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PART |
ltem 1. BUSINESS.
General

Watts Industries, Inc., (the "Company") designsphuafactures and sells an extensive line of valveshie plumbing and heating, water qual
industrial, and oil and gas industries. Watts lvasi$ed on the valve industry since its inceptioh8@4, when it was founded to design and
produce steam regulators for New England textilksmihe Company was incorporated in Delaware 8519 oday, the Company is a
leading manufacturer and supplier of plumbing aedtimg and water quality valve products, which actdor approximately 60% of its sal
The Company's growth strategy emphasizes inteeadldpment of new valve products and entry into neavkets for specialized valves and
related products through diversification of itssiig business and strategic acquisitions in rdlatesiness areas, both domestically and
abroad.

On December 15, 1998, the Company announced passrtoff its industrial, oil and gas businesses intepasate publicly traded compa
CIRCOR International, Inc. Under the terms of thenped spin-off transaction, which is expectedeéa@bmplete on or about October 18,
1999, the Company will distribute one share of CO®Ccommon stock to each record shareholder of dmpany for every two shares of
Company common stock owned as of the record datbdtyshareholder (the "Distribution™). After thésBibution, the Company will

continue to manufacture and distribute plumbing la@ating and water quality products through ite¢hgeographic business segments: North
America, Europe, and Asia.

The Board of Directors and management of the Compawe determined that separation of the industibbnd gas businesses from the
plumbing and heating and water quality businessibgins of the spionff of CIRCOR is in the best interests of the CompaCIRCOR and tF
Company's shareholders. In reaching this conclusienCompany's Board of Directors and managenwrgidered, among other things, t

o the separation will allow CIRCOR to raise equiipital in the financial markets to fund its plan future growth in order to expand its
market positions in the instrumentation and flledulation and petrochemical industries;

o the Company's plumbing & heating and water gualitsiness and CIRCOR's instrumentation and fleglitation and petrochemical
businesses are distinct, complex businesses wfdrelit challenges, strategies and means of daisgbss and that the businesses will be
better positioned to respond to the opportunities @hallenges in their respective industries ardety achieve their full potential under
separate ownership;

o the separation will permit the management ofGbenpany and CIRCOR to focus on the opportunitiesa@rallenges specific to their
respective businesses;

o the separation will allow CIRCOR to offer empleyiacentives that are more directly linked to teefgrmance of the instrumentation and
fluid regulation and petrochemical businesses abtttese incentives are better aligned with ther@sts of CIRCOR shareholders; and

o the separation will result in two distinct pubjitraded equity securities that will enable inwestto better understand and evaluate the
respective businesses of the Company and CIRCOR.

On May 11, 1999, the Company's Board of Directated to amend the Company's By-Laws to change tlmep@ny's fiscal year from June
30 of each year to December 31 of each year. Timep@oy will file a report on Form 10-K covering ttransition period of July 1, 1999 to
December 31, 1999 ("Fiscal 1999.5").



The business description which follows describesgineral development of the Company's entire basifor the fiscal year ended June 30,
1999, including its plumbing and heating and watgaility business and its industrial, oil and gasitess. The Company and its plumbing
heating and water quality business intended toobelected after the Distribution is also descriladappropriate.

The Company's plumbing and heating and water gqualdduct lines include safety pressure relief galwater pressure regulators,
thermostatic mixing valves, ball valves, automatatrol valves, water distribution manifolds, zaradves, thermostatic radiator valves, ch
valves, and valves for water service primarilyesidential and commercial environments, and metdl@astic water supply/drainage
products including stop valves, tubular brass petgliaucets, drains, sink strainers, compresgiadiflare fittings, and plastic tubing and
braided metal hose connectors for residential cocsbn and home repair and remodeling, backfloewpnters for preventing contamination
of potable water caused by reverse flow within wateply lines and fire protection equipment, arairdsystems for laboratory drainage and
high purity process installations.

The Company's industrial, oil and gas product lineide steam regulators and control devicesrfdustrial, HYAC and naval/marine
applications; pneumatic valve and motion switchdpiais for medical, analytical, military and aeraspapplications; ball valves, solenoid
valves, cryogenic valves, pneumatic and electrigaors, strainers, relief valves, check valves, lautterfly valves for industrial applicatior
and needle valves, metering valves, plug valvés fiitings, floating and trunnion ball valves, glime closures, specialty gate valves, oil f
check valves, and large ball valves for the oil gad, and chemical and 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 andfigurations of its valves. Products represenéingajority of the Company's sales have been
approved under regulatory standards incorporatedsiiate and municipal plumbing and heating, bngdind fire protection codes, and
similar approvals from oil and gas industry staddaagencies and from various agencies in the Earoperket have been obtained. The
Company has consistently advocated the developamehénforcement of performance and safety standandsis currently planning new
investments and implementing additional procedagegart of its commitment to meet these standaius Company maintains quality
control and testing procedures at each of its netufing facilities in order to produce product€@mpliance with code requirements.
Additionally, a majority of the Company's manufaatg subsidiaries have either acquired or are warko acquire ISO 9000, 9001 or 9002
certification from the International Organizatiar Standardization (ISO).

On July 22, 1998, a wholly owned subsidiary of @@nmpany acquired Hoke, Inc. ("Hoke") located ing3igll, New Jersey. Hoke
manufactures industrial valves and fittings, cairsgsof miniaturized pressure regulators, needleas metering valves, ball valves, plug
valves and its line of Gyrolok(R) tube fittings fioistrumentation applications, for the chemical pattochemical, oil and gas, industrial,
OEM, and analytical instrumentation markets. Hokales for the Company's fiscal year ended Jun& were approximately
$60,000,000. On January 14, 1999, the Company &S| Equipment, Inc. ("SSI") located in Burliogt Ontario. SSI manufactures an
extensive line of strainers that are used in coraiakand industrial applications. Based on SSkvijmus sales, SSI should provide
approximately $4,000,000 of sales to CIRCOR angu@élh April 8, 1999, a wholly owned subsidiary bétCompany acquired Go Regula
Inc. ("Go Regulator") located in San Dimas, Caliier Go Regulator manufactures a complete line@$gure regulators and reducers for the
control of either liquid or pneumatic pressure ingess, instrumentation, and analytical applicati@o Regulator had sales of approximately
$5,200,000 for its most recent twelve month pertdoke, SSI, and Go Regulator will be spun-off ag pACIRCOR in the Distribution.

On March 9, 1999 a wholly owned subsidiary of ttempany acquired Cazzaniga S.p.A. ("Cazzaniga"téata Biassono, Italy near Milan.
Cazzaniga, whose last twelve (12) months sales amweoximately $35 million, is an integrated mamtdfiger of plumbing and heating
products including water distribution manifoldsneovalves, check valves, and their principle lihthermostatic radiator valves. The
manufacturing plant features a



yellow brass forging foundry, high speed chuckiraciines with robotics, German automatic screw nmeshiand extensive automa
assembly contained within a 211,000 square fodlitiac

The Company relies primarily on commissioned regmégtive organizations, some of whom maintain asigged inventory of the Compan
products, to market its product lines. These omatiins, which accounted for approximately 59%hef Company's net sales in the fiscal
ended June 30, 1999, sell primarily to plumbing hedting wholesalers, DIY Market accounts, andmsteéadustrial, and oil and gas
distributors for resale to end users in the Un@¢ates and abroad. The Company anticipates treatthé& Distribution commissioned
representative organizations will account for agpmately 73% of the Company's net sales. The Compalis metal and plastic water
supply/drainage products including valves, tubblass products, faucets, drains, sink strainerapeession and flare fittings, plastic tubing
and braided metal hose connectors for the resalestinstruction and home repair and remodelingstrés through do-it-yourself plumbing
retailers, national catalog distribution compankesdware stores, building material outlets andilFkebme center chains ("DIY Markets") and
through the Company's existing plumbing and heatihglesalers. The industrial product line is s@ldidbmestic process industries through
distributors and to aerospace and aircraft indesstirough special distributors and manufacturepsesentatives, and the oil and gas product
line is sold to domestic oil and gas industriestigh stocking supply stores and internationallptigh commissioned agents. The Company
also sells products directly to certain large arédiequipment manufacturers (OEM's) and privatellabcounts. The Company also maintains
direct and indirect sales channels for water valstsam valves, relief valves, shut-off valves,athealves, butterfly valves, ball valves and
flow meters to the power generation, maritime, ingatventilation and air-conditioning, irrigatiofire protection, and refrigeration industries
and utilities. The Company believes that salef¢orésidential construction and to the oil andrgaskets may be subject to cyclical variati

to a greater extent than its other targeted marketsng all of fiscal 1999, sales to the oil arabgnarkets declined as depressed oil and gas
prices led producers to spend less on maintenaggeair, exploration, and drilling projects. HoweMeecause the Company sells into diffel
geographic areas, and to large and diverse cussotherpotential adverse effects from cyclical aioins tend to be mitigated. No assurance
can be given that the Company will be protectechfeobroad downturn in the economy. There was mglesicustomer which accounted for
more than 10% of the Company's net sales in tlalfissar ended June 30, 1999.

The Company has a fully integrated and highly aatieth manufacturing capability including foundry ogi@ns, 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 maintaifisgnanufacturing 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 $89,943,000 on
capital expenditures over the last three fiscaty:€Bhe Company has budgeted $10,000,000 for FI989.5 for plumbing and heating and
water quality primarily for manufacturing faciliseand equipment. See "Properties” below. The Cognjgamlso completing its
implementation of an integrated enterprise-widéveaife system in most of its U.S. and Canadian locatto make operations more efficient
and to improve communications with suppliers anst@mers. Capital expenditures were $31,031,000,1$29000, and $29,742,000 for fis
1999, 1998, and 1997, respectively. Depreciatiahanortization for such periods were $30,218,0@3,#35,000, and $20,828,000,
respectively.

Five significant raw materials used in the Compspybduction processes are bronze ingot, brasstaid)ess steel, cast iron, and carbon
steel. While the Company historically has not eigrazed significant difficulties in obtaining thesemmodities in quantities sufficient for its
operations, there have been significant changtein prices. The Company's gross profit margimsaaiversely affected to the extent that the
selling



prices of its products do not increase proportielyavith increases in the costs of bronze ingasbrod, stainless steel, cast iron, and carbon
steel. Any significant unanticipated increase ardase in the prices of these commodities coul@madly affect the Company's results of
operations. However, increased sales volume, @aweatiaterials management program, and the diveosityaterials used in the Company's
production processes have somewhat diminishedrthadt from changes in the cost of these five ratertas. No assurances can be given
that such factors will protect the Company fromufetchanges in the prices for such raw materials.

The domestic and international markets for valvesirtensely competitive and include companies ggsing greater financial, marketing and
other resources than the Company. Management @vagidoduct reputation, price, effectiveness dfitistion and breadth of product line to
be the primary competitive factors. The Companyelek that new product development and productheeging are also important to succ

in the valve industry and that the Company's pasiiin the industry is attributable in significararpto its ability to develop new and
innovative products quickly and to adapt and enbaisting products. During fiscal 1999, the Compeontinued to develop new and
innovative products to enhance market positioniaméntinuing to implement manufacturing and desigygrams to reduce costs. The
Company employs approximately 90 engineers andhteieims, which does not include engineers workinthe Chinese joint ventures, who
engage primarily in these activities. Although @@mpany owns certain patents and trademarks thahgiders to be of importance, it does
not believe that its business and competitivenssswhole 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 15 of Not€ottsolidated Financial Statements
incorporated herein by reference. From time to tithe Company's results of operations may be adiyeasfected by fluctuations in foreign
exchange rates. Backlog was $80,541,000 at Au@yst®09 of which $24,255,000 was from continuingrapions and $98,645,528 at
August 14, 1998 of which $24,711,112 was from guuitig operations. The Company does not believeithdacklog at any point in time is
indicative of future operating results. Availablméls and funds provided from the Company's opearatwe sufficient to meet anticipated
capital requirements. See Item 7. "Management'sudgon and Analysis of Financial Condition anduResof Operations”, below as it
relates to the impact of foreign exchange ratescapital requirements.

As of June 30, 1999, the Company's domestic aradgomoperations employed approximately 4,600 peqyles 900 employees in the
Company's joint ventures located in the PeoplefsuBlc of China. After CIRCOR is spun-off in thediiibution, the Company will employ
approximately 2,600 people, plus 840 employeehéndompany's joint venture located in the Peoplefsublic of China. There are
approximately 165 employees that are covered Hgatole bargaining agreements in the United StatesCanada, but all of these employ
are employed by companies of CIRCOR that will benspff. The Company believes that its employeeti@ia are excellent.

Executive Officers

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

Name Position Age
Timothy P. Horne Chairman of the Board, C hief Executive Officer 61
and Director
David A. Bloss, Sr. President, Chief Operati ng Officer and Director 49
Kenneth J. McAvoy Chief Financial Officer, Treasurer, Secretary 59

and Director



Robert T. McLaurin Corporate Vice President of Asian Operations 68

Michael O. Fifer Group Vice President 42

William C. McCartney Vice President of Financ e and Corporate 45
Controller

Suzanne M. Zabitchuck  Corporate Counsel and As sistant Secretary 44

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 19d@ has served as Chief Executive Officer sinc&8l#nhd he became the Company's
Chairman of the Board in April 1986.

David A. Bloss, Sr., was appointed President anefG@perating Officer in April, 1997. He joined ti@®mpany as Executive Vice President
in July 1993 and has been a Director since Jaril@3¢. Prior to joining the Company, Mr. Bloss wasffve years associated with the Nor
Company, a manufacturer of abrasives and cuttialg tserving most recently as President of the &lgrasives Division. Mr. Bloss will be
the Chairman of the Board, Chief Executive Offiaad President of CIRCOR.

Kenneth J. McAvoy joined the Company in 1981 asp@oate Controller. He served as the Company's Riesident of Finance from 1984 to
1994. He has been the Chief Financial Officer are@h3urer since June 1986, and has been a Diréuter January 1994. Mr. McAvoy served
as Executive Vice President of European Operafiams January 1994 to June 1996. Mr. McAvoy has alwed as Secretary or Clerk since
January 1985.

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

Michael O. Fifer joined the Company in May 1994 avas appointed the Company's Vice President of @atp Development, which title
was recently changed to Group Vice President. Roigoining the Company, Mr. Fifer was Associatedator of Corporate Development w
Dynatech Corp., a diversified high-tech manufaaturem 1991 to April 1994,

William C. McCartney joined the Company in 1985CGmntroller. He was appointed the Company's Vicesiglent of Finance in 1994, and he
has been Corporate Controller of the Company sieé 1988.

Suzanne M. Zabitchuck has been Corporate Coungkédompany since joining the Company in DecemB82. Ms. Zabitchuck was
appointed Assistant Secretary in August 1993. Mdit€huck was associated with The Stride Rite Catfan, a shoe manufacturer, serving
as its Associate General Counsel and Clerk immelgtiatior to joining the Company.

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 JonegdDgrand its present and past owners, MuellerGeg International (U.S.) Inc. and
Watts Industries, Inc. in the California Superiau@t for Los Angeles County with a complaint thatight tens of millions of dollars in
damages. By this complaint and an amended comgilEidton November 4, 1998, ("First Amended CommigiArmenta, a former employ:e
of James Jones, sued on behalf of 34 municipaises qui tam plaintiff under the California Fal@aims Act. Late in 1998, the Los Angeles
Department of Water and Power ("DWP") intervenefith® remaining 33 named municipalities, four (Bamk, Pomona, Santa Monica and
South Gate) chose to intervene shortly before thertcimposed deadline of July 15, 1999. The cadlenaiv go forward with the
municipalities that have intervened.

The First Amended Complaint alleges that the Comisdrmer subsidiary (James Jones Company) soldugts which did not meet
contractually specified standards used by the namedcipalities for their water systems and falssytified such standards had been met.
Armenta claims that these municipalities were dasdaay their purchase of these products, and sealie tdamages, legal costs, attorneys'
fees and civil penalties under the False Claims Act

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

One of the lawsuit's allegations is the suggegtiah because some of the purchased James Jonestgrack out of specification and contain
more lead than the 85 bronze specified, a riskutdip health might exist. This contention is preded on the average difference of about 2%
lead content in 81 bronze (6% to 8% lead) and 854® (4% to 6% lead) alloys and the assumptiontkiimivould mean increased
consumable lead in public drinking water. The emibeand discovery available to date indicate thiatis not the case.

In addition, bronze that does not contain more 8férlead is approved for home plumbing fixtureghmy City of Los Angeles, and the
Federal Environmental Protection Agency definesafrfer pipe fittings with no more than 8% lead &=l free" under Section 1417 of the
Federal Safe Drinking Water Act.

The Company intends to contest this matter vigdywasd discovery is currently under way. Preseritig Company cannot determine
whether any loss will result from this litigatiocBee Note 13 of the Notes to the Consolidated FinbBtatements.

Product Liability

Leslie Controls, Inc. and Spence Engineering Complaoth subsidiaries of the Company, are involvethérd-party defendants in various
civil product liability actions pending in the U.Bistrict Court, Northern District of Ohio. The uerdlying claims have been filed by present or
former employees of various shipping companiepé&sonal injuries allegedly received as a resudxsure to asbestos. The shipping
companies contend that they installed in their &lsssertain valves manufactured by Leslie Contmald/or Spence Engineering which
contained asbestos. The Company maintains proidibdity and other insurance coverage which it &e&dis to be generally in accordance \
industry practices. Nonetheless, such insurancerage may not be adequate to protect the Compdlgyafiainst substantial damage claims
which may arise from product defects and failu@sverage with respect to these matters has bepuatdisby certain of the carriers and,
therefore, recovery is questionable, a factor withéhCompany has considered in its evaluation eg@éhmatters. Based on facts presently
known to it, the Company does not believe the auiof these proceedings will have a material adveffect on its financial condition or
results of operations.



Environmental

Certain of the Company's operations generate aolithazardous wastes, which are disposed of elsewlerrangement with the owners or
operators of disposal sites or with 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 ratioihs requires the Company to incur
expenses and monitor its operations on an ongasbThe Company cannot predict the effect ofrbutaquirements on its capital
expenditures, earnings or competitive position tugny changes in federal, state or local envirantaidaws, regulations or ordinances.

The Company is currently a party to or otherwismlmed with various administrative or legal procieed under federal, state or local
environmental laws or regulations involving a numdsfesites, in some cases as a participant in apgod potentially responsible parties
("PRPs"). Three of these sites, the Sharkey andb@dmndfills in New Jersey, and the San GabrieleydEl Monte, California water basin
site, are listed on the National Priorities Listithespect to the Sharkey Landfill, the Company been allocated .8144% of the remediation
costs, an amount which is not material to the Caomphllo allocations have been made to date witheesp the Combe Landfill or San
Gabiriel Valley sites. The EPA has formally notifieelveral entities that they have been identifiedeasg potentially responsible parties with
respect to the San Gabriel Valley site. As the Camypvas not included in this group, its potentiadalvement in this matter is uncertain at
this point given that either the PRPs named to diatke EPA could seek to expand the list of paddigtresponsible parties. In addition to the
foregoing, the Solvent Recovery Service of New Bndlsite and the Old Southington landfill site,tbiot Connecticut, are on the National
Priorities List, but, with respect thereto, the Gmamy has resort to indemnification from third psstand based on currently available
information, the Company believes it will be emtitlto participate in a de minimis capacity.

With respect to the Combe Landfill, the Companyergly paid approximately $414,000 as its share 6.8 million settlement in a CERCLA
cost recovery action filed by the U.S. EnvironméRtatection Agency. The New Jersey Departmentrofinmental Protection has filed a
related claim with respect to the same site foragmately $5.5 million in the New Jersey Supe@uurt for Morris County. The state action
has more defendants than the settled federal aeti@hpart of the state claim is for future costscly may be subject to negotiation.

During the quarter ending March 31, 1998, the Campaceived an administrative order from the Newndahire Department of
Environmental Services (the "NH DES") with resp@ctertain regulatory issues concerning its Framitliew Hampshire operation. The
Company has recently entered into an amended astnaitive order with the NH DES and has withdravereippeal of this matter. The state
agency has not as of yet issued any fines or pesaft connection with this matter.

Based on facts presently known to it, the Compargsdot 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 besuhject to other environmental proceedings adliies in the future which may be
material to the Company. See Note 13 of the Natéla Consolidated Financial Statements.

Other Litigation

Other lawsuits and proceedings or claims, arisinghfthe ordinary course of operations, are alsalipgnor threatened against the Company
and its subsidiaries. Based on the facts currdamthyvn to it, the Company does not believe thatuitimate outcome of these other litigation
matters will have a material adverse effect offirizncial condition or results of operation. Seg¢d\b3 of the Notes to the Consolidated
Financial Statements.



Item 2. PROPERTIES.

