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ITEM 1. BUSINESS.



GENERAL

Watts Industries, Inc., (the "Company") designsnpuafactures 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 textilksnmifoday, the Company is a leading manufactunersupplier of plumbing and heating
and water quality valve products, which accountafoproximately 60% of its sales. The Company's gnstrategy emphasizes internal
development of new valve products and entry intw mearkets for specialized valves and related prtsdicough diversification of its
existing business and strategic acquisitions iateel business areas, both domestically and abfo@IiCompany was incorporated in
Delaware in 1985.

The Company's product lines include safety rela¥es, regulators, thermostatic mixing valves, tsalles and flow control valves for water
service primarily in residential and commercial gorments, and metal and plastic water supply/égénproducts including valves, tubular
brass products, faucets, drains, sink strainerapeession and flare fittings, and plastic tubind draided metal hose connectors for
residential construction and home repair and retmogiebackflow preventers for preventing contamioatof potable water caused by reverse
flow within water supply lines and fire protectiequipment; corrosion resistant piping systemsdbotatory drainage and high purity proc
installations; steam regulators and control devioetndustrial, HYAC and naval/marine applicatippseumatic valve and motion switch
products for medical, analytical, military and agyace applications; ball valves, solenoid valvegmg@enic valves, pneumatic and electric
actuators, relief valves, check valves, and buytedlves for industrial applications; and needédves, metering valves, plug valves, tube
fittings, floating and trunnion ball valves, pip®di closures, specialty gate valves, oil field chealkes, and large ball valves for the oil and
gas, and chemical and petrochemical industrieshiwé majority of the product lines the Company ofantures and markets, the Company
believes that it has the broadest product lineims of the distinct designs, sizes and configomatof its valves. Products representing a
majority of the Company's sales have been appromddr regulatory standards incorporated into statemunicipal plumbing and heating,
building and fire protection codes, and similar@pls from oil and gas industry standards ageranesfrom various agencies in the
European market have been obtained. The Compangonasstently advocated the development and enfeeneof performance and safety
standards, and is currently planning new investmant implementing additional procedures as pats @ommitment to meet these
standards. The Company maintains quality contrditasting procedures at each of its manufactuidedities in order to produce products in
compliance with code requirements. Additionallynajority of the Company's manufacturing subsidehave either acquired or are working
to acquire 1SO 9000, 9001 or 9002 certificatiomirthe International Organization for Standardiza(isO).

On September 10, 1997, a wholly owned subsidiath®Company acquired the Orion Fittings DivisidrKelstan Plastic Products, Ltd.
("Orion") located in Ontario, Canada. Orion mantifiaes corrosion resistant polyolefin piping systemisich include pipe, fittings, sinks,
neutralizing tanks, pH alarm and monitoring systemd sediment interceptors, for laboratory drairegg high purity process installations.
The sales of Orion for the twelvaenth period ended August 31, 1997 were approxim&&84,000. On December 18, 1997, a wholly ow
subsidiary of the Company acquired the pneumaticevand motion switch product line of Aerodyne Gotg Corp. ("Aerodyne") located in
Ronkonkoma, New York. The Aerodyne product linesists of high quality valve components for mediealalytical, military, and aerospe
applications, and sales of such product line ferttielve-month period ended October, 1997 wereaqmately $7,000,000. On March 17,
1998, a wholly owned subsidiary of the Company &egithe solenoid valve product line of Atkomatialve Company ("Atkomatic")

located in Indianapolis, Indiana. The Atkomaticquot line consists of heavy duty process solenaldes for clean air, gases, liquids, steam,
corrosive and cryogenic fluids, and sales of suddlpct line for the twelve-month period ended Seyiter 30, 1997 were $4,500,000. On
March 26, 1998, a wholly owned subsidiary of ther(pany acquired Telford Valve & Specialties, Ind €lford") located in Edmonton,
Alberta, Canada. Telford manufactures check valpiggline closures, and specialty gate valvesahaused in industrial and oil and gas
applications, and Telford is a distributor and awitted repair facility for several other indepentemnufacturers of oil-field products. Based
on Telford's previous sales, Telford should provdgeroximately $15,000,000 of incremental salesiatyn On July 22, 1998, a wholly
owned subsidiary of the Company acquired Hoke, (tidoke™) located in Cresskill, New Jersey. Hokenufactures industrial valves and
fittings, consisting of miniaturized pressure regais, needle valves, metering valves, ball valpksy valves and its line of Gyrolok(R) tube
fittings for instrumentation applications, for tbleemical and petrochemical, oil and gas, indust®&M, and analytical instrumentation
markets. Hoke had sales of approximately $70,0@0f00its fiscal year ended December 31, 1997. myfiscal 1998, the Company divested
three international product line operations, whiopacted sales by $6,829,000.

The Company relies primarily on commissioned repmétive organizations, some of whom maintain asiggred inventory of the Compan
products, to market its product lines. These omatiins, which accounted for approximately 72%hef Company's net sales in the fiscal
ended June 30, 1998, sell primarily to plumbing hedting wholesalers, DIY Market accounts, andrstéadustrial, oil and gas distributors
for resale to end users in the United States armhdbThe Company sells metal and plastic wateplglgrainage products including valves,
tubular brass products, faucets, drains, sinkrstraj compression and flare fittings, plastic tgbamd braided metal hose connectors for the
residential construction and home repair and refmoglndustries through do-it-yourself plumbingai#érs, national catalog distribution
companies, hardware stores, building material taitlad retail home center chains ("DIY Markets")l #mrough the Company's existing
plumbing and heating wholesalers. The industriatpct line is sold to domestic process industtiesugh distributors and to aerospace and
aircraft industries through special distributorsl amanufacturers' representatives, and the oil asdgoduct line is sold to domestic oil and
gas industries through stocking supply stores atatnationally through commissioned agents. The @ also sells products directly to
certain large original equipment manufacturers (CfiMnd private label accounts. The Company aldataias direct and indirect sales
channels for water valves, steam valves, reliefeglshut-off valves, check valves, butterfly valveall valves and flow meters to the power
generation, maritime, heating, ventilation andaainditioning, irrigation, fire protection, and rigferation industries and utilities. The
Company believes that sales to the residentialtnaet®on and to the oil and gas markets may beestithp cyclical variations to a greater
extent than its other targeted markets. Duringsteond half of fiscal 1998, sales to the oil anslmarkets declined due to the reduced cost of
oil caused by lower demand in Asia for energy essalt of the economic crisis there and the unlgwadrm winter experienced in North
America. However, because the Company sells iriferdint geographic areas, and to large and divarsemers, the potential adverse effi
from cyclical variations tend to be mitigated. Nssarance can be given that the Company will beepted from a broad downturn in t



economy. There was no single customer which aceduior more than 10% of the Company's net saléseiffiscal year ended June 30, 1¢

The Company has a fully integrated and highly aatieth manufacturing capability including foundry m@®ns, machining operations,
injection molding and assembly. The Company's foyiogherations include metal pouring systems andraatic core making, mold making
and pouring capabilities. The Company's machinipgrations feature computer-controlled machine tdotth-speed chucking machines and
automatic screw machines for machining bronze shiieen and steel components. The Company hastet/éeavily in recent years to
expand its manufacturing base and to ensure thilabnigy of the most efficient and productive eguoient. The Company is committed to
maintaining its manufacturing equipment at a le@isistent with current technology in order to nteiim high levels of quality and
manufacturing efficiencies. As part of this comn®gimh, the Company has spent a total of $90,000,80pital expenditures over the last
three fiscal years. The Company is budgeting $Z00@D for fiscal 1999 primarily for manufacturiracflities and equipment. See
"Properties" below. The Company is also currentiplementing an integrated enterprise-wide softvggstem in most of its locations to
make operations more efficient and to improve comigations with suppliers and customers. Capitakexitures were $29,170,000,
$29,742,000, and $31,080,000 for fiscal 1998, 188d,1996, respectively. Depreciation and amoitindor such periods were $23,185,000,
$20,828,000, and $21,574,000, 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 eigrered significant difficulties in obtaining thesemmodities in quantities sufficient for its
operations, there have been significant changteein prices. The Company's gross profit margimsaatversely affected to the extent that the
selling prices of its products do not increase prtpnately with increases in the costs of bromagot, brass rod, stainless steel, cast iron, and
carbon steel. Any significant unanticipated inceeasdecrease in the prices of these commoditielsl coaterially affect the Company's
results of operations. However, increased salagwe] an active materials management program, andiviersity of materials used in the
Company's production processes have somewhat dimeidithe impact from changes in the cost of thesadw materials. No assurances

be given that such factors will protect the Compfoyn future changes in the prices for such rawemails.

The domestic and international markets for valvesirtensely competitive and include companies ggsing greater financial, marketing and
other resources than the Company. Management ewagidoduct reputation, price, effectiveness dfithistion and breadth of product line to
be the primary competitive factors. The 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 enbaxisting products. During fiscal 1998, the Compeaontinued to develop new and
innovative products to enhance market positioniam@ntinuing to implement manufacturing and desigygrams to reduce costs. The
Company employs over 100 engineers and techniommnish does not include engineers working in thén€se joint ventures, who engage
primarily in these activities. Although the Compaswns certain patents and trademarks that it censid be of importance, it does not
believe that its business and competitivenessvasote is dependent on any one or more patent@ademnarks or on patent or trademark
protection generally.

The Company's financial information by geographeaas contained in Note 15 of Notes to Consolidi&i@ancial Statements incorporated
herein by reference. From time to time, the Com{zsargsults of operations may be adversely affelsyeiiuctuations in foreign exchange
rates. Backlog was $98,645,528 at August 14, 18@85404,559,407 at August 15, 1997. The Compang dotbelieve that its backlog at
any point in time is indicative of future operatirgsults. Available funds and funds provided fréma Company's operations are sufficient to
meet anticipated capital requirements. See Itefivid@nagement's Discussion and Analysis of Finarn€@idition and Results of Operations”,
below as it relates to the impact of foreign exgearates and capital requirements.

As of June 30, 1998, the Company's domestic araidgomoperations employed approximately 3,800 pegyles 900 employees in the
Company's joint ventures located in the PeoplefsuBlc of China. On July 22, 1998, the Company &eguHoke, Inc. which added an
additional 600 employees worldwide. There are agprately 295 employees that are covered by colledtargaining agreements in the
United States and Canada. The Company believeggtahployee relations are excellent.

EXECUTIVE OFFICERS
Information with respect to the executive officefthe Company is set forth below:

Name Position Age

TIMOTHY P. HORNE Chairman of the Board, Chief Executive Officer 60
and Director

DAVID A. BLOSS, SR  President, Chief Operating O fficer and Director 48

KENNETH J. MCAVOY  Chief Financial Officer, Tre asurer, Secretary 58
and Director

ROBERT T. MCLAURIN  Corporate Vice President of Asian Operations 67

MICHAEL O. FIFER GROUP VICE PRESIDENT 41



WILLIAM C. MCCARTNEY Vice President of Finance and Corporate Controller 44
SUZANNE M. ZABITCHUCK Corporate Counsel and Assistant Secretary 43

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

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 cuttiolg tserving most recently as President of the Ggasives Division.

Kenneth J. McAvoy joined the Company in 1981 aspOoate Controller. He served as the Company's Fiesident 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 sga®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 manufagturem 1991 to April 1994.

William C. McCartney joined the Company in 1985Cmntroller. He was appointed the Company's Vicesiflent 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 Catpan, a shoe manufacturer, serving
as its Associate General Counsel and Clerk immelgtiatrior 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 liilgi6 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 aganbstantial damage claims which
may arise from product defects and failures.

Leslie Controls, Inc. and Spence Engineering Comploth 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 companiepésonal injuries allegedly received as a resuitgosure to asbestos. The shipping
companies contend that they installed in their &lsssertain valves manufactured by Leslie Contmald/or Spence Engineering which
contained asbestos. Leslie Controls is also a daferin two similar matters pending in Superior €aii California, San Francisco County.
The Company has resort to certain insurance cogeséf) respect to these matters. Coverage hasdisputed by certain of the carriers and,
therefore, recovery is questionable, a factor withehCompany has considered in its evaluation egghmatters. The Company has establi
certain reserves which it currently believes aregadte in light of the probable and estimable exposf pending and threatened litigation of
which it has knowledge. Based on facts presenttyknto it, the Company does not believe the outcofribese proceedings will have a
material adverse effect on its financial conditimsults of operations or its liquidity.

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

The Company is currently a party to or otherwisamlmed with various administrative or legal procieed under federal, state or local
environmental laws or regulations involving a numdiesites, in some cases as a participant in apgod potentially responsible parties
("PRPs"). Three of these sites, the Sharkey andb@drandfills in New Jersey, and the San GabrieleydEl Monte, California water basin
site, are listed on the National Priorities ListitNfespect to the Sharkey Landfill, the Company been allocated .75% 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
Gabriel Valley sites. The EPA has formally notifiseveral 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 potentiaidlvement in this matter is uncertain



this point given that either the PRPs named to diatke EPA could seek to expand the list of padigitresponsible 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 Qamy has resort to indemnification from third pestand based on currently available
information, the Company believes it will be emtitlto participate in a de minimis capacity.

During the quarter ending March 31, 1998, the Camgpaceived an administrative order from the Newnidahire Department of
Environmental Services with respect to certain leguy issues concerning its Franklin, New Hampsbiperation. The Company has
appealed this administrative order. The state agkas not as of yet issued any fines or penalti€®nnection with this matter.

With respect to the Combe Landfill, the Compangrie of approximately 30 potentially responsibleipar The Company and all other PRPs
received a Supplemental Directive from the NeweleBepartment of Environmental Protection & Eneirg$994 seeking to recover
approximately $9 million in the aggregate for thEemtion, maintenance, and monitoring of the imgletad remedial action taken up to that
time in connection with the Combe Landfill NorthesiCertain of the PRPs, including the Companycareently negotiating with the state.
The Company and certain of the remaining PRPs resantly entered into a Consent Order with the Bi&ironmental Protection Agency
settle the federal exposure for this site in reforra non-material payment. Based on facts prgsknbwn to it, the Company does not
believe that the outcome of these environmentatgedings will have a material adverse effect ofinncial condition. The Company has
established balance sheet accruals which it clyrbatieves are adequate in light of the probable @stimable exposure of pending and
threatened environmental litigation and proceedwfgshich it has knowledge. Given the nature ar@hsoof the Company's manufacturing
operations, there can be no assurance that the &gmll not become subject to other environmeptakteedings and liabilities in the future
which may be material to the Company.

