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PART |
ltem 1. BUSINESS.
General

Watts Industries, Inc., (the "Company") designshuafactures and sells an extensive line of valveshfe plumbing and heating and water
quality industries. Watts has focused on the valdestry since its inception in 1874, when it wasrfded to design and produce steam
regulators for New England textile mills. The Compavas incorporated in Delaware in 1985. Today,Gbenpany is a leading manufacturer
and supplier of plumbing and heating and waterityuadlve products. The Company's growth strategypleasizes expanding brand
preference with customers, focusing on code dewedop and enforcement, internal development of nalwevproducts and entry into new
markets for specialized valves and related prodinctaigh diversification of its existing businessategic acquisitions in related business
areas, both domestically and abroad, and contideedlopment of products and services for the hanpedvement, do it yourself (DIY)

retail market.

As previously announced, on October 18, 1999, v @any spun-off its industrial, oil and gas bussmssinto a separate publicly traded
company, CIRCOR International, Inc. ("CIRCOR"). @ndhe terms of the spin-off transaction, the Comypdistributed to shareholders a tax-
free dividend of one share of CIRCOR common staclefrery two shares of Company common stock owseaf the record date by that
shareholder (the "Distribution™). The Company wilintinue to manufacture and distribute plumbing la@ating and water quality products
through its three geographic business segmentshManerica, Europe, and Asia.

On May 11, 1999, the Company's Board of Directated to amend the Company's By-Laws to change timep@ny's fiscal year from June
30th of each year to December 31st of each yeas.réport on Form 10-K covers the transition peéduly 1, 1999 to December 31, 1999
("fiscal 1999.5"). References to fiscal years 1888 1998 herein refer to the twelve months endad 30, 1999 and June 30, 1998,
respectively.

The business description which follows describesgdneral development of the Company's plumbinghaating and water quality business
for fiscal 1999.5. The Company's former industridlland gas businesses were spun-off from the @Gompn October 18, 1999 and are
described, as appropriate, as discontinued opagatitee Item 7. "Management's Discussion and Aisaty$-inancial Condition and Results
of Operations" for further information on theseadistinued operations.

The Company's plumbing and heating and water gqualdduct lines include safety pressure relief galwater pressure regulators, backflow
preventers for preventing contamination of potatéger caused by reverse flow within water supptedi and for fire protection equipment,
thermostatic mixing valves, ball valves, automatatrol valves, water distribution manifolds, zarsdves, thermostatic radiator valves, ch
valves, and valves for water service primarilyesidential and commercial environments, and metdlpastic water supply/drainage
products including stop valves, tubular brass petg]faucets, drains, sink strainers, compressidrflare fittings, and plastic tubing and
braided metal hose connectors for residential coasbn and home repair and remodeling, and drgstesns for laboratory drainage and high
purity process installations.

The Company's former industrial, oil and gas pradines included steam regulators and control des/for industrial, HVAC and
naval/marine applications; pneumatic valve and amoswitch products for medical, analytical, militaand aerospace applications; ball
valves, solenoid valves, cryogenic valves, pnewratd electric actuators, strainers, relief valebgck valves, and butterfly valves for
industrial applications; and needle valves, metevialves, plug valves, tube fittings, floating @nghnion ball valves, pipeline closures,
specialty gate valves, oil field check valves, &rde ball valves for the oil and gas, and chenmacal petrochemical industries.

Within a majority of the product lines the Compangnufactures and markets, the Company believedt thas one of the broadest product
lines in terms of the distinct designs, sizes antfigurations of its valves. Products represenéing
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majority of the Company's sales have been appramddr regulatory standards incorporated into statemunicipal plumbing and heating,
building and fire protection codes, and similar mwals have been obtained from various agencidseifcuropean market. The Company has
consistently advocated the development and enfarneof performance and safety standards, and isnitbed to providing products to meet
these standards, particularly for safety and cortatve products. The Company maintains qualitytomrand testing procedures at each of its
manufacturing facilities in order to produce proua compliance with code requirements. Additibna majority of the Company's
manufacturing subsidiaries have either acquireat@working to acquire ISO 9000, 9001 or 9002 fieation from the International
Organization for Standardization (1SO).

On March 9, 1999 a wholly-owned subsidiary of th@Pany acquired Cazzaniga S.p.A. ("Cazzaniga"téatan Biassono, Italy near Milan.
Cazzaniga, which had twelve (12) months sales poitine acquisition of approximately $35 millios,an integrated manufacturer of
plumbing and heating products including water thstion manifolds, zone valves, check valves, drairtprincipal line of thermostatic
radiator valves. The manufacturing plant featurgelbow brass forging foundry, high speed chuckimachines with robotics, automatic sc
machines, and extensive automated assembly madaone&sined within a 211,000 square foot facilityiridg fiscal 1999.5, Cazzaniga's
products were added to the Company's Europearibdiitm channels and some of the Company's othesg&an manufacturing and
warehousing operations were consolidated into Gagas facility.

The Company relies primarily on commissioned repmétive organizations, some of whom maintain asigpred inventory of the Compan
products, to market its product lines. These omations, which accounted for approximately 73%hef Company's net sales in fiscal 1999.5,
sell primarily to plumbing and heating wholesalansl DIY Market accounts. The Company also sellsah@td plastic water supply/drainage
products including valves, tubular brass produetscets, drains, sink strainers, compression ard fittings, plastic tubing and braided mu
hose connectors for the residential constructiahteome repair and remodeling industries througlit-gourself plumbing retailers, national
catalog distribution companies, hardware storeigling material outlets and retail home center nbdI'DIY Markets") and through the
Company's existing plumbing and heating wholesalaraddition, the Company sells products diretilgertain large original equipment
manufacturers (OEM's) and private label accoumd,raaintains direct and indirect sales channelsvider valves, relief valves, shut-off
valves, check valves, butterfly valves, ball valaes flow meters to the heating, irrigation, anmd firotection industries. The Company
believes that sales to the residential construgtiarket may be subject to cyclical variations greater extent than its other targeted markets.
However, because the Company sells into differenggaphic areas, and to large and diverse custotherpotential adverse effects from
cyclical variations tend to be mitigated. No assaeacan be given that the Company will be protefraa a broad downturn in the economy.
There was no single customer which accounted faerttmn 10% of the Company's net sales in thelfig20.5.

The Company has a fully integrated and highly aatieth manufacturing capability including foundry ogiens, machining operations,
plastic injection molding and assembly. The Commfgundry operations include metal pouring systand automatic core making, yellow
brass forging, mold making and pouring capabilitifse Company's acquisition of Cazzaniga adds weliass forging and machining
capabilities to the Company's European operatibine.Company's machining operations feature comjmatetrolled machine tools, high-
speed chucking machines with robotics and autonsatiew machines for machining bronze, brass, inthséeel components. The Company
has invested heavily in recent years to expanaasufacturing base and to ensure the availabifithe@ most efficient and productive
equipment. The Company is committed to maintainisgnanufacturing equipment at a level consistédtti wurrent technology in order to
maintain high levels of quality and manufacturirfificeencies. As part of this commitment, the Compéias spent a total of $79,166,000 on
capital expenditures over the last three andraigyears. The Company has budgeted $17,500,00®&éal 2000 primarily for manufacturii
machinery and equipment. See "Properties" below. Gbmpany has also substantially completed itseémphtation of an integrated
enterprise-wide software system in most of its &l Canadian locations with a focus on inventoapagement, production scheduling, and
electronic data interchange. This has enabled tmep@ny to provide better service to customers, avg@morking capital management, lower
transaction costs, and improve e-commerce cagabili€apital expenditures were $10,293,000, $210882 and $23,056,000 for fiscal
1999.5, 1999 and 1998, respectively. Depreciatmmhamortization for such periods were $9,225,000,486,000, and $15,341,000,
respectively.

Three significant raw materials used in the Comfsapsoduction processes are bronze ingot, brasanuticast iron. While the Company
historically has not experienced significant diffiies in obtaining these commaodities in quantities
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sufficient for its operations, there have beenifitant changes in their prices. The Company's gsfit margins are adversely affected to
the extent that the selling prices of its produdsot increase proportionately with increasehiédosts of bronze ingot, brass rod, and cast
iron. Any significant unanticipated increase orm@se in the prices of these commodities could madl{eaffect the Company's results of
operations. The Company manages this risk by mangaelated market prices, working with its suppdi to achieve the maximum level of
stability in their costs and related pricing, seekalternative supply sources when necessary asginggincreases in commodity costs to its
customers, to the maximum extent possible, whepndiceur. Additionally, on a limited basis, the Caang uses commodity futures contracts
to manage this risk. No assurances can be giveérstich factors will protect the Company from futahanges in the prices for such raw
materials. See Iltem 7A. "Quantitative and Quailmafisclosures About Market Risk."

The domestic and international markets for valvesitensely competitive and include companies ggsiag greater financial, marketing and
other resources than the Company. Management ewagidoduct reputation, price, effectiveness dfithistion and breadth of product line to
be the primary competitive factors. The Companyebek that new product development and producinerging are also important to succ
in the valve industry and that the Company's pasiin the industry is attributable in significararpto its ability to develop new and
innovative products quickly and to adapt and enhangsting products. During fiscal 1999.5, the Campcontinued to develop new and
innovative products to enhance market positioniam@ntinuing to implement manufacturing and desigygrams to reduce costs. The
Company cannot be certain that its efforts to dgvelew products will be successful or that its eomrs will accept its new products. The
Company employs approximately 38 engineers anchteiems, which does not include engineers workimthe Chinese joint venture, who
engage primarily in these activities. Although @@mpany owns certain patents and trademarks tbhahgiders to be of importance, it does
not believe that its business and competitivenssswahole is dependent on any one or more patemtademarks or on patent or trademark
protection generally.

The Company's financial information by geographisibess segment is contained in Note 16 of Not€otwsolidated Financial Statements
incorporated herein by reference. From time to tithe Company's results of operations may be adiyeadfected by fluctuations in foreign
exchange rates. Backlog was $28,889,000 at Febiar2000 and $24,255,000 at August 14, 1999. Tdragany does not believe that its
backlog at any point in time is indicative of futusperating results. Available funds and funds jged from the Company's operations are
sufficient to meet anticipated capital requireme8tse Item 7. "Management's Discussion and Anabfdtsnancial Condition and Results of
Operations", below as it relates to the impacboéiign exchange rates and capital requirements.

As of December 31, 1999, the Company's domestida@eiyn operations employed approximately 2,898pbe plus 830 employees in the
Company's joint venture located in the People'suBkpof China. There are no employees that are@l/by collective bargaining
agreements in the United States or Canada. The @oelieves that its employee relations are eswell

Executive Officers

Information with respect to the executive officefghe Company is set forth below:

Name Position Age

Timothy P. Horne Chairman of the Boar d, Chief Executive Officer 61
and Director

William C. McCartney Chief Financial Offi cer, Treasurer and Secretary 45

Michael O. Fifer Corporate Vice Presi dent 42

Robert T. McLaurin Corporate Vice Presi dent of Asian Operations 68

Lester J. Taufen General Counsel and Vice President of Legal Affairs, 56
and Assistant Secret ary



Timothy P. Horne joined the Company in Septemb&91&nd has been a Director since 1962. Mr. Horne=deas the Company's President
from 1976 to 1978 and again from 1994 to April 199@é has served as Chief Executive Officer sincé8l#nd he became the Company's
Chairman of the Board in April 1986.

William C. McCartney joined the Company in 1985Cmntroller. He was appointed the Company's ViceiBlemt of Finance in 1994, and
served as Corporate Controller of the Company fAgml 1988 to December 1999. Mr. McCartney was apfeal Chief Financial Officer,
Treasurer and Secretary on January 1, 2000.

Michael O. Fifer joined the Company in May 1994 aveis appointed the Company's Vice President of @atp Development. He was
recently appointed Corporate Vice President. Rdgoining the Company, Mr. Fifer was Associatedgtor of Corporate Development with
Dynatech Corp., a diversified high-tech manufaaturem 1991 to April 1994,

Robert T. McLaurin was appointed Corporate VicesRient of Asian Operations in August 1994. He sga®the Senior Vice President of
Manufacturing of Watts Regulator Co. from 1983 tagiist 1994. He joined Watts Regulator Company as YPresident of Manufacturing in
1978.

Lester J. Taufen joined the Company in January BE89Associate Corporate Counsel. He was recenplgiafed General Counsel and Vice
President of Legal Affairs, and Assistant SecretBrjor to joining the Company, Mr. Taufen was eayeld for 13 years at EIf Atochem Na
America, Inc. serving as Senior Counsel.

