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PART I

ITEM 1. BUSINESS.
INTRODUCTION AND OVERVIEW

¥. R. Gracc & Co., through its subsidiarics, is onc of thc world's
leading packaging and specialty chemicals companies. Grace's core businesses are
packaging, catalysts and other ilica-hared prodncts, snd constrnction products.
It began operating these core businesses in 1953, when it acquired both the
Dewey and Almy Chemical Company and the Davison Chemical Company. Grace believes
that each of it3 core businessez is an industry lesder, offers high value-added
products, employs leading tecbnology, and has a global presence. Grace's
products and systems serve highly specialized mazket segments; accordingly,
competition tends to be based primerily on technologicel capability, customer
service, product yguality, wnd, tuv g lesser exieunt, price. These products aud
systems also generally represent an important compoment (but a relatively small
portion of the cost) of the end producte or processes in which they are ucged.
Grace believes that it provides highly differentiated, superior products and
services through invesiments in research sand development, facilities that enable
Grace to take advantage of expanding global opportunities. and technology
platforms capable of providing multiple products to anticipate and satisfy
castomer needs.

As used in this Report, the term "Company” refers to W. R. Grece & Co.,
a NDelaware corporation, and the term "Grace” referk tn the Company and/or one or
nore of its subsidiaries and, in certain cases, their respective predecessors.
Grace’s principal executive oitices are located at Une lown Center Road, Boca
Raton, Florida 33486-1010, and its ielephone pumber is 561/362-2000. At year-end
1996, Grace had approximately 17,400 full-time employees worldwide in its
continuing operations.

Grace’s Cousvlidated Finuncisl Scateneuts for the three yeurs in the
period ended Pecember 31, 1996 ("Consolidated Financial Statements”), and
certain other financial informetion included in the Company’'s 1996 Annual Report
to Shareholders, are set forth in the Financial Supplement to this Report and
incorporated by referemce in thig Report.

Information concerning the sales and revenues, pretax operating income
and identifiable assets of Grace's continuing operations by geographic area for
1996, 1995 and 1994 is containcd in Notc 17 to thc Consolidatcd Financial
Statements.

STRATEGIC OBJECTIVES AND ACTIONS. Grace's principal strategic
cbjective has been, and wiil continue to be, to increase shareholder value. In
recent years, Grace has sought to achieve this objective by (a) focusing on core
businesses to accelerate profitatle growth; {b) upgrading financial pesformance,
principally by disposing of noncore businesses, strengthemning the balance sheet
and reducing overhesd, and (c¢) integrating
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corporate and operating unit functions through globsl prédnct line management.
1n particular, 3ince mid-199S, Grace has:

- dispused ol uwoucore businesses, iucluding Nutional Medicsl Care, Iuc.
("NMC"), its primncipal health care business (in a transaction valued at
S4.5 billion), et well as Grace':s water ireatnment and process chemical:
busine3s for $636 million, its cocos business for approximately 35470
million, the trapsgenic plant business of its Agracetns snbsidiary for
S150 million, and its Amicon separations science business for $125
nillion, in each case ccnsisting of cash plns debt assumed by the
bayer;

- uscd thc procecds from thesc end other transactions to rcpurchasc
stock, reduce indebtedness, and, to a lesser extent, invest in core
hnrinezzex;

- streamlined processcs and thereby reduced expenses by approximately
5100 mrliion annually (with fturther actions being taken to improve
nargingi);

- strengthened controls on working capital and capital spending;, and

- focunsed its research and development spending on core businesses.

In sddition, 1n che early 1990%, the msnagemenl sirucluze of Gruce was
teorganized on the basis of global product lines (ss distingunished from regional
product management). As a result of this reorganizstion, Grace believes that it
is better able to serve its multinational customers in all global regions, as
well as to teilor iis product offerings to mget local preferences. Grace 1s
completing the disposition of its remeaining noncore businesses. In Februmary
1997, Grace entegred into an agreement to sell its specialty polymers business
for $147 nillion in cash, and it expecis to dispose of its thermal and emission
control systcms busincss (scc "Discontinucd Opcretions” below) im 1997.

To focns on core hnsiness growth. Grace has made strategic
acquisitions, totaling $103 million in the 1994-1996 period, directly related to
1ts core businesses, and has entered 1into a number ot strategic alliances
intended to further expand these businesses internationally. In 1994, Grace
acquired construction chemicals busincsses with cperations in North America,
Europe and Asia Pacific. In 1995, Grace formed a 68%-owned joint ventnre with a
Chinese packaging compsny, primarily to menufactute shrink film: for sausage
vasings in Chinag, u> well as a 31%-uwaed joinl venlure wich a Russienm company Lu
produce container and closure sealants for sale throughout the Commonwealth of
Independent States. In 1996, Grice formed a joint venture to market coatings and
sealants in India and formed another joint ventire to manufacture and market
cement additives and concrete adnixtares in Turkey. Also in 1996, Grace acquired
a U.S. manufecturer of flexible plastic packaging meterials for the retail
pre-cat produce market segment, & Mexican producer of can costings and closure
sealents for the rigid container industry, and a construction chemicals business
in Anstralia.

From 1994 throngh 1996, Grace's capital expenditures fnr its core
packaging and specialty chemicals businesses totaled $1.15 billicn (including
$389.5 miilion 1n 1Y96). These expenditures were directed towards the expansion
cf existing fecilities ag well as

2
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the construction of new facilities. Grace snticipates that its capital
expenditares 1or 1997 will approximate $300 million, all ot which will be
directed toward: its core businesses.

In the future, Grace intends to continue its emphasis on intermal
growth, primerily through new prodnct development and geographic expaasion. In
addition, it may also effect acquisitions, joint ventures and strategic
alliances that afford synergies or other benefits necessary to fulfill strategic
cbjectives of a core business (such as a key technology or an opportunity for
geographic expansion) or that provide s combination of a close fit with a core
business and the potential for exceptional returms.

PROJECTIONS AND OTHER FORWARD-LOOKING INFORMATION. This Report
containg, and other commmnicatinng hy Grace may contain, projections nr other
"forward-looking” information. Like any other business, Grace is sabject to
t11sks and other uncertainties that could cause tts actuwal results to ditter
materislly from any sach projections or that could canse other forward-looking
information to prove incorrect. Ip addition to general economic conditions and
conditions in the indnstries in which Grace competes and the markets it serves,
Grace is subject to risks and uncertsinties that could cause it3 projections and
cther forward-locking iufvormetion lu pruve iucoriect, iucluding the following:

- technological breakthroughs rendering s product, a2 class of products or
1 line of business obsolete;

- an inability to adapt to continming technological improvements by
competitors or customers;

- incidents (inclading outbreaks such as those experienced in 1996 with
E. coli bacteria and "mad cow disease”) that cause declines in the
consumption of becf or other foods or products scrved by Graoc's
packaging business;

- s decline in worldwide oil consnmption or the development of new
methods of oil refining;

- increases 1n prices ot raw materials, 3uch as resins and polyethviene;

- ¢ reversal of the current trend towards more processing of food
products (particularly mesats, cheeses snd produce) outside of the
supermatket;

- an inability to gain customer acceptance, or slower than anticipated
ascceplance, vl pew products vr product enhsucements (psiticuldrly iu
the construction industry):

- change: in environmentsl regulations or societal pressntes that make
Grace's businesses more costly or that change the types of products
used, especially packaging products and oil products;
slower than anticipated economic advances in less developed countries;

- 8 decrease in the use of structnral steel in buildings;

- underutilization of Grace's manufacturing and production plants as a
resnlt of slower than anticipatcd growth, cspccially in light of rccent
significant capital expenditures; aad
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- the acquisition (through theft or other means} and use by others of
Grace's proprietary tormulas and other know-how tparticularly in
Grace’: container buginess).

See Notes 1, 3, 4, 6, 7, 11, 12 and 18 to the Consolidated Financial
Statement: and "Mansgemen:t’'g Discussion and Analysis of Resulte cf Operations
and Financial Condition™ 1in the Finsncial Supplement for sdditional informationm.

PRODUCTS AND MARKETS

CHEMICAL INDUSTRY OVERVIEW. Spccialty chcmicals, such as those produced
by Grace, agre high value-added products used as intermediates in a wide variety
of prodncts; they are prodnced in relatively small volnmes and mnst satisfy
well-defined performance requirements and specifications. Specialty chemicals
are often critical components ot the end products in which they are used
consequently, they are tailored to customer needs, which generally results in a
close relationship between the specialty chemicals producer and the castomer.
Rapid response to changing customer needs and reliability of prodact and supply
are important competitive factors in the specialty chemicsls buziness.

Grace’s management believes that. in the specialiy chemicals business,
technological lesdership (reculting from continucus innovstion through retearch
and development), combined with product differentistion and supe1ior customer
service, lead to high operating margins. Grace believes that it3 core businesses
are characterized by market features that reward the higher research and
development and customer service costs associated with its strategy.

PACKAGING. Gracc's packeging and containcr busincss ("Gracc Peckaging")
provides high-performance systems on a worldwide basis, competing primcipally by
providing smperinr-qnality prodncts and service: for specialized cnstomer needs.
Its principal packaging products and services compete through three product
froups: tlexible packaging (marketed extensively under the Cryovac(R) registered
trademark), Formpac(IM) foam trays and Omicron(TM) rigid plastic containers.
Grace Packaging’s conteiner business, operated auntil 1996 as a separate Grace
bosiness unit, competes primarily through three prodauct lines: contaiper
sealants, closure sealants, and coatings for metal packaging. Grace believes
thut the combinaiion ol ics packeging and coulaiver businesses will ewable il (Lo
capitalize on the complementary technological. marketing snd product development
strengths of each business.

The Cryovac packaging products group developed and introcduced flexible
plastic vecuum shrink packaging to the food processing industry in the late
1940s, contributing to expanded food distribation and marketing by providing
superior protection against decay-inducing bacteria and moisture loss. The
markct for Cryovac products has sinmcc

e ]
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expanded into the retail food matket. Today, Crycvac flexible plastic packaging
systems (including material, equipment and services) age used tor a broad range
of perishable foods sach as fresh, smoked and processed meat prodacts, cheese,
f{ish, poultry, prepuared foods (ivucluding soups sud sasuces for resisuranis aud
institutions), baked goods and prodmnce. Cryovac packsging technology also is
used in nonfood spplicetions for consaner merchandising of such products as
honsewsres, toys and compact discs, as well as for electronic and medical
products.

Cryovac flexible packaging prodncts include shrink bags, shrink films,
laminated films, and films for medical bags and equipment. Shrink bags are
malti-laeycrcd plastic bags that mold thcmsclvca to thc cxsot shapc of the
product, forming a clear “second skim." Using sophisticated coextrasion
technnlogy, Cryovac fhrink hags maximize harrier properties, optics, abuse
tesistance, shrinkebility and sesl strength. Crycvac shrink films are
nulti-layered shrinkable plastic tilms used to package a variety ot tood and
noniood consumer and indastrisl products to protect ageinst damage, preserve
freshnesas and enhance marketability. Cryovac laminstes are multi-layered,
nonshrinkable and normally high-barrier flexible materials used for packaging
perishable food:, shelf-stable products (monrefrigerated foods, such es syrups,
(oppiugs sud Lumstov pasie) and vsrivus nonfood products. The Cryevae line ulso
includes sterilized medical bags and films for use with medical prodncis.

Grace Packaging differentistes its flexible packaging products from
competitive products by offering a combination of the following core
competencies: (a) proprietary film processing technology; (b) resin technology,
permitting the production of materials suited to specific customer needs; (c)
packaging and food science expertise, providing better understanding of the
intcraction bctwcen packaging matcrials and packaged products; (d) completrc
systems support capability, providing a single 3ource for customer needs; (e) a
talented employee hase that strives to anticipate, meet and exceed customer
expectations; and (f) cffective sales and distribution neiworks. In addition,
Grace Packaging’'s systems can be adapted to support customers’ changing
nerketing goals.

Technological leadership is a key competitive factor in the packaging
busiuness, and Grace Packaging iz recognized as a worldwide leader in flexible
packaging techuuvlogy. Munegement eapects thal technological leadership will
continoe to spur Grace Packaging's growth in several market segments. For fresh
meat, Grace Packaging’'s case-ready program reduces supermarkets’ in-gtore
prodoction cost3 by allowing meat processors to centrally package meat products
suitable for display. For bome-inm pork, Grace Packaging's TBG(TM) boneguard
packaging prodncts have revolntionized the distribution of large subprimal cats
by adding a film patch to certain sections of a high-abuse barrier bag to
prevent bone punctures. For processed meats and ponltry, Cryovac cook-in bags
end laminetcs withstand high cooking temperaturcs, rcducing the potcntial for
contamination while retaining product shape, clarity and weight. For fresh-caut
prodnce, Grace Packaging prodnces filme that permit nxygen to pazs thromgh at
varioas rates, thereby matiching the
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varying respiration rates of different vegetables and permitting longer shelf
lite. Grace Packaging's technologicsal leadership was turther enhanced by the
1996 acquisition of Cypress Packeging, Inc., a leader in the reteil fregh-cut
pruduce packeging market. Because technological inupovations by cowmpetilors could
adversely affect its business, Grace Packaging intends to continue io focus
1egearch and development expenditures on maintaining techmological leadership in
flexible packaging.

Grace Packeging has continued to expand its flexible packaging business
in growing markets around the world. In 1993, Grace formed a 5ls-owned. joint
venture to produce flexible packaging in ihe Commonwealth of Independent States,
end in 1995 Gracc formecd s 68%-owncd joint ventarc in China, primarily to
manufactare shrink films for sausage casings.

Grace Packaging’'s container business group consists primarily of three
product limes: container sealants, closure sealants, and coatings tor metal
packaging. Container sealasnts are applied to food and beverage cans, as well as
to other rigid containers (such as industrial preoduct containers and aerosol
cans), to ensure a hermetic seal between the lid and the body of the container.
Closure sealant: are used to seal pry-off and twist-off metal crowns, 1s well a:
10ll-un piller prool wnd plasiic clusures, for Lhe glass sud plastic coutainer
parkets (primarily in beverage and food applications). Coatings are used 1in the
manufactore of cans and closure: to protect metal against corroiion, to protect
the contents against the infloences of metal, to ensure proper adhesion of
sealing compounds to metal surfaces., and to provide base coats for inks and for
decorative purposes. These products are sold principally to third parties that
nanufacture contsiners or perform canning and bottling for food and beverage
companies. Grace Packaging is expanding its container product offering and is
sccking to improvce sales growth through ncw techmologics such a3 its
oxygen-scavenging compound, which combines with closure sealants to extend shelf
life hy eliminating oxygen, and oxygen’'s effect on taste, from zealed heer and
cther beverage bottles. Grace Packaging also is expanding its container businmess
1n developing regions through a Sls-owned joint venture to produce container and
closure sealant: in the Commonwealth of Independent States and a Sl4-owned Joxnt
ventasre to market coatings and sealants is India. Competition i3 based on
providing high-quality customer service at customer sites. as well as on price
and product quality and relisbility. In addition, because of the relative
conventration of Lhe cuuning and botlling warkel, waintuining relativuships with
leading contsinesr manafaciurers, canners and bottlers, and assisting them as
they instell new production equipment and reengineer processes, are key
elements for success.

Grace Packaging’'s Formpac business group mennfactares and sells
polystyrene foam prepackaging trays nsed by supesmarkets snd grocery stores, and
by poultry and other meat processors, to protect and display fresh meat, poultry
end producc. It elsc menufactorcs and seclls foam food scrvice itcms sach s
hinged-1id containers used in institutional envisonments, by carry-out
restanrants snd by snupermarketr for sale 1o retail
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customers. Formpac msnufactures foam trays in a two-stage process consisting of
the extrusion and thermotorming ot polystvrene tcam sheets. Although the
pajority of Formpac’'s customers are located in the eastesrn two-thirds of the
U.5., Forupac’s proprielary Lechnology also has been successfully used in
certain packaging applications outside of the U.S. Competition is based on
gervice, price snd product guality.

Grace Packaging’'s Omicron business group produces rigid plastic
reckeging products (primarily plastic tubs for deairy products such es margarine
end yogurt) in Anstralia. Omicron prodacts use proprietary thermoforming
technology, involving the controlled thinning and shaping of hot plastic sheets
to incrcasc strength and rigidity whilc minimizing weight.

Resing are the principal raw materials nied hy Grace Packaging.
Although prices for ethylenc-based resins can be volatile, there is currently an
adequate worldwide supply ot resins at gemerally stable prices. further, Grace
Packaging typically has been able to increagse the sales prices of its products
in response to increases in the prices of resins and othes raw materisls.
However, to the extemt that resin prices increase and Grace Packaging cannot
pass on the incresses to its cusztomers, such price increases may have an adverse
impect ou Grace's profitability. In wmost cases, multiple sovurces vf resins and
other raw materials exist, with at least one source located in most global
tegions.

Grace Packaging's sales and revenues were 32.01 billion in 1996, $1.97
billion im 1995 end $1.67 billion in 1994. Sales of shrink bags sccounted for
24% of the total sales and revenues of Grace s continuing operations in 1996,
and 224 in each of 1995 and 1994. Approximately 46% of Grace Packaging’'s 1996
salcs end recvenucs werce gencrated inm North Amcrica, 314 in Esropc, 14% in Asia
Pacific and the remainder in Latin Amefica. Grace Packaging estimates that
approx1mately 808 of its 1996 sales were 1o the food indnstry (particniarly meat
and poultry processors)} and the beverage industry. Although sales and revenues
tend to be slightly higher ian the tourtih gunarter, seasonality 13 generally not
significent to Grace Packaging.

At vear-end 1996. Grace Packaging employed approximately 11,500 people
in 45 production facilities {13 in Europe, 12 in each of North America and Asia
Pacific and 8 in Laiin Americu) und 89 sules ollices», serving approximeiely
28,000 customers, no one of which accounted for more than 3% of Grace
Packaging's 1996 sales and revenues. Grace Packaging’s principal U.S.
manufacturing facilities are located at Simpsonville, Sonth Carolina, Iowa Park,
Texas, Seneca, Scuth Carolina, Cedar Rapids, Iows, Reading., Pennsylvania, and
Indianepolis, Indiana. Its principal Enropean menufacturing facilities are
loceted at Epernon, France, St. Neots, United Kingdom, Passirana, Italy, and
Hamburg and Fleasburg, Germany, and it has major manufacturing facilities
locetcd in Anstralia, Japan, Brazil, Vexico, Canada and Argeatina. Grace
Packaging also has recently constructed a manufactasring facility in Koantan,
Malayzia that has hecnme 1ts principal fhrink films mannfacturing facility in
Asia. Grace Packaging distributes its products im over
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100 countries through direct sales organizations and distributors, using a
network ot distribotion facilities located near 1ts manutacturing tacilities and
major customer concentrations.

In Grace Packaging's business, the failure to have capacity sufficient
to meet customer needs, or the inability to manufacture in geogrephic markets in
which customers expand, could damage customer relationships and/or sesult in a
loss of business3. As a result of prodact introductions, merketing programs and
improvements in global ecomomic conditions, worldwide demand for Grace Packaging
products grew at a rapid pace in 1994 and 1993, placing pressure on existing
captecity. To eddress this matter, Grace Packaging has added capacity in all
-1cgions (including thc plant in Kuantan, Malaysis, rcfcrred to sbovc). As a
1result, capacity is gemerally saufficient to meet market demand currently and,
taking planned capacity expanginn intn acconnt, for the foreteeahle fntnre.

CATALYSTS AND OUIHER SI1LICA-BASHD PRODUCTS. Grace's Davison umit ("Grace
Davison"). foumded in 1832, is composed of two primary product groups: (a)
catalysts and (b) silice products and adsorbents. These products principally
apply silica, alumina and zeolite technology and are designed and menafactured
to meet the varying specifications of such diverse customers as major oil
refiners, plastics wnd chewicul wunufscturers and consumser products coumpanies.
Grace Davison believes that its technological expertise provides a competitive
edge, allowing it to quickly design products that meet changing customer
specifications, end to develop new products that expand ivs existing technology.
For example, Grace Davison estimates that a2 subs3tantiial portion of its 1996
flnid crecking catalyat saeles was sttributsble tc products introduced in the
last five years.

Gracc Davison prodmocs rcfincry cetalysts, including (a) fluid cracking
catalysts used by petroleum refiners to convert crude oil into more valuable
transportation fnels (snch az gasoline and jet and diesel fnelr), as well ax
other petroleom-based products, and (b} hydroprocessing catalysts that remove
certain i1mpurities (sach as nitrogen, suliur and heavy metals) trom crude o1l
prior to the use of fluid cracking catalysts. Oil refining is a highly
specialized discipline, demanding that products bte tailored to meect local
variations in crude oil and the refinery’s changing operational needs. Grace
Davison works regularly with mo3t of the spproximately 360 refineries in the
world, belping to find the mosi sppropriace calalysi formulalions for the
tefiners’ changing needs. Grace Davison’s business has benefited in recent
years, in part, from the use by refiners of heavier crude oils, and could be
adversely affected by an increase in the esvailability of lighter crude oil,
which generally requires less fluid cracking catalysts to refine. Competition in
the refinery catalyst business is based on technology, product performence,
castomer service and price. Grace Davison believes it is one of the world
leaders in refinery catalysts and the largest sapplier of flaid cracking
catalysts in the world.

Grace Davison's pnlynlefin catalysts and catalysr smpports are
c¢ssential components used in manufactnring nearly half of all high density and
linear low demsity
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polyethylene resins produced worldwide; these resins are used in products such
as plastic film, high-performance pipe and household contsiners. The polyolefin
calalyst businesy i» technology-intensive und focused ou providieg produc.s
specifically formnlated to meet end-oser applications. Manufacturers generally
compete on a worldwide batis, and competition hag recently intensified due to
evolving technolegies, particularly the use of metallocenes. Grace believes that
metallocenes represent a revolutionary development in the making of plastics.
allowing plastics manufacturers to design polymers with exact performance
characteristics. Grace Davison is continuing its work on the development and
commercialization of metallocene catalysts.

Silica products and zeolite adsorbents produced by Grace Davison are
nked in a wide variety of indnrtrial and contnmmer applicarions. For exsmple,
silicas are used in coetings as flatting agenats (i.e., to reduce gloss}, in
plastics to improve handling, 1in toothpastes as thickeners and clesners, 1in
foods to carry flavors and prevent caking. end in the purification of edible
cils. Zeolite adsorbents are used between the twe penes of insulated glass to
adsorb moisture and are unsed in process applications to separate certain
chemicals from mixtures. Competition is based on product performance, customer
service and price.

Grace Davison’'s sales and revenues were $732 million in 1996, $637
nillion in 1995 and $610 million in 1994; approximstely 50% of Grace Davison's
1996 sales and revenues were generated in North America. 368 in Europe, 12% in
Asie Pacific and 2% in Lavin Americe. Sales of fluid cracking catalysts
accounted for 11% of the total 3ales and revennes ol Grace's continuing
cperations in 1996, and 10% in each of 1995 and 1994. At year-end 1996, Grace
Davison cmploycd epproximatcly 2,700 pcoplc worldwide in 10 facilitics (6 in the
U.5. and L each in Canada. Germany, Brazil and Malaysia). Grace Davison’s
. principal U1.S. mannfacinring facilities are loncated in Baltimnre, Maryland and
Lake Charles, Louisiana; its principel Luropcan manufacturing facility is
located 1n Worms, Uermany. (Grace Davison has a direct selliing torce and
distributes its products directly to over 19,000 customers, the largest of which
accounted for approximately 6% of Grace Davison's 1996 sales and reveannes.