On June 25, 1997, a complaint entitled State off@ala ex rel. Nora Armenta v. James Jones Complsiueller Co., Tyco International, Li
and Watts Industries, Inc. was filed under sedh&Superior Court of Los Angeles County, Califarralleging violations of the California
False Claims Act. The Company became aware ofdtienain April 1998. The complaint alleges thatcgirat least 1987, James Jones
Company, (which was a subsidiary of the Companil 8eptember 1996 when it was sold to Tyco Intéamat, Ltd.), sold products utilized
in municipal water systems within the State of foafiia which failed to meet contractually specifiadustry standards and falsely certified
that such standards had been met. The complaggfeslithat the municipal entities have suffered ¢émsillions of dollars of damages as a
result of the defective products, and seeks injuactlief, treble damages, civil penalties of agL0,000 for each violation of the California
False Claims Act, costs and attorney's fees. Therawas filed by a former employee of James J&@m@mnpany, and no government entity is
currently a party by intervention in the action eTparties are currently engaging in discovery. Thenpany intends to vigorously defend the
action.

ITEM 2. PROPERTIES.

The Company maintains 43 facilities worldwide. Thanufacturing operations include four casting fates] two of which are located in the
United States, one in Europe and one at TianjiggarWatts Valve Company Limited ("Tanggu Watts"joiat venture located in the
People's Republic of China. Castings from thesaddes and other components are machined and akskmto finished valves at 26
manufacturing facilities located in the United $&tCanada, and Europe, excluding joint venturesy\f these facilities contain sales
offices or warehouses from which the Company sfiipished goods to customers and commissioned reptatsve organizations. The
Company's corporate headquarters are located ith Mordover, Massachusetts. The vast majority of@Gbepany's operating facilities and
the related real estate are owned by the Compdre/btiildings and land located in (i) Cresskill, Nésvsey and Southington, Connecticut;
(i) Nerviano, Italy and

(iii) Tianjin, People's Republic of China and tlaadl located in (iv) Suzhou, People's Republic dh&hare leased by Hoke, Pibiviesse S.p.A.
("PBVS"), Tanggu Watts, and Suzhou Watts Valve Ctl, ("Suzhou Watts") respectively, under leaseaments, the terms of which are 3
years, 6 years, 30 years, and 30 years, respactiveting fiscal 1998 the Company relocated twanfdaof Watts Industries (Canada) L

into its recently expanded facility in Burlingto@ntario. Certain of the Company's facilities arbjsat to mortgages and collateral
assignments under loan agreements with kengr lenders. In general, the Company believesithatroperties, including machinery, tools .
equipment, are in good condition, well maintainad adequate and suitable for their intended udes Company believes that the
manufacturing facilities are currently operatingdével that management considers normal capadiig. utilization is subject to change as a
result of increases or decreases in sales.

ITEM 3. LEGAL PROCEEDINGS.

ITEM 3(a). The Company is from time to time involvel 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.

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/Isales prices of the Company's Class A CommorkSind¢he New York Stock Exchange
during fiscal 1998 and fiscal 1997 and cash diviliepaid per share:

High Low Dividend Hi gh Low Dividend
1998 1997
First Quarter $27 3/4 $225/8 $.0775 $19 7/8 $151/2 $.07
Second Quarter 28 11/16 24 1/2 .0775 24 1/4 19 .07
Third Quarter 31 3/8 26 1/16 .0875 26 3/8 23 .0775
Fourth Quarter 30 15/16 207/8 .0875 26 1/2 211/4 .0775

There is no established public trading marketlier €lass B Common Stock of the Company, which id &eclusively by members of the
Horne family and management. The principal holdérsuch stock are subject to restrictions on tramnsith respect to their shares. Each
share of Class B Common Stock (10 votes per slotbp Company is convertible into one share o€l Common Stock (1 vote per
share). Aggregate common stock dividend paymenmtisical 1998, 1997, and 1996, were $8,936,000%Z,000, and $7,793,000,
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 8 of Notes
to Consolidated Financial Statements incorporaerdih by reference regarding restrictions on payroédividends.

The number of record holders of the Company's Gla8®mmon Stock as of August 20, 1998 was 207.Thmpany believes that the
number of beneficial shareholders of the Compatildsss A Common Stock was approximately 6,000 asugfust 20, 1998. The number of
record holders of the Company's Class B CommonkS&ts®f August 20, 1998 was 17.

ITEM 6. SELECTED FINANCIAL DATA.

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

FIVE YEAR FINANCIAL SUMMARY

(Amounts in thousands, except per share information )

1998 1997 1996(1) 1 995 1994
Selected Data
Net sales from continuing operations $ 729,966 $720,340 $640,876 $57 6,851 $ 444,484
Income (loss) from continuing operations 53,369 48,460 (53,765) 4 2,463 39,400
Net income (loss) 53,369 51,747 (50,285) 4 5,738 41,010
Total assets 665,820 622,083 656,294 67 6,394 546,722
Total debt 117,076 128,359 163,150 14 4,240 98,244
Income (loss) per share from continuing operations- diluted 1.95 1.77 (1.83) 1.43 1.33
Net income (loss) per share-diluted 1.95 1.89 (1.71) 1.54 1.38
Dividends per common share 0.33 0.295 0.265 0.235 0.20
(1) Fiscal 1996 includes an after-tax charge of $92,986,000 related to:
restructuring costs of $25,415,000; an impairme nt of long-lived assets of
$63,065,000; other charges of $13,753,000 princi pally for product liability
costs, additional bad debt reserves and environme ntal remediation costs; and

additional inventory valuation reserves of $9,508,0 00.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.
RESULTS OF OPERATIONS

FISCAL YEAR ENDED JUNE 30, 1998 COMPARED TO
FISCAL YEAR ENDED JUNE 30, 1997

Net sales from continuing operations increasedZB0H0 (1.3%) to $729,966,000. An analysis of thiange in net sales is as follo

1998 - 1997
( in thousands)
Internal Growth $ 14,673 2.0%



Acquisitions/New Joint Ventures 30,097 4.2%

Divestitures (20,244) (2.8%)
Foreign Exchange Rate Effect (14,900) (2.1%)
Total Increase $ 9,626 1.3%

The increase in net sales from internal growthriimarily attributable to increased unit shipmentslomestic plumbing and heating valves
and European oil and gas valves. The increased dageto acquisitions is primarily attributablete inclusion for a full year of the net sales
of Ames Company, Inc. ("Ames") of Woodland, CA aicgd in January 1997 and the net sales of Telfatv&'and Specialties, Inc.
("Telford") of Edmonton, Alberta, Canada acquiredMarch 1998. Fiscal 1997 sales included $13,4156{60certain product lines of the
Jameco business, imported vitreous china and fauoetvhich the Company now only owns a 49% mirydriterest, thereby eliminating
these sales from current year results. The Compksaydivested three international product linesciwtimpacted fiscal 1998 sales by
$6,829,000. The unfavorable effect that changdsrigign exchange rates had on the sales was phnadtiibutable to the Company's
European operations. The Company intends to maiiteastrategy of seeking acquisition opportuniissvell as expanding its existing
market position to achieve sales growth.

Gross profit from continuing operations increas8(P#4,000 (3.6%) and increased as a percentaget shtes from 34.1% to 34.8%. This
percentage increase is primarily attributable tpriowved gross margins for European oil and gas sawel domestic plumbing and heating
valves and the full-year inclusion of Ames whicltetgtes at a higher gross margin than the Compagnage. These improvements were
partially offset by manufacturing inefficienciessasiated with the relocation of the Jameco protinetinto a Watts Regulator factory in
Spindale, North Carolina.

Selling, general and administrative expenses ise@&4,776,000 (3.0%) to $163,760,000. This inergaprimarily attributable to the
inclusion of the expenses of acquired companiesrardased variable selling expenses. This increasepartially offset by the effect of the
change in foreign exchange rates.

Other non-operating expense decreased by $3533200%) to $738,000. This decrease is primarilyilattable to the inclusion of gains
recognized on the sale of a Canadian manufactaitity and a small Italian valve manufacturingidion.

The Company's effective tax rate for continuingrafiens decreased from 35.9% for fiscal 1997 t@%#for fiscal 1998 primarily due to the
implementation of tax planning strategies andzdtion of net operating loss carry forwards.

Income from continuing operations increased $4®0®(10.1%) to $53,369,000. The Company's returavamage stockholders' investment
was 15.1% for fiscal 1998 compared to 14.8% inalid®97.

The Company's consolidated results of operatiomsnapacted by the effect that changes in foreigneticy exchange rates have on its
international subsidiaries' operating results. @earnin foreign exchange rates had an adverse effieéacome from continuing operations for
fiscal 1998 of approximately $1,500,000.

In the quarter ended September 30, 1996 the Comgadyits Municipal Water Group of companies. Tdiigestiture resulted in an after-tax
gain of $3,208,000, or $.12 per share on both & lzexl diluted basis for the year ended June 3@7.19

RESULTS OF OPERATIONS
FISCAL YEAR ENDED JUNE 30, 1997 COMPARED TO
FISCAL YEAR ENDED JUNE 30, 1996

Net sales from continuing operations increased46Z9000 (12.4%) to $720,340,000. An analysis of thérease in net sales is as follo

19 97 - 1996

(in thousands)
Internal Growth $68,553 10.7%
Acquisitions 18,948 3.0%
Foreign Exchange Rate Effect (8,037) (1.3%)
Total Increase $79,464 12.4%

The increase in net sales from internal growth prasarily attributable to increased unit shipmeoit®il and gas valves and plumbing and
heating valves. The increased unit shipments adradl gas valves was supported by a strong worldwildend gas market. The increased unit
shipments of plumbing and heating valves was piilgnassociated with increased demand from plumlaing heating wholesalers and
increased penetration into the home repair retaiket (DIY). The increased sales due to acquisstiwas primarily attributable to the
acquisition of Ames Company, Inc. in January 1997.

Gross profit from continuing operations increasdd,$94,000 (15.6%). Excluding $9,508,000 of inventerite-downs recorded in cost of
sales during the prior fiscal year, gross profitidohave increased $23,686,000 (10.7%) to $24508@2and decreased as a percentage ¢



sales from 34.6% to 34.1%. The gross profit peaggtvas primarily, among other things, adversdlcatd by decreased absorption of fi:
expenses that occurred because the Company regraxhattion levels to achieve inventory reductioffse decreased absorption was
partially offset by improved gross margins foraild gas valves due to increased sales volumesataty efficiencies.

Selling, general and administrative expenses irytfae ended June 30, 1996 include a $13,753,00@elar product liability costs,
environmental remediation and additional bad deserves. Selling, general and administrative exggeascluding this charge increased
$9,786,000 (6.6%) to $158,984,000 and decreasacparcentage of net sales from 23.3% to 22.1%irldrease in spending is primarily
attributable to increased commissions and varisdliing expenses associated with the increased aatkthe inclusion of the expenses of
acquired companies.

The Company's effective tax rate was favorablyctéfe in fiscal 1997 by tax planning strategies atfilization of foreign net operating loss
carry forwards. During fiscal 1996, the Companyfective tax rate was unfavorably effected by thbstantially non-deductible nature of the
long-lived asset impairment loss.

Earnings from continuing operations increased 32%125,000 when compared to fiscal 1996, and bg380000 (23.6%) when the
$92,986,000 after-tax effect of the charges reabfdelong-lived asset impairment, restructurimyantory writedowns, and product liabilit
costs, environmental remediation and additionaldegtat reserves are excluded. The Company's retuaverage stockholders' investment,
excluding the gain on the sale of the Municipal ¥v&roup, was 14.8% for fiscal 1997 compared t&®ik fiscal 1996 (as adjusted to
exclude the 1996 items described above).

The Company experienced an unfavorable impactatieetchange in foreign exchange rates since Jan®3®6. This change did not have a
material adverse impact on the results of operatarihe financial condition of the Company.

LIQUIDITY AND CAPITAL RESOURCES

During fiscal 1998, the Company generated $62, T84i0 cash flow from operations, which was printipased to fund capital expenditures
of $29,170,000 and to finance acquisitions. Thegetal expenditures were primarily for manufactgriachinery and equipment as part of

the Company's commitment to continuously improsemtnufacturing capabilities. The Company's capitakenditure budget for fiscal 1999
is $29,000,000.

On December 18, 1997, the Company acquired Aero@pmérols Corporation ("Aerodyne") located in Ronkoma, New York. Aerodyne
a manufacturer of pneumatic valve and motion sweiicierodyne's sales for the twelve months endédb®c 1997 were approximately
$7,000,000. Customers are primarily in the medaaalytical, military, and aerospace markets.

On March 26, 1998, the Company acquired Telfordted in Edmonton, Alberta, Canada. Telford manufast check valves, pipe line
closures and specialty gate valves that are usidlirstrial and oil and gas applications. Telfadiso a distributor and authorized repair
facility for a number of other independent manufiaets of oil-field products. Based on Telford'syioeis sales, Telford should provide
approximately $15,000,000 of incremental sales.

The aggregate purchase price for the acquisitibAemdyne, Telford, and other product line acdiosis during fiscal 1998 was
$23,632,000.

During fiscal 1998, the Company sold one of itslites in Canada consolidating the operations emother existing Canadian plant.
Additionally, the Company sold a small Italian vamanufacturing division which was not part of @@mpany's core business. The proceeds
from these transactions totalled $7,135,000.

On July 22, 1998, the Company acquired Hoke, Ittoke"), headquartered in Cresskill, New Jerseykédmanufactures and distributes
industrial valves and fittings consisting of miniated pressure regulators, needle valves, metgahgs, ball valves, plug valves, and als:
well-known line of Gyrolok(R) tube fittings for ilmentation applications. Hoke's annual sale#ts$discal year ended December 31, 1997
were approximately $70,000,000 and it sells itdpots primarily to the chemical, petrochemical,aritl gas, industrial, OEM, and analytical
instrumentation markets. The purchase price, inetuthe assumption of certain debt, was approxim&g5,000,000 and was funded using
the Company's line of credit facility.

The Company has available an unsecured $125,000r@006f credit which expires on March 27, 2003eT@ompany intends to utilize this
credit facility to support the Company's acquisitprogram, working capital requirements of acqucethpanies, and for general corporate
purposes. As of June 30, 1998 and August 20, 1888 was $19,000,000 and $81,000,000, respectivetyowed under this line of credit.
The net increase in the outstanding line of crisditrimarily due to the acquisition of Hoke.

Working capital at June 30, 1998 was $237,373,@00pared to $224,702,000 at June 30, 1997. Theohtiarrent assets to current liabilit
was 2.8 to 1 at June 30, 1998 compared to 2.%taline 30, 1997. Cash and short-term investmestis $40,714,000 at June 30, 1998
compared to $14,422,000 at June 30, 1997. Debpascantage of total capital employed was 23.8%uaé 30, 1998 compared to 27.8% at
June 30, 1997 and approximately 32.7% at Augus1298. At June 30, 1998 the Company was in comgdiavith all covenants related to its
existing debt



The Company from time to time is involved with puat liability, environmental and other litigatiomgqzeedings and incurs costs on an on-
going basis related to these matters. The Compinyad incur significant expenditures in fiscal 898 connection with any of these matters.
See Part 1, Item 1, "Product Liability, Environmedrgnd Other Litigation Matters".

