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PART 1

ITEM 1. BUSINESS.
INTRODUCTION

W. R. Grace & Co., through its snbsidiaries., is primarily engaged in the
specialty chemical business on s worldwide basis and in specialized health care
activities. In its chemical operations, Grace develops, manufactures and
markcts spccialty chemicels and matcrials and rclatcd systems. In hecalth carc,
Grace is primagily engaged in supplying kidney dialysis services; in providing
home infurion, home respiratory therapy and home health services;, and in the
mannfacturc and sale of products and cquipment used to provide dialysis and
other medicsl services. :

As msed in this Report, the term "Company” refers to W. R. Grace & Co., a
New Yotk corporation, and the term "Grace™ refers to the Company and/or one or
more of its subsidiaries. Grace's principal executive office: are located at
One Tuwn Center Rouad, Bucs Rstun, Florida 3348G-1010, sud its lelephoune nusber
is 407/362-2000. At year-end 1994, Grace had approximately 33,000 full-time
employees worldwide in its coatinuing operations (approximately 2,400 in
discoantinued operations).

Grace's Consolidated Financial Statements for the three years in the period
ended December 31, 1994 {"Consolidated Financial Statemeants") and certain other
financial information included in the Company’'s 1994 Annual Report to
Sharcholdcrs arc sct forth in the Financial Supplcmcnt to this Report and
incorperated by reference herein.

SIRATEGLC RESTRUCIURING

In 1991, Grace announced a new corporate strategy with the principal
objective of enhancing shareholder value. The major components of the strategy
are (a) focuszing on cose businesses to accelerate profitable growth; (b)
upgrading finwnciul performence, principally by selliug or monetiziug noncole
businesses, managing debt levels consistent with profitable growth cpportuni-
tiet, and reducing overhead; and (¢) integrating corporate and operating mnit
functions through globel product line management.

The core bmsinesses referred to above are health care, packaging, catalysts
and other silica-based products, construction prodacts, water treatment and
process chemicals, and container prodncts. As part of its corporate strategy.
Gracc has rcorgamizcd the mensgement of thesc corc buiinesscs on the basis of
global product lines. Grace also has organized task forces that have developed
and are implementing "hest. practices”™ relating to financial :ysrems and
processes, information systems, haman resources,



logistics and cther management tanctions; has implemented processes to better
allocate capitel among its businesses. and hes retired or refinanced
substantially #ll ol ity higher-cost debe.

SALE AND MONETIZATION OF NONCORE BUSINESSES. Pursnant to its strategy,
Grace has substantislly completed the sale or monetization cf its ncncore
businesses. In 1991, Grace so0ld its specialty textiles business. its antomotive
chenicals and sound deedening components businesses; investments im two
pharmaceuntical businesses; 1ts Trinidadian fertilizer operations; its animal
feed businesses; its pclyurethane foam sealant mannfacturing business; and its
Japancsc microwave products busincss. In 1992, Gracc sold it3 book, videco snd
software distribution businesses and its organic chemicals btmsiness and related
agsets. Tn 1992, Grace algo compleied a tranzacrinn to nonetize a portion of
its cocoa and chocolate business by selling a 21% limited partnership interest
in Grace Cocos Associates, L.P. {"Grace Cocoe”), which owns this basiness and
other assets, resulting in Grace't receipt of approximately $300 million ia
cash.

During 1993, Grace :0ld a number of noncore bausinesset and corporate
ipvesiments, including subsiautially all of ils vil snd gus snd eneggy services
businesses, a 50% interest in & Japanese chemical business, a food hygiene
sesrvices business and minority investments in Grace-Sierre Horticultnral
Products Company and Canonie Environmental Services Corp.

In 1994, Grace continued its strategic restructuring by disposing of
noncore businesses for gross proceeds of approximately 3646 million, including
substantially all of its interest in Colowyo Coal Company, it3s printing products
busincss and a rclatcd uait; its battcry scparators business; its imtcrest in
The Restaurant Enterprises Group, Inc.; its electromagnetic interference
shielding material: and thermal interface prodncrs hniinessex; ivg American
Breedezs Service and Caribbean fertilizer businesses; and its specialty paper
and structural ceramics parts businesses.

Grace is sctively pursming the disposition of its remaining noncore
businesses and expects to complete their disposition in 1995,

STRATEGIC ACQUISITIONS AND OTHER INITIATIVES. As parl of ius sifategy Lo
focus on core business growth, Grace has made, and expects to continue to make,
strategic acquisitions directly related to its core businessze:, including
acquisitions intended to expand its core businesses outside the United States.
In 1992, Grace acquired the North American food service packagzing business of Du
Pont Canada. In 1993, Grace acquired (a) the water treatment and related
operations of Aquatec Quimica S.A. of Brazil, which has significant operations
throughout Soanth America. as well as opera-
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tions 1n Portugal and the United States; and (b) the Katalistics tluid cracking
catalyst additive business previously owned by a joint venture betweea Union
Carbide Corpursiion aud AlliedSignal Invc.

In the 1992.93 period, Grace acquired Home Intensive Care, Inc., a United
States provider of aslternate site infusion therapy and dialysis health care
services. for approximately $136 million in cash (inclusive of expenses and
assumed debt); regionsl] United States providers of home infusion therapy
services and hcme support nursing services, a3 well a3 additional dialysis
centers located primarily in the United States, for a total of approximately
$128 million; Riggers Mcdizintcchnik GmbH, & German mannfacturcr and distributor
of dialysis products, for approximately 530 million (inclusive of expenses and
assnmed deht); the Renacare nnit of Llayds Chemists plc, the leading linited
Kingdom producer of dialysis concentrate and a distributor of associated
products, tor spproximately $1U million 1in ca3h; and Virginia-based American
Homecaze Equipment, Inc., a provider of bome infasion and respiretory therapy
services, for spproximately 116,000 shares of the Company's common stock and
other consideration. In 1993, Grace also formed a 51%-owned joint venture with
a large chemical and industrial concern headquartered in Volgogred, Ruzsia, to
produce f[leaible puckaging for sale throughoul the Commonwealth of Independent
States; the joint ventnre began production in the third quaster of 1994.

In 1994, Grace made acquisitions totalinyg $351.7 million (inclusive of cash
acquired and debt assamed), primarily in its health care, construction products
and packeging product lineg. These acqunisitions included Home Nutritional
Services, Inc., & United States provider of home infusion therapy services, for
approximately $132 million (inclusive of expenses and assumed debt); 356 United
Statcs dialysis clinics and 34 dialysis clinics and 8 laboratories locatcd in
Enrope, Latin America and the Asia Pacific area for a total of approximately
£146 million; the Schnr Mnltiflex gronp of Enropean flexihle packaging
busincsscs; construction chemicals businesses; and ADTIC AB, a worldwide market-
er ot polintion control equipment headquartered in Goteberg, Sweden. In
additicn, during 1994 Grace and & family-owned company based in Singapore agreed
to form a joint venture in Malaysia; Grace would hold a 51% interest in the
joint ventuge, which would produce rigid plastic packaging products for sale
throughout Southeast Asia. In 1994, Grace al:o formed a 51l%-owned joint venture
wilh su Indisy company Lo supply waler Lresimenl produclts and services in Iudis.

See Notes 3, 6, L1 and 12 to the Congolidated Financial Statemente and
"Management's Discassion and Analysis of Results of Opersticns and Financial
Condition” in the Financial Supplement for additional information.
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INDUSIRY SEGMENTS

Iufonmativy concerning the sales aud revenues, prelax cperaoing profil aud
identifiable assets of Grace's continuing operatioas by industry segment and
geographic ares for 1994, 1993 and 1992 1z contained in Note L7 to the
Consolidated Financial Statements in the Financial Supplement.

SPECIALTY CHEMICALS

Giacc's spccialty chcmicael opcrations consist principally of the
development, mannfactnie and sale of prodncts and systems in five core market
gronps (see "Strategic Restrnctnring” ahove). These prodncts and systems
typically serve highly specialized markets and represent am important component
(but & relataively small portion ot the cost) ot the end products in which they
are used. Accordingly, competition is based primarily on techmological
capability, customer service and product guality. Grace's specielty chemical
products and systems are marketed primarily through direct sales organizatioms.

The following is @ description of the producls aud services provided by
each of Grace's core specialty chemical businesses.

PACKAGING. Grace's packaging business ("Grace Packaging~™) provides high-
performance total packaging systems on a worldwide basis, competing principally
by providing superior quality products and services for specialized custome:
needs. The principal products and services provided by Grace Packaging are (a)
flexible plastic packaging systems (including material, equipment and services)
for a broad range of perishablc foods such as mcat, precpercd foods, baked geoods,
ponltry, produce, cheese, and smoked and processed meat prodmcts; (b) shrink
films for packaging a variety of consnmer and indnstrial prodacts; (c) foam
trays for supeimarkets and poultry and other food processors; and (d) rigid
plastic containers tor dairy and other tood and noantood products.

Grace Packaging competes through three product groups: flexible
packaging (marketed extensively under the Cryovac{Registered Trademark}
registered trademark), Formpac-TM- foam trays, and Omicron-TM- rigid plastic
containers, ’

Cryovac flexible packaging products include shrink bags, shrink films,
laminated films, medical films, and equipment. The Cryovac packaging products
group developed and introduced flexible plastic vacuum shrink packaging in the
late 1940s, contributing to expanded food distribution and marketing by
providing superior protection against decay-inducing bacteria and mecisture loss.
The market for Cryovac products has since shifted from industrial food
applications toward the rctail food merket, and Cryovac packaging
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technology has also been introduced 1n nontood applications such as tlexible
packaging for consumer merchandising and electronic and medical products.

The flexible packaging products group differentiates itself from its
competitors by offering a combination of the following core competencies: (1)
proprietary film processing techmology; (2) resin technology, permitting the
production of materisls suited to specific cnstomer needs; (3) packaging and
food science expertise, providing better understanding of the interaction
between packaging materials and packaged prodacts; (4) complete systems support
capability, providing a single source of supply for castomer needs: (3) a
talentcd cmploycc basc that strives to anticipatc, mcct and cxceed customer
expectations; and (6) an effective sales and distribution network.

Fcam trays are prodaced by the Formpac busimess group of Grace Packaging,
primarily tor sale to supermarkets and poultry and other tood processors in the
eastern two-thirds of the United States. Formpac proprietary technology has
tlso been successfully used in certain packaging applications outside the United
States.

Gauce Packuging's Omicrou business group produces rigid plastic pachuging
applications, primarily for dairy products in Anstralia. Omicron products use
proprietary thermoforming technology, involving the controlled thinning and
shaping of hot plastic sheets to increase strength and rigidity while minimizing
weight. As described above under "Strategic Restructuring - Strategic Acquisi-
tions and Other Initiatives,” Grace plans to expend the Omicron business into
Southeast Asia through & recently formed joint venture,

Gracc Packaging’'s selcs and reveames were $1.4 billion in 1994, $1.3
billion in (993 and $L.2 billion in 1992. Approzimstely 52% of Grace
Packaging’'s 19G4 sales and revenner were generated in North America, 28% in
Lurope, 12% in Asia Pacific and the remainder in Latin America. At year-end
1994, Grace Packaging employed approximately 9,400 people in 24 production
facilities (9 in North America, 6 in Europe, 5 in Latin America and 4 in Asia
Pacific) and 80 sales cffices, serving spproximately 18,000 customers.

Resine are the principel rav materiale uszed by Grace Packeging. Although
prices for eihylene-bused resins were volatile in the secoud hall vl 1994 due
unscheduled sapplier plant closings and increased demand, there is curreamtly an
adeqnate worldwide supply of resins at generally stable price:. Grece Packaging
has typically increased the sales prices of its products in responmse to
increases in the prices of sresins and other raw materials. In most cases,
multiple sources of resins snd othesr raw materials exist, with at least one
sonsce located in each global region.
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Although sales and revennes tend to be slightly higher 1n the tourth
quarter, seasonality is generally not significant to the basiness. As; a result
ol product introduclions, warkeliug prugrams aud improvemeuts in glebal economic
conditions, worldwide demand for Grace Packaging products grew at a rapid pace
in 1994, plaicing presgsure on exicting capacity. To address this matter,
capacity additions in all regions (inclmding a shrink films manufacturing plant
in Kuantan, Malaysia) are currently underway.

CATALYSTS AND OTHER SILICA-BASED PRODUCTS. This core business ("Grace
Davison™) is composed of three principal prodact groups: fluid cracking
catalysts, polyolcfin catalysts and silice snd zcolitc adsorbents. Thesc
products involve silics, alumina and Zeolite techmology and the design and
mannfactnre of prodacts to neet cnatomer specificatinns; they are cold to major
0il refiners, plastics and chemical manufacturers, &nd consumer products compa-
nies.

Fluid cracking catalysts are used by petroleum refiners to upgrade oil to
more valuable transportation fuels such as gasoline and 1et and diesel fuel. Oil
refining is a highly specialized discipline, demending that products be teailored
to meet locel varislions in raw malerials sopd uperativuel peeds. Competilion is
based on technology. product performance. customer service and price.

Polvolefin catalysts and catalyst supports are eisential compoments nsed in
manufacturing nearly half of all high density and linear low density
polyethylene resins, which ere used in products such as plastic film and pipe.
The polyolefin catalyst business is techmology-imtensive and focused on
providing products specifically formnlated to meet end-user applications.
Manufacturcrs gencrelly compete on & worldwide beasis, and compctition has
intensified recently due to evolving technologies, particularly the un3e of
metallocenes.

Silica and zeolite adsorbents are used 1in plastics, toothpastes, paints,
insulated glass and other products, as well a3 in the refining of edible oils.
Silicas sre nsed in costings as flatting agents, in plastics to improve
handling, in tcothpastes as thickeners and cleaners, in food to carry flavors
and prevent caking, and in the purification of edible oils.

Grace Davison’s sales and revenues were $610 million in 1994, 3572 million
in 1992, and $519 million in 1992; approximately 554 of Grace Daviscn's 1994
sales and revenues were generated in North Americe, 35% in Europe, 8% in Asia
Pacific and 2% in Latin America. At year-end 1994, Grace Davison employed ap-
proximately 2,700 perscns worldwide in nine fgcilities (six in the United States
and one each in Canada, Germany and Brazil).
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WALER IREAIMENT. Grace's water treatment and process chemicals business
("Grace Dearboin") consists of the vater treatment and paper industry services
business lines, which warket e following products and services: (8) chemical
treatments and related equipment and services to prevent corrosion, scale and
microbiological growth in indostrial mtility waters, heating and cocling
applications, and indostrial wastewater applications for clarification, sludge
de-watering, odor control and water recycling; (b) paper industry process
chemicals, support equipment and related comsulting services; (c¢) hydrocarben
processing chemicals, related support equipment and services to protect and
optimize processing system performance; (d) chemical treatments, support
cquipmcnt and scrvices for sangar proccssing, including proccsiing sugar inte
alcohol ss a gasoline substitute; (e) chemical treatments tc protect industriasl
canned fond cooking and sterilizing eqnipment; and (f) paint detackificatinn
products and services to remove paint sludge from water wash paint spray sys-
tems.

Grace Dearborn sales and revenues for 1994 toteled 5363 million (40% in
Europe, 39% in North America, 18% in Latin America and 3% in Asia Pacific).
Sales and revenues for 1993 and 1992 were $330 million and $302 million,
respeclively. AL year-end 1994, Grace Dearburn empluyed approxisstely 2,700
persons at 20 plants (6 in Latin America. 5 in Europe, 4 in each of North Anmer-
ica and Asie Pecific and 1 in South Africa) and 107 sales offices.

The raw materials used in Grace Dearborn’'s business lines are readily
available from mmultiple sources, generally st stable prices. The paper industry
services business is sifected by the cyclicelity of the global paper market.

The water treatment services business responds to (but is not adversely sffected
by) scasonal fluctnaticns, conccatrating on boilcr trcatmcat in winter and
cooling system treatment in summer. The effects of seasonality are further
diminished by the geographic diverrity of the markets rerved hy Grace Nearhorn.

CONTAINER PRODUCTS. Grace's container basinmess ("Grace Container™)
consists primarily of four product lines: container sealants, closure sealants,
coatings for metel packaging, and specialty polymers. The principal products
marketed by these product lines include sealing compounds and related
application equipment for food and beverage cane and other 1igid containers;
gasketing materials for Lhe wmeiul crowu, aluminum roll-on and plastic closure )
segments of the glass/plastic container packaging markets; adhesive lacquers and
agsocigted protective and decorstive coatings for metal closures; protective and
decorative coatings and lacquers for rigid food and beverage contaimers; lobri-
cants used primarily in two-piece can manufactoring, and formulated engineered
polymers for printed circuit board end component assembly in the electromics,
electrical, antomotive and defense industries, including sarface mounmt and
conductive adhesives, capacitor coatings, light emitting dicde encapsulants and
conformal coatings.
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Grace Container sales and revenues were $325 million, $3U6 million and $322
million in 1994, 1993 end 1992, respectively. Its products are marketed
iuterustivually, with 33% oi 1994 sasles aud revenues in Eurepe, 32% in North
Anerica, 26% ipn Asia Pacific and 9% in Latin America. AL year-end 1994, Grace
Container employed approximately 1,700 persons at 30 plants and 59 sales offices
vorldwide. Competition is based on providing high-quality customer service, S
well as on price and product quality and reliability. The rawv materials used in
Grace Container’s operations are generally svailable from multiple sources. Al
though demand for contsiner packaeging and sealant products tends to increase
during the varmest months of the year, the impact of s3ach seasonality on Grace
Containcr is offsct almost ¢ntircly by thc gcographic diversity of the merkcts
it serves.

HEALTH CARE

Giace's health case business ("Grace Health Case”) is primarily engsged in
supplying kidney dialysis services; in providing home infusion, home respiratory
therapy and home health services; and in the manufacture and zale of products
sud eyuipwent used Lo provide dislysis amd olher wmedicul seivices.

Grace Health Care provides kidney dialysis and related services for
outpatients with chronic renal failure. At December 31, 1994, Grace Health Care
operated 590 centers providing dialysis and related services (526 in North
America, 42 in Eumrope, 15 in Latin America, and 7 in Asia Pacific); these
centers, substantially all of which are leased, sverage approximately 5,600
3quare feet in size. Grace Health Care also provides inpatient acote dialysis
scrvices undcr contracts with hospitals in the Unitcd Statcs (488 at Dccember
3L, 1994) and furnishes dialysis equipment and supplies to patients who elect
home t.reatment. At December 31, 1994, Grace Health Care was treating
approximately 40,000 patients in the United States and 5,000 patients in other
countries. Revennes from kidney dialysis services were S1.3 billiom 1n 1994, $1
billion in 1993 and $860 million in 1992.

Giace Health Care also manufactures disposable bloodlines, dialysis
solutions, artificial kidneys (dislyzers) and dislysi: machines for use in its
dialysis centers and for sale (o unaffilistled dialysis providers and home
patients; distributes dialysis supplies and equipment and other medical products
and sappliet mannfactuzed by others; and providec laboratory services (including
hepatitis testing) in the United States and Portugal. Approximately 60% of the
sales of dialysis and other medical products supplies and equipment reflect
sales to patients not disectly treated, or facilities not operated, by Grace
Health Care.

Gracc Hcalth Carc also provides infusion and respiratory therapy scrvices
to patients in their homes through & network ot
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LU% United States locations (LU7 letsed and 1 owned) itn 30 states. latusion
therapy consists of the intravenous delivery of an expanding range of
medicatious wud wuilritionsl preparations, such as chemotherspy, totul pareoteral
nutrition, antibiotic therapy and drugs for pain management. Respiratory
therapy consiste of the delivery of oxygen and aerosolized drugs and the use of
monitors, nebanlizers and ventilators. In addition, Grace Health Care provides
home health services through nine locations in California.

Giace Health Care’'s United States business 1s dependent on the continuation
of Medicare and other third-party insurance coverage for dialysis and home care
scrvices and products. At such timc as Mcdicarc beccomes s« paticnt’s primary
payor for dialysis (generally, 3 months following commencement 0f tieatmeant or,
in the case of patients covered by employer-srponsored health insmrance, 21
months after commencement of treatment) and/or homecare prodncts and services,
Medicate currently reinmburses suppliers ot such services and products for
approximately 804 of established fees or resasonable charges; the remaining 20¢
is paid by the patient and/or a non-Medicarc insurance carrier.

Beceuse in most cagses the prices of dialysis services and prodacts in the
United Slutes are direcily or indirecily regululed hy Medicare, competilioon in
the industry is based primarily on gmality and accessibility of service. 1In
addation, some stategz limit competition under lawe that restrict the number of
dialysis facilities within a geographic ares based on need, a3 determined by
state agencies. Competition in the home care business is also based on quality
of service as well as price, and, where state laws do not impose limits omn
competition, there are no significent barriers to entering this business.
Further, the rapid growth of managed care (& combination of financial incentives
and managcement controls intended to dircet peticats to cfficicnt providers in
cost-effective settings) has placed greater emphasis on service costs for
patients insnred hy third partier; therefore, cost efficiency is alzo a key
¢lenent of competition im this market. DBasecd upon Grace's knowledge and
understanding ot the health care industry in general and ot other pioviders ot
kidney dialysis and infusion therapy, ss well as information obteined from
poblicly available sontces, Grace Health Care belicves that it is among the most
cost-efficient of the companies in its field and that it is the leading United
States smpplier of dialysis services and products and a leading United States
provider of iufusion and respirsiory therapies.

In mosi conntries other than the United States where Grace Health Care
provides dialysis services, prices and the opening of new facilities are
directly or indirectly regulated by governments, and competition is based
primarily on the gquality and availebility of service.
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Except as noted 1n the tollowing paragraph, Grace Health Care believes
these are adeguate sources of supply for the raw materials end products used in
ils hewlih care services and wedical products busiuesses. Al year-eud 1994,
Grace Health Care employed approximately 17,000 persons full-time at its
facilitiee worldwide. Grace Health Care's buszinesces generally are not teazonal
or c¢yclical in nature.