Most raw materials used in the manufacture of Grace Davison products
d4re wvailable [rom wultiple suvurces, and, in some inslances, sare produced or
supplied by Grace Davison. Because of the diverse applications of products using
Grace Davison technology and the geographic s2reas in which smach products are
used, seasonslity does not have a significant effect on Grace Davison's
businesses.

CONSTRUCTION PRODUCTS. Grace's construction products business (“Grace
Construction”) is 1 leading supplier of specialty materials to the
nonresidcotial (commerecial and goverament) construction industiry and, to a
lesser extent, the residentisl constraction industry. Grace Conmstruction’s
prodncis fall into three main gromps: (a) concrete admixtnres, cement additives
and masonry products (principally chemicals that add
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strength, control corrosion, redoce the amount of water required or modify
setting time); (b) products that prevent water damage to structures (such as
water- and ice-proofing prodncts for residential use and waterproofing systems
fuor commercial struclures); apd (c) subsiences Lhal protecl siruciursl sieel
against collapse due to fire. In North America, Grace Constraction &lso
nsnufactures and distributes vermiculite products ased in coastruction and other
industrial applications.

In recent yesrs, Grace Construction has introduced new producis and
product enhancements. These new products and enhancements include an admixture
that reduces concrete shrinkage snd prevents cracking:. a product that enables
contractors to ponr and "vork” concrcte in colder tcmpcraturcs; en admixturc
that inhibits corrosion and .prolengs the life of concrete structures; new roof
nnderlayments that provide added protection from ice and wind-driven rain; and
enhancements to fireproofing products that mike Grace Constracticn’s
i1reprooting systems more price-competitive tor smaller jobs. ln addition to
customer scceptance of these and other product introdnctions, Grace
Construction’'s growth strategy is depeadent op the advancement of less developed
economies (since, as economies develop, they typically use more ready-mix
concrete, which allows for the application of more concrete admixtures;).

Grace Constraction’s products are sold to an extremely broed range of
cnstomers, including cement manufacturers, ready-mix end pre-stressed concrete
producers, local contractors, specialty subcontractors and applicators, masonry
block manufacturers, building materials distributors and other indastrial
manufacturers, as well as construction specifiers, such as architects and
structnral engineers. For some of these customer groups (such as contractors),
cost and ease of application are the key factors in making purchasing decisions;
for others (such as architcots and strnctural cangincers), product pcrformence
and adaptability are the critical factors. In view of this diversity, and
hecange Grace Constroction’s hniiness requires intentive sales and cnstomer
service ciforts, Grace Constrnction maintains & separate sales and technical
support torce tor each ot 1ts prodoct groups. lhese sales and saupport torces
sell products under global contracts, under U.S. or regional contracts and on a
Jjob-by-job basis. Consequently, Grace Constructicn competes globally with
several large construction materials suppliers and regionelly and locally with
numerous smaller competitors. In recent years, the cement manufactnring busines:
sud Lhe coutracling business have experienced subsisutial consoliduation,
particularly in markets outside the U.S. Competition is based largely on
technical support and service, prodnct performance, sdaptability of the product
and price.

Grace Constraction’s 1996 sales and revenues totaled $435 million (64%
in North America, 19% in Asia Pacific, 17% in Europe and less than 1% in Latin
Amegice), versus $397 million in 1995 end $387 million in 1994, At year-end
1996, Gracc Construction cmploycd approximatecly 1,900 pcoplc at 56 production
facilities (26 in North America, 11 in Southeast Asia, 7 in each of
Anstralia/New Zealand and Fnrape, 3 in Tavin America, and 1 in Japan) and 76
sales offices worldwide. Grace Construction's capital cxpenditures
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tend to be relatavely lower, and sales and marketing expenditures tend to be
telatively higher, than those of Grace’'s other core businesses.

The construction business is cyclical., in response to economic
conditions and congtruction demand. The conmstruction market has experienced slow
bat steady growth through 1996 from a cyclical low in 1991. During this time,
the management of Grace Construction has focused its efforts on streamlining its
range of products and reducing costs. For exemple, during this period, Grece
Construction implemented a lower cost structure by consolidating manufacturiag
plants for its Nerth American fireproofing operations and streamlining its
managcment structurc and consolidating rcscarch cfforts in its Europcan
waterproofing operations. The comstruction business is also seascnal due 10
weather conditinns. Grace Constrnction feeks to increase profitahility and
minimize the impact of cyclical snd seasonal downtnrns in regional economies by
introducing technically advenced, vsloe-added products, expanding
geographically, end developing business opportunities in renovation construction
markets. However, there is no assurance that these ipnitiatives will succeed, and
the cyclicality and sessonality of the construction business could effect Grace
Construction's bugsineszs and results of operations.

The raw materials used for manufacturing Grace Construction products
are primarily commodities that cen be obtained fiom multiple souzces, inclunding
comaodity chemical producers, petroleum companies and paper manufactunrers. In
mosl instances, there are at least two alrernative suppliers for each of the
principal rav materials used by Grace Construction. The worldwide aupply of
calciom lignin, s wood pulping by-product used as a rav material in the
productioer of concrete admixtures, had been decreasing as paper mills converted
to ncw manufecturing proccsscs. In 1996, edditional supplics of calciam lignin
tecame available, alleviating the shortage. However, there is no assurance that
the additional npplies wi1ll remain availahle in snfficient qnantities or at
satisfactory prices.

DISCONTINUED CPERATIONS

Grace’': thermal and emitsion control systems business ("Grace TEC
Systems”) is Grace’'s prinmcipal discuntinued operaiivn thau has uot yel been
divested. Grace TEC Systems mannfactures air flotatiom dryers and volatile
crganic compound control systems. These products are sold principally to the
graphic arts, web coating and paper convertiny markets. Competition for Grace
TEC Systems’ prodacts is based primarily on system design, materials,
technology, costomer service, prodnot performance and price. Grace TEC Systems
employed approximately 700 people at year-end 1996 and had sales of $103 million
in 1996, 5113 million in 1995 and $90 million in 1994. Grace is actively
pnrsning the disposition of this busincss and its other remaining discontinucd
cperations.

See "Strategic Objectives and Actions” sbove, "Management’'s Discussion

and Analysis ot Results ot Operations and Financial Condition” and Note 6 to
Grace's
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Consolidated lkinancial Statements tor additional intormation concerning Grace’s
discontinued operations.

RESEARCH ACTIVITIES

Grace engages in research and development programs for its core
tusinesses. These programs are directed towerd the development of new products
and processes, and the improvement of, and develcpment of nev m3es for, existing
products and processes. Research is carried out by product lime laboratories in
North Amcrice, Europe, Asia and Latin Amcrica eand includes rescasch ia
catalysis. constiuction materials, specialty packaging and process engineering,
principally involving the development of rechanlogier 1o mannfacinre chemical
specialties. Grace’'s research and development stretegy is to develop techmology
plattorms on which new products will be based, while tocusing development
efforts in eech business nnit on the improvement of existing products and/or the
adaptation of existing products to customer nceds.

Research and development expenses relating to continuing operations
smounied to $94 umillion in 199G, $L12 million in 1995 sud $100 milliou in 1994
(incloding expenses incurred in funding external research projects). The amount
of rectearch and development expenses relating to government- and
cnstomer-sponsored projecis {as cpposed to projects sponsored by Grace) is not
material,

See "Management's Discussion and Anslysis of Results of Operations and
Financial Condition” im the Financiasl Supplement for additional information.

PATENTS AND OTHER TNTELIECTUAT. PROPERTY MATTERS

Grace relies on numerous patemts and patent applications, as welil as
know-how and other proprietary informstion. As competition in the markets in
which Grace does business is often based on technolcgical supericrity and
innovation, with new prodacts being introduced frequently. the ability to
achieve technological innovations snd obtsin patent or other intellectual
properily prolection is imporlaut. There can be ne sassurance Lhul Grace's
patents, patent applications or other intellectual property will provide
sufficient proprietary protection. Other companies may independently develop
similar systems or processes that circumvent patents issued to Grace, or may
acquire patent rights within the fields of Grace's businesses. Grace's
competitors may also develop technologies. systems ar processes that are more
effective than those developed by Grace, or that render Grace's technology,
systems or processes less competitive or obsolete. Any such eveats could have an
advcrsc cffcet on Grace.
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L5
ENVIRONMENTAL, HEALTH AND SAFETY MATTERS

Manufacturere of gpecialty chemical products, including Grace, are
subjecl Lo slriugent regulations under wumerous federsl, stale and local
environmental, health and safety laws and regulations relating tco the
generation, storage, handling, discharge and dizposition of hazardons wastes and
cther materiels. Grace has expended substantial funds in order te comply with
such laws and regulations and expects to continue to do so in the futare. The
following table sets forth Grace’'s expenditures in the past three years, and its
estimated expenditnres in 1997 and 1998, for (a) the operstion and maintenance
cf environmental facilities and the disposal of wastes with respect to
continuing opcrations; (b} capitel cxpenditurcs for cnvironmental control
facilities relating to coatinuing operations; and (¢) site remediation

(2) (b) (e)
Operation of
Facilities and Capital Site
Wacte Disposal Expenditures Renediation

{$ in millions)

1994 $35 322 3
1995 43 15 31
1996 45 17 20
1997 (est.) 45 13 23
1998 (cst.) 47 12 26

Additional material environmental costs may arise as a fesult ot tutuore
legislation or other developments. Grace's earnings, competitive position amd
cther capital expenditures have not been, end are not expected to be, materially
adversely affected by compliance with eavironmental requirements. See Note 11 to
the Consolideted Financial Statements and "Mapagement’'s Discusgion and Analysis
ol Resulls uf Operativns and Finsncisl Condition” in Lhe Finapcisl Supplement.

With the goal of continuously improving its environment, health 2nd
safety ("EH5") performance, Grace established its Commitment to Care(TM)
initiative (based on the Respon3ible Care(R) program of the Chemical
Manufacturers Association) in 1994 as the progren under whioh all Grace EHS
activities are to be implemented. To the extent applicable, Commitment to Care
extends the basic elements of Responsible Care to all Grace locations worldwide,
cmbracing specific objectives in thc key arces of prodnct stewardship, cmploycc
health and safety, community awareness and emergency response, distribution,
process fafety and polintion prevention.

.13.
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See Item 3 below for information concerning environmentsl proceedings
to which Grace ix 8 party und "Mspagemeni's Discussiou and Aualysis of Resulls
of Operations and Financial Condition” in the Financial Supplement for
sdditional information concerning environmental matters.

ITEM 2. PROPERTIES.

Grace operates manufacturing. and other types of plants and facilities
(including office and other service facilities) throughout the werld, some of
which arc sharcd by two or morc of Grace's product lincs. Grecc considers its
major operating properties to be in good operating condition and suitable for
their cnrrent nie. Althongh Grace helieves that, after taking planned expansion
into account, the productive capacity of its plants and other facilities 1s
generally adequate tor current operations and toresceable growth, 1l conducts
ongoing, long-ringe forecasting of its capital requniremenvs to assure that
additional cepacity will be available when and as needed. Accordingly, Grace
does not snticipate that its operations or income will be materially affected by
the absence of available capecity. See "Management's Discusgsion and Analysis of
Resultls ol Operativns snd Fivancisl Condiicion” and page F-25 of the Financisl
Supplenment for information regarding Grace's capital expenditures.

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.

ITEM 3. LEGAL PROCEEDINGS.

ASBESTOS LITIGATION. Grace is a defemdant in property demage and
personal 1njory lawsnitg relating to previonsly rold ashestos-containing
products, and anticipates that it will be named as &« defendant in additional
asbestos-related lawsaits in the totnsre. Grace was & detendant in approximately
41,500 esbestos-zelated lawsnit: at year-end 1996 (31 involving claimg for
property damage and the remeinder involving spproximately 91,500 claims for
personal injury), as compared to approximately 40,800 lawsuits at vear-end 1995
(47 involving claims for property damage and the remainder involving
ypproaumately 92,400 claims for persousl injury). In most of these lawsuics,
Grace 1s one of many defendants.

The plaintiffs in property damage lawsuits gemerally seek to have the
defendants absorb the cost of removing, containing or repairing the
asbestos containing materials in the sffected buildings. Through 1996, 135
asbestos property damage cases were dismissed without payment of any damages or
settlement amounts; jodgments were entered in favor of Grace in 9 cases
(cxoluding casc3 scttlcd following appcals of judgments in favor of Grece);
judgments were entered in favor of the plaintiffs in 7 cases
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for & total of $60.3 million (nooe of vhich is on appeal); and 186 property
damage cases were settled tor a total ot 5450.5 miliion.

Included in Lhe asbestoy property damsge cases pendiug ageinst Grace
and others st year-end 1996 were the following class actions: (a) an action,
conditionally certified by the U.S. Court of Appeals for the Fourth Circuit in
1993 and pending in the U.S. District Court for the District of South Carolina,
covering all public and private colleges and universities in the U.S. whose
tuildings contain asbesto:s materials (CENTRAL WESLEYAN COLLEGE, ET AL. V. W. R.
GRACE, ET AL.); and (b} e« purported class action (ANDERSON MEMORIAL HOSPITAL, ET
AL. V. W. R. GRACE & O0., ET AL.), filed in 1992, in the Court of Common Pleas
for Hanpton Coanty, South Carolina, on bchalf of all catitics that own, in wholc
or in part, any building containing asbestos materials manufactured by Grace ar
one of the nther naned defendants, other rthan bhnildings cabject to the class
action lawsuit described above and any building cwned by the federal or amy
state government. ln July 1994, the cleims ot most class members in ANDERSON
MEMORIAL BOSPITAL, ET AL., V. W. R. GRACE & C0., ET AL. were dizmissed dne to a
ruling that a South Carolina statute psohibits nonresidents from pursaing claims
in the South Carclina state courts with respect to buildings located outside the
state. The plaintiffs have requested that the court reconsider its decision. In
Devenber 1995, Grave enlered iule an agreement Lo settle ihe claims under PRINCE
GEORGE CENTER, INC. V. U.S. GYPSUM COMPANY, ET AL., & class action covering all
comnercial buildings in the U.S. leased, in whole or in part, to the U.S.
goverament on or after May 30, 1986. The terms of the setilement agreenment
(which were approved by the Court of Common Pleas of Philadelphia County in July
1996) are not expected to have a1 aignificant effect on Grace's consolidated
tesults of operations or financial position.

Through ycer-end 1996, epproximatcly 11,800 pcrsonal injury lawsuits
involving 27,400 cleims were dismissed withomt payment of any damages or
get.tlenent amonnts (primarily on the hasgiz that Grace prodoctr were not
involved). and approximitely 30,500 sach suits involvimg 66,200 claims were
disposed ot tor s total of $186 miliion (see "lnsurance Litigation™ beiow).

In 1991, the Judicial Peanel on Multi-District Litigation consolidated
in the U.S. District Court for the Eastera District of Pemnsylvania, for
pre-trial purposes, all asbesto: personal injury cases pending in the U.S.
{ederal courts, including spprosimstiely 7,000 cases tben pending ugainsi Grace;
3,600 new cases involving 7,200 claims against Grace have subsequently been
tdded to the consolidated casec. To date, no action has been taken by the court
handling the consolidated cases that would indicate whether the consolidation
will affect Grace’'s cost of disposing of these cases or its defense costs.

Grace previously purchased insurance policies with respect to its
asbestos-related lawsuits and claims. Grace has settled with and been paid by
its primary insurancc carricrs with rcspcot to both propecrty daemege and pcrsonal
injury cases and claims. With one minosr exception, Grace also has settled with
it: excekt insurance carriers that wente
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policies available for property damsge cases; those settlements involve amounts
paid and 1o be paid to Grace. ln addition, Grace has settled with meny excess
insarance carriers that wrote policies availsble for personal injury claims.
Gruce is currently im litigution with cerc#in remainiug eicess insurauce
carriers vhose policies generally represent layers of coverage Grace has not yet
tesched. Such policies are believed by Grace to be svailable for
asbestos-related personal injury lawsaits. Insurance coverage for
asbestos-related liabilities ha: not been commercislly available since 1935.

Grace's aggregate accrual for asbestos liabilities at December 31, 1996
was $994.1 million; this smount reflects e¢ll asbestos-related property damage
and pcrsonal injury cascs and cleims then pending (cxecpt for onc property
damage case as tc which liability is not yet estimable because Grace has not yet
heen ahle to abtain snfficient information throngh digcovery prnceedings), as
well as personal injury claims expected to be filed through 2001. Grace's
ultimate exposure with respect to 1ts asbestos-related cases and claims will
depend on the extent to which its insarance will cover damages for which it may
be held liable, smounts paid in settlement and litigation costs. At December 31,
1996, Grace had recorded a receivable of §$331.3 million, the amount Grace
estimeted to be the probable recovery from its insurence carriers with respect
lv peading und projecied ssbeslos Guses und cleims. A May 1994 decision of the
U.S. Court of Appeals for the Second Circuit limited the amount of insurance
coverage available to Grace with respect to property damage cases. Because
Grace's insurance covers both property damage and personal imjury cases and
claims, the May 1994 decision has had the concomitant effect of reducing the
insurance coverage availadble with respeot to Grace's asbestos personal injury
claims. However, in Grace's opinion (which is not based on a formal opinion of
connsel), it is probable that recoveries from its insanrance carriers, along with
cther funds, will bc aveilablc tco setisfy the propcsty damage and pcrsonal
injury cases and cleims pending at year-end 1996, as well as personsl injury
claims expected to he filed in the fnreseeahle fntnre. Chnieqnently, Grace
believes that the resolution of its asbestos-related litigation will aot have a
materisl sdverse ettect on 1ts consolidated tinancial position.

See "Insurance Litigation™ below and Note Z to the Consclidated
Financial Statements for additional information.

ENVIRONMENTAL PROCEEDINGS. Grace (Lugelher with ceriain other
companies) has been designated a "potentially responsible party™ ("PRP") by the
U.S. Environmental Protection Agency ("EPA") with respect to abscrbing the coats
of investigating and remediating pollaution at vagious sites. At year-end 1994,
proceedings were pending with respect to spproximately 30 sites as to which
Grace has been 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. Grace also is condncting investigatory and remediation activities at sites
undcr the jurisdiction of stetc and/or local authoritics.

-16-



19

ln November 1995, Grace received a letter trom the U.S. Department ot
Energy ("DCE") inquiring as to Grace's willingness to contribute to the
continued clesnup of o former Grace properiy locsted in Wayne, New Jersey. The
letter asserted that Grace has a legal duty to pay for the cleanup and that the
total coetr of the cleanup may exceed $100 million. The operations conducted by
Grace at the Wayne site (from 1955 to 1970) included work dome on radioactive
naterials nnder contract with the U.S. government. In 1975, the U.S. Nuclear
Regulatory Commission inspected the site, concluded that it was deconteminated
in accordance with applicable regulations and released it for unrestricted use.
In 1984, pursuant to s request from the DOE, Grace transferred the Wayne
property to the DOE and madc a cash paymcnt s3s e contribution towards the DOE's
clesnap efforts at the site, which was acknowledged by the DOF as fulfilling any
ohligation Grace had to contrihnte to NOE'R cleannp effort, while preserving the
rights and liabilities of the parties under other existing applicable laws.
Grace believes that the resolotion ot the DUE's claim will not have a material
adverse effect on its consolidated financial position.

In March 1993, an action wes filed in the U.S. District Court for the
Sonthern District of Texa: against Grace Drilling Company. a subsidiary of
Grece, the business sud wssels of which bave siuce been sold, and several otherx
defendants, for alleged violations of the Clean Water Act and the Rivers and
Harbors Act {U.S. V. FINA OIl. AND CHEMICAL CO., ET AL.}. The government alleged
that seagrasses and sesbeds asround a drilling riyg operated by Fina 0Oil and
Chenical Co. were damaged in conpmection with the placing. servicing and removal
cf the rig. In February 1997, the U.S. District Conrt spproved a decree under
which Grace agreed to pay $700,000 in penalties sand $1.6 million towards a
testoration project to settle this action, all of which is expected to be paid
by Gracc’'s insurencc cerricrs on its bchalf.

Grace iz a party to additional proceedings involving federal, ctate
end/or local government agencies and private partics rcgarding Grace's
compliance with environmental laws and regulations. ‘lhese proceedings are not
expected to result in significant sanctions or in any material liability.
However, Grace may incur material liability in connection with future actions of
governmental agencies and/or private parties relating to past or future
practices of Grace with respect to the gemeration, storage, handling, discharge
or dispusiiion ol hszardous wastes sud olher maierisls.

Grace believes that the lisbilities for environmental remediation
costs, including costs relating to environmental proceedings, that have been
1ecorded in the Consolidsted Financial Statements are adequate. In addition, -
Grace is presently involved in litigation with its insurence carriers seeking to
hold them responsible for certain amounts for which Grace may be held liable
with respect to such costs. The ocutcome of such litigation, es well as the
amounts of any rccoverics thet Gisoc may reccive in comncction therewith, is
preseatly uncertain. However, Grace believes that the resolution of pending
environmental proceedings will not have a material adverse effect on its
consolidated financial position, results of operstions or liquidity. For further
intormation, see "Hnvironmental,
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Health and Sefety Matters” under Item 1 above and "Management’s Discussios and
Analys:s ot Results ot Operations and Financial Condition.”

INSURANCE LITIGATION. Grace is imvolved in liligatiow with certain of
its insnrance carriers with respect to asbestos-related insurance claims and
environmental lisbilities. The relief sonmght by Grace in thete actions would
provide insurance that would partially offset Grace's estimated exposure with
1espect to amonnts previously expended. and that may be expended in the futmre,
by Grace to defend claims, sstizfy judgments and fund settlements. Grace has
settled all of its asbestos-related insurance coverage actioms, with the
exception of MARYLAND CASUALTY 0. V. W. R. GRACE & CD., pending in the U.S.
District Court for the Southern District of New York. In April 1996, as s rcsult
of rulings in this action favorable to Grace with respect to its
ashestos-relsted property damage liahilities, the insnrers agreed to the entry
of sumnmery judgment in favor of Crace; however, the insurers have stated that
they intend to appeal the District Court's rulings. ‘the District Court has not
yet addressed Grace's claims for insnrance coverage for its ssbestos-related
personsl injury lisbilities. Grace's only environmentsl insurance coverage
action is pending in the U.S. District Court for the Southern District of New
York and is s2lso styled MARYLAND CASUALTY O0. V. W. R. GRACE & CO. See Note 2 to
the Consolidated Finsncial Stutenents and "Mavsgemeni’'s Discussien and Aunalysis
of Results of Operations and Financial Condition” for additional information.

Prior tc 1993, Grace received from insurance carriers asbestos-related
paynents totaling $97.7 million, the majority of which represented the aggregate
remaining obligations owed to Grace by those carriers for primary level
insurance coverage written for the period Jume 30, 1962 through June 30, 1987.
In 1993 and 1994, Grace settled with insmrance carriers for a total of $300.2
million (portions of which werc paid or will be paid in subscquent ycars), im
teinbuarsement for amounts expended by Grace in copnection with agsbestos-related
litigation. Tn 1695, Grace settled with a primary-level insnrer for $100
nillion, and with other insorers for a total of $200.3 million, including future
paynents ot approximately $70 million. ln 1996, Grace settled with additional
excess-level insurers for a total of $110.5 million (including $19.2 million to
be seceived over the next five ycars) with respect to both products liability
and other coverage. As a result of these settlements, Grace's ashestos-related
insurance claim: have been dismissed as to the primary-level product liability
iusursnce coverage previously seold by (ke relevaut imsurers Lo Grace, us well as
to nany of Grace's excess-level liability insurers. However, litigation
continues in New York federal court as to certain excess-level carriers that
have not settled.