Product Liability, Environmental and Other Litigati on Matters

The Company, like other worldwide manufacturing pamies, is subject to a variety of potential lidigis connected with its business
operations, including potential liabilities and erges associated with possible product defectslards and compliance with environmental
laws. The Company maintains product liability arlden insurance coverage which it believes to beeggly in accordance with industry
practices. Nonetheless, such insurance coveragaaide adequate to protect the Company fully agyanbstantial damage claims which
may arise from product defects and failures.

James Jones Litigation

On June 25, 1997, Nora Armenta sued James JonegaDgnmNatts Industries, Inc., which formerly owrlsanes Jones, Mueller Co., and
Tyco International (U.S.) Inc. in the Californiaggurior Court for Los Angeles County with a comptahmat sought tens of millions of dollars
in damages. By this complaint and an amended compieed on November 4, 1998 ("First Amended Coaipt"), Armenta, a former
employee of James Jones, sued on behalf of 34 ipaliiies as a qui tam plaintiff under the Calif@fralse Claims Act. Late in 1998, the
Los Angeles Department of Water and Power ("DWRt8rvened. Of the remaining 33 named municipalifiesr (Burbank, Pomona, Santa
Monica and South Gate) chose to intervene shoelgre the Court-imposed deadline of July 15, 19%& municipality of South Gate
recently withdrew its intervention and will parfieite as a noimtervening city. The case will now go forward witie municipalities that ha
intervened.

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

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

One of the First Amended Complaint's allegatiorthéssuggestion that because some of the purcldaseels Jones products are out of
specification and contain more lead than the “@®mbe specified, a risk to public health might existis contention is predicated on the
average difference of about 2% lead content inbi®hze (6% to 8% lead) and "85 bronze (4% to 6%)laloys and the assumption that this
would mean increased consumable lead in publikiinwater. The evidence and discovery availableate indicate that this is not the case.
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In addition, bronze that does not contain more 8farlead, like '81 bronze, is approved for homentiing fixtures by the City of Los
Angeles, and the Federal Environmental Protectigan&y defines metal for pipe fittings with no ménan 8% lead as "lead free" under
Section 1417 of the Federal Safe Drinking Water. Act

The Company intends to contest this matter vigdyasnd discovery is currently under way. Preseritig Company cannot determine
whether any loss will result from this litigatioBee Note 14 of the Notes to the Consolidated FinhStatements.

Product Liability

Leslie Controls, Inc. and Spence Engineering Comploth former subsidiaries of the Company, wewlved as third-party defendants in
various civil product liability actions pendingihe U.S. District Court, Northern District of OhiBIRCOR assumed these liabilities in
connection with the Distribution, and the Compaag hesort to indemnification from CIRCOR for thetsams.

Environmental

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

The Company is currently a party to or otherwismlwed in various administrative or legal procegdiminder federal, state or local
environmental laws or regulations involving a numdsesites. During the quarter ending March 31,8,98e Company received an
administrative order from the New Hampshire Departhof Environmental Services (the "NHDES") witlspect to management and storage
of process wastes and various recordkeeping amditp@mewal rules at its Franklin, New Hampshiremion. The NHDES has
acknowledged compliance with its administrativeesrand has proposed monetary assessments whichragatly being negotiated for the
items identified in the administrative order. Wittspect to the Sharkey and Combe Landfills in Nexsely, and the Solvent Recovery Service
of New England and the Old Southington Landfilesitn Connecticut, all of which were on the Natidpaorities List as of the date of the
Distribution, and which were discussed in the Conyfsaprevious reports filed with the Securities &x¢hange Commission, CIRCOR
assumed all liability associated with these mattennection with the Distribution and the Comp#ias resort to indemnification from
CIRCOR for these matters.

Based on facts presently known to it, the Compargsaot believe that the outcome of these envirotaheroceedings will have a material
adverse effect on its financial condition or reswit operations. Given the nature and scope o€timapany's manufacturing operations, there
can be no assurance that the Company will not becarhject to other environmental proceedings addlities in the future which may be
material to the Company. See Note 14 of the Natéke Consolidated Financial Statements.

Other Litigation

Other lawsuits and proceedings or claims, arisingifthe ordinary course of operations, are alsalipgnor threatened against the Company
and its subsidiaries. Based on the facts currdamtbyvn to it, the Company does not believe thatutimate outcome of these other litigation
matters will have a material adverse effect offirizncial condition or results of operation. See¢d\d4 of the Notes to the Consolidated
Financial Statements.



Item 2. PROPERTIES.

The Company maintains 22 facilities worldwide witdcorporate headquarters located in North AnddViassachusetts. The manufacturing
operations include four casting foundries, two tfch are located in the United States, one in Eeliapd one at Tianjin Tanggu Watts Valve
Company Limited ("Tanggu Watts"), a joint ventuoedted in the People's Republic of China, and ihtais one yellow brass forging
foundry located in Italy. Castings and forgingsifrthese foundries and other components are machmdssembled into finished valves at
16 manufacturing facilities located in the Unitadt8s, Canada, Europe and China. Many of thesiisctontain sales offices or warehot
from which the Company ships finished goods to@ustrs and commissioned representative organizafidresvast majority of the
Company's operating facilities and the related estdte are owned by the Company. The buildingdardilocated in Tianjin, People's
Republic of China are leased by Tanggu Watts, uadease agreement, the remaining term of whielpjsoximately 25 years.

Certain of the Company's facilities are subjeantwrtgages and collateral assignments under loggeagnts with long-term lenders. In
general, the Company believes that its propetitiesjding machinery, tools and equipment, are indjoondition, well maintained and
adequate and suitable for their intended usesCimepany believes that the manufacturing facilitiess currently operating at a level that
management considers normal capacity. This utilinat subject to change as a result of increasdsareases in sales.

Item 3. LEGAL PROCEEDINGS.

Item 3(a). The Company is from time to time involvd in various legal and
administrative procedures. See Part |, Item 1,dBecbLiability, Environmental and Other Litigatidvatters”.

Item 3(b). See Part I, Item 1, "Product Liability, Environmental and Other
Litigation Matters".

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

There were no matters submitted during the secoddiaal quarter of the fiscal year covered by fReport to a vote of security holders
through solicitation of proxies or otherwise.

PART Il
Item 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED STOCKHOLDER
MATTERS.
Market Information

The following tabulation sets forth the high and/lsales prices of the Company's Class A CommonrkSindhe New York Stock Exchange
during fiscal 1999.5, fiscal 1999 and fiscal 1998 @ash dividends paid per share. The prices oEtmpany's Class A Common Stock
reported below were retroactively adjusted to mfthe effect of the spin-off of CIRCOR on Octoli&; 1999. No adjustments were made to
the dividends reported.

High Low  Dividend High Low Dividend High Low Dividend
1999.5 1999 1998
First Quarter $16.32 $13.07 $.0875 $17.84 $12.10 $.0875 $20.36 $16.60 $.0775
Second Quarter 16.09 12.63 .0875 15.13 1174 .0875 21.05 17.97  .0775
Third Quarter - - 12.47  8.99 .0875 23.02 19.12  .0875
Fourth Quarter - - - 1458 9.95 .0875 22.70 15.31  .0875



There is no established public trading marketlier €lass B Common Stock of the Company, which id &eclusively by members of the
Horne family and management. The principal holdérsuch stock are subject to restrictions on tramnsith respect to their shares. Each
share of Class B Common Stock (10 votes per sloathe Company is convertible into one share o€l Common Stock (1 vote per
share). Aggregate common stock dividend paymenmtiisical 1999.5, 1999, and 1998 were $4,656,00(B%80000, and $8,936,000
respectively. While the Company presently interdsdantinue to pay cash dividends, the Company dgpkat the payment of future
dividends should reflect the reduced revenue andregs base. The spin-off of CIRCOR reduced the gamy's annual revenue base from
approximately $800 million to $520 million. The pagnt of future cash dividends also depends upoBdaed of Directors' assessment of
Company's earnings, financial condition, capitguieements and other factors.

The number of record holders of the Company's GlaS®mmon Stock as of February 21, 2000 was 178.0bmpany believes that the
number of beneficial shareholders of the Compatildsss A Common Stock was approximately 4,000 d&ebfuary 21, 2000. The number of
record holders of the Company's Class B CommonkSie©f February 21, 2000 was 9.

Item 6. SELECTED FINANCIAL DATA.

The selected financial data set forth below shbeldead in conjunction with the Company's constdiddinancial statements, related Notes
thereto and "Management's Discussion and Analydtsnancial Condition and Results of Operationgluded herein.

FIVE YEAR FINANCIAL SUMMARY
(Amounts in thousands, except per share information

Six Months

Ended

12/31/99(1)(2) 1999 1998 1997 1996(3)
Selected Data
Net sales from continuing operations $259,110 $474,458  $442,07 7  $447,235  $411,261
Income (loss) from continuing operations 16,468 29,454 28,12 3 26,515 (24,824)
Income (loss) from discontinued operations, net of taxes (1,266) 6,502 25,24 6 25,232 (25,461)
Net income (loss) 15,242 35,956 53,36 9 51,747 (50,285)
Total assets 487,078 637,742 552,89 6 526,366 370,454
Long-term debt, net of current portion 123,991 118,916 71,64 7 94,841 111,715
Income (loss) per share from continuing operations- diluted 0.61 1.10 1.0 3 0.97 (0.84)
Income (loss) per share from discontinued operation s-diluted (0.05) 0.24 0.9 2 0.92 (0.86)
Net income (loss) per share-diluted 0.56 1.34 1.9 5 1.89 (1.70)
Cash dividends declared per common share 0.175 0.350 0.33 0 0.295 0.265

1) On May 14, 1999, the Company filed a Form 10:@hich it reported its decision to change itsdisgear end from June 30 to a calendar
year. As a result the Company is reporting a sixtiméransition period ending December 31, 1999.Mae 2 of the Notes to tf
Consolidated Financial Statements.

2) Fiscal 1999.5 net income includes an after-tearge of $861,000 related to restructuring costs.

3) Fiscal 1996 net income includes an after-taxghaf $44,682,000 related to: restructuring co§ts22,390,000; an impairment of long-

lived assets of $24,603,000; other charges of 808D principally for product liability costs, atidnal bad debt reserves and environmental
remediation costs; and additional inventory vahratieserves of $6,566,000.
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

On December 15, 1998 the Company announced its@lspin-off its industrial, oil and gas businessasseparately traded public company,
CIRCOR International, Inc. Under the terms of thmsoff, which was completed on October 18, 1988, hiolders of Watts common stock
received one share of CIRCOR common stock for etreoyshares of Watts stock held. The Company'dteestioperations have been
restated to reflect CIRCOR as discontinued opearatfor all periods presented.

On May 11, 1999, the Company's Board of Directated to amend the Company's By-Laws to change timep@ny's fiscal year end from
June 30 to a calendar year. As a result the Comigayporting a six month transition period enddwcember 31, 1999.

Results of Operations

Six Months Ended December 31, 1999 Compared to
Six Months Ended December 31, 1998

Net sales for continuing operations increased $31,531,000 (13.9%) to
$259,110,000. The increase in net sales is attribut able to the following:
Internal Growth $19, 896,000 8.7%
Acquisitions $17, 061,000 7.5%
Foreign Exchange ($5, 426,000) (2.3%)
Total Change $31, 531,000 13.9%

The increase in net sales from internal growttriimarily attributable to increased unit shipmemishe North American segment. The growth
in net sales from acquired companies is due tanitlasion of the net sales of Cazzaniga S.p.A.iasBono, Italy, which was acquired March
9, 1999. The foreign exchange impact reflects theese affects of the Euro's devaluation duringoréod. Excluding Cazzaniga, shipments
in the European plumbing and heating market we2&%igher than last year.

Watts monitors its net sales in three geograplsiegiments: North America, Europe and Asia. As cedlibelow, North America, Europe and
Asia accounted for 73.9%, 22.6%, and 3.5% of nlessaespectively, in the six months ended Decerlhef 999 compared to 77.1%, 19.1%,
and 3.8%, respectively, in the six months endecebder 31, 1998. The Company's net sales in thesgpgffor the six months ended
December 31, 1999 and 1998 were as follows:

(in thousands)

12/31/99 12/31/98 Change
North America $191,349 $175,448 $15,901
Europe 58,651 43,497 15,154
Asia 9,110 8,634 476
Total $259,110 $227,579 $31,531

The increase in North America is due to increasetisales. The increase in Europe is due to the&@aga acquisition and increased unit
sales, which were partially offset by the devalanf the Euro.