The Company anticipates that available funds aogetfunds provided from current operations wilsb#icient to meet current operating
requirements and anticipated capital expenditweatfleast the next 24 months.

The Company has developed a comprehensive gladmaltplassess and address in a timely manner @sniation systems including customer
service, production, distribution, and financias®ms in conjunction with the year 2000. A sigrifit portion of the Company's year 2000
issues are being addressed as part of its programpgrade its information systems which the Comgesat/ committed to regardless of the
year 2000 issue. This program commenced in fise@¥ Jand should be substantially complete by theodffidcal 1999. The Company h
spent approximately $8,100,000 on computer hardamadesoftware for this information systems upgrnadgram and expects to spend
approximately $1,600,000 on additional similar sdstcomplete the upgrade. If it becomes necessatgdicate additional financial and
other resources to complete the Company's infoomatystems upgrade program by the end of fiscal /@29, or shortly thereafter, the
Company will do so.

The Company is also communicating with its supplidistributors, and others with whom it conduaisibess to coordinate year 2000
compliance and to identify alternative sourcesupsy for its materials. The implementation of thgdans is not expected to have a material
adverse effect on the results of operations ofittamcial condition of the Company. The Companysprely believes alternative sources of
supply will be available in the event of unforesgear 2000 compliance issues that affect supphbdvitities to fulfill requirements. If
production and other plans need to be modified liexaf unforeseen year 2000 issues at distribatmtthers with whom the Company
conducts business, the Company will do so whemdwel for such modification becomes apparent.

If the Company or its suppliers, distributors dneas with whom it conducts business are unablddotify and address the system issues
related to the year 2000 risk on a timely basistdttould be a material adverse effect on its tesfiloperations and financial condition.

The Company uses foreign currency forward exchaogéracts to reduce the impact of currency fluétunst on certain intercompany
purchase transactions that will occur within ttsedil year and other known foreign currency expasuree notional amount of such contracts
and the related realized and unrealized gains@ss$ as of June 30, 1998 are not material.

Certain statements contained herein are forwarkigo Many factors could cause actual results tfedfrom these statements, including loss
of market share through competition; introductiérr@mpeting products by other companies; pressunngrices from competitors, suppliers,
and/or customers; regulatory obstacles; lack oépiamce of new products; changes in the plumbidghaating and oil and gas markets;
changes in global demand for the Company's progdletsiges in distribution of the Company's produoterest rates; foreign exchange
fluctuations; cyclicality of industries in whichélCompany markets certain of its products and géaeid economic factors in markets where
the Company's products are sold, manufactured dretesd; and other factors discussed in the Compaaports filed with the Securities and
Exchange Commission.

Statement of Financial Accounting Standard ("SFA®J) 130, Reporting Comprehensive Income, SFAS18@, Disclosures about
Segments of an Enterprise and Related Informasiod, SFAS No. 132, Employer's Disclosures aboutiBessind Other Post-Retirement
Benefits, become effective during fiscal year 1888 will be adopted at that time. Since these nandards require only additional
disclosure, adoption will have no effect on the @amy's results of operations or financial condition

SFAS No. 133, Accounting for Derivative Instrumeatsl Hedging Activities, becomes effective in fisgear 2000. This new standard will
require the Company to recognize all derivativérimaents as either assets or liabilities, at falug, in its consolidated balance sheet. The
Company is currently evaluating the effect of thésv standard.

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

The Company uses derivative financial instrumenitagrily to reduce exposure to adverse fluctuationf®reign exchange rates. The
Company does not enter into derivative financiatimments for trading purposes. As a matter ofcydil derivative positions are used to
reduce risk by hedging underlying economic expasline derivatives the Company uses are straight#fahinstruments with liquid markets.

The Company manages most of its foreign currenppgures on a consolidated basis. The Company figsraill of its known exposures. As
part of that process, all natural hedges are ifiedtiThe Company then nets these natural hedgesifs gross exposures.

The Company's consolidated earnings are subjdhidinations due to changes in foreign currencyhaxge rates. However, its overall
exposure to such fluctuations is reduced by therdity of its foreign operating locations which empass a number of different European
locations, Canada, and China.

The Company's foreign subsidiaries transact masinkss, including certain intercompany transactionreign currencies. Such
transactions are principally material purchasesates and are denominated in European currenciée &.S. or Canadian dollar. The
Company uses foreign currency forward exchangeracistto 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 thadies. At June 30, 1998 and 1997, tt



were no significant amounts of open foreign curyeiocward exchange contracts or related unreal@agds or losses.

Watts has historically had a very low exposurehtanges in interest rates. Additionally, the Comphisyorically has strong cash flows, and
any amounts of variable rate debt could be paidrdilwough cash generated from operations. At JOn&@®08, the Company was primarily
exposed to the Eurodollar interest rate on thetaating borrowings under its line of credit fagilitnformation about the Company's long-

term debt including principal amounts and relatedriest rates appears in Note 8 to the consolidatadcial 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 Compaop&rating results can be adversely affected bpgdsin commodity prices if it is

unable to pass on related price increases to #t®ers. The Company manages this risk by mongaegtated 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 cugtgnethe maximum extent possible, when they octiue Company does not use deriva
financial instruments to manage this risk.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The index to financial statements is included igga4 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

The information appearing under the caption "Infation as to Nominees for Director" in the RegistsaRroxy Statement relating to the
Annual Meeting of Stockholders to be held on Oct@&tr 1998 is incorporated herein by referenceh\Wéspect to Directors and Executive
Officers, the information appearing under the aaptiSection 16(a) Beneficial Ownership Reportingrpliance” in the Registrant's Proxy
Statement relating to the Annual Meeting of Stod#brs to be held on October 20, 1998 is incorparatrein by reference.

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

The information appearing under the caption "Conspéon Arrangements” in the Registrant's Proxyestant relating to the Annual Meet
of Stockholders to be held on October 20, 1998dsiiporated herein by reference.

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

The information appearing under the caption "Pgatand Management Stockholders" in the Regisgrémtxy Statement relating to the
Annual Meeting of Stockholders to be held on Octde 1998 is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

The information appearing under the caption "Conspinn Arrangements-Certain Transactions" in thgifent's Proxy Statement relating
to the Annual Meeting of Stockholders to be helddmtober 20, 1998 is incorporated herein by refegen

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K.
(a)(1) FINANCIAL STATEMENTS

The following financial statements are includediseparate section of this Report commencing opdlge numbers specified below:
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Consolidated Statements of Operations for each of
in the Period Ended June 30, 1998

Consolidated Balance Sheets as of June 30, 1998 an

Consolidated Statements of Stockholders' Equity fo
Three Years in the Period Ended June 30,

Consolidated Statements of Cash Flows for each of
in the Period Ended June 30, 1998

Notes to Consolidated Financial Statements
(a)(2) SCHEDULES

Schedule Il - Valuation and Qualifying Accounts fo
Years in the Period Ended June 30, 1998

the Three Years
20

d 1997 21

r each of the
1998 22

the Three Years
23

24

r each of the Three
36

All other schedules for which provision is madeha applicable accounting regulations of the S¢éiesrand Exchange 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 Loc

3.1 Restated Certificate of Incorporation,

3.2 Amended and Restated By-Laws. (1)

9.1 Horne Family Voting Trust Agreement-199
dated November 19, 1996 (18), February
and October 17, 1997*.

9.2 The George B. Horne Voting Trust Agreem
Amendments dated October 30, 1997*, Jul

10.1 Employment Agreement effective as of Se
Timothy P. Horne. (14)

10.2 Supplemental Compensation Agreement eff
Registrant and Timothy P. Horne. (14)

10.3 Deferred Compensation Agreement between
amended. (4)

10.4 1996 Stock Option Plan, dated October 1

10.5 1989 Nonqualified Stock Option Plan. (3

10.6 Watts Industries, Inc. Retirement Plan
amended and restated effective as of Ja
Amendment No. 2 (14), Amendment No. 3 (

10.7 Registration Rights Agreement dated Jul

10.8 Executive Incentive Bonus Plan, as amen

10.9 Indenture dated as of December 1, 1991
of Boston, as Trustee, including form o

10.10 Loan Agreement and Mortgage among The |
New Hampshire, Watts Regulator Co. and
1985. (4)

10.11 Amendment Agreement relating to Watts R
facilities) financing dated December 31

10.12 Sale Agreement between Village of Walde
Engineering Company, Inc. dated June 1

10.13 Letter of Credit, Reimbursement and Gua
the Registrant, Spence Engineering Comp
Carolina. (11), Amendment No. 1 (14), A

10.14 Trust Indenture from Village of Walden
Bank of Boston, as Trustee, dated June

10.15 Loan Agreement between Hillsborough Cou
Controls, Inc. dated July 1, 1994, (11)

10.16 Letter of Credit, Reimbursement and Gua
the Registrant, Leslie Controls, Inc. a
Amendment No. 1 (14), Amendment No. 2 d

10.17 Trust Indenture from Hillsborough Count
Bank of Boston, as Trustee, dated July

10.18 Loan Agreement between The Rutherford C
Financing Authority and Watts Regulator

10.19 Letter of Credit, Reimbursement and Gua
among the Registrant, Watts Regulator C
Carolina (12), Amendment No. 1 (14), Am

10.20 Trust Indenture from The Rutherford Cou
Financing Authority to The First Nation
1,1994. (12)

ation
as amended. (12)

1 dated as of October 31, 1991 (2), Amendments
24,1997 (18), June 5, 1997 (18), August 26, 1997 (18),

ent-1997 dated as of August 26, 1997 (18),
y 31, 1998*, and August 31, 1998*.
ptember 1, 1996 between the Registrant and

ective as of September 1, 1996 between the
the Registrant and Timothy P. Horne, as

5, 1996. (15)

)

for Salaried Employees dated December 30, 1994, as
nuary 1, 1994, (12), Amendment No. 1 (14),

14), Amendment No. 4 dated September 4, 1996. (18)
y 25, 1986. (5)

ded. (12)

between the Registrant and The First National Bank

f 8-3/8% Note Due 2003. (8)

ndustrial Development Authority of the State of
Arlington Trust Company dated August 1,

egulator Co. (Canaan and Franklin, New Hampshire,
, 1985. (4)

n Industrial Development Agency and Spence
,1994. (11)

ranty Agreement dated June 1, 1994 by and among
any, Inc. and First Union National Bank of North
mendment No. 2 dated October 1, 1996. (18)
Industrial Development Agency to The First National
1, 1994. (11)

nty Industrial Development Authority and Leslie

ranty Agreement dated July 1, 1994 by and among

nd First Union National Bank of North Carolina (11) ,
ated October 1, 1996. (18)

y Industrial Development Authority to The First Nat ional
1,1994. (11)

ounty Industrial Facilities and Pollution Control

Company dated September 1, 1994. (12)

ranty Agreement dated September 1, 1994 by and

ompany and The First Union National Bank of North

endment No. 2 dated October 1, 1996. (18)

nty Industrial Facilities and Pollution Control

al Bank of Boston, as Trustee, dated September



10.21 Amended and Restated Stock Restriction
dated August 26, 1997. (18)

10.22 Watts Industries, Inc. 1991 Non-Employe
Amendment No. 1. (14)

10.23 Letters of Credit relating to retrospec

10.24 Form of Stock Restriction Agreement for

10.25 Revolving Credit Agreement dated Decemb
and Watts Regulator (Nederland) B.V. an
Watts Regulator Co. dated December 14,

10.26 Loan Agreement dated September 1987 wit
Bank. (6)

10.27 Agreement of the sale of shares of Inte
in Multiscope Due S.R.L. dated November

10.28 Amended and Restated Revolving Credit A
Watts Investment Company, certain finan
Agent, and the Registrant, as Guarantor

10.29 Watts Industries, Inc. Management Stock
Amendment No. 1 dated August 5, 1997. (

10.30 Stock Purchase Agreement dated as of Ju
Limited, Watts Investment Company, Tyco

11 Statement Regarding Computation of Earn

21 Subsidiaries. *

23.1 Consent of KPMG Peat Marwick LLP. *

23.2 Consent of Ernst & Young LLP, Independe

23.3 Consent of Deloitte & Touche, Independe

27  Financial Data Schedule-Fiscal 1998. *

27.1 Financial Data Schedule-Fiscal 1997 Res

Incorporated By Reference To:

(1) Relevant exhibit to Registrant's Form 8-K datéaly 15, 1992.

Agreement dated October 30, 1991 (2), Amendment
e Directors' Nonqualified Stock Option Plan (7),

tive paid loss insurance programs. (10)
management stockholders. (5)

er 23, 1987 between Nederlandse Creditbank NV
d related Guaranty of Watts Industries, Inc. and
1987. (6)

h, and related Mortgage to, N.V. Sallandsche

rmes, S.p.A., RIAF Holding A.G. and the patrticipati ons
6, 1992. (9)

greement dated March 27, 1998 between and among

cial institutions, BankBoston N.A., as Administrati ve
. (17)

Purchase Plan dated October 17, 1995 (13),

18)

ne 19, 1996 by and among Mueller Co., Tyco Valves

International Ltd. and Watts Industries, Inc. (16)

ings per Common Share. (19)

nt Auditors, predecessor auditors.*
nt Auditors, predecessor auditors.*

tated. *

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

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

(4) Relevant exhibit to Registrant's Form S-1 (B8-6515) dated June 17, 1986.

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

(7) Relevant exhibit to Registrant's Amendment No.Eorm 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 Noverh2992.
(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 (Bi®-.64627) dated November 29, 1995.

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

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

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

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

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

(19) Notes to Consolidated Financial Statement$e N6, of this Report.

* 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.
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: /SI TIMOTHY P. HORNE

TIMOTHY P. HORNE
CHAIRMAN OF THE BOARD AND
CHIEF EXECUTIVE OFFICER

DATED: September 10, 1998



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 thesdaticated.