Naotionasl Medical Care, Inc. ("NMC") is Grace's principal health care
subsidiary. In 1993, the United States Food iand Drug Administration ("FDA")
issued import alerts with respect to (a) hemodialysis bloodlines manufactured at
NMC's plant locatcd in Rcynoss, Mcxico and (b) hemodialyzers manufactarcd in
NMC's Dublin, Ireland facility. Products subject to FDA import alerts may not
enter the linited States< ontil the FDA approve: the qnaliry asinrance 3iystems of
the facility at which such products are manufactured. In Janoary 1594, NMC
entered 1nto a consent decree providing tor the resumption ct importation ot
bloodlines and hemodialyzers following certificatrion by NMZ that the relevant
facility complies with FDA regulations and snccessful completion of an FDA
inspection to verify such compliance. The consent decree also requires NMC to
certify and maintain complience with applicable FDA manufacturing requirements
at all of its United Stales munufscluring feciliiies. NMC subwicied all
required certifications for its United States and non-United States facilities
in sccordance with the timetable specified in the conzent decree. and the
bloodline import alert was lifted in March 1994. The Dublin hemodialyzer
manufacturing facility was inspected by the FDA in December 1994, and NK
anticipates completion of all remaining corrective ections in the second quarter
of 1995. No fines or pemalties have been imposed on NMC as a result of any of
the FDA's acticns or in connection with the consent decree. Neither the import
alcrts nor precviously icportcd recalls of ccrtain NMC products heve had, or asc
expected to have, a material effect on Grace'3: results of operations or
financial condition. ~

HEALIH CARE INYESIMENI. Grace has & 47% common equity interest in a
company that serves hospitals and other health care institations by recruiting
nurses and other treined health care personncl and placing them on temposary
assignments throughout the United States. Grace also owns preferred stock of
the company and optione to scquire an additional 514 common equity interest in
the company;, oplions covering a 39% commmon cquily inleresl sre currenlly eaer-
cissble and expire in 2001, and options covering the remaining 12% become
exercigable in 1996 and expire in 2001,

See "Strategic Restructaring” tbove for information concerning 1993 and
1994 tiansactions iavolving Grace's health care business.
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O1HER OPERATIONS

THERMAL AND EMISSION CONTROL SYSTEMS. Grace’'s Lhermal sud emission control
systems business (which is included in the Specialty Chemical: segment in the
Contolidated Financial Statementt) consists of four principal product groups:
web processing products, industrial emission control products, mobile emission
control products. and specialty catalysts. These products are designed to
customer specifications and sold to a variety of industrial customers.

Web processing products, consisting primarily of air flotation dryers and
auxiliary cquipment, azc sold principally to thc grephic arts, coating and
converting markets. Competition is based upon system design, service and
prodnct performance.

lbe industrial emission control products group manutactures volatile
organic compound control equipment, including thermal, catalytic. and
regenerative oxidetion systems. Demand for this egquipment is driven principally
by government regulations, and competition is based upon technology, product
periormance and price.

The mobile emission control prodaucts group sells washcoat materials and
specialty substrates. Wasgshcoat materials asre used by catalyst manafacturers to
enhance the performance of catalytic converters sold to automotive original
equipment manufacturers. Competition is based primarily on techmology and
product performance. In Febrnary 1995, Grace and Engelhard Corporation an
nonnced the formation of a 50/350 joint venture to mannfacture and market metal-
based catalytic converters to the antomotive industry.

Specialty catalysts are used to control volatile organic compounds,
nitrogen oxides and carhon nonoxide from a variery of sounrces.

DISCONTINUED OPERATIONS. 1In 1993, Grace classitied its remaining nonccre
businesses &8 discontinued operations. As deicribed above under "Strategic
Restracturing - Sale and Monetization of Noncore Basinesses,” in 1993 and 1994
Grace completed the sale and monetization of a substantial portion of these
businesses. Grace 18 actively pursuing the disposition of it; remaining
discoutinued vperations and expects Lo complete their disposiiion in 1995, See
Notes 3, 6 and 12 to the Consolidated Financial Staiements in the Financial
Supplement and "Strategic Restructuring” above for additional informationa.

RESEARCH ACTIVITIES

Giace engages in active research and development programs directed toward
the devclopment of new products end processcs and
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the improvement ot, and development Of new uses for, existing productis and
processes. Research i3 carried out by product line laboratories in North
America, Eusrope, Asis and Lailin Ameriva and by Lhe Corporale Reseurch Divisiou,
which has facilities in Columbia, Maryland., Lexington, Massachusetts, and
Atsugi, Japan. The Research Division’'s activities focns on Grace's core precdnct
lines and include research in specialty polymers; medical products, water
treatment; catalysis; construction materials; photopolymers; specialty
packaging; end process engineering, principally involving the develcpment of
technologies tc manufacture chemical specialties and biomedical products.

Rcscarch end devclopment cxpenscs rclating to contimuing opcrations
amounted to $132 millicn in 1994, $135 million in 1993 and $130 million 1m 1992
(inclnding expenses incnrred in funding external research projects). The anmoont.
of rescarch and development ecxpeascs relating to government- and castomer-
spousored projects (as opposed to projects sponsored by Grace) i1s not material.

See "Management's Discussion and Analysis of Results of Operations and
Finencial Condition™ in the Financial Supplement for additional information.

ENVIRONMENTAL, HEALTH AND SAFETY MATTERS

In constructing and operating its facilities, Grace incurs capital end
operating expenditnres relating to the protection of the eavironment, as well as
costs to remediate properties. The following table sets forth Grace's
expenditures in the past three years, and its estimated expenditures in 1995 and
1996, for (a) the operation and maintenance of environmental facilities and the
disposal of hazardous end nonhazerdous wastcs with rcipcet to continuing
operations; (b) capital improvements to environmental control facilities
relating to continning operationg; and (c) the remediation of sites:

(s) (b) (¢)
Operation of
Facilities and Capital
Waste Disposael Improvemeuls Rewedia tivn

(in millionsg)

1992 $56 $18 ' $35
1993 45 20 44
1994 41 22 31
1995 {cat.) 42 26 45
1996 i(est.) . 4§ 23 39
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Soch expenditures have not had, and are not expected to have, a material ettect
on Grace's other capital expenditures or on its earnings or competitive
pusiticn. See Nole 11 tu the Consvlidated Financial Stutemenis snd "Mauagemenl's
Discussion and Analysis of Results of Cperations and Financial Condition” in the
Financial Supplement.

Grace's corporate eamvironment, health snd safety ("EHS") policy was
reviewed and revised in 1994 to reflect orgenizational and cther changes. The
revised policy affirms the Company’s commitment to c¢ontinmous improvement in
environment, health and safety performance. The policy is supported through
progrems inclading specislizcd sefety treining for cmployecs, monitoring of the
vorkplace eavironment, and trsining and guidance for employees with respect to
FHS regniatory compliance.

ln 1994, Grace announced the creation ot 113 Commitment to Care-SM-
progran, modeled on the Responsible Care{Registered Tradema:tk} progzam oi the
Chemical Manufacturers Association. The Commitment to Care program extends the
basic elements of the Responsible Care program to all Grace locations worldwide,
to the extent applicable. The program embraces specific objectives in six key
aress ol enviroument, heallh and safetly: product stewardsbip, cuployee heallh
and safety, community awaremess snd emergency response, proceis safety,
distribution, and pollution prevention. The effort i3 coordinated worldwide to
encoursge the sharing of best practices among Grace's business umits.

Certain EHS management resources were consolidsted into a central EHS
departnent in 1993. The EHS department provides euvironmental assistance,
training. and medical/ toxicology. industrial hygiene and safety services to
support EHS progrems in Gracc facilitics worldwide. The dcpartment also andits
operating facilities and oversees the remediation of environmentally impaired
sites for which Grace haz responsihility; in 1994, the departmenr. andited Grace
facilities in all world regions.

See Item 3 of this Report for information concerning enviroamental
proceedings to which Grace 13 a party end "Management’'s Discussion and Analysis
of Results of Operations and Financial Condition" in the Financial Supplement
for additional information concerning environmental matters.

MATERTALS AND ENERGY

The availability and prices of the raw materials and fuels used by Grace
ire sgbject to worldwide market conditions and governmental policies. On the
basis of existing arrangements, Grace does not anticipate any major disruptions

of 1ts business in 1995
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as a result of shortages ot raw materials or emergy. Should shortages occar,
their effect on Grace's operations wonld depend upor their nature, duration and
severity und comsequently ceunot be determived au Lhis Luee.  Bowever,
arrangements have been made., and will continue to be made. for long-term
commitments for many of Grace'e raw materials and fuel requiremente from primary
sources of supply. See "Industry Segments” above for additional informatiiom.

ITEM 2. PROPERTIES.

Gracc opcretcs chemical, manunfacturing and othcr types of plants and
facilities (including office and other service facilities) throughout the world.
Grace congiders it major operating praopertie: to he in gond operating condition
and sunitable for their current use. Although Grece believes that the prodactive
capacity ot 1ts plants and other tacilities, taking into account planned
expangsion, 18 gemerally adequate for current operations and foreseesble growth,
it conducts ongoing, long-range forecasting of its capitael regmirements to
assnre that additional capacity will be available when and as needed (see
information regarding Grece's capital expenditures on page F-27 of the Financial
Supplement). Accordingly, Gruce does pou swulicipale Lhat ils operailivns or
income will be materially affected by the absence of available capacity.

Additional information regarding Grace's properties is set forth in Item 1
above and in Notes 1, 8 and 11 to the Consolidated Financial Statements in the
Finaencial Sapplement.

ITEM 3. LEGAL PROCEEDINGS.

ASRESTOS LITTGATTON. Grace is a defendant 1n lawsnits relavring to
previously sold asbestos-containing products and anticipates thav it will be
named as a detendani 1in additional gasbestos-related lawsuits in the totose. At
yeag-end 1994, Grace was a defendant in approximately 38.700 asbestos-related
lawsuits repsresenting aspproximetely 68,000 claims (as compured to approximetely
38,100 lawsuits and 56,700 claims at year-end 1993). In most of these lawsuits,
Grace is one of many defendants. Of the lawsuits pending at yesr-end 1994, 65
(92 ul ycar-cud 1993) involved cluims for properiy damage allegedly ceused by
the use of ashestos-containing materials in the construction of buildings. The
plaintiffe in these lawsuits generally geek, amomg other things, to have the
defendants absorb the cost of removing, containing or repairing the asbestos-
containing materials in the affected buildings. The remaining asbestos-related
lawsuits involved claims for personsl injury.

Through year-end 1994, 126 asbestos property damage cases had been
dismisscd with respcct to Grace without payment of any damages or scttlemecat
amounts; judgments had been entered in favor of Grace
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i1n 10 cases (excluding one case that was settled tollowing appeal ot a judgment
in favor of Grace and another case in which the plaintiff wes granted a new
Lrial ou appesl, limiied to slaluile of lumilations issues), Grace bed beeu held
liable for a tctal of 3$74.6 million in 7 cases (3 of which are on appeal); and
159 property damage suits and claims had been setrtled by Grace for e totsl cof
$341.8 million.

Included in the asbestos property damage lawsuits pending against Grace and
others at year-end 1994 were the following class actionms: (1) a Pennsylvanis
state court action (PRINCE GEORGE CENTER, INC. V. U.S. GYPSUM COMPANY, ET AL.,
Court cof Conmon Plcas cf Philadclphia County), certificd in 1992, covering all
commercisl buildings in the United States leased in whole or in part to the
linited States government on or after May 30, 1986; (2) an action., conditionally
certified by the United States Court of Appeals for the Founrth Circuit in 1993
and pending 1n the United States Distract Comrt tor the District ot Sonth
Carolina. covering all public and private colleges and universities in the
United States whose buildings contain asbestos matesrials (CENTRAL WESLEYAN
COLLEGE, ET AL. V. W. R. GRACE, ET AL.); and (3) a purported class sction
(ANDERSON MEMORIAL HOSPITAL, ET AL. V. W. R. GRACE & C0., ET AL.}, filed in 1992
in (ke Court of Camuon Pless fur Hauplunm County, Svutih Carvlina, vu behalf of
all eatities that own, in whole or in part. any building containing azbestos
materials manufactured by Grace or one of the other named defendants, other than
buildings subject to the class action lawsnits described abcve and any building
owned by the federal or any state government. In July 1994, the claims of most
class nmembers in ANDERSON MEMDRIAL HOSPITAL, ET AL., V. W. R. GRACE & QO., ET
AL. were dismissed due to a ruling that a South Carolina statute prchibits
nonresidents from pursuing claims in the South Carolina state courts with
rcspecot to buildings located outside the statc. The plaintiffs have requested
that the Court reconsider its decision. In Angnst 1994, Grace entered into an
agreement to zettle TN RE: ASRRSTOS SCHOOI. L.TTIGATTON, a natinnwide class action
brought in 1983 in the United States District Const for the Lastern District of
Pennsylvania on behalt ot all public and private elementary and secondary
ichools in the United States that contain friable asbestos materials (other than
schools that "opted ont™ of the class). The terms of the settlement agrcement
(which is subject to judiciasl review and approval after class members have an
opportunity to be heard) are not expected to have a significant effect on
Grace’s comsolidaled resulls of vperstions or finasucial pousition.

The remaining ssbestos lawsuits pending at vear-end 1994 involved claims
for personal injury. Throngh year-end 1994, approximately 8,400 personal injury
lawsnits involving 22,200 claims had been dismissed with respect to Grace
without paynent of any demages or settlement amounts (primasrily on the basis

' that Grace products were not involved), and approximately 17,000 sach suits
involving 20,000 claims had been disposed of for a total of $77.1
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million {see "lnsurance Litigation™ belov). However, as & 1e3ult oi varioas
trends (including the insolvency of other former asbestos producers and cross-
claims by co-defendanis in asbesios personsl injury lawsuils), Lhe cosis
incurred in disposing cf such lawsunits in the past may not be indicative of the
costs of ditposing of such lawsuits in the future.

In 1991, the Judicial Panel on Mnlti-District Litigation consolidated in
the United States District Court for the Eastern District of Pennsylvanie, for
pre-trial purpeses, all asbestos personmal injury cases pending in the federal
courts, including approximatiely 7.000 cases then pending against Grace; 3,200
ncw cascs involving 6,500 claims ageinst Gracc havc saubscquently been added to
the consolidated cases. To date, no action has been taken by the court handling
the consolidated caser that wonld indicate whether the consalidatinn will affect
Grace’'s cost of disposing of these cases or its defense costs.

Grace's nltimate exposure in respect of its asbeztos-related lawsuits and
claims will depend on the extent to which its insurence will cover damages for
which i1t may be held liable, amoants paid in settlement and litigation costs.
While (a) Grace's insurance carriers have not acknovledged or have denied the
applicability of their imsurance coversge Lo Grace's asbesties propeily demage
lawsuits and claims (except as discussed below under "Insurance Litigation"),
(b) Grace is currently in litigation with certain carriere concerning the
applicability and extent of its insurance coverage and (c) the resolution of
certain issues, primarily relating to the availability of coverage for specific
years, will require fnrther judicial proceedings, Grace believes that its imsur
ance will cover a substantial portion of any damages, settlement amcunts and
litigation costs related to its asbestos litigation and claims. Consequently.
Gracc bclicves that thc rcsolution of its asbestos litigatien will not heve a
material adverse effect on 1ts consolidated finemcial position or results of
operations. See "Tnsnrance T.itigation™ helow and Note 2 tn the Consolidated
TFinancial Statements in the Financial Supplement for additicnal information.

ENVIRONMENTAL AND OTHER PROCEEDINGS. Grace (together with other companies)
has been designated & "potentially srespomsible party” ("PRP") by the United
States Environmental Protection Agency ("EPA") with respect to absorbing the
costs of investigating and remedisting pollution at various sites. At year-end
1994, proceedings were pending with respect (v spproximaiely 40 siles as Lo
which Grace has beea designated a PRP. Federal law provides that all PRPs may
be held jointly and severally liable for the costs of investigating and
remediating a site. Giace 13 also conducting investigatory and remediation
activities at sites under the jurisdiction of state and/or local aunthorities.
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ln addition, Hatco Corporation ("Hatco"), which purchased the assets o1 a
Grace chemical busimess in 1978, previoustly institated a lawsuit against Grace
in the United States Districlt Courl fur the District vf New Jersey seeking
recovery of cleanup costs for waste allegedly generated at a New Jersey facility
during the period of Grace’'s ownergship. Grace hag slso filed & lawsuit against
its insurance carriers seeking indemnity against any damages assessed against
Grace in the underlying lawsmit, as well as defense costs. In decisions
rendered during 1993, the Court ruled that Grace is responsible for a
substantial portion of Hatco's costs. These decisions are curreantly under
review by the United States Conrt of Appeals for the Third Circuit. 1In an
carlicr dccisicn, the District Court had rcsolved, in a manncr favorablc to
Grace, certain legal issmes regarding Grace's right to insarance coverage;
however, the nltimate liahility of Grace's ininrance carrierg will he determined
at trial. Remediation costs, and Grace's share of such costs, will be
determined once ongoing site investigations are completed and a remediation plan
i1g approved by the State of New Jersey, which is not expected to occur befose
the latter part of 1995. As a result of the above factors, the amount that
Grace mav be required to pay to Hatco (which Grace expects will be partially
offset by recoveries from insurance carriers) cannot be reliably estimated at
this Lime.

Grace is slto a party to other proceedings involving federal, state and/or
local government agencies and private parties regarding compliance with
environmental laws and regulations by its continuing operations. These
proceedings are not expected to resnlt im significant samctions or in any
material lisbility. As & volontary participant in the EPA Toxic Sabstances
Control Act Compliance Andit Program, Grace agreed to undertake a corporate-wide
sudit of compliancc with Scetion 8 of such Act and to pay a stipulated civil
penalty for each study or report that EPA alleges should have been, but was not,
inbnitted to the FPA ag requnired nnder ruch Section. Althongh final review of
the audit is not complete, Grace believes it will be required to pay the LLA
penslties aggregating trom $250,000 to $400,00U tor intormation discovered in
the course of the audit. In sddition, Grace hags voluntarily reported to the EPA
violations of certein notification and related requirements under snch Act, and
penslties may be assessed against Grace in connection therewith; the amount of
such penalties cannot be determined at this time.

In addition. in 1993, the United States Department of Justice filed samit
1gainet Grace in the United States Digtrict Court for the District of Montana,
Grest Falls Division, alleging certain violations of the Clean Air Act in
connection with the demolition of a mill in Libby, Montana during late 1991 and
early 1992. In May 1994, Grace signed a consent decree in which it agreed to
pay penalties of $510,000 and to implement certain procedures under the Clean
Air Act st 28 facilities. The consent decree was approved by the United States
District Court for the District of Nontana, Greatu
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Falls Davision, 1n December 1994, and the penalties were paid in January 1995.

Gruce believes thet the smount recorded ip che Consolideted Financisl
Statements for environmental remediation costs is adequate. In addition., Grace
is presently involved in litigation with its insurence carriers seeking to hold
then responsible for certain amounts for which Grace may be held liable with
respect to snch costs. The outcome of such litigation, as well as the amoant of
any recoveries that Grace mey receive in comnection therewith, is presently
oncertain. For further information, see Note 11 to the Consolidated Finencial’
Statements and "Manaegement's Discussion aad Analysis of Results of Operations
and Financiel Condition” in thc Finenciel Supplcment.

TNSIRANCE T.TTTGATTON. Grace is involved in litigation with certain
insurance carriers with respect to asbestos-related claims and eavironmental
liabalities. 1lts asbestos-related insurance actions consist ot a case styled
MARYIAND CASUALTY Q0. V. W. R. GRACE & (0., pending in the United States
District Court for the Southern District of New York, STATE OF MISSISSIPPI V.
THE FLINTKOTE CO., ET AL., pending in the Circuit Conrt of Jackson County,
Mississippi; DAYTON INDEPENDENT SCHOOL DISTRICT V. UNITED STATES MINERAL
PRODUCTS COMPANY, ET AL., pendiug in the United States District Court for the
Eastern District of Texas; INDEPENDENT SCHOOL DISTRICT NO. 197, ET AL. V. W. R.
GRACE & O0. AND AOCIDENT & CASUALTY INSURANCE (O., ET AL., pending in the First
Judicial District in Minnesota; THE COUNTY OF HENNEPIN V. CENTRAL NATIONAL
INSURANCE COMPANY, ET AL., pending in the Fourth Jadicial District in Minnesota;
EQOLAB, INC. V. CENTRAL NATIONAL INSURANCE CO., peading in the District Coast
for Ramsey County, Minpesots;, and AMERICAN EMPLOYERS' INSURANCE CD., AMERICAN
RE- INSURANCE CO.. AND COMMERCIAL UNION INSURANCE CO., AND UNIGARD SECURITY
INSURANCE CO. V. W. R. GRACE & C0., CONTINENTAL CASUALTY CO., AND MARYLAND
CASUALTY (U., vwhich is pending in the New York state courts; Grace's insurance
actions relating tn environmental liahilities consist of MARYTAND CASHALTY (0.
V. ¥. R. GRACE & QO., pending in the United States District Court for the
Southern District of New York. and HAICO CORP. V. W. R. GRACE & 00. -CONN.,
pending in the United States District Court for the District of New Jersey. The
selief sought by Grace in these actions would provide insurance to partially
offset Grace's estimated exposure with respect to the aciions’' subject matter,
inclnding amounts previously expended by Grace to defend cleims and satisfy
judgments snd selllemenis (see Noite 2 Lo the Consolidated Financial Stalementls
in the Financial Supplement). The factual bases underlying these actions are
the nature of the underlying asbestos-related and environmental claim:, the
language of the insnrance policies sold by the carriers to Grace and the
draiting history of those policies.
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ln 1991 (1n an asbestos-related case 1nvolving Maryiand Casnalty Co.), the
United States District Court for the Southern District of New York determined
thal coverage for properly damage is Lriggered by Lhe "discevery of damage”
during the period covered by the relevant policy. In September 1993, the United
Stetes Court of Appeals for the Second Circnit reversed the District Court's
ruling as to a "discovery of damage™ trigger for sach claims and, instead, ruled
that coverage for these claims is triggered based on the date of installaticn of
asbestcs containing materials. In Janwvary 1994, the United States Court of
Appeals for the Second Circuit granted Grace's petition for a rehearing
concerning the September 1993 decision, and on May 16, 1994, the Court issued a
ncew decision confirming its Scptember 1993 decision. As a rcsult, Grace
tecorded a noncash charge of $200 million after taxes in the second quarter of
1994 to reflect the rednction in ashestos property damage insnrance coverage.
Snbseguently, the Second Circuit refused to rehear its decisiomn, end the United
States Supreme Court dented Grace's petition tor a writ ot certiorar: with
respect to the Second Circuit decision.