The Company maintains 41 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
27 manufacturing facilities located in the Unitadt8s, Canada, Europe and China. Many of thesiitsccontain 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 buildingdardllocated in (i) Spartanburg, South
Carolina and Southington, Connecticut; (i) Nendgahtaly and (iii) Tianjin, People's Republic of idh and the land located in (iv) Suzhou,
People's Republic of China, are leased by Hokeyiegse S.p.A. ("PBVS"), Tanggu Watts, and SuzhattgWalve Co., Ltd. ("Suzhou
Watts") respectively, under lease agreements gtimest of which are 10 years and 10 years, 6 ye@rge&rs, and 30 years, respectively. With
the exception of the Tanggu Watts property, thewotlescribed leased properties will become pa@lBICOR.

Upon completion of the spin-off of CIRCOR in thesBibution, the Company will maintain 22 facilitiesrldwide which will include 16
manufacturing facilities, 5 of which include fourah. With the exception of the Tanggu Watts propehte Company will own all of its maj
facilities. During fiscal 1999, the Company expathits manufacturing capabilities with the purchata building adjacent to its existing
facility in Spindale, North Carolina and the Compaold the former Jameco Industries property lat&éNyandanch, New York. Certain of
the Company's facilities are subject to mortgagesallateral assignments under loan agreemenislavig-term lenders. In general, the
Company believes that its properties, including Iniraery, tools and equipment, are in good conditwel] maintained and adequate and
suitable for their intended uses. The Company besi¢hat the manufacturing facilities are curreofhgrating at a level that management
considers normal capacity. This utilization is abjto change as a result of increases or decraasakes.

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,dRecbLiability, Environmental and Other Litigatidvatters”.

Item 3(b). None.
Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

There were no matters submitted during the founthrigr of the fiscal year covered by this Repo#d tate of security holders through
solicitation of proxies or otherwise.

Annual Meeting of Stockholders and Stockholder Propsals

On May 11, 1999, the Company's Board of Directated to amend the Company's By-Laws to change tlmep@ny's fiscal year from June
30 of each year to December 31 of each year. Timep@oy will file a report on Form 10-K covering ttransition period of July 1, 1999 to
December 31, 1999 ("Fiscal 1999.5"). As a consecgiefithe Company's decision to change its fiseal ¥nd and on-going activities related
to the spin-off of CIRCOR in the Distribution, t@®mpany has elected to postpone and reschedudl®d8&Annual Meeting of Stockholders
which would have been held on October 19, 1999ré&fbee, the Company intends to hold its next AnriMeaéting of Stockholders on or
about April 25, 2000.

In order for any stockholder proposal to be inctlidethe proxy statement for the Company's Annuaétihg of Stockholders, such proposal
must be received at the principal executive offisethe Company, 815
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Chestnut Street, North Andover, MA 01845, not ldtemn December 15, 1999 and must satisfy certd@s f the Securities and Exchange
Commission.

Nominations and proposals of stockholders may ladssubmitted to the Company for consideration @#thnual Meeting if certai

conditions set forth in the Company's bylaws atisfad, but will not be included in the proxy meagds unless the conditions set forth in the
preceding paragraph are satisfied. Such nominammnsther stockholder proposals) must be delivéoent mailed and received by the
Company not less than 75 days nor more than 12¢ giégr to the Annual Meeting which dates will bebFuary 3, 2000, and December 20,
1999, respectively. Shareholder proposals recdiyatie Company outside of the aforementioned daiiébe considered untimely received
for consideration at such Annual Meeting. To sukamibmination or other proposal, a stockholder khsend the nominee's name or prop
and appropriate supporting information requiredi®yCompany's bylaws to the Secretary of the Compathe address set forth above.

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 and fiscal 1998 and cash diviliepaid per share:

High Low Dividen H igh Low Dividend
1999 1998
First Quarter 24 5/16 16 1/2 $.0875 $27 3/4 $225/8 $.0775
Second Quarter 205/8 16 .0875 28 11/16 24 1/2 .0775
Third Quarter 17 12 1/4 .0875 313/8 261/16 .0875
Fourth Quarter 197/8 13 9/16 .0875 3015/16 207/8 .0875

There is no established public trading marketier€lass B Common Stock of the Company, which lid &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 slothe Company is convertible into one share o€l Common Stock (1 vote per
share). Aggregate common stock dividend paymenmtssical 1999, 1998, and 1997, were $9,358,0003&8000, and $7,992,000,
respectively. While the Company presently interdsantinue to pay cash dividends, payment of futivelends necessarily depends upon
the Board of Directors' assessment of the Compaaylsings, financial condition, capital requirenseaid other factors. See Note 9 of Notes
to Consolidated Financial Statements incorporatedih by reference regarding restrictions on payroedividends.

The number of record holders of the Company's Gla€®mmon Stock as of August 26, 1999 was 188.Ttmpany believes that the
number of beneficial shareholders of the Compatildsss A Common Stock was approximately 3,400 asugfust 26, 1999. The number of
record holders of the Company's Class B CommonkSte®f August 26, 1999 was 9.
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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 Operationgliied herein.

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

1999 1998 1997 1996(1 ) 1995
Selected Data
Net sales from continuing operations $ 474,458 $ 442,077 $ 447,235 $ 411,261 $ 362,014
Income (loss) from continuing operations 29,454 28,123 26,515 (24,824 ) 25,255
Net income (loss) 35,956 53,369 51,747 (50,285 ) 45,738
Total assets 637,742 552,896 526,366 370,454 376,894
Long-term debt 118,916 71,674 94,841 111,715 99,868
Income (loss) per share from continuing operations- diluted 1.10 1.03 0.97 (0.84 ) 0.85
Net income (loss) per share-diluted 1.34 1.95 1.89 (1.70 ) 1.54
Cash dividends declared per common share 0.350 0.330 0.295 0.265 0.235

(1) Fiscal 1996 net income includes an after-teacgh of $92,986,000 related to: restructuring co®25,415,000; an impairment of long-
lived assets of $63,065,000; other charges of $B30D0 principally for product liability costs, dtldnal bad debt reserves and environme
remediation costs; and additional inventory vahratieserves of $9,508,000.
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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 is expected to be completed in Oetob999, the holders of Watts common
stock will receive one share of CIRCOR common sfoclevery two shares of Watts stock held. The Camyfs results of operations have
been restated to reflect CIRCOR as discontinuedatipas for all periods presented.

Results of Operations

12 Months Ended June 1999 Compared to
12 Months Ended June 1998

Net sales from continuing operations for the twehanths ended June 30, 1999 increased by $32,381000.3%, to $474,458,000 frc
$442,077,000 in the fiscal year ended June 30, .IB88 increase in net sales is attributable tddhewing:

(Revenue $'s 1999-1998)

Internal Growth $25,455,000 5 7%
Acquisitions $10,095,000 2 .3%
Divestitures ($3,386,000) (] .8%)
Foreign Exchange $217,000 0 1%
Total Change $32,381,000 7 .3%

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

The Company's gross profit increased $11,788,000,486, to $171,713,000. The increased gross geofitimarily attributable to increased
sales. Gross margin remained consistent at 36.28tnfiscal 1999 and 1998.

Selling general and administrative expenses ineck&g,021,000 (6.2%) to $119,875,000. This incréaattributable to the inclusion of the
expenses of Cazzaniga, and increased variablagebipenses including commissions and freight aacketing costs.

Operating income from continuing operations inceea®4,767,000, or 10.1%, from $47,071,000 to $3,8B primarily due to increased
gross profit.

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

Income from discontinued operations, net of tasesreased $18,744,000 to $6,502,000. The Compangmied $6,166,000 in the current
year net afte-tax costs to execute the spin-off transaction s€reosts include taxes, certain relocation costs paofessional fees. Excluding
these costs, income from discontinued operationddvoave declined $9,578,000 and diluted earnimgshare would have decreased from
92 cents to 59 cents. Net sales from discontingedations increased $33,822,000 million (11.7%%381,711,000. The increase is primarily
due to the inclusion of net sales from acquired manies. Domestic oil and gas valves experienceztbng of 29.8% in net sales. The
competitive aspects resulted in abnormally lowipganvhile the reduced manufacturing levels causkedsof overhead absorption of fixed
expenses. Net sales of international oil and gh&salecreased 20.9%, as new project awards hgndicantly slowed due to market
conditions.

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. Jamessl@ompany was a subsidiary of the Company in theicipal water works division un
September 1996 when it was sold to Tyco Internatibtd. See Part I, Item 1, "Product Liability, Eronmental and Other Litigation
Matters."

Results of Operations
12 Months Ended June 1998 Compared to
12 Months Ended June 1997

The Company's net sales from continuing operationthe twelve months ended June 30, 1998 decrdas&8,158,000 or 1.1%, from
$447,235,000 to $442,077,000 compared to fiscal geded June 30, 1997. The decrease in net saésilmitable to the following:

(Revenue $'s 1998-1997)

Internal Growth $10,133,000 2.3%
Acquisitions $15,473,000 3.5%
Divestiture ($20,244,000) (4.5%)
Impact of Foreign Exchange ($10,520,000) (2.4%)

Total change ($5,158,000) (1.1%)

The increase in net sales from internal growthrimarily attributable to increased unit shipmemishe North American segment. The growth
in net sales due to acquired companies is primatthybutable to the inclusion for a full year d&tnet sales of Ames Company, Inc. ("Ames")
of Woodland, CA acquired in January 1997. Fisc@718ales included $13,415,000 for certain produeslof the Jameco business, imported
vitreous china and faucets, in which the Company awns a 49% minority interest, thereby eliminatthgse sales from the fiscal 1998
results. The Company also divested three intematiproduct lines which impacted fiscal 1998 salg$6,829,000. The Company's net sales
during fiscal 1998 were also adversely impactedtmnges in foreign exchange rates primarily assmtiaith the Company's European
operations.

Gross profit from continuing operations increas2@p$1,000, or 1.7%, to $159,925,000 in fiscal yeated June 30, 1998 and gross margin
increased as a percentage of sales from 35.2% 28636ompared to fiscal year ended June 30, 1998%.pH1centage increase is primarily
attributable to improved gross margins in the Nértherican segment and the full year inclusion ofesmvhich operates at a higher gross
margin than the Company average. These improvemesrts partially offset by manufacturing inefficiees associated with the relocation of
the Jameco product line into a Watts Regulatoofgah Spindale, North Carolina.
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Selling, general and administrative expenses ise@&4,201,000, or 3.9%, to $112,854,000. Thissse is primarily attributable to the
inclusion of the expenses of acquired companiesrasrdased variable selling expenses. This incrisgsartially offset by the effect of the
change in foreign exchange rates.

Operating income from continuing operations de@dakl,550,000 or 3.2%, from $48,621,000 to $47@XLand decreased as a percentage
of sales from 10.9% in fiscal 1997 to 10.7% in dist998. This decrease is primarily attributabléntweased variable selling expenses.

The Company's effective tax rate for continuingrapiens decreased from 36.5% in fiscal 1997 to @i fiscal 1998 primarily due to the
implementation of tax planning strategies andzdtion of net operating loss carryforwards.

Income from continuing operations increased by exiprately $1,608,000, or 6.1%, to $28,123,000. Tiisease is primarily attributable to
the increased net sales and improved gross margins.

The Company's consolidated results of operatiomsnapacted by the effect that changes in foreigrtharge rates have on its international
subsidiaries operating results. Changes in foreiginange rates had an immaterial impact on netrieda fiscal 1998.

Net sales from discontinued operations increasddr84,000 (5.4%) to $287,889,000 in the year eldde@ 30, 1998. This increase is du
the inclusion of net sales from acquisitions aralititreased unit shipments of international oil gad valves as well as increased unit
shipments of domestic instrumentation valves. Inedrom discontinued operations net of taxes in@e&3,222,000 or 14.6% from the
period ended June 30, 1997. The increase is de@riongs generated by acquisitions and the incdeasesales and gross margins on
international oil and gas valves.

LIQUIDITY AND CAPITAL RESOURCES

During the twelve month period ended June 30, 1B83Company generated $48,286,000 in cash flow frontinuing operations, which was
principally used to fund capital expenditures o1 $32,000 and finance acquisitions. These capifaditures were primarily for
manufacturing machinery and equipment and inforomatiechnology as part of the Company's commitn@obhtinuously improve its
manufacturing capabilities. The Company's capitpkeaditure budget for the remaining calendar y&&91lis $10,000,000.

On March 9, 1999, a wholly owned subsidiary of @@mpany acquired the stock of Cazzaniga S.p.A. e/test twelve (12) months' sales
were approximately $35 million. Cazzaniga, is aegnated manufacturer of plumbing and heating petsdimcluding water distribution
manifolds, zone valves, radiator air purge valagsl their principle line of thermostatic radiatatwes. The manufacturing plant features a
yellow brass forging foundry, high speed chuckirgchines with robotics, automatic screw machined,eattensive automated assem
contained within a 211,000 square foot facility.

During the year ended June 30, 1999, the Compayezhinto a syndicated credit facility with a gpoof European banks in the amount o
million Euros. This credit facility has severalricdes which provide credit to the Company for agueup to five (5) years. The purpose of
this credit facility is to fund acquisitions in Eye, support the working capital requirements guaed companies, and for general corporate
purposes. As of June 30, 1999, 19,600,000 Eura® 283,000) were borrowed under this line of credit

As of June 30, 1999 Watts has an unsecured $126mlihe of credit which will remain in effect uhthe Company executes the spin-off of
CIRCOR. On the effective date of the spin-off, @@mpany will execute an amended $100 million liferedit facility to support the
Company's acquisition program, working capital
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requirements of acquired companies, and for geergbrate purposes. At June 30, 1999 the Compady$h04 million outstanding on the
line of credit and was in compliance with all bankicovenants related to this facility.

In anticipation of the spin-off of CIRCOR from t®@mpany, CIRCOR is negotiating with financial ihgtions for both lines of credit and
private placement debts totaling approximately $tfilon. Proceeds will be used to fund allocatettdfrom the Company and for future
potential strategic activities.

Working capital at June 30, 1999 was $267,912,@0pared to $237,373,000 at June 30, 1998. Theohtiarrent assets to current liabilit
was 2.7:1 at both June 30, 1999 and June 30, L& and short term investments were $12,774,000na&t 30, 1999 and $10,767,000 at
June 30, 1998. Debt as a percentage of total ¢ta&pitployed was 38.9% at June 30, 1999 compared.8%2at June 30, 1998. This increase
is attributable to the borrowings associated wityusitions.

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

The Company from time to time is involved with puatl liability, environmental proceedings and otliggation proceedings and incurs costs
on an ongoing basis related to these matters. Bngp@ny has not incurred material expendituressicafi1999 in connection with any of
these matters. See Part |, Item 3, "Legal Procegsdin

YEAR 2000 Compliance

The Company has developed a comprehensive progranidress its potential exposure to the Year 288l The Company manages the
program by having each subsidiary and operatingidentify their own Year 2000 issues and develpprapriate corrective action steps,
while instituting a series of management procetistscoordinate and manage the program acrossatmpé&ny. The Company's Corporate
Vice President of Administration has been assigesgonsibility for the overall coordination and ritoring of the program, including
establishment of policies, tracking progress, aweilaging solutions across the Company.

A significant portion of the Company's Year 2008uiss relative to its information technology systemesbeing addressed as part of the
Company-wide initiative to upgrade and replacéntsrmation systems which began in fiscal 1997 Jéne 30, 1999, approximately 90% of
the Company's critical information technology systeand approximately 95% of its other informatieahinology systems have been reple
or upgraded and are Year 2000 compliant. The Cognpapects to complete the replacement or upgradieeafemaining systems in the fall
of 1999.

Inventories, assessments and remediation actiarason-information technology systems, includingnufacturing equipment, have been
completed at June 30, 1999.

The Company has identified critical vendors, sugpliof information processing services, custonfarancial institutions and other third
parties and surveyed their Year 2000 remediatitortsf Additionally, the Company has contactedvathdors and third party suppliers in this
regard. A preponderant majority of vendors respdn¥endors not responding and those determinetbriod Year 2000 compliant have bt
replaced. This vendor survey and review processrngplete. The cost of the program was immateriaé Tompany did not utilize any
independent verification processes to confirm thase vendor responses were reliable. HoweveCdnepany's Purchasing Department
personnel communicate regularly with its criticehdors. This communication includes Year 2000 caanpé confirmation.

The Company has developed contingency plans faetfew vendors it considers critical. These arerdsally vendors that supply base raw
materials and certain component parts. The comingplans include
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increasing levels of on-site and consigned inventadditionally, raw materials are readily availalzZind most can be supplied by a number of
alternate vendors. These contingency plans for menare complete.

In addition, the Company's operations depend aasitructure in a number of foreign countries inahhit operates, and, therefore, a failur
any of those infrastructures could adversely afitsabperations. The Company's most significangifpr markets are Canada, China,
Germany, Italy, and the United Kingdom. In thesantdes, the Company is not aware of any signifiea@aknesses in their infrastructure.

The Company continues to develop detailed contiog@hans to deal with unexpected issues which ntayio These plans include the
identification of appropriate resources and respdaams. Individual business managers at eacled@@dmpany's subsidiaries and operating
units are responsible to ensure their businesgiimeccontinue to operate normally. While the sfiexivary by operation, the general
contingency planning strategies include: increasiiegon-hand supply of raw materials and finishedds; identifying alternate suppliers of
raw materials; ensuring key personnel (both busiaesl technical) are physically on-site; backingufical systems just before yeand; ant
identifying alternative methods of doing businesthwustomers as necessary.

Despite the Company's comprehensive program thep@oyncannot be completely sure that issues wildeotlop or events occur that could
have material adverse effects on the Company'#sesfioperation or financial condition. Neverthedethe Company does not expect a
material failure. The Company's Year 2000 prograuieisigned to minimize the likelihood of any fadlurccurring. The most reasonably
likely worse case scenario is that a short-terrmugitson will occur with a small number of customerssuppliers requiring an appropriate
response.

Spending for the program is budgeted, expenseacasred, and not expected to be material.
CONVERSION TO THE EURO

On January 1, 1999, 11 of the 15 member countfidsecEuropean Union adopted the Euro as their comiegal currency and established
fixed conversion rates between their existing seiger currencies and the Euro. The Euro trades oercy exchanges and is available for
non-cash transactions. The introduction of the Euiticaffect the Company as the Company has manufexg and distribution facilities in
several of the member countries and trades extelysicross Europe. The long-term competitive ingtlans of the conversion are currently
being assessed by the Company, however, the Comylmexperience 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 thedduction and conversion to the Euro.

The Company uses foreign currency forward exchaogéacts to reduce the impact of currency fluétunst on certain intercompany
purchase transactions that will occur within ttsedil year and other known foreign currency expasuriee notional amount of such contracts
and the related realized and unrealized gains@sst$ as of June 30, 1999 are not material.

OTHER

Certain statements contained herein are forwarkingo Many factors could cause actual results tedfrom these statements, including loss
of market share through competition; introductiérc@mpeting products by other companies; pressanngrices from competitors, suppliers,
and/or customers; regulatory obstacles; lack oépiance 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@gign exchange fluctuations;
cyclicality of industries in which the Company meik certain of its products and general and
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economic factors in markets where the Company'dyats are sold, manufactured or marketed; and éalctrrs discussed in the Company's
reports filed with the Securities and Exchange Cdgsion.

In 1998, the Financial Accounting Standards Boastiéd SFAS 132, "Employers' Disclosure about Peasiad Other Postretirement
Benefits," and SFAS 133, "Accounting for Derivatimstruments and Hedging Activities.” The Compaag hdopted SFAS 132. The
Company will adopt SFAS 133 on January 1, 2001.ifitpact of SFAS 133 on the combined financial stegiets is still being evaluated, but
is not expected to be material.

Also in 1998, the American Institute of Certifiedt#ic Accountants issued SOP 98-1, "Accountingttier Costs of Computer Software
Developed or Obtained for Internal Use," and SO 9&Reporting on the Costs of Start-Up ActivitieShe Company will adopt SOP 98-1
and SOP 98-5 in fiscal 2000. These statementsarexpected to have a material effect on the coetbfinancial statements.

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

The Company uses derivative financial instrumenitagrily to reduce exposure to adverse fluctuation®reign exchange rates and price:
certain raw materials used in the manufacturingg@ss. The Company does not enter into derivathanfiial instruments for trading
purposes. As a matter of policy all derivative tiosis are used to reduce risk by hedging underlgtmnomic exposure. The derivatives the
Company uses are straightforward instruments vdgthid 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 ifledtiThe Company then nets these natural hedgesifs gross exposures.

The Company's consolidated earnings are subjdttdinations due to changes in foreign currencyhexge 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 masinkss, including certain intercompany transactionreign currencies. Such
transactions are principally material purchasesate#s and are denominated in European currencibe &.S. or Canadian dollar. The
Company uses foreign currency forward exchangeractstto manage the risk related to intercompamghases that occur during the course
of a fiscal year and certain open foreign curreteyominated commitments to sell products to thadigs. At June 30, 1999 the Company
had forward contracts to buy foreign currenciedaiinotional value of $9 million and a fair value$8.4 million. At June 30, 1998, there
were no significant amounts of open foreign curyeiocward exchange contracts or related unrealgagds or losses.