Signature Title Date
/S/ TIMOTHY P. HORNE Chairman of the Board and  September 10, 1998
Timothy P. Horne Chief Executive Offic er

(Principal Executive
Officer) and Director

/S/ KENNETH J. MCAVOY Chief Financial Offic er September 10, 1998

Kenneth J. McAvoy and Treasurer (Princi pal

Financial and Accounting Officer), Secretary, ariceBxor

/S/ DAVID A. BLOSS, SR. President and Chief O perating September 10, 1998

David A. Bloss, Sr. Officer, and Director

/SI NOAH T. HERNDON Director September 10, 1998

Noah T. Herndon

/S/ WENDY E. LANE Director September 10, 1998

Wendy E. Lane

/S/ GORDON W. MORAN Director September 10, 1998

Gordon W. Moran

/S/ DANIEL J. MURPHY, lll  Director September 10, 1998

Daniel J. Murphy, IlI

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, 1998 and 1997, anc
related consolidated statements of operationskistdders' equity and cash flows for each of they#laen ended. In connection with our
audits of the consolidated financial statementsalse audited the accompanying financial staterseim¢dules of valuation and qualifying
accounts as of and for the years ended June 38,dr891997. These consolidated financial statenamschedules are the responsibility of
the Company's management. Our responsibility &xfiress an opinion on these consolidated finastaééments and schedules based on our
audits. The accompanying consolidated financiaéstants of Watts Industries, Inc. and subsidigoeshe year ended June 30, 1996 and
schedule of valuation and qualifying accounts aanof for the year ended June 30, 1996 were auodytedher auditors whose report thereon
dated August 6, 1996, expressed an unqualifiedamin

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

In our opinion, the 1998 and 1997 consolidatedrfiia statements referred to above present fairlgll material respects, the financial
position of Watts Industries, Inc. and subsidiade®f June 30, 1998 and 1997, and the resulteofdperations and their cash flows for the
each of the years then ended in conformity withegelty accepted accounting principles. Also, in opinion, the related financial statement
schedules, when considered in relation to the lmsisolidated financial statements taken as a wipodsent fairly, in all material respects,
the information set forth therein.

August 5, 1998
Boston, Massachusetts

WATTS INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE INFORMATIO!



Net sales
Cost of goods sold

GROSS PROFIT

Selling, general and administrative expenses

Impairment of long-lived assets
Restructuring charge

OPERATING INCOME (LOSS)

Other (income) expense:
Interest income
Interest expense
Other

INCOME (LOSS) FROM CONTINUING OPERATIONS

BEFORE INCOME TAXES
Provision for income taxes

INCOME (LOSS) FROM CONTINUING OPERATIONS

Income from discontinued operations, net of taxes
Gain on disposal of discontinued operations, net of

NET INCOME (LOSS)

Basic EPS

Income (loss) per share:
Continuing operations
Discontinued operations

Gain on disposal of discontinued operations

NET INCOME (LOSS)

Weighted average number of shares

Diluted EPS

Income (loss) per share:
Continuing operations
Discontinued operations

Gain on disposal of discontinued operations

NET INCOME (LOSS)

Weighted average number of shares

Dividends per share

The accompanying notes are an integral part of t

WATTS INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(AMOUNTS IN THOUSANDS, EXCEPT SHARE INFORMATION)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Short-term investments
Trade accounts receivable, less allowance for
doubtful accounts of $8,913 in 1998 and $7,94
Inventories
Raw materials
Work in process
Finished goods

Prepaid expenses and other assets
Deferred income taxes
Net assets held for sale

Total Current Assets
OTHER ASSETS:
Goodwill, net of accumulated amortization of $

5in 1997

16,689 in

Fiscal Year Ended June 30
1998 1997 1996

$729,966 $720,340 $ 640,876
475,630 474,948 428,678

254,336 245392 212,198
163,760 158,984 162,951
- - 63,065
- - 25,415

90,576 86,408  (39,233)

(1,655)  (763)  (702)
10,412 10,493 9,960
738 1,001 919

9,495 10,821 10,177

81,081 75,587 (49,410)
27,712 27,127 4,355
53,369 48,460 (53,765)
-- 79 3,480
taxes -- 3,208 --

$ 53,369 $ 51,747 $(50,285)

$ 197 $ 178 $ (1.83)
12

- 12 -

$ 1.97 $ 190 $ (1.71)

27,109 27,181 29,428

$ 195 $ 1.77 $ (1.83)
- - 12
- 12 -

$ 195 $ 1.89 $ (1.71)

27,423 27,347 29,428

$ 33 $ 295 $ .265

hese consolidated financial statements.

o

o

AT ONUOIN' NOPR

June 30
1997

$ 13,904
518

121,349

64,261
26,030
80,926
171,217
13,087
22,480
3,037

345,592



1998 and $13,484 in 1997 119,00 9 110,928
Other 13,67 7 12,869
PROPERTY, PLANT AND EQUIPMENT:
Land 10,02 7 10,147
Buildings and improvements 70,71 7 66,191
Machinery and equipment 214,22 0 192,581
Construction in progress 12,96 7 12,312
307,93 1 281,231
Accumulated depreciation (146,46 1) (128,537)
161,47 0 152,694
TOTAL ASSETS $665,82 0 $622,083
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable $56,67 2 $ 48,896
Accrued expenses and other liabilities 52,33 7 53,738
Accrued compensation and benefits 16,25 0 15,834
Income taxes payable 7,33 7 -
Current portion of long-term debt 1,69 5 2,422
Total Current Liabilities 134,29 1 120,890
LONG-TERM DEBT, NET OF CURRENT PORTION 115,38 1 125,937
DEFERRED INCOME TAXES 18,85 6 16,675
OTHER NONCURRENT LIABILITIES 11,36 7 13,796
MINORITY INTEREST 11,91 0 11,146
STOCKHOLDERS' EQUITY:
Preferred Stock, $.10 par value; 5,000,000 sha res authorized; no shares
issued or outstanding - -
Class A Common Stock, $.10 par value; 80,000,0 00 shares authorized; 1 vote
per share;

16,859,027 shares in 1998 and 15,797,460 shares in 1997 issued and outstanding 1,68 6 1,580
Class B Common Stock, $.10 par value; 25,000 ,000 shares authorized; 10

votes per share;

10,296,827 shares in 1998 and 11,215,627 shares in 1997 issued and outstanding 1,03 0 1,121
Additional paid-in capital 47,64 7 44,643
Retained earnings 337,56 5 293,170
Treasury stock, at cost, 100,000 shares in 199 8 (2,58 3) -
Currency translation adjustments (11,33 0) (6,875)

Total Stockholders' Equity 374,01 5 333,639

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $665,82 0 $622,083
The accompanying notes are an integral part of t hese consolidated financial statements.
WATTS INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(AMOUNTS IN THOUSANDS, EXCEPT SHARE INFORMATION)
Cla ss A Class B Additional Currency Total
Commo n Stock Common Stock  Paid-In Retained Translation Treasury Stock-
holders'
Shares Amount Shares Amount Capital Earnings Adjustment Stock  Equity
Balance at June 30, 1995 18,218,2 16 $1,822 11,404,470 $1,140 $ 95,496 $307,493 $ (314)$ -- $405,637
Net loss (50,285) (50,285)
Shares of Class B Common Stock
converted to Class A Common Stock 38,8 43 4 (38,843) (4)
Shares of Class A Common Stock issued
upon the exercise of stock options 74,5 22 7 1,245 1,252
Shares of Class A Common Stock
exchanged upon the exercise of stock
options and retired (15,8 43) (1) (390) (391)
Purchase and retirement of treasury stock (1,458,9 00) (146) (28,421) (28,567)
Common Stock cash dividends (7,793) (7,793)
Change in currency translation adjustment (270) (270)
Balance at June 30, 1996 16,856,8 38 1,686 11,365,627 1,136 67,930 249,415 (584) -- 319,583
Net income 51,747 51,747
Shares of Class B Common Stock
converted to Class A Common Stock 150,0 00 15 (150,000) (15)
Shares of Class A Common Stock issued
upon the exercise of stock options 111,9 22 11 2,145 2,156
Purchase and retirement of treasury stock (1,321,3 00) (132) (25,432) (25,564)
Common Stock cash dividends (7,992) (7,992)
Change in currency translation adjustment (6,291) (6,291)
Balance at June 30, 1997 15,797,4 60 1,580 11,215,627 1,121 44,643 293,170 (6,875) -- 333,639
Net income 53,369 53,369
Shares of Class B Common Stock
converted to Class A Common Stock 918,8 00 91 (918,800) (91)

Shares of Class A Common Stock issued



upon the exercise of stock options 153,4 00

Shares of Class A Common Stock
exchanged upon the exercise of stock

options and retired (10,6 33)

Purchase of treasury stock,
100,000 shares at cost

Net change in restricted stock units

Common Stock dividends

Change in currency translation
adjustment

16 2,998

@ (265)

271
(8,974)

Balance at June 30, 1998 16,859,0

27 $1,686 10,296,827 $1,030 $ 47,647

$337,565

3,014

(266)

(2,583) (2,583)
271

(8,974)

(4,455)

$(11,330) $(2,583) $374,015

The accompanying notes are an integral part of t

WATTS INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(AMOUNTS IN THOUSANDS)

OPERATING ACTIVITIES
Income (loss) from continuing operations
Adjustments to reconcile net income (loss) from
to net cash provided by continuing operating
Restructuring charge (payments), net
Impairment of long-lived assets
Depreciation
Amortization
Deferred income taxes (benefit)
(Gain) loss on disposal of assets
Equity in undistributed earnings of affi
Changes in operating assets and liabi
business acquisitions:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable, accrued expenses

Net cash provided by discontinued operatio

Net cash provided by operating activities

INVESTING ACTIVITIES
Additions to property, plant and equipment
Proceeds from sale of assets
Discontinued operations:
Proceeds from disposal of discontinued oper
Additions to property, plant and equipment
Increase in other assets
Business acquisitions, net of cash acquired
Repayment of debt of acquired businesses
Net changes in short-term investments

Net cash provided by (used in) investing a
FINANCING ACTIVITIES
Proceeds from long-term borrowings
Payments of long-term debt
Proceeds from exercise of stock options
Dividends
Purchase of treasury stock
Purchase and retirement of common stock
Net cash used in financing activities
Effect of exchange rate changes on cash and cas

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

The accompanying notes are an integral part of t

WATTS INDUSTRIES, INC. AND SUBSIDIARIES

hese consolidated financial statements.

Fiscal Year
1998 19

$ 53,369 $ 48
continuing operations

activities:
(1,584) 8
19,220 17
3,965 3
1,055 3
(1,156)
liates (192)
lities, net of effects from
(8,747) 5
(18,744) 7,
1,902 2
and other liabilities 13,696 6
62,784 58
ns -
62,784 58
(29,170) (29
7,422 1
ations - 88
(1,322) @
(23,632) (37
(72)
ctivities (46,774) 20
88,678 106
(99,816) (140
2,715 1
(8,936) 7
(2,583)
- (25
(19,942) (65
h equivalents 152
(3,780) 13
13,904

hese consolidated financial statements.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Ended June 30
97 1996

460  $ (53,765)

918) 21,635
- 63,065
411 17,922
417 3,652
725  (14,556)

241 (1,405)

773)  (12,979)
734 (17,524)

,049) 4,688
,031) 35028
217 45761
653 9,638
870 55,399

742)  (31,080)
715 1,462

(142)  (1,141)
494)  (1,347)
,705)  (13,415)
- (680)
(652) 4,483

346 91,867
,662)  (73,399)
935 772

827 96
904 (3,343)
- 3,343
904 $ 0




(1) DESCRIPTION OF BUSINESS

The Company designs, manufactures and sells ansixéeline of valves for the plumbing and heatiwgter quality, industrial, and oil and
gas markets located predominately in North Ameifieappe, and Asia.

(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 imt@mpany accounts and transactions are eliminated.

REVENUE RECOGNITION
Revenue is recognized, net of a provision for esstith returns and allowances, upon shipment.

CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

Cash equivalents consist of investments with m@égsgrof three months or less at the date of puechaisort-term investments consist of
participation in mutual funds whose portfolios cehgrincipally of United States Government sedéesit Short-term investments are valued at
cost, which approximates market.

CONCENTRATIONS OF CREDIT RISK

Financial instruments which potentially subject @@mpany to concentration of credit risk consigtg@pally of trade receivables.
Concentrations of credit risk with respect to tragleeivables are limited due to the large numbe&usfomers included in the Company's
customer base and their dispersion across margreliff industries and geographic areas. At Jun&%IB, the Company had no significant
concentrations of credit risk.

INVENTORIES
Inventories are stated at the lower of cost (ppally first-in, first-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 carrying value of goodigilreviewed if facts and circumstances suggesiay be impaired. If this review indicates
that goodwill will not be recoverable, as deterndit@sed on the undiscounted operating cash flowrseagntity acquired over the remaining
amortization period, the carrying value of the goeiiids reduced to its fair value, as determinethgsa discounted cash flow approach.

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

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 suc¢arioss, the carrying value of long-lived
assets is reduced to their estimated fair valudegermined 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.
Foreign Currency Translation Balance sheet accaifrftreign subsidiaries are translated into Unitdtes dollars at fiscal year-end
exchange rates. Operating accounts are translateeighted average exchange rates for each yeatrdslation gains or losses are adjusted
directly to a separate component of stockholdepsite. Stock Based Compensation As allowed undate8tent of Financial Accounting
Standards (SFAS) No. 123, Accounting for Stock-BaSempensation, the Company accounts for its shasled employee compensation
plans in accordance with the provisions of APB @pirNo. 25, Accounting for Stock Issued to Emplayee

EARNINGS PER SHARE

During fiscal year 1998, the Company adopted SFAS1I®8, Earnings Per Share. SFAS 128 required ¢imep@ny to change the method
formerly used to compute earnings per share (ER&}@restate all prior periods presented. Theirements for calculating basic earnings
per share exclude the dilutive effect of securitigituted earnings per share assumes the conveo$ialhdilutive securities (see Note 10).

DERIVATIVE FINANCIAL INSTRUMENTS

The Company uses foreign currency forward exchaogéacts to manage currency exchange exposupestain foreign currency
denominated transactions. Gains and losses onactsttesignated as hedges are deferred and reedgtithe time of the related foreign
currency denominated transactions.

ESTIMATES
The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgessets and liabilities at the date of



financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

BASIS OF PRESENTATION
Certain amounts in fiscal years 1997 and 1996 baea reclassified to conform with the 1998 presenta

NEW ACCOUNTING STANDARDS

SFAS No. 130, Reporting Comprehensive Income, SRAS131, Disclosure about Segments of an EnterpriseRelated Information and
SFAS No. 132, Employers' Disclosures about PensiadsOther Post-Retirement Benefits become effedtiviscal year 1999 and will be
adopted at that time. Since these new standard&esanly additional disclosure, adoption will have effect on the Company's results of
operations or financial condition.

SFAS No. 133, Accounting for Derivative Instrumeatsl Hedging Activities, becomes effective in fisgear 2000. This new standard will
require the Company to recognize all derivativérimaents as either assets or liabilities, at falug, in its consolidated balance sheet. The
Company is currently evaluating the effect of thésv standard.

(3) DISCONTINUED OPERATIONS, RESTRUCTURING AND OTHEMATTERS

DISCONTINUED OPERATIONS

On September 4, 1996, the Company divested ité&# Municipal Water Group of businesses, whictiied Henry Pratt Company, James
Jones Company and Edward Barber & Company Ltdebing the stock of each entity and realizing 22%8illion after-tax gain. The results
of operations of these companies have been repastdiscontinued operations, net of income taxethd consolidated statements of
operations. Unassigned corporate interest expeaasbden allocated based on the ratio of the netsaskthe discontinued operations to the
consolidated net assets and unassigned debt Gfaitmpany.