FUMED SILICA PLANT LITIGATION. In 1993, Grace initiated legal actiom in
the Belgian courts against the Flemish government to recover losses resulting
from the closing of Grace's fumed silica plant in Puurs, Belgium. Grace is
sccking damagcs in cxocss of four billion Belgian francs (approximatcly $126.1
million at the December 3L, 1996 exchange rate), plus interest and lost profits.
This clain wag dismigged at. the trial conrt level and 18 now heing appesled by
Crace. The trial court also detesmined that Grace shoald repay
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approximately 239 miliion Belgian trancs (approximately $7.5 million at the
December 31, 1996 exchange rate), plns interest, to the Flemish government for
previvusly received iuvesusent grauwis, this decision is wlso belug sppesaled by
Grace. In July 1996, Grace received a favorable arbitration ruling, under which
the engineering company regpomsitle for the design and comstruction of the fumed
silica plant wa3 ordered to pay damages to Grace; the damage award is not
naterial to Grace.

U.S. JUSTICE DEPARTMENT LAWSUIT. The U.S. Justice Department has
intervened im a QUI TAM lawsuit, originally filed in June 1995, pending in the
U.S. District Court for thc Northcrn District of California {INITED STATES EX
REL. ROBERT CCSTA AND RONALD THORNBURG, ET AL., V. BAKER & TAYLOR, INC., EI
Al..). The complaint in thig lawznit alleges that Baker & Taylor Books, s bhook
wholesaler sold by Grace in 1992, overcharged public schools, libraries and
lederal agencie3 dnring the last ten years, including the period doring which
Baker & Taylor Books was owned by Grace. Grace, Baker & Taylor, Inc. (tihe entity
that currently ogerates Baker & Taylor Books) aand one of the curient
shareholders of Baker & Taylor, Inc. have been named as defendants. The lawsnit
seeks unspecified damages, punitive dameges and civil penalties, as well as
dilorneys' fees snd expenses sud such othier reliefl gs the Courl uay deem proper.
At this time, Grace is unable to determine the liability, if any. to which it
may be subject ag a retultr of thies lawsnit.

SHAREHOLDER LITIGATICN. W. R. Grace & Co., a New York corporation
subsequently renamed Fresenius Naetionel Medical Care Holdings, Inc. ("Grace New
York™), and members of the Grace Nev York Board of Directors (a3 well as J. P.
Bolduc, who resigned as president and chief executive officer and a director of
Grace New York inm Magrch 1995) arc defendants in o casc cniitled WVEISER, ET AL.
V. GRACE, ET AL. pending in New York State Supreme Court, New York Comnty. The
consolidared amended complaint in this lawsnit, which purports to he a
derivative action (I.C., an acticn brought on behalf of Grace New York},
alleges, among other things, that the individual deiendanis breached thexr
fiduciary duties to Grace New York (a) by providing J. Perer Grace, Jr. (the
chairman and & director of Grace New York until his death in April 1995) with
certain compensation arrangements upon his voluntary retirement as Grace New
York's chief executive officer in L1992 and (b) by approving Mr. Boldnc's
severunce srrangemenis, snd thut Messrs. Grace snd Bulduc breached therr
fiduciary duties by accepting such benefits and payments. The lawsnit seeks
unspecified damages, the cancellation of all allegedly improper agreements, the
cancellation of a retirement plan for nonemployee directors, the returan of all
remuneration paid to the directoss who are defendants while they were in breach
cf their fiduciary duties to Grace New York, attcrneys’' and experts’ fees and
costs, and sach other relief as the Court deems proper. A motion to intervene in
the case by the California Public Employees’ Retirement System was granted by
thc Court in Scptcember 1996. Under thce tcrms of the Distribution Agrccment
("Distribution Agreement”™) entered into in connection with the NMC tramsaction
descrihed in "Strategic Ohjectives and Actions” ahove and in Note | tn the
Consolidated linancial Statements, Grace remains finanmcially responsible for anmy
liabalities 1incurred by Grace New York and others as a result ot this
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lawsuit, incloding the tees and disbursements ot counsel tor Griace and, subject
to certain conditions, counsel for the individnal defendanmts (including certain
curreul und f[ormer directors of the Company). The discussious of the
Distribution Agreement appearing above and in the following paragraphs do not
purport to be complete and are qualified in their entirety by reference to the
Distribution Agreement, which was filed as an exhibit to the Joint Proxy
Statement-Prospectns of Grace New York dated Amgust 2, 1996.

In March 1996, tvo purported shareholder derivative class actions were
filed in New York State Supreme Court, New York Connty, against Grace New York
end Albert J. Costecllo, Gracc's Chasirman, President and Chicf Exccutive Officer
(and who previonsly held those offices with Grace New York), alleging that the
defendants hreached their fidnciary dniies to Grace New York = harehnlders by
failing to investigate and consider fully a proposal by ercules, Incorporated
to scquire or merge with Grace New York (1Z4ES, EIC. V. W. R. GRACE & COMPANY, EI
AL. and POLIKCFF, ETC. V. W. R. GRACE & COMPANY, ET AL.). On December 23, 1996,
the parties stipulaied to the dismissal of these actions without prejadice and
withont costs. No consideration was paid in connection with the dismissals.

SECURITIES AND EXCHANGE COMMISSION INVESTIGATIONS. Grace New York was
previously notified thet the Securities and Exchange Commission ("Commission")
had issued a formal order of investigation with respect to Grace New York's
prior disclosures regarding benefits and retirement arrangementis provided to J.
Peter Grace, Jr. and certain matters relating to J. Peter Grace III, a som of J.
Peter Grace, Jr. Grace is coopereting with the investigetion. The outcome of
this investigaticn and its impact, if any, on Grace cannot be predicted at this
time.

In April 1996, Grace New York received a formel order of investigation
issned hy the Commission directing an investigation into, among other things,
whether Grace New York violated the federal securities laws by filing periodic
teports with the Comnmission that contained taise and misleading tinancial
information. Pursuant to this formal order of investigation, Grace and other:s
have received subpoenas from the Southeast Regional Office of the Commission
fequiring the prodnction of documents relating principally to reserves (net of
applicable taxe:) established by Grace New York and NMC during the period from
Jauuury 1. 1990 (v the duie of Lhe subpuena. Gryce Lelieves Lhai all finuncial
statements filed by Grace New York with the Commission dunring thst period, the
financial statements of NMC included in its Form 10 Registration Statement filed
with the Commission on September 25, 1995, and the Consolidated Financial
Statements (all of which financial statements. other than unaudited guarterly
finenoial statements, were covered by unqualified opinions issmed by Price
VWaterhouse LLP, independent certified public accountants), have been fairly
stated, in all material respect:, in conformity with genmerally accepted
accounting principlcs. Gracc is coopcrating with the imvestigation. The outcosme
of this investigation and its impact, 1f any, on Grace cannot be predicted at
this time. ’
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Under the terms ot the Distribution Agreement, (irace remains
finencislly recpongsible for any liabilities incurred by Grace New York and
clbers 45 a resull of the invesligations described sbove, including the fees aud
disbursements of counsel for Grace and, subject to certaim conditions, counsel
for certain former directors and officers of the Company.

SHAREHOLDER ACTIONS RELATING TO NMC. Grace New York and certain of its
former officers end directors are defendants in e lawsuit entitled MURPHY. ET
AL. V. W. R. GRACE & CO., ET AL., which is pending in the U.S. District Court
for the Southern District of New York. The first amended class action complaint
in this lewsuit, which purports to bc a« class action on bchalf of sll pcrsons
and entities who purchased Grace Nev York's publicly traded secnrities during
the period from March 13, 1995 throngh Ocrober 17, 1995, generally alleges that
the defendants concealed information, and issved misleading public statements
and reports, concerning NMC's tinancial position and business prospects, a
proposed spin-off of NMC and the matters that are the subject of iavestigstions
of NMC by the Office of the Inspector General of the U.S. Department of Health
and Homan Services, in violation of federal securities laws. The lawsait seeks
unspecified damages, attorneys’ and experts’ fees and costis, and snch other
1elief as Lhe Court deems proper.

Grsce New York, certain of its former directors and its former
president and chief executive officer sre also defendants in a purported
derivative action pending in the U.S. District Court for the Southern District
of New York {BENNETT V. BOLDUC, ET AL.), alleging that such individuals breached
their fiduciary duties by failing to properly snpervise the activities of NMC in
the conduct of its business. The BENNETT action seeks unspecified damages,
attorncys’' and cxpcrts’ fccs and costs, and such othcr rclicf a3 thc Court decems
proper.

Under the terms of the Distribution Agreement, Grace remains
tinancially responsible tor any liabilities incurred by Grace New York and
others az a regult of the lawguits described above, including the fees and
disbursements of counsel for Grace and, subject to certiain conditions, counsel
for the individual defendants (including certain carreat and former directors
and officers of the Company).

In February 1996, a purported class action was filed in New York State
Supreme Court, New York County, against Grace New York and certain of its
carrent and former directors, alleging that the defendants breached their
fiduciary duties, principally by failing to provide internmal financial data
conceraing NMC tec Vivre Incorporated snd by failing to negotiate with Baxter
International, Inc. in connection with a business combination involving NMC
(ROSMAN V. W. R. GRACE, ET AL. 96-102347). On December 19, 1996, the parties
stipuleted to thc dismissel of this action without prejudice and withont costs.
No consideration was paid in connection with the dismissal.

-21-
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See Nule G Lo Lhe Consolidated Financial Stalemeuls and "Managemenl's
Discussion snd Auslysis of Resulis of Operatious and Finsncial Conditjon® for
additional 1nformation coucerning certain liligalion and proceedings involving
NC.

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

This Item is inapplicable, as no matters vere submitted to a vote of
the Company's security holders during the fourth quarter of 1996.

EXECUTIYE OFFICERS

The Company's current executive officers are listed below. Bxecutave
officers are clected to serve until the following angual meeting of the
Company ' s Board of Directors: the next such meeting is scheduled to be held on
May 9, 1997.

Name and Age Office

R H. Reher (63) Rxecutive Vice President
and General Counsel

Kobert J. Bettacchi (54) Yice President
Albert ). Costello (61) Chairman,

President and Chiet
Executive Otficer

Larry Ellberger (49) Senior Vice President and
Chief Financial Officer

James R. Hyde (58) Senior Vice President

J. Gary Kaenzig, Jr. (52) Senior Vice President

All the above oxecutive officers have been actively engaged in Grace's
business for the past five years, other then Messrs. Costello and Bllberger. Mr.

Coetello served as chairman of the board and chief executive officer of American

Cyananid Company from April 1993 to December 1934 and as president of Americsn
Cyanamid Company from 1991 through March 1993. Mr. Bllberger was a corporate
vico president and director of corporate development end planning from October
1991 until 1995, and prior to that vice president, industrial snd performance
products division. of American Cyanamid Company.
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Firat Blected

05/ 10/93
09/01/91

02/ 01/ 90
0S5/ 10/ 95
08/ 01/ 95
07/06/ 95
11/14/96
07/ 06/ 95

10/ 05/ 95




PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER VATTERS.

Bxcept as provided below, the informaticn called for by this Item
appears in the Financial Supplement under the heading "Financial Summary”
cpposite ithe caption "Other Statistics Common shareholders of record™ (page
F-26), under the heading "Quartezly Sunmary and Statistical Information -
Unaudited" opposite the captions "Dividends declared per common share” and
"Markct price of commom stock” (page F-25); and in Note 13 to thc Consolidated
Financial Statements (page F-20).

Each share of the Company's Common Stock, $.01 par value ("Common
Stock™}, has an sttendant Preterred Stock Purchase Right {"Right”). ‘lhe Rights
are not and will not become exercissble unlese and until certain events occnrs
(as described below). Until such events occnr, the Rights will automatically
trade with the Common Stock, and separate certificates for the Rights will not
be distributed. The Rights will become exercitable on the earliesr to occur of
(4) 10 days afier u persop or group ("Acquiring Persou”) hes sweyquired beneficial
cownership of 20% or more of the then outstanding shares of Common Stock or (b)
10 businese day: (or such later date as msy be fixed by the Company's Board of
Directors) after an Acquiring Person commences (or announces the inteantioa to
comnence) a tender offer or exchange offer that wonld sresult in such Acquiring
Person becoming the bemeficial owner of 20& or more of the then cutstanding
shares of Common Stock. Holders of Rights, as such, have mo rights as
stockholders of the Company; consequently, such holders have no 1ights to vote
or rcecive dividends, amoang othcs things.

When the Rights hecome exercisahle, each Right will initially enritle
the holder to buy from the Company onme hundredth of a share of the Company's
Series A Junior Participating Preterred Stock, 3.0l par value ( Jusior Preterred
Stock™), for $200, subject to adjustment ("exercise price"). If, at any time
after the Rights become exercisable, the Company is acquired in a merger or
cther business combination or 50% or more of the Company's consolidated assets
or earning power is sold, each Right will entitle the holder to buy a number of
shures of comeon stuck of the acyuiriug cowpany baving s wmarkel value ecyqual Lu
twice the exercise price. Alternatively, each Right not owned by aa Acquiring
Person would become exercicable for Commom Stock having a market value equal to
twice the exercise price.

Shares of Junior Preferred Stock thet may be purchased upon exercise of
the Rights will not be redeemable. Each share of Jurior Preferred Stock will be
entitled t0o ¢« minimum preferential quarterly dividend paynent of $1.00 per share
bat will bc c¢ntitled to am aggregatc dividend cqual to 100 timcs the dividend
declared per shire of Common
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Stock whenever such dividend is declared. In the event of liguidation, holders
ot Junior Preterred Stock will be entitled to a minimgm preterential liguidation
paynent of $100 per share but will be entitled to sn aggregate payment equal to
100 tines (he paymeut wmade per share vi Comson Stovk. Each share of Junior
Preferred Stock will have 100 votes, voting together with the Common Stock.
Finally, in the event of any merger, coneolidation or other transaction in which
the Common Stock is exchanged, each share of Junior Preferred Stock will be
entitled 1o receive an amount eqnal to 100 times the amount received per share
of Common Stock. These rights are protected by customary antidilotion
provisions.

Becavsc of the natmrc of the dividend, liguidetion end voting rights of
the Janior Preferred Stock, the vilne of the one-handredth interest im a share
of Innior Preferred Stock that may he pnrchased mpon exercize of each Right
should approximate the value of cne share of Common Stock.

At sny time aiter any person or group becomes an Acquiring Person, and
prior to the acquisition by such Acquiring Person of 50% or more of the
cutstanding shares of Common Stock, the Company’s Board of Directors may
exchange the Rights (other than Rights owned by such person or group, which will
become void afler such person becomes sn Acquiring Person) for Commvn Stock or
Junior Preferred Stock, in whole or in part, at an exchange ratic of one share
cf Common Stock, or one hundredth of a share cf Junior Preferred Stock (or of a
share of another series of the Company's Preferred Stock having equivalent
1ights, preferences and privileges), per Right (subject to adjustment).

At any time prior to the acquisition by a person or group of beneficial
ownership of 20% or more of the cutstanding shares of Common Stock, the
Company'’'s Boerd cf Dircotors meay rcdecem the Rights im wholc, but not in part, st
a price of $.0L per Right.

The terms of the Rights may be amended by the Company’'s Board of
Directors without the consent ot the holders ot the Rights, inciuding an
amendment to lower (a) the threshold at which a person becomet an Acquiriang
Person and (b) the percentage of Common Stock preposed to be acquired ip a
tender or exchange offer that would cause the Rights to become exercisable, to
not less than the greater of (a) the sum of .00L% plus the largest percentage of
the Company’s ovuistsuding Commaon Stuck then Xwown Lo Lhe Company to be
beneficially owned by any person or group and (b) LO%, except that, from and
after such time as any person or group becomes an Acquiring Persicm, no such
amendment may adversely affect the interests of the holders of the Rights.

The Rights will expifre in September 2006, unless this expiration date
is extended or unless the Rights are earlier redeemed or exchanged by the
Company.

L



The foreguing sumsary ol Lbe Rights dves wel purpori Lo be cuomplete sud
is qualified in its entirety by reference to the Rights Agreement, which was
filed as an exhibit to the Company’'s Form 8-K filed on October 10, 1996.

ITEM 6. SELECTED FINANCIAL DATA.

The information celled for by this Item appears under the heading
"Financial Summary” (page F-26 of the Financial Supplemeni) and in Notes 5, o,
9 and 16 to thc Consolidatcd Finenciel Statcments (pages F-13, F-15, F-18 and
F-23 of the Financial Supplement). In sdditiom, Exhibit 12 to this Report (page
F-35 nf the Financial Snpplement) contains the ratio of earning: to fixed
charges and combined fixed charges and preferred stock dividends for Srace for
the years 1992-1996.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS.

The information called for by this Item appeass on pages F-27 to F-32
cf the Financial Supplement.

ITEN 8. FPINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

See the Index to Comsolidated Fimancial Statements and Financial
Statcment Schedulc end Exhibits on page F-1 of thc Finencial Supplement.
ITEM 9. (IANGES IN AND DISAGRITMENTS WITII ACCOUNTANTS ON ACCCUNTING AND

FINANCLAL DISCLOSURE.

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

PART III

ITEN 10. DIRECTORS AND EXECUTIVE OFFICERS COF THE REGISTRANT.

Except for information regarding the Company’s executive oificers (see
page 22), the information called for by this Item is incorporated inm this Report
by rcfcreace to the definitive Proxy Statement fer thc Company' s 1997 Annual
Meeting of Shareholders, except for information not deemed to be "soliciting
naterial”™ or "filed” with the Commission,
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information subject tu Regulatjous 14A vr 14C under Uie Securaties Eachauge Act
ol 1934 ("Exchange Acl®) or infurmation subjeci Lo the liabylaties of Sectiun 18
of the Exchauge Act.

ITEM 11 EXECUTIVE COMPENSATION.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT .

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

The information called for by Items 11. 12 and 13 is incorporated in
this Report by reference to the definitive Proxy Statement for the Company's
1997 Annual Meeting of Shareholders, except for information not deemed to be
“soliciting material® or "filed” with the Commission. information sub)ect to
Regulatinng 14A or 14C under the Exchange Act or information subject to the
tiahilities of Section 18 of the Fxchange Act.

PART TV
LTEM 14, BXHLIBITS. FINANCIAL STAIEMENT SCHEDULES, AND REPORTS
ON HOMM §-K.
FINANCIAL STATHMENTS AND SCHEDULES. See the index to Consolidated
Financial Statements and Kinancial Statement Schedule and Exhibits on page F-1
of the Financial Supplement

REPORTS ON FORM 8-K. The Company filed the following Reports on Form
8-K during the fourth quarter of 1996 and the beginning of 1997:

Date of Filing Disclosure(s)

October 10, 1996 Distribution of all of the shares of the Company's outstanding
common stock to the holders of the commen stock of Grace
New York, on a one-for-one basis.

November 8, 1996 Announcement of 1996 third quarter results.
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November 21, 1996

hovember 22, 1996

January 8, 1997

February 14, 1997

March 4. 1997

March 12, 1997

Aunvuncement of the election of Lacry Ellberger as ciuel
Linwncisl oflicer.

Announcement that Grace had entered 1nto a definitive agreement to
seil its Amicon separations science business to Millipore
Corporation.

Announcement that Grace had entered i1nto a definitive agreement to
sell 1ts worldwide cocoa business to Archer-Daniels-Midland Company:
announcement of the compietion of the sale of Grace's Amicon
separations science business to Millipore Corporation: and
announcement of the release of W. R. Grace & Co.-Conn., the
Company's principal operating subsidiary. from guarantees of certain
borrowings by National Medical Care, Inc.., & former subsidiary.

Announcement of 1996 fourth quarter and full year results.

Announcement. nf the completion nf the sale of Grace's worldwide
cncoa business to Archer-Daniels-Midland Company; announcement that
Grace had entered into a definitive agreement to sell itg speciatry
polymers husiness to National Starch and Chemical Company. and
announcement. that Grace had agreed 1n principle to acquire
Schurpack, Inc

Announcement ot the release ot additional components ot Grace's 1996
tinancial statements, including a consolidated balance sheet and a
consolidated statement ot cash tlows

EXHIBITS The exhidits to this Report are listed below. Other than
exhibits 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 ¥here Located
Amended and Restated Certificate of Bxhibit 4.1 to Ferm 8-K
Incorporation of ¥. R. Grace & Co (filed 10/10/96)

.27-
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Amended and Restured By-laws of W, R. Gruce & Cu.

Rights Agreement by and between W. R. Grace & Co.
and The Chase Manhattan Bank, as Rights Agent

Indenture dated as of September 29, 1992 among
W%. R. Grace & Co.-Conn., W R. Grace & Co.
and Bankers Trust Company

Supplementsl Indenture dated as of September 24, 1996,
among V. R. Grace & Co.-Conn.. ¥. R. Grace & Co.,
Grace Holding, Inc.. and Bankers Trust Company, to
Indenture dated as of September 29, 1992

Indenture dated as of January 28, 1993 among ¥. R Grace &
Co.-Conn , % R. Grace & Co and The Bank of New Yark
(ruccessor to NationsBank of Georgia, N.A.)

Supplenental Tnrdenture dated as of Septemher 24, 1996,
among ¥. R. Grace & Co.-Conn , W R. Grace & Co.,
Grace Holding, Inc., and The Bank of New York, to
Indenture dated as of January 28, 1993

364-Day Credart Agreement, dated as of May 17, 1996
among ¥. K. Grace & Co.-Conn , ¥. R. Urace & Co.,
Grace Holding, Inc., the several banks parties thereto,
MationsBank, N.A. (South), as documentation agent. and
Chemical Bank, as administrative agent, for such banks

Amended and Restated Credit Agreement, dated as of

May 17, 1996, among ¥. R. Grace & Co.-Conn.,

W. R. Grace & Co.. Grace Holding, Inc., the several banks
parties thereto and Chemical Bank, as administrative agent
for such banks

W. R. Grace & Co. 1996 Stock Incentive Plan

W. R. Grace & Co. 1996 Stock Retainer Plan for
Nonemployee Directors
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Bxhibit 4.2 w Furm
(Liled 10710/96G)

Bxhibit 4.3 1o Form
(f1led 10/10/96)

Bxhibit 4.2 to Form
(filed 3/26/93)

Exhibit 4.4 to Form
(filed 10/10/96)

Exhibit 4.4 to Form
(fited 3/26/93)

Fxhibit 4.5 to Form
(frted 10/ 10/96)

tBxhibit 4.4 to Negistration Statement
on Form S-1 (tiled 8/2/96)

Bxhibit 4.5 to Registration Statement
on Form S-1 (filed 8/2/96)

Filed herewith®

Bxhibit 10.2 to Form 8-K

(filed 10/10/96)*
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%. R. Gruce & Co. Supplemental Execulive Retirement

Plau, ss aswmended

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

% R. Grace & Co. 1981 Stock Incentive
Plan, as amended

W%. R. Grace & Co. 1986 Stock Incentive
Plan. as amended

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

W. R. Grace & Co. 1994 Stock Incentive
Plan, as amended

Forme of Stock Option Agreements

Tnfarmation concerning ¥. R Grace & Co.
Incentive Compensation Program, Deferred
Compensation Programs and Long-Term Incentive
Program

Form ot Long-lerm Incentive Program Award

Form of Stock Option Agreement

W. R. Grace & Co. Retirement Plan for Outside
Directors, as amended

Employment Agreement dated as of April 1, 1991
between W. R. Grace & Co.-Conn. and
Constantine L. Hampers, as amended

Letter Agreement dated as of March 29, 1996
between W. R. Grace & Co. and
Constantine L. Hampers

Letter Agreement dated June 14, 1996

between W. R. Grace & Co. and
Constantine L. Hampers
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Filed hierewiih®
Filed herewith*
Exhibit 10.3 to Form 8-K

(filed 10/10/96)*

Exhibit 10.4 to Form 8-K
(filed 10/10/96)*

Exhibit 10.5 to Form 8-K
(filed 10/10/96)*

Exhibit 10.6 to Form 8-K
(f1led 10/10/96)*

Bxhihit 10(h) to Form 10-K
(f1led 3/2R/92)°

Pages 7-12 and 28-33 of Proxy Statement
(filed 4/10/96)*

Exhibat 10.13 to Kegistration Statement on
Form 8-1 (tiled 8/2/Y6)*

Bxhibit 10.14 to Registration Statement on
Form 8-1 (filed B/2/96)*

Filed herewith®

Bxhibit 10(x) to Form 10.K
(filed 3/28/92)*

Bxhibit 10.1 to Form 10-Q
(fi1led 5/15/96)*

Bxhibit 10.3§ to Registration Statement
on Form $-1 {filed 8/2/96)*
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Furm ol Eaxccutive Severauce Agrecment
between ¥. R. Grece & Co. and
officers clected prior to Masy 1596

Form of Executive Severance Agreement
between ¥. R. Grace & Co. snd
officers clected in or after May 1996

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

Incentive Compensation Agreement dated June 1, 1992
between National Medical Care, Inc. and
Kamsky Associates. Inc.