In 1991 and 1994, the Mississippi Court referred to above held that certain
of Grace's excess ingurance carriers are obligated to defend and indemnify
Gruce, delermining that, for purposes ul iusurance coverage, dumage Lo buildings
from asbestos-containing products occurs at the time such products are put in
place and that the damage continuee ag long as the building containg the
products (referred to as a “continuous trigger”); the 1994 ruling is being
appealed. In 1992, the Minnesota conrt referred to above reached a similar
decision in interpreting Grace’'s insurance policies. In Janmary 1994, the
Minnesota court entered judgment against certain of Grace's carriers in the
amount of $14.2 million, but that judgment was reversed by the Minnesota Court
of Appcals in January 1995. Further review of thet decision will be sought.

Prior to 1993, Grace received payments tntaling $97 7 nillion from
insurance carriers ($66.2 million prior to 1992 and $31.5 million in 1992), the
majority ot which represented the aggregate remaining obligstions owed to ‘irace
by those carriers for primary-level insurance coverage written for the period
June 30, 1962 through June 30, 1987. 1In 1993, Grace received $74.6 million
under settlements with insurance carriers, in reimbursement for amounts
previously expended by Grace in connection with asbestos-related litigation;
these selllemenis ulsv provide for fulure reimbursements of $114 million. In
1994, Grace settled with three additional insurance carriers and received $111.6
million under guch settlements, and in early 1995, Grace settled with a primary-
level insurer for $100 million. As a result of these pavments, insurance
litigations were dismissed as to the primary-level product liability insurance
coverage previously sold by the relevant insurers to Grace; however, litigations
continue as to certain excess-level carriers.
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Grace continues toc be involved in litigation with certain ot 1ts insurance
carriers, including an affiliated gronp of carriers, that had agreed to a
selilewent snd had made & series of paymeuls thereunder during 1993, The gioup
of carriers subsequently notified Grace that it would not honor the agreement
{which had not been executed) due to the September 1993 decision of the United
States Court of Appeals for the Second Circuit referred 1o sbove. Grace
believes that the settlement agreement is binding and initisted sction to
enforce the settlement agreement. In January 1994, the United States District
Court for the Eastern District of Texas held that the agreement is enforceable.
The affiliated group of carriers appealed this ruling to the United States Court
of Appcals for thc Fifth Circait and has sought to attack it in a collatcral
action in the United States District Court for the Southern District of New
York; however, Grace snccextfnlly stayed thig atrack.

See Note 2 to the Consolidated lipmancial Statements and "Management's
Discnssion and Analysis of Results of Cperations and Financial Condition” in the
Financial Supplement for additional information.

FUMED SILICA PLANT LITIGATION. In 1993, Grace initiated legal action in
Lhe Belgiam courls sguinst Lhe Flemish goverument Lo recoves losses resuliing
from the closing of Grace's fumed silica plant in Pours, Belgium. (See Note 8
to the Congolidated Financial Statements in the Financial Supplement for
additional information.) Grace is seeking damages in excess of fomr billion
Belgian francs (approximately $123 million at the December 31, 1994 exchange
rate), plns interest and lost profits. This claim wa3 dismissed at the trial
court level and is now being appealed by Grace. The trial court also determined
that Grace should repay approximately 239 million Belgian francs (approximately
$7.4 million at the December 31, 1994 cxchange retc) plus intcrest to the
Flemish government for previously received invesiment grants; this decision is
alzso heing appealed hy Grace. Also pending i3 an arhitration involving the
engineering company that was responsible for the design and comstrnction of the
tumed si1lica plant. The outcome ot this proceeding may attect the action tiled
againgt the Flemish government. During 1994, a claim by the company from which
Grace had agreed to puichase hydrogen for use in the plant under a long-ternm
contract was settled.

SHAREHOLDER LITIGATION. In March 1995, a lawsuil was broughl sgainst ihke
Company and all of the members of its Board of Directors (as well as J. P.
Bolduc, who resigned as President, Chief Executive Officer and a director of the
Company in March 1995) in New York State Supreme Court, New York County (WEISER
V. GRACE. ET AL.. Index No. 95-106285). The lawsuit, which purports to be s
derivative action (I.E., an action brought on behalf of the Company), alleges
that the individual defendants breached their fiduciary dutie: to the Company
(a) by providing J. Peter Grace {who is currently the Chairman and a director of
the Company, but
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wvho has agreed not to stand tor re-election to those positicns) with certain
compensation asrrangements upon his retirement as the Company’': Chief Executive
Officer im 1992 and (b) by gpproving Mr. Bolduc’s severance arrangemeuts, sud
that Messrs. Grace and Bolduc breached their fidanciery duties by accepting such
benefits and payments. The lawsuit seeks unspecified damages, attorneys’' fees
and costs, and such other relief as the Court deems proper. Similar claims are
made, and similar relief is sought, in & second purported derivative action
(JACOBSEN V. GRACE, ET AL., New Yosrk Supreme Court, New York County, Index No.
95-107355) brought in March 1995 against the Company, all of its directors, Mr.
Bolduc and J. Peter Grace III, a son of Mr. Grace. In addition, the second
lawsuit allcgcs that the deicndants breached their fiduciary dutics to the
Company in other respects and seeks eguitable relief, inclading the cancellation
of Mr. Grace’'s conanlting agreement with the Company and the repayment of
varioas amounts to the Company.

OTHER. The Company has been notified that the Securities and Exchange
Commission :s conducting an infomrel inguiry into the Company's pricr
disclsonres, including disclosures regarding benefits and arrangements
provided to Mr. J. Peter Grace, Jr., and certain matterz relating to
J. Peler Grace III, Lhe som of Mr., Grace, Jr.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HCLDERS.

This Item is inapplicable, as no matters were submitted tc a vote of
the Conpany's security holders during the fourth quarter of 1994.

EXECUTIVE OFFICERS

The Company’s current executive officers are listed below. DIxecative
otticers are elected to serve until the tollowing annual meeting ot the
Company’s Board of Directors; the next such meeting i3 scheduled to be held on
May 10, 1995.

Name snd Age Cffice First Elected
R. H. Beber (61) Executive Vice President 05/10/93
and General Counsel 09/01/91
Robert J. Bettacchi (52) Vice President 02/ 01/ 90
" T'. Peter Boer (54) Cxecutive Vice Presideat  01/05/89
Jean-Lonis Greze (63) Execative Vice Presideat 05/10/93

Constantine L. Hampers (62) Executive Vice President 06/ 06/ 91
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Thomas A. Holmes (71) Acting President and 03/ 02/ 95
Chiet Executive Otticer

James R. Hyde (56) Vice President 07/ 01/ 87
Donald H. Kohnken (60) Executive Vice President 12/0%/ 89
Fred Lempereur (57) Senior Vice President 02/ 06/ 92
Ian Priestnell (51) Vice President 02/ 06/ 92
Brian J. Smith (50) Exccutive Viec Prcsideat  07/06/ 389

.and Chief Financial Officer

All the abtove executive otficers have been actively engaged 1in Grace's
business for the past five years. other than Mr. Holmes, who retired as
chairman, president and chief executive officer of Ingersoll-Rand Company in
1988. Mr. Holmes has been s director of the Company since 1939.

PART I1

ITEM 5. MARKET FOR REGISTRANT'S COMMDN EQUITY AND RELATED
STOCKHOLIIER MATTERS.

Except as provided below, the information called for by this Item appears
in thc Financial Supplcmcnt undcr the hceding "Financial Saomary" oppositc the
caption "Other Statistics - Common shareholders of record”™ (page F-28); under
the heading "(marterly Sommary and Statirtical Tnformation™ opporite the
captions "Dividends declared per common share” and "Market price of common
stock”™ (page F-25); and 1n Note 13 to the Consolidated Financial Statements
(page F-20). )

Each share of the Company's Common Stock has an attendant Commen Stock
Pnrchase Right ("Right”). The Rights are not and will not become exercisable
unless and until cerinin events vccur (83 described below), Until such events
occur, the Rights will automatically trade with the Common Stock and separate
certificates for the Righte will not be distribnted. The Rights will become
exercisable on the tenth business day (or such later business day as may be
fixed by the Company’s Board of Directors) after a person or group (a) becomes
an "interested shareholder™, as defined in Section 912 of the New York Business
Corporation Law {generally, a bereficial owner of 20% or more of the outstanding
voting stock), or (b) commences a tender offer or exchange cffer that would
rcsult in such pcrson or group becoming en intercstcd sharcholder. The Rights
wvill nct have any voting power at any time.
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When the Rights become exerciseble, each Right will initially emtitle the
holder to buy trom the Company one share ot Common Stock tor $87.50, subject to
adjustment in certain cases (“purchese price"). If, at any time after the
Rights becvome exercisuble, (a) the Company is involsyed in s wmerger or other
business combination in which (i) the Company is not the smiviving corporation
or (ii) any of the Common Stock is changed or coanverted intc or exchanged for
stock or other securities oi any other person or cash or other
propesty. or (t) 508 of the Company's assets, cash flow or earning powver is
sold, each Right will entitle the holder to buy « aumber of shares cf common
stock of the acquiring company having a market valoe equal to twice the purchase
price. Alternatively, each right not owned by a person who becomes an
intcrcsted shazcholder would become cxcrciseble for Common Stock (or other
consideration) having a market valne eqmal to twice the purchase price.

The Rights may be redeemed by the Compeny at $.025 per Right (payable in
cash, Common Stock or any other torm ot considerstiom deemed appropsiate by the
Board) at any time through the tenth business day (or snch later business day as
may be fixed by the Board) after a public announcement that a person or group
has become an interested shareholder; this right of redemption may be reinstated
if all interested shareholders reduce their holdings to 10% or less of the
vulstynding Commou Stock. The Righis will eapire in Jauuary 1997,

The Rights may be amended either before or after they become exercisable.
Howeves, the basic economic terms of the Rights (sach as the purchase and
redemption prices and the expiration date) cannot be changed.

ITEM 6.  SELECTED FINANCIAL DATA.

The information called for by this Item appears under the heading
"Financial Snmumary” (page F-28 of the Financial Snpplement) and 1n Notex 5, 6, 9
and 16 to the Consolidated Financial Statements (pages IF-12, F-13, I'-17 and I'-22
ot the Financial Supplement;. 1nr addition, Exhibit 12 to this Report (page F-35
of the Financisl Supplement) contains the ratio of earnings to fixed charges and
combined fixed charges and preferred stock dividends for Grace for the years
1990-1994.

I[TEM 7.  MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITICN AND RESULTS OF OPERATIONS.

The information called for by this Item appears onm pages F-29 to F-32 of
the Financiel Supplement.
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LIEM 8. FINANCIAL STATEMENDS AND SUPPLEMENTARY DATA.

See the Indexr (o Consuliddtied Finuncial Staiements and Finsncial Staiewseut
Schednle and Exhibits on page F-1 of the Financial Supplement.

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

This item is inapplicable, as no such changes or disagreements have
occursrcd.

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Except for informetion regarding the Company's executive officer: (see
puges 22 wud 23), (he informetion called for by this Item is incorperated in
this Report by reference to the definitive Proxy Statement for the Company’s
1995 Annual Meeting of Shareholders, except for information not deemed to be
"soliciting material®™ or "filed” with the Securities and Exchange Commission
("SEC"), information subject to Regulations 14A or 14C under the Securities
Exchange Act of 1934 ("Exchenge Act”) or informatiion subject to the liabilities
of Section 18 of the Exchange Act.

ITEM 1t. EXECUTIVE COMPENSATICN.

L1EM 12, SECURLITY OWNERSHLIP OF CERTALN BENEHRICIAL OWNERS AND
MANAGEMENT . ‘

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

The inforpation called for by Items 11, 12 and 13 is incorporated im this
Report by reference to the definitive Proxy Statement for the Company's 1995
Anneal Meeting of Shareholders, except for information not deemed to be
"soliciting material” or "filed" with the SEC, information subject to
Regulations 14A or 14C under the Exchange Act or information subject to the
liabilities of Section 18 of the Exchange Act.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS
ON FORM 8-K.

FINANCIAL STATEMENTS AND SCHEDULES. See the Index to Consolidested
Financial Statements and Financial Statement Schedule and Exhibits on page F-1
of the Financial Supplement.

REPORTS ON FCRM 8-K. The Company filed onme Report on Form 8-K during the
fourth quartcr of 1994. The Report, which was filed on Octcber 27, 1994,
reported the Company’s results of operations for the three-month and nine-month
periods ended Septemher 30, 19694,

EXHIBITS. The exhibaits to this Report are lisied below. Other than
exhibitgs that are filed herewith, all exhibits listed below are incorporated
herein by reference. Exhibits indicated by an asterisk (*) are the management
contracts and compensatory plans, contracts or arrangements required to be filed
as exhibits to this Report.

EXHIBIT VHERE LOCATED
Certificate of Incorporation of Exhibit 3 to Form 8-K
¥. R. Grace & Co., as amended (filed 6/9/88)
By-laws of W. R. Grace & Co., as Filed herewith
amended
Indenture dated as of Septem- Exhibit 4.2 to Form 10-K
her 29, 1992 among W. R. Grace (filed 3/26/93)

& Co.-Conn., W. R. Grace & Co.
and Bankers lrust Company

Indenture dated as of Janunary Exhibit 4.4 to Form 10-K
28, 1993 among W. R. Grace ifiled 3/26/93)

& Co.-Conn., W. R. Grace & Co.

aud NaliousBeuk of Geurgiu, N.A.

364-Day Credit Agreement, dated Exhibit 4.1 to Foram 10-Q
as of September 1, 1994, among (filed 11/10/94)

W. R. Grace & Co.-Conn., W. R.

Grace & Co., the several banks

parties theretc and Chemical

Bank, as agent for such banks

- 26 -



Credit Agreement, dated as ot
September 1, 1994, among W. R.
Gruce & Co.-Coun., ¥W. R. Gruce
& Co., the several banks parties
thesretc and Chemical Bank, ac
ageat for such banks

First Amendment, dated as of
December 28, 1994, t0 the 364-
Day Credit Agreement, dated
as of Scptember 1, 1994

First Amendnent, dated as of
December 28, 1994, to the
Credit Agreement, dated

1s of September 1, 1994

Anended and Restated Rights
Agreement dated as of June 7,
1990 beilween W. R. Gruce & Co.
and Manufacturers Hanover Trnst
Compaay

¥. R. Grace & Co. Executive
Salary Protection Plan, as
amended

W. R. Grace & Co. 1981 Stock
Incentive Plan, 18 amended

W. R. CGrace & Co. 1986 Stock
lncentive Plan, as smended

W. R. Grace & Co. 1989 Stock
Incentive Plan, as amended

W. R. Grace & Cu. 1993 SLock
Incentive Plan

¥. R. Grace & Co. 1993 Stock

Retainer Plan for Nonemployee
Directors

Forms of Stock Option Agreements

Forns of Resatricted Share Award
Agreements

Exhibit 4.2 to Form 10-Q
(filed 11/10/94)

Filed herewith

Filed herewith

Exhibit 10 Amendmeant on

Form 8 to Application for

Registraition vn Furm 3-B
(filed 6/19/90)

Exhibit 19(f) to Form
8 K (filed 6/9/83)*

Exhibit 28(e¢) to Form
10-Q (filed 8/ 13/91)*

Exhibit 28(b) to Torm
10-Q (taled &/ 13/91)*

Exhibit 28(c) to Foim
10-Q (filed 8/13/91)*

Filed berewiil®*

Filed herewith*

Exhibit 10(h) to Form
10-K (filed 3/28/92)*

Fxhihit 10(i) to Form 10-K

(filed 3/28/92)*
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Intormation Concesrning W. K.
Grace & Co. Incentive Compen-
sulivy Progrum, Deferred
Compensation Program and
Long-Term Incentive Program

¥. R. Grace & Co. Long-Term

Incentive Plan

¥. R. Grace & Co. Retirement
Plan for Qutside Dircctors, as
apended

Coploynent Agreement dated

as ot April 1, 1991 between
W. R. Grace & Co -Conn. and
Constantine L. Hampess, as

amended

Housiug Loan Agrecueni datled
as of Angust L, 1987 between
W. R. Grace & Co. and J. P.
Bolduc, related Amendment and
Assigoment dated May L0, 1938

Employnent Agreement dated
August 1. 1993 between J. P.
Bolduc and ¥. R. Grecc & Co.

Stock Option Agreement deted
June 30, 1993 between David L.
Yunich and W. R. Grace & Co.

Stock Option Agrecement dated
June 30, 1993 between David L.
Yunich and W. R. Grace & Co.

Retirement Agreement between
W. R. Grace & Co. and J. Peter
Grace dated December 21, 1992

Executive Severance Agreement
dated as of September 1, 1992
between W. R. Grace & Co. and
J. P. Bolduc

Fxecntive Severance Agreement.
dated September 1, 1992
betwveen W. K. Grace & Co. and
Constantine L. Hampers

Pages ¥-13 and 27-30 ot
Proxy Statement
(fliled 4/11/94)*

Exhibit 10(1) to Form
10 K (filed 3/29/91)*

Exhibit 10(o) to Form
10-K (filcd 3/28/92)*

Exhibit 10(x) to Toim
10-K (f1ied 3/28/92)*

Eahibit 10(q) (v Fomm
10-K (filed 3/29/88);
Exhibit 19(1) to Foim
8-K (filed 6/9/88)*

Exhibit 10.13 to Foim
10-K (filed 3/28/94)*

Exhibit 10.14 to Form
10-K (filed 3/28/94)*

Exhibit 10.15 to Foim
10-K (filed 3/28/94)*

Exhibit 10.23 to Form 10-K

{filed 3/26/93)*

Exhibit 10.24 to Fomm 10 K

(filed 3/26/93)*

Exhibhit 10.26 to Form 10-K

(filed 3/26/93)*
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Form of Execative Severance
Agreement between W. R, Grace
& Co. and others

Consulting Agreement

dated June 1, 1992 between
¥. R. Grace & Co. and
Kamsky Associates, Inc.

Incentive Compensation Agreement
dated June 1, 1992 between
National Mcdical Carc, Inc.
and Kamsky Associates, Imc.

Consulting Agreement dated as of
December 1993 between National
Medical Care, Inc. and Virginia
A. Kamsky

Consulting Agreement dated as of
June 16, 1993 by asud between
National Medicel Care, Inc., The
Humphrey Gronp, Inc. and Gerdon
J. Humphrey

Enployment Termination Agreement
dated June 30, 1993 between

J. R. Wright, Jr. and W. R.
Gracc & Co.

W. R. Grace & Co. Snpplemental
Cxecutive Retizement Plan, as
amended

Agreement dated March 1, 1995
between W. R. Grace & Co. and
Jean-Louis Greze

Agreements dated March 2 and
March 7, 1995 between J. P.
Bolduc and W. R. Grace & Co.

Letter Agreement dated
April 1, 1991 btetween National
Medical Care, Inc. and
Constantinc L. Hampers

Weighted Average Nnmher of
Shares and Larnings Used in
Per Share Computations

Exhibit 10.28 to
it1led 3/26/93)*

Exhibit 10.29 to

ifiled 3/26/93)*

Exhibit 10.30 to
(filed 3/26/93)*

Tiled herewith*

Exhibit 10.23 to
{liled 3/28/94)*

Exhibit 10.24 to
{filed 3728/ 94)*

Exhihit 10.25 to

(filed 3/28/94)*

Filed herewith?

Filed herewith*

Filed herewith*

Filed herewith

Form 10-K

Foim 10-K

Form 10-K

Form 10-K

Form 10 K

Form 10-K

iin Iinancial Supplement

to 10-K)
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Computation of Retio of Earnings
to Fixed Chearges and Combined
Fixed Charges snd Preferred
Stock Dividends

Selected Porticns of the 1994
Annual Report to Shareholders
of W. R. Grace & Co.

List of Subsidiaries of
W. R. Grace & Co.

Consent of Independent Accoun-
tanty

Powers of Attoiney

Letter of Intent dated
November 5, 1993 beiween

¥. R. Grace & Co. und J.
Peter Grice III, as amended

Agency Agreement dated

June 13, 1994 between HSC
Holding Co., Inc. and Grace
Hotel Services Corporation

Letter Agrecment dated
December 14, {994 among HSC
Holding Co., Tnc., Grace Hotel
Services Corporation and W. R.
Urace & Co.

