 years. In the event that
vesting is accelerated for any circumstance, as defined in the related agreements, the remaining unrecognized share-
based compensation expense would be immediately recognized as a charge to earnings. Approximately $23,000 of
the unrecognized share-based compensation for shares of non-vested stock is related to awards granted to our Chief
Executive Officer that vest in approximately 10 years upon his attainment of age 78.

Employee Stock Purchase Plan

The Watsco, Inc. Amended and Restated 1996 Qualified Employee Stock Purchase Plan (the “Watsco ESPP”)
provides for up to 1,000,000 shares of Common stock to be available for purchase by our full-time employees with
at least 90 days of service. The plan allows participating employees to purchase, through payroll deductions or
lump-sum contribution, shares of Common stock at specified times subject to certain restrictions. Effective January
1, 2006, the Watsco ESPP was amended to change the discount that employees can purchase shares of our Common
stock to 5% of the fair market value and to remove certain restrictions. Prior to the amendment, employees could
purchase shares of our Common stock at 85% of the fair market value. During 2008, 2007 and 2006, employees
purchased 9,058, 11,059 and 28,232 shares of Common stock at an average price of $39.81, $47.39 and $48.88 per
share, respectively. Cash dividends received by the Watsco ESPP were reinvested in Common stock and resulted in
additional shares issued in the amount of 7,430, 5,355 and 4,162 for the years ended December 31, 2008, 2007 and
20086, respectively. We received net proceeds of $681, $780 and $1,608, respectively, during 2008, 2007 and 2006,
for shares of Watsco Common stock issued under the Watsco ESPP. At December 31, 2008, 101,423 shares
remained available for purchase under the plan.

401(k) Plan

We have a profit sharing retirement plan for our employees that is qualified under Section 401(k) of the Internal
Revenue Code. Annual matching contributions are made based on a percentage of eligible employee compensation
deferrals. The contribution is made in cash or by the issuance of Common stock to the plan on behalf of our
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employees. For the years ended December 31, 2008, 2007 and 2006, the aggregate contribution required to the plan
was $1,249, $1,279 and $1,140, respectively. This contribution is made during the first quarter of the subsequent
year.

7. Acquisitions

In August 2007, we acquired all of the assets and assumed all of the liabilities of ACR Group, Inc. (“ACR”), one of
the nation’s largest distributors of air conditioning and heating products with 54 locations in Florida, Texas,
California, Georgia, Tennessee, Arizona, Colorado, Louisiana, Nevada, and New Mexico, for $108,332 in cash,
including acquisition costs and net of cash acquired. Based on a third-party valuation, the purchase price, including
acquisition costs, resulted in the recognition of $67,361 in goodwill and other intangible assets, which is not
deductible for tax purposes. The fair values of the assets acquired and liabilities assumed for the acquisition is as
follows:

ACCOUNES TECRIVADIE......viieiieicceee ettt sttt sreers $ 27,493
LAVl a1 (0] G T=T R 43,883
Property and EQUIPMENT.........oiiiieeee ettt 6,256
(€100 10 11T/ 1 | OSSOSO 60,811
INEANGIDIES ..ottt b et e et nne s 6,550
CUITENE AN OTHEE ASSBES.....cviiiiiiictie ettt et s be e sre e sbe e ere s 6,454
Accounts payable and aCCrUEd EXPENSES .....vvivvereeeereerieriesieseeresreeseeeessessessesresreseeseeseenses (38,579)
Other long-term [abilities .........ocoiiiii e (4,536)
Cash used in acquisition, net of cash aCQUITed ..........ccoerereiiiene i $ 108,332

The unaudited proforma financial information combining our results of operations with the operations of ACR as if
the acquisition had occurred on January 1, 2006 is as follows:

Years ended December 31, 2007 2006
REVENUES. ...ttt bbbttt $1,893,218 $2,011,609
Net income from continUING OPEratioNS ..........ccovrirerieiere e e $ 67,989 $ 85221
Basic earnings per share for Common and Class B common stock:

Net income from continuing OPErations...........ccccereiiereieienee e $ 2.59 $ 3.26
Diluted earnings per share for Common and Class B common stock:

Net income from continUINg OPEratioNS..........c.ccvevveiereieriesesese e ee e se e snens $ 244 $ 3.06

This unaudited proforma financial information is presented for informational purposes only. The unaudited
proforma financial information from the beginning of the periods presented until the acquisition date includes
adjustments to record income taxes at our effective tax rate, interest expense on borrowings incurred to acquire the
business and does not include adjustments to remove certain corporate expenses of ACR, which may not be incurred
in future periods, adjustments for depreciation and amortization, or synergies (primarily related to improved gross
profit and lower general and administrative expenses) that may be realized subsequent to the acquisition date. The
unaudited proforma financial information may not necessarily reflect our future results of operations or what the
results of operations would have been had we owned and operated ACR as of the beginning of the periods
presented.

In July 2007, one of our subsidiaries acquired substantially all of the assets and assumed certain liabilities of a
wholesale distributor of air conditioning and heating products operating from one location in Gonzales, Louisiana.
The purchase price of the acquisition included a cash payment of $467, net of cash acquired.

In December 2006, one of our subsidiaries completed the acquisition of a distributor of air conditioning and heating
products with 10 locations in Nebraska, Missouri and Kansas. The purchase price of the acquisition included a cash
payment of $5,190.

In October 2006, one of our subsidiaries completed the acquisition of a wholesale distributor of refrigeration
equipment with eight locations in Tennessee, Mississippi and Arkansas. The purchase price of the acquisition
included a cash payment of $3,705, net of cash acquired.
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In March 2006, one of our subsidiaries completed the acquisition of a refrigeration equipment distributor with
locations in Birmingham and Montgomery, Alabama for cash consideration of $798, net of cash acquired.

In February 2006, one of our subsidiaries completed the purchase of the net assets and business of a wholesale
distributor of air conditioning and heating products operating from a single location in Kansas City, Missouri for
cash consideration of $293, net of cash acquired.

The results of operations of these locations have been included in the consolidated financial statements from their
respective dates of acquisition. The proforma effect of these acquisitions was not deemed significant on either an
individual or aggregate basis to the consolidated financial statements for the years ended December 31, 2008, 2007
and 2006.

8. Goodwill and Intangibles

The recoverability of goodwill and indefinite life intangibles is evaluated at least annually and when events or
changes in circumstances indicate that the carrying amount of goodwill and indefinite life intangibles may not be
recoverable. The identification and measurement of impairment involves the estimation of the fair value of the
reporting unit and indefinite life intangibles and contains uncertainty because management must use judgment in
determining appropriate assumptions to be used in the measurement of fair value. The estimate of fair value of the
reporting unit is based on the best information available as of the date of the assessment and incorporates
management’s assumptions about expected future cash flows and contemplates other valuation techniques. Future
cash flows can be affected by changes in the industry, the continuing declining economic environment or market
conditions.

On January 1, 2009, the annual impairment test was performed and it was determined there was no impairment. No
factors have developed since the last impairment test that would indicate that the carrying value of goodwill and
indefinite life intangibles may not be recoverable. The carrying amount of goodwill and intangibles at December 31,
2008 was $230,468. Although no impairment has been recorded to date, there can be no assurances that future
impairments will not occur. An adjustment to the carrying value of goodwill and intangibles could materially impact
the consolidated results of operations.

The changes in the carrying amount of goodwill are as follows:

Balance at DECEMDEr 31, 2006 ........cccviiiiireieiierieee ittt eere et ste e be e re e s reesbeeebeenbeearesaresreearaesraens $ 157,558
ACQUITEA GOOAWITT ... bbbt bbbt bbb bbb e 59,571
Balance at DECEMDET 31, 2007 .....ccceiiirie ettt ettt re e st e e s re e sbt e e sbeeesbeeesbeeeebeessreeesare s 217,129
Purchase price adjuStMENTS, NEL.........coi i et bbb see b b 2,681
Balance at DECEMDEr 31, 2008 ........cocuiiiiiiiie ettt ettt sttt sbe s te et e st s e s are et aesraea $ 219,810

Intangible assets, net, included in other assets in the consolidated balance sheets consist of:

December 31, 2008 2007

Unamortizable intangible assets:

Trade names and trademarks ........c..ccvveieiieiei e $ 5,683 $ 5,683
Amortizable intangible assets:

CUStOMET relatioNSNIPS ...veveiieeeieiee e 5,420 5,420
NON-COMPELE AGIEEIMENTS .....tiiitieeiie ettt sttt sbe e e ae e sbeenreeneas 369 369
Less: accumulated amortiZation .........ccccvvvveieieeieiesee e (814) (355)
Amortizable intangible aSSEtS, NBL.........cvccviieiiiie e e 4,975 5,434

$ 10,658 $ 11,117

9. Shareholders’ Equity

Common stock and Class B common stock share equally in earnings and are identical in most other respects except
(i) Common stock is entitled to one vote on most matters and each share of Class B common stock is entitled to ten
votes; (ii) shareholders of Common stock are entitled to elect 25% of the Board of Directors (rounded up to the
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nearest whole number) and Class B shareholders are entitled to elect the balance of the Board of Directors; (iii) cash
dividends may be paid on Common stock without paying a cash dividend on Class B common stock and no cash
dividend may be paid on Class B common stock unless at least an equal cash dividend is paid on Common stock and
(iv) Class B common stock is convertible at any time into Common stock on a one-for-one basis at the option of the
shareholder.

Our Board of Directors has authorized the repurchase, at management’s discretion, of 7,500,000 shares in the open
market or via private transactions. Shares repurchased under the program are accounted for using the cost method
and result in a reduction of shareholders’ equity. During 2008, 2007 and 2006, 105,600, 231,100 and 243,600
Common shares were repurchased at a cost of $4,820, $9,386 and $15,328, respectively. In aggregate since the
inception of the repurchase plan in 1999, 6,322,650 shares of Common stock and 48,263 shares of Class B common
stock were repurchased at a cost of $114,425. The remaining 1,129,087 shares authorized for repurchase are subject
to certain restrictions included in our debt agreement.

10. Financial Instruments
Recorded Financial Instruments

Recorded financial instruments consist of cash and cash equivalents, accounts receivable, accounts payable, the
current portion of long-term obligations, borrowings under our revolving credit agreement and debt instruments
included in other long-term obligations. At December 31, 2008 and 2007, the fair values of cash and cash
equivalents, accounts receivable, accounts payable and the current portion of long-term obligations approximated
their carrying values due to the short-term nature of these instruments.

The fair values of variable rate borrowings under the revolving credit agreement and debt instruments included in
long-term obligations also approximate their carrying value based upon interest rates available for similar
instruments with consistent terms and remaining maturities.

Derivative Financial Instruments

Periodically, we enter into interest rate swap agreements to reduce our exposure to market risks from changing
interest rates under our revolving credit agreement. Under the terms of the swap agreements, we agree to exchange,
at specified intervals, the difference between fixed and variable interest amounts calculated by reference to the
notional principal amount. Any differences paid or received on our interest rate swap agreements are recognized as
adjustments to interest expense over the life of each swap, thereby adjusting the effective interest rate on the
underlying obligation. Financial instruments are not held or issued for trading purposes. In order to obtain hedge
accounting treatment, any derivatives used for hedging purposes must be designated as, and effective as, a hedge of
an identified risk exposure at the inception of the contract. Changes in the fair value of the derivative contract must
be highly correlated with changes in the fair value of the underlying hedged item at inception of the hedge and over
the life of the hedge contract. Accordingly, we record all derivative instruments as either assets or liabilities on the
consolidated balance sheets at their respective fair values. We record the change in the fair value of a derivative
instrument designated as a cash flow hedge in other comprehensive income to the extent the derivative is effective,
and recognize the change in the statement of operations when the hedged item affects earnings. All of our interest
rate hedges are designated as cash flow hedges.

At December 31, 2008 and 2007, two interest rate swap agreements were in effect with notional values of $10,000
each, maturing in October 2009 and October 2011. The swap agreement maturing in October 2009 exchanges the
variable rate of 30-day LIBOR to a fixed interest rate of 5.04%. The swap agreement maturing in October 2011
exchanges the variable rate of 30-day LIBOR to a fixed interest rate of 5.07%. During the years ended December 31,
2008 and 2007, both hedging relationships were determined to be highly effective in achieving offsetting changes in
cash flows.