The Company has historically had a very low expesarchanges in interest rates. Additionally, tleenany historically has strong cash
flows, and any amounts of variable rate debt ctelghaid down through cash generated from operatiintune 30, 1999, the Company was
primarily exposed to the Eurodollar interest ratetlte outstanding borrowings under its Euro linerefit facility. Information about the
Company's long-term debt including principal amsuartd related interest rates appears in Noteletodnsolidated financial statements
included herein.

The Company purchases significant amounts of brovgrat, brass rod, stainless steel, cast iron,cambon steel which are utilized in
manufacturing its many product lines. The Compaog&rating results can be adversely affected bpgdsin commodity prices if it is

unable to pass on related price increases to $t®mers. The Company manages this risk by mongaetated market prices, working with

its suppliers to achieve the maximum level of diighin their costs and related pricing, seekinggalative supply sources when necessary and
passing increases in commodity costs to its cugt®nme the maximum extent possible, when they ac&dditionally, on a
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limited basis, the Company uses commodity futusedracts to manage this risk. At June 30, 1999Cmmpany had outstanding commodity
futures contracts with a notional value of $3.5limnil and a fair value of $3.7 million.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA .
The index to financial statements is included igg&7 of this Report.
Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.
PART 1lI
Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.
Directors

Information required by this Item 10 will be filél an amendment to this report not later than I2@dfter the Company's fiscal year ended
June 30, 1999.

Executive Officers

Certain information with respect to the executifficers of the Company is set forth in Item 1 atheport under the caption "Executive
Officers".

Item 11. EXECUTIVE COMPENSATION.

Information required by this Item 11 will be filél an amendment to this report not later than I2@&dfter the Company's fiscal year ended
June 30, 1999.

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

Information required by this Item 12 will be filé an amendment to this report not later than 1@ dfter the Company's fiscal year ended
June 30, 1999.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

Information required by this Item 13 will be filé an amendment to this report not later than 1@&@&Gdfter the Company's fiscal year ended
June 30, 1999.

PART IV
ltem 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K.
(a)(2) Financial Statements
The following financial statements are includediseparate section of this Report commencing opdlge numbers specified below:
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Report of Independent Auditors ..............

Consolidated Statements of Operations for eac
in the Period Ended June 30, 1999 .....

Consolidated Balance Sheets as of June 30, 19

Consolidated Statements of Stockholders' Equi
Three Years in the Period Ended June 30

Consolidated Statements of Cash Flows for eac
in the Period Ended June 30, 1999 .....

Notes to Consolidated Financial Statements ..

(a)(2) Schedules

Schedule Il - Valuation and Qualifying Accoun
Three Years in the Period Ended June 30

All other schedules for which provision is ma

accounting regulations of the Securities and Exchan

...................... 21

h of the Three Years
...................... 22

99 and 1998 .......... 23
ty for each of the

,1999 ... 24

h of the Three Years
...................... 25
...................... 26

ts for each of the
,1999 ... 41

de in the applicable
ge Commission are not

required under the related instructions or areptiagble, and therefore have been omitted.

(a)(3) Exhibits

Exhibits 10.1-10.6, 10.8, 10.22, and 10.29 cortstitll of the management contracts and compenspléos and arrangements of the
Company required to be filed as exhibits to thisidal Report. Upon written request of any stockhiotdghe Chief Financial Officer at the
Company's principal executive office, the Compatilyprovide any of the Exhibits listed below.

Exhibit No. Description and Location
2.1 Distribution Agreement between Watts In
International, Inc. (20)
3.1 Restated Certificate of Incorporation, a
3.2 Amended and Restated By-Laws, as amended
9.1  Horne Family Voting Trust Agreement-1991
1991 (2), Amendments dated November 19,
(18), June 5, 1997 (18), August 26, 199
1997. (21)
9.2 The Amended and Restated George B. Horne
dated as of September 14, 1999 *.
10.1 Employment Agreement effective as of Sep
Registrant and Timothy P. Horne. (14)
10.2  Supplemental Compensation Agreement effe
between the Registrant and Timothy P. Ho
10.3 Deferred Compensation Agreement between
Horne, as amended. (4)
10.4 1996 Stock Option Plan, dated October 15
10.5 1989 Nonqualified Stock Option Plan. (3)
10.6  Watts Industries, Inc. Retirement Plan f
December 30, 1994, as amended and restat
1994, (12), Amendment No. 1 (14), Amendm
3 (14), Amendment No. 4 dated September
5 dated January 1, 1998 *, Amendment No.
Amendment No. 7 dated June 7, 1999*.
10.7  Registration Rights Agreement dated July
10.8  Executive Incentive Bonus Plan, as amend

19

dustries, Inc. and CIRCOR

s amended. (12)

May 11, 1999. (1)

dated as of October 31,
1996 (18), February 24, 1997
7 (18), and October 17,

Voting Trust Agreement-1997
tember 1, 1996 between the

ctive as of September 1, 1996
rne. (14)
the Registrant and Timothy P.

, 1996. (15)

or Salaried Employees dated
ed effective as of January 1,
ent No. 2 (14), Amendment No.
4,1996. (18), Amendment No.
6 dated May 3, 1999, and

25, 1986. (5)
ed. (12)



10.9  Indenture dated as of December 1, 1991 be
First National Bank of Boston, as Trustee
Note Due 2003. (8)

10.10 Loan Agreement and Mortgage among The Ind
Authority of the State of New Hampshire,
Arlington Trust Company dated August 1, 1

10.11  Amendment Agreement relating to Watts Reg
Franklin, New Hampshire, facilities) fina
1985. (4)

10.12 Sale Agreement between Village of Walden
Agency and Spence Engineering Company, |

10.13 Letter of Credit, Reimbursement and Guara
1994 by and among the Registrant, Spence
and First Union National Bank of North Ca
1 (14), Amendment No. 2 dated October 1,

10.14  Trust Indenture from Village of Walden In
to The First National Bank of Boston, as
(11)

10.15 Loan Agreement between Hillsborough Count
Authority and Leslie Controls, Inc. dated

10.16  Letter of Credit, Reimbursement and Guara
1994 by and among the Registrant, Leslie
Union National Bank of North Carolina (11
Amendment No. 2 dated October 1, 1996. (1

10.17  Trust Indenture from Hillsborough County
Authority to The First National Bank of B
July 1, 1994. (11)
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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 datexyember 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 Ee1 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 Novergh£992.
(10) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1993.

(11) Relevant exhibit to Registrant's Form 10-Kyear ended June 30, 1994.

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

(13) Relevant exhibit to Registrant's Form S-8 (B®-.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 dafeptember 4, 1996.

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

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

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

(20) Exhibit 2.1 to CIRCOR International, Inc. Antement 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.

* Filed as an exhibit to this Report with the Sétteis and Exchange Commission
(b) Reports on Form 8-K.
The Registrant did not file any reports on Form 8King the fourth quarter of the period coverediiyg Annual Report.
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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 ot hy P. Horne
Chai rman of the Board and
Chi ef Executive Oficer

DATED: Septenber 27, 1999

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

Si ghat ure Title Dat e
/sl Timothy P. Horne Chai rman of the Board and Sept enber 27, 1999
------------------------- Chi ef Executive O ficer
Ti rot hy P. Horne (Principal Executive

O ficer) and Director

/sl Kenneth J. MAvoy Chi ef Financial Oficer Sept enber 27, 1999
------------------------- and Treasurer (Principal
Kenneth J. MAvoy Fi nanci al and Accounting Oficer),

Secretary, and Director

/sl David A. Bloss, Sr. Presi dent and Chief Operating Sept enber 27, 1999
------------------------- O ficer, and Director
David A. Bloss, Sr.

/sl Gordon W Mbran Di rector Sept enber 27, 1999

Gordon W Moran

/sl Daniel J. Murphy, 11l Director Sept enber 27, 1999

Dani el J. Murphy, |11

/sl Roger A. Young Director Sept enber 27, 1999

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 June 30, 1999 and 1998, anc
related consolidated statements of operationskistdders' equity and cash flows for each of they@athe three-year period ended June 30,
1999. In connection with our audits of the consatiéd! financial statements, we also audited therapaaying financial statement schedule of
valuation and qualifying accounts. These consdadididinancial statements and schedule are the re#plity of the Company's management.
Our responsibility is to express an opinion on ¢hesnsolidated financial statements and schedwsiedban our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat 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 managememtell 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 June 399 Hhd 1998, and the results of their operatiouistlagir cash flows for the each of the years
in the three-year period ended June 30, 1999, nfocmity with generally accepted accounting priteg Also, in our opinion, the related
financial statement schedule, when considerediatioa to the basic consolidated financial stateimi¢gken as a whole, presents fairly, in all
material respects, the information set forth therei

/sl KPMG LLP

Bost on, Massachusetts
August 13, 1999
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Watts Industries, Inc. and Subsidiaries
Consolidated Statements of Operations
(Amounts in thousands, except per share information

Fiscal Year Ended June 30
1999 1998 1997

Net sales .................. — $ 474,458 $442,077 $ 447,235
Costofgoods sold .....ccovvveevevvviiiceee 302,745 282,152 289,961
GROSS PROFIT oo, 171,713 159,925 157,274
Selling, general and administrative expenses ...... ... 119,875 112,854 108,653
OPERATING INCOME .....cooovviiiiiiciieees 51,838 47,071 48,621
Other (income) expense:
Interest income .....ccccoevvvieeevncceeee. (923) (1,228) (616)
Interest eXpense .....cccccvvvvvevvevenennes 6,150 6,514 7,072
Other oo 1,688 432 420

6,915 5,718 6,876

INCOME FROM CONTINUING OPERATIONS

BEFORE INCOME TAXES ....ccocvvvviiivcienees 44,923 41,353 41,745
Provision for income taxes .......cccccoevvceeee. L 15,469 13,230 15,230
INCOME FROM CONTINUING OPERATIONS ............ . 29,454 28,123 26,515
Income from discontinued operations, net of taxes. ... 6,502 25,246 22,024
Gain on disposal of discontinued operations, net of taxes .. - -- 3,208
INCOME FROM DISCONTINUED OPERATIONS, NET OF TA X ....... 6,502 25,246 25,232
NET INCOME ...ccovvviiiiiiiiiiiieieeeee $ 35956 $ 53,369 $ 51,747
Basic EPS
Income per share:
Continuing operations ..........cocceeveeeeee. L $ 110 $ 104 $ 0.97
Discontinued operations ...........cccceeeeeee. L 0.24 0.93 0.93
NET INCOME ...ccoovvviiiiiiiiiiiieieeeee $ 134 $ 197 $ 1.90
Weighted average number of shares ................. .. ... 26,736 27,109 27,181
Diluted EPS
Income per share:
Continuing operations .........ccoceeeeeeeee L. $ 110 $ 103 $ 0.97
Discontinued operations .........ccccceeeeeee. 0.24 0.92 0.92
NET INCOME ....cooovviiiiiiiiiicieeieeeee $ 134 $ 195 $ 1.89
Weighted average number of shares ................ L. 26,799 27,423 27,347
Dividends per share ......cc.cccooeevevveeeee. L $ 0350 $ 0.330 $ 0.295

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)

June 30
1999 199 8
ASSETS
CURRENT ASSETS:
Cash and cash equivalents .................... e $ 12,774 $ 10, 767
Trade accounts receivable, less allowance for doubtful
accounts of $7,747 in 1999 and $6,821 in 1998 ..ooiiiiiiieeeees 89,315 77, 325
INVENTONIES v e 110,552 104, 198
Prepaid expenses and other assets ........... 10,193 9, 857
Deferred income taxes ..........cccoccuveeee. 21,271 17, 963
Net current assets of discontinued operations L 122,971 100, 844
Total CUIMTeNt ASSEtS ..cccvvveeveeeeeee s 367,076 320, 954
PROPERTY, PLANT AND EQUIPMENT, NET ............... 487
OTHER ASSETS:
Goodwill, net of accumulated amortization
of $10,921 in 1999 and $8,389 in 1998 .. 837
Other .....cooviiieiiiieeee 765
Net noncurrent assets of discontinued operati 853
TOTAL ASSETS ..o 896
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable ..............ccceeevenns $ 35579 $ 28, 327
Accrued expenses and other liabilities ...... 48,843 37, 100
Accrued compensation and benefits ........... 12,692 11, 150
Income taxes payable ...........ccceeenne - 1, 993
Current portion of long-term debt ........... 2,050 5, 011
Total Current Liabilities .............. s 99,164 83, 581
LONG-TERM DEBT, NET OF CURRENT PORTION ......c.c.... i 118,916 71, 647
DEFERRED INCOME TAXES ....ccccvviiiieiiieiinenne 13,070 9, 209
OTHER NONCURRENT LIABILITIES 11,450 6, 798
MINORITY INTEREST ..coooiiiiiieiiieeiieeeienn 7,487 7, 646
STOCKHOLDERS' EQUITY:
Preferred Stock, $.10 par value; 5,000,000 sh ares
authorized; no shares issued or outstand NG e - -
Class A Common Stock, $.10 par value; 80,000, 000 shares
authorized; 1 vote per share; issued an d outstanding, 16,158,807
shares in 1999 and 16,859,027 shares in 1998 ..o 1,616 1, 686
Class B Common Stock, $.10 par value; 25,000, 000 shares
authorized; 10 votes per share; issued a nd outstanding, 10,285,247
shares in 1999 and 10,296,827 shares in 1998 ..o 1,029 1, 030
Additional paid-in capital 36,069 47, 647
Retained earnings .........ccccoocveeeenns 364,089 337, 565
Treasury stock, at cost, 100,000 shares in 19 - 2, 583)
Accumulated Other Comprehensive Income (LosS) (15,148) (11, 330)
Total Stockholders' EQUItY .............. e 387,655 374, 015
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ....cc... e $ 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, 1996 ..........ccccvvveeeenens

Comprehensive income:
Netincome .........c.ccooiiiiiiinennn.

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

Comprehensive income .............c.......

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 .....oevvveiiiiciiccee

Purchase and retirement of treasury stock

Common Stock cash dividends

Balance at June 30, 1997 ..........ccocvrveinnnne

Comprehensive income:
Netincome ........ccceevvviiiiiicnne,

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

Comprehensive income .............c.......

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 ........oocviviiieniiieneenn
Shares of Class A Common Stock
exchanged upon the exercise of
stock options and retired. .....
Purchase of treasury stock, 100,

Balance at June 30, 1998 .........cccccvvvvveeennns

Comprehensive income:
Netincome .........ccccooiiiiiiiinennn.

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

Comprehensive income .............c.......

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 ......oevvveeiiiciicee

Purchase of treasury stock, 615,500 shares @ cos
Retirement of treasury stock ...................

Net change in restricted stock units ...........
Common Stock dividends ..........c.cccooceenene

Balance at June 30, 1999 ....

Balance at June 30, 1996 ..........ccccevveeeeenns

Comprehensive income:
Netincome .........ccccoooiiiiininennn.

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 .......ccoceivciieiiiieneenn

Purchase and retirement of treasury stock
Common Stock cash dividends ....................

Balance at June 30, 1997 ..........ccocvrvennnne

Comprehensive income:
Netincome .........coeevvviiiiicnne,

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

Comprehensive income .............c.......

Shares of Class B Common Stock

converted to Class A Common Stock

Class A Class B
Common Stock Common Stock

Shares Amount  Shares  Amoun

16,856,838 $1,686 11,365,627 $1,13

150,000 15  (150,000) (1

111,922 11
(1,321,300)  (132)

shares @ cos
Net change in restricted stock units ...........
Common Stock dividends ...........ccccceeenee.

15,797,460 1,580 11,215,627 1,12

018,800 91  (918,800) (9

153,400 16

(10,633) (1)

16,859,027 1,686 10,296,827 1,03

11,580 1 (11,580)

3,700 1

(715,500)  (72)

16,158,807 $1,616 10,285,247 $1,02

Additional
-- Paid-In Retained
t Capital Earnings

6 67,930 $249,415

51,747

5)

2,145
(25,432)

1 44,643 293,170

53,369

1

0 47,647 337,565

35,956

1

60

(11,926)
288

9 $36,069 $364,089

Accumulated
Other Total
Comprehensive Treasury Stockholders'
Income Stock Equity

$ (584) $ -- $319,583

51,747
(6,291) (6,291)

2,156
(25,564)
(7,992)

(6,875) - 333,639

53,369
(4,455) (4,455)



Shares of Class A Common Stock
issued upon the exercise of

StOCK OPLiONS .oovvviiiiiiiciiecieee 3,014
Shares of Class A Common Stock

exchanged upon the exercise of

stock options and retired. .......cccceeee.. L (266)
Purchase of treasury stock, 100,000 shares @ cos t... (2,583) (2,583)
Net change in restricted stock units .......... . .. 271
Common Stock dividends .........cceevvcvee. L (8,974)

Balance at June 30, 1998 ..........ccccccvvennene

..... (11,330) (2,583) 374,015
Comprehensive income:

NetinComMe ...cccovvcieiieieeeeeeeeee 35,956
Cumulative translation adjustment ........... . ... (3,818) (3,818)
Comprehensive income .......cccceeeeeeee. L 32,138

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 ...occvvvvieeiiiiieeee L 61
Purchase of treasury stock, 615,500 shares @ cos t... (9,415) (9,415)
Retirement of treasury stock .......cccceeeeeee L 11,998
Net change in restricted stock units .......... . ... 288
Common Stock dividends .......ccoccevvcveeeeee. L (9,432)

Balance at June 30, 1999 ........coovvvveveeeeee $(15,148) $ -- $387,655

The accompanying notes are an integral part oktheasolidated financial statements.
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Watts Industries, Inc. and Subsidiaries
Consolidated Statements of Cash Flows
(Amounts in thousands)

Fiscal Year En

1999 1998
OPERATING ACTIVITIES
Income from continuing operations ............. e, $ 29,454 $ 28,1
Adjustments to reconcile net income from contin uing operations
to net cash provided by continuing operatin g activities:
Depreciation ..........ccccoeeevnnnne 14,745 12,9
Amortization ..........cccccceeeneenn. 2,711 2,4
Deferred income taxes (benefit) ....... (2,823) 8
Gain on disposal of property, plant and equipment ................. 19) @11
Equity in undistributed earnings (loss) of affiliates ............. 712 1
Changes in operating assets and liabili ties, net of effects from
business acquisitions:
Accounts receivable ............. 876) (2,4
Inventories ...........ccceeenn. (532) (8,9
Prepaid expenses and other assets (1,050) 4
Accounts payable, accrued expense s and other liabilities .... 5,964 6,2
48,286 38,2
Net cash provided by discontinued operatio NS (oo 16,794 19,6
Net cash provided by operating activities L 65,080 57,8

INVESTING ACTIVITIES
Additions to property, plant and equipment ....
Proceeds from sale of property, plant and equip
Increase in other assets ............ccce.....
Business acquisitions, net of cash acquired ...
Discontinued operations:
Business acquisitions, net of cash acquired
Proceeds from disposal of discontinued oper
Additions to property, plant and equipment

(21,532) (23,0
2337 72
(415) (5
(28,422) (1.1

(74,176) (22,5
- 1

(9,499) (6,1

(131,707) (45,9

Net cash provided by (used in) investing a

FINANCING ACTIVITIES

Proceeds from long-term borrowings ............ s 81,121 68,7
Payments of long-term debt ..................... e (47,138) (85,9
Proceeds from exercise of stock options ....... 61 2,7
Dividends ........ccooceieeiiiiiieeeeene. (9,358) (8,9
Purchase of treasury stock .................... (9,415) (2,5
Discontinued operations:
Proceeds from long-term borrowings ........ L 79,289 25,4
Payments of long-term debt ................ L (28,546) (19,0
Net cash provided by (used in) financing ac tivities ....ooeeveiieinne 66,014 (19,5
Effect of exchange rate changesoncashandcas @ hequivalents .............. 2,620 (2
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS .. 2,007 (7,8
Cash and cash equivalents at beginning of year 10,767 18,6
CASH AND CASH EQUIVALENTS AT END OF YEAR ..ccc.c... i $ 12,774 $ 10,7

The accompanying notes are an integral part oktheasolidated financial statements.
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23 $ 26,515
08 11,570
33 2,104
84 3,874
52)  (2,796)
92) (5)
93) (5,567)
59) 9,721
08 (208)
75  (13,510)
35 31,698
60 21,064
95 52,762

56) (24,285)

53 1715
78)  (1,097)
29) (36,772)
03)  (933)
46 88,164
15)  (3,135)
82) 23,657
79 105,412
71) (128,720)
15 1,935
36)  (7,992)

83) (25,564)

84 934
84) (11,942)

07) 739
90) 11,221
57 7,436

67 $ 18,657



Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(1) Description of Business

The Company designs, manufactures and sells ansxéeline of valves for the plumbing and heating avater quality markets located
predominately in North America, Europe, and Asia.[@ecember 15, 1998, the Company announced itstioteto spin-off its businesses
that produce valves for the industrial, oil and geskets as a separate publicly traded company.