Congulting Agreement dated as of December 1993
hetween National Medical Care, Inc. and
Yirginia A, Kamsiky

Amendment to Consultaing Agreement, dated as of
May 1, 1995, among National Medical Care, Inc.,
Virginias A. Kamsky and Southeast Asis Markets, lnc.

tmployment Agreement dated as of May 1, 1995
between W K. Grace & Co. and Albert }. Costello

Amendnent dated August 9, 1996 to Employment Agreement,
dated as of May 1. 1995, between W. R. Grace & Co.
and Albert Costello

Option Agreement between W. R. Grace & Co. and
Albert J. Costelio. dated May 1, 1995, as amended

Option Agreement between W. R. Grace & Co. and
Albert J. Costello, dated March 6, 1996

Agreemont dated September 23, 1996 between
¥. R. Grace & Co. and Donald H. Kohnken

Employment Agreement dated May 15, 1995 between
W. R. Grace & Co. and Larry Bllberger
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Eahibit 10.22 to Regirsiraliun Sialewent
on Form §-1 (filed 8/2/96)*

Exhibit 10.23 to Registration Statcaent
on Porm S-1 (filed 8/2/96)*

Exhibit 10.29 to Porm 10-K
(filed 3/26/93)*

Bxhibit 10.30 to Form 10-K
(f1led 3/26/93)*

Rxhibit 100.23 to Form {0.K
(filed 3/31/95)*°

Exhibit 10.1 to Form 10-Q
(f1led 5/12/95%)°

Hxhibat 10.1 to lorm 10-Q
(tiled ¥/14/95)*
Bxhibit 10.7 to Form 8.-K
(f1led 10/10/96)*
Bxhibit 10.8 to Form 8-K
(filed 10/10/96)*

Exhibit 10.37 to Registration Statement
on Form S-1 {filed B/2/96)*

Bxhibit 10.9 to Form 8-K
(filed 10/10/96)*

Filed herewith®
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Restricted Stock Award Agreewent daied June G, 1995
beiween W. R. Orace & Co. sud Larry Ellberger, us
amended by letter agreement dated August 26, 1936
between Larry Ellberger and ¥W. R. Grace & Co.

Letter Agreement dated December 10, 1996 dbetween
%. R. Grace & Co. and Larry Bllberger

Bridge Loan Promissory Note dated July 31, 1992 of
Fred and Jacqueline Lempereur, payable to
W. R. Grace & Co.-Conn.

Employee Relocation Loan Agreement dated July 31, 1992
between W. R. Grace & Co.-Conn. and Fred and
Jacqueline Lempereur

Fmpinyment Agreement dated AuguRt 17, 1992 hetween
Grace Speciaity Chemicalr Co  and Fred lempereur

Tetter Agreement dated January 1), 1997 hetween
%. R. Grace & (o. and Fred Lempereur

Distribution Agreement by and among ¥. R. Grace & Co.,
a New York corporation subsequently rensmed

Fresenius National Medical Care Holdings, Inc.,

%. R. Grace & Co.-Conn., and Fresenius AU dated
February 4, 1996

Form of Indemnification Agreement between
%. R. Grace & Co. and certmin directors

Form of Indemification Agreement between
W. R. Grace & Co. and certain officers and
directors

Weighted Average Number of Shares and Earnings
Used 1n Per Share Computations

Computation of Ratio of Barnings to Pixed Charges
and Combined Fixed Charges and Preferred Stock Dividends

Selected Portions of the 1996 Annusl Report to
Shareholders of ¥. R. Grace & Co.
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Filed herewirih®

Piled herewith*

Piled herewith®

Filed herewith®

Filed herewith®

Filed herewith*

Exhabit 2 to Form 8-K

(tiled 2/6/96)

Exhibit 10.39 to Registration Statement

on Porm §-1 (filed

Biled herewith®

Filed herewith (in
Supplement to Form

Filed herewith (an
Supplement to Form

Filed herewith (in
Supplement to Form

8/2/96)*

Financial
10-K)

Financial
10-K)

Financial
10-K)

i3
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List of Subsidisries of W. R. Gruce & Cu.

Consent of Independent Accountants

Powers of Attorney

Piled herewioh

Filed herewith (in Financial
Supplement to Form 10-K)

Filed herewith
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S1GNATURES

Pursuaul (o the reguiremenis of Section 13 or 15(d) ol the Securilies
Exchange Act of 1934, the registrant has duly caused this Report to be signed on
itg behalf by the nndersigned, thereunto duly authorized.

W. R. GRACE & (0.

By /s/ L. Ellberger
L. Ellberger
(Senior Vice Presgident and
Chief Financial Officer)
Date: March 28, 1997

Pursuant to the requirements of the Secarities Exchange Act of 1934, this
Report has been signed below by the following persons on behalf of the
tegistrant and in the capacities indicated on March 28, 1997.

Signature Tille

A. J. Costello* President and Director
(Principal Execative Officer)

J. F. Akers* T. A. Holmes* }
H. Brown* V. A. Kamsky* }
C. Chcng* J. J. Morphy* } Dircotoss
H. A. Eckmann* J. E. Phipps* }
M. A. Fox* T. A. Vanderzlice* }
J. W. Frick*
!'s/ L. Ellberger Senior Vice Pregident
------------------- (Principal Financial Officer)
(L. Ellberger)
!'s/ K. A. Browne Vice President aud Controuller

.................. » (Principal Accounting Officer)
(K. A. Browne)

By signing his name hereto, Robert B. Lamm is signing this documeat on
bchalf of cach of the persons indicatcd above pursuant to powcrs of attorncy
duly executed by such persons snd filed with the Securities and Exchang
Conmisrion.

By /8/ Robert B. Lanm

Robesrt B. Lanm
(Attorney-in-Fact)
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FINANCIAL SUPPLEMENT
to
Annual Report on Form 10-K for the Year Ended December 31, 1996

W. R. GRACE & C0. AND SUBSIDIARIES

Index to Consolidated Financial Statements
and Financial Statement Scheduie and Exhibits

Report of Independent Certified Public Accountants on
Financial Statement Schedule .. ....... ... .. ........ . ... ...,
Conaent of Tndependent Certified Public Accnum.mu ...... e
Repart of Tndependent Certified Puhlic Accountanta . ... . .........
Congalidated Statement of Operations for the three yeara 1n the
perind ended Decemher 31, 1996 ... . ....... ... . ... .. ...
Consolidated Statement of Cash Flows for the lhree yeln 1 lhc
period ended December 31, 1996 ..... ... .... F
{onsolidated Balance Sheet at December 31, 1996 lnd 1995 .
Congolidated Statement of Shareholders’' Kquity tor the three
years in the period ended December 31. 1996 . . . ..... . ...... .. ...,
Motes to Consolidsted Financial Statements ... . PR
Quarteriy Summary and Statistical lntormation - Umudned R
Capital Expenditures, Net Fixed Assets and Depreciation and
Lease Amortization ...... .......... ... .. .l
Financial SUBMBIY . ... ... . ittt i e e e
Management's Discussion and Analysis of Results of Operations
and Financial Condition .. ......... .......... .. ...,

Financial Statement Schedule
Schedule II - Valuation and Qualifying Account and Reserves ............

Exhibit 11: Weighted Average Number of Shares and Earnings Used in
. Per Share Computations ...... ... ......voiiiniiinnin it
Bxhibit 12: Computation of Ratio of Earnings to Fixed Charges and

Cembined Fixed Charges and Prefersed Stock Dividends ....................

The financial data listed above appearing in this Financial Supplement
are incorperated by reference herein. The Financial Statement Schedule should be
read in conjunction with the Consolidated Financial Statements and Notes
thereto. Financial statements of 50%- or lees-owned persons and other persons
accounted for by the equity method have been omitted as provided in Rule 3-09 of
Securities and Exchenge Commission Regulstion S-X Financial Stotement Schedules
not included have been omitted bécause they are not applicable or the required
information is shown in thec Consolidated Financial Statcments or Notcs thercto.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS ON
FINANCIAL STATEMENT SCHEDULE

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

QOur andits of thc consolidatcd financial statcments referred to in our rcport
dated February 3, 1997 appearing on page 27 of the 1996 Annual Report to
Sharehnlders of W. R. Grace & Cn. (which report and congolidated financial
statements are included in this Annual Report oa lorm 10-K) also incladed an
audit ot the binancial Statement Schedule listed on page K-1 in the lndex to
Consolidated Financial Statements and Financial Statement Schednle and Exhibits
cf this Form 10-K. In our opinion, this Financial Statement Schedule presents
fairly, in all material respects, the information set forth therein when read in
conjunction with the related consolidated financial statements.

/8! PRICE WATERHOUSE LLP

PRICE WATEREOUSE LLP
Ft. Leuderdale, Florida
February 3, 1997

CONSENT OF INDLEPENDINT CCRTIFITD PUBLIC ACCOUNTANTS

We bereby consent to the incorporation by reference in the Prospectuses
constituting parts of the Registration Statements on Form S-8 (Nos. 333-13637,
333-13639, 333-13641, 333-13643, 333-14101, 333-.13645, 333-13647 and 333-16401)
of ¥. R. Grace & Cu. vl vur repuil daled Februsry 3, 1997 uwppearing ou puge 27
of the 1996 Annaal Report to Shareholders, which report is included at page F-3
of this Annuel Report on Form 10-K. We also conient to the imcorporation by
1teference of our report on the Financial Statement Schedule, which appears
above.

/8! PRICE WATERHOUSE LLP
FRICE WATERHOUSE LLP

Ft. Tanderdale, Florida
March 28, 1997

F-2
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MANAGEMENT'S RESPONSIBILITY FCR FINANCIAL REPCRTING

Management is responsible for the preparation, as well as the integrity and
cbjectivity, of the Conmsolidated Finaacial Statements ead other financaial
information included in this repeort. Snch financial information has been
prepared in conformity with generally accepted accounting principles and
accordingly includes ccrtain emounts that rcprcicnt manegement’s best
estimates and judgments.

Management. maintaing internal control syctems to asgigt it in fnlfilling
its gresponsibility for fimancial reporting, including selection cf personael;
segregation of duties;, business, accounting and reporting policies and
procedures; and an internal audit function. VWhile no sysiem can ensure
clininetion of sll esrors and irregularities, Grace's systems, which are
1reviewed and modified in response to changing conditions, have been designed
to provide reasonable agsurance that assets are safeguarded, policies and
procedures sre fvllowed and Lrapsaciivns are properly eacvcuied and reporied.
The comcept of reasonable assurance is based on the recognition thati there are
limitations in all systems and that the cost of guch systems should not exceed
their benefits.

The Andit Committee of the Board of Directors, which is comprised of
directore who are neither officers mor employees of nor consultante to Grasce,
meets regularly with Grace's senior finmancial personnel, internal auditors and
independent certified public accountants to review audit plans and results, as
wcll as the actions taken by managemcat in discharging its responsibilitics
for acconnting, financial reporting and internal control systems. The Andit
Comnittee reports itk findings and recommends the selection of independent.
certified pnblic accountants to the Doard of Directors. Grace's menagement,
internal aunditors and independent certitied public accountants have direct and
confidentiasl access to the Andit Committee at all times.

The independent certified public accountants are engaged to condact the
audits of and render a report on the comsolidated financial statements in
accordance with generally accepted suditing standards. These standards
1equire a review of Lhe sysiems of internal counliols and esls ol Lraussciivns
to the extent considered mecessaty by the independent certified pmblic
asccountants for purposes of supporting their opinion as set forth in their

1eport.

Albert J. Costello Larry Ellberger

Chairman, Pregident and Seniaor Vice President and
Chief Executive Officer Chicf Financial Officer

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNIANTS

PRICE WATERHOUSE LLP Februsry 3, 1997
One Bast Broward Boulevard

Ft. Lauderdale, FL 33301

TO THE SHARFRCTDFRS AND BOARD. OF DIRFCT(ORS OF W. R. (RACE & (.

In our opinion, the consolidated financial statements 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 st December 31, 1996
and 1995, and the resnlts of their operations end their cesh flows for each of
the three years in the period ended December 31, 1996, 1n contormity with
generally sccepted sccounting principles. These financiasl statements are the
1esponsibilily vf menagewent; oul responsibility is Lo express sp opiuivn vn
these Iinancial statements based on onr audits. We conducted our audits of
these ttatement: in accordance with generally accepted anditing stendatds
which require that we plan and perform the amdit to obtain reasonable
assurance about whether the finamciel statements are free of materiel
misstatement. .An andit includes examining, onm a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estinates made by management,
and cvelneting thce overell financial ststemcnt prescatation. We belicve that
cur audits provide a reasonable basis for the opinion expressed above.

Price Waterhouse LLP
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CONSOLIDATED PINANCIAL STATEMENTS

¥. R. Grace & Co. and Subsidiaries

CONSOLIDATED STATEMENT OF OPERATIONS

Dollars in millions. except per share smounts 1996 1998 1994
Sales and FEVEMULE . ... .. ...ttt i e $3,.454.1 $3,552.6 $3.128.5
OtRET IMCOME . ... .o i iiiin s e e e e e 38.9 41.2 42.0
TOT AL i e et e e 3,493.0 3,593.8 3.170.5
Cost of goods rold and operating expenses ... ............. ..... e e .2,011.0  2,151.2 1.R32 6
Selling, general and adminigrrative expenses ... ......... ......... .......... 713 3 913.7 RS 9
Depreciation and aMOFLIZALION .. ..., ... ... il e e 184 .4 i86.1 164 6
Interest expense and related financing costs ... ......... .......... ..., . 71.6 71.3 9.5
Research and development expenses .. . ......... e e . 93.9 L1L.6 99.6
Restructuring coats and asset impairments ....... e e e e 107.% 169 0 -
Provision relating to ashestos-related liabilities and insurance coverage ....... . 229.1 275.0 316.0
Gain on sales of businesses ......... _...... N . (326 4) .- .-
TOTAL ... i e e e e 3,144 4 3,877.9 3,248.2
Income/ (loss) from continuing operations before income taxes ...................... 348.6 (284.1) (17.7
Provision for/ (benefit from) income taXes ....... .......... . .iiiiiiiiiiiiiiiann . 134.8 (104.5) (42.6)
INCOME/ (LOSS) FROM CQONTINUING OPERATIONS .............. ..oiiiiinn convnnnnnn . 213.8 (179.6) (35.1)
Income/ (loss) from discontinued operations ............ ... iiiiiiiiiiiiiiiiiiian, 2,643.9 (146.3) 118.4
NET INCOMES (L088) ..ot i it et e e iieae $2,857.7 $ (325.9) § 83.3
Barnings/ (loss) per share:
Continuing OPerstioNs ... .......iioutuuerntntienteeerroninaianain i, $ 232 8 (1.87)$ ( 38)
Net earning®/ (LoBB) ... .. i e e $ 31.06 § (3.40)§ 88

The Notes to Consolidoted Pinancial Statements, pages F-8 to F-24, are integrol
parts of these statements.

F-4




41

CONSOLIDATED STATEMENT OF CASH FLOWS

Dollars in millions

OPERATING ACTIVITIES

Income/ (loss) from continuing operations before income taxes ......... ..........
Reconciliation to cash provided by operating activities:
Depreciation and amortiZatlion ............... ..i..iinir eeeniaaae o e
Provision relating to asbestos-related liabilities and tnsurance ‘.oveugc
Provision relating to restructuring costs and asset impairments ...............
Gain on sales of businesses ....... ... ... . ... i e

Changes in assects and liabilities, excluding eifect of businesses
acquired/divested and foreign currency exchange:
Increase in notes and accounts receivable, net ... ............ . ...
Decrease/ (i1ncrease) in iDVENLOT1ES . ........ ... tiiiiiiih i
Proceedr from aghestos-related insurance settiementr .... ... .... .....
Paymentz made for asheston-related litigstion Rettlements, )udg!lenu and
defenge CORER ... ... ..... ... ..ol

Other ... ... .. ... i i e ...........
NET PRETAX CASH PROVIDED BY OPERATING ACTIVITIES OF CONTINUING OPERATIONS
Net pretax cash provided by operating activities or discontinued operations .....

NET PRETAX CASH PROVIDED BY OPERATING ACUIVITIES ...... ......... ... ...,
income taxes paid ...... e

NET CASH PROVIDED BY OPERATING ACTIVITIES ... .. ... .. ..

INVESTING ACTIVITIES (1)

Capital expenditures ....... ... .. i i e
Businesses acquired in purchase transactions, net of cash acquired and debt assumed
Net investing activities of discontinued operations ............... ... .ol
Net proceeds from divestments ......... .. ... ... .. ..ottt e,
Proceeds from disposals of assets .... ... ... .. ... .. ..
L83 T
NET CASH PROYIDHD BY/ (USED FOR) INVESTING ACTIVITIBS ... ......................

FINANCING ACTIVITIBS (1)
Dividends paid .. . . ... . e e e
Repaynents of borrowings having originel maturities in excess of three months ...
Increass an borrowings having original maturities in excess of three months .....
Net (repayments of)/increase in borrowings having original maturities

of three months oF less ... ... . . . .. . i e e
Stock options exercised ..... ... e
Net financing activities of discontinued operations
Purchase of trensury stock .. ... ... i i e
Repurchsse of limited partnership interest ................
Qther ... e

NET CASH (USED FOR)/DPROVIDED BY FINANCING ACTIVITIES

Effect of exchange rate changes an cesh and cash cquivalents

Increase/ (decrease) in cash and cash equivalents ...........

CASH AND CASH BQUIVALENTS, BDGINNING OF YRAR ..........

134
229
107
(326

-

$ (284.1)
186.1

275.0
169.0

(44.7)
(62.1)
257.3
(160.3)
(48.3)
(40 6)

(537.6)
(37.4)
(295.2)
56.7
(112.6)
(68.1)
148.5
414.9
164.1
120.8
(12.1)

$ (1.

164.6
316.0




The Notes to Consolidated Financial Statements, pages F-8 to F-24, are
integral parts of these statements.

(1) See Notes 1 and 6 for supplcmental information relating to noncash
investing and financing activities.

F-5




42

CONSOLIDATED BALANCE SHEET

Dollars in millions, except par value Deceamber 31, 1996 1995
ASSETS
CURRENT ASSETS
Cash and cash eqQUIYAlents . . ... .. .. .. . it e e e S 68.3 $ 40.6
Motes and accounts receivable, met ............ .. ... .0 ciiieiiee ceeaneaa, 831.4 596. 8
IDVENLOTICE ... ottt i e e e e 376.1 491.9
Net assets of discontinued operations ........... ......... ....i...iiiaaia., 297.4 323.7
Deferred income LAXES . ... ... ... e e 183.9 206.1
Other CUTTENL BBBELE . ... ... ... .ttt iitiiiiiai ittt e 17.8 22.2
TOTAL. (IRRENT ASSRTS . ........ e e e e e e 1.774.9 1,681 3
Properties and equipment, MEL ........ .......... ...ii..ee aaiaeaan e 1,871.3 1,736 |
Goodwill, less accumulsted amortization of $IR.6 (1995 - $206) ................. 40 6 (RN
Net. assets of diacontinued operationn - health care ... ..... .. .. ... .. .......... .- 1,435 3
Agbegtot-related insurance receivable ... ... ...L0 L oLl 296.3 321.2
Deferred income taxes ..... .. ........ ......... ..... e e e 309 2 386 6
Other assets .... ...... e e ol e e 653.5 6883
TOTAL ASSEIS . e e e 84,948 8 $6,360.6
LIABILITIES AND SHAREHCLDERS' EBQUITY
CURRENT LIABILITIBS
Short-term debt ... ... ... i e e e s S 315.2 $ 638.3
Accounts payable ... ... e e e 274.7 339.2
INCOME LAXES ... e e e e e s 123.3 103.3
Other current lisbalities ... ... ... .. ... e e 773.9 836.4
MilOFity AMLETEBt .. ... it ittt ittt e tne ettt e e e s -- 297.0
TOTAL CLRRENT LIABILITIES ........ ... ...ttt it iiantreanr e e, 1,487.1 2,214.2
Long-term Gebt .. ... ... i e e 1,073.0 1,295.5
Other Liabilatiss ... .. o i e e e e e e 850.7 852.0
Deforred income LAXES .. ... ...ttt e 43.5 44.8
Noncurrent liability for asbestos-related litigation ........................c.0.. 859.1 722.3
TOTAL LIABILIT RS ... .. i i e e i e s 4,313.4 5,128.8
COMMITMENTS AND QONTINGENCIES (Notes 2, 6, 9 and 11)
SHAREHOLDERS ' BQUITY
 Prefersred stock, par velue $.01 and $100, respectively ..... .................... 7.4
Common stock, par valuc $.01 and $1, respcctively; 300,000,000 sharcs autherized:
outstanding at Dccember 31: 1996 - 78,493,000; 1995 - 97,375,000 ........... .8 97.4
Paid in CAPAtAl . .. e e e e e e, 524.1 459.8
Retained CaERINBE .. ... i e e e 172.6 709.0
Cumulative translation Adjustments ............... ..ot it (64.6) (39.4)
Treasury stock, at cost; December 31: 1996 - 10,000; 1995 - 53,000 common shares .5 (2.4
TOTAL SHAREILDERS® BQUITY . ... ittt ittt e 632.4 1,231.8
TOTAL LIABILITIES AND SHARFHOLDORS' BQUITY ..............iiivniiiininnannenns 54,545.8 $6,360.6

Bl |




The NolLes Lo Cuonsoliduted Financiul Siaiemenis, pages F-8 Lo F-24, sre integral
parts of thesc statements.

F-6




43

CONSOLIDATED STATEMENT OF SHAREHCIDERS® BQUITY

Dollars in millions 1996

PREFERRED STOCXS
Balance, beginnang Of YEAT ... L. L e e 3 74
Retirement of preferred stocks ....... .......... e e e e e 1 4

COMMON  STOCK

Balance, DeginnNIng OFf YEAT ... ....... .. ... e et e 9
Shares 1ssued under stock incentive plans .. ... .. e e e e i
Retirement of tressury stock ......... .......... P (
Change 1n par value of common stock .. .......... ......... e e e (8

RALANCE, FND OF YRAR .. .. ...... .......... ........