We were party to an interest rate swap agreement with a notional amount of $30,000, which matured on October 9,
2007, that was designated as a cash flow hedge and effectively exchanged the variable rate of 90-day LIBOR to a
fixed interest rate of 6.25%. During 2007 and 2006, the hedging relationship was determined to be highly effective
in achieving offsetting changes in cash flows.

The negative fair value of the derivative financial instruments was $1,287 and $628 at December 31, 2008 and 2007,
respectively, and is included, net of accrued interest, in deferred income taxes and other liabilities in the
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consolidated balance sheets. At December 31, 2008, 2007 and 2006, $778, net of deferred tax benefits of $467,
$366, net of deferred tax benefits of $219 and $136, net of deferred tax benefits of $82 was included in accumulated
OCL associated with cash flow hedges.

The net change in OCL during 2008, 2007 and 2006, reflected the reclassification of $274, net of income tax benefit
of $164, $128, net of income tax benefit of $77 and $221, net of income tax benefit of $132, respectively, of
unrealized losses from accumulated OCL to current period earnings (recorded in interest expense, net in the
consolidated statements of income). The net unrealized loss recorded in accumulated OCL will be reclassified to
earnings on a monthly basis as interest payments occur. We estimate that approximately $800 in unrealized losses
on the derivative instruments accumulated in OCL are expected to be reclassified to earnings during 2009 using a
current one month LIBOR-based average receive rate (1.17% at December 31, 2008).

Off-Balance Sheet Financial Instruments

At December 31, 2008 and 2007, we were contingently liable under standby letters of credit aggregating $4,627 and
$4,992, respectively that are primarily used as collateral to cover any contingency related to additional risk
assessments pertaining to the self-insurance programs. We do not expect any material losses to result from the
issuance of the standby letters of credit because claims are not expected to exceed premiums paid. Accordingly, the
estimated fair value of these instruments is zero.

Concentrations of Credit Risk

Financial instruments which potentially subject us to concentrations of credit risk consist principally of cash
investments and accounts receivable. Temporary cash investments are placed with high credit quality financial
institutions and we limit the amount of credit exposure to any one financial institution or investment. Concentrations
of credit risk with respect to accounts receivable are limited due to the large number of customers comprising the
customer base and their dispersion across many different geographical regions.

11. Fair Value Measurements

Effective January 1, 2008, we adopted SFAS No. 157 for our financial assets and liabilities, which defines fair value
as an exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. As such, fair value is a market-based
measurement that should be determined based on assumptions that market participants would use in pricing an asset
or liability. As a basis for considering such assumptions, SFAS No. 157 establishes a three-level fair value hierarchy
that prioritizes the inputs used to measure fair value. The three levels of inputs used to measure fair value are as
follows:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than quoted prices included in Level 1, such as quoted prices for similar
assets and liabilities in active markets; quoted prices for identical or similar assets and liabilities in
markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the
fair value of the assets or liabilities. This includes certain pricing models, discounted cash flow
methodologies and similar techniques that use significant unobservable inputs.
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The following table summarizes our financial assets and liabilities measured at fair value on a recurring basis as of
December 31, 2008, segregated among the appropriate levels within the fair value hierarchy:

Fair Value Measurements

Fair Value at at December 31, 2008 Using
Description December 31, 2008 Level 1 Level 2 Level 3
Assets:
Available-for-sale securities $279 $279 - -
Liabilities:
Derivative financial instruments $1,287 - $1,287 -

The following is a description of the valuation techniques used for these items, as well as the general classification
of such items pursuant to the fair value hierarchy of SFAS No. 157:

Available-for-sale securities — the investments are exchange-traded equity securities. Fair values for these
investments are based on quoted prices in active markets and are therefore classified within Level 1 of the fair value
hierarchy.

Derivative financial instruments — the derivatives are pay-variable, receive fixed interest rate swaps based on 30-day
LIBOR. Fair value is based on model-derived valuations using the respective LIBOR rate, which is observed at quoted
intervals for the full term of the swaps. Therefore, the derivatives are classified within Level 2 of the fair value
hierarchy. See Note 10 for further discussion on our derivative financial instruments.