The following table summarizes the results of ofjens of the Municipal Water Group prior to the eftiture:

Fiscal Yea r Ended June 30,
1997 1996
(in thousands)
Revenues $14,027 $86,179
Costs and expenses 13,900 80,278
Income before income taxes 127 5,901
Income taxes 48 2,421
Income from discontinued operations $ 79 $ 3,480

RESTRUCTURING

During fiscal year 1996, the Company decided toentatke certain restructuring initiatives aimednapioving the efficiency of certain of its
continuing operations. The two most significanttadse initiatives were the consolidation and dowingi of Pibiviesse S.p.A. ("Pibiviesse")
and the relocation of Jameco Industries, Inc. (&aot). In connection with this restructuring pléme Company recorded a $25,415,000
restructuring charge during fiscal year 1996. Téwtructuring charge consisted of $9,300,000 foesnce costs, $7,715,000 for plant closure
costs and $8,400,000 for asset write-downs. At Bnd 998, these restructuring initiatives weressanitially complete. Related cash
payments were approximately the same as amourite/éna accrued as restructuring costs during figeat 1996. Other Matters During

fiscal year 1996, the Company recorded a $13.8anielling, general and administrative expensegehgrincipally for product liability

costs, environmental remediation reserves and batirdserves. The Company also recorded a $9.mdbst of goods sold charge during
fiscal year 1996 to write down inventories to thestimated market value.

(4) LONG-LIVED ASSET IMPAIRMENT

During fiscal year 1996, the Company adopted SFASIR21, Accounting for the Impairment of Long-LivAdsets and for Long-Lived
Assets to Be Disposed Of, and recorded a $63,0650&rge for long-lived asset impairment lossesh3osses occurred principally at its
Italian subsidiaries and were the result of deetininargins and operating profits at the subsidiaaed the potential non-deductibility of
goodwill for income tax purposes. In connectionhadtre-evaluation of its business strategy in Jtalgnagement concluded an impairment
had occurred and recorded a loss by reducing tingicg value of affected long-lived assets, primyagoodwill, to fair value, as determined
using a discounted cash flow approach.

(5) BUSINESS ACQUISITIONS

In fiscal year 1998, the Company acquired six gmiees, the largest of which were Telford Valve BeSialties, Inc. of Edmonton, Alberta,
Canada, Aerodyne Controls Corporation of Ronkonkdieav York, and Atkomatic Valve Company, Inc. ofllanapolis, Indiana. During
fiscal year 1997, the Company acquired Ames Complacy of Woodland, California and Consolidateddisi®n Corporation of Rivier



Beach, Florida. In fiscal year 1996, the Comparmyuaed four businesses, the most significant b#iegpurchase of Societe des
Etablissements Rene Trubert S.A. located in Charfreance. All of these acquired companies aresviadanufacturers and the aggregate
purchase price of the acquisitions was approximéiel.8 million. The goodwill which resulted frotnetse acquisitions is being amortized on
a straight-line basis over a 40 year period. Tlesgiisitions have all been accounted for undeptiiehase method and the results of
operations of the acquired businesses have bekmlattin the consolidated financial statements fthendate of acquisition. Had these
acquisitions occurred at the beginning of fiscalry®998, 1997 or 1996, the effect on operatingltestould not have been material.

(6) INCOME TAXES The significant components of tiempany's deferred income tax liabilities and asaet as follows:

June 30,
1998 1997
Deferred income tax
liabilities: (in thousands)
Excess tax over book depreciation $11,182 $ 8,855
Inventory 5,428 5,962
Other 2,246 1,858
Total deferred income tax liabilities 18,856 16,675
Deferred income tax assets:
Accrued expenses 10,969 18,727
Net operating loss carryforward 12,625 6,054
Bad debt reserve 1,815 1,580
Other 5,934 326
Total deferred income tax assets 31,343 26,687
Valuation allowance for deferred income tax ass ets (7,761) (4,207)
Net deferred income tax assets 23,582 22,480
Net deferred income tax asset $4,726 $5,805

The components of the provision for income taxesves follows:

Fiscal Year Ended June 30,

1998 1997 1996

( in thousands)
Continuing operations $27,712 $27,127 $ 4,355
Discontinued operations - 3,412 2,421

$27,712 $30,539 $6,776

The provision for income taxes from continuing @tiems is based on the following pre-tax incomeg)o

Fiscal Year Ended June 30,
1998 1997 1996
( in thousands)
Domestic $61,204 $60,530 $ 19,816
Foreign 19,877 15,057 (69,226)
$81,081 $75,587 $(49,410)

Fiscal Year Ended June 30,

1998 1997 1996

in thousands)

Current tax expense (benefit):
Federal $19,198 $20,417 $ 15,739
Foreign 5,249 (369) 1,176
State 3,483 1,714 1,996



27,930 21,762 18,911
Deferred tax expense (benefit):
Federal 472 1,377 (8,458)
Foreign (772) 3,747 (3,964)
State 82 241 (2,134)
(218) 5,365 (14,556)
$27,712 $27,127 $ 4,355

Actual income taxes reported from continuing operet are different than would have been computeddplying the federal statutory tax
rate to income (loss) from continuing operation®i®income taxes. The reasons for this differeareeas follows:

Fiscal Year Ended June 30,

1998 1997 1996
(in thousands)

Computed expected federal income tax expense (benef ity $28,378 $26,455 $(17,294)
State income taxes, net of federal tax benefit 2,317 1,271 (90)
Goodwill writedown and amortization 998 898 17,443
Foreign tax rate and regulation differential (2,954) (1,893) 3,830
Other, net (1,027) 396 466

$27,712 $27,127 $ 4,355

At June 30, 1998, the Company has foreign net dipgréoss carryforwards of $22.8 million for incortax purposes that expire in fiscal ye
1999 through 2006. In addition, foreign net ope@tbsses of $10.2 million can be carried forwandkfinitely. Undistributed earnings of the
Company's foreign subsidiaries amounted to appratdém $34 million, $28 million and $37 million atde 30, 1998, 1997 and 1996,
respectively. Those earnings are considered tadefinitely reinvested and, accordingly, no pramisfor U.S. federal and state income taxes
has been recorded thereon. Upon distribution afghearnings, in the form of dividends or otherwise,Company will be subject to both L
income taxes (subject to an adjustment for for¢gggreredits) and withholding taxes payable to tagous foreign countries. Determination of
the amount of U.S. income tax liability that wolde 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 $1.8 million would be payabpon remittance of all previously unremitted @sgs at June 30, 1998.

The Company made income tax payments of $21.5amjl$30.2 million and $27.8 million in fiscal yedr898, 1997 and 1996, respectively.
(7) ACCRUED EXPENSES AND OTHER LIABILITIES

Accrued expenses and other liabilities consisheffollowing:

June 30,
1 998 1997
(in thousands)
Commissions and sales incentives payable $1 1,836 $9,152
Accrued insurance costs 1 1,366 10,626
Other 2 9,135 33,960
$5 2,337 $53,738
(8) FINANCING ARRANGEMENTS
Long-term debt consists of the following:
June 30,
1998 1997
(in thousan ds)
8-3/8% Notes, due December, 2003 $ 75,000 $ 75,000
$125 million revolving line of credit, accruing interest at a variable rate
(6.79% and 6.55% at June 30, 1998 and 1997, respe ctively) of either Eurodollar
rate plus .165%, Prime Rate or a competitive mone y market rate to be specified
by
the Lender, and expiring March 2003 19,000 29,000



Industrial Revenue Bonds, maturing periodically fro m 2003 through 2020, accruing

interest at a variable rate based on weekly tax-e xempt interest
rates (3.60% and 4.25% at June 30, 1998 and 1997, respectively) 17,265 17,265
Other 5,811 7,094
117,076 128,359
Less current portion 1,695 2,422
$115,381 $125,937

At June 30, 1998, $106 million was available forrbwing under the Company's $125 million revolviige of credit.

Principal payments during each of the next fivedlis/ears are due as follows:
1999-$1,695; 2000-$1,109; 2001-$385; 2002-$362;208%$24,086. Interest paid for all periods presenteithénaccompanying consolida
financial statements 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 entédo secured borrowing arrangements. Under itst messrictive loan covenant, which
requires the Company to maintain a net worth oflesg than the sum of $295 million and 50% of cuativué consolidated net income for
complete fiscal years subsequent to June 30, 1886 ompany had $26.5 million available at Junel308 for the payment of dividends.

(9) COMMON STOCK The Company's Board of Directousharized the purchase of up to 1,500,000 and 20000shares of the Company's
common stock in open market and private purchaggnglfiscal years 1997 and 1996, respectivelyJuste 30, 1998, 2,880,200 shares of the
Company's common stock had been purchased anglrstivce commencement of this purchase plan.

The Class A Common Stock and Class B Common Stae& bqual dividend and liquidation rights. Eachrslod the Company's Class A
Common Stock is entitled to one vote on all matsetsmitted to stockholders and each share of ®&smmon Stock is entitled to ten vo
on all such matters. Shares of Class B Common Stekonvertible into shares of Class A CommoniStog a one-to-one basis, at the
option of the holder. The Company has reservedah &b 6,021,608 shares of Class A Common Stocks&rance under its stock-based
compensation plans and 10,296,827 shares for ceionenf Class B Stock to Class A Common Stock.

(10) EARNINGS PER SHARE

During fiscal 1998, the Company adopted SFAS N&, Earnings Per Share. The following table sethfareconciliation of basic to diluted
EPS:

Fiscal Year Ended June 30,

1998 1997 1996
( in thousands, except per share information)
Income Income Los s
from Per from Per fro m Per

continuing Share continuing Share  contin uing Share

operations Shares Amount operations Shares Amount opera tions Shares Amount
Basic EPS $53,369 27,109 $1.97 $48,460 27,181 $1.78 $(53, 765) 29,428 $(1.83)
Effect of dilutive
securities, principally
common stock
options 314 166 -
Diluted EPS $53,369 27,423 $1.95 $48,460 27,347 $1.77 $(53, 765) 29,428 $(1.83)

(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 Comigalass A Common Stock. Generally, options beceregcisable over a five-year
period at the rate of 20% per year and expire &arg/after the date of grant. ISOs and NSOs gramtédedr the plans have exercise prices of
not less than 100% and 50% of the fair market vafube common stock on the date of grant, respelgti At June 30, 1998, 4,659,514
shares of Class A Common Stock were authorizetutare grants of options under the Company's stgtion plans.

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

Fiscal Year Ended June 30,

1998 1997 1996
Weighted Weighted Weighted
average average average
(Options in thousands) exercise exercise exercise

Optio ns price Options  price Options price



Outstanding at beginning of year 1,3
Granted 2
Canceled (1
Exercised (a) 1

Outstanding at end of year 1,3

Exercisable at end of year 6

(@) Includes 13,100 options in 1998 exercised in
outstanding Class A common shares which were ¢

48 $20.01 1,137 $21.04 1,019 $20.06

84 2512 378  16.38 314 23.36
17) 2072 (55) 2179 (121) 22.16
53) 1943 (112) 17.28 (75) 15.61
62 $21.08 1,348 $20.01 1,137 $21.04
19  $20.19 552 $20.39 460 $19.34

exchange for 10,633 shares of
ontributed to Treasury and

subsequently retired.

The following table summarizes information aboutiams outstanding at June 30, 1998:

Optio ns Outstanding Options Exercisab le

Weighted

average  Weighted Wei ghted
(Options in thousands) remaining  average ave rage

Number contractual exercise Number exe rcise

Range of Exercise Prices outstanding life (years) price  exercisable p rice
$10.69 - $11.38 13 24 $ 1084 13 $1 0.84
$14.25 - $16.38 339 7.6 16.23 110 1 5.93
$16.60 - $18.00 172 4.3 17.22 153 1 7.19
$22.13 - $25.38 838 7.0 23.99 343 2 3.25
$10.69 - $25.38 1,362 5.3 21.08 619 2 0.19

The Company has a Management Stock Purchase Plah altows for the granting of Restricted Stock td{RSUs) to key employees to
purchase up to 1,000,000 shares of Class A Comnuuk &t 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, 1998, 100,899 RSUs were outstandingdends declared for RSUs which
remain unpaid at June 30, 1998 total $38,000.

Pro forma information regarding net income (loss] aet income (loss) per share is required by SNAS123 for awards granted after June
30, 1995 as if the Company had accounted for disksbased awards to employees under the fair vaktbod of SFAS 123. The weighted
average grant date fair value of options grantathddiscal years 1998, 1997 and 1996 was $5.5Z,2b&nd $5.69, respectively. The fair
value of the Company's stock-based awards to erepkowas estimated using a Black-Scholes optiompgrinodel and the following
assumptions:

1998 1997 1996
Expected life (years) 5.0 5.0 5.0
Expected stock price volatility ~ 15.0% 15.0% 15.0%
Expected dividend yield 1.3% 1.8% 1.1%
Risk-free interest rate 5.54% 6.56% 6.17%

The Company's pro forma information follows:

Fiscal Year Ended June 30,

1998 1997 1996
(in thousands, exc ept per share information)

Net income (loss) - as reported  $53,369 $ 51,747  $(50,285)

Net income (loss) - pro forma 52,443 51,132 (50,613)
Basic EPS - as reported 1.97 1.90 (1.71)
Basic EPS - pro forma 1.93 1.88 (1.72)
Diluted EPS - as reported 1.95 1.89 (1.71)
Diluted EPS - pro forma 1.91 1.87 (1.72)

Because SFAS 123 is applicable only to awards gdasiibsequent to June 30, 1995, its pro formateffdlaot be fully reflected until fiscal
year 2000

(12) EMPLOYEE BENEFIT PLANS



The Company sponsors defined benefit pension glansring substantially all of its domestic non-uneEmployees. Benefits are based
primarily on years of service and employees' corapon. The funding policy of the Company for thpkms is to contribute annually the
maximum amount that can be deducted for federanmectax purposes. The components of net pensicensrgfollow:

Fiscal Year Ended June 30,

1998 1997 1996

(in thousands)
Defined benefit plans:

Service cost - benefits earned $1,671 $ 1,516 $ 1,620
Interest cost on projected benefit obligat ion 2,563 2,189 2,200
Actual return on plan assets (7,027) (1,976) (3,689)
Net amortization and deferral 4,659 (346) 1,447
Total pension expense $1,866 $ 1,383 $ 1,578

The funded status of the Company's principal defipenefit plans and the amounts recognized ind@hsalidated balance sheets at June 30,
follows:

1998 1997 19 96
(in thousands)
Vested benefit $(29,669) $(22,804)  $(22, 429)
Nonvested benefit (2,485) (1,299) (1, 774)
Accumulated benefit obligation (32,154)  (24,103) (24, 203)
Benefit obligation related to future compensation | evels (6,652) (5,002) (5, 699)
Projected benefit obligation (38,806)  (29,105) (29, 902)
Fair value of plan assets, invested primarily in eq uities and
debt securities 35,905 28,014 29, 348
Projected benefit obligation in excess of plan a ssets (2,901) (1,091) ( 554)
Unrecognized transition obligation (1,907) (2,225) 2, 543)
Unrecognized prior service cost 1,764 1,055 546
Unrecognized net (gain) loss 420 (676) 9
Minimum liability adjustment (903) (217) ( 420)
Net accrued pension cost included in consolidated balance sheets $ (3,527) $(3,154) $(2, 962)

The primary assumptions used in determining relat#igjations of the plans were: discount rate 7%sical year 1998 and 8% in fiscal years
1997 and 1996; increases in compensation levelg3fcal years 1998, 1997 and 1996; and long-text®s of return on assets 9% in fiscal
year 1998 and 8% in fiscal years 1997 and 1

The Company sponsors a 401(k) Savings Plan fotautially all domestic non-union employees. Under Plan, the Company matches a
specified percentage of employee contributionsjestibo certain limitations. Company expense inediin connection with this plan was
$400,000, $330,000 and $350,000 in fiscal year819997 and 1996, respectively.