PALD IN CAPLITAL

Balance beganning of year ......... ....... ... ..o el e e 459 8
Shares 1issued under stock incentive plans ....... PPN 98 5
Retirement of treasury stock ... ... ... ...... e e e e e e (122 3)
Change in par value ot common stock . .........  ..... .. e e e e 8 1
Other ... ... . ..ol L i e e e e .-
BALANCE, BND OF YBAR .. .. ...ttt iniiiine  teiiiaee s icnannneann 524 1
RETAINED BARNINGS
Balance. beginning of year . ..... ... ... ...l Liiiiiiis e 709.0
Net QncomMe/ (LOBB) ..ottt ittt ittt ottt e e e e e e, 2,.857.7
Dividends Paid ... ... ...t i it i e e e e (46.0)
Dividend of common equity interest in health care buginess ...................... (2,172.3)
Retirement of preferred stock ........ ... .. ... .. Ll e i 7.4
Retirament of treasury St0CK ... . ... i i it e e (1,183.2)
BALANCE, BND OF YBAR ... . ... ...t iiiiient tieiiiie e iiian s 172.6
CUMULATIVE TRANSLATION ADJUSTMENTS
Balance. beginning of year ........ ... L. e e (39.4)
Translation 8djUSTBONTE ... . . ... .. ... ... i it e s 25 2
BALANCE, END OF YBAR ... . ...\ttt i i e (64.6)
TREASURY STOX
Balance, beginning of Ye&8r ... ... ... it e e (2 4
Purchase of common stock .. ... ... .. L i (1,319 33
Sharcs 1ssucd under stock incentive plams ........... ... ... . .. ... ...l 5.8
Retirement of treasury stock ......... ... .o . 1,315.4
BALANCE, END OF YBAR . ... ..oiiiitt ttitetin e ettt it et inaenenas (.5
TOTAL SHARBHOLDERS' BQUITY ... ..t iiiiii it i ena s $ 632.4

1,147.5
(325.9)
(112.6)

$1,231.8

$1.504.5




The Notes (o Cunsvlidsled Pinancial Statemenis. pages F.8 Lo F-24, are
integral psris of these staicments.
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NOIES 1O CONSULLDATED FINANCIAL STATEMEN]S

Dollars in millions, except per share amounts

1. BASIS COF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING AND FINANCIAL
REPORTING POLICIES

¥. R. Gracc & Co., through its subsidierics, is primarily cngaged in the
packaging and specialty chemicals businesses on a worldwide basis. As used in
these notes, the term "(hmpany” refers to Grace New York (as defined helow)
through Septembesr 27, 1996, and thereafter to W. R. Grace & Co., a Delaware
corporation. ‘lhe term "Urace” reters to the Company and/or one or more ot 1ts
subsidiaraies.

REORGANIZATION On September 28, 1996, W. R. Grace & Co., a New York
corporstion subtequently renamed Fresenius National Medical Care Holdings.
Iuc. (Grace New York), distributed sll of the Company's oulslanding comson
stock (which bas a par valoe of $.01 per share) to the holders of Grace New
York common stock (which had a par value of $1.00 per sthare) on a one-Ior-one
basis. As a result of the distribation, Grace New York's principal remaining
asset vas the outstanding capital stock of National Medical Care, Inc. (NMO).
e health care company that was classified as a discontinued operation in the
second quarter of 1995. On September 29, 1996, a wholly owned 3ubsidiary of
Fresenius Medical Care AG (FILC), a German corporation, merged with end into
Grace New York, rcsulting in the combimation of NMC with the worldwide
dialysis busine3s of Fresenins AG (Fresenius), a German health care
corporation and the principal sharehalder of FMT,

The Grace New York preferred stock issued and outstanding at the time of
the above diastribution remained cutstanding shares ot Grace New York, and the
treasury shares held by Grace New York st the time of the distribution were
retained by Grace New York. Accordingly, the distribution was ticated as a
tetirement of preferred stocks and 2 retirement of treasury stock within the
Consolidated Statement of Shareholders’ Equity for the year ended December 31,
1996.

For further information. see the Grace New York Joint Proxy
Statement-Prospectus dated Aagust 2, 1996 (Joint Proxy Statement-Prospectus),
the Company's Prospectns dated Auganst 2, 1996 (Prospectus), and Notes 6 and
13.

PRINCIPLES OF CONSOLIDATION The consolidated financial statements include the
acconnts of Grace and majority-owned companies. Intercompany trensactions and
balances arc climinetcd in consolidetion. Investments in affiliatcd companics
(20%-50% owned) are accounted for under the equity method.

RECLASSITICATIONS Certain amounts in prior vears' consolidated financial
statements and related noves have been recilassitied to contorm tco the current
year's presentation and as required with respect to discontinued operstions.

USE OF ESTIMATES The preparation of financial statements in conformity with
generally accepted sccounting principles requires that management make
eslimales aud assumplions affecting the reporled smounts of sssels sud
ligbilities {including comtingent assets and liabilities) at the date of the
consolidated financial statements and the reported revenues and expenses
during the reporting period. Actual smounts conld difier from those
estimates.

CASH EQUIVALENTS Cash equivalents consist of highly liquid instruments with
natnrities of three months or less when pnrchased. The recorded amnants
approximaic fair valuc becoausc of the short metnsitics of these investiments.



INVENTORIES Inventories sre stated at the lower of cost or market. The
nethods used to determine cost include firgt-in/ first-out and, for
substantially all U.S. chemical inventories, last-in/first-oant. Market values
tor raw materials are based on current cost and, tor other inveatory
clasgifications, net realizable value.

PROPERTIES AND EQUIPMENT Properties and equipment are stated at the lower of
cost o5 fair value. Deprecistion of propertiec and equipment is generally
computed using the straight-line method over the estimated nseful life of the
asset. Interest is capitalized in connection with major project expenditnres
and amortized, zenerally om ¢« straight line basis, over the estimated useinl
life oI the asset. Fally depreciated sssets are retained in properties and
equipment and related accumulated depreciation accounts until they are removed
from scrvicc. In the cesc of disposals, ssscts end rclated depreciation arc
temoved from the accounts and the net amount, less any proceeds from disposal,
is charged or credited to incaome.

GOODWILL Goodwill srises trom certain purchase transactions and 13 amortized
using the straight-line method over appropriste periods not exceeding 40
years.

RESEARCH AND DEVELOPMENT COSTS Research and development costs are charged to
capenst gs incuried.
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IMPAIRMENT Lo 1%9S, Grace adopted Statement ot Finamcial Accounting Standards
(SFAS) No. 121, "Accounting for the Impairment of Long-Lived Assets amnd for
Loug-Lived Assels Lu Be Disposed Of." In accurdauce wilkh this sialement,
Grace reviews long-lived assets and related goodwill for impairment whenever
events or changes in circumstances indicate that the carrying amcunt of an
asset may not be fnlly recoveravle.

INCOME TAXES Grace uses an asset and liability approach for the accoanting
and financial reporting of income taxes.

FOREIGN CURRENCY TRANSLATION Foicign currcncy transactions end finencial
statements (except for those relating to countries with highly inflationary
economiesk) are translated into 11.S. dnllars at cnrrent exchange rates, except
thet revenues, costs and expenses are translated at average exchange rates
daring each reporting period. The tinancial statements oi sabsidiaries
loceted in countries with highly inflationary economies are remessured as if
the fanctional currency was the U.S. dollar. The remessurement creates
translation adjustments that are reflected in net income.

FINANCIAL INSTRUMENTS Grece evuters into interesl rale swap sgrecments and
foreign exchange forward and option contracts to manage exposure to
floctoations in interest and foreign currency exchange rates. Grace doez not
hold or issme derivative financial instruments for trading purposes.

The cash differentials paid or received under interest rate swap
agreements are accrned and recognized es adjustments to interest expense. The
1elated amounts payable to or receivable from the counterparties are included
in other current lisbilities or notes and accounts receivable, net. Cash
flows rclated to intcrest ratc swap agrcements arc classificd within operating
activities in the Consolidated Statement of Cash Flows, consistent with the
interest payments on the nnderlying debt. The fair valnes of interest rave
swap agreenents are not recognized in the Consolidated Financial Statements,
as these agreements modity the interest rate basis (1.e., whether tixed or
flosting rate) of debt instruments of similar face amounts and tenor.

Gains or losses sesulting from the settlement prior to maturity of
interest rate swap agreements are either deferred (recorded as other
liabilities or other assets) and amortized to interest expense and related
fisgpeing cosls over w period relevant W the agieement (1f Lhe underlying
debt remains ontstanding) or recognized immediately (if the underlying debt
hes been repaid cr retired).

Grace enters into foreign currency forward and option contracts to hedge
transaction: and firm commitments denominated in foreign currencies and, from
time to time, net investments in foreign subsidisries. Geins or losses on
hedges of transactional exposures are recorded as adjustments to gains or
losses on the underlying transactions. Gains or losses on hedges of foreign
currency-dcnominated firm commitments arc deferrcd end rccorded es part of the
basis in the transaction in the period in which the transaction is
consnmnated. Gaing and loxser on forward contracts that hedge net investments
in foreign subsidiaries are recorded in the cumulative trenslaticn adjustments
account in shareholders’ equity. Cash tlows related to toreign cnrrency
forward and option coniracts are classified within operating activities in the
Consolidated Statement of Cash Flows.

OTHER INCOME Other income congists of interest income, equity in earnings of
affilisled companies, gains on ssles of invesiments sud ocher ilems,

EARNINGS PER SHARE Earnings per shere are computed on the bazi: of the
weighted average nunber of common shares outstanding.

2. ASBESTOS AND RELATED INSURANCE LITIGATION
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Through December 31, 199G, 135 asbesius pruperiy damiage cuses were
disuassed wathout payment of any dumages or sctilement amouncs; judgments were
entered in {avor ol Grace in nine cases (excluding vsscs secliled following
appeals ol judgments in favor uf Grace), judgmenis were eulered in {svor of
the plaintiffs in seven cascs for & total of $60.3 (none of which is on
appeal); and 186 property damage cases were settled for & total of $450.5.
Property damage case activity for 1996 and 1995 is as follows:

Decenber 3t, 1996
Cases outstanding. beginning of year . ........ ... ... ... Lo . 47
New carea filed ....... .. ... ... .. ..oiiiio0 ool N . I
Settlementr ... .. e e U {9)
Tiamissale ...... ......... e e e e e . (5
Judgments, net .. .. ..... e e e . NN (&)
Caaes outstanding, end of year ...... e e e e . k18

PERSONAL INJURY LITIGATION

Personal injury claims are generally similar to each other (differing
primarily in the type of asbestos-related illness allegedly suffered by the
plaint1ff). However, Grace's estimated liability for such claims is
influenced by numerous varisbles, including the solvency of other former
asbestos producers. cross-claims by co-defendants, the rate at which new
claims are filed, the jurisdiction in which the filings are made, and the
defense and dispositicn costs associated with these claims.

Through December 31, 1996, approximstely 11,800 asbestos personal injury
lawguits involving 27,400 claims were dismissed without payment of any
damages or settlement amounts (primarily on the basis that Grace products were
not involved), and approximately 30,500 laweuits involving 66,200 claims were
disposed of for s total of $186.0. Personal injury claim activity for 1996
and 1995 is as follows:

December 31, 1996
Clains outstanding, beginning of year ............ ... ... ... ... . . ..., . 92,436
New ClRImMS ... e e e . 30,274
Claims under amended complaints (1) .......... ... ..ot Ll 8,298
e L M E . o . i e e e e e (36,630)
DM s e ... . e e e e e e (2,866)
JUudgments, DEL .. ... e i e e e e (1)
Clains outstanding, end of year ......... ... ... i iiiiiinn i, 91,511

2,120

(2,288)




Grace 13 1 defeadant in property damage and pericnal injnry lawsuits relating
to previously sold asbestos-conteining products snd anticipates that it will
be named ts &1 detendant in additional ssbestos-related lawsuits in the tutumre.
Grace was a defendant in spproximately 41 500 asbestos-related lawsuits at
December 31, 1996 (31 iuvolving cleims for pruperty damage sud Lhe rempinder
involving approximately 91,500 claims for personal injuryj, as compared to
spproximately 40,800 lawsuit: at December 31, 1995 (47 involving claims for
property damage and the remainder involving approximately 92,400 cleims for
personsl injanry).

FROPERTY DAMAGE LITIGATION

The plaintiffs in property damage lawsuits generally seek to have the
dcfcndants absorb thc cost of removing, containing or rcpairing the
asbestos-containing materials in the affected buildings. Each property damage
caze it nniqoe in that the age, type, rize and nse of the hnilding, and the
difficulty of asbestos abatement, if necessary, vary from structure to
structare. ‘Thus, the smounts involved in prior dispositions ot property
damage cases are nol necessarily indicative of the amounts that may be
required to dispose of cases in the fature. Information regarding product
identification, the amount of product in the building, the age, type, size and
use of the building, the jurisdictionsl history of prior cases and the court
in vhich che cuse is pending provide weaningful guidauce as Lu Lhe rsuge of
potential costs. Some of this information is not yet available in the
property damage cases currently pending against Grace. Accordingly, it is not
possible 1o estimate with precision the costs of defending against and
disposing of these cases. In accordance with SFAS No. 5, Grace has recorded
an accrual for all existing property damage cases for which sufficient
information is available to form a range of estimated exposure. At December
31, 1996 and 1995, estimates were not accrued for one and four cases,
tespectively, duc to imsufficicat information. Gracc bclicves that the number
of property damage cases to be filed in the fnture and the costs associated
with there filingr are not estimahle.
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(1) Of the 8,298 c¢luims shown, spproximalely 1,300 were f(iled under smended
couplaints tn 1996, The remsining cleims relale Lo dispuled [iliugs ST
were submilted (v locsl counsel in prior years bul were ot reporied Lo
Grace until 1996, when s majority of such claims was seilled.

ASBESTOS - RELATED LIABILITY

Subject to the factors discussed above, Grace estlmates that its probable
liability 1s as follows with respect to the defense and disposition of
asbestos property damage and personal injury cases and claims at December 31,
1996 and 1995:

December 31, 1996(1)
Current liability for asbestos-related litagatiom (3) .................. 3135 0
Noncurrent liahility for ashcstos-related litigation ... . .. ..., .. 859 1

Total ashertos-related liability (4) ... .. ... .. ....... ....... $934 |

(1) Retlects property damage and personal injury cases and claims pending at
December 31, 1996, as well ss personal injury claims expected to be tiled
through 2001  See discussion below.

(2) Rerlects property damage and personal injury cases and claims pending at
December 31, 1995, as well ss personal injury claims expected to be filed
through 1998 See discussion below.

(3) Included in ‘other current liabilities” in the Consolidated Balance
Sheet.

(4) Excludes one property damage case at December 31, 1996 as to which the
liability is not yet estimable bscause Grace has not yetr been able to
obtain sufficient information through discovery proceedings.

Prior to 1995, Grace recorded noncash charges to reflect its estimate of the
costs of defending against and disposing of the asbestos property damage and
personal injury cases and claime then pending. In the fourth quarter of 1995,
Grace determined that 1t had adequate experience to reasonably estimate the
costs of defending against and disposing of agbeatos personal injury claims to
be filed during the three-year period 1996-1998 and recorded a noncash charge
of $260.0 ($169.0 after-tax), primarily to reflect such anticipated filings.
Based on certain developments during 1996, Grace determined in the 1996 fourth
Quarter that it had adequate experience to reasonably estimate the costs of
defending agsinst and disposing of asbestos personal injury claims to be filed
during the five-year period 1997-2001 and recorded a noncash charge of $348.4
(8$226.4 after-tax). primarily to reflect such anticipated filings. The 1996
provision nlso reflects increases in the estimated costs of defending against
and disposing of perscnal injury cloims pending at year-end 1996, and the 1995
provision also reflects increases in the estimated costs of defending against
and disposing of certain property damage casca pending at ycar-cnd 1995 and
personal injury claims filcd during 1995. Howcver, as discusscd abovc, thesc
cstimatcs arc
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pot necessarily indicalive of aciual costs. Bused on the faciors dascussed
above, Grace does BUL believe (hat it can reasonsbly csiimale Lhe uumber and
defense and dispusition cosis of personsl 1o)ury claims thair muy be brought
ugsiusi Grace afier 2001, The wceruuls recorded for fulure cuses aud claims
ure nol discounted Lo their present values; further. the sciusl cssh psymenis
related to future cases and claims are expected to continue beyond 200L.

ASBESTOS - RELATED INSURANCE RECEIVABLE

Grace previously purchased insurance policies with respect to 1ts
asbestos-related lawsuits and claims. The following tables display the
activity in Grace s notes receivable and asbestos-related insurance receivable
accounts during 1996 and 199S:

NJTRS RRCRTVARLR
Noter receivable from insurance carriers, heginning of year, ner of discount of $11.6 in 1996 (1998 - $15.0) .. S11&8 4 $ 187 0
Proceeds from ashestor-related insurance settlementr . ... .. . 93.3) (127 )

Current year aghestor-related 1nrurance settlements .. ... . ... . ... oo L o . 19 2 55 a
Current year AMOTTIZALION, NEL ... ... ... ... Lol e e e e 4.2 34
Notes receivable from insurance carriers at year-end, net of discount of $7.4 (1995 - §SLL.6) (L) . ... . S 4R 5 % 118 4
INSURANCE RECELVABLE
Asbestos-related insurance receivable, beginnming or year .. ... ... ... ...... e e Lo $321.2 8 512.¢6
Proceeds trom asbestos-related insurance settlements ...... e e e e e e e (91.2) (130 3)
Adjustnents to asbestos-related insurance receivable (2) .. .. ... ... (..., e e .. .. 11y.3 15 W)
Transfers from asbestos-related insurance receivable to notes receivable from insurance carriers . e (19.2) (55 0)
Other .. i e

Asbestos-related insurance receivable, end of vear (1) ...........

Total amounts due from insurance carriers

(1) See Note 7 for classification between current portion (classified in
"notes and accounts receivable, net") and noncurrent portion (claasified
1n "other assets”) in the Consolidated Balance Sheet.

(2) Rerflects noncash adjustments to receivable 1n conjunction with increases
in esbestos-celated liability and lower than estimated proceeds from
settlements with insurance carriers caused by reduced coverage available
for certain years. Seo discussion below.

Notes receivable from insurance carrisrs represent amounts due from insurance
carriers in reimbussement for amcunts previously paid by Grace in defending
and disposing of asbestos cases and claims; payments under these notes will be
received through 2001, These notes do not benr stated intérest rates and,
therefore, have been discounted using s weighted avernge intereet rate of 6.7%
(which Grace cstimstcs as its borrowing ratc for the terms of thc notcs).
Installments duc in 1997 arc classificd as "currcat® in the Consolidated
Balance Sheet.

The asbestos-rclated insurance receivable at Deccwber 31, 1996
predominsntly represents amounts expected to be received from carriers under
scttlcment agrecments in reimbursement for defense and disposition costs to be
paid by Grace in the future in connection with property damage and personal
injury cases and claims pending at year-end 1996 and personal injury claims
cxpected to be filed through 2001 (through 1998 as of December 31, 1395).

In the fourth quarter of 1596, Grace recorded a noncash pretax bencfit of




$119.3 ($77.5 after-tax), primarily representing the additional insurance
proceeds Grace expects to receive in reimbursement for the cash outflows
associated with personsl injury claims expected to be filed against Grace
through 2001.

As a2 result of fourth quarter 1995 insarance settlements and a
1eassessumenl O its insurance receivable, Grece 1ecurded a noucash nel pretus
charge of $15.0 (39.7 after-tax) daring the fourth quarter of 1995. This
charge reflected & reduction in the receiveble, primarily due to lower than
estimated proceeds Ifrom settlements with insurance carriers (caused by the
reduced coverage available for certain vears) and a discount on notes
1eceiveble received in commection with prior settlements, partially offset by
an increase in expected future reimbursements of costs to defend egainst and
dispose of propesrty damage cases pending at vear-end 1995 and personal injury
c¢laims to bc filcd through 1998.

Certain of Grace's insurance carriers have become insolvent. From time
to time, Grace has heen succersfnl in collecting fondr from insnlvent
carriers. [owever, since recovery from these carriers is not probable, Grace
has not accrued & related receivable.

INSURANCE LITIGATION
Grace has settled with and been paid by its primary insurance carriers with
1espect to both property damage snd personal injury cases and claims. With
cue wminor exceplion, Gruce has ¢lso seitled with its eacess insulance carriers
that wrote policies available for property damage cases; those settlements
involve amounts paid amd to be paid to Grace. In addition, Grace haes settled
with many exces3 imsarance carriers that wrote policies available for personal
injury claims. Grace is currently in litigation with certain remaining excess
insurance carriess whose policies genmerally represent layers of coverage Grace
has not yet reached and, therefore, are not reflected in the asbestos-related
insurance receivable referred to above. Such policies are believed by Grace
to be evailablc for asbestos-rclated personal injury lewsuits. Insurance
coverage for asbestos-related liabilities has not been commercially available
gsince 1985.
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ln September 1993 the U.S. Court ot Appeals tor the Second Circuil ruled
that, under New York law (which governs a significant portion of the policiet
that provide Grave's asbeslos-related 1msurduce cuverage). coverage for
asbestos property demage cases is triggered based on the date of installation
cf agbestos-contsining material:. This decision waes initially reversed in the
fourth quarter of 1993 but subsequently confirmed in the second quarter of
1994. As a result of this decision (which had the effect of reducing the
smount of insurance coverage available to Greace with respect to asbestos
lawsuits) Grace zecorded a noncash pretax charge of $316.0 ($200.0 after-tax)
in the second quarter of 1994.

Grecc’'s ultimatc cxposarc with rospect to its asbestos-rclated cascs and
claims will depend on the extent to which its insnrance will cover damages for
which 1t may he held liahle, amnnnts paid in settlement and litigation costr
In Grace’s opinicn, it is probable that recoveries from its insnrance carriers
(1ncluding amounts retlected in the receivable discussed sbove), along with
other funds, will be available to satisfy the property damage and personmal
injury cases and cleims pending at December 31, 1996, as well as personal
injury claims expected to be filed in the foreseeable finture. Consequently,
Grace believes that the resolution of its asbestos-related litigation will not
have a materiul adverse elfeclt vy ils cunsulideied fivsncral pusiliou.

3. ACQUISITICNS AND DIVESTMENTS

ACQUISITIONS

During 1996, Grace scquired & manafactuger of flexible packaging, s producer
of can cnatings and closnre sealants for the rigid container indnstry, and
kidney dialysis centers purchased by NMC prior to disposition, for a total of
$122.1 1n cash. 1n 1995, Grace made acquisitions totaling $260.8, all ot
which involved cash parchases of kidney dialysii: centesrs and medical imaging
facilities by NMC. Acquisitions in the first quarter of 1995, prior to the
classification of NMC as s discontinued operation (see Note 6), totaled $41.1
Acquisitions by NMC after the firgt guarter of L5995 are presented as an
invesiing aclivily snd are included in net iuvesiing wciivilies of
discontinned operations in the Consolidated Statement of Cash Flows for 1996
and 1995.

In 1994, Grace made scquisitions toteling $351.7, primarily in health
care. These include the pusrchases of Home Nutritional Services, Inc. for
$131.8 in cash and kidney dialysis centers and other health care basinesses
for an aggregate of $145.3 in cash. 1994 acquisitions also included
construction chemicals businesses and s Enropean flexible packaging business.

DIVESTMENTS
Dnring 1996, Grace completed divestnmenis for gross proceeds tataling $5,394.0
(inclusive of debt assumed by buyers). In addition to the disposition of NWC
(see¢ Notes 1 and 0), Grace sold 1ts water treatment and process chemicals
business 1o Betz Laboratories, Inc. for cash proceeds of S636.4 (sabject 1o
adjustment), the final $100.0 of which was paid in January 1997, plus the
assumption of certain liabilities. Sales and revenues of the water treatment
and process chemicals business for the six months ended Jume 30, 1996 and for
the yeurs ended December 31, 1995 aud 1994 were $201.2, $398.5 and 3$363.4,
1espectively; its financial position and results of operations were not
gignificant for those periods. The divestment of this business and Grace's
biopesticides business resulted in & pretax gain of $326.4, and an after-tax
gain of $210.1 (32.28 per common share), in continuing operations. In 1996
Grace aslso divested its worldwide separations science business (Amicon} and
the transgenic plant business of its Agracetus subsidiary. These busimesses
had previonsly heen clasrified ar discontinned nperations.