Services Agreecment dated
November 10, 1994 between HSC
Holding Co., Inc. and Grace
Holel Services Corporation

Filed herewith
tin Fipancial Supplement
to 10-K)

Filed herewith

(in Fipancial Supplement
to 10-K)

Filed herewith

Filed herewith

(in Financial Snpplement
o 10-K)

Filed herewith

Filed herewith

Filed herewith

Filcd herowith

Filed herewith
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SIGMATURES

Pursuunt lo Lthe requiremenls of Seciivn 13 or 15(d) of the Securilies
Exchange Act of 1934, the registrant has duly csused this Report to be signed on
its behalf by the undersigned, thereunto duly suthorized.

W. R. GRACE & CO.

B. J. Smith
(Fxecntive Vice President)
Date: March 29, 1995

Pursnant to the requirements of the Securities Exchange Act of 1934,
this Report has been signed below by the following persons cn behalf of the
registrant and in the capacities indicated on March 29, 1995.

SIGNATURE TITLE

T. A. Holmes* Ditector and Acting Precident
(Acting Principal Execative Officer)

G. C. Dacey* R. C. Macauley* }
E. ¥. Duffy* J. E. Pbipps* }
C. H. Eshart, Jr.* J. A. Puclichecr®* }
J. W. Frick®* D. W. Robbins, Jr.*} Directors
J. P. Grace® . J. Snltivan® }
G. P. Jenkins* D. L. Yunich* }
/s/ B. J. Smith Executive Vice President
(B. J. Smith) (Principal Financial Officer)
/8/ R. N. Sukenik Vice President and Controllex
(R. N. Sukenik) (Principal Accounting Officer)

By signing his name hereto, Robert B. Lamm is signing this document om behalf
of each of the perrona indicated ahove pnrsnant 1o powers of arttnrney dnly
executed by such persons and filed with the Securities and Cxchange
Commission.

By /s/ Robert B. Lamm

Rubert B. Lamm
(Attornev-in-Fact)
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ANNUAL REPORT ON FORM 10-K FOR THE YEAR ENDED DECEMBER 31,

W. R. GRACE & CC. AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
AND FINANCIAL STATEMENT SCHEDULE AND EXHIBITS

Report of Independent Accountants on Financial Statement Schedule

Consent of Tndependent Acconntants .

Report of Independent Accountants.

Consolidated Statement ot Operations tor the three )ears 1in the
pericd ended Deceabesr 31, 1994 . . . . .
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Schedule v1ii - Yaluation and Qnunymg Account and
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Exhibit 11: Weighted Average Number of Shares and Earnings Used in
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Ealibit 12:  Cowmpulation of Ruuo uI Eurnmgs Lu PJ.AeJ Chuges und
Combined Fixed Charges and Preferred Stock Dividends. .

1994

F-34

F-35

THE FINANCIAL DATA LISTED ABOVE APPEARING IN THIS FINANCIAL SUPPLEMENT ARE
INCORPORATED BY REFERENCE HEREIN. THE FINANCIAL STATEMENT SCHEDULE SHOULD BE
READ IN CONJUNCTION WITH THE CCNSOLIDATED FINANCIAL STATEMENTS AND NOTES
THERETO. FINANCIAL STATEMENTS OF 50%- OR LESS-OWNED PERSONS AND OTHER PERSONS
ACCOUNTED FOR BY THE EQUITY METHOD HAVE BEEN OMITTED AS PROVIDED IN RULE 3-09 CF
SECURITIES AND EXCHANGE COMMISSION REGULATION S-X. FINAMCIAL STATEMENT
SCHEDULES NOT INCLUDED HAVE BEEN OMITTED BECAUSE THEY ARE NOT APPLICABLE OR THE
. REAITRED TNFORMATTON TS SHOWN TN THE OCNSOL.TDATED RTNANCTAI. STATEMENTS OR NOTES

TIERETO.
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REPORT OF INDEPENDENT ACCOUNTANTS ON
FINAMCIAL STATEMENT SCHEDULE

To the Shareholders and Board of Directors of W. R. Grace & Co.

Our aundits of the consolidated financial statements referred to inm cur report
dated Fcbruary 1, 1995 appcering on page 29 of the 1994 Anaual Report te
Sharehclders of W. R. Grace & Co. (which report and consolidated finaancial
itatements are inclnded in this Annnal Report on Form 10-K) also inclnded an
audit of the Financial Statement Schedule listed on page I'-1 in the Index tec
Consolidaited Financial Statements and rFinancial Statement Schedule and Exhibats
of this Form 10-K. 1In our opinion, this Financial Statement Schedule presents
fairly, in ell material respects, the information set forth therein when read in
conjunction with the related consolidated financial statements.

/ s/ PRICE WATERHOUSE LLP

PRICE WATERBOUSE LLP
New York, New York
Februasy 1, 1995

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby couseul (o the incurpuration by referemce in Lhe Pruspecluses
constituting parts of the Registration Statements on Form S-3 (Nos. 33-51041,
33-50983 and 33-25962) and Form S-8 (Nos. 33-7504, 33-15182, 33-27960, 33-54201
and 33-54203) of W. R. Grace & Co. of our report dated February 1, 1995
appearing on page 29 of the 1994 Annual Report to Shareholders, which report is
included at page F 3 of this Report on Form 10 K. Ve also consent to the
incorperation by reference of our report on the Financial Statement Schedule,
which appears above.

/s/ PRICE WATERHOUSE LLP

' PRICE WATIRIOUSE LLP-

New Yotk, New York:
March 27, 1995 -
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MANAGEMENT’ S RESPONSIBILITY FOR FINANCIAL REPORTING

Manageweut 1s responsible for (he preparstion, as well as Lhe incegrity aund
objectivity, of the consolidated financial statements and other fimancial
information included in thi: report. Such financial information has been
prepared in conformity with generally sccepted accounting principles and
accordingly includes certain amounts that represent management’'s best estimates
ind judgments

For many years, management has maintained internmal control systems to assist it
in fulfilling its rcsponsibility for finsanciel rcporting, including carciul
selection of personnmel;, segregation of duties; formel business, scccunting snd
reporting policiesk and procednres; and an internal andit fanction. While ne
system can ensure eliminstion of all errors and irregularities, Grace's systems,
wvhich are reviewed and modilied in response to changing conditions, have been
designed to provide ressonable assurance that assets are safeguarded, policies
and precedures are followed and transactions are properly executed and reported.
The concept of reasonable assurance is based on the recognition that there are
limitations in all systems and that the cost of such :iystems should not exceed
the benefits Lv be derived.

The Andit Committee of the Bosrd of Disrectors, which ig comprised of directers
who are neither officers nor employees of mor consaltants tc Grace, meetls
regularly with Grace's senior financial personnel, internal auditors and
independent accountants to review sudit plans and resnlts as well as the actions
taken by management in discharging its responsibilities for accounting,
financial reporting and internal control systems. The Audit Committee reports
its findings end elso sccommcnds thc sclcction of independent accountants te the
Board of Directors. Grace's management, internal auditors snd independent
acconntant: have direct and confidential acceis o the Andit Comnittee at all
times.

The independent sccountants are engaged to conduct sudits of and render & report
on the consolidated financial stetements in accordance with generally accepted
anditing standards. These standards include a review of the sysiems of internal
controls and tests of transsctions to the extent considered necesgary by the
independent sceounteuls for purposes ol suppouriing their opinion as set furih in
their 1eport.

B. ]J. Smith
Executive Vice President
and Chicft F;nancial Officcr

REPORT OF INDEPENDENT ACCOUNTANTS

PRICE WATERBOUSE LLP February 1, 1995
1177 Avenue of the Americas
New York, NY 10036

TO THE SHAREHODLDERS AND BOARD CF DIRECTORS OF ¥. R. GRACE & CO.

In our opinion, the consolidated finsncisl statemente appearing on pages F-4
through F-24 of this report present fairly, in all material respects, the
financial position of W. R. Grace & Co. and subsidiaries at December 31, 1994
and 1993, and the results of their operations and their cash flows for each of
the thiee years in the period ended December 31, 1994, in conformity with
generally accepted acoconnting principles. These financial statements are the
rcsponsibility of Grace's menagement; our responsibility is to ciprcss am
opinion on these financiasl statemenis based on our sudits. We conducted ouas



dudits of these statementS in accordance with geperslly accepted anditing
standards which require thet we plan and perform the audit to obtain reasonable
assurance about wheiher the financisl statements are free of material
misstatement. An audit includes exsmining, on a test basis, evidence supporting
the amouants and disclosures in the financial statements, assessing the
dccounling principles used snd siguificanl esiimates myde by mguagemeni, and
evaluating the overall financial statement presentation. We believe that our
audite provide a reagonable bagic for the opinion exprested ebove.

As discussed in Notes 5 and 16, Grace adopted nev accounting standards for
income taxes and postretirement benefits in 1992.

/S PRICE WATERHOUSE LLP




CONSOLIDATED FINANCIAL STATEMENTS

W. R. Grace & Co. and Subsadiaraes

CONSOLIDATED STATEMENT OF OPERATIONS

Sales and revenues .
Other 1ncome (Note 4).

Total.

Cort. of goods snld and operating expenses.

Selling, general and adminiatrative expenses .
Depreciation and amortization.

Tntereat expense and related hnnncmg cmtn (\lm.e 9)
Research and develapment expenses.

Provision relating to asbestos-related insurance covcnge (Note 2) .

Provision relating to a fumed silica plant (Note §).

Total.

Ilncome rrom continuing operations betore income taxes.
Provision for income taxes (Note §5).

Income from conunumg operations. .
Loss from discontinued operations (Nou 6)

Income/ (loss) before cumulative effect of accounting changes .
Cumulative effect of accounting changes (Notez S snd 16) .

Net income/ (loss).

BEarnings/ (loss) per share:
Continuing operations.
Cumulative effect of ncconnung ehangn
Net earnings/ (loss). e
Fully diluted earnings per lhlu
Continuing operations.
Net earnings .

57.7

(104.5)

THE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, PAGES P-8 TO F-24, ARE INTEGRAL

PARTS OF THESE STATEMENTS.
(1) NOT PRESENTED AS TIE EFFECT IS ANTI.DILLTIVE.




CONSOLIDATED STATEMENT OF CASH FLOWS

OPERATING ACTIVITIES
Income from continuing operations before income LaXes.
Reconciliation to cash provided by openung activitles:
Depreciation and amortization. Lo
Provision relating to asbestos- relued mlurmce coveuge
Provision relating to & fumed silica plant .
Changes 1n assets and liadbilities, excluding ettect ot buuneuu
acquired/divested and foreign exchange:
(Increase)/ decrease in notes and accounts receivable, net.
Increase in inventories. . .
Net (payments far)/proceeds frnn qettleuenu nf 1nterest rate ngreenentn .
Proceedr from asheator-related incurance sertlements . .
Payments made for ashestos-related litigation settlements, ]udgmenu and
defenge costs . . .
Tnecreare 1n accounts pnynhle .
Other

Net pretax cash provided by operating activitieg ot continuing operations
Net pretax cash provided by operating activities ot discontinued operations

Net pretax cash provided by operating activities .
Income taxes paid . .

Net cash provided by operating activities.

INVESTING ACTIVITIES (1)

Capital expenditures .

Businesses acquired in purchau tnnnctxm‘u. net of cuh a::q\ured and debt uluned
Increase 1in net asseta of discontinued opeuuonl

Net proceeds from divestments. .

Net proceeds from sale/leasebsck trlnuctxcnl

Proceeds from disposals of assets. ..

Other. - L

Net cash used for investing activities .

FINANCING ACTIVITIES (2)
Dividends paid .
Repayments of borrovmgl havmg ongmal \ntunnel in excess of thne monthl
Increase in borrowings having original maturities in excess of three months.
Net (repayments of)/increase in borrowings hnvmg ougmul naturities
of less than three months . R . AN
Sale of limited partner interest .
Other.

Net cash uscd for financing activitics .
Effect of cxchange rate changes on cash and cash equivalents .
Increase/ (decrease) in cash and cash cquivalents .

Cash and cash cguivalents, beginning of year .

260.7
316.0

(159.9)

(43.4)

{4.0)
138.6

(19%.6)
10.3

(132.0)
(141.2)
535.1

(605.8)

(103.2)
(50.5)
67 9
4.6

(SR EAND
501

(309.6)

(306.6)
(43.1)
464.8

27.2
15.4

(128 .4)
(512.6)
373.0

155.7

(398 4)
(61.2)

(101.5)
2212

oy
H



Cash and cash equivalents. end of year . . . . . e e $ 783 $ 47.6 5 528

THE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, PAGES F-8 TO F-24, ARE INTBGRAL
PARTS OF THESE STATEMENTS.

(1) SEE NOTE 3 TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR SUPPLEMENTAL
INFORMATION RELATING TO NON-CASH INVESTING ACTIVITIES.

(2) SEE NOTES 3 AND 9 TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR SUPPLEMENTAL
INPORMATION RELATING TO NON-CASH PINANCING ACTIVITIES.
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CONSOLIDATED BALANCE SHEET

DOLLARS IN MILLIONS, EXCEPT PAR VALUE

December 31, 1994

ASSETS

CURRENT ASSETS

Cash and cash equivalents. e
Notes and accounts receivable, net (Note 7).
Inventories (Note 7} . .
Net assets of discontinued openuom (Nole 6) .
Deferred income taxes. e
Other current assets .

TOTAL CURRENT ASSETS .

Properties and equipment, ner (Note 8)

Goodwitl, less accumulated amartization of 571 s [1?91 - $53 2 )4
Ashegtns-retated i1nsurance receirvahle (Note 2) .

Other assets (Nate 7).

TOTAL ASSETS .

LIABILLITIES AND SHAREHOLDHRS © BQULITY

CURRENT LIABILITIES
Short-term debt (Note 9) .
Accounts payable .
Income taxes .

Other curgent lubxlxuel
Minority interest (Note 12).

TOTAL CURRENT LIABILITIBS.

Long-term debt (Note 9). .

Other noncurrent liabilities .

Deferred income taxes. .

Noncurrent liability for uhenon-related uuguxon (Note 2)

TOTAL LIABILITIES.

COMMITMENTS AND CONTINGENCIES (Notes 2, 9 and 11)

SHAREHOLDERS ' EQUITY (Note 13)
Preferred stocks, $100 par value .
Common stock, $1.00 par value; 200, 000 000 lharel lulhonzed

outstanding at December 31: 1994 - 94,083,000, 1993 - 93,465,000 .

Paid in capital.

Rctained carnings . .

Cumulative transiation ad]un.lcnu .
TOTAL SHAREIDLDERS® BQUITY .

TOTAL LIABILITIES AND SIIAREIIOLDERS' BQUITY .

H 78.3

H 430.




THE NOTES TO CONSOLIDATED PINANCIAL STATEMENTS, PAGES F-8 TO F-24, ARE INTBGRAL
PARTS OF THESE STATEMENTS.
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CONSOLIDATED STATEMENT OF SHAREHOLDERS® BQUITY

PREFERRED STOCKS
Balance. beginning of year .
Other. N N .

Balance, end of year .

COMMON  STOCK

Balance. beginniag of year PN
Conversion of notes and dehentures
Stock options and awarda
Acquitdition.

Ralance. end of year

PALD IN CAPITAL

Halance. beginning of year L
Conversion ot notes and debentures .
Stock optians and awsrds .
Acquasition.

Other.

Balance. end of year .

RETAINED EARNINGS

Balance. beginning of year

Net income/ (loss).

Dividends paid .

Balance. end of yesar .

CUMULATIVE TRANSLATION ADJUSTMENTS
Balance. beginning of year .

Translstion adjusiments.

Balance. end of year .

TOTAL SHAREHOLDERS' EQUITY

TIIE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, PAGES F-8 TO F-24, ARE INTEGRAL

PARTS OF TIIESE STATEMENTS.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

PRINCIPLES OF CONSOLIDATION The consolidated financial statements include the
iccounts of W. R. Grace & Co. and majority owned companies (collectively,
Grace). Intercompany transactions and balances are elimipated in coms3olidation.
Investments in affiliated companies (20%-50% owned) are acccanted for under the
cquity mecthod.

RECTASSTRTCATTIONS Certain amonnts in the prior vears' consnlidated financial
statements and related notes have been reclassified to confcrm to the cnrrent
year’'s presentstion and s required with respect to discontinued operations.

CASH EQUIVALENTS Cash equivalents consist of highly liqnid instruments with
materities of three months or less when purchased. The reccorded amcunts
ipproximste fair value because of the short maturities of these investments.

INVENTORIES Inventories are stated at the lower of cost or market. Several
methods of determining cost are used, inclnding first-in/first-out, average and,
for sabstantially all U.S. chemical inventories, last-in/fiist-out. Market
value for reaw and packaging materials is based on current cost and, for other
inventory classificaticns, on net realizeble value.

PROPERTIES AND EQUIPMENT Properties and equipment are stated at the lower of
cost or mct rcalizable valuc. Deprcciation of propertics and cquipment 1s
generally computed using the straight-line method over the estimeted useful
lives of the asketr. Tnterest is capitalized in connection with major project
expenditnres and amortized, generally on & straight-line basis, over the
estimated usetul lives ot the assets.

Fully depieciated assets are retained in propesrties and equipment and
related accumnlated depreciation accounts nntil they are removed from service.
In the cagse of digpossls, assets and related deprecistion are removed from the
accounts and the uet ymount, less eany proceeds from disposal, is charged or
credited to income.

GOCDWILL AND OTHER AMDRTIZATION Goodwill arises from certain purchase
transactions and is amcrtized nsing the straight-line method over appropriate
periods not exceeding 40 years. Patient relationships (see Note 7) are
amortized using the straight-line method over 17 years.

INCOME TAXES Effcctive Jenuary 1, 1992, Gracc adoptcd Statcment of Financial
Accounting Standards (SFAS) No. 109, "Accounting for Income Taxes." The
Statement reqnires the nie of an asset and liahility approach for the acconnting
and financial reporting of income taxes.

FOREIGN CLRRENCY TRANSLIATION Foreign currency transactions and finaencial
statements (except for those relasting to countries with highly inflationary
economies) are translated into U.S. dollars at carrent exchangze rates, except
that revennes, costs snd expenses are translated at average exchange rates
during each repurting period. The finencisl staiements of subsidisries locsled
in countries with highly inflationary economies must be remeasured as if the
functicnel currency were the U.S. dollar. The remeagurement creates tranclation
adjustments that are reflected inm net income. Allocations for income taxes
included in the translation adjustments account in shareholders' equity were not
significant. ) .

FARNTNGS PFR SHARF Primary earnings per share are compnted on the hazisz of the
wecighted avcrage number of common sharcs outstanding. Fully dilutcd carnings
per share assume the conversion of convertible debt (with an increase im net



income for the after-taX interest s4vings) and the issmance of common stock
equivalents related to stock options.

FINANCIAL INSTRUMENLS Grace enters 1nto interest rate agreements and toreigfn
exchange forward and option contracts to manage exposure to fluctuations in
interest sand foreign currency exchauge rates.

The cash differentials paid or received on interest rate agreements are
dccrned ind recognized as adjustments 1o interest expense. Gains and losses
realized upon settlement of these agreements (recorded as other noncurrent
liabilities or other assets, respectively) are deferred and either amortized to
interest expense over a period relevant to the agreement if the underlying
hedged instrument remains outstanding, or recognized immediately if the
underlying hcdged instrument is sctilcd. Prcmiums paid on caps arc emortized to
interest expense over the term of the cap. Cash flows related to the agreements
are clagsified as operating activities in the Consnlidated Statement nf Cash
TFlows, consistent with the interest payments on the uanderlying debt.

Gains and losses on foreign currency forward snd oprion contract: offset
gains and losses resulting from the underlying trapsactions. Gains and losses
on contracts that hedge specific foreign currency commitments are deferred and
recorded in net income in the period in which the transection is consummated.
Gains and losses on conlrscis that hedge nel invesiwments ion foreigu subsidiuries
are recorded in the comulative translation adjusiments account in shareholders’
equity. See Note 10 for additional information on financial inetruments.
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Grace is s defendani in lawsuits relating to previously sold asbestos-containing
products and senticipatee that it will be named as e defendant in additiomal
asbestos-related lawsnits in the future. At December 31, 1594, Grace was &
defendant in approximately 38,700 asbestos-related lawsuits representing
approximetely 68,000 claims (versus approximatelv 38,100 lawsuits and 56,700
claims at December 31, 1993;. 1In most of these lawsunits, Grace 1s cne oI many
defendants. Of the lawsuits pending at December 31, L1994, 65 (92 at December
31, 1993) involved clsims for propcrty damage allcgedly caamscd by thc usc of
iasbestos-containing materials in the construction of buildings. The plaintiffs
in there lawsnits generally seek, among other things, tno have the defendant.sr
absorb the cost of removing, containing or repairing the asbestos-containing
materials 1n the attected buildings. ‘The remaining asbestos-related lawsuits
involved claims for personal injury.

PROPERTY DAMAGE LITIGATION

Through December 31, 1994, 126 asbestos property damage cases had been dismissed
wilh respect Lo Grace wilhoul paymenl of apy damages or selllemenl swounts,
judgments had been entered in favor of Grace in 10 cases (excluding one case
that was settled following appeal of s judgment in favor of Grace and another
case in which the plaintiff was granted a new trial on appeal, limited to
statute of limitations issues); Grace had been held liable for a total of $74.6
in 7 cases (3 of which are on appeal); and 159 property damege snits and cleims
had been settled by Grace for a total of $341.8.

Included in the ssbestos propcrty damage lawsaits pending against Gracc and
others at year-end 1994 were the following class actions: (L) a Penansylvania
itate court action, certified in 1992, covering all commercial huilding: in the
U.S. leased in whole or in part to the U.S. government om or after May 30, 1986
and (2) an action, conditionally certitied by the U.S. Court ot Appeals tor the
Fourth Circuit in 1993 and pending in a U.S. Digtrict Court in South Carolina.
covering all public and private colleges and universities in the U.5. whose
buildings contain asbestos materials.