Gross profit increased $11,338,000 (13.8%) to #9300 and remained constant as a percentage sélestat 36.0%. This increase is
attributable to increased net sales during theoderi



During the period ended December 31, 1999 the Caynpecorded a restructuring charge of $1,460,000rbdgaxes. The charge was
comprised of severance costs of $1,299,000 andamtriermination costs of $134,000 and other eostg of $27,000. The Company is
consolidating certain existing Italian manufactgrand warehouse facilities into the Cazzanigaifgdil Biassono, Italy. The Company
expects these projects, which include the ternonadif 29 employees, to be completed in fiscal 200@ anticipated annual savings from
these actions is $750,000. As of December 31, 1B®@@mployees have been released and $192,00@éaghid in severance.

Selling, general and administrative expenses ise@&$5,441,000 (9.6%) to $62,239,000. This incresapemarily attributable to inclusion
the selling, general and administrative expens&3aazaniga and increased variable selling expepsesarily commissions and freight cos

Operating income in the six months ended Decembgt @99 increased $4,437,000 (17.7%) to $29,558J0@o the increased gross profit.
Without the restructuring charge operating inconoeild have increased by 23.5% and increased asargage of sales from 11.4% to
12.0%.

The Company's operating income by segment forithmenths ended December 31, 1999 and 1998 wefalaw's:

(in thousands)

12/31/99 12/31/98 Ch ange
North America $21,645 $18,151 $3,494
Europe 7,252 5,682 1,570
Asia 731 822 (91)
Corporate (70) 466 (536)
Total $29,558 $25,121 $4,437

The increase in North America is due to increasgdsales. The increase in Europe is primarily duadreased net sales and the Cazzaniga
acquisition, which were partially offset by thetresturing charge.

Interest expense increased $1,783,000 in the sithm@nded December 31, 1999, primarily due tcewed levels of debt associated witt
acquisition of Cazzaniga.

The Company's effective tax rate for continuingrafiens increased from 32.1% to 35.2%. The incréma#ributable to acquired companies
operating in higher tax rate jurisdictions than tbst of the Company, tax planning strategies falvigrimpacting fiscal 1998 only and a
revised tax structure required to effect the Disttion.

Net income from continuing operations for the sianths ended December 31, 1999 increased $1,24@B0@®) to $16,468,000 or $0.61 |
common share compared to $0.56 per common shatleef@ix months ended December 31, 1998 on a dikhésis. Net income from
continuing operations exclusive of the restruciicharge would have increased $2,103,000 to $1,082%r $0.64 per common share on a
diluted basis. The impact of foreign exchange, prily due to the devaluation of the Euro, decreasstdncome $0.02 per common share
diluted basis in the period ended December 31,.1999

For the six months ended December 31, 1999, disu@d operations generated a net loss of $1,22@¥M05 per share), compared to net
income of $8,419,000 ($0.31 per share) for six me®inded December 31, 1998. Results for the sixm@nded December 31, 1999 were
negatively impacted by an after tax charge of $2,d@0 for spin-off related costs, including professal fees, facility relocation costs and
income tax costs associated with the reorganizingeoCompany's legal entity structure in antidigatof the spin-off. Excluding this charge,
discontinued operations would have had net incoh$d 207,000 ($0.05 per share) for the six montided December 31, 1999. Net sales
the discontinued operations for the six months dridecember 31, 1999 were $76,957,000, a decre&k® @89,000 (4.8%) from the
comparable period in 1998. The decrease in ne$ gaf@imarily attributable to lower demand for @ild gas valve products. Declining prices,
resulting from increased competition; reduced maciufring levels, resulting in lower absorption ieefl manufacturing costs; and costs
associated with the integration of acquired comgmniegatively impacted operating profits duringgixemonths ended December 31, 1999.
Additional details of the spin-off transaction @m@vided in the Notes to the Consolidated Finarstatements (Note 3).
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Results of Operations
Twelve Months Ended June 1999 Compared to TwelvatMoEnded June 1998

Net sales from continuing operations for the twehanths ended June 30, 1999 increased by $32,3B{70®%) to $474,458,000 fro
$442,077,000 in the fiscal year ended June 30, .IB88 increase in net sales is attributable tddhewing:

Internal Growth $25,455,000 5.7%

Acquisitions $10,095,000 2.3%

Divestitures ($3,386,000) (0.8% )
Foreign Exchange $217,000 0.1%

Total Change $32,381,000 7.3%

The increase in net sales from internal growttriimarily attributable to increased unit shipmemishe North American segment. The growth
in net sales due to acquired companies is primatitjbutable to the inclusion of Cazzaniga S.mABiassono, Italy, which was acquired in
March, 1999. Excluding Cazzaniga, shipments irBhepean segment were consistent with the prior. yea

The Company monitors its net sales in three gedgeapsegments: North America, Europe and Asiaoéttined below, North America,
Europe and Asia accounted for 77.8%, 19.4% and 2886t sales, respectively, in the twelve montideel June 30, 1999 compared to
78.1%, 18.7% and 3.2%, respectively in the twehomtns ended June 30, 1998. The Company's netigdlesse groups for fiscal 1999 and
1998 were as follows:

(in thousands)

6/30/99 6/30/98 Change
North America $369,193 $345,346 $23,847
Europe 92,247 82,837 9,410
Asia 13,018 13,894 (876)
Total $474,458 $442,077 $32,381

The increase in net sales in North America is prilpnaue to increased unit shipments. The incréadeurope is due primarily to the
acquisition of Cazzaniga.

The Company's gross profit increased $11,788,0004)to $171,713,000. The increased gross profititearily attributable to increased net
sales. Gross margin remained consistent at 36.28tfiscal 1999 and 1998.

Selling, general and administrative expenses ise@&7,021,000 (6.2%) to $119,875,000. This ineréaattributable to the inclusion of the
expenses of Cazzaniga, and increased variablagebipenses including commissions and freight costs

Operating income from continuing operations inceeis®4,767,000 (10.1%) from $47,071,000 to $51,8BB@¥imarily due to increased grc
profit.

The Company's operating income by segment forvileéve months ended June 30, 1999 and 1998 wedlaws$:

(in thousands)

6/30/99 6/30/98 Change
North America $38,536 $36,754 $1,782
Europe 11,228 8,258 2,970
Asia 1,608 1,984 (376)
Corporate 466 75 391
Total $51,838 $47,071 $4,767

The increase in North America is due to increastcsales. The increase in Europe is primarily dubé inclusion of Cazzaniga.
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Other expense from continuing operations incre§4e256,000 to $1,688,000. This increase is at@iletto the Company's share of losses
related to its equity investment in Jameco Intéomat LLC. Increased minority interest expense It@sy from the improved performance at
the Company's joint venture in China also conteldub the increase in other expense.

Income from continuing operations increased $13X1(4.7%) to $29,454,000. This increase is primattributable to the income genera
by acquired companies and increased gross profit &xisting companies.

The Company's consolidated results of operatiomsnapacted by the effect that changes in foreiggharge rates have on its international
subsidiaries' operating results. Changes in foreigithange rates had an immaterial impact on netiedn fiscal 1999.

Net income from discontinued operations was $6BW2($0.24 per share) for fiscal 1999, comparebl 246,000 ($0.93 per share)

fiscal 1998. Fiscal 1999 results were negativelgaotied by an after tax charge of $6,166,000 far-sffi related costs, including professional
fees, facility relocation costs and income tax €@sisociated with the reorganizing of the Compdagal entity structure in anticipation of 1
spin-off. Excluding this charge, discontinued opierss would have had net income of $12,668,000660er share) for fiscal 1999. Net sales
for the discontinued operations for fiscal 1999ev$821,711,000, an increase of $33,822,000 (11fif) fiscal 1998. The increase in net
sales is primarily attributable to the inclusionnet sales from acquired companies. Excludingripact of acquisitions, net sales of domestic
oil and gas valves declined 29.8% and net saleg@hational oil and gas valves declined 20.9%rdufiscal 1999. Declining prices,

resulting from increased competition; and reducedumacturing levels, resulting in lower absorptadriixed manufacturing costs, negatively
impacted operating profits during fiscal 1999. Addial details of the spin-off transaction are pded in the Notes to the Consolidated
Financial Statements (Note 3).

The Company also recorded a charge to discontiopetations of $5,000,000 ($3,000,000 net of tad)|dgal expenses associated with the
litigation involving James Jones Company. Jamessi@ompany was a subsidiary of the Company in tngicipal water works division un
September 1996 when it was sold to Tyco Internatiaid. See Part |, Item 1, "Product Liability, Eronmental and Other Litigation
Matters."

Liquidity and Capital Resources

During the six month period ended December 31, 1889Company generated $29,009,000 in operatisig ffaw from continuing
operations, which was principally used to fund pliechase of $10,293,000 in capital equipment, e dividends to common shareholders
and support the working capital needs of discomtihoperations. Capital expenditures were priméoilymanufacturing machinery and
equipment as part of the Company's commitment mirmoously improve its manufacturing capabiliti#ae Company's capital expenditure
budget for the year ending December 31, 2000 is5907000.

During fiscal 1999.5, the Company maintained a $1@®,000 line of credit which was amended coindiaéth the spineff of CIRCOR. The
Company's amended facility in effect as of Decen®ierl999 is an unsecured $100,000,000 line ofitc@gdupport the Company's
acquisition program, working capital requiremerftaaguired companies, and for general corporatpgaas. At December 31, 1999, the
Company had $22,000,000 outstanding on the lireagfit and was in compliance with all banking ccets related to this facility.

As of December 31, 1999, the Company maintaingthdisated credit facility with a group of Europdaanks in the amount of 40,000,000
Euros. This credit facility has several tranchegciprovide credit to the Company for a period affite (5) years. The purpose of this credit
facility is to fund acquisitions in Europe, supptré working capital requirements of acquired conipsand for general corporate purposes.
As of December 31, 1999, 21,980,000 Euros ($220D08% ,were borrowed under this line of credit.

Working capital from continuing operations at Debem31, 1999 was $141,740,000 compared to $14499a@HKt June 30, 1999. The ratio of
current assets to current liabilities was 2.3 & December 31, 1999 and 2.5 to 1 at June 30, I28h and cash equivalents were
$13,016,000 at December 31, 1999 compared to $4DJ0 at June 30, 1999. Debt as a percentageadicegpital employed was 37.4% at
December 31, 1999 compared to 38.9% at June 30, 199
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The Company anticipates that available funds aodetfunds provided from current operations wilsb#icient to meet current operating
requirements and anticipated capital expenditweatfleast the next 24 months.

The Company from time to time is involved with puatl liability, environmental proceedings and otligation proceedings and incurs costs
on an ongoing basis related to these matters. Bingp@ny has not incurred material expendituressicafi1999.5 in connection with any of
these matters. See Part |, Iltem 1, "Product Ligbitnvironmental and Other Litigation Matters".

Year 2000

The Company's comprehensive program to addresattexposures to the Year 2000 issues is compiétee January 1, 2000 the
Company has had no business interruptions dueet¥élar 2000 issues. The Company is not aware ofreigents or events caused by the
Year 2000 issue that have had or could have a rabaelverse effect on the results of operationénancial condition. Spending for the Year
2000 program, expensed as incurred, was not miateria

Conversion To The Euro

On January 1, 1999, 11 of the 15 member countfilsecEuropean Union adopted the Euro as their comi@gal currency and established
fixed conversion rates between their existing seiggr currencies and the Euro. The Euro trades oercy exchanges and is available for
non-cash transactions. The introduction of the Euiticaffect the Company as the Company has manufexg and distribution facilities in
several of the member countries and trades extelgsicross Europe. The long-term competitive ingtians of the conversion are currently
being assessed by the Company, however, the Comyilirexperience an immediate reduction in the sislssociated with foreign exchange.
At this time, the Company is not anticipating thay significant costs will be incurred due to theaduction and conversion to the Euro. The
Company is in the process of implementing systemisdeive and make payments in Euros. The Compatigiftes these systems will be in
place by January 1, 2002.

Other

Certain statements contained herein are forwarkingo Many factors could cause actual results tfedfrom these statements, including loss
of market share through competition; introductiérc@mpeting products by other companies; pressangrices from competitors, suppliers,
and/or customers; regulatory obstacles; lack ogpiamce of new products; changes in the plumbidghaating markets; changes in global
demand for the Company's products; changes irflision of the Company's products; interest rat@sign exchange fluctuations;
cyclicality of industries in which the Company mais certain of its products and general and econtantors in markets where the
Company's products are sold, manufactured or medkand other factors discussed in the Companytstsefiled with the Securities and
Exchange Commission.

In June 1998, the Financial Accounting Standardsr@dssued SFAS 133, "Accounting for Derivativetlasients and Hedging Activities."
The Company will adopt SFAS 133 on January 1, 200&.impact of SFAS 133 on the combined finanditiesnents is still being evaluated,
but is not expected to be material.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK.