In 1995, Gracc rcalized gross procccds of $58.8 (inclusive of debt
assumed by the buyers) from divestments, including payments received in
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connection with divestments completed in prior years. The operations divested
consisied of three small units of Grace's construction products business, the
composite materials basiness, Grace’'s transportation services business and
various investments.

In 1994, Grace reslized gross proceeds of $646.2 (inclusive of debt
sssumed by Lhe buyers) from divestments, including paymenes received in
connection with divestments completed in prior years. Sabstantially all of
the bosinesses divested during 1994 had previou:ly been clascified as
discontinued operations. Divestment proceeds in 1994 included $42.8 received
for Grace's remaining interest in The Restaurant Enterprises Gromp, Inc.
(REG).

See Note 6 for & discussion of divesument activity related to
discontinued operations.

4. RESTRUCTURING COSTS AND ASSCET IMPAIRMINTS

RESTRUCTURING COSTS

Grace recorded restructaring charges of $75.4 in 1996 and $129.3 in 1995
($49.0 end $85.1 afier-tax, respectively). Grace began implementing a
worldwide program in 1995 (o streamline processes sud reduce genersl and
administrative expenses, factory administration cosis and noncore corporate
1esearch and development expenses. Under this program, Grace hag implemented,
and expects to further implement, additionel cost redactions and efficiency
improvements. a3 it further evaluates and reengineers its operations. In
connection with these actions, Grace recorded pretax charges of $53.7 and
$21.7 1in the second and fourth quarters of 1996, respectively. These charges
prinarily relate to headcount reductions, the restructuring of Giace's
Europcen packaging opcrations (in ssces such as working capital managcment,
manufacturing and sales) aud the farther restructuring of Grace s corporate
rerearch activities, certain af which are now condncted ar pradnct line
facilities.
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The compotlents ol the 1996 and 1995 restruciuring charges. spendiug and
other sxctivily during 1995 and 1996, snd Uie remsining reserve bulmnces st
December 31, 199G. were as follows:

Employee
Termination Plant/Office Asset Other
Benefits Closures Write-downs Costs Total
Restructuring provisions recorded in 1995 ..... $ 74.3 $13.4 $ 18.6 S z23.5 $129.8
Cash payments during 1995 . ......... ... ..... (13.0 (3.5 .- 3.1 (19.6)
Noncash actaivity ......... .. ........... . ..., - -- 14.3) (1.5 (5.8)
Restructuring reserve at December 31. 1995 .. $ 61.3 $9.9 $ 142 S 18.9 $104.4
Restructuring provigiona recorded in 1996 .. 69.3 6.1 .- -- 75 4
Cash paymentr during 1996 . ... ... .. BN .. (57.8) (.6) .- (16.0) (74 4)
Noncash activity ... ... e e e .. .- (14.3) .- (14 3)
Restructuring reserve at December 31, 1996 .. $ 72.8 $15.4 | S s 2.9 $9L.1
=== g —— 4

Employee termination benefits primarily represent severance pay and other
benefits (including benefits under long-term incentive programs paid over
time) sasociated with the elimination of approximately 1,300 positions
worldwide, with more than 60% of the eliminated positions coming from
worldwide corporste staff functions and the restructuring of Grace's worldwide
packaging operations. Through December 31, 1996, approximately 800 positions
had been eliminated worldwide.

ASSET IMPATRMENTS

During 1996 and 1995, Grace determined that, due to various events and changes
in circumstances (including the worldwide restructuring programs described
above), certain long-lived assets and related goodwill were i1mpsired. As a
result, in the fourth quarters of 1996 and 1995, Grace recorded noncash pretax
charges of $32.1 and $39.2, respectively ($20.9 and $26.6 sfter-tax,
respectively), the majority of which related to sssets that will continue to
be held and used in Grace's packaging and specislty chemicals businesses. The
components of the 1996 and 1995 charges were (a) goodwill and other
intangibles of $11.1 and $4.7, respectively, (b) properties and equipment cf
$9.0 and $20.0, respectively; (c) long-term investments of $6.7 and $8.6,
respectively; and (d) other assets of $5.3 and $5.9, respectively. OGrace
determined the omounts of the charges based on various valwotion techniques,
including discounted cash flow, replacement cost and net reslizable value for
assets to be disposed of, ss prescribed by SFAS No. 121.

Crace applies SPAS No. 109, *Accounting for Income Taxes.” which specifies an
assct and liability approach requiring the recognition of deferred tax asaeta
and liabilitics with respect to the expected future tax consequences of events
that have been recorded in the Consolidated Financial Statements and tax




returng. If it is more likely than not that all or a portion of deferred tax

assets will not be realized, & valuation allowance is provided against such
delerred Lax assels.

The componeuts of 1oceme/ (lows) from continuing uperations before income
taxes and the related pruvisior for/ (beuefit [rom)
mcome Laacs arc a8 [ollows:

Income/ (loss) from continuing opcrations before income taxes:
DORIEBTIC . ... i e e e $101.§ $(401.1) $(174 4
FOTCIgn ... i i e e 247.1 117.0

Provicion for/ (henefit from) income taxes:

Federal - current .. $ 1.8 $ 37.% $ (17T
Federal - deferred 351 (154 N (7 2)
State and local - current i.4 1.5 23
Porexgn - current ...... 54.3 6L.4 4 6
Foreign - deferred .... 36.4 (509 (s
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The vowpunents Of incowe/ (loss) from consolidated vperations belfore incowe
Lunes and the related pruvision for/ (bemefil fromi income Lazes are as

follows:
CONSOLIDATED OPERATIONS 1996 1998 1994
Income/ (loss) from consolidated operations before income taxes:
DOMESLiC .. .0 it e e e $2,847.1 $(480.5) $ 443
FOLCIgM .. i i i e .. 259.4 72.7 94.8

Provision for/ (henefit from) income taxes:

Federal - current ...... ... ...... e e e e $ 756 $ 105.6 $ 25.3
Pederal - deferred ... .. ... ... . 57.0 (226.3) (34.8)
State and Incal - current ......... ... .. .. e oo 8.9 21.7 21.8
Foresgn - current ...... ......... _.........ieieaaalil .. 60.9 68.8 491
Foreign - deferred ..... ....... .. ... .. ...l .. 6.4 (5L.4) (5.6)

At December 31, 1996 and 1995, deferred tax assets and liadbilities consisted
of the following 1tems:

Provision relating to asbestos-related expenses, met .. $240.4 35219.4
Reserves nct yet deductible for tax purposes .......... 167.8 223.6
Research and development expenses ..................... 102.7 115.8
Postretizrement benefits other than pensions ...... ..... 95.2 88.9
State deferred taxes ................ ... 70.1 70.1
Foreign net operating loss carryforwards .............. 37.0 47.1
Pension and insurance reserves ........ .......... ..... 31.9 35.2
Tax credit carryforwards ... ...................0.. co..n 3t.9 27.2
Capitolized inventory costs and inventory reserves .. .. 11.0 11.9
Other ... ... e s 39.8 43.9
Total deferred tax assets ..................... ..... 827.8 883.1
Deprecistion snd amortizationm ......... ... ... L 154.0 112.6
Prepaid pena1on €Ot ... ... i e 76.8 104.8
L0131 U T 75.0 20.1
Total deferred tax liabilities ...................... 305.8 237.5
R

Valuation allowance for deferred tax asseta ........... 72.4 97.7




The valuation allowance shown above arises from uncertainty as to the
realization of certain deferred tax assets. primarily state and local net
operating loss carryforwards and net deferred tax assets. Tax plannming
strategies during 1996 enabled Grace to reverse the valuation allowance on tax
credit carryforwards during the year. Based upon anticipated future results,
Grace has concluded that it 1s more likely than not that the remaining balance
of the net deferred tax assets, after consideration of the valuation
allowance, will be realized.

At December 31, 1996, there were $31.9 of tax credit carryforwards with
expirstion dates through 2001. Additionally, there were foreign net operating
loss carryforwards with a tax benefit of 3$37.0 having various expiration
dates.

The U.S. federal corporate tax rate reconciles to the effective tax rate
for continuing operations as follows'

1996 1995 1994
L.S. tederal corporate tax rate ...... .......... ........ e e 35.08 (35 0)s (35.0)%
lncrease/ (decrease) in tax rate resulting trom
Nontaxable income/nondeductible expenses ........ . ....... e e e (1.6) (.7 (1.4)
Basis difference on sale of investment ... .. e e e e e .. .- (10. %)
U.S. state and local income taxes, net of L.S. federal income tax benefit .. .4 2 1.5
U.S. and foreign taxes on foreign operations ... .......... ... ..oiiiai..., 4.8 98 .3
General business credits ........... .- (.5) 9.1)
Valuation allowance for deferred tax .. (14 4) -
Qther, MOt ... ... ittt .1 3.8 (.6)
Bffective LAX FBLE . ... ... ittt tie ettt e e e 38.7% (36.8)s (54.8)¢

S=w== sowwessy ssw—we
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U.S. state and locsl and foreign taxes have not been provided on approximately
$236.4 of undistiibuled varnings of certain foreign subsidiaries, a> such
earnings are expected to be retained indefinitely by such smbsidiaries for
1einvestment. The distribution cf thete earnings would result in additional
foreign withholding taxes of approximately $22.5 and additional U.S. federal
income taxes to the extent they are not offset by foreign tax credits. It is
not practicable to estimate the totel tax liebility that would be incarred
upon such a distribution.

6. DISCONTINUFD OPFRATTONS

HEALTH CARE

NMC

As discugsed in Note 1, Grace New York completed the digtribution of the
Company’s commou sivck and Lhe combination of NMC with the worldwide dialysis
business of Fresenius in September 1996. Prior to the completion of these
transactions, Grace received a tax-free distribution from NMC of approximately
$2,300 (consisting of cash and the assumpiion of debt). As part of these
transactions. for each Grace New York common shaie outstanding at the close of
trading on September 27, 1996, Giace New York shareholders received one share
cf a new class of Grace New York preferred stock and 1.04909 American
Depositary Shares (ADS), each representing one-third of an ordinsry share of
FMC (which ADSs collcetively rcprcscnt approximatcly 44.8% of FMC's common
equity}.

The distrihntion of appraximately $2.300, along with the 44.8% conmon
equity interest in I'MC, valued at spproximately $2,200 (based upon the number
¢t ADSs and their 1nmatial price per share on September 30, 1996), resalted in
2 transaction valued at approximately $4,500. That amount, les: Grace New
York's investaeat in NMC and transaction cosis, 1esulted in a tax-free gain to
Grace of approximately $2.500, in discontinmed operations. The 44.8% common
equity interest in FMC is reflected as a dividend of approximately $2,200
vwithia the Consvlidaied Sistenent vl Shareholders’ Equily.

In connecticn with these transactions, NMC borrowed approximately 32,500
under a2 stand-alcne credit agreement, primarily to fund the distribution to
Grace. Grace guaranteed S950.0 of this borrowing, but the guarantee was
geleased a3 to $800.0 in November 1996 and the balance in December 1996.

Under the terms of the transactions, NMC will remain responsible for all
liabilities, if any, resulting from the previounsly reported imvestigation by
the Office of the Inspector General (DIG) of the U.S. Depariment of Health and
Human Scrvices and ccrtainm rclatcd matters. In July 1996, am agiccmcnt was
entered into with the U.5. government under which, subject to certain
conditions and limitations, (a) FM" and Grace New York gnaranteed the payment
- of the obligations, if any, of NMC to the U.S. government in respect of the
016 1nvestigation and another proceeding; (b) Grace guaranteed the obligations
of FMC under the foregoing guarantee with respect to acts and transactiong
that took place prior to the consummation of the transsction (bat only if such
cbligations become due and paysble snd remain uncollected for 120 days); and
(¢) NMC delivered & standby letter of credit in the principal amount of $150.0
iu favor of Lhe U.S. govermment Lu suppor. ils paysent of such obligations.

See Notes 7 and 20 to the consolidated financial statement:s incladed in
the Prospectus, and "Buciness of Freseniuc Medical Care -- Regulatory and
Legal Matters -- Legal and Regulatory Proceedings -- OIG Investigation™ and
"-- OIG Agreements" in the Joint Proxy Statement-Prospectus, for additiomal
information. .

Amicon
On Dcocmber 31, 1996, Graoc complctcd the sale of Amicon, rcsulting in a
pretax gain of $70.4 end an sfter-tax gain of $30.0 ($0.44 per common share of



the Conpany). The sale price was $125.0 (inclusive of debt assumed), subject
to ¢ post-closing working capitil adjustment; $6.5 was paid st closing and the
balence was paid in January 1997.

COCOA

Gruce's cocvs business was classificd ss a disconlivued operaiion in 1993,
During the fourth quarter of 1995, Grace revised the divestment plan for the
tusinete. The revised plan focueed on the improvement of operating cash flow
through the sdoption of new strategies and a new global orgamizational
structure, while better positioning the business for outright sale. As a
result of this revised divestment plan, Grace recorded an additicnal provision
of 3$151.3 (net of an applicable tax effect of $48.7) related to the cocoa
bnsiness and other remaining discontinued operations. In December 1996, Grace
ennounccd thet it had cntered into ¢ definitive agrcement to scll the cocoa
business 1o Archer-Daniels-Midland Company. As s resalt, in the fourth
qnarter of 1996, Grace ressserred itz ertimated lnss nn the divesiment of the
business and reversed previously recorded provisions of $31.9 (net of an
applicable tax eitect ot 318.1), within income triom discontinued operatioms.
The divestment of the cocoa business wes completed in February 1997 with Grace
receiving $470.0 (inclusive of debt assumed by the bayer), subject to
adjustaent.

OTHER

In the fourth quarter of 1996, Grace classified its thermal and emission
control systems business (TEC Systems) ae a discontinued operation. Ia
connection with classifying TEC Systems as & discontinued operation, Grace
gecorded a provision of $34.6 (net of an applicable tax benefit of $2.4)
teleted to TEC Systems' anticipated nei operating resaults through the expeoted
date of divestment, as well as the loss anticipated on the divestment.
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In May 1996, Grsce cuompleted the sale ol Lhe LTsnsgenic plsanl business of
ils Agracelus subsidisry Lo the Monsanto Company for §150.0, resulting im a
pretax gain of $129.0 (579.4 alier-Lux, or $0.86 per commn shure of the
Company). Additionally, in March 1996, Orace sold ils wicrowave business for
gross proceeds of $3.9.

In February 1995, Grace sold its composite malerials business for gross
proceeds of $3.0. During 1994, Grace sold its battery separators business and
a portion of its engineered Materials and systems businesses for gross
proceeds of $316.2. approfimating prior estimates Grace also sold its amimal
genetics and Caribbdean fertilizer operations in 1994 Ior proceeds of $44.1.
In 1794, Grace also sold substantially all of its interests in Colowyo Coal
Company (Colowyo) for proceeds of $218.3, including $192.8 of proceeds rfrom a
nonrecourse financing secured by a portion of the revenues from certain
long-term coal contracts. Grace retsined s linited partnership interest in
Colowyo, entitling 1t to share in the revenues from these coal contracts.

These businesses were classified as discontinued operations in 1993
(other than TEC Systems 1in 1996 and Colowyo in 1992).

RRSINTS OF NISOYNTTNURD OPRRATTONS

T.ogaes from Grace s diacontinued operations (other than its discontinued
health care aperstions and TEC Syatemse). subsequent ta their classification as
such were $11.6 1n 1996, $45 2 1n 1995 and $14.2 tn 1994, Theac amounts have
heen charged against extahlished reserves as adjusted 1n 1996 and 1995
Resvults of Grace's discontinued operations that have not been charged agsinst
previously established reserves are as follows:

1594
$1.875.1
$ 2271

102.4
$ 1247
$ 89.7
$ (10.3)

(4.0)
$  (6.3)
$ 118.4
$ 118.4

1996 1995
HEALTH CARE (THROUGH 1996 THIRD QUARTER)
Sales and TEVENUBE ... .. ... .. e e e $1,666.9 $2,076.8
Income from operations before TtaAXes(l) ... ... ..ttt i e $ 60.3 $ 104.6
INCOME LAX PIOVIBION ..o\t ittt ittt iiie i e iiee e e 35.5 2.6
Income from discontinued health care operationms ...............coviiiniiiiinen.nn, $ 1248 $ 2.0
TEC SYSTEMS (PRIOR TO CLASSIFICATION AS A DISCONTINUED OPERATION AT DECEMBER 31, 1996)
S8l08 AN FEVONUBE .. ... ... ittt e e e $ 102.5 $ 112.9
Loss from cperations before TaXes ..... ........ ... it e ..o §(18.5) $ (28.3)
Income tax Benmefit .. ... ... . ittt i e e e (7.2) (11.3)
Loss from discontinued TEC Systems opsrations ......... ..........c.ooevvuun.u.n. $ (11.3 $ (17.0)
Total cperating TeBULLE .. ... ... ... it e $§ 135 $ 5.0
GAIN/ (NET LOSS) ON DISPOSITIONS OF BUSINESSES ............. . .covveeiiininnnnianaaannn 2,716.1 (200.0)
PROVISION FOR/ (BENEFIT FROM) INCOME TAXES ON DISPOSITIONS OF BUSINESSES .............. 85.7 (48.7)
TOTAL INCOME/ (LOSS) FROM DISCONTINUED OPERATIONS ....... .......... .....oveei..on. $2,643.9 $ (146.3)

(1) Reflects an allocation of interest expensec based on the ratio of the net




assets of the health care businesses as compared to Grace's total
capital. The sbove operating result: include interest expensze
allocations of $76.3, $93.5 and 3$60.4 for 1996, 1995 and 1994,
respectively.

For financiul repurliug purposes, the essels, lisbililies, resulils of
operations and cash flows of Grace Cocoa Associates, L.P. (LP) are included in
the Congsolidated Financial Siatementt 28 & compoment of discontinued
cperations, snd the ontside investors’ former interests im LP (at December 31,
1995) are reflected a3 a minority interest im the Consolidated Balance Sheet.
Grace purchased the minmority interest during the fourth querter of 1996 in
anticipation of the sale of the cocoa business.

The net assets of Grace's remaining discontinned operations (excluding
intcrcompany asicts) at Dccember 31, 1996 arc a3

follows:
COCOA OTHER TOTAL
Currenl a88€L18 ........ .. ittt it e, $312.3 $48.2 $360.5
Properties sad equipment, net ........................ 185.8 21.4 207.2
Investnents in and advances to saifiliated companies .. .- 12.1 12.1
Other 888€L8 ..........iiiieiniiciainnnananneneenennas 59.2 5.9 65.1
TOLALl 48888 ... ... .iit ittt e et $557.3 $37.6 $644.9
Current liabilities ................cciiiviininnnnnanns $241.3 $21.5 $262.3
Other liahilities . ... ... ... ... . . ... ... .. ... 8.1 3.6 84.7
Total liabilities . ... ... ... ...ttt $322.9 $25.1 $347.5
Ly Y T 1 $234.9 $62.5 $297.4
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NOTES AND ACCQOUNTS RECEIVABLE, NET

Trade receivables. less sllowances of $11.3 (1995 - $12.8) ........... .. ... ... ...,
Notes receivable from dispositions oOf DUusBInNeSEEs . ......... .. ...ciiir it e
Asbestos-related 1nsurance rece1vable - CUITEAL , ...t touneinir i e
Notes receavable from insurance carriers - current, net of discounts of $2.5 (1995 - $4.3)
Other receivables, less allowances of $.2 (1995 - $.1) ... ... . . iiiiiiiiiiniannn.

TNVENTORTES

Raw and packaging materials ......... ... ... . ... L.l e e e e
In process ...... e e e e e e
Pinished prodvcts ...... ... e e J e e e

(;enenl nerchlndue ..................................

OTHER ASSETS

Prepaid Pension COsts ... ... . .. ... e e e e
Long-term receivables, less allowances of $42.7 (1995 - $24.7) ....... ... iiiuinin,
Deferred charges . .......... ... ... ... i,

Long-term investments
Notes receivable from insurance carriers - noncurrent, net of discounts of $4.9 (1995 - §7. 3) ..
Patents and 1icemses ... .. ... ... i e e e e
Investments in snd advances to affiliated companies ........ ... ....... .. ... o i
1012 T

In 1995. Grace entered into agreements to sell up to $300.0 of interests in
designated pools of trade receivables ($180.0 pertaining to NMC). At December
31, 1995, $295.8 had beea received pursuant to such sales ($179.8 pertaining
to NMC); these omounts were reflected ss reductions te trade accounts
rcccivable, Under the terms of thesc agreements, ncw intcrcsts in trade
recccivables were sold as collections reduced previously sold trade
rcceivables. While only intercets in designated pools of trade reccivables
wcre sold, thc cntirc designatced pools were available as the solc reccourse
with respect to the intesrcsts sold. Therc was no further recourse to Grace,
nor was GCrace required to repurchase any of the trade receivables in the
pools. The costs related to such sales were cxpensed as incurred and recorded
as interest cxpense and related financing costs. There were no gains or
losscs on these transactions. These agreements were terminated as to Grace in
connection with the NMC transaction discussed in Note 6.




Inventorjes valued a2t LIFO cost comprised 26.6% and 21.6% of total
inventories at December 31, 1996 and 1995. respectively. The liquidatiom of
prior years' LIFO inventory layers in 1996, 1995 and 1994 did not materially
attect the cost ot goods sold in any ot these years.

1996 1995
Land . ... e 3 51.5 S 43,1
Boildings ... ... ... L. L .. 22.6 595.5
Machinery, equipment and other ........... .. 2,088.1 1,967.1
Projects under constraction ................ 545.7 54%.2
Properties and equipment. gross ........... 3,307.9 3,154.9
Accumnlated depfeciation and amortization .. {1,336.6) (1,418.8)
Properties and equipment. set . ............ $1,871.3 S 1,730.1

Interest costs are incurred in ccnnection with the financing of certain assets
"prior to placing them in service. Interest costs capitalized in 1996, 1995
and 1994 were $22.5, $21.3 and $9.3, rcspeotively.

Depreciation and lease amortization expense relating to properties and
equipment. amonnted o 3179.7, $179.5 and S157.9 in 1996, 1995 and 1994,
respectiively.

Grace's rental expense tor cperating lease: amounted to $25.6, $25.7 and
$28.8 in 1996, 1995 and 1994, respectively. See Note 11 for information
regarding contingent rentals.
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At December 31, 199G, wminiwum fulure payments (0T UpersLing leases ase:

1997 o $ 26.3
1998 ...l oL, 22.3
1999 .. i 18.8
2000 .. ..o e 17.1
2001 .. ... . 11.4
Later years ................. 20.8
Total mipamum lease payments $116.7

The above minimumn lease payments reflect anticipated sublease income of $12.3
per year far 1997 through 2001 and a total of $17 5 in later years.