Iu July 1994, u Sculh Carulina slate court judge dismissed the claims ol
mosi class members from a purported nationwide class action asbestos property
damage lawguit. In his ruling, the judge determined that a South Carolina
statate prohibits non-tesidents from pursuing claims in the South Carolina state
courts with respect to buildings located outside the state. The plaintiffs have
requested that the court reconsider its decision.

In August 1994, Grace entered into an agreement to settle s nationwide
class action pcnding in the U.S. Distriot Court for thc Eastcrn District of
Pennsylvania on behalf of all public and private elementary and secondary
sichonls that contain friahle ashectox materials iother than schnolz that "npted
out” of the class). The terms of the settlement agreement (which is subject to
judicial review and approval atter class members have an opportunity to be
heard) are not expected to have &« significant effect on Grace's consolidated
results of operations or financisl position.

PERSONAL INJURY LITIGATION

Through December 31, 1994, upproiimately 8,400 usbeslos personul injury lawsuils
involving 22,200 clseims had been dismissed with respect to Grace without payment
of any damages or settlement amounts (primarily on the basis that Grace products
were nct involved), and approximately 17.000 s3uch smits invelving 20,000 claims
had been disposed of for a total of $77.1. However, as a result of various
trends (including the insolvency of other former asbestos producers and cross
claims by co-defendants in asbestos personal injary lawsuits), the costs
incnrred in digporing of snch lawsmits in the past may not he indicative of the
costs of disposing of such lawsuits in thc fnturc.



RANGE OF POTENTIAL EXPOSURE

Although personal injury cases are generally zimilar to each other (differing
only ip the type of estestos-related illness allegedly suffered by the
plaintiit), each propertv damage case 1s unique in that building age, type, size
and ntilization and diificulty of abatement, if pecessary, vary from structure
tu struclure; Lhus, Lhe amouuts involved in prior dispositicns ol pioperly
damage cases are not necessarily indicative of the amounts that may be required
to dispoce of ruch casee in the future. In addition, in preperty damage cates,
information regarding product identification onm a building-by-building basis
(I.E.., whether or not Grace products were actually used i1n the construction of
the building), the age, type, size and use of the building, the jurisdictional
history of prior cases and the court in which the case is pending provide the
only meaningfnl]l guidance as to potential future costs. However., much of this
informstion is not yct availablc in a majority of the propcity damage cascs
currently pending against Grace. Accordingly, estimates of future co3ts to
dicpose of these cases are, in mort instances, haged on incemplere information,
as well as assumptions that may not be accurate. Turther, uncertainty with
respect to the class actions descrabed 1m “Property Damage Litigation” above
make it more difficult to reliably predict the costs Grace will incur in
disposing of asbestos-reclated litigation.
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Subject teo the preceding qualifications (which Grace believes to be
signiticant}, Grace has sttempted t0 estimate 1ts tutare costs to dispose ot
this litigation and hag concluded that it is probable that the personal injury
and prepesrly dsmage cuses pending ai December 31, 1994 can be dispused ol fur o
total of $712.4, inclusive of legal fees and expenses, of which Grace has
recorded $612.4 es ¢ noncurrent liability and $100.0 as & cnrrent liabilaty.
This compares to the estimated liability (current and noncursent) of $813.7 at
December 31, 1993, 1eflecting payments made and the recording in the fourth
quartesr of 1994 of an additional provision of $50.0 for future costs.

INSURANCE COVERAGE AND LITIGATION

Gracc's nltimatc cxposure in rcspect of its asbestos-rclatcd lawsuits and claims
will depend on the extent to which its insurance will cover damages for which it
may he held liahle, amonnts paid in settlement and litigation costs. Grace has
recorded a reccivable of $512.6 at December 31, 1994 for the insnramce proceeds
1t expects 10 1eceive in reimbursement tor prior payments and estimated rutnre
payments to dispose of asbestos-related litigation. This compares to a total
receivable of $962.3 at December 31, 1993, reflecting net insurance proceeds
received, the gecognition in the fourth quarter of 1994 of 350.0 in additiomnal
insurance proceeds expected to be received, the reclaszsification of $100.0
received in January 1995 in setilement of 2 coversge dispute, and the non-cush
charge of $316.0 described below.

In September 1993, the U.S. Court of Appeals for the Second Circuit issumed
a2 decision that had the effect of reducing the amount of insurance coverage
available to Giace with respect to ssbestos property damege litigation and
claims. The Court of Appeals reversed an earlier District Court ruling that
‘coverage for asbestos property damage claims is triggered by the "discovery of
deamage” end inastcad rulcd that, undcr New York law (which governs a significant
portion of the policies that provide asbestos-related insurance coverage;, such
caverage is triggered hated on the date of initallation of ashexrros-containing
materials. As a result of this decision, Grace recorded a non-cash charge of
$375.0 ($300.0 attesr-taxes) in the 1993 third quarter, but reversed $316.0
($200.0 after-taxes) of the charge in the 1993 fourth querter, after the court
wvithdrew its September 1993 decision and agreed 1o 1chear the case. On May 16,
1994, the court issued a new decision confirming its September 1993 decision.
As ¢ result, Grace reinstated a non-cash charge of $316.0 ($200.0 after-taxes)
in the second quarter of 1994 (v reflleci lhe reduction in asbestos properly
damage insuzance coverage.

Girace has settled coverage disputes with certain insurance carriers. At
December 31, 1994, these settlements provided for the fuinre receipt by Grace of
$187.0, including $100.0 received in January L995. These amounts have been
recorded as cnsrent and moncurrent notes receivable. 1In 1994, Grace received a
total of $138.6 pnrsnant to settlements with certain insurance carriers in
rcimbursement for momics previously cxpecaded by Gracc in conncction with
asbestos-related litigation; of this amount, $27.0 was received pursmant to
iettlement.s entered into in 1993, which had heen separately classified as notes
receivable. A portion of the $138.6 has been paid to pleintiffs in previously
iettled asbestos-related lawsuits. Additionally, $100.0 was received in lanmary
1995 in settlement of a coverage dispute. Prior to 1994, Grace received
payments totelling $172.3 from insurance carriers, the mejority of which
represented the sggregate remsining obligation owed to Grace by those carriers
for primasry level insurence coverage written by them for the period June 30,
1962 through Juue 30, 1987.

Giace continues tc seek to recover from its exceses insurers the balance of
the payments it has made with respect to asbestos-related litigation. As part
of this effort, Grace continmes to be involved in litigation with certain of its
insurance carriers, including an affiliated gronp of carriers that had agreed to
2 settlement and had mede a series of pavments under that agreement in 1993.

The gronp of carrierk snhrequnently notified Grace that it wonld no longer honor
thc agicement (which had not been cxccuted) duc to the Scptember 1993 U.S. Conrt
of Appeals decision discussed above. Grace believes that the settlement



igreement (which involves approXximately 5240.0 of the asbestos-related
teceivable of $512.6 st December 31, 1994) is binding and initiated action to
enforce the settlement agrecment. In January 1994, the U.S. District Court for
the Eastern District ot lexas beld the agreement to be entorceable. 'lhe
affiliated group of carriers has appealed this ruling to the U.S. Court of
Appeuls for the Fiflth Circuil and svught to atlack it in 8 collateral actiovu iu
the U.S. District Court for the Southern District of New Yosk: however, Grace
successfully stayed this collateral attack.

For the period October 20, 1962 through June 30, 1985 - the most relevant
period for ssbestos related litigation Grece purchased. on an ennual basis, as
much as eight levels of excess insurance coverage. In genesal, excess policies
provide that when claims paid exhaust coversge at one level, the insured may
icck peymcnt from thc carricrs at the next higher level. For that 23-ycar
period, the first six levels.of excess insnrance available from the insurance
companies that Grace helieves to he snlvent (hased primarily npon reports from a
leading independent insurance rating service) provide coverage of approximately
$1,400.0 (whach includes the amounts retlecied i1n the receivable discussed
above). As mentioned previously, the May 1994 decision from the U.S. Court of
Appeals for the Second Circuit hes limited the amount of insurance coverage
available for property damage claims. However, if the amount available in the
first six level: should prove to be ingcufficient for persomal injury lawsunits
aud cluims, Grace hus substuntial sdditiona) coverage availsble in its two
remaining levels of excess coverage. In Grace's opinion. it is probable that
recoveries from its insurance carriers (including amount: reflected in the
receivable discussed above), along with other funds, will be available to
satisfy the personal injury and property damage lawsuits and claims pending at
December 31, 1994. Consequently, Grace believes that the resolaution of its
asbestos-related litigstion will not have a material effect on its consolidated
results of operations or financial position.
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ACQUISITICNS

During 1994, Grace made acquigsitions totalling $351.7 (inclusive of cash
acquired and debt assunmed), primarily in its health care, ccmstruction products
and packaging product lines. Grace acquired Home Nutritional Services, Inc. in
the first quarter of 1994 for approximately $131.8 (inclusive of cash and
assumed debt totalling $30.4) and acqoired kidney dialysis centers and other
health care bnsinesses during 1994 for an aggregate of approximately $145.3 in
cash. In the first quartcr of 1994, Gracc ecquircd constraction chcmicals
businesses, and in the fourth quarter of 1994, Grace acquired & Eunrcpean
flexihle packaging hnginess.

ln 1993, Grace acquired Home Ilntensive Care, lnc. tor approximately $129.0
in cash end other health care businesses for an aggregate of $115.0 in cash and
$3.8 in common stock. Additionally, during 1993 Grece acquired Latin America’s
largest water treatment business for approximately 357.6 in cash.

In 1992, Grace completed the purchase of the common sieck of Grace Eueigy
Corporation (Giace Enefgy) not owned by Grace for 3$377.3 in cash. See Note 6 for
a2 discugcion of divegtment activity with respect to Grace Energy's buzinesses.
During 1992, Grace continued to expand its health care operations through the
acquisition of several businesses and facilities for consideration totalling
$44.2 in cash.

DIVESIMENIS

During 1994, Giacc rcalizcd gross procccds of $646.2 (inclansive of debt essumcd
by the buyers) from divestments, inclnding payments made under financing
arrangement.s entered into in connection with divestnents in prionr years.
Substantially all businesses divested during 1994 were previously classified as
discontinned operations. Divestment proceeds received in 19934 include $42.% tor
Grace's remaining interest in The Restsurant Enterprizes Gromp, Inc. (REG).

In 1993, Grace completed the sale of substantially all of the cil and gas
operations of Grace Energy and certain corporiate investments, all of which were
previvusly clessified as disconilinued uperslivus. Other son-core businesses
divested during 1993 included a 50% interest in a Japanese chemical operation
and a2 food industry hygiene services busines: for approximately S31.4 and $11.2,
respectively. :

In 1992, Grace sold its book, video and sofiware distribution business,
which was previomsly classified as a discontinued operatiom, and its organic
chemicals business and related assets.

See Note 6 for a discussion of divestment activity related to discontinued
operations.

Intereat income. . . . . . . . . . . . . .. s 1.7 $21.7 $ 3.9
Equity in earnings of affiliated companies . 2.9 1.0 3.4
Gaing on sales of investmentis. e 27.4 22.9 12.6
Other, net . . . . . . . . . . . . .. ... 18.5 17.6 38.9



$ 50.5 $ 63.2 $ s58.8

Gains on sales of investments inclnde a 1994 Rain of $27.0 cn the
Grace's remaining interest in REG and a 1993 gain of $21.7 cn the sale of a 50%
interest in a Japanese chemical operation (see Note 3). Interest income in 1993

includes $20.0 relating to the settlement of prior years' Federal income tax
returns.

sale of
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Effective January 1, 1992, Grace adopted SFAS No. 109, "Accounting for Income
Taxes,” which spplies an asset and liability approach requiring the recognition
0f deferred tax assets and liabilities with respect to the expected futunre tax
consequences of events that have been recorded in the consolidated finamcial
statements and tex returns. If it is more likely than not that ¢ll or a postion
of a deferred tax asset will not be realized, a valuation allowance must be
recognized. As permitted under SFAS No. 109, Grace elected not to restate prior
pcriods’ consolidatcd financiasl statementis to give c¢ffcer te SFAS Ne. 109.
Excluding the deferred tax benefit recognized upon the adoption of SFAS No. 106,
"Fmployers’ Accomnting for Postretirement Renefits Other Than Pensionz,” the
effect of the adoption of SFAS No. 109 on Grace's 1992 financial statements was
not material. :

In the third guarter of 1993, Grace recorded the effects of the Omarbas
Budget Reconcilistion Act of 1993 (OBRA). which was enacted in Auganst 1993.
Among other things, OBRA increased the maxinmuom U.S, Federal corporate tax rate
Lo 35% (Lfrom 34%), effeclive Januury L, 1993. However, nmeither chis rate
increase nos the other provisions of OBRA had a material effect on Grace's
regulte of operatioms.

The components of income/ (loss) from continuning operations before imcome
taxes are ‘as follows:

1994 1993 1992
Domestic . . . . . . . . . . ... ... .. % 4.3 31254 3 2006.9
Foreign. . . . . . . . . . .. . ... 94.8 95.8 (13.9)

The provision! (bencfit) for income taxcs allocated to continuing opcrations
consisted of:

1994 1993 1992
Federal income taxes:
Curtent . . . . . . . . . . . ... ... S 25.3 % 536 $ 75.6
Deferred... . . . . . . . . . . ... .. (34.8) (28.7) (20.2)
State and local income taxes current . . . 21.8 19.1 16.5
Foreign income taxes:
Corrent. . . . . . . . . ... L. 491 44 4 57.6

Deferred. . . . . . L oL L L0 (5.6) (1.6) 5.3



S 55.8

$ 86.3

$134.8

At December 31, 1594 and 1993, deferred tax acsets and liabilities

consisted of the following items:

Regerves not yet deductible for tex purposes .
Rescarch and development expenses. .
Postretirement benefits other than pen31ons
Net operating lose cariyforwards . .

Tax credil cariyforwards .

State deferred taxes . .

Provision relatiag to nsbesto: rolated expenses

Capitalized inventory costs and inventory reserves .

Pension and insurance reserves .
Other.

Total deferzed tax asssets .
Depreciation and amortization.
Prepaid pension cost .

Other.

Total deferred tax liabilities.

Valaution sllowance for deferred Llux ussets.

Net deferred tax assets .



In comnection with the adoptiun ol SFAS No. 109. Grace recognized s valualjon
allowance of $88.4. which has been adjusted o rellect subsequent cvenis. The
valuation allowsnce relates Lo the uncertsaniy 85 Lo (he realization of certain
deferred tax wesers, including U.S. rax credit carryforwards, state snd local
pel vperating loss carryforwards and net deferred Lax sssels, and nel operaling
loss carryforwards in certain foreign jurisdictions. Based upon anticipated
future results, Grace has concluded, after consideration of the valuation
allowance. that 1v is more likely thsn not that the net deferred tax ssset
balance will be realized.

At December 31, 1994, there were $45.0 of tax credit carryforwards with
expiration periods through 1998 and $4.0 of tax credit carryforwards with no
expiration period Additionally, there were state and local and foreign net
operating loss carryforwards with a tax effect of $54.4 and various expiration
periods.

The U.5. Federal corporate tax rate teconciles to the effective tax rate for
continuing operations as follows:

L § rederal corporate tsx rate. P
increase/ (decrease: 1n tax rate resulting ncn
U. S and ftoreign taxes on toreign operations
Utilization ot general business credits
State and local income taxes, net of U.§ F:deul 1ncome ux benef:.t
Valuation allowance for deferred tax assets.
Inmpact of U.§ and foreign tax rate changes on deierred taxes.
Basis difference on sale of investment . .
Other, net .

Bffective tax rate .

(6.7

70.08

U.S. and foreign taxes have not been provided on approximately $301.3 of
undistributed earnings of certain foreign subsidiaries, as such carnings are
being retained indefinitely by such subsidiaries for reinvesiment. The
distributicn of these earnings would result in additional foreign withholding
taxes of approximately $27.2 wnd additional U.S. Federal income taxes to the
extent they are not offset by foreign tsx credits. It is not practicable to
estimate the total tax linbility that would be incurred upon such a
distribution.

COCDA, BATTERY SEPARATORS AND ENGINEERED MATERIALS AND SYSTEMS

Grace's battery scparators busincss;, certain engincercd matcrials businesscs,
principally its printing products, material technology. and electromagnetic
radiation control businesses (collectively, PMS): and its cocoa business and
other non-core busincsses were classified as discontinued operations in the




second quarter of 1993. At that time, a provision of $105.0 (net of an
applicsble tax benmeifit of $22 3) was recorded to reflect the losses expected on
the divestment of these businesses. During 1994. Grace sold its battery
separators business and substantially all ot EMS 1or gross proceeds ot $316.2.
In February 1995, Grace sold its composite materials business, leaving 1is
microwdve business as Lhe remaining EMS busimess to divesti. Tolal proceeds
received from the divestment of these businesses approximated prior estimates.

GRACE ENERGY

Grace Energy was classified as s discontinued operation im 1992. The loss from
discontinned operations in 1992 included a provision of S155.0 (net of an
applicable tax beneifit of $81.8) to reflect the losses expected on the
divestment of Grace Energy's operations. In 1994, Grace sold substantially all
of 1ts intcrcst in Colowyo Coal Company (Colowyo), Gracc Encrgy's only rcmaining
significant operttion, for proceeds of $218.3, including $192.83 of proceeds from
2 non-reconrse financing cecnred hy a portion of the revenneg from certain long-
tera cocal contracts. Crace retained a limited partnership interest in Colowye,
entitling 1t te share 1n the revenues trom these coal contracts. 1lm 1993, Grace
s0ld substantislly all of the ocil and gas operations of Grace Energy for net
cash proceeds of $386.0. Total proceeds received from the divesument of these
businesses approximsted prior estimates.

GRACE DISTRIBUTION AND OTHER .

In 1994, Grace sold its animal genetics and Caribbean fertilizer operations for
proceeds of $34.1. These and other buginesses were classified at discontinued
operations im 1993. In 1993, Grace completed the ssle of its minority imterests
in Cancnie Envirommental Services Corporation aend Grace-Sierra Horticultural
Products Company for tctsl proceeds of $41.3.
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The loss from discontinuned operations in 1992 incladed an after-iax provisicn of
$12.1 relating to the loss associated with the sasle ot Grace’s remaining
Mexican-style restaurant operation. In March 1992, Grace completed the sale of
Gruce Disiribuiion for $97.8 ip cashk und noles.

Operating lossee of Grece’s discontinued operations sabcequent to their
classification as snch were $14.2, $54.6, and $7.2 in 1994, 1993. and 1992,
respectively; these amcunts are consistent with amounts originally estimated and
have been charged against established reserves. Operating results and seles snd
revenues prior to classification as discontinned operations were as follows:

1993 1592
COCOA .
Seles and revemues . . . . . . . . . . . .. .. .... %1421 9 683.5
(Lusy)/ income frum vperatious befure Laaxes (1) . . L $ (5.6) $ 1.8
Income tax bemefit . . . . . . . . . . ... L. 1.0 .4
(Loss)/ income from discontinued operations . . . . . . . $ (4.6) $ 2.2
BATTERY SEPARATORS AND EMS
Selca end revepues . . . . . . . . . . . v v v v ... 8% 938 $ 413.6
Tncome from operations hefore taxes (V). . . . . . . . . % 4.7 §$ 29.1
Income tax pgovisiom . . . . . . . . . . .. ... ... (2.1) (10.1)
Income from discontinued operations. . . . . . . . . . . $ 26 $ 19.0
GRACE ENERGY .
Sales and revenmes . . . . . . . . . . . .., .. .... 8 -~ $266.3
Loss from operations before taxes (L). . . . . . .. . . $ .- 31
Income tax benefit . . . . . . . . . . ... .. L. L. -- 6.6
Loss from discontinuned operations. . . . . . . . . . . . $§ -- $ (4.5
GRACE DTSTRTBIUTTON AND OTHFR
: Seles and revemuwes . . e e e e i e i ... % 1864 3 96.5
Loss from operations before taxes (L). . . . . . . . . . $ (1.7) $ (16.2)
Income tax bepefit . . . . . . . . . . . .. ..., .3 4.4
Loss from discontinned operations. . . . . . . . . . . . $ (1.4) $ (11.8)
Totsl cperating results of dizcontinued operatioms . . . . $ (3.4) $ 4.9
Net pretax loss on disposals of operations . . . . . . . . (127.3) (255.1)
Income tax benefit on disposals of operatviomns. . . . . . . 22.3 88.0

Total loss from discontinned operations. . . . . . . . . . $(108.4) $(162.2)




(1) REFLECTS AN ALLOCATION OF INTEREST EXPENSE BASED ON (a) A RATIO OF THE NET
ASSETS OF THE BUSINESSES CLASSIFIED AS DISCONTINUED OPERATIONS IN THE
SECOND QUARTER OF 1993 AS COMPARED TO GRACE'S TOTAL CAPITAL AND (b) GRACE'S
INCREMENTAL BORROWING RATE APPLIED TO BOTH THE EXPECTED PROCEEDS FROM THE
DIVESTMENT OF GRACE ENERGY AND TO THE NET ASSETS OF GRACE DISTRIBUTION
THROUGH THE DATES OF THEIR RESPECTIVE SALES, ASSUMING THAT AMDUNTS RECEIVED
FROM THE DIVESTMENT OF THESE BUSINESSES WERE USED TO REDUCE DEBT. THE
ABOYE OPERATING RESULTS FCR THE PERICDS PRIOR TO CLASSIFICATION AS
DISCONTINUED OPERATIONS INCLUDE INTEREST EXPENSE ALLOCATIONS OF $2.5 AND
$38.6 FOR 1993 AND 1992, RESPECTIVELY.