(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 allegjest a former subsidiary of the company sold préslutilized in municipal water systems
which failed to meet contractually specified staxdeand falsely certified that such standards leshimet. The complaint further alleges that
the municipal entities have suffered tens of mili@f dollars in damages as a result of defectigdyrts 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 prodagys or claims, arising from the ordinary courfeerations, are also pending or threatened
against the Company and its subsidiaries. The Coynpas established reserves which it presentlgbedi are adequate in light of probable
and estimable exposure to pending and threatetigatibn of which it has knowledge.

ENVIRONMENTAL REMEDIATION

The Company has been named a potentially respensasty with respect to identified contaminatedssifThe level of contamination varies
significantly from site to site as do the relateddls of remediation efforts. Environmental liai®@is 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@nd uncertainties. Circumstances which can afffiecteliability and precision of these
estimates include identification of additional sjtenvironmental regulations, level of cleanup el technologies available, number and
financial condition of other contributors to remegiithn and the time period over which remediatiory mecur. The Company recognizes
changes in estimates as new remediation requirsnae@tdefined or as new information becomes aveaildihe Company estimates that



accrued environmental remediation liabilities Wkely be paid over the next five to ten years.
(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 financistriitments. The fair value of the Company's 8-3/&%% due December 2003, is based on
guoted market prices. The fair value of the Comjsangriable rate debt approximates its carrying@al he carrying amount and the
estimated fair market value of the Company's l@rgitdebt, including the current portion, are akofes:

June 30,
1998 1997
(in thousan ds)
Carrying amount $ 117,076 $ 128,359
Estimated fair value 124,366 133,774

USE OF DERIVATIVES

The Company uses foreign currency forward exchaogéracts to reduce the impact of currency fludtunst on certain anticipated
intercompany purchase transactions that are exgpézieccur within the fiscal year and certain otfegeign currency transactions. Related
gains and losses are recognized when the contgiiee, which is generally in the same period asuhderlying foreign currency
denominated transaction. These contracts do ngg¢ctuhe Company to significant market risk frontleange movement because they offset
gains and losses on the related foreign currenogrdéated transactions. At June 30, 1998 and 1B@ve were no significant amounts of
open foreign currency forward exchange contractelated unrealized gains or losses.

(15) FINANCIAL INFORMATION BY GEOGRAPHIC AREA

Financial information by geographic area is sumpgatias follows. Transfer prices to foreign subsidsare intended to produce profit

margins commensurate with sales and marketingteffor

Net sales $552,379
Transfer between areas 14,827

Operating income of
geographic areas $ 83,941

General corporate expenses

Operating income

Assets $474,701

Net sales $ 535,954

Transfer between areas 12,209
$ 548,163

General corporate expenses

Operating income

Assets $ 449,484

Net sales $ 476,279

Transfer between areas 10,220
$ 486,499

Canada Europe Asia Elimina

(in thousands)
Fiscal Year Ended June 30, 1998

29,352  $131,936 $16,299 $
5,343 535 5,325 (26,0

34,695 $132,471 $21,624 $(26,0

427  $ 18,912 $1811 $ (1

36,833  $122,940 $32935 $ (15

Fiscal Year Ended June 30, 1997

27,681  $139,636 $ 17,069 $ -
5,549 421 4,004 (22

33,230  $ 140,057 $ 21,073 $(22

1,401 $ 16,074 $ 653 $

24560 $118,171 $ 31,499 $(1

Fiscal Year Ended June 30, 1996

28,086 $118,673 $17,838 $
5,180 3,549 - (18

33,266  $122,222 $17,838 $(18

88) $ 104,903

14,327

,183)  $720,340

(574) $ 98,837

,631) $622,083

,949)  $ 640,876



Operating income (loss) of

geographic areas $ 43,576 $ (7,709) $(59,242) $ 907 $(2 ,558)  $(25,026)
General corporate expeT;::::: T 14,207
Operating loss $(39233)
Assets of continuing operations $ 400,469 $ 25,357 $123,270 $ 30,118 $(1 ,321) =§;;;Z;§=:
Net assets of discontinued operations 65,202 - 13,199 - - 78,401
'$ 465,671 $ 25357 $136469 $30118  $(1 321)  $656,20

Included in domestic sales are export sales of8ifllion in fiscal year 1998, $54.1 million in fial year 1997 and $43.5 million in fiscal

year 1996
(16) QUARTERLY FINANCIAL INFORMATION (UNAU

First
Quarter(
(in tho
Fiscal year ended June 30, 1998:

Net sales $179,46
Gross profit 63,90
Net income 13,62
Basic earnings per share .50
Diluted earnings per share .50
Dividends per common share .077

Fiscal year ended June 30, 1997:
Net sales $176,00
Gross profit 60,35
Income from continuing operations
Net income 15,63
Basic earnings per share:
Continuing operations 4
Discontinued operations 1
Net income 5
Diluted earnings per share (netincome) .5
Dividends per share

12,34

(@) Includes $3.2 million after-tax gain from sale

(17) SUBSEQUENT EVENT (UNAUDITED)

DITED)

Second Third  Fourth
a) Quarter Quarter Quarter
usands, except per share information)

0 $179,198 $183,615 $187,693

7 63,708 64,234 62,487

0 13,609 14,041 12,099
.50 .52 .45
.50 .51 44

5 .0775 .0875 .0875

8 $174,220 $184,191 $185,921

6 60,152 63,730 61,154

6 11,750 12,889 11,475

3 11,750 12,889 11,475

4 43 .48 A2

2 - - -

6 43 48 42

6 43 A7 A2

7 .07 .0775 .0775

of discontinued operations in 1997.

In July 1998, the Company acquired Hoke, Inc. (Hp&enanufacturer and distributor of industrialves and fittings headquartered in
Cresskill, New Jersey. The agreed upon purchase fot the Hoke acquisition amounted to approxihge#85,000,000, including assumpti

of debt. Hoke's annual sales and net income foye¢lae end
respectively.

ed December 31, 1997, amounted to appatadyrts70,000,000 and $1,353,000,

SCHEDULE II-VALUATION AND QUALIFY
WATTS INDUSTRIES, INC. AND SUB
(DOLLAR AMOUNTS IN THOUSA

Column A Column B
Additions
Balance at
Description Beginning of Period

Year ended June 30, 1998
Deducted from asset
account:
Allowance for doubtful
accounts $7,945
Year ended June 30, 1997
Deducted from asset
account:
Allowance for doubtful
accounts $8,822
Year ended June 30, 1996
Deducted from asset
account:

ING ACCOUNTS
SIDIARIES
NDS)

Column C Column D

Charged to Costs Charged to Other  Deductions
and Expenses Accounts - Describe Describe (1

$2,694 $208 (2) $1,934

$2,489 $30 (2) $3,396

Balance at
) End of Period

$8,913

$7,945



Allowance for doubtful
accounts $5,417
(1) Uncollectible accounts written off, net of reco
(2) Balance acquired in connection with acquisiti
Ames in 1997, Trubert and Artec in 1996.

$4,408 $320 (2)
veries.
on of Telford Valves in 1998,

$1,323

$8,822



Exhibit Index

Exhibits 10.1-10.6, 10.8, 10.22, and 10.29 constitll of the management contracts and compenspléms and arrangements of the
Company required to be filed as exhibits to thisyda Report. Upon written request of any stockhotdehe Chief Financial Officer at the
Company's principal executive office, the Compatilyprovide any of the Exhibits listed below.
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1, 1994, (12), Amendment No. 1 (14), Amendment N{l4), Amendment No. 3

(14), Amendment No. 4 dated September 4, 1996. (18)

10.7 Registration Rights Agreement dated July 2861 (5)

10.8 Executive Incentive Bonus Plan, as amend&y. (1
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1985. (4)

10.12 Sale Agreement between Village of Walden $tiiki Development Agency and Spence Engineeringi2my, Inc. dated June 1, 1994.
(11)
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Company, Inc. and First Union National Bank of Mo@arolina. (11), Amendment No. 1 (14), Amendmeat Rldated October 1, 1996. (18)
10.14 Trust Indenture from Village of Walden IndiagdtDevelopment Agency to The First National BarflBoston, as Trustee, dated June 1,
1994. (11)

10.15 Loan Agreement between Hillsborough Countlustrial Development Authority and Leslie Controts;. dated July 1, 1994. (11)
10.16 Letter of Credit, Reimbursement and Guaramgeement dated July 1, 1994 by and among the ReagtsLeslie Controls, Inc. and
First Union National Bank of North Carolina (11)m®ndment No. 1 (14), Amendment No. 2 dated Octdp&p96. (18)

10.17 Trust Indenture from Hillsborough County Iettial Development Authority to The First Natiorizdnk of Boston, as Trustee, dated
July 1, 1994. (11)

10.18 Loan Agreement between The Rutherford Colnttystrial Facilities and Pollution Control FinangiAuthority and Watts Regulator
Company dated September 1, 1994. (12)

10.19 Letter of Credit, Reimbursement and Guaramgeement dated September 1, 1994 by and amorigagistrant, Watts Regulator
Company and The First Union National Bank of Ndz#rolina (12), Amendment No. 1 (14), Amendment Rldated October 1, 1996. (18)
10.20 Trust Indenture from The Rutherford Countyustrial Facilities and Pollution Control FinanciAgthority to The First National Bank
of Boston,as Trustee, dated September 1, 1994. (12)

10.21 Amended and Restated Stock Restriction Ageetnated October 30, 1991

(2), Amendment dated August 26, 1997. (18)

10.22 Watts Industries, Inc. 1991 Non-Employee @o&s' Nonqualified Stock Option Plan (7), Amendinso. 1. (14)

10.23 Letters of Credit relating to retrospectiaéddoss insurance programs.

(10)

10.24 Form of Stock Restriction Agreement for mamagnt stockholders. (5)
10.25 Revolving Credit Agreement dated Decembefd 287 between Nederlandse Creditbank NV and WatsiRtor (Nederland) B.V. and
related Guaranty of Watts Industries, Inc. and ¥/R#tgulator Co. dated December 14, 1987.
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Sallandsche Bank. (6)

10.27 Agreement of the sale of shares of Inter@gsA., RIAF Holding A.G. and the participationsNhultiscope Due S.R.L. dated
November 6, 1992. (¢

10.28 Amended and Restated Revolving Credit Agre¢ihated March 27, 1998 between and among Watestment Company, certain
financial institutions, BankBoston N.A., as Admin&ive Agent, and the Registrant, as Guarantby)



10.29 Watts Industries, Inc. Management Stock Ragelrlan dated October 17, 1995 (13), Amendmeni Mated August 5, 1997. (18)
10.30 Stock Purchase Agreement dated as of Jurk9%8,by and among Mueller Co., Tyco Valves Limjtétatts Investment Company,
Tyco International Ltd. and Watts Industries, I(i®5)

11 Statement Regarding Computation of EarninggQoenmon Share. (19)

21 Subsidiaries. *

23.1 Consent of KPMG Peat Marwick LLP. *

23.2 Consent of Ernst & Young LLP, Independent Aardi, predecessor auditors.*
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* Filed as an exhibit to this Report with the Seéies and Exchange Commissi



AMENDMENT
TO
HORNE FAMILY VOTING TRUST AGREEMENT--1991

AMENDMENT dated as of the 17th day of October, 1897and among Timothy P. Horne and Noah T. Herndsrirustees (together, the
"Trustees") under the Horne Family Voting Trust égment--1991, as amended (the "Voting Trust Agre¢fd-rederic B. Horne as trustee
of the Peter W. Horne Trust--1976 (the "Stockhdldeand Watts Industries, Inc., a Delaware corporafthe "Company").

WHEREAS, the Company, the Trustees and the Stodkhohs the registered holder of all of the votimigt certificates outstanding under
Voting Trust Agreement, desire to amend the Volingst Agreement to provide that voting trust caréifes may not be transferred without
the written consent of all of the Trustees.

NOW, THEREFORE, the parties hereto do hereby agsdellows:
1. The second paragraph of Section 1 of the Volingt Agreement is hereby amended and restates émiirety to read as follows:

"Any registered holder of voting trust certificatesreunder may from time to time withdraw shargsegented thereby pursuant to this
Agreement in the manner provided below in this ®act, and such shares, when so withdrawn, shdtegeof any restrictions imposed by
this Agreement, but shall remain subject to anyahtestrictions imposed by other agreements datw Such withdrawal shall be effected
only by a written amendment to this Agreement mfttrm of Exhibit A hereto executed by all of theitees then serving hereunder (acting
together or, if all such Trustees do not agreghbyTrustee, if any, having the Determination Powigh respect to such withdrawal under
Section 10 hereof), and, if neither TIMOTHY P. HORNor FREDERIC B. HORNE is then serving as a Trisiereunder, also by the
holders of a majority in interest of the votingstreertificates hereunder then outstanding; praliiewever, that in the event TIMOTHY P.
HORNE for any reason ceases to serve as a Trusteartder, any successor Trustee appointed pursutog second paragraph of Sectior
hereof (or any co-Trustee appointed pursuant taittth sentence of the first paragraph of Sectibnshall have the sole power to consent to
and authorize (without any required consent or @ygdrof any other Trustee or any holder of votingst certificates) the withdrawal of any
shares of Class B Common Stock deposited by TIMOPRIYORNE at the date hereof or hereafter, or ahgibck otherwise represented by
voting trust certificates held by TIMOTHY P. HORNIE of the date he ceases to serve as a Trustemterer held by him thereafter
(collectively, "TPH Shares"). Upon the surrendethaf voting trust certificate or certificates desited in such amendment by such holder
Trustees are authorized to deliver or cause taebeated to such holder a certificate or certifesafor the shares of the capital stock of the
Company so withdrawn, with any appropriate restrictegends, and a voting trust certificate in exdf the remaining shares, if any.
Nothing in this Section 1 or in any such amendnséiadl modify, amend, limit or terminate any othestrictions contained in, or be constri
as a consent to any transfer of shares subjebig@greement under, any other agreement or ingninpunless such amendment specifically
refers to such other agreement or instrument atigfisa all requirements for amendment or waiverdof (including execution and delivery
by appropriate parties)."