(2) Accounting Policies
Principles of Consolidation

The consolidated financial statements include to®ants of Watts Industries, Inc. and its majoaityl wholly-owned subsidiaries (the
Company). Upon consolidation, all significant irt@mpany accounts and transactions are eliminateglfifancial statements of the
Company have been restated to reflect the industilaand gas businesses as discontinued opesatisra result of the planned spin-off
transaction.

Cash Equivalents
Cash equivalents consist of highly liquid investtsemith maturities of three months or less at thgeaf original issuance.
Inventories
Inventories are stated at the lower of cost (finsfirst-out method) or market.
Goodwill

Goodwill represents the excess of cost over thevédue of net assets of businesses acquired.bEtégce is amortized over 40 years using
straight-line method. The Company assesses theewradulity of this intangible asset by determininbether the amortization of the goodwiill
balance over its remaining life can be recovereoutph undiscounted future operating cash flowshefacquired operation. The amount of
goodwill impairment, if any, is measured based mjgqeted discounted future operating cash flowagisi discount rate reflecting the
Company's average cost of funds.

Property, Plant and Equipment

Property, plant and equipment are recorded at Basireciation 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.

Long-Lived Assets

Impairment losses are recorded on long-lived asssd in operations when indicators of impairmeetpesent and the undiscounted cash
flows estimated to be generated by those asseteswé¢han the assets' carrying amount. In sudarioss, the carrying value of long-lived
assets is reduced to their estimated fair valudetermined using an appraisal or a discounted ft@stapproach, as appropriate.

Income Taxes
Deferred income taxes are recognized for tempatdfgrences between financial statement and incaméases of assets and liabilities.
(Continued)
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Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
Foreign Currency Translation

Balance sheet accounts of foreign subsidiariesranslated into United States dollars at fiscary@ad exchange rates. Operating account
translated at weighted average exchange ratesfbryear. Net translation gains or losses are &djudirectly to a separate component of
stockholders' equity. The Company does not profadé&).S. income taxes on foreign currency transtatidjustments since it does not
provide for such taxes on undistributed earning®iaign subsidiaries.

Stock Based Compensation

As allowed under Statement of Financial Accoun@tgndards (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.

Earnings Per Share

Basic net income per common share is calculatediviging net income by the weighted average nunab@ommon shares outstanding.
Diluted earnings per share assumes the conversahdilutive securities (see Note 11).

Net income and shares used to compute net incomghpee from continuing operations, basic and assyfll dilution, are reconcile
below:

Year Ending June 30,

1999 1998 19 97
Income from Income from Inco me from Per
continuing Per Share continuing Per Share con tinuing Share
operations Shares A mount  operations Shares Amount  ope rations Shares Amount
Basic EPS $29,454 26,736 $1.10 $28,123 27,109  $1.04 $ 26,515 27,181  $0.97

Dilutive securities,
principally common
stock options 63 314 166

Diluted EPS $29,454 26,799 $1.10 $28,123 27,423  $1.03 $ 26,515 27,347  $0.97

Derivative Financial Instruments

The Company uses financial instruments, principfatyard contracts and options to hedge foreigmenay and commodity exposures. TF
contracts hedge transactions and balances fordsecionsistent with their committed exposures, andat constitute investments indepenc
of these exposures. The Company does not holdwe inancial instruments for trading purposes,isidra party to any leveraged contracts.

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 effet¢tedge is recognized in the income
statement.

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 amountsvefnges and expenses during the reporting perioaiahcesults could differ from those
estimates.

(Continued)
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Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
New Accounting Standards

In 1998, the Financial Accounting Standards Boastiéd SFAS 132, "Employers' Disclosure about Peasiad Other Postretirement
Benefits," and SFAS 133, "Accounting for Derivatimstruments and Hedging Activities." The Compaag hdopted SFAS 132. The
Company will adopt SFAS 133 on January 1, 2001.ifrfpact of SFAS 133 on the consolidated finandiaiesnents is still being evaluated,
but is not expected to be material.

Also in 1998, the American Institute of Certifiedt#ic Accountants issued SOP 98-1, "Accountingtiier Costs of Computer Software
Developed or Obtained for Internal Use," and SO 9&Reporting on the Costs of Start-Up Activitieshe Company will adopt SOP 98-1
and SOP 98-5 in fiscal 2000. These statementsarexpected to have a material affect on the cadestgld financial statements.

(3) Discontinued Operations

On December 15, 1998, the Company announced tpkaris to spin-off its industrial, oil and gas mesises as a separate publicly traded
company, CIRCOR International, Inc. ("CIRCOR"). @ndhe terms of the planned spin-off transactidnictvis expected to be completed in
October 1999, the Company will distribute to thédees of its common stock one share of CIRCOR comstock for every two shares of
Watts common stock. In connection with this tratisag the Company will enter into several agreemevith CIRCOR that will cover such
matters as technology transfers and transitionigesvAdditionally, the Company expects to entéw etax sharing agreement with CIRCOR
effectively providing that the Company will be resgible for the United States tax liability of CIR® for the years CIRCOR was included
in the Company's consolidated United States taxmet

In September of 1996, the Company divested itdetEanunicipal water group of businesses, whidatilided Henry Pratt Company, James
Jones Company and Edward Barber & Company Ltdebing the stock of each entity and realizing a2%8illion after tax gain.

The historical operating results of these busirease shown net of tax as discontinued operatiottsei consolidated statements of operat|
Net assets of discontinued operations in the cateteld balance sheet include those assets anlitigabattributable to the CIRCO
businesses.

The historical operating results of the discontthoperations include an allocation of the Compaimgésest expense based on an allocatic
the Company's debt to discontinued operations.nhectaxes have been allocated to discontinued apesaiased on their pretax income and
calculated on a separate company basis pursu#m tequirements of Statement of Financial AccaynStandards No. 109.

(Continued)
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Condensed historical balance sheet and operatitensént data of the discontinued operations is sanzed below:

199
Balance Sheet:
Total current assets $ 185,
Total current liabilities (62,

Net current assets $ 122,
Total non-current assets $178,
Total non-current liabilities (141,

Net non-current assets $ 36,

Year
1999
(i
Statement of Operations:
Net sales:
Municipal Water Group $ -
CIRCOR 321,711
Total net sales 321,711
Costs and expenses:
Municipal Water Group 5,000
CIRCOR 299,385
Total costs and expenses 304,385
Income before income taxes 17,326
Provision for income taxes 10,824

Income from discontinued operations,
net of taxes $ 6,502

June 30,

9 1998

(in thousands)

028 $157,847
057)  (57,003)

971  $100,844

153 $ 99,067
962)  (62,214)

1998 1997

n thousands)

$ - $14,027
287,889 273,105

-- 13,898
248,161 239,265

39,728 33,969
14,482 11,945

$ 25,246 $ 22,024

Costs and expenses related to the Municipal Wateungsfor 1999 relate to legal costs associated thighState of California litigation (see

Note 13).

(4) Business Acquisitions

On July 22, 1998, Watts acquired Hoke, Inc., a mational manufacturer of industrial valves antrgs, for $85 million, including
assumption of debt. As allowed in the purchaseaagest, the Company has initiated arbitration prdoess against the former shareholders
of Hoke to recover a portion of the purchase prdehis time, the Company cannot determine how mifcany, of the purchase price will be
recovered. Hoke is included as part of the indaktoil and gas businesses which are being spuintoffa separate publicly traded company,
CIRCOR. Any amounts recovered as a result of thigration proceedings will go to CIRCOR.

(Continued)
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During fiscal 1999, the Company also acquired Sgligment, Inc. of Burlington, Ontario, Canada; GegRlator, Inc. of San Dimas,
California and Cazzaniga S.p.A. located in Biassdtady. In fiscal 1998, the Company acquired Tedfalve and Specialties, Inc. of
Edmonton, Alberta, Canada, Atkomatic Valve Compdogated in Indianapolis, Indiana and Aerodyne @ustCorp. of Ronkonkoma, New
York. All of these acquired companies are valve ofacturers and the aggregate purchase price of #exguisitions, including Hoke, was
approximately $102.6 million. The goodwill whichstéted from these acquisitions is being amortized gtraight-line basis over a 40 year
period.

All acquisitions have been accounted for undempilrehase method and the results of operationsecdi¢quired businesses have been incl
in the consolidated financial statements from thte @f acquisition. Had these acquisitions occuatetie beginning of fiscal year 1999, 1998
or 1997, the effect on operating results wouldh@te been material.

(5) Inventories
Inventories consist of the following:

June 30,

1999 1998

(in thousands)

Raw materials $ 36,901 $ 34,057
Work in process 7,493 6,128
Finished goods 66,158 64,013

$ 110,552 $ 104,198

(6) Property, Plant and Equipment

Property, plant and equipment consists of the falg:

June 30,
1999 1998
(in thousands)
Land $ 7,96 4 $ 5,582
Building and improvements 53,86 7 48,676
Machinery and equipment 148,95 2 128,339
Construction in progress 7,93 2 10,861
218,71 5 193,458
Accumulated depreciation (89,55 2) (87,971)
$129,16 3 $ 105,487
(Continued)
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(7) Income Taxes

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

June 30,

1999 1998
(in thousands)
Deferred income tax liabilities:

Excess tax over book depreciation $11,386 $ 5,809

Inventory 1,027 1,991

Other 657 1,409
Total deferred income tax liabilities 13,070 9,209

Deferred income tax assets:

Accrued expenses 13,037 9,120
Net operating loss carryforward 10,918 12,625
Other 3,441 3,979
Total deferred income tax assets 27,396 25,724
Valuation allowance for deferred income tax ass ets (6,125) (7,761)
Net deferred income tax assets 21,271 17,963
Net deferred income tax asset $ 8,201 $ 8,754

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

Fiscal Year Ended June 30,
1999 1 998 1997
" (inth ousands)
Domestic $33,787 $3 4,609 $31,323
Foreign 11,136 6,744 10,422
$44,923 $4 1,353 $41,745

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

Fiscal Year Ended June 30,
1999 1 998 1997
(in th ousands)
Current tax expense (benefit):
Federal $12,698 $1 0,551 $ 10,497
Foreign 2,820 2,164 (57)
State 385 1,416 (146)
15,903 1 4,131 10,294

Deferred tax expense (benefit):

Federal (577) (129) 1,013

Foreign 212 (750) 3,746

State (69) (22) 177
(434) (901) 4,936
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Actual income taxes reported from continuing oders are different than would have been computedgplying the federal statutory tax
rate to income from continuing operations befordine taxes. The reasons for this difference afellasvs:

F iscal Year Ended June 30,

19 99 1998 1997

(in thousands)
Computed expected federal income tax

expense $1 5,723 $14,474 $ 14,612
State income taxes, net of federal tax benefit 366 1,614 202
Nondeductible goodwill and amortization 1,058 714 584
Foreign tax rate and regulation differential (664) (1,830) (568)
Other, net ( 1,014) (1,742) 400

$1 5,469 $ 13,230 $ 15,230

At June 30, 1999, the Company has foreign net dipgréoss carryforwards of $16.4 million for incortax purposes that expire in fiscal ye
2000 through 2003. In addition, foreign net opagtosses of $10.7 million can be carried forwaudkfinitely. Undistributed earnings of the
Company's foreign subsidiaries amounted to appratdém $45 million, $33 million and $28 million atde 30, 1999, 1998 and 1997,
respectively. Those earnings are considered tadefinitely reinvested and, accordingly, no pramisfor U.S. federal and state income taxes
has been recorded thereon. Upon distribution afarearnings, in the form of dividends or otherwike,Company will be subject to both L
income taxes (subject to an adjustment for forégggreredits) and withholding taxes payable to tagous foreign countries. Determination of
the amount of U.S. income tax liability that wole incurred is not practicable because of the cexilgs associated with its hypothetical
calculation; however, unrecognized foreign tax itsedfould be available to reduce some portion gfldr5. income tax liability. Withholdin
taxes of approximately $5.4 million would be payabpon remittance of all previously unremitted @sgs at June 30, 1999.

The Company made income tax payments of $24.8amjl17.2 million and $20.2 million in fiscal yedr899, 1998 and 1997, respectively.
(8) Accrued Expenses and Other Liabilities
Accrued expenses and other liabilities consisheffollowing:

June 30,

1999 1998

(in thousands)

Commissions and sales incentives payable $11,401 $8,990
Accrued insurance costs 10,801 9,394
Professional fees 6,154 908
Other 20,487 17,808

$48,843 $37,100

(Continued)

34



Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(9) Financing Arrangements

Long-term debt consists of the following:

June 30,

1999 1998

(in thousands)

8-3/8% Notes, due December 2003 $ 75,000 $ 75,000
$125 million revolving line of credit, accruing int erest at a variable

rate (5.37% and 6.79% at June 30, 1999 and 1998 , respectively) of

either Eurodollar rate plus .185%, Prime Rate o r a competitive money

market rate to be specified by the Lender, and expiring March 2003 104,000 19,000
40 million Euro line of Credit, accruing interest a t a variable rate of

EURIBOR plus .75% (3.7% at June 30, 1999), and expiring September 2004 20,223
Industrial Revenue Bonds, maturing September 2002 a ccruing interest at a

variable rate based on weekly tax-exempt intere st rates (3.96% and

3.60% at June 30, 1999 and 1998, respectively) 5,000 5,400
Other 13,740 8,217
Allocation to discontinued operations (96,997) (30,959 )

120,966 76,658
Less: current portion 2,050 5,011

$118,916 $71,647

At the time of the distribution for the spin-ofaitrsaction, CIRCOR will repay intercompany loans addances from Watts based on a
formula which allocates borrowings between Watid @RCOR based on their relative levels of busirsspiisition activity. The amount
received from CIRCOR will be used to reduce outditag borrowings under the revolving credit faciliBased on this methodology,
borrowings amounting to $96,997 and $30,959 haea ladlocated to discontinued operations at Jund3®9 and 1998, respectively.

On March 1, 1999, a wholly owned subsidiary of @@mpany entered into a syndicated revolving crieditity with a group of European
banks that provides for borrowings up to 40 millBuaro at an interest rate of EURIBOR plus 75 bpseists. This credit facility expires on
September 1, 2004.

Principal payments during each of the next fivedis/ears are due as follows (in thousands): 2CERG50; 2001 - $1,303; 2002 - $5,763;
2003

- $184,358; and 2004 - $19. Interest paid for alighs presented in the accompanying combined dinhatatements approximates interest
expense.

Certain of the Company's loan agreements contaiar@amnts that require, among other items, the maémee of certain financial ratios and
net worth, and limit the Company's ability to entéo secured borrowing arrangements. Under itst messrictive loan covenant, which
requires the Company to maintain a net worth oflesd than the sum of $295 million and 50% of cuativé consolidated net income for
complete fiscal years subsequent to June 30, 1886 ompany had $22.1 million available at Junel399 for the payment of dividends.

(Continued)

35



Watts Industries, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
(10) Common Stock

Since 1997, the Company's Board of Directors h#fsoaized the repurchase of 3,880,200 shares dftmpany's common stock in the open
market and through private purchases. Since theption of this repurchase program, 3,495,700 shafrdee Company's common stock have
been repurchased and retired.

The Class A Common Stock and Class B Common Stack bBqual dividend and liquidation rights. Eachrstod the Company's Class A
Common Stock is entitled to one vote on all matsettsmitted to stockholders and each share of ®@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 &b 5,998,308 shares of Class A Common Stocks&rance under its stock-based
compensation plans and 10,285,247 shares for caionenf Class B Stock to Class A Common Stock.

(11) Stock-Based Compensation

The Company has several stock option plans undetwvikey employees and outside directors have besmtep 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 uhédgplans have exercise prices of not less
than 100% and 50% of the fair market value of timon stock on the date of grant, respectivelydukte 30, 1999, 4,517,514 shares of
Class A common stock were authorized for futuretgraf options under the Company's stock optiongla

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

Fiscal Year Ended June 30,

1999 1998 1997
Weigh ted Weighted Weighted
aver age average average
(Options in thousands) exerc ise exercise exercise

Options  pri ce Options price Options price
Outstanding at beginning of year 1,362 $ 21. 08 1,348 $ 20.01 1,137 $ 21.04

Granted 201  18. 36 284  25.12 378 16.38

Canceled (78) 21. 39 (117) 20.72 (55) 21.79
Exercised (a) (4) 16. 38 (153) 1943 (112 17.28
Outstanding at end of year 1,481 $ 20. 71 1,362 $ 21.08 1,348 $ 20.01
Exercisable at end of year 808 $ 20. 52 619 $ 20.19 552 $ 20.39

() Includes 13,100 options in 1998 exercised tharge for 10,633 shares of outstanding Class Avcmmshares which were contributed to
Treasury and subsequently retired.

(Continued)
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The following table summarizes information abouti@ps outstanding at June 30, 1999:

Options Ou

Weigh

aver
(Options in thousands) remai

Number contra

Range of Exercise Prices outstanding life (y
$10.69 - $11.38 13 1.4
$14.25 - $16.38 317 6.6
$16.60 - $18.44 363 6.4
$22.13 - $25.38 788 6.0
$10.69 - $25.38 1,481 5.1

tstanding Options Exercisable

ted

age Weighted Weighted

ning average average

ctual  exercise Number exercise

ears) price  exercisable price

$ 10.84 13 $ 10.84

16.18 159 16.64
17.86 170 17.21
23.98 466 23.52
20.71 808 20.52

The Company has a Management Stock Purchase Plah alfows for the granting of Restricted Stock t3r{(RSUs) to key employees to
purchase up to 1,000,000 shares of Class A comtook 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 ¢ghetibJune 30, 1999, 178,688 RSUs were outstan@iingdends declared for RSU's whi
remain unpaid at June 30, 1999 total $107,000.

Pro forma information regarding net income andimedme per share is required by SFAS No. 123 farde/granted after June 30, 1995 i
the Company had accounted for its stock-based ataremployees under the fair value method of SEA% The weighted average grant
date fair value of options granted during fiscadnge1999, 1998 and 1997 was $3.82, $5.52 and $&3ectively. The fair value of the
Company's stock-based awards to employees wasatstimsing a Black-Scholes option pricing model thvedfollowing assumptions:

1999
Expected life (years) 5.0
Expected stock price volatility 15.0
Expected dividend yield 1.9
Risk-free interest rate 5.92

The Company's pro forma information follows:

E
1999

(int

pers
Net income - as reported $35,956
Net income - pro forma 34,863
Basic EPS - as reported 1.34
Basic EPS - pro forma 1.30
Diluted EPS - as reported 1.34
Diluted EPS - pro forma 1.30

1998

5.0

%  15.0%

% 1.3%
%  5.54%

1997

5.0
15.0%

1.8%
6.56%

Fiscal Year
nded June 30,

1998

1997

housands, except
hare information)

$53,369
52,443
1.97
1.93
1.95
1.91

$51,747
51,132
1.90
1.88
1.89
1.87

Because SFAS 123 is applicable only to awards gdestibsequent to June 30, 1995, its pro formateffdmot be fully reflected until fiscal

year 2000

(Continued)
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(12) Employee Benefit Plans

The Company sponsors defined benefit pension mlansring substantially all of its domestic non-un&mployees. 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 federanrectax purposes.

The components of net pension expense follow:

Change in projected benefit obligation
Balance at beginning of year
Service costs
Interest costs
Actuarial loss / (gain)
Amendments / curtailments
Benefits paid

Balance at end of year

Change in fair value of plan assets
Balance at beginning of year
Actual return on assets
Employer contributions
Benefits paid

Fair value of plan assets at end of year

Funded Status
Unrecognized transition asset
Unrecognized prior service cost
Unrecognized net actuarial loss / (gain)
Accrued benefit cost

Net accrued pension cost included in consolidated
balance sheets

Accrued minimum liability

Intangible asset

Accrued benefit cost

Weighted Average Assumptions used
Discount rate
Expected return on plan assets
Rate of compensation

The Company sponsors a 401(k) Savings Plan fotautislly all domestic non-union employees. Under Plan, the Company matches a
specified percentage of employee contributionsjestito certain limitations. Company expense inedrin connection with this plan was

Fiscal Year Ended June 30,

1999

1998 1997

(in thousands)

$ 31,786
1,485
2,221
(904)

(1,568)

$24,026 $ 22,060
953 798
2,081 1,812
5,244 416
764 (97)
(1,281)  (964)

$ 33,520

$31,787 $24,025

$ 29,446
933
476

(1,068)

$23,230 $21,611

5703 1811
1,794 770
(1,281)  (964)

$ 29,787

$29,446 $23,228

$ (1,322)
1,388
1,604
(2,072)

$ (446)
446
(2,072)

7.00%
9.00%
5.00%

$214,828, $222,174 and $161,708 in fiscal year®19998 and 1997, respectively.