1996 1993
SHORT- TERM DEBT
Bank borrowings (6.1% and 6.2¢ weighted average interest rates at year-end 1996 and 1995, respectively) (1) ... S 178.7 § 295.3
Current maturitics of long-term debt .. ... .. .. ... i i i e e 105.5 22.2
Other short-term borrowings (2) .. ... . .o it ittt i e e e 31.0 320.8

LONG- TERM DEBT

Coemercial paper (5.8¢ and 6.24 weightad average interest rates at year-end 1996 and 1995, respectively) (1)... § 77.8 § 45.7
Bank borrowings (6.1% and 6.2¢ weighted average interest rates at year-end 1996 and 1995, respectively) (1) ... m.2 304.3
8.0% Notes Due 2004 (3) .... 276.0 300.0
7.4% Notes Due 2000 (3) ... iiiiiiit ittt it e e e e e 248.7 287.0
7.75¢ Notes Due 2002 (3) ................... 119.0 131.0
Term Loan Agreement (6.3% weighted average interest rate at year-end 1996 and 1995) (4) ... ......... ........ -- 30.0
Medium-Term Notes, Series A (6.9¢ weighted average interest rate at year-end 1996 and 1995) (5) ............... 113.5 128.5
Sundry indebtedness with various maturities through 2002 .. ........ ... ... ... ... .. .00 Liiiiiiee e 71.3 91.2

1,178.5  1,317.7
Less current maturities of long-term debt . ....... ... ... .. i i i e s e 105.5 22.2

(1) Under bank revolving credit agrecments in effect at ycar-end 1996, Grace
mnay borrow up to $1,000.0 at interest rates based upon the prevailing
prime, federal funds and/or Curodollar rates Of that amount, $650.0 is




e

available under short-term facilities expiring on May 16, 1997, anless
extended, and 3350.0 is available under & long-term facility expiring inm
Septenber 1999. These agrecements also support the issmance of commercial
paper and bank borrowings, $528.7 ot which was oatstanding 8t December
31, 1996 (included in both short-term debt and long-term debt above). At
Decenber 31, 1996, (he aggregait wmount of wel unused and wureserved
borrowings under short-term and long-term facilities was $471.3. Grace's
ability to borrow under it: existing facilities is subject to compliance
with varions covenants, including covenants requifing maintenance of
total debt to total capitalization and interesi coverage ratios.

(2) Represents borrowings under various lines of credit and other
miscellaneous borrowings, primarily of nom-U.S. subsidiaries.

(3) During the third quarter of 1994, Grace sold $300.0 of 8.0¢ notes due
2004 at en initial public offcring pricc of 99.794% of par, to yicld
8.03%. DIuring the first guarter of 1993, Grace sold at par $300.0 of
7.4% nntes dne 2000. During 1992, Grace snld at par $150.0 of 7.75%
notes dane 2002. Interest on all three series of notes is payable
semi1annually, end the notes may not be redeemed prior to maturity;
however. Grace has repurchised notes from time to time in response to
unsolicited offers.

(4) During the second quarter of 1995, Grace entered into a three-year tem
loan agreement maturing on April 24, 1998. The agreement piovided for
inleresl sl 4 Eurodullar fleating raie, paysble semiaunuslly. Grace's
borrowings under this agreement were repaid in October 1996 with proceeds
from the NMC transaction discussed in Note 6, snd the agreement wis
terminated.

(5) The Medium-Teram Notes (MIN3) bear interest at either fixed or floating
rotes and heve maturity dates through July 19, 1999. Interest on each
fixed-rate MIN is pavable semiannually, and interest on each
floating-rate MIN is payable either monthly or quarterly, depending on
thce 1ssuc.

(6) Computation includes interest expense allocated to discontinued
nperations.

Schednled maturities ot long-term debt omtstanding at December 31, 1996 are:
1997 - $105.5; 1998 - $9.0; 1999 - $350.5; 2000 - $316.9; 2001 - $.5 and
thereafter - $396.1. Payment of a majority of Grace's borrowings may be
accelerated, and its principal borrowing sgreements terminated, upon the
occurrence of a default under other Grace borrowings.

Total inlerest expense and [inancing cosis, including smounis sllocaied
to discontinued cperations, wese $147.9 for 1996, $164.8 for 1995 and 3109.9
for 1994. TIacluding amounts allocated to ditcontinued operations, interest
Faynents made in 1996, 1995 and 1994, excluding related finamcing costs,
amounted to $154.4, $133.1 and $10L.8, respectively.
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10. FINANCIAL INSTRUMENTS

DEBT AND INTEREST RATE SWAP AGREEMENTS

Grace's debt and interest rate management objective is to reduce the cost of
borrowing over the long term. This debt manegement strategy emphasizes
maintaining borrowing liquidity by developing and maimntaining access to &
variety of long-term and short-term capital markets. Grace's interest rate
profilc is menagcd scparatcly by using intcrcst ratc swap agrcemcnts to modify
the rate profile of the underlying debt. Most of Grace's interest rate swap
agreements corrently have the effect nf converting fixed-rate term debht into
variable-rate debt based on LIBOR. Grace enters into only standard swap
agreements that have readily quantitiable impacts on interest cost and are
characterized by broad market liquidity. The maturities and notionsl amounts
cf interest rate swap agreements generally match the underlying debt,
resulting in changes in the fair value of these interest rate swap agreements
being substantially offset by chsnges in the fair valne of the debt. Grace
dues uot use deriveiive f[ingmcidl ipsiruments (intesrest rale or foreign
currency) for trading purposes and is not a party to leveraged instruments.

At December 3L, 1996 and 1995, the notional amounts of interest rate swap
agreements that convert fixed-rate debt to variable-rate were $505.5 and
$1,157.5, respectively, and the notional amounts of interest rate swap
agreements that convert varisble rate debt to fixed rate were $36.0 and
$626.0, respectively. Notional smounts are ugsed in calculating the amounts
praid or received under interest rate swap agreements but do not represent
asscts or liabilitics of Gracc or provide a mcaningful cstimatc of risk.

During 1996 and 1995, Grace reslized negative cash flows from interest
tate svap agreements of $13.5 and $16.§, respectively. Tn addition, interest
expense was reduced by $8.9 and $11.1 1n 1996 and 1995, respectively, due to
the amortization of deterred gains on interest rate agreements. Unsmortized
net gains as of December 31, 1996 and 1995 were $22.8 and $31.7, respectively.

FAIR VALUE OF INTEREST RATE SWAP AGREEMENTS, IEBT AND OTHER FINANCIAL
INSTRUMENTS

AL Decewber 31, 1996 und 1995, Giute would have been required v puy wet
amounts of $34.7 and $32.5, respectively, to termindte its interest rate swap
agreementt. At thote dates, the fair values of Grace's long-term debt were
$1,207.1 and 31,36L.1, respectively (as compared to recorded values of
$1,178.5 and $1,317.7, respectively). Fair valoe is determined based on
expected future cash flows (discounted at market interest rates), gquotes from
Tinancial institutions and other appropriate valuation methodologies. At
December 31, 1996 and 1995, the recorded values of other financial instruments
such as cash, short-tcrm investments, tradc rcccivebles and payablcs and
short-term debt approximated their fair valmes, based on the shoirt-term
matnrities and flonting rate characterigtics af these instrnments.

FORELIGN CURREMCY CONIRACLS

Grace conducts business in a wide variety of curiencies and conseqgnently
cnters into foreign exchange forward and option contracts to mansge its
exposure to fluctuoations in foreign carrency exchange rates. These contrscts
generally involve the exchange of one currency for another at « future date.
AL December 31, 1996 snd 1995, Giace bad notivnal amounts vf appioximaiely
§50.2 and $45.5, respectively, in contracts to buy or sell foreign currencies
in the future.

CREDIT RISK

Grace 13 exposed to credit risk to the extent of potential nonperformance by
connterparties to fimancial instrument:. The counterparties to Grace's
interest rate swap agreements and fareign exchange contracts comprise a
diversificd group of mejor financial institutions, all of which arc ratcd
investment grade. Credit risk is further reduced by bilateral netting



agreements between Grace and it3 counterparties. At December 31, 1996,
Grace's credit exposure was not significant and was limited to the fair values
cf these instruments; Grace believes the risk of incurring losses due to
credit risk 1s remote.

MARKET RISK

Exposute to market risk on fimancisl instruments results from fluctuations in
interest and currency ratee during the periods in which the contzacts are
cutstanding. The mark-to-market valuations of interest rate and foreign
exchange agreements and associated underlving exposures are closely monitored
ot all times. Grace anses portfolio sensitivities and stress tests to momitor
1isk. Overall financial strategies and the effects of using derivatives are
teviewed periodically.

11. COMMITMENTS AND CONTINGINT LIABILITILS

ENVIRONMENTAL

Grace is subject to loss contingencies resulting from environmentsl laws
and regulations. Grace sccrmes for amticipated costs associated with
invesiigawory snd remediscion eflfuvris vhere an assessmenl has indicated thui «
loss is probable and can be reasonably estimated. These accrmals do not tvake
into sccount eny discounting for the time value cf money. At December 31,
1996, Grace's lisbility for environmental investigatory and remediation costs
related to continuing and discontinued operations totaled $256.3, as compared
to $280.3 at December 31, 1995. These smounts reflect provisions of $77.0
($50.0 afrer-tax) recorded im the fourth quarter of 1995 and $40.0 ($26.0
after-tax) recorded in the first quarter of 1994, which are reflected in the
Consolidatcd Statcmcat of Opcrations as
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part of cost of goods sold and operating expenses. The 1995 provision related
principally to ipcreased cost estimates associated with tive tormer
nanufacturing sites. Grace is in litigation with certain exces: insurance
tarriers regarding the wpplicabilily vl Lhe curriers’ policies Lo
environmental remediation costs; given the uncertainties inherent in this
litigation, Grace hae not recorded s receivable with respect to such insurance
coverage {except in one instance where a settlement with a carrier has been
1eached).

Grace made cash peyments of $20.3 in 1996, $31.3 1n 1995 and $30.2 ia
1994 to remediate environmentally impaired sites. These amounts have been
charged against previously established reserves. Grace's environmental
liabilitics arc 1casscsscd whencver circumstances bccome better defincd and/ or
1emediation efforts and their costs can be better estimated. These
liahilities are carrently evalnated qnarterly, bazed on availahle informarion,
including the progress of remedial investigation at each site, the current
statns ot discussions with regulatory authorities regarding the method and
extent of remedistion at each site ¢nd the apportionment of costs among
potentially responsible parties. As some of these issucs are decided (the
cutcomes of which are smbiject to nncertainties) and/or new sites are assessed
and costs can be ressonably estimated, Grace will continue to reviev and
auglyze Lhe weed for adjustiments Lo Lhe recurded uwcerusls. However, Grace
believes that it i3 adequately reserved for a1ll probable and estimable
environmental exposures. Grace’'s classification of its environmental reserves
between current and noncurrent liabilities is considered appropriate in
telation 10 expected future cash ontlays.

CONTINGENT RENTALS

Grace is the named tenant or guarantor with respect to leases entered
into by previouily divestcd businmcsscs. Thesc lcascs, somc of which cxtend
throngh the year 2017, have future minimum lease paymeats aggregating 3$203.1,
offset hy $201.8 of aniicipated fntnre minimom rental income from existing
tenants and subtenants. In addition, Grace is liable for other expenses
(priumagily property taxes) relating to the above leases; these expenses are
paid by tenants and zubtemants. Grace believes that the risk of significant
loss from these lease obligations is remote. However, & significant portion
of the rental income and other expenses is payable by tenants and subtenants
that have filed for baskruptcy protection or are otherwise experiencing
finuncial difficullies. Furlber, Grace wmay incuir lusses ax a resull ol
unforeseen developments that can not be reasonmably estimated.

Minority intcrcst in the Consolidatcd Financial Statcments as of Dccember 31,
1995 consisted of a limited partnership interest in LP (see Note 6). Fonr
Grace entities erved as general partners of TP, and itz tale limited partner
acquired its interest in exchange for a $300.0 cash capitel contribution
($297.0 ot which was tunded by outside investors). ln November 1996, Grace
purchased the limited parinership interest. For financial reportiang purposes,
the assets, liabilities, results of operations and cash flows of LP weie
included in Grace's Consolidated Financial Statements as a compoment of
discontinued operzations and the limited partnership interest wa: reflected as
o minority imterest. AL December 31, 1995, Lbhe assels of LP cousisied of
Grace's worldwide cocoa busines3 and long-term notes and demand notes due from
or guaranteed by Grace. Grece 3cld its cocos businees in Februasy 1997.

Under its Certificate of Incorporation, the Company is authorized to issue



200,000,000 shares of common stock, $.0L par value. Of the commen stock
unissued 1t Decenber 31, 1996, approximately 13,190,000 shares vere reserved
for issuance pursmant to stock options and other stock incentives. The
Certiticate ot lncorporation alsc suthorizes 53,000,000 shares ot preterred
stock, $.01 par value, none of which has been izsued. 3,000,000 of snch
shares have been designaled Series A Junior Purticipuling Preferied Stock and
are reserved for issuance in conneciion with the Company’s Preferred Stock
Purchase Righte (Rights). A Right trades together with each outstanding share
cf common stock and entitles the holder to purchase one hundredth of a share
of Series A Jumior Participating Preferred Stock under certain circumstances
end subject to certain conditiong. The Rights are not and will not become
exercisable unless itnd nntil certain events occar, and at no time will the
Rights have any voting power.

Gracc Ncew York initistcd a sharc rcpurchasc progrem 1n April 1996.
Through September 27, 1996, Grace New York acquired 9,364,800 shares of its
common stock nnder this program for $727.1, or an average price of
spproximately $73.70 per share. TFrom September 28, 1996 i{see Note 1) through
December 31, 1996, the Company acquired 11,193,700 shares of 1ts common stock
for $592.2, or an average purchase price of $52.90 per share. Prior to
year-end 1996, the Company retired substantially all of these shartes of
treasary stock using the cost method. The weighted average number of shares
of common stock outstanding doring 1996 was 91,976,000 (1995 - 95,822,000;
1994 - 93,936,000).

Dividends paid on the Grace New York preferied stocks issued and
cutstanding prior to the NMC tramsaction, aes dizcussed in Notes 1 and 6,
amonnted to $.4 in 1996 and $.5 in each of 1995 and 1994.
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14, STOXX INCENTIVE PLANS

Each stock option granted under the Company's stock inceative plans has an
exercise price equal to the fair market value of the Company's common stock on
the date of grant Options become exercisable ac the time or times determined
by the Compensation Cosmittee of the Company's Board of Directors and may have
terms of up to ten years and one month In connection with the transactions
described in Notes 1 and 6, the number of shares covered by outstanding
options and the exercige prices of such options were adjusted t0 preserve
their economic value. The following table sets forth information relating to
such options. as so adjusted:

Nusber
of Shares

10,813,635

2,109,692

12,923,327
(941,504)
(162,814)

Average
Exercise
Price

$23 50
27 23

18.81
24.05

24.53

1996 1995
Average Average
Number Exercise Number Exercise
of Shares Price of Shares Price
Baiance at beginning of year. as adjusted .. 8,833,450 $26 06  11.819.009 $24.53
Uptions granted . - 1,009,818 51 47 2,645.693 30.08
9.843,268 14,464,702
Options exercised .......................... (3,331,555) 24.56 (5,513,119) 24.67
Options terminated or canceled ........ ..... (371,%47) 28.21 (118,133) 27.23
Balance at end of year, as adju.ued 6.139,766 30.92 8,833.450 26.06
TEmEmTT—E— —=—=wTTorET

At Decomber 31, 1996, options covering 3,994,828 shares (1995 . 6,477,637,
1994 . §,746,414) were exercisable and 6,975,000 shares (1995 - 2,970, 186;
1994 - 5,506,863) were availsble for additional grants. Currently outstanding
options expire on various dates through October 2006.

The Company has adopted SPAS MNo. 123, "Accounting for Stock-Based
Compensation.® As permitted by SFAS Neo. 123, the Company continues to follow
the neasurement provisions of Accounting Principles Beard Opinion No. 2§,
"Accounting for Stock Issued to Employees,” and does not recognize
compensation expense for its stock-based incentive plans. Had compensation
cost for the Company's stock-based incentive compsnsation plans been
determined based on the fair value at the grant dates for awards under those
plons consistent with the methodology prescribed by SFAS No 122, the
Company's net income and earnings per share for 1996 and 1995 would have been
rcduced to the pro forms amounts indicated beclow.




Net income/ (loss):

As reported ... . .. ... $2.857.7 $(325.9)
Pro forma ................ $2,354.0 $(334.3)
Farnings/ {loss) per share:

As reported ........,...... $ 31.06 3 (3.40)
Pro forma ................ $ 31.02 3 (3.49)

These pro forma amounts may not be indicative of fnture pro forma income and
carnings pcr sharc.

The fair value of each option is estimated on the date of grant asing the
Black-Scholes option pricing nodel, with the following historical weighted
average assumptions applied to granis in 1996 and 1995:

1996 1995
Dividend yields ........... 1% 34
Expected volatility ....... 26% 25%
Risk-free interest rates .. 6% 7%
Expected life (in years) .. 4 4

Based upon the above assumptions, the weighted-average fair value of options
granted during 1996 and 1995 waz $14.00 and $7.00, respecrively.
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PENSICh PLANS

Grace maintains deiined benefit pension plans covering employees of certain
units who meet age snd service requirements. Beneiits are generally based on
final average salary and years of service. Grace funds its U.S. pension plans
1n accordance with U.S. federsl laws and regulstions. Non-U S. pension plans
are funded under s variety of methods as requared under differing local laws
and customs and., therefore, cannot be summarized. Approxamately 60w of U.S.
and non-U.5. plan assets st December 31. 1996 were cosmon stocks, with the
remainder primarily fixed-income securities.

Pension cost/ (benefit) is comprised of the following components:

1996 1995 1994
1.8 Non-11 § us Non-1..8. u.s Non-11. 8.
Service cost on benefaits earned durang the year . .... .... $ 15.2 $ 107 $ 14.6 $10.5 $19 8 $13. 4
Interest cost on beneiits earned in prior years . ......... 55.5 231 50 6 21.4 46 Y 19 3
Actual (return)/loss on plan assets . ........ .. (9%.2) (39.1; (132.3) (52 0) 16.9 106
Veterred loss/ (gain) on plan assets .. ... .. ... 30.4 8.2 7.0 26.2 {84 O) {37 &)
Amortization ot net loss/ (gains) and prior service costs .1 ( 3 (.8 (.8 (7.1) (1 6)
Net curtailment and settlement gain(l) ........ ......... (1.3) (2.4) .- .- .- .-
Net pension cost/(benefit) ....... ...........cccuvvnns $ 1.7 $ 0.2 s 3.2 $ 5.3 $(8.1) $ 4.3
==mwyars e ] b ] R mTe=x T
(1) As a result of selling its water trecatment and procesa chemicals business
1n 1996, Grace's U.S. and non-U.S. plans recognized curtailment gains of
$1.3 and $6.3. respectively.
The funded status of these plans was as follows:
U.s Non-U. 8
ASSETS EXCEED ACCUMULATED ASSETS EXCEED ACQUMULATED
ACCUMULATED BENEFITS ACCUMULATED BENEFITS
BENEFITS EXCEED ASSETS BENEFITS EXCEED ASSETS
1996 1995 1996 1995 1996 1995 1996 1995
Actuarial present value of benefit obligation:
Vested ... ... e $655.4 $679.6 $55.6 $52.0 $161 8 $133.5 $75.2  $67.5
] === Ssoo= ==== SEIS=2  E==ss= —_aa= ===
Accunulated bencfit obligation ................... $659.3 $680.4 $55.7 $52.0 $162.5 $133.9 $82.8 $75.1
==z ] EEZ== ===== p o === _—s=s ===




Total projected bemefit abligation ... .......... $680.8 $710.0  $57.0 $55.7 %183 2 $189 4 $103 3 $92.4
Pian asscis at fasr value . ... ... .. ..., 822.2 795.8 - -- 313 4 302 % 6.1 7.3
Plun susets in excess 0L/ (lexs than) projecied

benelit wbligation ............ . . 141 .4 85.8 (57.0) (55.7) 130 2 113 1 (97.2y (85.1)
Lnamoriized nel (gaim)/luss st inilial adeplion - (60. 4) (73.7 4.2 4.5 4N 6 3 3.8 4.5
Lnaworlized prior seIvice cost ... ... . . ..... 34.3 41.7 13.7 16.3 41 36 .- .-
Unrecognized net loss/ (g8in) ......... . .. .. ...... 47.5 97.6 8.9 8.6 17 3 (16 O3 15.0 (3.2)

Prepaid/ (accrued) pension cost ..... .......... $162.8 $151.4 $(30.2) $(25.9) $112.3 $54 4 $(78.4) $(83.8)
The following significant assumptions were used in 1996, 1995 and 1954:

1996 1995 1994
0.8 Non-1J. § nu.s Non-{]. 8 1S Nan-11' §
Mecount rate at December 31, .. .. .. B8 3.4- R 7.3 5.1 - t1.6% R S S0 12.08
Rxpected long-term rate of return .. 9.0 6.0 - 10.5 9.0 6.0 - 10.% 90 60- 108
Rate of compensation increase ...... 4.5 2.5- 1.5 4.5 40- 7.5 S5 40- 7.5
¥-22
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16. OTHER POSTRETIREMENT BENEFIT PLANS

Grace provides certain other postiretirement health care and life insurance
benefits for retired employees of specirfied U.S. units. These retirec medical
and life insurance plans provide various levels of benefits ta employees’
(depending on their dates of hire) who retire from Grace after age 55 with at
least 10 years of service. The plans are currently unfunded

Grace applies SFAS No. 106, which requires the accrual method of
accounting for the future costs of postretirement health care and life
insurance benefits over the employees’ years of service. Grace pays the costs
of postretirenent benefits as they are incurred.

Included in other liabilities as of December 31, 1996 and 1995 sre the
following:

1996 1995
Accumulated postretirement benefat obligation:
Retarees ... .. e e e e e e .. $199.9 3209 0
Fully eligible partic.pants ... .. e e e 6.4 152
Active 1neligibie participants . e e e - 43.7 34 4
250.0 258.6
Unrecognized net 1088 ... ... ... ... .. . .. iiiiiiiii e (39.9) (54 9)
Unrecognized prior service bemefit ...................... e 32.8 44.3
Accrued postretirement benefit obligation ................. ..... $242.9 $248.0

Net periodic postretirement benefit cost for 1996, 1995 and 1994 is
comprised cf the follcowing components:

SOrVICE COBL .. ... ..t e e e $ 1.9 8 1.6 8§ 21
Interest cost on sccumulated postretirement benefit obligation .. 19.0 18.3 16.2
Amortizaticn of net loss ............. . 1.9 .2 1.2
Amortizaticn of prior service benefit .... 3.7 (4.3) (4.3)
Curtailment gain ... ... .. .. e «“N .- --

Net periodic postretirement benefit cost ....... ... ... ... $18.2 $15.8 $ 152

During 1996, Grace's retiree medical plans were amended to enhance benefits to
retirees effective January 1, 1997. This amendment, including a previous plan
amendment, decressed the accumulated postretirement benefit obligation by




$32.8 at December 31, 1996 and will be amortized over sn tverage remaining
fature gervice life cf approximately 10 years.

Medical care cost trend rates were projected at 9. 2% in 1996, declining
to 6.U% through 2001 and remaining level thereatter. An increase ot one
percentage point in each year': agssumed medical ceare cost trend rate, holding
8ll olher assumpiions cousluuti, would increase Lhe spoual nel periodic
postretirement benefit cost by $2.3 and the accunulated postretirement benefit
cbligation by $19.9. The ditcount rates st December 31, 1996, 1595 and 1994
were 3.0%. 7.3% and 8.35%, respectively. '

Effective Janmary 1, 1994, Grace adopted SFAS No. 112, "Employers’
Accounting for Pestemployment Benefits,” which requires accrual accounting for
nonaccumnlating postemployment benefits. Grace’' s primary postemployment
cbligation is for disabled workers’ medical benefits; these are curreatly
included 1n eccrucd postretircment costs under SFAS No. 106. The adoption of
SFAS No. 112 did not have a material effect on Grace's results of operations
or financial poiition.

. F-23
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The table below presents information related to Grace's continuing operations
by geographic region for the years 1996 -1994.