2. The first paragraph of Section 4 of the Votingst Agreement is hereby amended and restated @miirety to read as follows:

"4. Transfer of Certificates; Restrictions. Thensger of any voting trust certificate (includingthbut limitation any sale, assignment,
donation, pledge, encumbrance, grant of a sedutityest, hypothecation or other transfer or digmog (a) shall be effected only with the
written consent of all of the Trustees then serViageunder (acting together, or, if all such Trestdo not agree, by the Trustee, if any, ha
the Determination Power with respect to such temshder Section 10 hereof) and (b) shall be stibje&ny restrictions, conditions and other
provisions applicable to it or to the stock whithepresents, whether imposed by law, specifietherrelevant certificate or specified in the
Restated Certificate of Incorporation of the Compas amended (the "Restated Certificate") (pravidhat any transfer of voting trust
certificates without a transfer of the underlyingck held in this voting trust shall in no way afféhe voting rights of such underlying stock,
consistent with the terms of the Restated Cert#igahis Agreement or any other agreement, inalgidiithout limitation the Stock Restricti
Agreement dated as of August 28, 1986, as the s@ehave been or may hereafter be amended andtatee, among parties hereto. Any
attempted transfer in violation of such restricipeonditions and other provisions shall be voidnitio and the Trustees shall not register
such transfer or recognize the intended transfesebe holder of the voting trust certificate fay gurpose. To the extent permitted by law,
voting trust certificates shall not be subjectttaeghment, garnishment, judicial order, levy, exeruor similar process, however instituted,
for satisfaction of a judgment or otherwise."

3. Clause (iii) of the fourth paragraph of Sectidhof the Voting Trust Agreement is hereby ameraladirestated in its entirety to read as
follows:

“(iii) If at any time FREDERIC B. HORNE shall ceaseserve as a Trustee hereunder while TIMOTHY ®RNIE is serving as a Trustee
hereunder, the concurrence of both TIMOTHY P. HORMME any successor Trustee appointed in accordrtitéhe second paragraph of
Section 11 shall be required in connection with aote involving the election or removal of a Direcor Directors of the Company as
provided in clause

(i) above, but in all other respects TIMOTHY P. RNE (for so long as he continues to serve as adeusereunder) shall have the
Determination Power."

4. The first paragraph of Section 11 of the Vofilngst Agreement is hereby amended by deletingahewing text in its entirety:

"At least one Trustee shall serve hereunder dinadls. Trustees shall in no event be subject tawedfor any reason and any Trus



hereunder shall serve until his or her resignatiefusal to act, death, permanent disability oapexity (as hereinafter defined) to act. Any
Trustee hereunder may resign by a signed instrudediviered to the remaining Trustee or Trusteeanyf, or otherwise to the registered
holders of the outstanding voting trust certifisat€he following provisions shall govern the sust&s of Trustees hereunder. In the event
that FREDERIC B. HORNE shall cease to serve asuat&e hereunder while TIMOTHY P. HORNE is servisgualrustee hereunder, then
TIMOTHY P. HORNE and any individual designated puanst to the following paragraph of this Sectionshall serve as co-Trustees
hereunder; provided, however, that TIMOTHY P. HORS$Hall have the Determination Power for so lonbeserves as a Trustee hereunder
in such circumstances to the extent provided ini@ed0; and provided further, however, that (ihé designation of a successor Trustee
pursuant to the following paragraph of this Secfidrshall be in effect at the time FREDERIC B. HOR&kases to serve as a Trustee
hereunder, or (i) if all successor Trustees destieph pursuant to the following paragraph of thistida 11 at the time FREDERIC B. HOR?
ceases to serve as a Trustee hereunder havettadedve as Trustees hereunder or have servedise&s hereunder and thereafter ceased to
so serve, an individual who shall be designate@MOTHY P. HORNE shall become and serve as a cafBaiwith TIMOTHY P. HORNE
(and should such individual cease to serve, TIMOTPHYHORNE shall designate in the same manner sugtessive individuals to serve) for
the sole purposes of voting with TIMOTHY P. HORNdamaking any withdrawal decisions for so long (anty so long) as TIMOTHY P.
HORNE shall serve as a Trustee hereunder. In taet&MMOTHY P. HORNE shall cease to serve as atéaibereunder while FREDERIC
B. HORNE is serving as a Trustee hereunder, thée[HHRIC B. HORNE and any individual designated parguo the following paragraph
of this

Section 11 shall serve as co-Trustees hereundarided, however, that FREDERIC B. HORNE shall htheeDetermination Power for so
long as he serves as a Trustee hereunder in sucimatances to the extent provided in Section 4@;movided further, however, that (i) if
no designation of a successor Trustee pursuahetfotiowing paragraph of this Section 11 shallrbeffect at the time TIMOTHY P.
HORNE ceases to serve as a Trustee hereundei), ibali successor Trustees designated pursuatftedollowing paragraph of this Section
11 at the time TIMOTHY P. HORNE ceases to serva @isustee hereunder have failed to serve as Taibgreunder or have served as
Trustees hereunder and thereafter ceased to s® serindividual who shall be designated by FREBERI HORNE (and who is named as
an executor under the will of TIMOTHY P. HORNE teetextent any such executor is living and willimgl @able to serve), shall become and
serve as a co-Trustee with FREDERIC B. HORNE (dmaikl such individual cease to serve, FREDERIC BRME shall designate in the
same manner such successive individuals to sesvéhé sole purposes of voting with FREDERIC B. H@Rand making any withdrawal
decisions, in each case with respect to TPH Skeresntemplated in subclauses (B) and (C) of cl@uysef

Section 10, for so long (and only so long) as FRRIEB. HORNE shall serve as a Trustee hereundaghdmevent that both TIMOTHY P.
HORNE and FREDERIC B. HORNE cease to serve as @eadtereunder, then first any individual designatethe Primary Designee (as
defined below) and then (in the event the PrimaegiBnee shall fail or cease to serve as a Trustesihder) any person designated as the
Secondary Designee (as defined below) pursuahgetéotiowing paragraph of this

Section 11 shall continue serving as or shall becfas applicable) the sole Trustee hereunderemient any Primary Designee named
pursuant to the following paragraph shall fail ease to serve as a Trustee hereunder, then angdéegdesignee named pursuant to the
following paragraph shall become a Trustee herayisgeving as a co-Trustee as provided herein éstibp the provisions of clauses

(i), (iii) and (iv) of Section 10) in the eventetPrimary Designee fails or ceases to serve asst€l hereunder while FREDERIC B. HORNE
or TIMOTHY P. HORNE (as applicable) is also servagya Trustee hereunder and otherwise servingeasoth Trustee hereunder. After e
of TIMOTHY P. HORNE, FREDERIC B. HORNE and all imitiuals designated pursuant to the following paapfrof this Section 11 shall
cease to serve as Trustees hereunder, or if foothrey reason there are no Trustees serving heszeuhén (and only then) a successor
Trustee or Trustees shall be promptly appointetelgistered holders of a majority in interest of Woging trust certificates then outstanding.
Persons designated as Trustees hereunder mayritedgeaad may hold the Determination Power onlycicoadance with Section 10 hereof."

5. The second paragraph of Section 11 of the Vdingt Agreement is hereby amended and restatiésl é@mtirety to read as follows:

"At any time GEORGE B. HORNE and TIMOTHY P. HORNEthen living and not then subject to any incapatas hereinafter defined),
may, by written instrument signed by each of thewh filed with the registered office of the Companybelaware, designate (i) an individual
to serve as co-Trustee with TIMOTHY P. HORNE anddosucceed TIMOTHY P. HORNE as sole Trustee hateushould TIMOTHY P.
HORNE cease to serve as a Trustee hereunder,lincage as contemplated by Section 10 and the pngcedragraph (the "Primary
Designee"), and (ii) if they so elect, an additidndividual to succeed the Primary Designee irfgrening the foregoing functions as Trustee
hereunder (the "Secondary Designee") in the evattthe Primary Designee shall fail or cease teesas a Trustee hereunder. Any such
designation shall also be revocable by a writtstriment signed by each of GEORGE B. HORNE and TTM® P. HORNE (if then living
and not then subject to any incapacity (as herindefined)) and filed with the registered offafethe Company in Delaware at any time
prior to the time at which a designated successooimes a Trustee hereunder. It is understoodhbairbvisions of this Section 11 are
intended to permit the designation of two individu@ act as co-Trustees with TIMOTHY P. HORNE unciertain circumstances and to
follow TIMOTHY P. HORNE successively in the line sficcession as Trustees hereunder, and while @gisigs of particular individuals
may be revoked (such as in the case of a desigihe&tlk, for example), no more than two individuatsy become Trustees hereunder
pursuant to a designation as a Primary or Secoridasignee absent an amendment to this Agreemdyaing understood that in the event a
Secondary Designee becomes a Trustee hereundeiskex®rimary Designee shall have failed to ses\@Brustee hereunder, then the
individuals so empowered in this paragraph mayetféer name a new Secondary Designee in accorddticéhe terms hereof. In the event
either GEORGE B. HORNE or TIMOTHY P. HORNE diesb@comes subject to any incapacity (as hereinaétfnetl), then the power to
appoint or revoke the appointment of Primary an@@condary Designees may be exercised by suclesd thdividuals who are then living
and not then subject to any incapacity (as hereindefined). The power designated in this pardygiapersonal to, and may be exercised
only by, the individuals named in this paragraphdeordance with the terms hereof. The provisidrikis paragraph are intended to be
permissive and shall authorize, but not require a@ppointment of a Primary or Secondary Designee."

6. The effective date of this Amendment shall edhte first set forth above.

7. As amended by this Amendment, the Voting Trugtegment is in all respects ratified and confirmad] as so amended by this
Amendment the Voting Trust Agreement shall be régkken and construed as one and the same instru



8. This Amendment may be executed in any numbeouwfiterparts and by the parties hereto in sepacaeterparts, each of which so
executed shall be deemed to be an original, buatfallich counterparts shall together constituteobetand the same instrument.

9. This Amendment shall be governed in accordanttethe laws of the State of Delaware without relgar principles of conflicts of law.

[END OF TEXT]



The parties hereto have executed this Amendmehet®¥oting Trust Agreement in one or more countaggpander seal as of the date first set
forth above.

WATTS INDUSTRIES, INC.

By: /sITimothy P. Horne
Timothy P. Horne, Chairman

/s/INoah T. Herndon
Noah T. Herndon, as Trustee

/s/Timothy P. Horne
Timothy P. Horne, as Trustee

Is/Frederic B. Horne
Frederic B. Horne, as Trustee of the
Peter W. Horne Trust--1976



Exhibit 9.2

AMENDMENT
TO
THE GEORGE B. HORNE VOTING TRUST AGREEMENT--1997

AMENDMENT dated as of the 30th day of October, 1897and among Timothy P. Horne, as trustee (thastee") under the George B.
Horne Voting Trust Agreement--1997 (the "Voting $rigreement"”), and Timothy P. Horne, individuallysnothy P. Horne, as Trustee of
the George B. Horne Trust - 1982, as currently béplied, Timothy P. Horne, as Trustee of the DavWieHorne Trust - 1980, Timothy P.
Horne, as Trustee of the Deborah Horne Trust - 19if6othy P. Horne, as Trustee of the George Bndderandchildren's Trust - 1995
F/B/O Tara V. Horne and Timothy P. Horne, as Tresitthe George B. Horne Grandchildren's Trust9518/B/O Tiffany Horne
(collectively, the "Holders").

WHEREAS, the Trustee and the Holders, as the mgidtholders of greater than a majority of votingt certificates outstanding under the
Voting Trust Agreement, desire to amend the Voiingst Agreement to provide that voting trust ceréifes may not be transferred without
the written consent of all of the Trustees under\bting Trust Agreement.

NOW, THEREFORE, the parties hereto do hereby agsdellows:
1. The first paragraph of Section 4 of the Votingst Agreement is hereby amended and restates émiirety to read as follows:

"4. Transfer of Certificates; Restrictions. Thenster of any voting trust certificate (includingtlhut limitation any sale, assignment,
donation, pledge, encumbrance, grant of a secutityest, hypothecation or other transfer or digmog (a) shall be effected only with the
written consent of all of the Trustees then serViageunder (acting together, or, if all such Trestdo not agree, by the Trustee, if any, ha
the Determination Power with respect to such temshder Section 10 hereof) and (b) shall be subje@ny restrictions, conditions and other
provisions applicable to it or to the stock whitheipresents, whether imposed by law, specifiethemelevant certificate or specified in the
Restated Certificate of Incorporation of the Compas amended (the "Restated Certificate") (pravitkat any transfer of voting trust
certificates without a transfer of the underlyinigck held in this voting trust shall in no way afféhe voting rights of such underlying stock,
consistent with the terms of the Restated Certifigahis Agreement or any other agreement, inalgidvithout limitation the Stock Restricti
Agreement dated as of August 28, 1986, as the saamehave been or may hereafter be amended andfatee#, among parties hereto. Any
attempted transfer in violation of such restricipeonditions and other provisions shall be voidnitio and the Trustees shall not register
such transfer or recognize the intended transfesabe holder of the voting trust certificate fay gurpose. To the extent permitted by law,
voting trust certificates shall not be subjectttaghment, garnishment, judicial order, levy, ex@euor similar process, however instituted,
for satisfaction of a judgment or otherwise."

2. That portion of Schedule A to the Voting TrugfrAement setting forth the number of shares ofSlBa€ommon Stock of the Company
held by Timothy P. Horne and George B. Horne astéres of the George B. Horne Trust--1982, as ctlyregpublished (the "GBH Trust"),
that are subject to the Voting Trust Agreementeiseby deleted and replaced with Schedule A attabbegto to reflect the deposit of 20,000
shares of Class B Common Stock held by the GBHtTntis the Voting Trust Agreement.

3. The effective date of this Amendment shall edhte first set forth above.

4. As amended by this Amendment, the Voting Trugtegment is in all respects ratified and confirmead] as so amended by this
Amendment the Voting Trust Agreement shall be régkkn and construed as one and the same instrument

5. This Amendment may be executed in any numbeouwfiterparts and by the parties hereto in sepacaeterparts, each of which so
executed shall be deemed to be an original, batfallich counterparts shall together constituteobetand the same instrument.

6. This Amendment shall be governed in accordanttethe laws of the State of Delaware without relg@r principles of conflicts of law.

[END OF TEXT]



The parties hereto have executed this Amendmehet®¥oting Trust Agreement in one or more countaggpander seal as of the date first set
forth above.