(Continued)
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Subsequent to the spin-off of CIRCOR which is expedo take place in October 1999, CIRCOR will rmediable for the payment of all
pension plan benefits earned by CIRCOR employees forand following the spin-off who retire aftdre spin-off. The Watts pension plan
will transfer assets to the CIRCOR Internationaigien plan and the amount of the assets will beutatied based on the relative percentage
of the Projected Benefit Obligation. Such amouny tna adjusted to comply with the asset allocati@throdology set forth in section 4044 of
the Employee Retirement Income Security Act of 1@3&lamended, if necessary.

(13) Contingencies and Environmental Remediation
Contingencies

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

California False Claims Act. The complaint alle¢fest a former subsidiary of the Company sold preglutilized in municipal water systems
which failed to meet contractually specified stamddaand falsely certified that such standards teshlmet. The complaint further alleges that
the municipal entities have suffered tens of mili®f 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 has been named a potentially respensésty with respect to identified contaminatedssifThe level of contamination varies
significantly from site to site as do the relateddls of remediation efforts. Environmental liai@l$ are recorded based on the most probable
cost, if known, or on the estimated minimum costeshediation. The Company's accrued estimated @mwiental liabilities are based on
assumptions which are subject to a number of fa@od uncertainties. Circumstances which can atiecteliability and precision of these
estimates include identification of additional sjtenvironmental regulations, level of cleanup nexglj technologies available, number and
financial condition of other contributors to rematiin and the time period over which remediatiory mecur. The Company recognizes
changes in estimates as new remediation requirsnaeatdefined or as new information becomes avaeildlhe Company estimates that its
accrued environmental remediation liabilities Wkely be paid over the next five to ten years.

(Continued)
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(14) Financial Instruments
Fair Value

The carrying amounts of cash and cash equivalshisi-term investments, trade receivables and {pagiables approximate fair value
because of the short maturity of these financistriments.

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. They@agramount and the estimated fair market valuthefCompany's long-term debt, including
the current portion and amounts allocated to diseoad operations, are as follows:

June 30,
1099 BTy
) ( in thous-z;-n-ds)
Carrying amount $217,9 63 $107,617
Estimated fair value 222,4 41 114,907

Derivative Instruments

The Company uses foreign currency forward exchaogéracts to reduce the impact of currency fludtunst on certain anticipated
intercompany purchase transactions that are exgppézi@ccur within the fiscal year and certain otfogeign currency transactions. Related
gains and losses are recognized when the coneagii®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 currenogm@ated transactions. At June 30, 1999, the Cagnpad forward contracts to buy fore
currencies with a face value $9 million. These maxts mature on various dates between July 1999amaary 2000 and have a fair market
value of $8.4 million at June 30, 1999. The coypdeties to these contracts are major financialtingins. The risk of loss to the Company in
the event of non-performance by a counterpartpissignificant.

The Company uses commodity futures contracts tthéxprice 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 valuesadlexted in the cost of the commodity as
it is actually purchased. At June 30, 1999, the Gamy had outstanding commodity futures contracts winotional value of $3.5 million and
a fair value of $3.7 million.
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(15) Segment Information

The following table presents certain operating seginmformation:

North Corporate
(Thousands of dollars) America Eu rope Asia Adjustments Consolidated
1999
Net Sales $369,193 $9 2,247 $13,018 $ -- $474,458
Operating income 38,536 1 1,228 1,608 466 51,838
Identifiable assets 484,784 13 3,720 22,374 (3,136) 637,742
Capital expenditures 17,987 3,471 74 - 21,532
Depreciation and amortization 12,851 3,921 684 - 17,456
1998
Net Sales 345,346 8 2,837 13,894 - 442,077
Operating income 36,754 8,258 1,984 75 47,071
Identifiable assets 443,224 8 7,463 23,719 (1,510) 552,896
Capital expenditures 19,839 2,621 596 - 23,056
Depreciation and amortization 11,491 3,182 668 - 15,341
1997
Net Sales 336,568 9 4,359 16,308 - 447,235
Operating income 36,539 1 0,641 1,717 (276) 48,621
Identifiable assets 411,736 9 3,696 22,519 (1,585) 526,366
Capital expenditures 19,274 3,842 1,169 - 24,285
Depreciation and amortization 9,458 3,623 593 - 13,674

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

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

Fi
Qua

(in

Fiscal year ended June 30, 1999:

Net sales $113
Gross profit 41
Net income from continuing operations
Net income 12
Per common share:

Basic

Income from continuing operations

Net income

Diluted

Income from continuing operations

Net income

Dividends per common share

Fiscal year ended June 30, 1998:

Net sales $ 111
Gross profit 41
Net income from continuing operations
Net income 13
Per common share:
Basic
Income from continuing operations
Net income .
Diluted
Income from continuing operations
Net income

Dividends per common share

rst Second  Third Fourth
rter Quarter Quarter Quarter

thousands, except per share information)

269  $114,310 $116,972 $129,907
,086 40,833 41,888 47,906
,893 7,332 6,905 7,324

,388 11,256 6,905 5,407

29 .27 .26 27
46 42 .26 .20
29 .27 .26 .27
46 42 .26 20

0875  .0875 0875  .0875

839  $111,844 $108,166 $110,228
,163 40,496 39,028 39,238
,326 7,613 7,259 5,925

,620 13,609 14,041 12,099

27 .28 .27 .22
50 .50 .52 .45
27 .28 .26 .22
50 .50 .51 44

0775 .0775 .0875 .0875
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Schedule lI-Valuation and Qualifying Accounts Wattdustries, Inc. Continuing Operations

(Dollar amounts in thousands)

Column A Column B Column C Column D
Additions
Balanceat C harged to Costs  Charged to Other Deductions-
Description Beginning of Period and Expenses  Accounts--Describe Describe(1

Year ended June 30, 1999
Deducted from asset
account:
Allowance for doubtful
accounts $6,821 $1,728 $747 (2) $1,549

Year ended June 30, 1998
Deducted from asset
account:
Allowance for doubtful
accounts $6,236 $2,201 $1,616

Year ended June 30, 1997
Deducted from asset
account:
Allowance for doubtful
accounts $6,862 $2,191 $30 (2) $2,847

(1) Uncollectible accounts written off, net of reeoies.
(2) Balance acquired in connection with acquisittéitCazzaniga in 1999 and Ames in 1997.

(Continued)
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THE AMENDED AND RESTATED GEORGE B. HORNE
VOTING TRUST AGREEMENT - 1997

THIS AGREEMENT, amended and restated as of theal4ofl September, 1999 (this "Agreement"), by andmgnTimothy P. Horne, as
trustee (together with his successors in trustragiged herein, the "Trustees"), WATTS INDUSTRIESC., a Delaware corporation (the
"Company"), Timothy P. Horne, individually, Timoth®. Horne, as Trustee of the George B. Horne TFri882, as currently republished,
Timothy P. Horne, as Trustee of the Daniel W. HoFnest - 1980, Timothy P. Horne, as Trustee oflleborah Horne Trust - 1976, Timothy
P. Horne, as Trustee of the George B. Horne Graluleh's Trust - 1995 F/B/O Tara V. Horne, TimotyHorne, as Trustee of the George
B. Horne Grandchildren's Trust - 1995 F/B/O Tiffadgrne, Tara V. Horne, Judith Rae Horne, as Trustdéke Tiffany Horne Trust - 1984
and Judith Rae Horne as custodian for Tiffany Hdtogether with any other person or persons whedfear might deposit shares in this
voting trust and thereby become holders of votingttcertificates hereunder, individually as a "Bsor" and collectively as the
"Depositors"), and GEORGE B. HORNE individually §nch capacity hereinafter sometimes referrecbggether with the Depositors and
other person or persons who are or hereafter bepanties hereto as "Beneficiaries” hereunder ojestibereto as holders of voting trust
certificates, individually as a "Beneficiary" andllectively as the "Beneficiaries").

WITNESSETH:

WHEREAS, the parties hereto entered into the GeBrd#orne Voting Trust Agreement-1997 dated as ufdst 26, 1997, as amended by
the Amendment (the "First Amendment") to The Gedgelorne Voting Trust Agreement-1997 dated as coBer 30, 1997 (the "Existing
Agreement"), with a view toward promoting and erntiag the long-term stability and growth of the Camnp; and

WHEREAS, the Trustees and the registered holdegsaafter than a majority of voting trust certifesibutstanding under the Voting Trust
Agreement, desire to amend and restate the Votingt Agreement to incorporate the First Amendmaenitta further amend the Voting Trt
Agreement to provide, among other things, that@apital stock or other equity interest of a corgioraor other entity, other than the
Company, received by a Beneficiary as a resultdif’alend or other distribution or issuance in extof any capital stock of the Company
held by such Beneficiary will become subject to Wuing Trust Agreement; and

WHEREAS, the parties hereto agree that, pursuathigcAgreement and on the terms and conditionfosit herein, the Trustees shall be
granted the sole and exclusive voting power imratters with respect to those shares of capitakstbthe Company and other securities
which are subject to this Agreement as set fortieihetogether with the other rights and powers<Eigel herein; anc



WHEREAS, the parties hereto intend that this Agresinwill satisfy the requirements of Section 21&(Bhe Delaware General Corporation
Law, as amended (the "DGCL"), and be treated astiag/trust thereunder; and

WHEREAS, the Trustees have consented to act uhdeAgreement for the purposes hereinafter provided

NOW, THEREFORE, in consideration of the mutual ecev@s herein contained and for other good and bduzmpnsideration, the receipt a
sufficiency of which are hereby acknowledged, thgips hereto mutually promise, covenant, undersakkagree as follows:

1. Transfer of Stock to Trustees. The Depositocastemporaneously with the execution of this Agrest, depositing with the Trustees one
or more certificates representing that number afeh of the Class B Common Stock of the Compary Inesuch Depositor as set forth
opposite such Depositor's name on Schedule A athlcbreto, and each Beneficiary shall deposit thighTrustees immediately upon receipt
certificates representing (a) any shares of cagiitalk of the Company having voting powers, (b) singres of capital stock or other equity
interest or rights of a corporation (other than@uenpany) or other entity having voting powers & issued as a result of a dividend or
other distribution or issuance in respect of argres of capital stock of the Company (such corpamair other entity, an "Additional Issuer")
and (c) any shares of capital stock or other equotrest or rights of an Additional Issuer haviraiing powers that are issued as a result of a
dividend or other distribution or issuance in ret@# any shares of capital stock or other equitgriest of such Additional Issuer, in each «
which shares or other equity interest or rightsaamguired or received by such Beneficiary durirgtdrm of this Agreement other than (i)
shares of Class A Common Stock of the Company anesiof capital stock or other equity interestrofaditional Issuer acquired by such
Beneficiary under any stock purchase, savingspopbonus, stock appreciation, profit-sharing fthimcentive, pension or similar plan of the
Company or an Additional Issuer, or acquired byhsBeneficiary in any open market purchase, (ii) ahgres of Class B Common Stock
listed on Schedule A as not being held pursuaahtbsubject to this Agreement, if any, and (iiiuss of capital stock or other equity interest
of the Company or an Additional Issuer issued s®ek dividend or pursuant to a stock split in ezgpf any shares of capital stock or other
equity interest of the Company or an Additionalissheld by such Beneficiary which are not subjec¢his Agreement. All such stock
certificates shall be so endorsed, or accompanjesibh instruments of transfer, as to enable thist€es to cause such certificates to be
transferred into the names of the Trustees aftefilihg of this Agreement as required by law, whibe Trustees shall forthwith cause to be
done as hereinafter provided. Upon receipt by thest€es of the certificates for any such sharesauk and the transfer of the same into the
names of the Trustees, the Trustees shall holdaime subject to the terms of this Agreement aniliseae and deliver to the depositors of
shares of stock hereunder voting trust certificadgsesenting their interests in such stock depdgiursuant to this Agreement. Except as
specifically provided in this Agreement, and withtmitation of the voting rights of the Trusteegluding in



connection with any merger or other sale of the @amy or any Additional Issuer, the Trustees shatllsell, assign, donate, pledge,
encumber, grant any security interest with resfrediypothecate, or otherwise transfer or dispdssy of the capital stock or other equity
interest of the Company or any Additional Issuddtpirsuant to this Agreement.

During the term of this Agreement, no shares sulfethis voting trust may be withdrawn excepthe tanner provided below in this Sec

1. Any such withdrawal by a registered holder dingtrust certificates shall be effected only byréiten amendment to this Agreement in
the form of Schedule B attached hereto executetidyequisite number of Trustees then serving els Bareunder then required to take
action under Section 10. The Trustee having the@hation Power shall have the right to consemsuich amendment and withdrawal in his
sole discretion and approval by such Trustee hatfiaddetermination Power with respect to such ammemd and withdrawal shall be deen
to constitute approval of all Trustees at any tgaeving. If TIMOTHY P. HORNE is not then serving@aJrustee hereunder, then consent to
such amendment and withdrawal shall be by the helofeat least a majority vote of the outstandioging trust certificates issued in respect
of capital stock or other securities of the Compangny Additional Issuer, as the case may bey ashich the proposed withdrawal relates.
Upon the surrender by such holder to the Trusté#seovoting trust certificate or certificates dgsated in such amendment, the Trustees are
authorized to deliver or cause to be deliveredutthdholder (i) a certificate or certificates foetshares of the capital stock or other equity
interest of the Company or the Additional Issuengthhdrawn, with any appropriate restrictive legenand (ii) a new voting trust certificate
respect of the remaining shares held hereundanyifsigned in the manner contemplated by the tefrttis Agreement. Shares withdrawn
from this voting trust, when so withdrawn, shallfbee of any restrictions imposed by this Agreembuat shall remain subject to any and all
restrictions imposed by other agreements or by Nething in this Section 1 or in any such amendnséiail modify, amend, limit or
terminate any other restrictions contained in,@cbnstrued as a consent to any transfer of skabgsct to this Agreement under, any other
agreement or instrument, unless such amendmerifisplbg refers to such other agreement or instratrend satisfies all requirements for
amendment or waiver thereof (including executiod delivery by appropriate parties).

The other provisions of this Section 1 notwithsiagdremoval of shares from this Voting Trust shwedlrequired if the removal and
liquidation of such shares is needed to enabl&#tate of a deceased holder of voting trust cesatifis to pay its federal and/or state death or
estate tax, and the other assets of such estaitesafficient to pay such tax.

Any depositor may request that he or she be allaosdthdraw one or more shares of stock from thettby filing a written request for
withdrawal with the Trustee of the Trust. Such tertrequest shall set forth the number of shaisttte depositor wishes to withdraw from
the trust and shall state the intended purposthéorequested withdrawal of shares from the trusy. request for withdrawal of shares may



approved by the Trustee, within the Trustee's albsaliscretion, provided that the Trustee in hixdition shall have determined that appr
of the request for withdrawal shall not be adveesthe best interests of Watts Industries, Inc. 1446 or its successors or the Additional
Issuer or its successors, as applicable, and prdiitht the Trustee shall have determined thaest for withdrawal of any shares of Class
B Common Stock of Watts, if approved, shall behi@ best interests of the Class B Stockholders dfs@hares of Class B Common Stock
of Watts so withdrawn for any reason in accordamitle these provisions shall be subject to any iet&ins imposed upon the said shares of
Class B Common Stock of Watts in accordance with@tock Restriction Agreement entered by or on effiauch Holder during his or her
lifetime.

2. Agreement. Copies of this Agreement and of eagngement supplemental hereto or amendatory hehedifbe provided to the Trustees,
the Company, and any Additional Issuer and sheby po the issuance of voting trust certificatesdunder, be filed with and maintained in
the registered office of the Company in Delawaneghi registered office of any Additional Issueitgstate of incorporation or organization
and at such other place as the Trustees shallrdgsigand shall be open to inspection daily dubugjness hours by any Beneficiary. All
voting trust certificates shall be issued, receigrd held subject to all of the terms of this Agneat. All persons and entities who accept a
voting trust certificate issued hereunder shabbend by the provisions of this Agreement with shene effect as if they were parties to this
Agreement.

All certificates for the Company's or any Additibhssuer's capital stock or other equity intereshsferred and delivered to the Trustees
pursuant hereto shall be surrendered by the Traistetie Company or such Additional Issuer, asiegiple, and canceled and new certifici
therefor shall be issued to and held by the Trgste¢heir own names in their capacities as Trisskegeunder and shall bear a legend
indicating that the shares represented by sucliicat® are subject to this Agreement (which fdwlbalso be stated in the stock ledger of the
Company or the Additional Issuer, as applicable).

3. Voting Trust Certificates. Each voting trusttiferate to be issued and delivered by the Trusieesspect of the capital stock or other
equity interest of the Company or any Additionaiuer, as hereinbefore provided, shall state thebeuwf shares which it represents, shall be
signed by the Trustees then in office, and shaihlzibstantially the form of Schedule C attachexkto and bear the restrictive legend set
forth thereon, it being understood that during pasiod in which a Trustee has the Determination &das hereinafter defined), voting trust
certificates issued hereunder may be signed byTthestee alone and such Trustee's signature shakkbémed for all purposes to constitute
signature and authorization of all Trustees hereuadd to evidence conclusively that the issuafhtieeorelated certificate is the act of all
Trustees then serving. In connection with the issaaf voting trust certificates in respect of &lsanf capital stock or other equity interest in
an Additional Issuer, the voting trust certificatay include changes to the form of certificateudeld herewith as Schedule C to reflect such
Additional Issuer



4. Transfer of Certificates; Restrictions. The #fen of any voting trust certificate (including Witut limitation any sale, assignment, donat
pledge, encumbrance, grant of a security intehggipthecation or other transfer or disposition)gt@ll be effected only with the written
consent of all of the Trustees then serving hereutatting together, or, if all such Trustees dbagvee, by the Trustee, if any, having the
Determination Power with respect to such transfeten Section 10 hereof) and (b) shall be subjeahtorestrictions, conditions and other
provisions to the extent applicable to it or to sheck which it represents, whether imposed by Eyecified on the relevant certificate or
specified in the Restated Certificate of Incorpiorabf the Company, as amended (the "Restatedficaté") (provided that any transfer of
voting trust certificates without a transfer of thederlying stock held in this voting trust shallrio way affect the voting rights of such
underlying stock, consistent with the terms of Restated Certificate), the Certificate of Incorgiona or other organizational documents of
the applicable Additional Issuer, as in effect frime to time, this Agreement or any other agredrianluding without limitation the Stock
Restriction Agreement dated as of August 28, 1886he same may have been or may hereafter be athand/or restated, among parties
hereto. Any attempted transfer in violation of suestrictions, conditions and other provisions kbalvoid ab initio and the Trustees shall
register such transfer or recognize the intendmukteree as the holder of the voting trust cediéidor any purpose. To the extent permitte
law, voting trust certificates shall not be subjecattachment, garnishment, judicial order, lexgcution or similar process, however
instituted, for satisfaction of a judgment or othise.

Subject to the foregoing provisions, the votingstreertificates shall be transferable on the bafkbe Trustees, at such office as the Trustees
may designate, by the registered owner theredfeeih person or by attorney duly authorized, upamender thereof, according to the rules
established for that purpose by the Trustees, landtustees may treat the registered holder agviner thereof for all purposes whatsoever,
but they shall not be required to deliver new vptirust certificates hereunder without the surremdesuch existing voting trust certificates

for cancellation by the Trustees at the time ofrtissuance of new voting trust certificates.

If a voting trust certificate is lost, stolen, mated or destroyed, the Trustees, in their disenetinay issue a duplicate of such certificate upon
receipt of (a) evidence of such fact satisfactorthem; (b) indemnity satisfactory to them; (c) éxésting certificate, if mutilated; and (d) th
reasonable fees and expenses in connection wiikkshance of a new trust certificate.