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

The Company manages most of its foreign currenppgures on a consolidated basis. The Company figsraill of its known exposures. As
part of that process, all natural hedges are ifiedtiThe Company then nets these natural hedgesifs gross exposures.
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The Company's consolidated earnings are subjdhidinations due to changes in foreign currencyhaxge rates. However, its overall
exposure to such fluctuations is reduced by therdity of its foreign operating locations which empass a number of different European
locations, Canada and China.

The Company's foreign subsidiaries transact masinkas, including certain intercompany transactionforeign currencies. Such
transactions are principally purchases or salesaiérials and are denominated in European currgeicithe U.S. or Canadian dollar. The
Company uses foreign currency forward exchangeracistto manage the risk related to intercompamgh@ses that occur during the course
of a fiscal year and certain open foreign curreteyominated commitments to sell products to thadips. At December 31, 1999 the
Company had no forward contracts to buy foreigmenaies and no unrealized gains or losses. Seel$atéthe Notes to the Consolidated
Financial Statements.

The Company has historically had a very low expasarchanges in interest rates. Interest rate sevapgsed to mitigate the impact of
interest rate fluctuations on certain variable debt instruments. Information about the Compalayig-term debt including principal amoul
and related interest rates appears in Note 10et€tnsolidated Financial Statements included herein

The Company purchases significant amounts of brargrat, brass rod and cast iron which are utilizethanufacturing its many product
lines. The Company's operating results can be adlyeaffected by changes in commodity pricesig itnable to pass on related price
increases to its customers. The Company managesdgkiby monitoring related market prices, workimigh its suppliers to achieve the
maximum level of stability in their costs and reldpricing, seeking alternative supply sources wiegessary and passing increases in
commodity costs to its customers, to the maximuterexpossible, when they occur. Additionally, olinaited basis, the Company uses
commodity futures contracts to manage this risle Sete 15 of the Notes to the Consolidated Findst@tements.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA .

The index to financial statements is included igga6 of this Report.

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.

14



PART IlI
ltem 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.
Directors

The information appearing under the caption "Infation as to Directors and Nominees for Directortha Registrant's Proxy Statement
relating to the Annual Meeting of Stockholders &held on April 26, 2000 is incorporated hereirréference. With respect to Directors and
Executive Officers, the information appearing untier caption "Section 16(a) Beneficial Ownership&&ng Compliance” in the
Registrant's Proxy Statement relating to the AnMesting of Stockholders to be held on April 260Q0s incorporated herein by reference.

Executive Officers
Information with respect to the executive officefghe Company is set forth in Item 1 of this Reporder the caption "Executive Officers".
Item 11. EXECUTIVE COMPENSATION.

The information appearing under the caption "Conspéon Arrangements” in the Registrant's Proxyestant relating to the Annual Meet
of Stockholders to be held on April 26, 2000 isorporated herein by reference.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

The information appearing under the caption "Ppatand Management Stockholders” in the Regisgr@txy Statement relating to the
Annual Meeting of Stockholders to be held on AgBl 2000 is incorporated herein by reference.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

The information appearing under the caption "Conspion Arrangement€ertain Relationships and Related TransactionffierRegistrant
Proxy Statement relating to the Annual Meeting twic8holders to be held on April 26, 2000 is incagied herein by reference.
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PART IV
Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K.

(a)(1) Financial Statements The following finanatdtements are included in a separate sectidrisoReport commencing on the page
numbers specified below:

Report of Independent Auditors..............

Consolidated Statements of Operations for th
December 31, 1999, and December 31,
and the twelve months ended June 30

Consolidated Balance Sheets as of December 3
1999 and June 30, 1998.............

Consolidated Statements of Stockholders' Equ
ended December 31, 1999 and the twe
June 30, 1999 and 1998.............

Consolidated Statements of Cash Flows for th
December 31, 1999, and the twelve m

e six months ended
1998 (unaudited)
, 1999 and 1998.......... 21

1, 1999, June 30,
......................... 22

ity for the six months
Ive months ended
......................... 23

e six months ended
onths ended June 30,

1999 and 1998......cccevceevees e 24
Notes to Consolidated Financial Statements.. 25
(a)(2) Schedules
Schedule Il - Valuation and Qualifying Accou nts for the six
months ended December 31, 1999, and the twelve months

ended June 30, 1999 and 1998. ..... L 40

de in the applicable
ge Commission are not

All other schedules for which provision is ma
accounting regulations of the Securities and Exchan

required under the related instructions or areptiagble, and therefore have been omitted.
(a)(3) Exhibits

Exhibits 10.1-10.6, 10.8, 10.16, and 10.23 constitlli of the management contracts and compenspléms and arrangements of the
Company required to be filed as exhibits to thiswda Report. Upon written request of any stockhotdehe Chief Financial Officer at the
Company's principal executive office, the Compatily provide any of the Exhibits listed below.
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Exhibit No.

Description and Location

2.1

9.2

10.1

10.2

10.3

10.4

10.5
10.6

10.7
10.8
10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

Distribution Agreement between Wa
CIRCOR International, Inc. (20)
Restated Certificate of Incorpora
Amended and Restated By-Laws, as
Horne Family Voting Trust Agreeme
31, 1991 (2), Amendments dated No
February 24, 1997 (18), June 5, 1
(18), and October 17, 1997. (21)
The Amended and Restated George B
Agreement-1997 dated as of Septem

Employment Agreement effective as
between the Registrant and Timoth

Supplemental Compensation Agreeme
September 1, 1996 between the Reg
Horne. (14)

Deferred Compensation Agreement b
Timothy P. Horne, as amended. (4)

1996 Stock Option Plan, dated Oct

1989 Nonqualified Stock Option PI

Watts Industries, Inc. Retirement
Employees dated December 30, 1994
effective as of January 1, 1994,
Amendment No. 2 (14), Amendment N
dated September 4, 1996. (18), Am
1, 1998, Amendment No. 6 dated Ma
Amendment No. 7 dated June 7, 199

Registration Rights Agreement dat

Executive Incentive Bonus Plan, a

Indenture dated as of December 1,
Registrant and The First National
Trustee, including form of 8-3/8%

Loan Agreement and Mortgage among
Authority of the State of New Ham
and Arlington Trust Company dated

Amendment Agreement relating to W
and Franklin, New Hampshire, faci
December 31, 1985. (4)

Loan Agreement between The Ruther
Facilities and Pollution Control
Watts Regulator Company dated Sep

Letter of Credit, Reimbursement a
September 1, 1994 by and among th
Regulator Company and The First U
Carolina (12), Amendment No. 1 (1
October 1, 1996 (18), and Amendme
1999 (11).

Trust Indenture from The Rutherfo
Facilities and Pollution Control
First National Bank of Boston,as
1994. (12)

Amended and Restated Stock Restri
October 30, 1991 (2), Amendment d

Watts Industries, Inc. 1991 Non-E
Nonqualified Stock Option Plan (7

Letters of Credit relating to ret
insurance programs. (10)

Form of Stock Restriction Agreeme
stockholders. (5)

Revolving Credit Agreement dated
Nederlandse Creditbank NV and Wat
B.V. and related Guaranty of Watt
Watts Regulator Co. dated Decembe

Loan Agreement dated September 19
Mortgage to, N.V. Sallandsche Ban

Agreement of the sale of shares o
Holding A.G. and the participatio
dated November 6, 1992. (9)

Amended and Restated Revolving Cr
27, 1998 between and among Watts
financial institutions, BankBosto
Agent, and the Registrant, as Gua
Amendment to Amended and Restated
dated October 18, 1999 (11).
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Note Due 2003. (8)
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10.23 Watts Industries, Inc. Management Stock Purchase Plan dated

October 17, 1995 (13), Amendment No. 1 dated August 5, 1997.
(18)

10.24 Stock Purchase Agreement dated as of Ju ne 19, 1996 by and
among Mueller Co., Tyco Valves Limited, Watts Investment
Company, Tyco International Ltd. and Wa tts Industries, Inc.
(16)

11 Statement Regarding Computation of Earn ings per Common
Share. (19)

21 Subsidiaries. *
23 Consent of KPMG LLP. *
27 Financial Data Schedule-Fiscal 1999.5. *

Incorporated By Reference To:

(1) Relevant exhibit to Registrant's Form 10-Qdaarter ended March 31, 1999.

(2) Relevant exhibit to Registrant's Form 8-K dateryember 14, 1991.

(3) Relevant exhibit to Registrant's Form 10-K ttoe year ended June 30, 1989.

(4) Relevant exhibit to Registrant's Form S-1 (Bl8-6515) dated June 17, 1986.

(5) Relevant exhibit to Registrant's Form S-1 (Bl8-6515) as part of the Second Amendment to suaim Eel dated August 21, 1986.
(6) Relevant exhibit to Registrant's Form S-1 (Bl8-27101) dated February 16, 1989.

(7) Relevant exhibit to Registrant's Amendment Nto Form 10-K for year ended June 30, 1992.

(8) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1992.

(9) Relevant exhibit to Registrant's Amendment Rldated February 22, 1993 to Form 8-K dated Noverph2992.
(10) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1993.

(11) Relevant exhibit to Registrant's Form 10-Qdfoarter ended September 30, 1999.

(12) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1995.

(13) Relevant exhibit to Registrant's Form S-8 (Bi®-64627) dated November 29, 1995.

(14) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1996.

(15) Relevant exhibit to Registrant's Form S-8 (B23-32685) dated August 1, 1997.

(16) Relevant exhibit to Registrant's Form 8-K da®eptember 4, 1996.

(17) Relevant exhibit to Registrant's Form 10-Qcfoarter ended March 31, 1998.

(18) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1997.

(19) Notes to Consolidated Financial Statementse [2af this Report.

(20) Exhibit 2.1 to CIRCOR International, Inc. Antenent No. 1 to its registration statement on Foénfiléd on September 22, 1999. (File
No. 00(-26961).

(21) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1998.

(22) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1999.

* Filed as an exhibit to this Report with the Seées and Exchange Commission

(b) Reports on Form 8-K

A report on Form 8-K was filed with the Securitasd Exchange commission on October 22, 1999. Tlewiog item was reported on:
(1) Item 5. Other Events. There were no finandiaiesnents filed.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

WATTS INDUSTRIES, INC.

By: /'s/ Tinothy P. Horne

Ti rot hy P. Horne

Chai rman of the Board and

Chi ef Executive O ficer
DATED: March 14, 2000

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdatlicated.

Si gnature Title Dat e
/'s/ Tinmothy P. Horne Chai rman of the Board and March 14, 2000
-------------------- Chi ef Executive O ficer
Ti not hy P. Horne (Principal Executive

O ficer) and Director

/sl Wlliam C. MCartney Chi ef Financial Oficer March 14, 2000
------------------------ and Treasurer (Principal
WIlliam C. MCartney Fi nanci al and Accounting Oficer),
Secretary
/sl Kenneth J. MAvoy Di rector March 14, 2000

/sl Gordon W Moran Director March 14, 2000

Gordon W Moran

/sl Daniel J. Mrphy, 111 Di rector March 14, 2000

Dani el J. Murphy, |11

/sl Roger A. Young Di rector March 14, 2000

Roger A. Young
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Independent Auditors' Report

The Board of Directors and Stockholders
Watts Industries, Inc.:

We have audited the accompanying consolidated balsineets of Watts Industries, Inc. and subsidiageof December 31, 1999, and June
30, 1999 and 1998, and the related consolidatéeinséants of operations, stockholders' equity ant flas/s for the six month period ended
December 31, 1999, and the fiscal years ended3unk999 and 1998. In connection with our auditthefconsolidated financial statements,
we also audited the accompanying financial statéseredule of valuation and qualifying accountseSéhconsolidated financial statements
and schedule are the responsibility of the Compgamgnagement. Our responsibility is to expresspaman on these consolidated financial
statements and schedule based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedbhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenéspects, the financial position of Watts
Industries, Inc. and subsidiaries as of Decembe 399, and June 30, 1999 and 1998, and the reduhgir operations and their cash flows
for the six month period ended December 31, 1988 the fiscal years ended June 30, 1999 and 18%®&niformity with generally accepted
accounting principles. Also, in our opinion, théated financial statement schedule, when considereglation to the basic consolidated
financial statements taken as a whole, presenty,fai all material respects, the information &&th therein.