12. Commitments and Contingencies
Litigation, Claims and Assessments

In November 2007, one of our subsidiaries was named in a complaint filed in the Circuit Court of the Seventh
Judicial Circuit, in and for, Volusia County, Florida, brought by CODISCO, Inc. and CODISCO International, Inc.
(“CODISCO"), an existing landlord of facilities leased by our subsidiary. CODISCO alleged that eleven former and
existing leased premises were not properly maintained and that our subsidiary failed to perform the necessary repairs
breaching the lease agreements. During January 2009, an Order of Joint Stipulation for Voluntary Dismissal with
Prejudice regarding this complaint was granted.

We are involved in other litigation incidental to the operation of our business. We vigorously defend all matters in
which we or our subsidiaries are named defendants and, for insurable losses, maintain significant levels of insurance
to protect against adverse judgments, claims or assessments that may affect us. Although the adequacy of existing
insurance coverage or the outcome of any legal proceedings cannot be predicted with certainty, based on the current
information available, we do not believe the ultimate liability associated with any known claims or litigation will
have a material impact to our financial condition or results of operations.

Self-Insurance

Self-insurance reserves are maintained for company-wide casualty insurance programs and for one subsidiary’s
health benefit program. The level of exposure from catastrophic events is limited by the purchase of stop-loss and
aggregate liability reinsurance coverage. When estimating the self-insurance liabilities and related reserves,
management considers a number of factors, which include historical claims experience, demographic factors,
severity factors and valuations provided by independent third-party actuaries. Management reviews its assumptions
with its independent third-party actuaries to evaluate whether the self-insurance reserves are adequate. If actual
claims or adverse development of loss reserves occurs and exceed these estimates, additional reserves may be
required. The estimation process contains uncertainty since management must use judgment to estimate the ultimate
cost that will be incurred to settle reported claims and unreported claims for incidents incurred but not reported as of
the balance sheet date. Reserves in the amount of $3,875 and $4,593 at December 31, 2008 and 2007, respectively,
were established related to such insurance programs and are included in accrued expenses and other current
liabilities in our consolidated balance sheets.
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Variable Interest Entities

As of December 31, 2008, in conjunction with our casualty insurance programs, limited equity interests are held in a
captive insurance entity. The programs permit us to self-insure a portion of losses, to gain access to a wide array of
safety-related services, to pool insurance risks and resources in order to obtain more competitive pricing for
administration and reinsurance and to limit risk of loss in any particular year. The entities meet the definition of
variable interest entities (“VIEs”), however, based on the criteria set forth in FASB Interpretation No. 46R,
“Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51,” there is not
a requirement to include these entities in the consolidated financial statements. The maximum exposure to loss
related to our involvement with these entities is limited to approximately $5,200. See Note 12, “Self-Insurance,” for
additional discussion of commitments associated with the insurance programs and Note 10, “Off-Balance Sheet
Financial Instruments,” for further information on standby letters of credit. As of December 31, 2008, there are no
other entities that met the definition of a VIE.

Minimum Royalty Payments

We are obligated under a licensing agreement with Whirlpool Corporation to make minimum annual royalty
payments of $1,000 through 2011.

Operating Leases

We are obligated under non-cancelable operating leases of real property, equipment, vehicles and a corporate
aircraft used in our operations with varying terms through 2017. Some of our leases contain renewal options, some
of which involve rate increases. For leases with step rent provisions whereby the rental payments increase
incrementally over the life of the lease, we recognize the total minimum lease payments on a straight-line basis over
the lease term. The corporate aircraft lease is subject to adjustment from changes in LIBOR-based interest rates.

As of December 31, 2008, future minimum lease payments under non-cancelable operating leases are as follows:

0 T $ 46,255
2 R 36,744
0 T 26,943
0 1R 18,724
2 R 12,085
TREIBATTET .vecvviieie ittt et eb e et s b e et be et e e e sae e ebeeebeebeenbesreesreen 14,698

$ 155,449

Rental expense for the years ended December 31, 2008, 2007 and 2006 was $45,606, $42,739 and $36,333,
respectively.