5. Termination Procedure. Upon the terminatiorheftoting trust at any time, as hereinafter prodjdbe Trustees shall mail written notice
such termination to the registered owners of thetanding voting trust certificates at the addeggsearing on the transfer books of the
Trustees. From the date specified in any such egtihich date shall be fixed by the Trustees) thiing trust certificates shall cease to have
any effect, and the holders of such voting trustifieates shall have no further rights under thising trust other than to receive certificates
for shares of stock ¢



the Company or any Additional Issuer or other prigpdistributable under the terms hereof upon tiveesder of such voting trust certificat

Within 30 days after the termination of this votitngst, the Trustees shall deliver to the registér@lders of all voting trust certificates
outstanding as of the date of such terminatiorgkstertificates for the number of shares of suelsslor classes of the Company's or any
Additional Issuer's capital stock or other equitierest represented thereby as to which they Beadhtitled upon the surrender for
cancellation of such voting trust certificates,ggdy endorsed or accompanied by properly enddrsguments of transfer, if appropriate, at
the place designated by the Trustees, and aftengaty if the Trustees so require, by the persotideshto receive such stock certificates,
sum sufficient to cover any stamp tax or governm@lecitarge in respect of the transfer or deliverguith stock certificates. Such certificates
or shares shall bear such legend referring todabgictions on transfer of such shares as maydéresl by this Agreement, by law or
otherwise. Thereupon, all liability of the Trustdesdelivery of such certificates of shares skalininate, and the voting trust certificates
representing the beneficial interest in the shacedelivered by the Trustees shall be null and.void

If upon such termination, one or more registereddrs of outstanding voting trust certificates sFeil to surrender such voting trust
certificates, or the Trustees for any reason dielinable to comply with the provisions of the paing paragraph, the Trustees may, at any
time subsequent to 30 days after the terminatichisfAgreement, deposit (x) with the Company stoekificates representing the number of
shares of capital stock or other equity interegtasented by such voting trust certificates, togetith written instructions authorizing the
Company to deliver to the applicable registeredi@osuch stock certificates representing stockén@ompany in exchange for voting trust
certificates representing a like interest in thpited stock of the Company and (y) with each Aduitil Issuer stock certificates representing
the number of shares of capital stock or othertgdnierest in such Additional Issuer representgdich voting trust certificates, together
with written instructions authorizing such Additedrissuer to deliver to the applicable registereldiér such stock certificates representing
capital stock or other equity interest in such Aiddial Issuer in exchange for voting trust ceréfies representing a like interest in the capital
stock or other equity interest of such Additioredlder; and upon such deposit, all further liabiitghe Trustees for the delivery of such stock
certificates and the delivery or payment of dividempon surrender of the voting trust certificatieall cease, and the Trustees shall not be
required to take any further actions hereunder.

Notwithstanding anything herein to the contrarypmany extension of this voting trust as contenggldty Section 13 hereof, the share
stock held herein with respect to which this votingst is being extended shall continue to be bglthe Trustees and/or their successor
Trustees rather than being transferred to the texgid holders of voting trust certificates in redphereof for recontribution, and in such ey
no transfer of such shares shall be deemed todwrered for any purpos



6. Dividends. If any dividend in respect of thecktaeposited with the Trustee is paid, in wholéngpart, in stock of the Company or an
Additional Issuer having voting powers, the Trustshkall likewise hold, subject to the terms of thigeement, the stock certificates which
are received by them on account of such dividend,the holder of each outstanding voting trustifteste representing stock on which such
dividend has been paid shall be entitled to recaiveting trust certificate issued under this Agneat for the number of shares and class of
stock received as such dividend with respect tastages represented by such voting trust certifidddlders entitled to receive the voting
trust certificates issued in respect of such divitieshall be those registered as such on the éransbks of the Trustees at the close of
business on the record date for such dividend.

If any dividend in respect of the stock depositeththe Trustees is paid other than in capitallstarcother equity interest having voting
powers of the Company or any Additional Issuernttie Trustees shall promptly distribute the samthé holders of outstanding voting trust
certificates registered as such at the close ahbas on the record date for such distribution hSistribution shall be made to such holder
voting trust certificates ratably, in accordancéwihe number of shares represented by their régpaoting trust certificates.

In lieu of receiving cash dividends upon the cdgitack or other equity interest of the Companwy Additional Issuer deposited with the
Trustees and paying the same to the holders ofamdlisig voting trust certificates pursuant to thecpding paragraph, the Trustees may
instruct the Company or the Additional Issuer iritiwvg to pay such dividends directly to the holdefshe voting trust certificates specified
the Trustees. Such instructions are deemed giveabhand until receipt of written instructions ketcontrary from the Trustees, the
Company or the applicable Additional Issuer agtegsy such dividends directly to the holders @f ¥ioting trust certificates. The Trustees
may at any time revoke such instructions and bytarinotice to the Company or the applicable Adddi Issuer direct it to make dividend
payments to the Trustees. Neither the CompanympAaditional Issuer shall be liable to any holdéa voting trust certificate or any pers
claiming to be entitled to any such dividends kgsan of adhering to any written instructions of Tihestees.

7. Subscription Rights. If any stock or other egiriterest of the Company or any Additional Issaer offered for subscription to all of the
holders of any class of the Company's or such Aaldit Issuer's capital stock or other equity inseceposited hereunder, the Trustees
promptly, upon receipt of notice of such offer, lshzail a copy thereof to each registered holdethefoutstanding voting trust certificates
representing such class of capital stock or othaitg interest. Upon receipt by the Trustees, astidéive days prior to the last day fixed by the
Company or such Additional Issuer, as applicallestibscription and payment, of a request for arch segistered holder of voting trust
certificates to subscribe for such shares on betfiafich registered holder, accompanied by the&umoney required to pay for such stocl
other equity interest, the Trustees shall make sublscription and payment, and upon receipt fraandbmpany or such Additional Issuer, as
applicable of the certificates for shares



other equity interest so subscribed for, shallégsusuch registered holder a voting trust cedtiéaepresenting such shares if the same be
stock of the Company or such Additional Issueg@glicable, having voting powers, but if the sareesbares or securities other than stock
having voting powers, the Trustees shall mail divde such securities to the voting trust certifecaolder in whose behalf the subscription

was made, or may instruct the Company or such Audit Issuer, as applicable to make delivery diyetct the voting trust certificate holder
entitled thereto.

8. Dissolution of the Company. In the event of dissolution or total or partial liquidation of ti@mpany or an Additional Issuer (other than
in the event of a transaction described in Sed@ibelow), whether voluntary or involuntary, the 3iees shall receive the moneys, securities,
rights or property to which the holders of outsiagdshares of the Company's or such Additionaldssicapital stock or other equity interest,
as applicable, deposited hereunder are entitlatishall distribute the same among the registeréaeh® of voting trust certificates in
proportion to their interests, as shown by thedfanbooks of the Trustees, or the Trustees méyein discretion deposit such moneys,
securities, rights or property with any bank ostrcompany with authority and instructions to dlisite the same as above provided, and upor
such deposit, all further obligations or liabilgief the Trustee in respect of such moneys, séesjriights or property so deposited shall ce

9. Reorganization or Sale of the Company. In thenethat there occurs (i) any merger or consolifatiansaction involving the Company or
an Additional Issuer and one or more other entities transaction in which all or substantiallyadlthe assets of the Company or an
Additional Issuer are transferred to another emitfii) a transaction in which stockholders of empany or an Additional Issuer transfer or
exchange shares held by them wholly or partialtyctpital stock or other equity interest of anothetity having voting powers, and in any
such transaction securities of such entity havioting powers are received by the Trustees in resgfehe shares subject to this voting trust,
it being understood that in connection with anyhstransaction or otherwise all voting powers irmpexs of shares subject to this voting trust
shall be exercised by the Trustees in accordanitethe terms hereof and that shares may be renfowedthis voting trust only in
accordance with Section 1, thus giving the Trustdiggsower and authority to vote all shares subfj@reto in connection with any such
transaction, then (x) in connection with any suelmsaction involving the Company the term "Compadhy'all purposes of this Agreement
shall include the successor entity to the Comp@nyin connection with any such transaction invotyian Additional Issuer the term
"Additional Issuer” for all purposes of this Agreemt shall include the successor entity to such #atthl Issuer and (z) the Trustees shall
receive and hold under this Agreement any suchaagidck or other equity interest of such successtity received on account of the
ownership, as Trustees hereunder, of the stockiegkeLinder immediately prior to such transactiaoting trust certificates issued and
outstanding under this Agreement at the time ohgtensaction may remain outstanding or the Trisstegy, in their discretion, substitute for
such voting trust certificates new voting trusttifieates in appropriate form and with appropriatedifications to reflect the number of shg
of other securities then held, and the terms, ¥kStand "capita



stock" as used herein shall be taken to includesanyrities, including any other type of equityeatst, which may be received by the Trus
in lieu of all or any part of the capital stockather securities of the Company or an Additionalis, as applicable.

In the event that there occurs any transactionriestin the preceding paragraph and in conne¢tierewith the Trustees receive assets ¢
than capital stock or other equity interest hawiating powers, the Trustees shall distribute sissets to the registered holders of the
outstanding voting trust certificates hereunderrata on the basis of their respective interestieérshares held hereunder and, if such
consideration shall consist wholly of such asdbis,Agreement shall thereafter terminate.

10. Rights, Powers and Duties of Trustees. Unéilabtual delivery to the holders of voting trugtifieates issued hereunder of stock
certificates in exchange therefor, and until theeuder of such voting trust certificates for cdlat®n, in each case in accordance with the
terms of this Agreement, title to all of the Comparand each Additional Issuer's stock depositedumsler shall be vested in the Trustees,
who shall be deemed the holders of record of shahes for all purposes, and the Trustees shall theeveole and exclusive right, acting as
hereinafter provided and subject to such limitegias are set forth herein, to exercise, in persdry their nominees or proxies, all of the
rights and powers in respect of all stock depodieetunder, including the right to vote such stac#l to take part in or consent to any
corporate or stockholders' action of any kind wbet®r, whether ordinary or extraordinary, subjedht provisions hereinafter set forth. The
right to vote shall include the right to vote imeection with the election of directors and othesadution or proposed action of any character
whatsoever which may be presented at any meetinggoire the consent of stockholders of the Compmarany Additional Issuer. It is
expressly understood and agreed that the holdesstiofg trust certificates in their capacities astsshall not have any right, either under said
voting trust certificates or under this Agreememtunder any agreement or doctrine or conceptvef éxpress or implied, or otherwise, with
respect to any shares held by the Trustees heretmudete such shares or to take part in or congeany corporate action, or to do or perfi
any other act or thing which the holders of the @any's or any Additional Issuer's common stockmyf elass are now or may hereafter
become entitled to do or perform.

No Trustee shall incur any responsibility in hipaeity as trustee, individually or otherwise, irting the shares held hereunder or in
matter or act committed or omitted to be done umdén connection with this Agreement, or for amtevor act committed or omitted to be
done by any predecessor or successor Trustee,tdrcapich Trustee's willful malfeasance.

The Trustees shall at all times keep, or cause tept, complete and accurate records of all slegosited with them hereunder, the identity,
addresses and ownership of the Depositors and Bemefs, and all voting trust certificates issumdthe Trustee. Such records shall be open
to inspection by any Depositor or Beneficiary untihés Agreement on reasonable notice given to tlust€es at their usual place of business
during their normal business hou



Whenever action is required of the Trustees, satibramay be taken by written consent signed byrélggisite number of Trustees or by vote
of the requisite number of Trustees at a meetingefTrustees. So long as there are two (2) or Marstees hereunder, the concurrence of
both (if there are two

(2) Trustees) or a majority (if there are more thao (2) Trustees) of the Trustees then servingl beanecessary and sufficient for the
validity of any action taken by the Trustees, drat any time there is one Trustee hereunder (stilpeSection 11) such Trustee's action shall
be necessary and sufficient for the validity of aagion taken by the Trustees. Notwithstandingftinegoing, if at any time TIMOTHY P.
HORNE and or any other person shall serve as cetdes hereunder, and if for any reason the Trustesbfail to concur with respect to any
action proposed to be taken by the Trustees undaurguant to this Agreement (including withoutitetion any voting decision, any
amendment in connection with the withdrawal of saas contemplated by

Section 1, any other trust amendment or trust t@ation), then TIMOTHY P. HORNE, for so long as kesérving as a Trustee hereunder,
shall have the power (such power being hereinddlie "Determination Power") to determine in hikestiscretion, whether or not such
proposed action is to be taken and upon his appsoxh action when and if taken shall have the sfmme and effect as if both or all of the
Trustees had agreed with respect thereto. Any kudd@uments or instruments executed by or on WBeatidhe Trustees hereunder (including
without limitation voting trusting certificates) mée executed by Timothy P. Horne alone and hisatige shall evidence conclusively the
authorization and all of the Trustees hereunder.

In the event that TIMOTHY P. HORNE shall ceasedrvs as a Trustee hereunder, then no Trustee hgnesihall have the Determination
Power, except in accordance with a duly-publishedradment to this Agreement adopted in accordanttetivé terms hereof, provided,
however, that the foregoing shall not be deeméduintib the authority of any person serving as a Salgstee under and in accordance with this
Agreement.

11. Remaining Trustees; Successor Trustees, SucseBgtermination Power. At least one (1) indiébshall serve as a Trustee hereunder
during any period in which TIMOTHY P. HORNE senasa Trustee hereunder. The said TIMOTHY P. HORNH fave full discretionar
authority to serve as the sole Trustee until simk tis he shall determine that he is unwilling mathle to so serve and shall have resigned by
written instrument, or until his death or permarnientpacity or disability. During any period follavg TIMOTHY P. HORNE's service as a
Trustee hereunder (subject to the further provisioiithis Section 11 as set forth in the secondgraph hereof), there shall be at least tw«
Trustees hereunder. Notwithstanding the precea¥egsentences or any other provisions of this Agesgror otherwise to the contrary, if at
any time no Trustee shall be serving hereundeariigrreason (as a result, for example, of the dedttie Trustees), then this Agreement and
the voting trust created hereby shall neverthalessin in existence and in full force and effediltmnew Trustee shall be appointed in
accordance with this Section 11. All Trustees hedeu shall be individuals. Trustees shall in noné® subject to removal for any reason
and any Trustee hereunder shall serve until hieeoresignation, deat



permanent disability or incapacity (as hereinadigfined). Any Trustee hereunder may resign by aesignstrument delivered to the
remaining Trustee or Trustees, if any, or otherwastne registered holders of the outstanding gotinst certificates.

The following provisions shall govern the succesib Trustees hereunder. In the event TIMOTHY P RiNE shall cease to serve as a
Trustee hereunder, then Attorney WALTER J. FLOWERtSrney DAVID F. DIETZ and DANIEL J. MURPHY, lIshall thereupon becor
Co-Trustees hereunder if they are then living ailling and able to serve as such. In the eventdhgtof WALTER J. FLOWERS, DAVID
F. DIETZ or DANIEL J. MURPHY, Ill shall be unwillig or unable to serve as a Co-Trustee, then a Rribesignee or a Secondary
Designee (as defined hereinbelow) shall be appditateserve in the stead of any such named Co-Tewst® shall be unwilling or unable to
serve in that capacity. In the event that any of WWER J. FLOWERS, DAVID F. DIETZ or DANIEL J. MURPHMII or any Primary
Designee or Secondary Designee is unable or ungitir shall otherwise fail to serve as a Trustgeumaer at the time he would otherwise
become such, or after becoming a Co-Trustee sbafiecto serve as such for any reason, then thalteshtinue to be two (2) trustees
hereunder, and a person or the persons indicated lfi¢ available) shall become a Co-Trustee orTCastees in accordance with the
following line of succession in order that therdl witimately be three (3) Co-Trustees to serveuch office in accordance with the terms of
this Trust:

(1) First, any individual designated as the "Priynaesignee” in accordance with the following pasgdr of this Section 11;
(2) Next, any individual designated as the "Secon@esignee" in accordance with the following paegudy of this Section 11; and

(3) Then, one (1) or two (2) individuals (as apphite) appointed by the holders of a majority irerest of the voting trust certificates issue
respect of capital stock of the Company then ontsiay

such that in the event the individual or individkiabntemplated to serve as a Trustee or Trustee(synder for any reason fail or are unable
to serve as such at the time they would otherwgse rustee or Trustees hereunder or thereafteedeaerve as such for any reason, or if no
designation of a Primary Designee and/or a Secgridasignee shall be in effect, then the next ablandividual in the line of succession
shall become a Trustee hereunder, provided, howthadrif for any reason there shall ever be alsifigustee hereunder during any period
following Timothy P. Horne's service as a Trusteeshinder, then such sole Trustee shall be authibtizeake all actions on behalf of the
Trustee until such time as another Trustee shadigpointed, provided that the party or parties etitled to designate a successor or
successors shall endeavor to do so promptly. letkat of any disagreement between the Co-Trustgkgegard to any issue involving the
Trust, the majority vote of the Trustees then ificefshall be determinative of any issue which lsbalconsidered by the Truste



At any time TIMOTHY P. HORNE, if then living and hthen subject to any incapacity (as hereinaftéindd) may by written instrument
signed and filed with the registered office of @@mpany in Delaware and with the registered offiteach Additional Issuer in its state of
incorporation or organization, designate (i) anvittal to serve as Primary Designee in the linswfcession contemplated by this Sectio
(the "Primary Designee"), and (ii) if he so eleets,additional individual to succeed, or to servéeau of or with the Primary Designee as a
trustee hereunder (the "Secondary Designee") asalgemplated by this Section 11. Any such designahall also be revocable by a
written instrument signed by TIMOTHY P. HORNE ifeth living and not then subject to any incapacis/Hareinafter defined), and filed w
the registered office of the Company in Delaware waith the registered office of each Additionalussin its state of incorporation or
organization at any time prior to the time at whiclesignated successor becomes a Trustee herelinglenderstood that the provisions of
this Section 11 are intended to permit the designaif up to two individuals to become Trusteesdgordance with the line of succession as
Trustees hereunder, and while designations ofquaati individuals may be revoked and a new indigldiesignated in his or her place (such
as in the case of a designee's death, for exanmaehore than two individuals may become Trusteesumder pursuant to a designation as a
Primary or Secondary Designee absent an amendméristAgreement, it being understood that in exe8tcondary Designee becomes a
Trustee hereunder because a Primary Designeehstvalifailed to serve as a Trustee hereunder, beeimdividual who becomes a Trustee
hereunder shall be deemed the Primary Designethariddividuals so empowered in this paragraph thayeafter name a new Secondary
Designee in accordance with the terms hereof.dretlent that TIMOTHY P. HORNE dies or becomes stilijgany incapacity (as
hereinafter defined), the power designated inghiggraph shall become personal to and may beisadranly by the individuals named in
this paragraph in accordance with the terms hefidw.provisions of this paragraph are intendedetpdrmissive and shall authorize, but not
require, the appointment of a Primary or Secon@msignee.

In the event of the permanent disability or incajyaaf a Trustee, he shall cease to serve in thpacity as provided in this paragraph. For
purposes of this Agreement, "permanent disabiltydll mean any physical or mental disability oraipacitation that precludes a Trustee from
performing his responsibilities under this Agreeireemd which is not capable of cure or correctiord &ncapacity” shall mean any mental
state by reason of which the individual in questiaruld not be deemed competent under the law ofthie of principal residence. If
permanent disability or incapacity is claimed witspect to a Trustee or other person, said permaisability or incapacity shall be
evidenced by a written certification (a "Certificat") signed by two doctors attending such Trusteether person, which doctors shall be
licensed to practice medicine in the state of #ievant person's principal residence, and , ircéise of a Trustee, such Trustee shall cease to
serve in such capacity upon receipt by a co-Trusigecessor Trustee or the registered holderseofdting trust certificates then outstanding,
as the case may be, of a Certification. Absentréfieation, the individual in question shall beegsumed to be not subject to any permanent
disability or incapacity and he shall be recogniasa dul-appointed Trustee of this Tru



The rights, powers and privileges of each of thesiges named hereunder shall be possessed byagsor Trustee with the same effect as
though such successor had originally been a parttyi$ Agreement; provided, however, that no Trestesuccessor Trustee hereunder shall
possess the Determination Power referred to in@et0d unless it is specifically conferred uponksticustee pursuant to the provisions
hereof.

In any other circumstance, no Trustee hereunder dtan TIMOTHY P. HORNE shall have the DetermioatPower. In the event that there
shall be more than one Trustee serving at any tme,n the event that the Trustees shall not cooicumatters not specifically contemplated
by the terms of this Agreement, the Trustees slvalsider such matter and they shall vote among thaetermine the disposition of the
issue among them, (bearing in mind the relativeragts of the Shareholders, the Company, and thediters into this Trust). The majority
vote of the Trustees shall be determinative ant sdsolve the matter after giving due consideratio the purposes of this Trust.