/sl KPMG LLP

Bost on, Massachusetts
February 8, 2000

20



Watts Industries, Inc. and Subsidiaries
Consolidated Statements of Operations
(Amounts in thousands, except per share information

For the Six Months Ended For the Fiscal Year Ended
December 31 June 30
1999 1998 1999 1998
(unaudited)
Netsales ... $ 259,110 $ 227,579 $ 474,458 $ 442,077
Costof goods sold ........cccccevvvvvccvccne . 165,853 145,660 302,745 282,152
GROSS PROFIT ..o, 93,257 81,919 171,713 159,925
Selling, general and administrative expenses ...... 62,239 56,798 119,875 112,854
Restructuring Charge .........cccocevveiiinens 1,460 - - -
OPERATING INCOME .....ccocvviviiiiieis i 29,558 25,121 51,838 47,071
Other (income) expense:
Interest income (331) (413) (923) (1,228)
Interest expense 4,456 2,673 6,150 6,514
Other 22 434 1,688 432
4,147 2,694 6,915 5,718
INCOME FROM CONTINUING OPERATIONS
BEFORE INCOME TAXES 25,411 22,427 44,923 41,353
Provision for income taxes ........ccccceeeeeee... 8,943 7,202 15,469 13,230
INCOME FROM CONTINUING OPERATIONS ............ e 16,468 15,225 29,454 28,123
Income (loss) from discontinued operations, net of taxes ........... (1,226) 8,419 6,502 25,246
NET INCOME ..o e $ 15,242 $ 23,644 $ 35,956 $ 53,369
Basic EPS
Income (loss) per share:
Continuing operations .......cc.ccecevcevceees e $ 0.62 $ 057 $ 1.10 $ 1.04
Discontinued operations .......c.ccceceeeceee (0.05) 0.31 0.24 0.93
NET INCOME ...cocovvviiiiiiiiiiiiiees i $ 057 $ 0388 $ 134 $ 197
Weighted average number of shares ........ccc...... L 26,453 26,935 26,736 27,109
Diluted EPS
Income (loss) per share:
Continuing operations ........ccccccveeeeceee e $ 061 $ 0.56 $ 110 $ 103
Discontinued operations .......c.ccceceeeceee v (0.05) 0.31 0.24 0.92
NET INCOME ...ccovviiiiiiiiiiiicieees e $ 0.56 $ 0.87 $ 134 $ 1.9
Weighted average number of shares ........cc....... L 27,081 27,062 26,799 27,423
Dividends per share .......ccccoceecevcevceees e $ 0.175 $ 0.175 $ 0.350 $ 0.330

The accompanying notes are an integral part oktheasolidated financial statements.
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Watts Industries, Inc. and Subsidiaries
Consolidated Balance Sheets
(Amounts in thousands, except share information)

December 31 June 30 June 30
ASSETS 1999 1999 1998
CURRENT ASSETS:
Cash and cash equivalents e e $ 13,016 $ 12,774 $ 10,767
Trade accounts receivable, less allowance for doubtful accounts
of $6,730, $7,747 and $6,821, respective 94,305 89,315 77,325
INVENLONIES ... 112,821 110,552 104,198
Prepaid expenses and other assets ........... 12,922 10,193 9,857
Deferred income taxes

19,774 21,271 17,963

Net current assets of discontinued operations - 122,971 100,844

Total Current ASsets ................... 252,838 367,076 320,954
PROPERTY, PLANT AND EQUIPMENT, NET ................ 130,231 129,163 105,487
OTHER ASSETS:

Goodwill, net of accumulated amortization
of $11,997, $10,921 and $8,389, respecti VelY i 95,311 96,285 79,837
Other e e 8,698 9,027 9,765
Net noncurrent assets of discontinued operati (0] 4 1 -- 36,191 36,853
TOTAL ASSETS ...t e $ 487,078 $637,742 $ 552,896
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable ............ccoceereennne $ 46,904 $ 35,579 $ 28,327
Accrued expenses and other liabilities ...... 48,629 48,843 37,100
Accrued compensation and benefits ........... 9,882 12,692 11,150
Income taxes payable . -- -- 1,993
Current portion of long-term debt ........... 5,683 2,050 5,011

Total Current Liabilities .............. 111,098 99,164 83,581
LONG-TERM DEBT, NET OF CURRENT PORTION ............ 123,991 118,916 71,647
DEFERRED INCOME TAXES 13,630 13,070 9,209
OTHER NONCURRENT LIABILITIES 11,150 11,450 6,798
MINORITY INTEREST ....ccoooovviiiiiiiiiin, 7,707 7,487 7,646
STOCKHOLDERS' EQUITY:

Preferred Stock, $.10 par value; 5,000,000 sh ares

authorized; no shares issued or outstand NG oo - - -
Class A Common Stock, $.10 par value; 80,000, 000 shares

authorized; 1 vote per share; 16,888,507 , 16,158,807, and

16,859,027 shares, respectively, issued and outstanding .............. 1,689 1,616 1,686
Class B Common Stock, $.10 par value; 25,000, 000 shares

authorized; 10 votes per share; 9,485,24 7, 10,285,247 and

10,296,827 shares, respectively, issued and outstanding ............. 949 1,029 1,030
Additional paid-in capital . 35,330 36,069 47,647
Retained earnings ...... . 196,733 364,089 337,565
Treasury StoCK ........cccveeevreeenineenns -- -- (2,583)
Accumulated Other Comprehensive Income ...... (15,199) (15,148) (11,330)

Total Stockholders' EQUItY ............. . s 219,502 387,655 374,015
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ....c... e $ 487,078 $ 637,742 $ 552,896

The accompanying notes are an integral part oktheasolidated financial statements.
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Watts Industries, Inc. and Subsidiaries
Consolidated Statements of Stockholders' Equity
(Amounts in thousands, except share information)

Balance at June 30, 1997
Comprehensive income:
Netincome .........cccceoriiiinns
Cumulative translation adjustment

Comprehensive income

Shares of Class B Common Stock
converted to Class A Common Stock

Shares of Class A Common Stock
issued upon the exercise of

stock options

Balance at June 30, 1998
Comprehensive income:
Netincome ........cccceveivciiicienns
Cumulative translation adjustment

Comprehensive income

Shares of Class B Common Stock
converted to Class A Common Stock
Shares of Class A Common Stock
issued upon the exercise of
stock options. ......cceeeeeeiiiiiinens
Purchase of treasury stock, 615,000 shares
@ COSt v,
Retirement of treasury stock
Net change in restricted stock units
Common Stock dividends

Balance at June 30, 1999
Comprehensive income
Net income ............

Comprehensive income

Shares of Class B Common Stock
converted to Class A Common Stock

Shares of Class A Common Stock
issued upon the exercise of

stock options

@ cost ...
Retirement o

Balance at December 31, 1999

Balance at June 30, 1997
Comprehensive income:
Netincome .........ccccoeoriiiinins
Cumulative translation adjustment

Comprehensive income

Shares of Class B Common Stock
converted to Class A Common Stock
Shares of Class A Common Stock
issued upon the exercise of
StOCK OPLIONS ...ocvviivciieiiiicie
Shares of Class A Common Stock
exchanged upon the exercise of
stock options and retired
Purchase of treasury stock, 100,000 shares

@ cost

Shares of Class A Common Stock
exchanged upon the exercise of
stock options and retired

Purchase of treasury stock, 1

@ COSt oot

Net change in restricted stock units

Common Stock dividends ..

Purchase of treasury stock, 100,000 shares

reasury stoc
Net change in restricted stock units
Spin off of Industrial, Oil and Gas Group ...
Common Stock dividends ..

Class A Class B
Common Stock Common Stock

Shares Amount  Shares Amoun

15,797,460 1,580 11,215,627 1,121

918,800 91 (918,800) (91

153,400 16

(10,633) (1)

16,859,027 1,686 10,296,827 1,030

11,580 1 (11580) (1

3,700 1

(715,500)  (72)

16,158,807 $1,616 10,285,247 $1,029

800,000 80  (800,000) (80

29,700 3

(100,000)  (10)

16,888,507  $1,689 9,485,247  $949

Additional
- Paid-In  Retained
t Capital Earnings

44,643 293,170

53,369

47,647 337,565

35,956

60
(11,926)

$36,069 $364,089

15,242

(177,942)
(4,656)

$35,330  $196,733

Accumulated

Other Total
Comprehensive  Treasury Stockholders'
Income Stock Equity
(6,875) - 333,639
53,369
(4,455) (4,455)
48,914
3,014
(266)

(2,583) (2,583)
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Common Stock dividends ..............ccccve.e

Balance at June 30, 1998 .............cocveinnne
Comprehensive income:

Net income

(8.974)

(11,330)  (2583) 374,015

35,956

Balance at June 30, 1999

Balance at December 31, 1999

Cumulative translation adjustment

Comprehensive income ............

Shares of Class B Common Stock

converted to Class A Common Stock .........

Shares of Class A Common Stock
issued upon the exercise of
stock options .......cceeveeeiiiiiiens

Purchase of treasury stock, 615,000 shares

[ o]0 1] RN

Retirement of treasury stock ...........

Net change in restricted stock units
Common Stock dividends ..

Comprehensive income:
Netincome .........cccceoviiiiiins

Cumulative translation adjustment .........

Comprehensive income ............

Shares of Class B Common Stock

converted to Class A Common Stock .........

Shares of Class A Common Stock
issued upon the exercise of
StOCK OPLIONS ...ocvviivciieiiiicie

Purchase of treasury stock, 100,000 shares

@ COSt eooeviirieeecciieee e

Retirement of treasury stock ...........

Net change in restricted stock units

Spin off of Industrial, Oil and Gas Group ...

Common Stock dividends ...............

(3,818)

(3,818)

61

(9,415) (9,415)
11,998
288
(9,432)

($15,148) $ - $387,655

15,242
(51) (51)

514

(1,305)  (1,305)
1,305
45
(177,942)
(4,656)

($15,199) $ - $219,502
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Watts Industries, Inc. and Subsidiaries
Consolidated Statements of Cash Flows
(Amounts in thousands)

For the Six Months Ended For the Fiscal Year Ended
December 31 June 30
1999 1999 1998
OPERATING ACTIVITIES
Income from continuing Operations ............. L $ 16,468 $ 29,454 $ 28,123
Adjustments to reconcile net income from contin uing operations
to net cash provided by continuing operating ac tivities:
Depreciation .. 7,869 14,745 12,908
Amortization ... 1,356 2,711 2,433
Deferred income taxes (benefit) ............. 154 (2,823) 884
Gain (Loss) on disposal of property, plant an d equipment .. 23 (19) (1,152)
Equity in undistributed earnings (loss) of af filiates ..... (78) 712 (192)
Changes in operating assets and liabilities, net of effects

from business acquisitions:
Accounts receivable
INVENLOres .......ccevvevirrenns

(876)  (2,493)
(532)  (8,959)

Prepaid expenses and other assets ...... (1,050) 408
Accounts payable, accrued expenses and o 5,964 6,275
Accrued restructuring charge ........... -- --
29,009 48,286 38,235
Net cash provided by (used in) discontinued operations ............... (18,163) 16,794 19,660
Net cash provided by operating activities .. 10,846 65,080 57,895
INVESTING ACTIVITIES
Additions to property, plant and equipment .... (10,293) (21,532) (23,056)
Proceeds from sale of property, plant and equip -- 2,337 7,253
Increase in other assets

(862) (415) (578)
~ (28,422) (1,129)

Business acquisitions, net of cash acquired ...
Discontinued operations:

Business acquisitions, net of cash acquire o - (74,176) (22,503)
Proceeds from sale of property, plant and equipment ................. 49 - 146
Additions to property, plant and equipment L (2,983) (9,499) (6,115)
Net cash provided by (used in) investing a CHVItIeS ..oovvveriinne (14,089) (131,707) (45,982)

FINANCING ACTIVITIES

Proceeds from long-term borrowings ............ 59,089 81,121 68,779
Payments of long-term debt .................... (49,831) (47,138) (85,971)
Proceeds from exercise of stock options ....... 556 61 2,715
Dividends ........c.ccccvviiiiiiciiiis (4,656) (9,358) (8,936)
Purchase of Treasury stock .................... (1,305) (9,415) (2,583)
Discontinued operations:
Proceeds from long-term borrowings ........ 21,958 79,289 25,484
Payments of long-term debt ................ (22,628) (28,546) (19,084)
Net cash provided by (used in) financing ac tIVItIeS oo 3,183 66,014 (19,596)
Effect of exchange rate changes on cash and cas h equivalents ............. 302 2,620 (207)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS .. 242 2,007 (7,890)
Cash and cash equivalents at beginning of year 12,774 10,767 18,657
CASH AND CASH EQUIVALENTS AT END OF YEAR ....c.c... e $ 13,016 $ 12,774 $ 10,767

The accompanying notes are an integral part oktheasolidated financial statements.
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Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Stateme

(1) Description of Business

Watts Industries, Inc. ("the Company") designs, ufiactures and sells an extensive line of valvestferplumbing and heating and water
quality markets located predominately in North Arogy Europe, and Asia.