Fer financial reporting purposes, the assets, liabilities, results of
operations and cash tlows or Grace Cocoa Associates, L.P. (LP) are included 1n
Grace's consolidated financial statements as a component of discontinued
operations, and the outside investors’ interest in LP is reflected as a mimerity
interest in the Consolidated Balance Sheet. See Note 12 for a further discussion
of LP.



Grace 15 pursulng the divesument O 1(y cocus busiuess. ity remsining BMS
business snd other 1nvesimenis, and eapecls Lo conclude such Lransuclious 1o
1995. Net ussels of Orace's remsrmng discuntinued vperstions (excluding
wtercompuny sssels) al December 31, 1994 ure as follows.

COC0A OTHER TOTAL

Current assets . .. L o . N . § 276.3 $ 21.5 $ 297.8
Properties and equlplent net. . . N . 185.4 38.2 223.6
Investments in and advances to ltﬁhated colplmes RN . - 38.7 38.7
Cther assets . . L e e 42.6 16.7 59.3
Total assets . . . . e o . $ 504.3 $ 115.1 $ 619.4
Current. liabilitres. . . . . . . L. . $ 1R5.6 s 158 $ 201 4
Other noncurrent liahilities . . . . - 8.9 s 82.4
Total liamilitres . . . Lo $ 264.5 ] i9.3 3 2338

Net assets . . . o E . $ 239.8 $ 953 $ 3356

NOTES AND ACCOUNTS RECEIVABLE

Trade receivables., less allowances of $95.1 (1993 . §49.7) e $ 742.0 $ 545.7
Settlements due from insurance carriers - current. . . . . . . . . . . . . . . . 127.0 27.0
Other receivables. less allowvances of 5.1 (1993 - $.6) . . . . . . . . . . . .. 106.7 84.7
$ 9757 $ 657.4
INVENTORIES
Raw and packaging materials. . . . . . . . . . . C [ T V3 $ Ll1.4
In process . . . P P e e 75.3 59.9
Finished products. . . . . . . . . . . . . . .. T e e e 289.5 243.3
General merchandise. . . . .. 62.7 67.¢
Less: Adjustment of certun uanntonu la a lnu 1n/iun. out (LIFO) buu .o (43. 1) (40.6)
$ 5142 $ 441.C
OTIER ASSETS
Prepaid pension coats. . . . oo 0.8 2182 $ 224.2
Patient relationships, less nccuuulued ucrunnon of 3117 2 (1993 - $96.5). . 214.9 196.4
Long-term receivables, less allowances of $20.6 (1993 - $13 4y . .. L 152.3 177.0
Deferred charges . . . . . .. . e 133.3 110.4
Deferred income taxes. . . . . . . . . . . . . . . . ... e e 115.7 175.0




Long-term investments. e P 73.3 104.4
Investments i1n and advances to affiliated companics. . . e PR 56.0 51 4
Patenls and licenses . . - e . - . . S 39.9 33.9
Other. . .. PR e L e . T 76.9 60.3

$ 1,086.5 $1,133.C

During 1994 and 1993, Grace entered into agreements to sell up to $320.0 and
$270.0. respectively, of interests in designated pools of trade receivables. At
December 31, 1994 and 1993, S$296.8 and $263.8, respectively. had been recexved
pursuant to such sales: these amcunts are reflected as reductions to trade
accounts receivable. .

Under the terms of these agreements, new interests in trade receivables are
sold as collections reduce previously sold trade receivables. There 1s no
recourse to Grace. nor is Grace required to repurchase any of the trade
recervahies 1n the pools; if certain trade receivahlex in the poals prave to he
uncollectihle, other trade receivahles are auhstituted (to the extent
availahle) The coxts related to such sales are erpensed ax incurred and
recorded as 1nterest expenxe and related tinancing coits. There were no gains
or loskes on these transfactions.

Inventoraes vslued at LIFO cost comprised 25 2% and 29 0% of inventories st
December 31, 1994 and 1993, respectively. ‘lhe liquidation ot prior years' LIKO
inventory layers in 1%94, 1993, and 1992 did not materaally attect cost ot goods
sold 1n any ot these years.




1994 1993

Land . . . . . . . .. ..o B 52.4 $ 51.3
Buildings. e e e e e e e e e 698.3 636. 1
Machinery, eqnipment and other . . . . . . . . . . . 2,080.2 1,842.5%
Projects under comstruction. . . . . . . . . . . . . 357.4 247.9
Properties and equipment, gross . . . . . . . . 3,228.3 2,777.8
Accumalated deprecistion and amortizatioan. . . . . . (1,498.2) (L,323.7)

Properties and equipment, met . . . . . . . . . $1,730.1 $ 1,454 1

Interest costs have been incurred in conmection with the financing cof certain
assets prior to placing them in service. Interest costs capitalized in 1994,
1993, and 1992 were $9.4, $7.4, and $20.4, rcipectively.

Nepreciation and lesse amartization expense relating to properties and
equipment amounnted to $215.1, $196.1, and $202.1 in 1994, 1593, and 1992,
respectively.

Gracc’'s rental expease for operating leases amounted to $65.8, $63.8, and
$80.0 in 1994, 1993, and 1992, respectively. See Note 11 for information
regarding contingent rentals.

At December 31, 1994, ninimum futore payments for operating leases
were:

1995 . . . . . L ... . .. 00w .. 8 6s.

3
1996 . . .. L L oL oL Lo $5.0
1997 . . . . . . oL 46.2
1998 . . . . . Lo L L oo e 36.0
1999 . . . L L L oL 28.5
Later vears. . . . . . . . . . . . . . .. 66.9

Total minimom lease payments . . . . . . . § 297.9

The above minimum lease payments reflect sublease income of $11.3 per year
for 1995 through 1999 end a total of $38.6 in later years.

Tn 1992, a critical rav material snpplier to Grace's fomed tilica plant in
Bclgion was cffcctively denicd a previously promiscd permit, resulting im the
shutdown of the supplier s plant. As a result, the continued operation of



hodiE ]
o

Grace's plant wonld have required Grace to obtain Other suppliers and or take
other actions requiring significant additional investment. Consequently, Grace
closed its plant and io the third gquarter of 1992 recorded s one-time provision
ot $140.0, retlecting the entire net book vilue ot the tacility and certain
ddditionsl expenses. Grace is continning to seek recovery, through litigation,
for certain losses incurred as a resull of the shuldown ol the plaut and is
actively pursning the sale of the plant's land and buildings.
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9. DEBT
------------- 1994 1993
SHORT- TERM DEBT
Comperciasl paper (3.6% weighted average interest rate
at ycar-cnd 1993) (1). . . . . .. . e e $ -- $ 167.4
Curreat maturities of long-term debt e e e e e e e e e e 166.6 9.1
Other short-term harrowings (2). . . . . . . . . . . . . . . .. 264.3 356 1

LONG- TERM DEBT
Commercisl paper (6.0% and 3.6% weighted average interest

reles al year-end 1994 aud 1993, respectively) (1) . . . . . . $ 5.5 $ 30.8
Bank borrowings (5.8% and 3.6% weighted average interest
rateg at year-end 1994 and 1993, xespectxxely) (1) e e . 103.5 479.6
8.08 Notes Due 2004 (3). . . . . . 300.0 .-
7.4% Notes Dme 2000 (3). . . . . . . . . . .. .. ..o 300.0 300.0
7.75% Notes Dae 2002 (5) . . . . . . . . . .« . . .0 . 150.0 150.0
6.5% Notes Due 1995 (6). . . e 150.0 150.0
Medium-Term Notes, Series A (6 9s wexghted nve:tge
intczest ratc at ycar-cnd 1994) (7). . . e 128.5 --
Sundry indebtedness with various maturities through 2006 e 127.9 72.2
1,265.4 1,182.6
Less current maturities ot long-term debr. . . . . . . . . . . . 166.6 9.1

Full-yeur weighted sversge interest rute on Lotel debt . . . . 5.8% 5.5%

(1) UNDER BANK REVOLVING CREDIT AGREEMENTS IN EFFECT AT YEAR END 1994, GRACE
MAY BORROW¥ UP TO $700.0 AT INTEREST RATES BASED UPON THE PREVAILING PRIME,
FEDERAL FUNDS AND/OR EURODOLLAR RATES. OF THAT AMOUNT, $350.0 IS AVAILABLE
UNDER A 364-DAY CREDIT AGREEMENT EXPIRING AUGUST 31. 1995, AND $350.0 IS
AYAILABLE UNDER A LONG-TERM FACILITY EXPIRING SEPTEMBER L, 1999. AT
DFCEMBER 31, 1994, NO BORROWINGS WERE OUTSTANDTING INDER THESE CREDTT
ACREIMENTS. THESLE AGREDEMINTS ALSC SUPPORT THC ISSUANCE OF COMMERCIAL PAPLR
AND BANK BORROWINGS, $109.0 OF WHICH WAS CUISIANDING Al DHCEMBER 31, 1994
(INCLUDED IN LONG-TERM DEBT ABOVE). AT DECEMBER 31. 1694, THE AGGREGATE
AMOUNT OF NET UNUSED AND UNRESERVED BORROWINGS UNCER THE LONG- TERM AND
364-DAY FACILITIES WAS $591.0. THESE AGREEMENTS REPLACED A CREDIT
AGREEMENT UNDER WHICH $714.6 OF 364-DAY FACILITIES AND $510.4 OF LONG- TERM
FACILITIES HAD BEEN AVAILABLE. GRACE'S ABILITY TO BORRO¥ UNDER THE CURRENT
FACILITIES IS SUBJECT TO COMPLIANCE WITH VARIDUS COVENANTS, INCLUDING
MAINTENANCE OF TOTAL DEBT TO TOTAL CAPITALIZATION AND INTEREST COVERAGE
RATIOS.

(2) REPRESENTS BORROWINGS UNDER VARIOUS LINES OF CREDIT AND OTHER MISCELIANEOUS
BORROWINGS, PRIMARILY OF NON-U.S. SUBSIDIARIES.

(3) DURING THE THIRD QUARTER CF 1994, GRACE SCLD SaO 0.0 OF 8.0 NOTES DUE 2004
AT AN INITIAL PUBLIC OFFERING PRICE OF 99.794% OF PAR, TO YIELD 3.03%.

5
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INTEREST IS PAYABLE SEMIANNUALLY, AND THE NOTES MAY NOT BE REDEEMED PRIOR
TO MATURITY

(4) DURING THE FIRST QUARTER CF 1993, GRACE SCID AT PAR $300.0 OF 7.4 NOIES
DUE 2000. INTEREST IS PAYABIE SEMIANNUALLY, AND THE NOTES MAY NOT BE
REDEEMED PRICR TO MATURITY.

(5) DURING THE THIRD QUARTER CF 1992, GRACE SCLD AT PAR $150.0 OF 7.75% NOTES
DUE 2002. INTEREST IS PAYABLE SEMIANNUALLY, AND THE NOTES MAY NOT BE
REDEEMED PRICR TO MATURITY.

(6) DURING THE FOURTH QUARTER OF 1992, GRACE SOLD 3150.0 OF 6.5% NOTES DUE 1995
AT AN INITIAL PUBLIC OFFERING PRICE OF 99.758% OF PAR, TO YIELD 6.59%.
INTEREST IS PAYABLE SEMIANNUALLY, AND THE NOTES MAY NOT BE REDEEMED PRIOR
TO MATIRTTY.

(7) DURING THE SHCOND QUARTER OF 1993, GRACE BNTERED INIO AN AGREEMEN1
PROVIDING FOR THE ISSUANCE AND SALE FROM TIME TO TIME OF ITS MEDILM- TERM
NOTES, SERIES A (MINS), WITH AN AGGREGATE ISSUE PRICE OF UP TO $300.0. THE
MINS MAY BEAR INTEREST AT EITHER FIXED OR FLOATING RATES AND HAVE MATURITY
DATES MORE THAN NINE MONTHS FROM THEIR RESPECTIVE DATES OF ISSUANCE.
INTEREST ON EACH FIXED RATE MIN IS PAYABLE SEMIANNUALLY, AND INTEREST ON
EACH FLOATING RATE MIN IS PAYABLE AS ESTABLISHED AT THE TIME OF ISSUANCE.

Payment of substantially all of Grace's borrovings may be accelerated, and its
principal borrowing agreements terminasted, upon the occurrence of a default
under certain cther Grace borrowings.

Schcduled matnritics of dcbt outstanding at Deccember 31, 1994 arc:
L1995 - $166.6; 1996 - $388.1; 1997 - $11L.6; 1998 - $5.1; and 1999 - $L3.4.

Interest expense, cxcluding related financing costs. for 1994, 1993, and
1992 amonnted to $86.9, $81.5, and $90.0. respectively. lnterest payments made
in 1994, 1993, and 1992 smounted to $106.1, $102.5, and S166.3, respectively.

A registration statement that became effective in January 1994 covers
$750.0 of debt and/or eqnity secaurities that may be sold from time to time. At
December 31, 1994, $321.5 (including aup o $171.5 of MINs) 1emains availsble
nnder the registration statement.
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LONG - TERM DEBT/ INTEREST RATE AGREFMENTS

To manage its exposnre to changes in interest rates, Grace enters into interest
rate agreements, most of which effectively convert fixed-rate debdt into
variable-rate debt based on the London Intesrbank Offered Rate. At December 31,
1994 and 1993, the notional amounts of outstanding interest rate swaps related
to long-term debt were $1,010.0 and $970.0, respectively. Notional amounts do
not quantify risk or represent assets or liabilities of Grace, but are used in
thc calculation of cash scttlcmcnts under thc agrcements. Management docs not
currently intend to settle any of the agreements prior to maturity.

Grace’s debt and interest rate management objective is to reduce its cost
ot tunding over the long term, considering economic conditicns and their
potential impact on Grace. The strategy emphasizes improving liquidity by
developing end maintaining sccess to a variety of long-term and short-term
capital markets. Grace enters into standard interest rate swaps that have
readily ideantifiable impacts on interest cost and are characterized by broad
markel liguidity.

During 1994 and 1993, Grace reslized positive cazh flows of $10.0 and
$87.0, respectively, from interest rate agreements. Realized gains and losses
on interest rate agreements are amortized to interest expense over a period
relevant to the agreement (1 10 years); at December 31, 1594 and 1993,
onamortized net gains were 3$43.0 and $56.0, respectively. At December 31, 1994
and 1993. Grace would have been required to pay S121.0 and 3$23.0, respectively,
to rctirc thesc agrcements. The maturitics and notional smcunts of thce swaps
closely match underlying debt instruments. This will result in the changes in
the fair valne of swaps heing snhstantially offret hy change: in the fair valune
of the debt. At December 31, 1994 and 1993, the fair value of long-term debt
was $1,070.0 and $1,210.0, sespectively. ‘lhe tair valne of long-term debt 1s
determined by obtaining guotes from financisl institutionsg.

FCREIGN CURRENCY CONTRACTS

Grace enters inlo a variely of foreign exchenge lorward apd option conirscis Lo
manage its exposare to fluctuations in foreign currency exchange rates. These
contracts generally involve the exchange of one currency for another at a future
date. At December 31, 1994 and 1993, Grace had notional principal amounts of
approximately $10.0 and $34.9, respectively, in contracts to bmy or sell foreign
currency in the future. The recorded values at December 31, 1994 and 1993,
which approximated fair valne based on exchange rates at December 31, 1994 and
1993, were not significant.

OTHER FINANCIAL INSTRUMENTS

At December 31, 1994 and 1993, the recorded value of financial instriuments such
as cash, short-term investments, trade receivables and payables and short-term
debt approximated their fair values, based on the short-term maturities of these
instraments. Additionally, the recorded value of both long-term investments and
receivables approximated fair values. Fair value is determined based on
expected future cash flows, discounted at market interest rates, and other
appropriale valualion wmelhodologies.

MARKET AND CREDIT RISKS

Exposaze to market risk on interest rate and foreign currency contracts results
from fluctusticns in interest and currency rates, sespectively, during the
periods in which the contracts are outstanding. The counterparties to Grace's
interest rate swap agreements and cnrrency exchange contracts consist of a
diversificd group of major financial institutions, cach of which is rated
investment grade. Grace is exposed to credit risk to the extent of potential



nonperformance by counterpasties on finamcial instrunent;. Any potentisl credit
exposure does not exceed the fair value as stated above; Grace believes the risk
of incurring lesses due to credit risk is remote.
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Grace is the named tenant or guaranior with respect to certain lease obligations
of previously divested buginesses. The leases, some of which extend to 2014,
have fnture minimum lease payments aggregating $67.3. Grace is alsc the named
tenant or guarantor with respect to lease obligations having fature minimum
lease payments of $35.8, es to which s previonsly divested home center business
had been released in bankruptcy; offsetting this is $35.1 of future minimum
rental income from subtenants. Grace continues 1o sttempt to sublease the
rcmeining propertics and belicves its uliimatc cxposurc is not matcrial.

Girace 13 the named tenant with respect tn lease nhligationk. with fntnre
minimon lease payments of $15.2, that bhave been assigned to Hermans, a
previously divested business. Grace believes its nltimate exposure undes these
leases it not material and that it ic fully indemnified by other parties for any
losses it may incur under these leases.

Grece 1s contingently lisble with respect to lesses entered into by REG’:
subsidieries. Aflter undergoing e« reorganizeiion iu 1993, REG (umow named Femily
Restanrants, Inc.) has agreed to indemnify Grace with respect to these leases.
At December 31, 1994, thege leases have future mininum lease paymeats of $68.3.
Grace believes any risk of loss from these contingent liabilities is remote.

Grece is subject to loss contingencies resulting from environmental laws
and regulations, which, among other things, impose obligations to remove or
mitigate the effects on the environment of the disposal or 1elease of substances
at varioms sitcs. Grace scerucs for snticipatcd costs associated with
investigatory and remediation efforts where an assessment has indicated that &
loss iz prohahle and can he reazonahly estinated. At Decemher 31, 1994, Grace's
liability for environmental investigatory and remediation costs related to
continuing and discontinued operations totalled approximately $216.0, as
compared to $160.0 2t December 31, 1993. The principil reason for this inciease
is due to a chunge in the estimated costs of remediation at & formers
manufacturing site dne to additional required remediation sctivities.
Additionally, e change in the estimsted liability for remediation costs related
Lo 4 previvusly divested business, sy 4 result ol & coure ruling that Gruce is
responsible for a substantial portion of the costs, contributed to sn increase
in the liability; Grace ha: geparately recorded a receivable for the amount
expected to be received from its insurance carriers with respect to this
liability.

In 1994, periodic provisions were recorded for environmental and plant
closure expenses. which include the costs of futnre environmental investigatory
and rcmcdiation activitica. Additionally, in the first quarter of 1994, Grace
recorded a provision of approximately $40.0, principally to provide for future
environmental costx. These pravitions are inclnded in the Congolidated
Statement of Operations ss part of cost of goods sold and operating expenses.
Grace's current balance sheet reserves are considered adequate to cover the
aforementioned liabilities.

Grace's environmental liabilities are reassessed whenever environmental
circumstances become better defined snd/or remedistion effort: and their costs
can be better eslimated. The measurement of Lhe liabilivy iy evalusted
quarterly based on currently available information, including the progress cof
remedia]l investigation at each gite, the current statns of diicussion: with
tegulatory eunthorities regarding the method and extent of remediation at each
site, and the apportionment of costs among potemtially responsible parties. As
some of the previously mentioned issues are decided (the outcome of which is
sobject to various uncertainties) and/or new sites are assessed and costs can be
reasonably estimated, Grace will continne to review and analyze rthe need fonr
additicnel eccimels.



Minority interesi comsisis of a limited partmer interest in LP. The totsl
caprial of LP ut December 31, 1994 was $1,473.2. LP's assels cunsist of Gruce
Cocoa’s worldwide cocoa and chocolate business, long-term notes and demand loans
due frem various Grace emtities and guaranteed by W. R. Grace & Co. and 1ts
principal operating subsidiary, and cash. Grace had $368.1 of borrowings from
LP at December 31, 1994. Founr Grace entities serve as general partners of LP
and own general partner interests totalling 79.034 in IP; the sole limited
partner of LP, which initially acquired 1ts interest in LP in exchange for a
$300.0 cash capital contribntion ($297.0 of which was funded by ontside
investeri), owns a 20.974 limited partncr intercst in IP. LP is a scparatc and
distinct legal entity from each of the Grace entities and has separate assets,
liahilities, hnciness fanctions and operations. Fnr financial repnrting
purposcs, the assets, liabilities, resolts of operations and cash flows of LP
are inclonded 1in Grace s consolideted tinancial statements as a component ot
discontinued operations and the outside investors’ interest in LP is reflected
as & minority interest.

.



The weighted average tumber of shares ol common scock outsianding durang 19%4
was 93,936,000 (1993 - 91,461,000: 1992 . g9,543,000).

W. R. Grace & Co. is authorized to issue 300,000.000 shares of common
stock. Of the common stock unissued at December 31, 1994, approximately
11,214,000 shares are reserved for issuance pursuant to stock options and other
stock incentaves. In addition, at December 31, 1994, approximately 105,297,000
shares were reserved for issuance under Cosmmon Stock Purchase Rights (Rights).

A Raght 1s 18sued for each outstanding share of comson stock; the Rights are not
and will not become exercisable unless and until certain events occur, and at no
time will the Rights have any voting power.

Preferred stocks authorized, issued and outstanding are:

Shares as of Decemher 31, 1994

Authorized In Out-
and Issved Treasovry standing
6% Cumulative (1) 40,000 3,536 36 464
8¢ Cumulative Class A (2) 50,000 33,644 16.356
88 Noncumulative Class B (2) 40, 000 18,415 21.5858

Par value of
Shares Qutstanding

(1) 160 YOTES PER SHARE.
(2) 16 VOTES PER SHARE.

Dividends paid on the preferred stocks amounted to $.5 1n each of 1994,
1993, and 1992.

The Certificate of Incorporation also authorizes 5,000,000 shares of Class
C Preferred Stock. $1 par value, none of which has been issued.