Each Trustee shall affix his signatures to thise®gnent and each successor Trustee appointed putsuhis Section 11 shall accept
appointment or election hereunder by affixing gsmature to this Agreement at the time he beconfEsistee hereunder. By affixing their
signatures to this Agreement, the Trustees and @amtessor Trustee agree to be bound by the terrasfh

Reference in this Agreement to "Trustees" meandthstee or Trustees at the time acting in thaaciyp, whether an original Trustee or any
additional or successor Trustee, as the contexines)

12. Compensation and Reimbursement of Trustee$ Barstee shall serve without compensation. Thetéas shall have the right to incur
and to pay such reasonable expenses and chargés emgloy and pay such agents, attorneys and ebaaghey may deem necessary and
proper. Any such expenses or charges incurred thylaa to the Trustees may be deducted from thdelids, proceeds or other moneys or
property received by the Trustees in respect obtbek deposited hereunder or may be payable bgdnepany or any Additional Issuer in
their discretion. Nothing herein contained shadlggialify any Trustee or any successor Trusteeydad) without limitation any person nam
as a Primary or Secondary Designee, or any firmhith he is interested, from serving the Company, &dditional Issuer or any of their
respective subsidiaries as an officer or directan@ny other capacity (including without limitati as legal counsel, financial adviser or
lender), holding any class of stock in the Compangny Additional Issuer, becoming a creditor & @ompany or any Additional Issuer or
otherwise dealing with it in good faith, depositimig stock in trust pursuant to this Agreementingfor himself as a director of the Comps
or any Additional Issuer in any election thereaoftaking any other action as a Trustee hereundeommection with any matter in which such
Trustee has any direct or indirect interest. Ttavisions of the foregoing notwithstanding, eachsiee shall be entitled to be fully
indemnified by the assets of the voting trust dredholders of outstanding voting trust certificat@® rata in accordance with their interest
the time of the relevant payment, against all G



charges, expenses, loss, liability and damage pe¢foedamage caused by his own willful malfeasieurred by him in the administration
of this trust or in the exercise of any power corgeé upon the Trustees by this Agreement.

13. Amendment, Termination. This Agreement mayeraded by a written amendment signed by the nuwifbBrustees authorized to take
action at the relevant time under Section 10,fdhd Trustees (if more than one) do not concuhwéspect to any proposed amendment a
time when any Trustee holds the Determination Ppthen by the Trustee having the Determination Ppwhkich approval shall constitute
approval of all of the Trustees then serving amdept as contemplated by Section 1, by registeoddiehs of at least a majority vote of the
outstanding voting trust certificates issued irpees of capital stock or other equity interesttef Company or any Additional Issuer, as the
case may be, as to which the matter relates; pedyidowever, that no such amendment shall modifntend the provisions of the following
two paragraphs without the written consent of eéadividual Depositor or the Trustee of each TruepDBsitor who is living at the time of
such proposed amendment. For all purposes of tipiseinent, references to percentages of voting ¢artficates outstanding shall refer to,
(x) in the case of a matter relating to the Comp#my number of votes represented by the sharst®ok of the Company represented by
voting trust certificates issued in respect of shaf stock of the Company and, (y) in the case mhitter relating to an Additional Issuer, the
number of votes represented by the shares of sfioitle applicable Additional Issuer representedidiyng trust certificates issued in respect
of the capital stock or other equity interest affshdditional Issuer.

This Agreement may be terminated only by a writtestrument signed by the number of Trustees autbdrio take action at the relevant ti
under

Section 1 or, if the Trustees (if more than onepdbconcur with respect to any proposed termimadibany time when any Trustee holds the
Determination Power, then by the Trustee havingteeermination Power, which approval shall congtitapproval of all of the Trustees, the
registered holders of a majority of the voting tresrtificates issued in respect of the capitatlstaf the Company then outstanding and each
individual Depositor or the Trustee of each TruepDsitor who is living at the time of the proposednination.

If not previously terminated in accordance with thens hereof

(including under the circumstances contemplatethbyprovisions of Section 9)

this Agreement shall terminate on August 26, 2@Rayided, however, that at any time within two y2ars prior to such date (or prior to any
subsequent date of termination fixed in accordavitie the provisions hereof and of applicable la@r)e or more of the persons designated in
the following provisions of this Section 13 may, Wwsitten agreement, extend the duration of thise®gnent for an additional term not
exceeding twenty-four (24) years from the expimatiate as originally fixed or as last extended. fiinegoing right of extension shall be
exercisable in respect of particular shares subjeto by (i) the individual Depositor who origilgadeposited the relevant shares, if the
Depositor is then living and is not subject to amgapacity at the time of the proposed extensiod,ifso exercised such extension shall be
binding upon any and all holders of voting trugtifieates in respect of the shares deposited meteuby such individual Depositor, (ii) the
trustee o



any trust Depositor which deposited the relevaates including without limitation any trust Deposiwhich is a revocable trust, which
trustee is then living and not subject to any ircity at the time of the proposed extension, agdndless of whether such trust is then still in
existence, and if so exercised shall be bindingwgrty and all holders of voting trust certificailesespect of shares deposited hereunder by
such trust Depositor and any and all beneficiahieseof or successors in interest thereto, andlfié holder of any voting trust certificate
representing shares not covered by either of thegoling clauses (i) or (ii), and if so exercisealldbe effective with respect to all shares
represented by such voting trust certificate, inpainderstood that the provisions only of claugesr (ii) of this paragraph and not of clause
(iii) shall govern any extension with respect targls referred to therein if and to the extent ad3gpr referred to therein is available to
consent to such extension. Any such action to eltieis Agreement shall be binding upon the TrusteesDepositor and upon all holders of
the related voting trust certificates (includinghwaiut limitation trustees, officers, beneficiar@sd owners of any trust or other entity which is
such a holder thereof) and any and all successamarest of any of the foregoing (including withidimitation any holder of voting trust
certificates representing shares deposited by apoBitor consenting or on whose behalf consentvendiy the relevant trustee to such
extension in the manner provided above, and angfBzgary or successor of a Beneficiary of any tiDepositor. Extensions in accordance
with this Section 13 (i) shall not be deemed tostitute the commencement of a new voting truspfoposes of the DGCL or the law
governing the incorporation or organization of #&uditional Issuer,

(i) shall be filed with the registered officestbe Company in Delaware and with the registereit@dfof each Additional Issuer in its state of
incorporation or organization, as provided by lawd (iii) shall not involve or require any transéérshares as contemplated by the last
provisions of

Section 5.

14. Notices, Distributions. Unless otherwise speally provided in this Agreement, any notice tocommunication with any holder of any
voting trust certificate or other party hereundealsbe deemed to be sufficiently given or madmdfiled, postage prepaid, to such holder at
his or her address appearing on the books of tis¢, tvhich shall in all cases be deemed to beddeeas of such holder for all purposes under
this Agreement, without regard to what other ofedént addresses of which the Trustees may haveen@very notice so given shall be
effective, whether or not received, and the dat@aifing shall be the date such notice is deemeeingior all purposes.

Any notice to any Trustee hereunder shall be defiigf mailed, postage prepaid, by certified agiséered mail to him, with a copy sent to
Company at Watts Industries, Inc., Route 114 anes@hut Street, North Andover, Massachusetts 01845.

Subject to Section 6 hereof, all distributions a$le, securities, or other property hereunder byl'thstees to the holders of voting trust
certificates may be made, in the discretion offthestees, by mail (regular, registered or certifiegil, as the Trustees may deem advisable),
in the same manner as hereinabove provided fagitlireg of notices to the holders of voting trusttdecates.



15. Construction. This Agreement is to be constiared Delaware contract, is to take effect as leddéastrument, and is binding upon and
inures to the benefit of the parties hereto and tiedrs, executors, administrators, representatigeccessors and permitted assigns. In case
any one or more of the provisions or parts of aigions contained in this Agreement or in any vgtirust certificate hereunder shall for any
reason be held to be invalid, illegal or unenfobtedn any respect, such invalidity, illegality umenforceabilitity shall not affect any other
provision or part of a provision hereof or therdmft this Agreement and such voting trust certiésashall be construed as if such invalid or
illegal or unenforceable provision or part of aypston had never been contained herein, and theepawill use their best efforts to substitute
a valid, legal and enforceable provision whichpfias as practicable, implements the purposes aedtsthereof.

16. Gender. Words used in this Agreement, regaditthe number and gender specifically used, sleatleemed and construed to include
any other number, singular or plural (and all refees to the "Trustees' shall refer to the Truste® serving if only one Trustee is then
serving), and any other gender, masculine, femjraneeuter, as the context requires.

17. Execution. This Agreement may be executed ynrammber of counterparts, each of which, when etegt;ishall be deemed to be an
original and all of which together shall constitbi# one and the same instrument. Any Additionsiiés shall become a party to this
Agreement by executing a counterpart signature pageto and shall file a copy of this Agreementwtite Secretary of State or other
appropriate office of its state of incorporationooganization



IN WITNESS WHEREOF, the parties hereof have exetthes Agreement under seal, all as of this dayysad first above written.
Timothy P. Horne, as Trustee
Timothy P. Horne, individually

Timothy P. Horne, as Trustee of the
George B. Horne Trust--1982

Timothy P. Horne, as Trustee of the
Deborah Horne Trust--1976

Timothy P. Horne, as Trustee of the
Daniel W. Horne Trust--1980

Timothy P. Horne, as Trustee of the
Grandchildren's Trust f/b/o
Tara V. Horne

Timothy P. Horne, as Trustee of the
Grandchildren's Trust f/b/o
Tiffany R. Horne



SCHEDULE A

No. of Sh
Subject
Depositor (if any) Trust

Timothy P. Horne as Trustee of The 2,124,6
George B. Horne Trust - 1982 as
Currently Published

Timothy P. Horne 2,751,2

Timothy P. Horne as Trustee of the 1,335,8
Daniel W. Horne Trust - 1980

Timothy P. Horne as Trustee of the 1,335,8
Deborah Horne Trust - 1980

Tara V. Horne 40,00

Timothy P. Horne as Trustee of The 30,20
George B. Horne Grandchildren's Trust -
1995 f/b/o Tara V. Horne

Timothy P. Horne as Trustee of The 22,60
George B. Horne Grandchildren's Trust -
1995 f/b/o Tiffany Horne

Judith Rae Horne as Trustee of The 163,52
Tiffany Horne Trust - 1984

Judith Rae Horne as Custodian for 44,22
Tiffany Horne

ares No. of Shares
to Not Subject
to Trust



SCHEDULE B
AMENDMENT TO VOTING TRUST AGREEMENT

WHEREAS, [ ]Jand [ ] ] anesfees under a Voting Trust Agreement dated asughigt 1997, such Voting Trust
Agreement, being referred to herein as the "Agregtjieand

WHEREAS, [ ] desires to withdraw [ ( )] [shares of Class B Com&took of Watts Industries,
Inc., a Delaware corporation/shares of common sté¢Rdditional Issuer] (the "Company")]

WHEREAS, the Trustees and the holders of not lees & majority in interest of the voting trust derates issued in respect of the capital
stock or other equity interest of the Company aunding hereunder desire to consent and agree tbthee-described transactions.

NOW, THEREFORE, the parties hereto do hereby aasdellows: The parties hereto do hereby consetitaavithdrawal of such shares &
to amend Schedule A to the Agreement by amendidgestating Schedule A in its entirety to readddies:



SCHEDULE A

Class B Stock Name Number of Shares Certificate No.

Name of Registered Holder

Name of Registered Holder

2. Except as hereinabove provided, the partiefy ratid confirm the Agreement in all respects.

The parties hereto have executed this Amendmehetdgreement in one or more counterparts undéraseaf the day of

19 .

[Signatures to be added per the terms of the Ageeé



SCHEDULE C
FORM OF VOTING TRUST CERTIFICATE

This Voting Trust Certificate has not been regstennder the Securities Act of 1933, as amendetnay not be sold or otherwise
transferred unless (a) covered by an effectivestegion statement under the Securities Act of 1833amended, or (b) the trustees and the
Company have been furnished with an opinion of seligatisfactory to them to the effect that nostagtion is legally required for such
transfer.

This Voting Trust Certificate has been issued unded is subject to, a certain Voting Trust Agreetndated as of August 26, 1997, by and
among the Company and Timothy P. Horne as Truatecertain other persons, (as identified on Sdeelwf said Agreement as amende
a copy of which will be furnished by the Companyhe holder of this Voting Trust Certificate upontten request and without charge, and
this Voting Trust Certificate can only be transéetrisubject to, and in accordance with, such Agreéme

This Voting Trust Certificate is subject to restioos on transfer contained in the Company's Regt@ertificate of Incorporation, as
amended, a copy of which restrictions will be pd®d to the holder of this Voting Trust Certificagon request and without charge.

The shares represented by this Voting Trust Ceatifi are subject to restrictions on transfer puntsteaa Stock Restriction Agreement, a copy
of which will be furnished by the Company to thddew of this Voting Trust Certificate upon writteequest and without charge.

No. Shares

This certificate that the undersigned trustee basived a certificate or certificates in the narhevidencing ownership of shares of the [Cl

B Common Stock of Watts Industries, Inc., a Delan@rporation (the "Company"),/Additional Issuempahat said shares are held subje:
all of the terms and conditions of a certain Votirrgst Agreement dated as of the day of August/ &% "Agreement”), and are entitled to
all of the benefits set forth in the Agreement. @sf the Agreement and of every amendment anplsuonent thereto are on file at the office
of the Company and shall be available for the in8pe of every Beneficiary thereof or party therdtaing normal business hours. The ho

of this Certificate, which is issued, received &etd under the Agreement, by acceptance hereahtst and is bound by the Agreement
with the same effect as if the Agreement has bigred by him in person.

The shares of stock represented by this Certificate the legenc



"These shares are subject to a certain Voting kgstement, dated as of August 26, 1997, by andhgrtite Company and Timothy P. Ho
as trustee, and certain other persons, [as ameadmfly of which will be furnished by the Compaaythe holder of this Certificate upon
written request and without charge, and these st only be transferred subject to, and in aceare with, such Agreement.”

Subject to the provisions of the foregoing andAlgeeement, this Certificate is transferable onlytloe books of the Trustees by the registered
holder in person or his duly authorized attorney the holder hereof, by accepting this certificatanifests his consent that the trustees may
treat the registered holder hereof as the true oWamall purposes, except the delivery of stockifieates, which delivery shall not be made
without the surrender of this certificate or othemwvpursuant to the Agreement.

IN WITNESS WHEREOF, [and ], trustee,
[have] [has] executed this certificate as of this _day of ,19 .

, as Trustee



AMENDMENT NUMBER FIVE
WATTS INDUSTRIES, INC.
RETIREMENT PLAN FOR SALARIED EMPLOYEES

WHEREAS, Watts Industries, Inc. (the "Sponsoringdioyer") established the Watts Industries, Inc.ii@etent Plan For Salaried Employse
(the "Plan") for the benefit of its eligible Emplaywhich was most recently restated effective ataotiary 1, 1994;

WHEREAS, pursuant to Section 13.01 of the PlanSpensoring Employer reserved the right to ameedPtan; and

WHEREAS, the Sponsoring Employer desires to ambadPtan to clarify and reflect certain adminiswratimatters and to reflect certain
legislative changes.

NOW, THEREFORE, the Plan is hereby amended asvsll
1. Effective January 1, 1998, Sections 1.02(d)(@h@re revised to make certain clarifying charegfllows:
"(d) For purposes of Section 8.05, the Actuarializglent will be determined as follows:

(i) for annuity starting dates commencing priootober 1, 1995, by using the rates and mortadityet described in (c) above, except that the
interest rate for immediate annuities set by thesiea Benefit Guaranty Corporation for the montipayment will be used; and

(i) for annuity starting dates commencing on deafOctober 1, 1995 and ending on or before Dece®bel 995 by using mortality rates
based on a fixed blend of 50% of the male mortaditgs and 50% of the female mortality rates froen1983 Group Annuity Mortality Table
and by using an interest rate specified in (A)R); (vhichever results in a greater benefit:

(A) the interest rate on 30-year Treasury Condtéattrities for the month of November, 1994 or

(B) the interest rate on 30-year Treasury Congtaturities for the month which is two months priorthe month in which the Participant's
annuity starting date occul



(iii) for annuity starting dates commencing on fieaJanuary 1, 1996 and ending on or before Sdptei80, 1996, by using mortality rates
based on a fixed blend of 50% of the male mortaditgs and 50% of the female mortality rates froen1983 Group Annuity Mortality Table
and by using an interest rate specified in (C)Brwhichever results in a greater benefit:

(C) the interest rate on 30-year Treasury Condtitrities for the month of November, 1995 or
(D) the interest rate on 30-year Treasury CondWattrities for the month in which the Participartauity starting date occurs;

(iv) for annuity starting dates commencing on deaOctober 1, 1996 by using mortality rates bawed fixed blend of 50% of the male
mortality rates and 50% of the female mortalityesatrom the 1983 Group Annuity Mortality Table damndusing the interest rate on 30-year
Treasury Constant Maturities for the month of Notemprior to the Plan Year in which the annuityrtitg date occurs.

(e) For purposes of Section 12.01 (except as peavid (g) below), the Actuarial Equivalent will determined as follows:

(i) for annuity starting dates commencing priootober 1, 1995, by using the interest rate andatiiyrtable described in (c) above, except
for lump sum payments the interest rate for immiedsnuities set by the Pension Benefit Guarantp@ation for the month of payment
will be used;

(i) for annuity starting dates commencing on deafctober 1, 1995 and ending on or before Dece®hgel 995 by using mortality rates
based on a fixed blend of 50% of the male mortalitgd 50% of the female mortality rates from the3l@oup Annuity Mortality Table and
by using an interest rate specified in (A) or Bhichever results in a greater benefit:

(A) the interest rate on 30-year Treasury Condtéattirities for the month of November, 1994 or

(B) the interest rate on 30-year Treasury Congtattirities for the month which is two months priorthe month in which the Participant's
annuity starting date occurs;

(iii) for annuity starting dates commencing on fieaJanuary 1, 1996 and ending on or before Sdptei80, 1996, by using mortality rates
based on a fixed blend of 50% of the male mortaditgs and 50% of the female
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mortality rates from the 1983 Group Annuity Mortglirable and by using an interest rate specifieg@Cinor (D) whichever results in a greater
benefit:

(C) the interest rate on 30-year Treasury Cond¥itrrities for the month of November, 1995 or
(D) the interest rate on 30-year Treasury Congéaturities for the month in which the Participarsisuity starting date occurs;

(iv) for annuity starting dates commencing on d@eaOctober 1, 1996 by using mortality rates based fixed blend of 50% of the male
mortality rates and 50% of the female mortalityesatrom the 1983 Group Annuity Mortality Table dndusing the interest rate on 30-year
Treasury Constant Maturities for the month of Notemprior to the Plan Year in which the annuityrtitg date occurs.”

2. Effective January 1, 1998, Section 1.02 is aradrid rename "subsection
(H" as subsection (g) and to add a new subse¢fjas follows:

"(f) For purposes of subsections (d) and (e) abtheeterm annuity starting date means the daté whioh an amount is paid, except with
respect to payments under Section 12.01, in whasle cit means the first day of the month followihg month in which the Participant
terminates employment.”

3. Effective January 1, 1997, Section 1.09 is aradrid delete the fourth paragraph in its entirety.
4. Effective January 1, 1997, Section 1.20 of ieaded to read as follows:

"1.20 "Highly Compensated Employee" means any Eygdavho performed services for the Employer or #ii#&ed Employer during the
Determination Year and who:

(a) was a 5% owner (within the meaning of Sectid&(}(l)(B)(i) of the Code at any time during the@rmination Year or the Look-Back
Year; or

(b) received compensation from the Employer or #ii&ted Employer in excess of $80,000 (as adjdgiarsuant to 415(d) of the Code)
during the Look-Back Year, and was among the td 20 Employees when ranked on the basis of compiensaaid during the Look-Back
Year.

For purpose of determining an Employee's compemsainder this Section 1.20, compensation shall nfeaiEmployee's total compensation
reportable on Form W-2,



plus all contributions made on behalf of the Employy the Employer or an Affiliated Employer punsiuis a salary deferral agreement
maintained by the Employer or an Affiliated Employader any cash or deferred arrangement desciib®dction 401(k) of the Code or any
salary reduction agreement pursuant to a cafgiaraestablished under Section 125 of the Codéd¥Employer or Affiliated Employer.

For purposes of this Section, the "Look-Back Yen€ans the period of the twelve consecutive momtinsddiately preceding the
Determination Year. Also for purposes of this Smgti Determination Year" means the Plan Year thaeing tested for purposes of
determining if an Employee is a Highly Compensdieatployee."

5. Effective January 1, 1998, Section 1.22 is aradrid read as follows:

"1.22 "Maximum Offset Allowance" means at Sociat@#y Retirement Age,

(1), (ii), or (iii) below, whichever is applicabl¢) if a Participant's Social Security Retiremégfe is 65, .0075 of his Social Security
Compensation; (ii) if a Participant's Social SetyuRetirement Age is 66, .0068 of his Social Sagutiompensation; or (iii) if a Participant's
Social Security Retirement Age is 67 or higher6Z®of his Social Security Compensation, multiplschis years of Benefit Service (up to a
maximum of 25 years)."

Notwithstanding the foregoing, the Maximum Offsélatvance shall not exceed 1/2 of the benefit deteech without regard to the offst
based on the lessor of Social Security Compensatiétinal Average Compensation.”