(2) Accounting Policies
Principles of Consolidation

The consolidated financial statements include te®ants of the Company and its majority and whollyaed subsidiaries. Upon
consolidation, all significant intercompany accauand transactions are eliminated. The financééstents of the Company reflect the
industrial oil and gas businesses as discontinpedations for periods prior to a spin-off transactihat was completed on October 18, 1999
(see Note 3).

Change in Fiscal Year

Effective July 1, 1999, the Company changed itsafigear end from June 30 to December 31. Accohglitige audited financial statements
include the results for the six-month period enBedember 31, 1999 (“transition period"), and therdwo fiscal years ended June 30, 1999
("fiscal 1999"), and June 30, 1998 (“fiscal 1998)addition to the basic audited financial statate@nd related notes, unaudited financial
information for the six month period ended DecenBier1998 has been presented to enhance compigrabili

Cash Equivalents
Cash equivalents consist of highly liquid investisemith maturities of three months or less at the f original issuance.

Inventories
Inventories are stated at the lower of cost (finsfirst-out method) or market.
Goodwill

Gooduwill represents the excess of cost over thresfdue of net assets of businesses acquired.bEtésce is amortized over 40 years using
straight-line method. The Company assesses theertaility of this intangible asset by determinimether the amortization of the goodwill
balance over its remaining life can be recoveredutjh undiscounted future operating cash flowdefacquired businesses. The amount of
goodwill impairment, if any, is measured based mjqeted discounted future operating cash flowsgisi discount rate reflecting the
Company's average cost of funds.

Property, Plant and Equipment

Property, plant and equipment are recorded at Begireciation is provided on a straight-line basisr the estimated useful lives of the
assets, which range from 10 to 40 years for bujlsliand improvements and 3 to 15 years for machimedyequipment.

Income Taxes

Income taxes are accounted for under the assdiadnility method. Deferred tax assets and liakahtiare recognized for the future tax
consequences attributable to differences betweefirthncial statement carrying amounts of existingets and liabilities and their respective
tax bases and operating loss and tax credit cawgiuls. Deferred tax assets and liabilities aresmesl using enacted tax rates expected to
apply to taxable income in the years in which thteseporary differences are expected to be recovarsdttled. The effect on deferred tax
assets and liabilities of a change in tax ratesdsgnized in income in the period that includeseghactment date.
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Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Statements (contint

Foreign Currency Translation

Balance sheet accounts of foreign subsidiarietranslated into United States dollars at fiscakyerad exchange rates. Operating account
translated at weighted average exchange ratesébrmeriod. Net translation gains or losses aneséeljl directly to a separate component of
stockholders' equity. The Company does not profaodé&).S. income taxes on foreign currency transtaidjustments since it does not
provide for such taxes on undistributed earning®iaign subsidiaries.

Stock Based Compensation

As allowed under Statement of Financial Accounfitgndards (SFAS) No. 123, Accounting for Stock-BaSempensation, the Company
accounts for its stock-based employee compensplams in accordance with the provisions of APB @pirNo. 25, Accounting for Stock
Issued to Employees.

Net Income Per Common Share

Basic net income per common share is calculatediviging net income by the weighted average nunab@mmon shares outstanding. The
calculation of diluted earnings per share assummesanversion of all dilutive securities (see Ntitg.

Net income and number of shares used to computecmne per share from continuing operations, bastcassuming full dilution, a
reconciled below:

Six Months Ended Fiscal Year Ended June 30,
December 31, 1999 1999 1998
Income from Income from Income from
Continuing Per Shar e Continuing Per Share Continuing Per Share
Operations  Shares  Amount Operations Shares Amount Operations Shares  Amount
Basic EPS $16,468 26,453 $0.62 $29,454 26,736 $1.10 $ 28,123 27,109 $1.04
Dilutive
securities
principally
common stock
options -- 628 -- -- 63 -- -- 314
Diluted EPS $16,468 27,081 $0.61 $29,454 26,799 $1.10 $ 28,123 27,423 $1.03

Derivative Financial Instruments

The Company uses derivative instruments, pringimilaps, forward contracts and options to achits/grniancing strategy and to hedge
foreign currency and commodity exposures. Thesé&racis hedge transactions and balances for pecmusstent with their committed
exposures, and do not constitute investments indbpe of these exposures. The Company does nobhdddue financial instruments for
trading purposes, nor is it a party to any levedagmntracts.

Realized and unrealized foreign exchange gaindamsés on financial instruments are recognizedoffiseét foreign exchange gains and lo!
on the underlying exposures. Any gain or loss feofinancial instrument that ceases to be an effed¢tedge is recognized in the statement of
operations. The interest rate differential paidemeived on swap agreements is recognized as ast@dint to interest expense.

Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.
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Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Statements (contint

New Accounting Standards

In 1998, the Financial Accounting Standards Boasdiéd SFAS 133, "Accounting for Derivative Instrumseand Hedging Activities." The
Company will adopt SFAS 133 on January 1, 2001.ifrfpact of SFAS 133 on the consolidated finandiatiesnents is still being evaluated,
but is not expected to be material.

Also in 1998, the American Institute of Certifiedific Accountants issued SOP 98-1, "Accountingtifier Costs of Computer Software
Developed or Obtained for Internal Use," and SO .9&Reporting on the Costs of Start-Up ActivitleShe Company adopted SOP 98-1 and
SOP 98-5 on July 1, 1999. The adoption of thesaqarocements did not have a material effect on dmsalidated financial statements.

(3) Discontinued Operations

On December 18, 1998, the Company announced éstioh to spin-off its industrial, oil and gas messes to its shareholders as an
independent publicly traded company. The spin-at§ wffected as a tax-free distribution on Octol8r1999 ("Distribution Date"). Owners
of Watts common stock as of October 6, 1999 reckdree share of common stock of CIRCOR Internatidnal ("CIRCOR"), the new
company, for every two shares of Watts Class Alas€B common stock held. Coincident with the Dasiion Date, the Company received
$96.0 million in cash from CIRCOR as repaymentntéi-company loans and advances.

The historical operating results of CIRCOR are smomet of tax, as discontinued operations in thesotidated statements of operations. Net
assets of discontinued operations in the conseliliablance sheet include those assets and liedititiributable to the CIRCOR businesses at
June 30, 1999 and 1998. Included in the histodpakating results of the discontinued operatioraiallocation of the Company's interest
expense based on an allocation of the Companytsaeiscontinued operations. Income taxes have b#ecated to discontinued operations
based on their pretax income and calculated oparate company basis pursuant to the requiremé@satement of Financial Accounting
Standards No. 109.

Condensed operating statement data of the disematinperations is summarized below:

For the Si x Forthe Year For the Year
Months Ende d Ended Ended
December 31 , June 30, June 30,
1999 1999 1998
(in thousands)
Net sales $85,473 $321,711 $287,889
Costs and expenses:
Municipal Water Group (a) - 5,000 -
CIRCOR 85,604 299,385 248,161
Total costs and expenses 85,604 304,385 248,161
Income (loss) before income taxes (131) 17,326 39,728
Provision for income taxes 1,095 10,824 14,482

Income (loss) from discontinued
operations, net of taxes $(1,226) $6,502 $25,246

(a) Costs and expenses related to the MunicipabWatoup, which was divested in 1996, for fisca®9 %elate to legal costs associated with
the State of California litigation (see Note 14).
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Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Statements (contint

(4) Restructuring Activities

On December 2, 1999, the Company announced actsing of its operations in Italy to consolidalte twarehousing and manufacturing
operations of its existing Italian operation inte facilities of its newly acquired Italian subsidi, Cazzaniga S.p.A. The program, which will
include the termination of 29 employees (primanignufacturing), began in December of 1999 and peeted to be fully completed by June
of 2000. As of December 31, 1999, 10 employees baea terminated.

In connection with this restructuring, and in actzorce with EITF 94-3, the Company recorded a chirgperating expenses of $1,460,000
($861,000 after taxes or $0.03 in net income parrnon share, fully diluted) during the six-monthipdrended December 31, 1999. Details
of the restructuring charge are as follows:

Initial Utilized
Provision during 1999 Balance

(in thousands)

Severance and related benefits ~ $1,299,000 $192,000 $1,107,000
Lease termination costs 134,000 - 134,000
Other exit costs 27,000 - 27,000
Total $1,460,000 $192,000 $1,268,000

(5) Business Acquisitions

During 1999, the Company acquired Cazzaniga Slpdated in Biassono, Italy for approximately $281lion. Cazzaniga is an integrated
manufacturer of plumbing and heating products aithual sales of approximately $35.0 million. Thedwill resulting from this acquisition
of approximately $19.0 million is being amortizen @ straight-line basis over a 40-year period.

During fiscal 1999 and 1998, the Company also aeduseveral valve companies which were includeabaisof the industrial, oil and gas
businesses that were spun-off into a separateghyhiaded company, CIRCOR. The aggregate purchase of these acquisitions was
approximately $118.0 million.

All acquisitions have been accounted for undempilrehase method of accounting. Their results ofatfns since acquisition, which have
been included in the Company's consolidated firdrstatements, have not materially affected thesalistated financial position, results of
operations or liquidity of the Company.

(6) Inventories

Inventories consist of the following:

December 31, June 30, June 30,
1999 1999 1998
(in thousand s)
Raw materials $ 36,429 $ 36,901 $ 34,057
Work in process 10,355 7,493 6,128
Finished goods 66,037 66,158 64,013
$112,821 $110,552 $104,198
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Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Statements (contint

(7) Property, Plant and Equipment

Property, plant and equipment consists of the faglg:

December 31
1999

Land $ 7,937
Buildings and improvements 56,478
Machinery and equipment 154,490
Construction in progress 7,787

226,692

Accumulated Depreciation (96,461)

(8) Income Taxes

, June 30, June 30,
1999 1998
(in thousands)
$ 7,964 $ 5,582
53,867 48,676
148,952 128,339
7,932 10,861

$129,163 $105,487

The significant components of the Company's defieimeome tax liabilities and assets are as follows:

December 3
1999

Deferred income tax liabilities:

Excess tax over book depreciation

Inventory
Other

772
342

Total deferred income tax liabilities 13,630

Deferred income tax assets:

Accrued expenses 11,868
Net operating loss carryforward 9,262
Other 4,064

Total deferred income tax assets 25,194
Valuation allowance (5,420)

Net deferred income tax assets 19,774
Net deferred income tax asset $ 6,144

$ 12,516

1, June 30, June 30,
1999 1998

(in thousands)
$11,386 $ 5,809

1,027 1,991
657 1,409

The provision for income taxes from continuing @tems is based on the following pre-tax income:

Domestic
Foreign

December 31, June

1999 199

(in thou

$18,424 $33,7
6,987 111

$25,411 $44.,9

30, June 30,
9 1998
sands)

87 $34,609
36 6,744



Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Statements (contint

The provision for income taxes from continuing @tems consists of the following:

December 31, June 30, June 30,
1999 1999 1998
(in thousands)
Current tax expense:

Federal $ 7177  $ 12,698 $ 10,551
Foreign 1,721 2,820 2,164
State 214 385 1,416

9,112 15,903 14,131

Deferred tax expense (benefit):

Federal (553) (577) (129)
Foreign 450 212 (750)
State (66) (69) (22)
(169) (434) (901)
$ 8943 $ 15,469  $13,230

Actual income taxes reported from continuing operet are different than would have been computeddp}ying the federal statutory tax

rate to income from continuing operations befordine taxes. The reasons for this difference afellasvs:

D ecember 31, June 30, June 30,
1999 1999 1998
(in thousands)
Computed expected federal income tax

expense (benefit) $ 8,894 $15,723 $14,474
State income taxes, net of federal tax benefit 96 366 1,614
Goodwill amortization 342 1,058 714
Foreign tax rate and regulation differential (205) (664) (1,830)
Other, net (184) (1,014) (1,742)

$ 8,943 $15469 $13,230

At December 31, 1999, the Company has foreign petating loss carryforwards of $15.4 million foc@me tax purposes that expire in 2000
through 2003. In addition, foreign net operatingskes of $9.4 million can be carried forward indéfly. Undistributed earnings of the
Company's foreign subsidiaries amounted to appratdéim $43.0 million at December 31, 1999, and $45illlon and $33.0 million at June
30, 1999 and 1998, respectively. Those earningsarsidered to be indefinitely reinvested and, edicgly, no provision for U.S. federal a
state income taxes has been recorded thereon. digtibution of those earnings, in the form of diends or otherwise, the Company will be
subject to both U.S. income taxes (subject to gusament for foreign tax credits) and withholdirrgés payable to the various foreign
countries. Determination of the amount of U.S. meaax liability that would be incurred is not piiaable because of the complexities
associated with its hypothetical calculation; hoaewunrecognized foreign tax credits would be add to reduce some portion of any U.S.
income tax liability. Withholding taxes of approxately $2.3 million would be payable upon remittan€all previously unremitted earnings
at December 31, 1999. The Company made incomeatgments of $11.2 million for the six months endest&nber 31, 1999, and $24.8

million and $17.2 million in fiscal years ended 880, 1999 and 1998, respectively.
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(9) Accrued Expenses and Other Liabilities
Accrued expenses and other liabilities consisheffollowing:

December
1999

Commissions and sales incentives payable $ 9,73

Accrued insurance costs 11,21
Professional fees 4,68
Other 22,98

$48,62

31

31, June 30, June 30,

© O~

©

1999 1998
(in thousands)
$11,401 $ 8,990
10,801 9,394
6,154 908
20,487 17,808
$48,843  $37,100
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(10) Financing Arrangements
Long-term debt consists of the following:

December 31, June 30, Jun e 30,
1999 1999 1 998

(in thousands)
8-3/8%, debentures due December 2003 $75,000 $75,000 $7 5,000

Revolving line of credit facility, accruing
interest at a variable rate (7.05%, 5.37%
and 6.79% at December 31, 1999, June 30,
1999 and 1998, respectively) of either
Eurodollar rate plus .185%, Prime Rate or
a competitive money market rate to be
specified by the Lender, and expiring
March 2003 22,000 104,000 19 ,000

40 million Euro line of Credit, accruing
interest at a variable rate of EURIBOR
plus .75% (4.3% at December 31, 1999),
and expiring September 2004 22,134 20,223 -

Industrial Revenue Bonds, maturing September
2002 accruing interest at a variable rate
based on weekly tax-exempt interest rates
(4.07%, 3.96% and 3.60% at December 31,
1999, June 30, 1999 and 1998,

respectively) 5,000 5,000 5,400
Other (at interest rates ranging from 4.4% to 11.3% ) 5,540 13,740 8,217
Allocation to discontinued operations -- (96,997) 3 0,959)

129,674 120,966 h 7 6658
Less: current portion 5,683 2,050 5,011
$123,991 $118,916m $7 1647

Coincident to the Distribution Date for the spirf-wnsaction, the Company received $96.0 millioicash from CIRCOR as repayment of
inter-company loans and advances from the Compgmrig.amount was based on a formula that allocatecbtvings between the Company
and CIRCOR based on their relative levels of bussireequisition activity. Based on this methodoldgyrowings amounting to
approximately $97.0 million and $31.0 million wexkocated to discontinued operations at June 389 B&d 1998, respectively. Additional
coincident to the spin-off transaction, the Compamngvolving line of credit facility was amendeetéby reducing the maximum available
borrowing amount from $125 million to $100 million.

Principal payments during each of the next fivedis/ears are due as follows (in thousands): 2CE®683; 2001 - $1,274; 2002 - $6,057;
2003

- $97,020; and 2004 - $18,320. Interest paid fopediods presented in the accompanying consolidfit@ncial statements approximates
interest expense.

Certain of the Company's loan agreements contaiaramts that require, among other items, the mzamiee of certain financial ratios, and
limit the Company's ability to enter into securedrbwing arrangements.
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(11) Common Stock

Since fiscal 1997, the Company's Board of Direchas authorized the repurchase of 3,880,200 sbathe Company's common stock in the
open market and through private purchases. Sircmteption of this repurchase program, 3,595, Hales of the Company's common stock
have been repurchased and retired.

The Class A Common Stock and Class B Common Stae& bqual dividend and liquidation rights. Eachrslod the Company's Class A
Common Stock is entitled to one vote on all matsetsmitted to stockholders and each share of ®d&smmon Stock is entitled to ten vo
on all such matters. Shares of Class B Common Stoekonvertible into shares of Class A Commonl&Stoe a one-to-one basis, at the
option of the holder. The Company has reservedah @ 6,110,871 shares of Class A Common Stocls&rance under its stock-based
compensation plans and 9,485,247 shares for caomesClass B Stock to Class A Common Stock.

(12) Stock-Based Compensation

The Company has several stock option plans undmivitey employees and outside directors have besmteg incentive (ISOs) and
nonqualified (NSOs) options to purchase the Comiga@lass A common stock. Generally, options becexegcisable over a fivgear perioc

at the rate of 20% per year and expire ten yeaes thfe date of grant. ISOs and NSOs granted uhégplans have exercise prices of not less
than 100% and 50% of the fair market value of timon stock on the date of grant, respectivelyD&tember 31, 1999, 3,150,710 shares
of Class A common stock were authorized for fuggnants of options under the Company's stock ogilans.

The following is a summary of stock option activityd related information:

For the Six
Months Ended For the Year Ended For the Ye ar Ended
December 31, 19 99 June 30, 1999 June 30, 1998
We ighted Weighted Weighted
a verage average average
(Options in thousands) ex ercise exercise exercise
Options  p rice(b) Options price(b) Options price(b)
Outstanding at beginning of year 1,481 $ 13.38 1,362  $12.93 1,348 $13.58
Granted 178 12.34 201 11.87 284 16.24
Canceled 9) 11.17 (78) 13.82 (117) 13.39
Exercised (30) 13.50 (4) 10.59 (253)(c) 12.56
Spin-off related conversion
to CIRCOR options (a) (358) 11.17 - - -
Spin-off related modification
of Watts options (b) 698 - -- -- --
Outstanding at end of year 1,960 $ 13.25 1,481  $13.38 1,362 $12.93
Exercisable at end of year 1,244 $ 13.36 808  $13.26 619 $13.18

(a) Effective on the date of the CIRCOR spin-offatf¥ stock options held by CIRCOR employees wereiteted and replaced by new
CIRCOR stock options.

(b) Immediately following the spin-off, the numhafroptions were increased and exercise prices deceeased (the "modification™) to
preserve the economic value of those options thiatesl just prior to the spin-off transaction falders of Watts stock options.

(c) Includes 13,100 options in 1998 exercised ichaxge for 10,633 shares of outstanding Class Avcmmshares which were contributed to
Treasury and subsequently retired.
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The following table summarizes information aboutiams outstanding at December 31, 1999:

Options Outstanding Options Exercisable
Wei ghted
av erage Weighted Weight ed
(Options in thousands) rem aining average avera ge
Number cont ractual  exercise Number exerci se
Range of Exercise Prices  outstanding life (years) price exercisable pric e
$6.90-%$7.36 20 0 .9 $ 7.01 20 $7.0 1
$9.20 - $10.59 342 6 .3 10.48 231 10.4 3
$10.72 - $12.44 670 7 1 11.84 263 11.2 0
$14.29 - $16.40 928 5 2 15.42 730 15.2 4
$6.90 - $16.40 1,960 4 9 13.25 1,244 13.3 6

The Company has a Management Stock Purchase Rlaallthws for the granting of Restricted Stock Wi{RSUs) to key employees to
purchase up to 1,000,000 shares of Class A comtack at 67% of the fair market value on the datgraht. RSUs vest annually over a
three-year period from the date of grant. The diffice between the RSU price and fair market vaitieeadate of award is amortized to
compensation expense ratably over the vesting ¢gheftibDecember 31, 1999, 265,000 RSUs were outstgnBividends declared for RSUs
that remain unpaid at December 31, 1999 total $10,0

Pro forma information regarding net income andinedme per share is required by SFAS No. 123 fardw granted after June 30, 1995
the Company had accounted for its stock-based atardmployees under the fair value method of SE2E The weighted average grant
date fair value of options granted are $3.04 ateldser 31, 1999 and $2.47, $3.50 at June 30, 1999298, respectively. The fair value of
the Company's stock-based awards to employeesstiasaged using a Black-Scholes option pricing maahel the following assumptions:

December 31, June 30, June 30,
1999 1999 1998
Expected life (years) 5.0 5.0 5.0
Expected stock price volatility 15.0% 15.0% 15.0%
Expected dividend yield 1.4% 1.9% 1.3%
Risk-free interest rate 6.77% 5.92% 5.54%
The Company's pro forma information follows:
December 31, June 30, June, 30
1999 1999 1998

(in thousands, except
per share information)

Net income - as reported $15,242 $35,956 $53,369
Net income - pro forma 14,835 34,863 52,443
Basic EPS - as reported .57 1.34 1.97

Basic EPS - pro forma .56 1.30 1.93
Diluted EPS - as reported .56 1.34 1.95
Diluted EPS - pro forma .55 1.30 1.91

Because SFAS 123 is applicable only to awards gdasiibsequent to June 30, 1995, its pro formateffdaot be fully reflected until 2000.
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(13) Employee Benefit Plans

The Company sponsors defined benefit pension glansring substantially all of its domestic non-uneEmployees. Benefits are based
primarily on years of service and employees' corapon. The funding policy of the Company for thptmns is to contribute annually the

maximum amount that can be deducted for federainmectax purposes.

Additionally, substantially all of the Company'srdestic non-union employees are eligible to parditggn a 401(k) savings plan. Under this
plan, the Company matches a specified percentagmployee contributions, subject to certain linidas.

The components of benefit expense are as follows:

Six Months E
December 3
1999

Components of net benefit expense
Service cost - benefits earned $ 631
Interest costs on benefits obligation 1,131

Estimated return on assets (1,358)
404
Defined contribution plans 78
Total benefit expense $ 482

Change in projected benefit obligation
Balance at beginning of period
Service cost

Interest cost

Actuarial (gain) / loss

Amendments / curtailments

Benefits paid

Balance at end of period

Change in fair value of plan assets
Balance at beginning of period
Actual return on assets

Employer contributions

Benefits paid

Fair value of plan assets at end of period

Plan assets in excess of (less than) benefit
obligation

Unrecognized transition obligation

Unrecognized prior service costs

Unrecognized net actuarial gain / (loss)

Net accrued benefit costs
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nded Fiscal Year Ended June 30

1999 1998

(in thousands)

December 31,

$ 1,485 $ 953
2,220 2,081
(2,686) (1,970)
1,019 1,064

215 222
$1,234 $1,286

1999 1999 1998
(in thousands)
$ 33,520 $ 31,786 $ 24,026
631 1,485 953
1,131 2,220 2,081
(4,288) (903) 5,244
- - 763
(906) (1,068) (1,281)
30,088 33,520 31,786
29,787 29,446 23,230
4,343 933 5,703
4 476 1,794
(906) (1,068) (1,281)
33,228 29,787 29,446
3,140 (3,733) (2,340)
(2,384) (1,322) (1,594)
2,340 1,388 1,535
(9,429) 1,604 870
$ (6,333) $ (2,063) $ (1,529)
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The weighted average assumptions used in detergnineobligations of pension benefit plans are shbelow:

June 30
December31, e
1999 1999 1998
Discount rate 7.75% 7.00% 7.00%
Expected return on plan assets 9.00% 9.00% 9.00%
Rate of compensation increase 5.00% 5.00% 5.00%

Subsequent to the spin-off of CIRCOR which toolcplan October 18, 1999, CIRCOR became liable f@iptyment of all pension plan
benefits earned by CIRCOR employees prior to alidviing the spin-off who retire after the spin-offne Company's pension plan
transferred assets to the CIRCOR pension plantendrhount of the assets was calculated based oalthize percentage of the Projected
Benefit Obligation. Such amount was adjusted toplgnwith the asset allocation methodology set fanth

Section 4044 of the Employee Retirement Income $gofict of 1974, as amended.

(14) Contingencies and Environmental Remediation
Contingencies

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

California False Claims Act. The complaint alle¢fest a former subsidiary of the Company sold preslutilized in municipal water systems
that failed to meet contractually specified staddand falsely certified that such standards had lbeet. The complaint further alleges that
the municipal entities have suffered tens of milief dollars in damages as a result of defectigdyrcts and seeks treble damages,
reimbursement of legal costs and penalties. Thegaomintends to vigorously contest this matterdautnot presently determine whether any
loss will result from it. Other lawsuits and prodewgs or claims, arising from the ordinary cour§eerations, are also pending or threatened
against the Company and its subsidiaries.

The Company has established reserves which it pilgdeelieves are adequate in light of probable estimable exposure to pending and
threatened litigation of which it has knowledge wéwer, resolution of any such matters during aifipgeeriod could have a material effect
on quarterly or annual operating results for theiqal.