1994 1993 1992

$3.6 $3.6 $3 6

16 1.6 1.7

2.2 2.2 2.2

$7.4 $7.4 $7.5
1992

Average

AVIRAGE Average




EXERCISE

Number

of Shares

Exercise

Number
of Shares

Exercise

Balunce
Oplivus

Options
Options

Balance

at begamuing ol year .
grunted. PN

exercised.

1erminated or canceled .

at end of vesr .

6,965,304
1,358,300

(606, 444)
(104,872)

6,305,187

1,461,425

7.826,612
(683,255
(178,053)

6,112,248
1,445,300
7.557.548
(1.132.863
(59,498
6,365,187

At December 31. 1994, options covering 5,633,761 shares (1993 - 5.0356,256;
1992 - 4,025,840) were exercisable and 3,547,094 shares (1993 - 1,804,122; 1992
- 3,0R7.994) were availahle for additinnal grants.
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Grace maintaine defined benelii pension plsns vovering employees ol ceritaan
units who meet age and service requirements. Benefits are generally based on
final average salary and years of service. Grace funds its U.S. pension plans
in accordance with federal laws and regulations. Non-U.5. pension plans are
funded under a variety of methods because of differing local laws and customs
and therefore cannot be summarized. ApproXxamately 60% of U.S. and non-U.5. plan
assets at December 31, 1994 were common stocks, with the remainder primarialy
fixed tncome securities.

Pension (benefit)/cost 1s comprised of the following components.

Service cost on benefits earned during the year. . . . . $ 256 % 134 % 176 § 95 ¥ 111 § 94
Interest cost on benetits earned in prior years. . . .. 49 .8 19.2 36.3 17.1 317 16 5
Actual loss/ (return) on plian assets. . . . . . . . . . 17.9 106 (108.2) (56.7) (20 9) (30 6)
Deterred (loss)/gain on plan assets. . . . (89.5) {37 &) 58.1 36.0 {30 5) v s
Anortization ot net gains and prior service costs . . 7.7 i1.6) {5.3) (L.7) (8 4) (s S)
Net pension (benefit)/cost e e Lo L. $ (3.9 8 4.3 S (7
The funded status of these plans was ss follows:
1994 1993
u.s NON-U.§. u.s Non-U. §

Actunrial present value of benefit obligation:

Vested . . . . $ 575.2 $171.4 $ 614.2 $ 172.6
Accumulated bencfit obligation . . . . . . . . . . . . .. . .. $ 579.8 $ 179.7 $ 620.0 $ 182.2
Total projected benefit obligstion . . . . . . . . . . . . .. $ 636.7 $ 240.3 $ 691.4 $ 263 4
Plan ssscts at farr value. e e e . 751.6 268.3 836.4 270.1
Plan asscts in excess of projected benefit obligation. . . . 114.% 28.0 145.0 6.7
Unamortized net gain at initial adoptiom . . . . . . . . . . . . (83.%) (3.8) (96.1) (6 4)




Lnamortized prior service cost . . - - - - . . . L L. . 4.0 34.8 42
Larecognized aet loss/ (gaia) . . . - . A L . (13.0) 47.6 9

Prepaid pension cost ., | PR A .. . $ 15.2 (1) $131.3 $ 54(D

(1) INCLUDES $70 3 IN 1994 AND $66.0 IN 1993 OF DEFERRED PENSION CDSTS.

The following significant assumptions were used in 1994, 1993, and 1992:

Discount rate at December 31.. . . . 8.5% 5.0 - 12.0¢ 7. 5% 45 - 9.2% 8.0% 6C . 12 0
bExpected long-term rate ot return. . . . PRY 6.0-105 9 ¢ 60 - 10.5 9.0 6C-110
Rate ot compensation increase . 5.5 4.0 . 7.5 5.8 3s5-. 7.5 60 3.5- 758

Grace's Retirement Plan for Salaried Bmployees (Plan) contains provisions
under which the Plan would automatically terminate in the event of a change in
control of W. R. Grace & Co. and Plan benefits would be zecured through the
purchase of annuity contracts. Upon such terminatvion, s portion of the Plan's
excess assets would be placed in an irrevocable trust to fund various emplcyee
benefit plans and srrangements of Grace, and any balance would be returned to
Grace.




Gruce provides cerisin other pusiretirement heslih care spd life insurance
benefits for retired employees of specirfied U.S. Units. These retiree medical
and life insurance plans provide various levels of benefits to employees
(depending on their date of hire) who retire from Grace after age 55 with at
least 10 years of service. The plans are currently unfunded

Bffective Jamuary 1, 1992, Grace adopted SPAS No. 106, which requires the
accrual method of accounting for the future costs of postretirement health care
and life insurance benefits over the employees’ yecars of service. The “pay as
you go* method of accounting, used prior to 1992, recognized these costs on a
cash basis. The adoption of SFAS No. 106 on the immediate recognition basis,
concurrent with the adoption of SFAS No. 109, resulied in a charge to 1992
earnings of $190.0, net of $98.0 of deferred income taxes. In addition, the
application of SFAS No. 106 resulted in a decrease of $5.1 1n 1992 after-tax
earnings from continuing operations. Grace's cash flow, however. is unaffected
by implementation of SFAS No 106, as Grace continuer to pay the coses of
postretirement henefits as they are incurred.

Tncluded 1n noncurrent liabilitiex as of December 31, 1994 and 1993 are the
following:

Accumulated postretirement benefit obligation:

Retirees. . PR PR R . $192.6 $168.9
Fully eligible participsnts . . . . . . . . . 12.1 36.9
Active ineligible participants. . . . . . . . | . 26.3 38.3
Accumulated postretirement benefit obligation. . .. 231.0 244.1
Unreccgnized net toss . . . . . . . . . . . . .. {28.5) (40.7)
Unrecognized prior service benefit. . . . . N 48.6 52.9
Accrusd postretirement benefit obligation. . . . . . . $251.1 $256.3

Net periodic postretirement benefit cost for the years ended December 31,
1994, 1993, and 1992 is comprised of the fcllowing components:

Service cost . . . L . L L Lo $
Interest cost on accumulated postretirement benefit obligation .




Amortization of net loss . L T .- . . 1.2 2
Amortization of prior service benefac. . . . . . . . - A “4.3 . (L9
Net periudic pusiretirement benelit cost . Lo . . e . $15.2 . $175

As a result of classifyiny certain operations as discontinued, Grace
recognized reductions in the accrued postretirement benefit obligaction of
approxamately $16 6 and $23.5 1n 1993 and 1992, respectaively, which are
reflected in the reserve for discontinued operatlions.

During 1992, Grace’'s retiree medical plans were amended to increase cost
sharing by employees retiring after January 1, 1993. This amendment decreased
the accumulated postretirement benefit obligation by $48.6 at December 31, 1994
and will be amortized over an average remaining future service life of
approxinately 12 years.

Medical care cost trend rates were projected at 10.9% in 1994, declining to
6.0% through 2002 and remaining level thereafter A one percentage point
increase 1n each year's asrsumed medical care cost trend rate. holding all other
asgunpriong constant, would increase the annual net periadic postrerirement
henefit cast hy $3.0 and the accumulated pogtretirement henef:t nhlitgation by
$I1R. 7. The digrcount rater at December 31, 1994, 1993, and 1992 were § 5%, 7.5%.
and 8.0, respectively.

titrective January 1, 1994, Grace adopted SKAS No. 112, ‘tmployers’
Accounting tor Postemployment Henetits.’ which requires accrual accounting tor
non-accumulating postemployment benetits. Grace's primary postemployment
aobligation 18 tor disabled workers’' medical benet:its. ‘These are currently
included in accrued postretirement costs under SFAS No. 106 ‘The adoption ot
SFAS No. 112 did not have a material efiect on Grace'’s results of operations or
financial position.




INDUSTRY SEGMENT INFORMATION

Grace is a global producer of specielty chemicals and holds a lesdegship
positicn in specialized health care services and products. The tables below
present information related to Grace's two industiry segments for the years 1994
-1992. Intersegment sales, eliminated in consolidation, are nominal and are not
disclosed separately.

Specialty Healith

Chemicals Care Total

Sules snud Revenues . . . . . . . . 1994 $3,218 $1,875 $5,093
1993 2.895 1.513 4,408

1992 3,062 1,275 4,337

Pretax Operating Income {(1). . . . 1994 338 249 587
1993 234 194 478

1992 299 126 425

Idcntifiaeble Asscts. . . . . . . . 1994 2,364 1,735 4,099
1993 1,996 1,297 3,293

1992 1,893 N6 2,799

Capital Expenditures . . . . . . . 1994 329 86 415
1993 209 80 289

1992 224 52 276

Depreciation and Amortization. . . 1994 148 94 242
1993 138 78 216

1992 151 65 216
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INFORMATION ABOUT PORBIGN OPERATIONS

The table beluw pruvides informstion periaining Lo Grace's operaiivus by
geographic ares.  Asiw Paucific and Latin America are included in Other

United
States Canada Burope
Sales and Revenues . . . . . . ‘1994 $3.309 $122 $1.058
1993 2,855 124 93z
1992 2,721 131 1.08¢
Pretax Operating Income (1) . . . 1994 423 9 74
1993 365 7 47
1992 291 .- 78
Tdentifiable ARgetra. . . . . . 1994 2,468 82 1,026
1993 2.063 R2 753
1992 1,669 78 772
Pretax operating income and total identitiable sssets tor both segment and
geographic results are reconciled below to income rrom continuing operations
before i1ncome taxes and consolidated total assets, respectively, as presented in
the Consolidated Statement of Operations and Consolidated Balance Sheet.
Capital expenditures and depreciation and amortization expense are reconciled
below to the respective amounts presented in the Congsolidated Statement of Cash
Flows. Grace allocates to its industry segments general corporate overhead
sxpenses, general corporate research expenses and certain other income and
expense 1tems that can be identified with segment operations
1994
Pretax operating income. . .. T e . $ 587
Interest expense and related immcmg couu . . . e e e e {110y
Provision relating to asbestos-related insurance covcngm . . e (316)
Provision relating to a fumed silica plant . .. . e .-
Other {expenses)/income, net . . . . . . . . . . P e {22)
Income from continuing operaiions before income taxes. . . e $ 139

Other Total
$604 $5,093
497 4.408
404 4,337

81 587

59 478

59 425

523 4.N99
395 3,293
283 2,799
1993 1992

$ 478 $ 428
(84) (100
(159) .-
.- (140}
(14} 8

$ 221 $ 193

Idcntifiable asscus, . . e o e $4.099
Asbcstos-related insurance reccxvublc e e e 513
General corporate assets (2) . . . . . . . . .. . . . .. e e 1,283
Discontinued operations' net asscts. . . . . . . . . . . . e 336
Total assets . . e e e e e e L P $6.231

$3.293 $2.799
962 -
1,093 1,235
761 1,565




Capital expenditures - . . . -
General curporule eapenclitures . . .
Discunlinued gperativng’ expendiiures.

Totsl cupilal expenditures

Depreciation and amortization. . e
General corporate deprecistion and amortization

Total depreciation and amortization.

(1) 1993 AND 1992 AMOUNTS HAVE BEEN RESTATED TO INCLUDE THE ALLOCATION TO
INDUSTRY SEGMENTS OF GENERAL CORPORATE OVERHEAD EXPENSES, GENERAL CORPORATE
RESEARCH EXPENSES AND CERTAIN OTHER INCOME AND EXPENSE ITEMS TO CONFORM TO
THE 1994 PRESENTATTON.

(2) GRNERAI, (DRPORATR ASSRTS PRINCIPALLY TNCIINR DRFRRRFD TAX ASSETS, DRPFRRRED
PENSTON ASSETS AND (DRPORATE RRCEIVARIES AND TNVRSTVRENTS
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QUARTER ENDED 1Q
1994

Specialty Chemicals. $ 675.4
Health Care. 401.4

Total sales and revenues. . . $1.076.8
Cost of goods sold and openung expemel. 680.6
Net income/ (loss). . . 38.2
Earnings/ (loss) per ahare (l)

Net earnings/ (108g) b 41
Pully diluted earnings per share:

Net earninga . s .40
Dividends declared per common share. $ .38
Market price ot common stock: (2)

High 3 46 1/2

Low 40 3/8

Close 41 1/4
1993 (5)

Specialty Chemicals. $ 648.1
Health Care. 338.1

Total sales and revenues. . . 986.2
Cost of goods sold and operating exp:nlu. 592.4
Income/ (loss) from continuing operations . 31.7
Loss from discontinued open:iont. (3.4)
Net income/ (loss) .. 28.3
Earnings/ (loss) per ihuc 1)

Continuing operstions $ .35

Net earnings/ (loss) . .31
Fully diluted earnings per share:

Continuing operations $ .34

Net earnings. .30
Dividends declared per common share. $ .35
Market price of common stock: (2)

High. e $ 40 1/8

Low . 36 3/4

Close . 38 172

Q
s 782.9
454.0
$1,236.9
721.8
(134.3) (3
s (143)
s (@)
s .35
3 43
a4
9 U8
s 729.9
364.2
$ 1,094.1
644.1
$3.9
(105.0)
(51.1)
s .60
{.57)
s Y
- (W
s .35
s 40 5/8
38 12
40 1/2

3Q
s 818.S
491.2
$ 1.306.7
755.4
76.0
s 21
3 ®0
) 35
$ 42 U8
38 1/4
a1 12
s 7347
401.4
$ 1,136.1
660.1
(236.4) (6)
(236.4)
$  (2.56)
(2.56)
) W
4)
$ 35
$ 41 1/4
34 5/8
34 5/8

«Q
$ 944 4
328 $
$1.4729
797 4
103 4
$ 1o
3 1 09
3 .38
) 41 /%
36
38 5/8
$ 7829
409.1
$1,1920
719.1
285.2 (7)
285.2
s 3.08
3.05
H 3.03
3.03
$ .35
$ 40 5/8
34 3/4
40 5/8

(1) PER SIIARE RESULTS POR TIHE FOUR QUARTERS DIFFER FROM FULL-YEAR PER SIIARE
RESULTS, AS A SEPARATE COMPUTATION OF EARNINGS PER SIIARE IS MADE POR EAQI
QUARTER PRESENTED. TIE DIFFERENCE IN 1993 IS PRINCIPALLY DUE TO TIIE
CONYERSION IN TIIE TUIRD QUARTER OP OUTSTANDING DEBT INTO APPROXIMATELY 2.8

(2)

MILLION SHARLS OF COMMON STOCX.

PRINCIPAL MARKET: NIW YORK STOCK LEXCHANGE.




(3)
(4)
{5)
(6)

(7

INCLUDES A $200.0 REINSTATEMENT OF THE PRCVISION RELATING TO ASBESTOS-
RELATED INSURANCE COVERAGE .

NOT PRESENTED AS THE EFFECT IS ANTI-DILUTIVE.

CERTAIN AMOUNIS HAVE BEEN RECLASSIFIED ‘10 CONFORM 10 IHE 1994 PRESENIATION.
INCLUDES A $300.0 PROVISICGN RELATING TO ASBESTOS-RELATFD INSURANCE
COVERAGE.

INCLIDES A $200.0 REVERSAL OF THE $300.0 PROVISION RELATING TO ASBESTOS-
RELATED INSURANCE COVERAGE.



Sales and Revenues

Pretax Operating Income (1)

1994
UNITED STATES/CANADA
Specialty Chemicals. A $1,679
Health Care. . PR A 1,752
Total. P F N 3,431
FUROPR
Spectalty Chemicals. 956
Health Care. 102
lotal. . . . . Coe AN 1,058

ASLA PACLKIC

131

18

Specialty Chemicals . . . N 366
Health Care. . . e e 12
Total. 378
LATIN AMERICA

Specialty Chemicals. . . . A 217
Health Care. . . C . 9
Total.

SUBTOTAL . . . . . . . . . R 5,093
Divested Businesses. . -

TOTAL CONTINUING OPHRATIONS. . . . $5,093

1994 (2 1993 (3
5192 $18%
240 183
432 372
69 3R
5 9
74 47
56 44
2 2
58 45
21 13
2 ..
23 13
587 478
$587 $478

400

(1) AMOUNTS HAVE BEEN RESTATED TO CONFORM TO THE 1994 PRESENTATION ON A PRETAX
BASIS AND INCLUDE THE ALLOCATION TO INDUSTRY SEGMENTS OF GENERAL CORPORATE
OVERHEAD EXPENSES, GENERAL CORPORATE RESEARCH EXPENSES AND CERTAIN OTHER

INOOME AND EXPENSE ITEMS.

(2) EXCLUDES A $316 PROVISION FOR ASBESTOS-RELATED INSURANCE COVERAGE.
(3) EXCIUDES A $159 PROVISION FOR ASBESTOS-RELATED INSURANCE COVERAGE
(4) EXCLUDES A $140 PROVISION RELATING TO A FUMED SILICA PLANT IN BELGIUM.




Depreciation and

Capital Expenditures Net Fixed Assets Lease Amortization (1)

1994 1993 1992 19394 1993 1992 1994 1993 1992
OPERATING GROUP
Specialty Chemicals. . . . . $329 3209 $200 $1,262 $1.049 $ 975 $144 5135 $131
Health Care. . . PN 86 80 52 324 271 221 56 45 33
Subtotal . . . . e 415 289 252 1.586 1,326 1,196 200 181 169
Generat Corparate . . R 30 21 34 144 128 102 18 15 13
Total Continuing Operations 445 kil 286 1,730 1,454 1,298 218 196 184
Divested Rusinerzes. . -~ .- 24 -- .- 4 - .. 18
Dikrcontinued Dperations. .- - R8 .- .- 406 .
Total. . . . . L . %448 $310 $398 $1.730 $1,454 $1,708 $215 $196 $202

GEOGRAPHIC LOCATION

tnited States and Canada . $272 $194 3156 3 994 § 854 $ 757 $129 $117 $108
Burope . . . . . e 86 68 80 421 351 342 55 49 49
Other Areas. . . . . . . . . 57 27 16 171 121 97 16 15 12
Subtotal . . . . R 415 289 252 1,586 1,326 1,196 200 181 169
General Corporate. . . . . 30 21 34 144 128 102 15 15 [&3
Total Continuing Operations. 445 310 286 1,730 1,454 1,298 215 196 184
Divested Businesses. . . . -- .- 24 . .. 4 . .. L8
Discontinued Operations. . - .- 88 - -- 406 .. .. ..
Total. . . . . . e $445 $310 $398 $1,730 $1,454 $1.708 $215 $196 $202

(1) CERTAIN 1993 AND 1992 AMOUNTS HAVB BEEN RECLASSIFIED TO CONRORM TO THE 1994
PRESENTATION.
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. - —_ - - - -ty

1594 1992 1992 1991 1990
STATEMENT OF OPERATIONS
Sales and revenues . . . . Lo L $5.093.3 $4.408.4 34 .337.0 $4.386.6 $4,309.7
Cost of goods soid and openung expemeu e 2.954.9 2,.615.7 2,581.7 2,629.0 2,684 4
Deprecistion and amortization. .. . P 260.7 234.6 232.1 241.5 227 2
Interest expense and related nnmcmg cosu .. R 109.9 84 .4 99.8 126.6 138 6
Research and development expenses. . . . . . . . . . . . . 132.4 135.0 130.0 128.1 125 4
Income IZrom contimuing operations
before income taxes . e 139.1 (3) 221.2 (4) 192.5 (S) 334.2 272 1
Provision for income taxes BN 55.8 86.8 134.8 132.5 97 5
Income Irom continuing openuonl before specul uen (2) 283.3 234 4 202.8 198.2 174 6
Tncome from continuing operations. . . 3.3 134.4 57.7 201 7 174 6
(toge)/ 1ncome from diccontinued cp:ranm\s Lo .. . .- (108.4) (162.2) 16 9 28 2
Cumulative effect of accounting changes. .o . . . .- {190.0) .- .-
Net. income/ (1oan) . . . P . . .o 83.3 26.0 (294.9) 218.6 202 &
- FINANCLAL POSITION
Current assets . . . . . . . $2,228.9 $2.077.6 $2,091.4 $1,990.0 $2,380 1
Current liabalities. NN . . N PN 2,231.5 1,992.6 1,639.6 1.622.1 1,680 1
Properties and equipment, net. . o . 1,730.1 1.454.1 1,707.9 2.558.2 2,462 1
lotal assets . 6,230.6 6.108. 6 5,598.6 6,007.1 6,226 5
Total debt . . . - . 1,529.7 1,706.1 1,819.2 2.259 4 2,285 9
Shareholders' equity - common stock. 1,497.1 1,510.2 1,537.5 2,017.7 1,905 ¢
DATA PER COMMON SHARE
Earnings from continuing operations before special items (2) § 3.0! $ 2.56 $ 2.26 $ 227 $ .03
Earnings from continuang operations. . . . . . . . . . . . .88 1.46 .64 2.31 2.03
Cumulative effect of accounting ch:ngcl PPN e .. -- (2.12) .- -
Earnings/ (loss). e e oo e e e .88 .28 (3.29) 2.50 2.36
Dividends. . . . e e e e RN 1.40 1.40 1.40 1.40 1.40
Book value . . . e 15.91 16.16 17.10 22.77 22.14
Average common lharu out.uandmg (Tl-llJSAPDS) e 93,936 91.461 89,543 87,236 85,879
COTHER STATISTICS
Dividends paid on common stock . . . . . . . . . . . .. $ 131.5 $ 1279 $ 125.4 $ 122.0 $ 1202
Capital expenditures . . . e T 444.6 309.¢ 398.4 447.0 513 7
% Total debt to total cupxul e Lo 50. 4% 52.9% 54.10 52.7% 54 4¢
Common shareholders of record. . . . . . . . . . . . . .. 18,501 19,358 20,869 21,949 23,327
Common stock price rangs . . . . . . . . . . . . . .. .. 46 1/2-36 41 1/4-34 5/8 45-32 40 3/4-23 3/8 33 §5/8.17
Mumber of employees - continuing : R
apersticna (THOUSANDS). e e e 37.9 34.0 32.8 32.9 342

(1) CERTAIN PRIOR YEAR AMOUNTS HAVE BEEN RECLASSIFIED TO CONFORM TO THE 1994
PMRESENTATION.