13. Discontinued Operations

During June 2007, our Board of Directors approved and we executed an agreement to sell the stock of our non-core
staffing unit, Dunhill Staffing Systems, Inc. (“Dunhill”). The transaction closed on July 19, 2007. Dunhill
represented our “other” segment and consequently, the amounts related to this operation are presented as
discontinued operations in our consolidated statements of income and our consolidated statements of cash flows for
all periods presented. The divestiture of Dunhill did not have a material impact on our financial condition or results
of operations.
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Included in discontinued operations as presented in our consolidated statements of income are the following:

Years Ended December 31, 2007 2006

REVENUES ...t nne e nne e $ 12431 $ 29,545
(Loss) income from discontinued operations

............................................................... (3,060) 210
Income tax DENEfit (EXPENSE).......ciirireiieiieeie e 1,148 (79)
Net (loss) income from discontinued OPEerations ...........cccccvveovrneinncieinee s (1,786) 131
Loss on sale of discontinued OPErations ..........c.cooeireriireininesesese s (126) -

14. Related Party Transaction

A member of the Board of Directors is the President and Chief Executive Officer of Greenberg Traurig, LLP, which
serves as our principal outside counsel and receives customary fees for legal services. During 2008, 2007 and 2006,
this firm was paid $128, $78 and $295, respectively, for services performed.

15. Subsequent Event

In February 2009, our Board of Directors approved an increase in the quarterly cash dividend to $0.48 per share
from $0.45 per share.
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WATSCO, INC. AND SUBSIDIARIES
SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

1st 2nd 3rd 4th
(In thousands, except per share data) Quarter Quarter Quarter Quarter Total
Year Ended December 31, 2008
REVENUES (1) 1ottt $ 380,399 $ 509,822 $ 475225 $ 334,791 $ 1,700,237
GrOSS PrOfIt e e 98,004 131,060 126,673 86,257 441,994
NEL INCOME....viviitiiiieti ettt nes $ 7644 $ 26050 $ 23332 $ 3343 3 60,369
Earnings per share for Common and Class B common stock (2):
BASIC .ttt $ 029 $ 098 $ 088 $ 013 $ 2.28
DIULEA .o $ 028 $ 094 $ 084 $ 012 $ 2.18
Year Ended December 31, 2007
REVENUES (L) vvviveieiiiieieiesieiee sttt $ 370681 $ 471,110 $ 518596 $ 397,635 $ 1,758,022
GrOSS PrOfit. .o e 95,313 119,592 130,932 101,148 446,985
Net income from continuing Operations ............ccocvevererereniesnnenns 10,978 24,448 25,364 6,699 67,489
Loss from discontinued operations, net of income taxes................ 164 1,598 116 34 1,912
NEL INCOME... ittt ns $ 10814 $ 22850 $ 25248 $ 6,665 $ 65,577
Basic earnings per share for Common and Class B common
stock (2):
Net income from continuing operations...........c..cccccevvvevnene. $ 042 $ 093 $ 096 $ 026 $ 2.57
Net loss from discontinued Operations...........cccceccvereernencnn 0.01 0.06 — — 0.07
NELINCOME ...ttt $ 041 $ 087 $ 096 $ 025 $ 2.49
Diluted earnings per share for Common and Class B common
stock (2):
Net income from continuing operations.............cccceccevevnee. $ 040 $ 088 $ 091 $ 024 $ 2.43
Net loss from discontinued operations..........c.ccccecevevvrinreenn 0.01 0.06 — — 0.07
NEL INCOME ... $ 039 $ 082 $ 090 $ 024 $ 2.36

(1) Sales of residential central air conditioners, heating equipment and related parts and supplies are seasonal.
Demand related to the residential central air conditioning replacement market is highest in the second and
third quarters with demand for heating equipment usually highest in the fourth quarter. Demand related to the
new construction sectors throughout most of the markets is fairly even during the year except for dependence
on housing completions and related weather and economic conditions.

(2) Quarterly earnings per Common and Class B common share are calculated on an individual basis and, because
of rounding and changes in the weighted-average shares outstanding during the year, the summation of each
quarter may not equal the amount calculated for the year as a whole.
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