Environmental Remediation

The company is currently a party to or otherwiseined in various administrative or legal procegdiminder federal, state or local
environmental laws or regulations involving a numdfesites. The level of contamination varies diigantly from site to site as do the related
levels of remediation efforts. Environmental lidgtiils are recorded based on the most probablei€&swn, or on the estimated minimum
cost of remediation. The Company's accrued estireigironmental liabilities are based on assumptiarich are subject to a number of
factors and uncertainties. Circumstances whichatfatt the reliability and precision of these esties include identification of additional
sites, environmental regulations, level of cleareguired, technologies available, number and firrdrmondition of other contributors to
remediation and the time period over which reméaliatnay occur. The Company recognizes changedimates as new remediation
requirements are defined or as new information esoavailable. The Company estimates that its adeeavironmental remediation
liabilities will likely be paid over the next fivio ten years.
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(15) Financial Instruments
Fair Value

The carrying amounts of cash and cash equivaltati receivables and trade payables approximiatediae because of the short maturit
these financial instruments.

The fair value of the Company's388% notes, due December 2003, is based on quaddetprices. The fair value of the Company's \dei
rate debt approximates its carrying value. Theyg@gramount and the estimated fair market valutnefCompany's long-term debt, including
the current portion, are as follows:

December 31, Ju ne 30, June 30,
1999 1999 1998
(int housands)
Carrying amount $129,674 $2 17,963  $107,617
Estimated fair value 131,452 2 22,441 114,907

Derivative Instruments

The Company uses foreign currency forward exchaogéacts to reduce the impact of currency fluétunest on certain anticipated
intercompany purchase transactions that are exgppézt@ccur within the fiscal year and certain otfoeeign currency transactions. Related
gains and losses are recognized when the congagii®e, which is generally in the same period asuhderlying foreign currency
denominated transaction. These contracts do ngg¢ctuthe Company to significant market risk frontleange movement because they offset
gains and losses on the related foreign currenogrdenated transactions. At June 30, 1999, the Cagnpad forward contracts to buy fore
currencies with a notional value $9.0 million anthia market value of ($0.6) million. These contsawere transferred to CIRCOR as part of
the spin-off transaction. At December 31, 1999,Gloenpany had no outstanding forward contracts jofbreign currencies.

The Company uses commodity futures contracts tthéixprice on a certain portion of certain raw miate used in the manufacturing proce
These contracts highly correlate to the actuallpases of the commodity and the contract valuessflected in the cost of the commodity as
it is actually purchased. At June 30, 1999, the @amy had outstanding contracts with a notional¥&iu$3.5 million and a fair value of $0.2
million. In December 1999, these contacts were aalfithe Company realized a gain of approximat@!$ #illion. This gain has been
deferred at December 31, 1999 and will be off-gairast the costs of January and February 2000 raterial purchases, hedged in the
original transaction. There were no commodity cacis outstanding at December 31, 1999.

The Company also enters into derivative contrdes ¢onvert specific variable rate borrowings ifited rate debt instruments. At December
31, 1999, the Company had an outstanding inteagstswap that converted 20 million Euro of the tings under variable rate EURO Line
of Credit to a fixed rate borrowings at 4.3%. Teigap agreement expires in September 2002 andfaasvalue of $0.5 million at December
31, 1999.
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(16) Segment Information
The following table presents certain operating seginmformation:

North Corporate
America Europe Asia Adjustments  Consol idated
(in thousands)
Six Months Ended December 31, 1999

Net Sales $ 191,349 $58,651  $9,110 - $25 9,110
Operating income 21,645 7,252 731 (70) 2 9,558
Identifiable assets 328,249 136,246 23,401 (818) 48 7,078
Capital expenditures 8,764 1,396 133 - 1 0,293
Depreciation and amortization 6,373 2,537 315 - 9,225

Year Ended June 30, 1999

Net Sales $ 369,193 $92,247 $13,018 - $47 4,458
Operating income 38,536 11,228 1,608 466 5 1,838
Identifiable assets 484,784 133,720 22,374 (3,136) 63 7,742
Capital expenditures 17,987 3,471 74 - 2 1,532
Depreciation and amortization 12,851 3,921 684 - 1 7,456

Year Ended June 30, 1998

Net Sales $ 345,346 $82,837 $13,894 - $44 2,077
Operating income 36,754 8,258 1,984 75 4 7,071
Identifiable assets 443,224 87,463 23,719 (1,510) 55 2,896
Capital expenditures 19,839 2,621 596 - 2 3,056
Depreciation and amortization 11,491 3,182 668 - 1 5,341

Each operating segment is individually managedtasdseparate financial results that are reviewettidfCompany's chief operating
decision-maker.

All intercompany transactions have been eliminaéed, intersegment revenues are not significant.
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(17) Quarterly Financial Information (Unaudited)

First Second
Quarter Quarter
(in tho usands, except per share information)
Six months ended December 31, 1999:
Net sales $130,330 $128,780
Gross profit 46,894 46,363
Net income from continuing operations 9,042 7,426
Net income 8,297 6,945
Per common share:
Basic
Income from continuing operations .34 .28
Net income .31 .26
Diluted
Income from continuing operations .34 .28
Net income .31 .26
Dividends per common share .0875 .0875
First Second Third Fourth
Quarter Quarter Quarter Quarter
(in thousands, except per share infor mation)
Fiscal year ended June 30, 1999:
Net sales $113,269 $114,310 $116,972 $129,907
Gross profit 41,086 40,833 41,888 47,906
Net income from continuing operations 7,893 7,332 6,905 7,324
Net income 12,388 11,256 6,905 5,407
Per common share:
Basic
Income from continuing operations .29 .27 .26 27
Net income .46 42 .26 .20
Diluted
Income from continuing operations .29 .27 .26 .27
Net income .46 42 .26 .20
Dividends per common share .0875 .0875 .0875 .0875
Fiscal year ended June 30, 1998:
Net sales $111,839 $111,844 $108,166 $110,228
Gross profit 41,163 40,496 39,028 39,238
Net income from continuing operations 7,326 7,613 7,259 5,925
Net income 13,620 13,609 14,041 12,099
Per common share:
Basic
Income from continuing operations .27 .28 27 22
Net income .50 .50 .52 .45
Diluted
Income from continuing operations .27 .28 .26 22
Net income .50 .50 .51 44
Dividends per common share .0775 .0775 .0875 .0875

39



Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Statements (contint

Schedule lI-Valuation and Qualifying Accounts Wattdustries, Inc. Continuing Operations

(Dollar amounts in thousands)

Column A Column B Column C Column D
Additions
Charged to Other  Deductions--
Balance at  Char ged to Costs Accounts-- Describe
Description Beginning of Period an d Expenses Describe 1)

Six months ended
December 31, 1999
Deducted from asset

account:
Allowance for doubtful
accounts $7,747 $87 $98 (2) $1,202

Year ended June 30, 1999
Deducted from asset

account:
Allowance for doubtful
accounts $6,821 $1,728 $747 (3) $1,549

Year ended June 30, 1998
Deducted from asset

account:
Allowance for doubtful
accounts $6,236 $2,201 $1,616

(1) Uncollectible accounts written off, net of reeoies.
(2) Reclassification of balance from discontinugeémtions to continuing operations.
(3) Balance acquired through acquisition of Cazgar8.p.A during fiscal 1999.
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Balance
at End of
Period

$6,730

$7,747

$6,821
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(15) Relevant exhibit to Registrant's Form S-8 (B&3-32685) dated August 1, 1997.

(16) Relevant exhibit to Registrant's Form 8-K da®eptember 4, 1996.

(17) Relevant exhibit to Registrant's Form 10-Qdoarter ended March 31, 1998.

(18) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1997.

(19) Notes to Consolidated Financial Statementse [2af this Report.

(20) Exhibit 2.1 to CIRCOR International, Inc. Antenent No. 1 to its registration statement on Foénfiléd on September 22, 1999. (File
No. 00(-26961).

(21) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1998.

(22) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1999.

* Filed as an exhibit to this Report with the Setes and Exchange Commission
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Exhibit 21
DIRECT AND INDIRECT SUBSIDIARIES OF WATTS INDUSTRIE S, INC.
DOMESTIC:

Watts Finance Company [Delaware]

Watts International Sales Corp. [Massachusettsis\lavestment Company [Delaware]
Watts Regulator Company [Massachusetts]

Watts Securities Corp. [Massachusetts]

Rudolph Labranche, Inc. [New Hampshire]

Watts Drainage Products, Inc. [Delaware] [formekhcon U.S.A.] Anderson-Barrows Metals Corp. [Calif@] Jameco Industries, Inc. [New
York]

Webster Valve, Inc. [New Hampshire]

Ames Holdings, Inc. [Delaware]

Ames Company, Inc. [California]

Yolo-Ames Leasing Company, Inc. [California]

INTERNATIONAL:

Watts Industries (Canada) Inc. [Canada]

Watts Investment Company Canada Ltd. [Canada] ViZattzaniga S.p.A. [ltaly]
Cazzaniga Immobiliare S.r.I.

Watts Industries Europe B.V. [the Netherlands] Wattustries France S.A. [France]
Watts Industries Germany GmbH [Germany]

Wattsco International [U.S. Virgin Islands] Watts€an BV [the Netherlands]
Watts Eurotherm SA [France]

Watts UK Ltd. [United Kingdom]

Watts G.R.C. SA [Spain]

Watts Intermes AG [Switzerland]

Watts Intermes GmbH [Austria]

Watts Intermes SpA [ltaly]

*Intermes UK Ltd [United Kingdom]

Watts Europe Services BV [the Netherlands] Watt$.R. GmbH [Germany]
Anderson Barrows B.V. [the Netherlands]

B.V. Philabel [the Netherlands]

Watts AG [Switzerland]

Watts Ocean NV [Belgiar



WIG Armaturen Vertriebs, GmbH [Germany]

WSA Heizungs und Sanitartechnik GmbH[Germany] WI€rWaltungs und Beteiligungs GmbH [Germany] WLI IS[ttaly][formerly ISI
SpA]
Watts Londa SpA [ltaly][formerly Watts ISI SpA]

In addition to the foregoing, the Company hold98&b8nterest in Tianjin Tanggu Watts Valve Compatipited, a Chinese joint venture. The
Company also holds a 49% interest in Jameco Irniiems LLC.

* dissolution pending



Exhibit 23
INDEPENDENT AUDITORS' CONSENT

The Board of Directors and Stockholders
Watts Industries, Inc.

We consent to the incorporation by reference infeHewing registration statements of Watts Indigsty Inc. and any amendments thereto (1)
No. 33:-32685 on Form S-8, (2) No. 33-37926 on Form S3BNp. 33-69422 on Form S-8, (4) No. 33-64627 om8-8, (5) No. 33-30377
on Form S-8 of our report dated February 8, 208#ating to the consolidated balance sheet of Wiadhgstries, Inc. and subsidiaries as of
December 31, 1999, and June 30, 1999 and 1998&:ldted consolidated statements of operationskistdders' equity and cash flows for the
six-month period ended December 31, 1999 and sigalfyears ended June 30, 1999 and 1998, and thatda and Qualifying Account
Schedule, which reports appear in the Decembet®19 annual report on Form 10-K of Watts Industries.

/sl KPMG LLP

Bost on, Massachusetts
March 17, 2000



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM DECEMBER 31, 1999 FINANCIAL
STATEMENTS AND IS QUALIFIED IN ITS ENTIRETY BY REFRENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE 6 MOS
FISCAL YEAR END DEC 31 199
PERIOD END DEC 31 199
CASH 10,64
SECURITIES 2,37:
RECEIVABLES 101,03!
ALLOWANCES 6,73(
INVENTORY 112,82;
CURRENT ASSETS 252,83
PP&E 226,69:
DEPRECIATION 96,46
TOTAL ASSETS 487,07
CURRENT LIABILITIES 111,09¢
BONDS 129,67
COMMON 2,63¢
PREFERRED MANDATORY 0
PREFERREL 0
OTHER SE 216,86
TOTAL LIABILITY AND EQUITY 487,07
SALES 250,11
TOTAL REVENUES 250,11
CGS 165,85:
TOTAL COSTS 229,55;
OTHER EXPENSES 4,147
LOSS PROVISION 87
INTEREST EXPENSE 4,45¢
INCOME PRETAX 25,41°
INCOME TAX 8,04:
INCOME CONTINUING 16,46¢
DISCONTINUED (1,226
EXTRAORDINARY 0
CHANGES 0
NET INCOME 15,24
EPS BASIC 0.57
EPS DILUTED 0.5€

1INCLUDES LONG TERM DEBT AND CURRENT PORTION

2 INCLUDES ONLY COST OF GOODS SOLD AND OPERATING EXREES.
3 INCLUDES INTEREST EXPENSE AND LOSS PROVISION SHOVB¥LOW.

End of Filing

pmmdaylili{i;\[_{m

i

© 2005 | EDGAR Online, Inc.