(2) BEXCLUDES PROVISIONS OF 5200.0 AND $100.0 IN 1994 AND 1993, RESPECTIVELY,
RELATING TO ASBESTOS-RELATED INSURANCE COVERAGE, AND IN 1952 A $140.0
PROVISION RELATING TO 5 FUMED SILICA PLANT IN BELGIUM AND AN INCREMENTAL
CIIARGE OF $5.1 FOR POSTRETIRBMENT BENBFITS PRIOR TO PLAN AMENDMENTS, AND A
STRATOGIC RESTRUCTURING GAIN OF $3.5 IN 1991.

(3) INCLUDES A $316.0 PROVISION ROLATING TO ASBESTOS-RELATED INSURANCE




(4)
(5)

COVERAGE.

INCLLDES A $159.0 PROVISICN RELATING TO ASBESTOS-RELATED INSLRANCE
COVERAGE.

INCLUDES A $140.0 PROVISIUN RELATING 10 A FUMED S1LICA PLANIT IN BELGIUM.



MANAGEMENT' S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL
CUNDLLION

REVIEY OF OPERATIONS

OVERVIEW
Sales and revenues increased LG% in 1994 over 1993, a3 compared 10 &n increase

of 2% in 1993 over 1992. Excluding businesses divested in 1992, 1993 sales and
revenaes increosed 8% as compared to 1992. ’

Income from continuing operations in 1994 increased 21%, to $283.3 millionm,
as comparcd to 1993, cxcluding non-cash charges of $200 million end $100 million
after taxes ($316 million and $159 million pretax) recorded in 1994 and 1993,
respectively, to reflect a rednction in i1nsurance coverage for ashestnR prnperty
damage lawsuits and claims. In 1992, Grace closed its fumed silica plant in
Belgion and recorded a ome-iime provision ot $140 million, representing the
entire net book value of the facility and certain additional expenses.

Excluding the asbestos and fumed silica charges, income from continuing
operations for 1993 increased 19%, to $234.4 million, over 1992 (including
businesses divested in 1992).

For all periods presented, the Consolidated Statement of Operations has
been restated to reflect the classification of certein businessgec asc
discontinued operations, as discussed in Note 6 to the Consclidated Financial
Statements.

SPECIALTY CHEMICALS

Sales and revenues increased 11% in 1994 as compared to 1993, reflecting
favorable volamec, pricc/product mix and currcncy trensletion varisanccs cstimated
at 9%, 1% and 1%, respectively. Volume increases were experienced by all core
prodnct lines. Packaging volnme increases were dne to higher sales vnlnnes of
bags, films and laminetes im all regions. The volaume increases in construction
products were due to the acquisition o1 construction chemicals busimnesses in the
first quarter of 1994, improved construction markets in North America and
Eusope, and improved seles of waterproofing materials in North America. Water
treatment volume increases were due to market share gains in Latin America and
North America in the water treatment chemical: bugineis end improving conditions
in the paper industry process chemicals business iu Europe. The volume
increases in container were due to increased sales of can sealing products in
Asia Pecific. Catalyst and other silica-based products volume increases were
due to strong sales of dentifrice silica in North Americe and market 3hare gains
in Eurcpe, improved polyolefin catalyst sales as a result of improved market
conditions in Europe and Asia Pecific, and improved volumes in fluid cracking
catalysts in Europe and Asia Pacific, partially offset by a decrease in flnid
cracking catelyst volume in North America as & result of customers cracking
better quality crude (rcquiring fower cavalysts) and an incicasc in customes
maintenance shutdowns in 1994.

Operating income before taxes increased by 19% in 1994 compared to 1993.
North American results in 1993 were positively attected by stromg growth 1n
construction and packsaging, meinly dne to the volume increases noted above,
partially offset by reduced profitability in fluid cracking catalysts due to the
volume decreases noted above. European results improved significantly versus
1993, primarily due to improvements in fluid cracking and polyolefin catalysts
and consiruclion producis (due Lo the voluse ipcresses noted above), purtially
offset by costs associated with streamlining European packaging, water treatment
and conteiner cperations. In Asia Pacific, favorable retults were achieved
versus 1993, primarily in fluid cracking and polyolefin catalysts and container
(due to the volume incieases noted above). Latin American 1994 results improved
versus 1993, primarily dne to incressed profitability in packaging (due to
increased voluomes in bags, films and laminates3). Latin American resalts also
henefited from improved economic conditions in Rrazil; hawever, this was
partially offsct by thc develuation of the Mcxican pcso in late 1994,



Excluding siles and revenues and operating income before taxes of
businesses divested in 1992 and the fumed silica provision referred to above,
sales and revenues incieased by 3%, and operating income before taxes increased
by 4%, 1in 1993 as compared to 1992. 1bhe increase in sales and revenues
reflected favorable volume and price/product mix variances estimated at 64 and
2%, respeclively, oflset by an unfavorable currency trapsletion varisnce
estimated at 5%. Volume increases occurred in 1993 in packaging. water
treetment, ifloid crecking catalysts and silici products, and construction
producis. North Americanm results significantly improved in 1993, as strong
grovth occarred in packaging, fluid cracking catalysts and silica piodacts, and
construction prodncts, due mainly to strong volume increases. European results
for most product lines were adversely affected by recessionary conditions,
leading to reduced profitability, however, res3ults for European flaid cracking
catalysts and silice producis improved, primarily duc to incrcescd volumes
achieved following the withdrawal of certein competitors from this market in
1992, Tn Asia Pscific, favorahle resnlts were achieved, primarily in packaging
and fluid cracking catalysts and silica products. In Latin America, results
were down, primarily dome to the costs ot integrating the operations ot a new
wvater treatment business, partially offset by favorable resnlts in packaging.

HEALTH CARE

Sales and revenues for 1994 increased by 244 over 1993, due to increases of 23%
aud 47%, respeciively, in kiduey dislysis services snd home healih care
operations, partially offset by a decrease of 7% in medical products revenumes.
The decrease in medical products operstions reflects a decline im bloodline
sales resulting from import alerts issued in the 1993 second gquarter (see
discussion below). 1994 results for kidney dialysis services reflect
acquisitions during 1994, and home health care operetions include the results of
Home Nutritional Services, Inc. (HNS), a national provider cf home infusion
therapy services acquired im April 1994. The number of centers providing
dialysis and rclatcd scrvices incrcascd 18%, from 501 at ycar-cnd 1993 to 590 at
year-end 1994 (526 in North America, 32 in Europe, {5 in Latin America and 7 in
Agia Pacific).



Operating income before taxes increased by 28% in 1994 over 1993. All
health care bnsinesses benelited trom acquisitions made 1n 1993 and 1994,
continued expansion inside end outside the U.S., and continued improvements in
cust conlrols, vperating eflicviencies snd/or capacity utilication. These
favorable resnlts were partially offset by the costs of improving and expanding
quality ssgurance systems for medical product:s menafacturing operations (see
discussion below).

Sales and revenues for 1993 increased by 194 over 1992, due to increases of
18%, 36% and ll%, respectively, in kidney dialysis services, home health carze
and medical products operations. Operating income before taxes in 1993
incrcascd by 55% over 1992, rcflecting the continmncd growth of all hcalth carc
businesses, as well as improvements in cost controls, operating efficiencies and
capacity ntilization. Tn addition, resnltr for 1992 incinded costs related to
previously repcrted long-term incentive agreements with certain health care
executives.

Io 1993, the U.S. Food aad Drug Administration (FDA) issued import slests
with respect to {1) hemodialysis bloodlines manufactured at the plant of
Netional Medical Care, Inc. (NMC), Grace's principal health care sobsidiary,
luocated in Reynoss, Meaico snd (2) hemodialyzers manufociured in NMC's Dublimn,
Ireland facility. Products subject to FDA import alerts may not enter the U.S.
unti1l the FDA espproves the quality assurance systems of the facility at which
such products are mannfactured. In Janoary 1994, NMC entered into a conseat
decree providing for the resumption of importation of bloodlines and
hemodiolyzers following certification by NMC that the relevant fecility complies
with FDA regulations and successful completion of an FDA inspection to veriiy
such compliance. The consent decree also requires NMC to certify and maintain
compliancc with epplicablc FDA manufacturing rcquircments at all of its U.S.
manufacturing facilities. NMC submitted all required certifications for its
11.S. and non-1J.S. facilities in accordance with the timetahle specified 1n the
consent decree, and the bloodline import alert was lifted in March 1994. The
Dublin hemodialyzer manutacturing tacility was inspected by the FDA 1n December
1994, and NMC anticipates completion of all remaining corrective actions in the
second quarter of 1995. No fines or penalties have been imposed on NMC as o
result of any of the FDA's actions or in connection with the consent decree.
Neither the import aslerts nor previously reported recalls of certain NMC
producis have had, or wre eapecled to have, s muierial elfect ou Gryce's resulls
of operations or fimancial position.

STATEMENT OF OPERATIONS

OTHER INCOME

See Note 4 to the Consclidated Financial Statements for information relating to
other income.

INTEREST EXPENSE AND RELATED FINANCING COSTS

Tnterest expense and related financing costs increased hy 308 in 1994 versns
1993, primarily due to higher average short-term interest rates, coupled with an
increase 1n related tinancing costs. ‘

Grace's debt and interest rate mapagement objective is to reduce its cost
of funding over the long term, considering economic conditions and their
potential impact on Grace. The ttrategy emphasizes improving liquidity by
developiug wnd maintaining wccess Lo o variely ol long-iterm soud shosi-lers
capital markets. To manage its exposure to changes in interest rates, Grace
enters into interesti rate agreements, moett of which effectively convert fixed-
rate debt into variable-rate debt; these agreements have readily identifiable
impacts on interest cost and are characterized by broad market liguidity. See
Note 10 to the Consolidated Financicl Stetements for furthe: informotion on
interest rate agreements.

Scc "Finamcial Condition: Liquidity and Capital Rcsources” bclow and Notc
9 to the Comsolidated Financial Statements for information on borrowings.



RESEARCH AND DEVELOPMENT EXPENSES .

Rescarch and development spending decreased by 2% in 1994 versus 1993, In 1994
and 1993, approximately 32% and 78%, respectively, ol research and development
spending was directed toward Grace's core specialty chemicals and health care
businesses.

INCOME TAXES

The effective tax rate was 40.1% in 1994 versus 39.2% in 1993. The higher
effective tex rate in 1994 was due to certain foreign exchange losses that
provided no tax benefit end to increased stete aand local income taxes, partially
offset by lower taxes on foreign operations. Grace recognized a valmation
allowance for deferred taxes in 1992 which has been adjusted to reflect
subscquent cvents. Thc valuation allowancc rclatcs to umccrtainty ss to the
realization of certain deferred tax assers, including U.S. tax credit
carryforwards, state and local net operaring loss carryforwards and net deferred
tax asscts, and net operating loss carryforwards im certain foreign
jurisdictions. Based upon anticipated tuture results, Grace has concluded,
after considerstion of the valuation allowance, thaet it is more likely than not
that the net deferred tax asset balance will be realized.

In the third quarter of 1993, Grace recorded the effects of the Omnibus
Budget Reconciliation Acl of 1993 (OBRA), which wys euscied in August 1993,
Among other things, OBRA increased the maximum U.S. Federal corporate tax rate
to 358 (from 34%), effective Janmary L, 1993. However, neither this rate
increase nor the other provisions of OBRA had a material effect on Grace's
results of operations.

The 1993 effective tax rate decreased to 39.2% a3 compared wvith 43.1% in
1992, before giving effect to the 1992 provision of $51.9 million for a
valuation allowance for dcfcrred taxcs. The dcercasc was largely duc to
reductions in certain foreign tax rates and higher utilization of research and
develnpment. and foreign tax credits, parrtially offset hy tax cosis agiociated
with repatriating to the U.S. ecarnings of foreign subsidiaries.

See Note 5 to the Consolideted Financiasl Stetements for further information
on lnccme taxes.
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1LOSS FROM DISCONTINUED OPERATICNS :

ln 19934, Grace restated tts financisl statements to retlect the classitication
of certain businesses as discontinued operations. See Note 6 to the
Consulidated Financial Stutementis for further inforwation.

FINANCIAL CONDITION

LIQUIDITY AND CAPITAL RESOURCES

During 1994, the net pretax cash provided by Grace's continuing operating
activities was $533 million, versus $301.6 nmillion in 1993, with the increase
primarily due to improved operating results and the receipt of $33 million in
nct precccds from the salc of accounts rcccivable in 1994 (as compaicd to the
use of $44.1 million of net cash to repurchase accounts receivable in 1993).

Net. pretax carh provided hy operating acrivitier in 1994 and 1993 algn inclnded
net cash outflews of $60 million and $103.1 million, respectively, reflecting
amounts paid tor the detense and disposition o1 asbestos-related property damage
and personal injary litigation, net of settlements with certain insurance
carriers (see discmssicn below). After giving effect to discontinuned operations
and payments of income taxes, the net cash provided by operating activities was
$453.5 million in 1993 versus $243.1 million in 1993.

Investing sctivities used $101.6 million of cash in 1994, largely
reflecting capital expenditures and businegs acquisitions and investments,
primarily the acquisitions of HNS (for approximately $102 million, exclusive of
cash acquired and assomed debt of approximately S30 million), kidney dialysis
centers, & European flexible packaging busine3s and construction chemicals
businesses. These investing activities were offset by net proceeds of $583.9
million from divestments of non-core businesses. Management anticipates that
the level of cepital cxpenditurcs in 1995 will incrcasc to approximatcly $500
million 1s compared to $444.6 million of capital spending in L994.

Net cash used for financing activities in 1994 was $5322.8 million,
primarilv retlecting a decrease 1n total debt trom December 3L, 1993 and the
payment of 3132 million of dividends. Totel debt was spproximately $1L.5 billion
at December 31, 1994, a dectecase of $176.4 million from December 31, 1993.
Grace's total debt as a percentage of total capital (debt ratio) decreased from
52.9% at December 31, 1993 to 50.4% at December 31, 1994, primarily az the
resull of the geduclion in (olal debt.

Effective September 1, 1994, Grace replaced its $1,225 million bank
revolving credit agreement with new credit sgreements under which it may borrow
up to $700 million at interest rates based upon the prevailing prime, federal
funds eand/or Eurodollar rates. Of that amount, S350 million is available under
2 364-Day Credit Agreement expiring Angust 31, 1995, and $350 million is
available under a long-term facility expiring September 1, 1999. See Note 9 to
thc Consolidatcd Financial Statcments for furthcr informetion on borrowings.

(irace expectr to satisfy its 1995 cash reqnirenents primarily from fnnds
generated by operations and, to & lesser extent, from proceeds from divestments.
Any net excess or deticit will be applied to or satistied by tinancings.
Although Grace expects that eny net new borrowings would be short-term debt, the
maturities and other terms of any financings will depend on market conditions
prevailing at the time. Grace has access to & variety of capital resources,
including the commercisl paper and bank funding markets, in eddition to its
credit agreements. Conseyuently, menagement believes thel new borrewings will
be available tc meet Grace's needs.

ASBESTOS -RELATED MATTERS

As reported in Note 2 to the Consolidated Finmancial Statements., Grace is a
defendant in lawsuits relating to previously 3old asbestos containing products
and is iavolved in related litigation with certain of its insurance carriers.
Tn 1994, Grace paid 360 million in connection with the defense and dizporition
of asbcstos-rclated property damege and personel injury litigation, nct of
amounts received under settlements with certain insurance carriers. During the



second quarter of 1993, Grace recorded a non-cash charge of 3200 million after
taxes to reflect a const decision that hed the effect of reducing Grace's
insusrapce coverage for asbestos property damage lawsuits and claims. The
balance sheet st December 31, 1Y94 includes 4 receivable done trom insarance
carriers, subject to litigation, of $512.6 nillion. Grace haz also recorded
uotes receivable of approximately $187 million for wmvunes (o be received in
1995 to 1999 pursuant to seitlement agreements previonsly entered into with
certain ingurance carriers. In January 1995, Grace received $100 million under
one of these settlement agreements.

Although Grece cannot precisely estimate the amounts tc be paid im 1995 in
respect of asbestos-related lawsuits and claims, Grace expects that it will be
required to expend approximately 330 million (pretax) in 1995 to defend and
disposc of such lawsuits and claims (after giving cffcct to payments to be
received from certain insurance carriers, as discussed above and in Note 2 to
the Consolidated Financial Statements). As indicated therein, the amonntis
reflected in the Consolidated I'inancial Statements with respect to the probable
cost o1 disposing or pending asbestos lawsuits and claims and probable
recoveries Irom insuramce carriers represent estimates; neither the outcomes of
such lawsuits and claims nor the ocutcomes of Grace's conmtinuing litigations with
certain of its insurance carriers can be predicted with certainty.
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ENVIRONMENTAL MATTERS

race incurs costs related 10 environmental protection as required by lavs and
regulations, Giace's commitment to industry initiatives such as Responsible
Cure{REGISTRATED TRADEMARK} (ibie Chemical Munulaciugers Asscciatiou program) and
internal Grace standards. Vorldwide expenses of continuing operaticns related
to the operation and maintenance of environmental facilities and the digposal of
hazardous and nonhazardons wastes totalled 341 million, S45 million and 356
million in 1994, 1993 and 1992, respectively. Such costs afe estimated to be
approximetely $42 million and $45 million in 1995 and 1996, respectively. 1In
addition, worldwide capital expenditures for continuing operations relating to
environmental protection totalled $22 million in 1994, compared to 320 million
and 318 million in 1993 and 1992, rcspectively. Capital cxpcnditorcs to comply
vith environmental initiatives in futunre years are estimated to be 3$26 millijon
and 323 million in 1995 and 1996, respecrively. Grace has alzn incnrred costs
to remediate environmentally impaired sites. These costs were $31 million, $44
million and $35 million 1n 1994, 1993 and 1992, respectively. ‘These amounts
have been charged against psreviously established reserves. Future caszh outlays
for remediation costs are expected to toral $35 million in 1995 and $39 million
in 1996. Expenditures have been funded from internal sources of cash and aze
not expected to have a significant effect on liguidity.

Gigce accines for anticipated costs associated with investigatory and
remedistion efforts relating to the environment in accordance with Statement of
Financial Accounting Standards No. 5, "Accounting for Contingencies,” which
governs probability and the ability to reasonably estimate future costs. At
December 31, 1994, Grace's liability for environmental investigetory and
remediation costs related to continning snd discontinued operations totalled
approximstely $216 million, which amount does not take into account any
discounting for futmrc cxpcnditurcs or possiblc future insurence rccoverics.
The measurement of the liability is evaluated guarterly based on carrently
availahle information. Tn 1994, periodic provisions were reconrded for
environmental and plant closure expenses, which include the costs of future
environmental investigatory and remediation activities. Additionally, 1in the
first quarter of 1994, Grace recorded a proviszion of spproximately $40 million,
principally to provide for future environmental costs.
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¥. R GRACE & (0. AND SUBSIDIARIES

SCHEDULE VIII

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

(in wmilliuns)

Description

Valuation and qualifying accounta deducted from agseta:

Allowances for notes and accounts receivable

Securities of divested businesses .

Dererred tax assets valustion allowance..

Reserves:
Foreign employce benefit obligations® .

Discontinued operations .

Description

Valuation and qualifying accounts deducted from assets:

Allowances for notes and accounts receivable.

Sccuritics of divestcd busincsses .

Deferred tax assets valuaticn allowance .

Rescrves:
Foreign empioyee benefit obligations® .

For the Year 1994

Additions (deductions)

Charged
Balance {credited) to Balance
beginning costs snd Other at end
of period expenses net** of period
$ 50.3 $102.2 $ (57.3) $ 952
$ 161.2 $ . $ (156 3) s 49
31297 3 .- Y 7.3 $ 1370
§ 64.4 $ 11.6 s 6.5 $ 825
$ 132.1 $ 107.2 H -- $ 239.3

For the Year 1993
Additions (deductions)

Charged
Balance (credited) to Balance
beginning costs and Other at end
of period expensss net** cf period
$ 39.3 $ 67.4 $ (56.4) $ 503
$ 152.9 $ 8.3 $ -- $ 161.2
$ 143.1 $ -- $ (13.4) $ 129.7
$ 83.4 $ 12.2 $ (31.2) $ 64.4




Disconianued operataons . . . . . . o« . . . L. . L. $ 1447 $ (12.6) $ --

For the Year 1992

Additions (deductions)

Charged
Balance (credited) to
beginning costs and Other
Description of period expenses net**
Vatuation and qualifying accounta deducted from assets:
Allowancea far notea and accounts receivable . . . . $ 41.0 $ 4.0 $ (A9 N
Securitier of divested husinerres . P - B 3 201.0 $ (64 9) $ 16.8
Dererred tax assets valvation allowance . . . . 3 88 4 $ 51.9 S 2.8
Reserves:
Foreign employee benetit obligations® . . . 3 ¥2.3 $ 156 $ (14.5)
Discontinued operations . . . . . . . . . . . . . . . . .. $ 4.7 $ 70.0 s -

. Represents legally mandated employee benefit obligations, primarily
pension benefits, relating to Grace's operations 1n Europe.

®*  Consists of additions and deductions applicable to businesses
acquired. disposals of businesses, bad debt write-offs, foreign
currency translation, reclassifications (including the deconsolidation
cf amounts relating to discontinued operations) and miscellaneous
aother adijustments.
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