/sITimothy P. Horne
Timothy P. Horne, as Trustee

/sITimothy P. Horne
Timothy P. Horne, individually

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

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

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

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

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

Acknowledged and Agreed:

/s/George B. Horne
George B. Horne, as Beneficiary of
the George B. Horne Trust--1982



SCHEDULE A

No. of Shares

No. of Shares Class B S tock  Not Subject to
Depositor Subject to Trust Certifica te No. Trust (if any)
Timothy P. Horne and 2,124,600 0

George B. Horne as
trustees of the
George B. Horne
Trust--1982 as
currently republished



AMENDMENT TO VOTING TRUST AGREEMENT

WHEREAS, Timothy P. Horne is Trustee under a Vofiingst Agreement dated as of August 26, 1997, Mating Trust Agreement, being
referred to herein as the "Agreement"; and

WHEREAS, Tara V. Horne desires to withdraw 5,008reh of Class B Common Stock of Watts Industries, b Delaware corporation.
WHEREAS, the Trustee desires to consent and agréme tabove-described transaction.
NOW, THEREFORE, the Trustee hereby does agreellasvfo

1. The Trustee consents to the withdrawal of shelnes and hereby amends Schedule A to the Agreéielgleting the information set fol
opposite Tara V. Horne's name on such ScheduledAeplacing it with the following:

SCHEDULE A
Number of Class B Stock
Depositor Shares Certificate No.
Tara V. Horne 45,000 221

2. Except as hereinabove provided, the Trusteiestind confirms the Agreement in all respects.

The Trustee has executed this Amendment to theehggat as of the 31st day of July, 1998.

Timothy P. Horne, as Trustee



AMENDMENT TO VOTING TRUST AGREEMENT

WHEREAS, Timothy P. Horne is Trustee under a Vofiingst Agreement dated as of August 26, 1997, Mating Trust Agreement, being
referred to herein as

the "Agreement"; and WHEREAS, Tara V. Horne dedioesithdraw 5,000 shares of Class B Common StddNatts Industries, Inc., a
Delaware corporation.

WHEREAS, the Trustee desires to consent and agrée tabove-described transaction.
NOW, THEREFORE, the Trustee hereby does agreellasvio

1. The Trustee consents to the withdrawal of shelnes and hereby amends Schedule A to the Agreéelgleting the information set fol
opposite Tara V. Horne's name on such ScheduledAeplacing it with the following:

SCHEDULE A
Number of Class B Stock
Depositor Shares Certificate No.
Tara V. Horne 40,000 223

2. Except as hereinabove provided, the Trusteesmtind confirms the Agreement in all respects.

The Trustee has executed this Amendment to theehggat as of the 31st day of August, 1998.

Timothy P. Horne, as Trustee



DIRECT AND INDIRECT SUBSIDIARIES OF WATTS INDUSTRIE S, INC.
AS OF 8/31/98
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 Country 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 Ancon IA$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] Hokeemtational, Ltd. [New York]

INTERNATIONAL:

Watts Industries (Canada) Inc. [Canada]

Watts Investment Company Canada Ltd. [Canada] feN@lve & Specialties, Inc. [Canada] Woodlawn Hogs Ltd. [Canada]

Hoke Controls, Limited [Canada]

Watts Industries Europe B.V. [The Netherlands] Wattustries France S.A. [France]

Watts Industries Germany GmbH [Germany]

Hoke Handelsgesellschaft, GmbH [Germany] Hoke (rasssSales Corp. [U.S. Virgin Islands] Wattsco Imi¢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] KF Industries Eape BV [The Netherlands] Leslie International \IMirgin Islands] Watts M.T.R
GmbH [Germany] Ocean B.V. [The Netherlands] Piksgie SpA [Italy] B.V. Philabel [The Netherlands] 6aAG [Switzerland] Watts Oce:
NV [Belgian] WIG Armaturen Vertriebs, GmbH [Germdny/SA Heizungs und Sanitartechnik Gml

[Germnay] WIC Verwaltungs und Beteiligungs GmbH {@any] WLI S.r.L.

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

In addition to the foregoing, the Company hold$88#6 interest in De Martin Srl
[Italy], a 60% interest in Tianjin Tanggu Watts ValCompany Limited, a Chinese joint venture, as®% interest in Suzhou Watts Valve
Co., Ltd., a Chinese joint venture. The Companyg hlslds a 49% interest in Jameco International LLC.

* Dissolution pending



CONSENT OF KPMG PEAT MARWICK, LLP
INDEPENDENT AUDITORS

The Board of Directors
Watts Industries, Inc.:

We consent to the incorporation by reference inRbgistration Statements pertaining to the 1996kS@ption Plan (Form S-8 No. 333-
32685), 1986 Incentive Stock Option Plan (Post-&fe Amendment No. 1 to Form S-8 No. 33-30377)ntlmlified Stock Option Plan
(Form S-8 No. 33-37926), 1991 Non-Employee Diregitbionqualified Stock Option Plan (Form S-8 No.688+22), and Management Stock
Purchase Plan (Form S-8 No. 33-64627) of Wattsdtrdks, Inc. of our report dated August 5, 1998hwespect to the consolidated balance
sheets of Watts Industries, Inc. and subsidiasesf dune 30, 1998 and 1997, the related consetidstatements of operations, stockholders'
equity and cash flows for each of the years inweeyear period ended June 30, 1998, and the cetaieedules of valuation and qualifying
accounts as of and for the years ended June 38,ar891997, which report appears in the June 38 a8@nual report on Form X0-of Watts
Industries, Inc.

Isl KPMG Peat Marwick LLP

Boston, Massachusetts
September 9, 1998



Consent of Ernst & Young LLP, Independent Auditors

We consent to the incorporation by reference inRbgistration Statements (Form S-8 No. 33-3268Bpjméng to the Watts Industries, Inc.
1996 Stock Option Plan, (Post Effective Amendment Nto Form S-8 No. 33-30377) pertaining to th86Lthcentive Stock Option Plan,
(Form S-8 No. 33-37926) pertaining to the NonqigdifStock Option Plan, (Form S-8 No. 33-69422) giemg to the 1991 Non-Employee
Directors' Nonqualified Stock Option Plan of Wdtidustries, Inc. and (Form S-8 No. 33-64627) peitgj to the Watts Industries, Inc.
Management Stock Purchase Plan of our report daigdst 6, 1996, with respect to the 1996 consddiddinancial statements and schedule
of Watts Industries, Inc. included in the AnnuapBg (Form 10-K) for the year ended June 30, 1998.

ERNST & YOUNG LLP

Boston, Massachusetts
September 11, 19¢



REPORT OF INDEPENDENT AUDITORS

Board of Directors
Watts Industries, Inc.

We have audited the accompanying consolidatednséatts of operations, stockholders' equity, and dasfs of Watts Industries, Inc. for the
year ended June 30, 1996. Our audit also includedinancial statement schedule for the year edded 30, 1996, listed in the Index at It
14(a). These financial statements and schedulthanesponsibility of the Company's management.r@sponsibility is to express an opini
on these financial statements and schedule basedraudit. We did not audit the financial stateteesf Watts Industries Europe B.V., a
wholly-owned subsidiary, which statements reflestt sales of $118,700,000 in fiscal year 1996. Ttaments and schedule were audited
by other auditors, Deloitte & Touche, whose refas been furnished to us, and our opinion, insasat relates to data included for Watts
Industries Europe B.V., is based solely on thegiore

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

In our opinion, based on our audit and the repbotloer auditors, the consolidated financial staeta referred to above present fairly, in all
material respects, the consolidated results ofatjmers, stockholders' equity, and cash flows oftéViasidustries, Inc. for the year ended June
30, 1996, in conformity with generally acceptedaating principles. Also, in our opinion, basedaur audit and the report of other auditc
the related financial statement schedule, whenidered in relation to the basic financial stateragaken as a whole, presents fairly in all
material respects the information set forth therein

ERNST & YOUNG LLP

Boston, Massachusetts
August 6, 199¢



CONSENT OF DELOITTE & TOUCHE
INDEPENDENT AUDITORS

Registeraccountants Kanaalpark 143
Telephone+31(71)5352352 2321 JV Leiden
Telefax +31(71)5352370 P.O. Box 402
2300 AK Leiden
The Netherlands

Date Reference September 11, 1998 P.C. Spaargaren
Independent auditors' consent

We consent to the incorporation by reference ini®egion Statements (Post-Effective Amendment Ntm Form S-8 No. 33-30377, No. 33-
37926, No. 33-69422, No. 33-64627 and No. 333-3p68%Vatts Industries, Inc. on Form S-8 of our iemiated August 6, 1996 (which
expresses an unqualified opinion and indicatesttfeatonsolidated/combined financial statemente leeen prepared in accordance with
accounting principles generally accepted in thenBighnds and comply with the legal requirementdif@ncial statements as included in Part
9, Book 2 of the Netherlands Civil Code), with respto the consolidated/combined financial statemehWatts Industries Europe B.V. (not
presented separately herein) and our report dabegdigt 6, 1996, with respect to the financial staenschedule of Watts Industries Europe
B.V. (not presented separately herein), appeanrgis Annual Report on Form 10-K of Watts Indwedtilnc. for the year ended June 30,
1998.

/sl Deloitte & Touche
Registeraccountants



August 6, 1996 P.C. Spaargaren RA
INDEPENDENT AUDITORSs' REPORT

Board of Directors
Watts Industries Europe B.V.

We have audited the financial statements incluttiegconsolidated/combined balance sheet of Wattisstnies Europe B.V. as of June 30,
1996 and the related consolidated/combined stateofi@perations for the year ended June 30, 1986g9@parately presented herein)
expressed in Dutch Guilders. These consolidateddoted financial statements are the responsibilityhe Company's management. Our
responsibility is to express an opinion on the otidated/combined financial statements based oraodit.

We conducted our audit in accordance with audistagmdards generally accepted in the Netherlandshenidnited States of America. Those
standards require that we plan and perform thet famdbtain reasonable assurance about whetheotisolidated/combined financial
statements are free of material misstatement. Alit mcludes examining, on a test basis, evidemppasrting the amounts and disclosures in
the consolidated/combined financial statementsaidit also includes assessing the accounting ptexused and significant estimates made
by management, as well as evaluating the overalhfiial statements presentation. We believe thaawdits provide a reasonable basis for
our opinion.

In our opinion, the consolidated/combined finanstatements of Watts Industries Europe B.V. retetoeabove present fairly the
consolidated/combined financial position of Wattdustries Europe B.V. as of June 30, 1996 anddhsddidated/combined results for the
year ended June 30, 1996 in accordance with adoguptinciples generally accepted in the Nethertaadd comply with the leg
requirements for financial statements as includelart 9, Book 2 of the Netherlands Civil Code.

Generally accepted accounting principles in thensidands vary in certain significant respects figgnerally accepted accounting principles
in the United States. The application of the latteuld have affected the determination of constéidcombined net earnings in the year
ended June 30, 1996 and the determination of stbd&ls' equity at June 30, 1996 to the extent suimaethin Note G to the
consolidated/combined financial statements.

/sl Deloitte & Touche
Registeraccountants



August 6, 1996 P.C. Spaargaren RA
INDEPENDENT AUDITORSs' REPORT

We have audited the financial statements inclutlegconsolidated/combined financial statements aft$Mndustries Europe B.V., a wholly
owned subsidiary of Watts Industries, Inc. as @feJ80, 1996, and for the year ended June 30, E@bhave issued our report thereon dated
August 6, 1996 (which expresses an unqualifiediopiand indicates that the consolidated/combineainftial statements have been prepared
in accordance with accounting principles generatigepted in the Netherlands and comply with thellegguirements for financial stateme

as included in Part 9, Book 2 of the NetherlandslCiode). Our audit also included Financial StageinSchedule Il of Watts Industries
Europe B.V. (not presented separately herein) dsioé 30, 1996 which is included in the relatecedale of Watts Industries, Inc. in the
Annual Report on Form 10-K of Watts Industries,. lfec the year ended June 30, 1998. This finarst&ement schedule is the responsibility
of the Company's management. Our responsibility &xpress an opinion based on our audits.

In our opinion, the financial statement schedul®\attts Industries Europe B.V. referred to abovegmvbonsidered in relation to the basic
financial statements taken as a whole, presentyg faiall material respects the information setlictherein.

/sl Deloitte & Touche
Registeraccountants



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM JUNE 30, 1998 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 10,12
SECURITIES 59C
RECEIVABLES 139,80:
ALLOWANCES 8,91:
INVENTORY 193,98
CURRENT ASSET 371,66
PP&E 307,93:
DEPRECIATION 146,46:
TOTAL ASSETS 665,82(
CURRENT LIABILITIES 134,29:
BONDS 117,076
COMMON 2,71¢
PREFERRED MANDATORY 0
PREFERREL 0
OTHER SE 371,29¢
TOTAL LIABILITY AND EQUITY 665,82(
SALES 729,96¢
TOTAL REVENUES 729,96¢
CGS 475,63(
TOTAL COSTS 639,39C2
OTHER EXPENSES 9,49583
LOSS PROVISION 1,77¢
INTEREST EXPENSE 10,41:
INCOME PRETAX 81,08:
INCOME TAX 27,71
INCOME CONTINUING 53,36¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 53,36¢
EPS PRIMARY 1.97
EPS DILUTED 1.9¢5

1INCLUDES LONG TERM DEBT AND CURRENT PORTION
2 INCLUDES ONLY COST OF GOODS SOLD AND OPERATING EXREES.
3 INCLUDES INTEREST EXPENSE AND LOSS PROVISION SHOVB¥LOW.



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM JUNE 30, 1997 FINANCIAL
STATEMENTS AND IS QUALIFIED IN ITS ENTIRETY BY REFRENCE TO SUCH FINANCIAL STATEMENTS. THIS SCHEDULE
HAS BEEN RESTATED TO REFLECT THE ADOPTION OF FINANEL ACCOUNTING STANDARDS BOARD STATEMENT NO
128, " EARNINGS PER SHARE".

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END JUN 30 199
PERIOD END JUN 30 199
CASH 13,90¢
SECURITIES 51¢
RECEIVABLES 129,29:
ALLOWANCES 7,94t
INVENTORY 171,21
CURRENT ASSET? 345,59;
PP&E 281,23:
DEPRECIATION 128,53
TOTAL ASSETS 622,08
CURRENT LIABILITIES 120,89(
BONDS 128,358
COMMON 2,701
PREFERRED MANDATORY 0
PREFERREL 0
OTHER SE 330,93t
TOTAL LIABILITY AND EQUITY 622,08:
SALES 720,34(
TOTAL REVENUES 720,34(
CGS 474,941
TOTAL COSTS 633,9322
OTHER EXPENSES 10,8213
LOSS PROVISION 891
INTEREST EXPENSE 10,49
INCOME PRETAX 75,587
INCOME TAX 27,12%
INCOME CONTINUING 48,46(
DISCONTINUED 79
EXTRAORDINARY 3,20¢
CHANGES 0
NET INCOME 51,747
EPS PRIMARY 1.9C
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.
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