6. Effective as of January 1, 1998, Section 2.G#tgnded to read as follows:
"2.02 CREDITING OF SERVICE ON OR AFTER JANUARY 1, 1985

An Employee must accumulate at least 1,000 Hou&eofice during a 12-month computation period teotto be credited with a year of
Service. The 12-month computation period for puggosf determining a year of Service for vestingarrfsection 6.02 is the Plan Year. The
12-month computation period for purposes of deteimgi a Year of service for eligibility under SectiB.01 is the 12-month period beginning
when the Employee first performs an Hour of Serand the subsequent computation periods shalldbPln Year beginning with the Plan
Year that includes the first anniversary of theedht Participant first performs an Hour of Servitiee 12-month computation period for
purposes of determining a year of Service for Bieisafrvice purposes as set forth in Section 2.@bdsPlan Year. During any computation
period during which an Employee's Hours of Sergiaenot be determined, the Employee shall be cebdith 190 Hours of Service for each
month during such period in which he or she conagleine Hour of Service."

4



7. Effective as of January 1, 1998, Section 2.@2%leted and Section 2.023 is renumbered as 8&t0@2.
8. Effective as of the January 1, 1998, Secti®® &5 amended in its entirety to make certain fitations as follows:
"2.05 BENEFIT SERVICE ON OR AFTER JANUARY 1, 1985

With respect to employment on and after Janua®85, Benefit Service, for purposes of determirdri@articipant's benefit under the Plan
means his years of Service earned as an Eligibleldgme excluding any service prior to such EligiBlaployee's twenty first birthday. For
purposes of this Section 2.05, a year of ServiemysPlan Year in which the Participant is creditgtth 1000 Hours of Service. During any
computation period in which an Eligible Employad@urs of Service cannot be determined, the Eligiytgployee shall be credited with 190
Hours of Service for each month during such peiioathich he or she completes one Hour of Service.

However, if an Eligible Employee does not have @,Bl@urs of Service in a Plan Year because he oesters or, following a Break in
Service, re-enters employment with the Employeardfie first day of a Plan Year or terminates hisar employment or retires prior to the
end of a Plan Year, he or she shall be deemedvim dxecrued a partial year of service for such Rlaar equal to the ratio that his or her
credited Hours of Service for such Plan Year b&ads000."

9. Effective December 12, 1994, Article 2 is amehtteadd the following provision as Section 2.06:
"2.06 VETERAN'S BENEFITS

Notwithstanding any provision of this Plan to themtrary, contributions, benefits and service credfib respect to qualified military servi
will be provided in accordance with Section 414¢tijhe Internal Revenue Code."

10. Effective April 1, 1998, Section 3.01 is amethdte add the following subparagraph (x) to subsectb) thereof:

"(x) Effective April 1, 1998, an employee of AeradyControls Corporation who became an Eligible Exygé of Circle Seal Corporation on
January 5, 1998 shall be eligible to participatthePlan on the first day of the month coincidivith or next following the date he attains ¢
21 and completes one year of Service. Service Adgiftodyne Controls Corporation prior to January3& shall be taken into account for
eligibility and vesting purposes. However, suctgiblie Employee's Benefit Service shall be takea atcount only with regard to service
with the Employer commencing April 1, 1998."



11. Effective January 1, 1997, Section 5.03 is atedrio add subsection (f) as follows:

"(f) This subsection (f) shall apply to any Partant who had his retirement benefit determined uRdet B of the Plan and who after January
1, 1997, transferred to Regtrol Inc. (hereinafedeired to as a "Transferred Jameco Participant™).

A Transferred Jameco Participant's Normal RetirarBemefit shall be an amount based on a maximugbagfears of "Combined Total
Benefit Service" and equal to the sum of (i) amdwhere:

(i) is the Transferred Jameco Participant's acchegrfit based on the formula under Part B of the ih effect as of the transfer date and
determined based upon (1) his years of Servicerupal B of the Plan as of the transfer date and

(2) his Average Monthly Compensation under Secti@b of Part B and his Covered Compensation undetiéh 1.16 of Part B as of his
retirement or termination date.

(i) is the Transferred Jameco Participant's aathenefit, if any, determined in accordance witht®a 5.03(c) for years of Benefit Service
earned on or after transfer date.

For purposes of this Section 5.03(f), "Combinedal Benefit Service" means benefit service earnatbuPart B of this Plan and Benefit
Service earned under subsection (ii) above. Iretlemt a Participant's Combined Total Benefit Sereixceeds twenty-five

(25) on his date of retirement or termination ofpdmgment with the Employer, the Transferred Janfeadicipant's retirement benefit shall
determined by decreasing his years of service usulgsection (i) by the number of years of servibéctvexceeds twenty-five and
substituting such benefit service with years of &#rService under subsection (ii).

However, in no event shall a Transferred Jamectdiemt's accrued benefit be less than his accheeefit based upon his years of benefit
Service as of his transfer date as calculated under

Part B."
12. Effective January 1, 1998, Section 5.06(byiemded to read as follows:

"(b) The Deferred Retirement Benefit payable tadiBipant who attains age 70 1/2 and who continad® an Employee shall be equal to
the Participant's accrued benefit determined dkeofast day of the Plan Year in which the Paréinipattains age 70 1/2. The Deferred
Retirement Benefit payable under this paragraplstip)l be determined in accordance with SectioB br(6.031, whichever is applicable, ¢
shall be payable in the form of a single life amywrhe Deferred



Retirement Benefit shall commence no later thard#treiary 1 immediately following the Plan Year inieth the Participant attains age 70

The monthly benefit of a Participant who has begragiving benefits and who continues to be an Eygaafter his attainment of age 70 1/2
shall be adjusted, effective on the January 1¥ohg the Plan Year in which the Participant's bér@fmmenced and on each succeeding
January 1 prior to the Participant's Deferred Ratent Date, to reflect the effect of changes inRthdicipant's accrued benefit since the
previous January 1. The final adjustment shall beleras of the Participant's Deferred Retiremeng.Dsdjustments required by this
paragraph shall include a reduction equal to thieeidal Equivalent of any benefit payments alreatde with respect to the Participant. In
no event, however, will the benefit payable to Baeticipant be reduced as a result of this pardgifaprthermore, the operation of this
paragraph will not affect the form of benefit paythpreviously elected by the Participant.

Upon such Participant's actual Deferred Retirerate, he shall then be eligible to make the elacii® described in Section 5.022."

13. Effective January 1, 1998, Article 5 is amenttecenumber existing "Section 5.11" as Sectio? &id to add a new Section 5.11 as
follows:

"5.11 DISABILITY RETIREMENT BENEFIT

In the event a Participant becomes disabled whilpleyed with the Employer so that he is receivimgatility benefits under the Employer's
long term disability program and is eligible fordais receiving disability benefits under Title fithe Social Security Act, such Participant
shall continue to be credited with years of Serfizevesting and years of Benefit Service for tleeigd he remains disabled and such crec
shall cease upon the earlier of the Participaatevery from disability, death, election of EarlgtRement or Normal Retirement Date. Dul
the period of disability such Participant's shalldsedited with Compensation equal to the gredthisosCompensation credited in the Plan
Year he becomes disabled or the Compensation ecefdit the immediately preceding Plan Year. In tiddj such disabled Participant's
Maximum Offset Allowance shall be determined athefdate he becomes disabled. If a Participargabdity continues until his Normal
Retirement Date, his Normal Retirement Benefitlstaminmence as of the date elected by the Partitipaccordance with the normal form
of benefit described as Section 5.01 or 5.02, wdiehis applicable, or the optional retirement Ifiiénéelected by the Participant, as set fc
in Article 5."

14. Effective January 1, 1998, Section 7.04(chieded to read as follows:

“(c) If a Participant dies after attaining his NanRetirement Age but before his Deferred Retirenirate, the Spouse Joint and Survivor
Annuity as



described in Section 5.02 shall be deemed to k&act on behalf of such Participant, provided ke hot made an election under Section
5.022 to receive his benefits under another formpagiment.”

15. Effective January 1, 1998, Section 12.01 of Ras amended to read as follows:
"12.01 PAYMENT OF SMALL AMOUNTS

In the event that the Actuarial Equivalent of tletRipant's accrued benefit is $3,500 or lesshendetermination date, the accrued benefit
shall be automatically paid in a lump sum. Notwigimgling this above, if the Actuarial Equivalentloé Participant's accrued benefit derived
from Employer contributions is $3,500 or less, iadlistribution of the Participant's Accumulated @dution Account, a Participant may el
to receive distribution of his remaining Employeoyided accrued benefit provided the appropriateispl consent as set forth in Section
5.024 is obtained.

No distribution may be made under this Section 12ffer a Participant's Benefit Commencement Daikess the Participant and t
Participant's spouse, or where the Participantiexs the surviving spouse consents in writinguohsdistribution."

IN WITNESS WHEREOF, Watts Industries, Inc. has ealthis Amendment to be executed by its authoridder and its seal affixed
hereto this day of , 1998.

WATTS INDUSTRIES, INC.

By:

Title:

(Seal)



AMENDMENT NUMBER SIX
WATTS INDUSTRIES, INC.
RETIREMENT PLAN FOR SALARIED EMPLOYEES

WHEREAS, Watts Industries, Inc. (the "Sponsoringpioyer") established the Watts Industries, Inc.ii@etent Plan for Salaried Employees
(the "Plan") for the benefit of its eligible empkms which was most recently amended and restdtextieé as of January 1, 1994;

WHEREAS, pursuant to Section 13.01 of the PlanSppensoring Employer reserved the right to ameedPtan; and
WHEREAS, the Sponsoring Employer desires to ambadPtan to reflect the inclusion of certain eligieimployees;
NOW, THEREFORE, the Plan is hereby amended asvsll

1. Effective January 1, 1997, Section 3.01(b) igmaded to add the following subsection (xi) as fofo

"(xi) Effective January 1, 1997, an employee of Co nsolidated Precision
Corp. who became an employee of Circle Seals Controls shall become
an Eligible Employee for purposes of the Pla n and shall become a
Participant in the Plan as of the later of J anuary 1, 1997 or the
date the Eligible Employee meets the require ments of Section
3.01(a). An Eligible Employee's service with Consolidated Precision
Corp. prior to its acquisition by the Employ er shall be taken into
account for eligibility and vesting purposes . However, such
Eligible Employee's Benefit Service shall be taken into account
only with regard to service with the Employe r commencing January 1,
1997."

2. Effective January 1, 1998, Section 3.01(b) ieaded to add the following subsection (xii) asdat:

"(xii) Effective January 1, 1998, an employee of @stCompany, Inc. shall become an Eligible Emplayeger this Plan and shall become a
Participant in the Plan as of the later of JandardQ98 or the date the Eligible Employee meetsdhairements of Section

3.01(a). Such Eligible Employee's service with Ar@@snpany, Inc. prior to its acquisition by the Eoyar shall be taken into account for
eligibility and vesting. However, such Eligible Elopee's Benefit Service shall be taken into accomht with regard to service with the
Employer commencing January 1, 1998."



IN WITNESS WHEREOF, Watts Industries, Inc. has ealthis Amendment to be executed by its duly aighdrofficer and its seal affixed
hereto this day of ,19 .

WATTS INDUSTRIES, INC.

By:

Title:

[Seal]



AMENDMENT NUMBER SEVEN
WATTS INDUSTRIES, INC.
RETIREMENT PLAN FOR SALARIED EMPLOYEES

WHEREAS, Watts Industries, Inc. (the "Sponsoringpioyer") established the Watts Industries, Inc.if@etent Plan for Salaried Employees
(the "Plan") for the benefit of its eligible empkms which was most recently amended and restdtextieé as of January 1, 1994;

WHEREAS, pursuant to Section 13.01 of the PlanSpensoring Employer reserved the right to ameedPtan; and

WHEREAS, the Sponsoring Employer desires to ambadPtan to reflect the inclusion of certain eligileimployees and certain employers;
NOW, THEREFORE, the Plan is hereby amended asvsll

1. Effective January 1, 1998, Section 1.16 is aradnid add the following sentence:

"Effective January 1, 1998, the term "Employer'lines "Ames Company, Inc."™

2. Effective August 31, 1995, Section 3.01(b) issaded to add the following subsection (xiii) asdais:

"(xiii) A salaried employee of Keane Controls Cargiion who became an employee of Circle Seal Ctmthoc. shall become an Eligible
Employee for purposes of the Plan and shall becoarticipant in the Plan as of the later of Audist1995 or the date such Eligible
Employee meets the requirements of Section 3.0A¢akEligible Employee's service with Keane Conti@lerporation, prior to its acquisition
by the Employer, shall be taken into account faikility and vesting purposes. However, such HBligiEmployee's Benefit Service shall be
taken into account only with regard to service wiita Employer commencing August 31, 1995."

3. Effective March 17, 1998, Section 3.01(b) is adesl to add the following subsection (xiv) as fao

"(xiv) A salaried employee of Atkomatic Valve Conmyawho became an employee of Circle Seal Conthots,shall become an Eligible
Employee for purposes of the Plan and shall becoiarticipant in the Plan as of the later of Matc¢h1998 or the date the Eligible
Employee meets the requirements of Section 3.0Aakligible Employee's service with Atkomatic ValCompany, prior to its acquisition
by the Employer, shall be taken into account fagileility and vesting. However, such Eligible Emp&®'s .Benefit Service shall be taken into
account only with regard to service with the Emgilogommencing March 17, 199¢



IN WITNESS WHEREOF, Watts Industries, Inc. has ealthis Amendment to be executed by its duly aighdrofficer and its seal affixed
hereto this day of , 1999.

WATTS INDUSTRIES, INC.

By:

Title:

[Seal]



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]

Circle Seal Controls, Inc. [Delaware]

Green County Castings, Inc. [Oklahoma]

KF Industries, Inc. [Oklahomal]

KF Sales Corp. [Delaware]

Rudolph Labranche, Inc. [New Hampshire]

Leslie Controls, Inc. [New Jersey]

Spence Engineering Company, Inc. [Delaware] Wattsriage Products, Inc. [Delaware] [formerly AncorSWA.] Anderson-Barrows Metals
Corp. [California] Circle Seal Corporation [Delawfformerly Jameco Acquisition] Jameco Industries, [New York]
Webster Valve, Inc. [New Hampshire]

Ames Holdings, Inc. [Delaware]

Ames Company, Inc. [California]

Yolo-Ames Leasing Company, Inc. [California] Holkeg. [New York]

Ajax Screw Machine Co., Inc. [Connecticut] Hokedmtational, Ltd. [New York]

Go-Regulator, Inc. [California]

SSI Equipment, Inc. [New York]

INTERNATIONAL:

IOG Canada, Inc. [Canada]

SSI Equipment, Inc. [Canada]

Watts Industries (Canada) Inc. [Canada]

Watts Investment Company Canada Ltd. [Canada] Hik#rols, Limited [Canada]
Watts Cazzaniga S.p.A. [Italy]

Cazzaniga Immobiliare S.r.l.

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



Hoke Handelsgesellschaft, GmbH [Germany] Hoke GeasSales Corp. [U.S. Virgin Islands] Wattsco ima¢ional [U.S. Virgin Islands]
Watts Ocean 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] Lesiternational V.I. [Virgin Islands] Watts M.T.R. GiHfGermany]

Anderson Barrows B.V. [the Netherlands]

Pibiviesse SpA [Italy]

B.V. Philabel [the Netherlands]

Watts AG [Switzerland]

Watts Ocean NV [Belgian]

WIG Armaturen Vertriebs, GmbH [Germany]

WSA Heizungs und Sanitartechnik GmbH [Germany] WikSwaltungs und Beteiligungs GmbH [Germany] WLI.B.fItaly][formerly ISI
SpA]

Watts Londa SpA [ltaly][formerly Watts ISI SpA]

In addition to the foregoing, the Company holds 8¢ interest in De Martin Srl [Italy], a 60% ingst in Tianjin Tanggu Watts Valve
Company Limited, a Chinese joint venture, and a &@#&rest in Suzhou Watts Valve Co., Ltd., a Chinjeént venture. The Company also
holds a 49% interest in Jameco International LLC.

* dissolution pending



INDEPENDENT AUDITORS' CONSENT

The Board of Directors and Stockholders
Watts Industries, Inc.

We consent to the incorporation by reference infellewing registration statements of Watts Indiesty Inc. and any amendments thereto (1)
No. 33332685 on Form S-8, (2) No. 33-37926 on Form S3BNp. 33-69422 on Form S-8, (4) No. 33-64627 om#+8-8, (5) No. 33-30377
on Form S8 of our report dated August 13, 1999, relatintheoconsolidated balance sheet of Watts Industriesand subsidiaries as of Jt
30, 1999 and 1998, the related consolidated statsno operations, stockholders' equity and cashiflfor each of the years in the three-year
period ended June 30, 1999, and the Valuation aradif§ing Account Schedule, which reports appeahiJune 30, 1999 annual report on
Form 10-K of Watts Industries, Inc.

Boston, Massachusetts
September 22, 19¢



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM JUNE 30, 1999 FINANCIAL
STATEMENTS AND IS QUALIFIED IN ITS ENTIRETY BY REFRENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END JUN 30 199
PERIOD END JUN 30 199
CASH 10,68:
SECURITIES 2,09z
RECEIVABLES 97,06:
ALLOWANCES 7,741
INVENTORY 110,55:
CURRENT ASSET 367,07¢
PP&E 218,71!
DEPRECIATION 89,55:
TOTAL ASSETS 637,74:
CURRENT LIABILITIES 99,16¢
BONDS 120,96t R
COMMON 2,64
PREFERRED MANDATORY 0
PREFERREL 0
OTHER SE 385,01(
TOTAL LIABILITY AND EQUITY 637,74:
SALES 474,45¢
TOTAL REVENUES 474,45¢
CGS 302,74!
TOTAL COSTS 422,62(
OTHER EXPENSES 6,91¢
LOSS PROVISION 1,72¢
INTEREST EXPENSE 6,15(
INCOME PRETAX 44,92
INCOME TAX 15,46¢
INCOME CONTINUING 29,45¢
DISCONTINUED 6,50%
EXTRAORDINARY 0
CHANGES 0
NET INCOME 35,95¢
EPS BASIC 1.34
EPS DILUTED 1.34

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.



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM JUNE 30, 1997 FINANCIAL
STATEMENTS AND IS QUALIFIED IN ITS ENTIRETY BY SUCH-INANCIAL STATEMENTS. THIS SCHEDULE HAS BEEN
RESTATED TO REFLECT THE ACCOUNTING CHANGES TO DISGOINUED OPERATIONS

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END JUN 30 199
PERIOD END JUN 30 199
CASH 18,13¢
SECURITIES 51¢
RECEIVABLES 85,16¢
ALLOWANCES 6,231
INVENTORY 99,09°
CURRENT ASSET 308,80:
PP&E 174,52!
DEPRECIATION 76,54:
TOTAL ASSETS 533,32¢
CURRENT LIABILITIES 84,10(
BONDS 94,84:
COMMON 2,701
PREFERRED MANDATORY 0
PREFERREL 0
OTHER SE 330,93
TOTAL LIABILITY AND EQUITY 533,32¢
SALES 447,23t
TOTAL REVENUES 447,23t
CGS 289,96(
TOTAL COSTS 398,61:
OTHER EXPENSES 6,87¢
LOSS PROVISION 581
INTEREST EXPENSE 7,072
INCOME PRETAX 41,47¢
INCOME TAX 15,23(
INCOME CONTINUING 26,517
DISCONTINUED 22,02:
EXTRAORDINARY 3,20¢
CHANGES 0
NET INCOME 51,747
EPS BASIC 1.8¢
EPS DILUTED 1.8¢

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.



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM SEPTEMBER 30, 1997 FINANCIAL
STATEMENTS AND IS QUALIFIED IN ITS ENTIRETY BY SUCH-INANCIAL STATEMENTS. THIS SCHEDULE HAS BEEN
RESTATED TO REFLECT THE ACCOUNTING CHANGES RELATEDO DISCONTINUED OPERATIONS

MULTIPLIER: 1,000

PERIOD TYPE 3 MOS
FISCAL YEAR END JUN 30 199
PERIOD END SEP 30199
CASH 10,19¢
SECURITIES 11,64
RECEIVABLES 90,74¢
ALLOWANCES 6,98(
INVENTORY 105,56
CURRENT ASSET 326,35:
PP&E 179,05:
DEPRECIATION 79,19¢
TOTAL ASSETS 579,01:
CURRENT LIABILITIES 89,29(
BONDS 117,46¢
COMMON 2,70¢
PREFERRED MANDATORY 0
PREFERREL 0
OTHER SE 343,00t
TOTAL LIABILITY AND EQUITY 579,01:
SALES 111,83¢
TOTAL REVENUES 111,83¢
CGS 70,67¢
TOTAL COSTS 98,36¢
OTHER EXPENSES 2,47¢
LOSS PROVISION 24C
INTEREST EXPENSE 1,727
INCOME PRETAX 10,99¢
INCOME TAX 3,672
INCOME CONTINUING 7,32¢
DISCONTINUED 6,29¢
EXTRAORDINARY 0
CHANGES 0
NET INCOME 13,62(
EPS BASIC .5C
EPS DILUTED .5C

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.
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