United States Agia Latin
and Canada Europe Pacific America Total

Sales and reveaues ........ ............. 1996 $1,690 $1.056 3468 3240 $3.454
1995 1,735 1,120 445 243 3.553
1994 1,606 939 166 218 3,129
Pretax operating income/ (logs) (1) (2) .. 1996 3 52 53 29 10t
199% (i1R6) a4 61 9 (72)
1994 (190) 69 55 20 (46)
Identifiable assers (3) ... .... .... .. 1996 1,963 879 505 203 3,550
1998 2,132 998 411 246 3,787
1994 1,879 905 308 208 3,300

Pretax operating income and identifiable assets are reconciled below to
income/ (loss) from contimuing operations before income taxes and total assets,
respectively, as presented in the Consolidated Statement of Operations and the
Consolidated Balance Sheet.

1996 1995 1994

Pretax operatifig income (1) .. ....ivvr tiiruuiiie i e $ 101 § (72) $ (46)
Gain on sales Of DUSINESBEOB ... ... ...ttt i 326 - .
Interest expense and related financing costs (2) ...................... (72) (M) {50)
Corporate restructuring costs and asset impairments/other activities .. (18) (122) .-
Provision for cOrporate GOVOIMANCE . .............c.cuoveeuine nnreunannns -- (30) .-
Gain on sale of remeining interest in RBG ................. .ooooiia. -- -- 27
Cther income/ (expenses), net (2) ........ . iiiiiuiiinieinanrns cavrnraann 12 11 (9)

Income/ (loss) from continuing operations before income taxes ...... $ 349 S (284) 8 (78)

Identifiable assets (3) ....... $3,550 S$3,787 $3,300
General corporatc asscts (4) 1,099 815 860
Net asscts of discontinucd operations ............ ... 297 1,759 2,0M

Total ABBCLB ... .. .. $4,946 S6,361 $6,231

(1) Includes (a) 1996, 1995 and 1994 pretax provisions of $229, $275 and




$316, respectively, relating to asbestos-related liabilities and
insurance coverage (tee Note 2); and (b) 1996 and 1995 pretax chasge: of
$90 and 387, respectively, telating 1o restinuctmring costs, asset
inpairments and other cost3 (see Note 4).

(2) Corporate interest and financing cogts and nonallocable expenses are not
reflecled in pretsx operaiing incowe because siguificaml [inaucviug
decisions a1e ceatralized at the corporate level. Other
income/ {expenses), net includes interest income relating to the
settlement of prior vears' federal income tax returns of $7.5 and $9.8 in
1996 and 1995, respectively.

(3) Includes eibestos related receivables and 3ettlements due from insurance
carriers, net of discounts, of $331 and $49, respectively, in 1996; 5321
and S118, respectively, in 1995; and $513 and 3187, respectively, in
1994.

(4) General corporete assets consist principally of deferred tax assets,
prepaid pengion corts and corporate receivahles and investments. At
December 3L, 1996, general corporate assets inclade 5215.6 of receivables
trom the sales ot Amicon and Grace's water treatment and process
chemicals business. ’

18. SUBSEQUENT EVENT

In February 1997, Grace announced that it had entered into an agreement to
sell its specialty polymers business to National Starch and Chemical Company
for $147.0, subject to edjustment. The transaction is expected to be
completed in the second quarter of 1997.
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QUARTERLY SUMMARY AND STATISTICAL INFORMATION

Unaudited - dollars in millioms, excepl P

er share

1996
Sales and revenues ......... ......... ..

Cost of goods sold and operating expenses ..

Net income/ (loss) .................... ..
Earnings/ (loss) per share:

Net earnings/ (loss) .... ............
Dividends declared per common share .." ..

Matket price of common stnck: (1)
High .o i e e

Clome ... ... ... ... ... oL

1995
Sales snd revenves .... ...

Cost ot goods sold and operating expenses ..

Net income/ (loss) ...... e
Harnings/ (loss) per share:

Net earmings/ (loss) .... ......... ..
Dividends declared per common share .....

Market price of common stock: (1)

High ... ... i

(1) Praincipal market: New York Stock Bx

March 31 June 30  Secptember 30 December 31
... § 862 $ 920 5 821 $ 851
s12 549 503 507
63 334 2,518 (23]
... § .65 $3.45 $27.66 $ (.70
oo 50128 $.125 $ 125 § 125
.. % 23168 53816 8 M2 s 86 1/4
34 3/4 45 5/8 33 1116 46 1/4
50 /R 45 S/R 52 St 314
$ ¥30 $ 901 3 Y16 3 Y06
4382 527 542 600
47 79 22 (474)
... % .80 $ 83 $ 3 (4.87)
... §.35 $ 35 $ .35 § 125
... % 351/8 % 4115/16 $ 45 U8 s 42 11/16
24 13716 33 1716 39 5/8 35 1/4
34 5/16 39 9/16 43 3R 116

change. The stock prices for 1995
and the first nine months of 1996 have been adjusted so that they are on
a basis comparable to the stock prices following the disposition of NMC.

CAPITAL EXPENDITURES, NET FIXED ASSETS AND DEPRECIATION AND LEASE AMORTIZATION Dollars in milliens

Capital Bxpenditures (1)

1995

1994

Net Fixed Assets

1996

1995

1994

Depreciation and
Lease Amortization (2)

1996

1995

1996

Operating units . .............. $397
General corporate ......... A 57
Total continuing operations 454
Discontinued operations ....... 3

$1,691
180

$1,565
155




Total ... ..o ..., .. .. $457 $538 $445 1,871 $1,736 $1.73¢ $180 $180 $158
GBOGRAPHIC LOCATION
Luited Staies and Cunads .. ..,. $186 $242 $200 $94) $854 §702 S82 $82 $75
BUTUPE - v i 83 100 75 403 440 381 58 60 51
Other aresd ................ ... 128 113 52 347 271 166 24 21 16
Subtotal ............... 397 455 327 1,691 1,565 1,245 164 163 142
General corporate .......... . .. 57 49 30 180 155 144 16 17 16
Total continuing operations 454 504 357 1,871 1,720 1,393 180 180 158
Discontinued operations ... ... 3 34 88 .- 16 337 .- - ..
Total ....... ..coov.en. $457 $538 $445 $1.871 $1.736 $1.730 $180 $180 $138

(1) PBxcludes capital expenditures of dizcontinued operations subaequent to

their clagaification as auch.

(2) Certain 1995 and 1994 anountr have heen reclassified to conform to the

1996 presentation.
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1996 1995 1994
STATEMENT OF OPERATIONS
Sales and FEVENUES ... ... ... caeaa .. $3,454.1 $3.552.6 $3.128.5
Cost of goods sold and operating expenses ................. 2,0711.0 2.151.2 1,832.6
Deprecistion and amortization ..................... ... ... .. 184.4 186.1 164.6
Interest expensc snd related financing costs .... ............. 71.6 71.3 45.5
Research and development expenses .................... ......... 93.9 111.6 99.6
Income/ (loss) from continuing operstions before income taxes 348.6 (284.1) (7177
Provision for/ (benefit from) income taxes ....... .......... .. 134. 8 (104.5) (42.6)
Income from continuing operations before special items (2) ... 222.5 205.7 163.9
Tncome/ (1oar) from continuing operations ........ .......... . 213.8 (179.6) [EhIRD]
Tncome/ (1oas) from discontinued operations (3) .. ......... . 2.643.9 (146.3) 118.4
Cumulative effect of sccounting changes ....... ... ......... .. .- -- -
Net. tncome/ (1088) .. ... .... ... ... .. i e .. 2.857.7 (3125.9) R1.3
FINANCIAL POSITION
CUTPENt A8BELE . . ...t it e .. $1,774.9 51,68L.3 $2.228.9
Corrent liabilities ... ... ... ... ... .. ... .. 1,487.1 2,214.2 2.231.5
Properties and equipment, net ........ 1,871.3 1,736.1 1.730.1
‘lotal assets ... ........ ... ... 4,945.8 6,360.6 6.230.6
lotal debt ...... ... ... 1,388.2 1,933.8 1.529 7
Shareholders' equity - common stock . 632.4 1,224 .4 1.497 1
DATA PER OOMMON SHARE
Barnings from continuing operastions before special items (2) .. $ 241 s 2.14 $ 1.74
EBarnings/ (loss) from continuing operatioms .................... 2.32 (1.87) (.38)
Cumulative effect of accounting changes ....................... .- .- --
Net earnings/ (LOBS) ...ttt i i e e 31.06 (3.40) .88
Dividends ....... .. S50 1.175 1.40
Book value ...... . 8.06 12.57 15.91
Average common shares outstanding (thousands) .............. ... 91,976 95,822 93,936
OTHBR STATISTICS
Dividends paid on common stock .................... ... 00l $ 45.6 s 1n2.1 $ 1315
Capital expenditures ............c.c.iitiiiiinnnninirnainannnnns 456.6 537.6 444.6
Common shareholders of record ......... ... iiiiniinnnn... 17,415 19,496 18,501
Cosmon stock price range (4) ........ .. ciiiiiiiiiiiiiii. 56 174 - 33 1/16 45 7/8 - 24 13716 29 15/16 - 23 3/16
Number of employees - continuing operations (thoussnds) ....... 17.4 20.3 19.9
PINANCIAL SUMMARY (1) Dollars in millions, except per shore amounts

1993 1992

STATEMENT QF OPERATIONS
Sales and revenues .......... ...l e $2.824.7 $2,985.2
Cost of goods sold and operating expenses ..................... 1.692.9 1,814.0
Deprecistion and amortization ......... ........co0iiiiiiii. .. 153.9 164.6
Interest expensc and related financing costs .................. 43.0 49.4
Research and dovelopment expenmses .................covevenn.... 100.8 99.5
Income/ (loss) from continuing operations before income taxes 44.5 91.9




Provision for/ (bepefit from) income taxes ....... --.......

Income from coutiguing operations before specisl items (2)

Income/ {loss) [Tom CUDLLBUINR OPEruLiIOoNs ... - ~crevvun.. .

Income/ (loas) [rom discoulinued uperatioms (3) -« - .o..
Cumulalive eflect ol aceuunling chuuges
Net income/ (los#) ..o,

84.1
152.8
(112.2)

(190.0)
(294.5)

FINANCIAL POSITION
CULTEOL BBBEUE ... v vevi it ittt ittt e siieenan
Current 1isbilities ....... ..o i i,

Properties and equipment, Bel ....... ... ...,
Total assets ... ... ... e
Total debt ...... ... .. e

DATA PER COMMON SHARE

Earnings from continuing operations before special 1tems (2) ..

Earnings/ (loss) from continuing opecstions ...... .........

Cumulative effect of accounting changes .....................

Net earnings/ (lo88) ... ... i i e e
Dividends ... .. . .. e e e
Rook value . ... .. i e .
Average commwnt gharea cutatanding (thousanda) ... ..........

OTHER STATTSTICS
Mividends paid on common stock ... ... ... ... .. L.
Capital expenditures . ....
Common shareholders of record
Common stock price range (4)
Number of employees - continvang operations (thousa

19,358
26 4/16 - 22 §/16
19.8

(1) Certain prior-year amounts have been reclassified to confors to the 1996

presentation.

(2) Income from continuing opersatioas before special items reconciles to

income/ (loss) irom continuing operations as follows:

Income from continuing operations before special items ....
Special items (after-tax):
Gain on ssles of businesses ..................... .. .......
Restructuring costs and asset impairments/other activities
Provisions relating to asbestos-related liabilities
and iNSUTANCE COVETARL .. ..........ovveernnannnnsenn..
Provision for corporate governance .......................
Provisions for environmental lisbilities at former
nonufacturing sites .............. L iii e
Gain on sale of remaining interest in REG ................
Provision relating to fumed silics plant .................
Postretirement benefits prior to plan amendments .........

Incomc/ (loss) from continuing opcrations ..................

1996 1995 1994 1993

$222.5 § 205.7 $ 163.9 $ 128.1 §

210.1 .- - .-
(69.9) (138.0) -- ..

(148.9)  (178.7) {200.0) (100.0)
.- (18.6) .- -

-- (50.0) «(

$213.8 § (179.6) $ (35.1) $ 28.1 §

152.8

(5.1)

The special i1tems included in the foregoing table also have been excluded
in determining carnings per common share from continuing operations before

special items.

(3) Comprised of income from operations of $13.5, $5.0 and S118.4 in 1996,




Market Segments/End Uses

Customer Benefits

Growth Foctors

e Fresh red megts

* Smoked and processed meats

» Fish

= Poultry

* Cheese

» Prepeired foods

» Baked goods

= Produce

= Foxod and beverage canning and bowtling
« Nontoad consumer and industrial products

-~ Commercial and residential construction
- Airports

Tunnels

+ Docks and other marine strucuires

« Bridges

* Petroleum refining for transportation fuels
and petrochemicals

= Plastic resins for plastic films, gas distribu-
non pipes and molded plastic products

s Coatings

» Plastics

= Persomal care proxducts

e Foods

* Pharmaceuticals

» Building products

+ Chemical products

s Preserve flavor and arona

« Enhance product shelf life and appearance

e Improve merchandising

= Pritedt against becserta and other congaminants

= Custom-tailored to specific food applications

» Available globally

s Employ innovative resin and film
processing technologies

. « Combine expertise in both food and

packaging sciences

= Offer total systems: technical service,
equipment design and installation, training
and package design

- Strengthen, protect and add longevity
10 structures
~ iImprove customer profitability
and productivity
= Customer-focused product development
« Provide on-site technical support
~ Lower life-cycle costs

s Increase product yield and quality
in refinery processes
s Improve control for environmental issues
= Managed glohally for worldwide availubility
= Offcr creative approaches 1o a wide
variety of process appheoations based
on catalysis and silica technology
» Flexible manufacturing for rapid
CUSIOMLT resSponse
= Close customer relationships lead
to proprietary products and facilitate
new product introductions

» Emergence of middle class and enhanced
distribution systems in developing Asia
Pacific and Latin American countries

* Global growth programs
« Case-ready packaging
= TBG™ bags for bone-in meats
» Precut produce packaging
e Display filins
a faminates

= Extensions/adaptations of products from
one region 1o another

e Increasing consumer demand for healthy,
“convenience” foods

» Infrastructure development in
Asia Pacitic and Latin America

= Sefected acquisitions to extend global
reach and technological leadership

+ New value-added and specialty products

= Growth in Asia Pacitic markets

= Increasing refining complexity requires
greater use of higher-perdformiance caalysts

» Strong plastics growth driven by increasing
consuiner demanc

» Imerging technologics in customer
Processes

* New cnvironmental regulations

* Abundant new applications for
silicar products

o g,
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Financiol Highlights

S milhons exvepl pev share amounts 1996
Sales and revenues W
Income from cominuing operations before special items $223
Income from continuing operations $214
Capital expenditures 8457
Depreciation and amortization $184
Total assets $4,946
Total debt $1,388
Common sharehoklens' eyuity 8632
Other information

Ticker symbol o GRA
Common shares outstanding — end of year 78,493,000
Cununoun shares outstanding - average 91,976,000
Eamings per share from continuing operations befose spectal fems $2.41
Dividends paid per share $.50

Giobal Market Leadership

Grace is proud of the ginbal leadership
positions it holds in each of its husinesses—
leadership that is a result of leading-edge
technology. strong customer relationships
and the ability to serve customers anywlicre
in the world. Grace has an unrivaled global
infrastructure, with manufacturing operations
in each region and a sales staff that virtually
covers the globe. More than half of its sales
come from outside North America.

Growing Profitably

The New Grace is managed as an integrated,
global operating company, focused on
profitably growing its packaging, catalysts
and silica products, and construction products
businesses. The Company is dedicated to
continuously improving its product portfolio
and its financial pertormance.

The New Grace places significant
emphasis on financial discipitne and operaung
efficiency The Company ended 1996 with
a 12% operating margin (earnings hefore
interest and taxes as a percent of sales),
up from 9.5% in 1995. Grace expects 0
achieve its longerterm target of 15% in 1998,

During 1996, Grace reduced operating
costs and improved asset productivity. It
exceeded a target of $100 million 1in annu-
alized overhead savings. It reduced working
capital by 2% of sales and inventory days-
on-hand nearly 20%. It consolidated suppon
functions and manufacuring and ware-
housing operations; initiated an additional
$25 million cost-reduction program in
Europe; and improved manufacturing
processés and supply chain managemcent.

All three of Grace'’s core businesses
are growing steadily, and further profitable:
growth is expected to be generated by
new product inuoductions, geogm’pluc
expansion, continued penetration of existing
and new market segments, and a dedication
to continuously improving operaung

effectiveness and efficiencies.

GRACE

W. R. Grace & Co.
One Town Center Road
Boca Raton, FL

U.S.A. 33486-1010

For more information,
coll: 800-GRACED? or 561-362-2000
fax: 5613622193




ToOur Shégeholdﬁers

->: clcome 10 The New Grace.

Ve arceemunlv proud:of the company that has emerged

from Lhefv.igghy changesdgiplemented since 1995 and of

the morc than 17,000 emﬁloyces who have contributed to
our success. Today, we are focused on profitably growing
our three global market-leading businesses: packaging,
catalysts and silicas, and construction products. We are
managing Grace as an integrated, global uperuing company.
And we are dedicated to continuously improving our
prociuct portfolio and our financial perffonnance. The New
Grace is definitely a new company.

During 1996, we delivered significant
value 10 shareholders. Fach of our continuing
businesses had record sales and carnings.
We also received approximately $3 billion
in after-tax cash proceeds from dispositions
of several noncore businesses. We used
these proceeds to reduce debt and repur-
chase 21 million shares by yeuar end,
signiﬁéandy improving the capital struclure
of The New Grace.

A New Spirit. A Bright Future.

We are committed 1o ensuring the continued
growth and outstanding performance of
‘The New Grace. We continue 10 emnbrace
change and build on our fundamental
strengths: technology, customer service

and global market leadership.

Innovative Technology

Fach of our businesses provides value-added
products and scrvices, driven largely by
technological leadership. This technology
is protecting the world's food products,

strengthening and protecting the workd's

t
W. R.GRACE & CO.




he value we delivered 1o sharcholders
in 1996 was indeed excoptiom! Given oar strong,
nurket leadershipothe contmucd penctyation of ouar
new products ad e imensiticd cHart 1o mmprove

operating cHiciencies. we remant conbdent that

The New Grace will contmuce 1o grow protiabh

and dohiver substantal valoe to our sharcholders.

94 111 96

Sales from Continving Operations
Eerlirina dhwes o s o

{3 midont

structures and helping fuel the wordd's
transponation systiems More than S0 of
our 1996 sales were derived from products
developed during the past five years.

Solid Customer Relationships

Grace people have never fost sight of what
is most essential to success—serving our
custornen. Our products are often vital

to the performance of customer proxducts
and processes, so we continually strive

10 anticipate needs and innevatively apply
our technologics to provide best-value
solutions. We work in pantnership with
our customens 1o ensure both their success

and their customers' success.

Global Market Leadership

We are proud of the global leadership
positions we hold in each of our
businesses—leadership thun is a resub

of our leading-edge technology, strong
customer relationships and! the abilnty to
serve our customers anywhere in the
workl. Qur gorl is to renuin number one
or two in each of the markets we serve.
We have an unrivaled glohal infrastructure,
with manufacturing operations in each
region and a sales stalt that virtualty
covers the globe. More than half ot our
sales come from outside Noith America.
We expect strong growth from the
developing regions of Asin Pacific,

Latin America and Eustern Europe, angd
we continue to expand into new markets

such as China and Russia.




Growing Profitably

In 1990, operating income from continuing
operations was up 12%. Ol special note
was the dramuatic improvement hy our
construction products business, which
morce than uipled its operating income
compared to 1995,

We had recond sakes, but we missed
our growth target in 1996, due 1o an extra-
ordinary convergence of market factors
that impacted our packaging and fluid
cracking catalyst businesses. We cxpect
these factors to diminish throughout 1997,
Our other husinesses enjoved strong sales
growth. with a large percentage coming
from newly introduced products. And
all our husinesses conrinued 1o improve
opcrating cftiviencies.

We expect increased sales to come
o new product intnxductions, geographic
expansion and continued penetration of
exisung and new market segments. Many
examples of outstanding growth opportunities
for eachy of our husinesses are highlighted
throughout this repon.

We also expect to make selected
acyuisitions to complement our existing
businesses. During 1990, we acquired
companies to complement our precut
produce packaging position. our container
scalunts and coatings business and our
construction products business

The New Gruce places significant
cuphisis on financial discipline and
operating efhaiency. We ended 1996 with
a 12% operating margin (camings before
interest and taxes as i percent of sales),
up from Y 5% in 1995, but shy of our
stated goal ol 13% (or the year. However,
e expect 1o achieve our longer-term
larget of 15% in 1998,

We've 1educed operating costs and
improved assct productivity. During 1996,

we exceeded our target of $100 million

in annualized overhead savings. We
reduced working capital by 206 of sales
and inventory davs-on-hand nearly 20%.
We consolidated manufacturing and
warehousing operations and support
functions: initiated an additional $25 million
cost-reduction program in Europe: and
improved manufacturing processes and

supply chain management.

Highly Focused. Vaive-Driven.

As 1 look back on the past year and a
half, 1 am pleased at how much we have
accomplished and how we have delivered
on our stated objectives. 1 am excited
about the abundant oppornunities we see
for profitable growth. I am confident that
we have the technical. manutacturing,
marketing and management capabilities

in place to bring new products - successfully
from our labs to our customers around
the world.

1 wamnt to thank shareholders who
were owners of “old” Grace for your
continued confidence and to welcome
New Grace owners to our highly focused,
valuedriven company. And to all Grace
employees, | thank vou for helping creaie
The New Grace.

Albert J. Costello
Chairman, President and
Chief Exevutive Officer
February 28, 1997
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Grace at a Glance

Grace Packaging

Grace Construction Produds

Grace Davison

Profile

Products

»J. Gary Kaenzig, Jr.. President

* 1996 sales: $2 billion

* 11,500 employees -

= 28,000 custormers in 100 countties

* Headquarters. Boca Raton, Flosida

* Key manulaciuring sites: Atsugi, Japan;
Chicago. llinois; Epemon, France:
Fawkner, Australia; Jowa Park, Fexas;
Kuantan, Malaysit; Mississauga, Canada;
Passirana, ltaly; Reading, Permsylvania; -
St. Neots, U.K.; Sdo Paulo, Brazil;
Simpsonville, South Carolina

* Robert J. Bettacchi, President

¢ 199G sales: $435 million

¢ 1,900 employees

« Headuaners: Cambridge, Massachusetts

= Key manufacturing sites: Ajax, Canada;
Chicago, Hllinois; Hong Kong; Touston,
Texas:; Inchon, Korea: Passirana, ltaly;
Santa Ana, Califomiy; Singapore;
Slough. UK., Wilmingron. North Carolina

* Jumnes R. Hyde, President

* 1996 sales: $732 million

* 2700 employees

® Headquarters: Baltimore, Maryvland

* Key manufacturing sites: Aiken,
South Carolina; Chattanooga, Tennessee:
Cindnnati, Ohio; Cunis Bay, Maryland.
Kuantan, Malaysia; Lake Charles,
Loulisiana; Sorocaba, Braeif:
Valleyfleld, Canada; Worms, Germany

= Cryveac* fiexibie plastic puckaging systems

» Darex* container sealints and coatings
for cans and borles '

= Omicron™ rigid plastic cups and tubs tor
dairy foods

« fFormpac™ foam trays for supermarket
and institutional food service

Gruce
Constiuchon
Products

= Concrete admixtures
» Cement acditives

* Masonry products
» Waterprooting products and systems
= Fire protection products

= Fluid cracking catalysts and additives

® Hydroprocessing catalysts

* Polyolufin andd chernic catalysts and carmiens
* Silica products

s Zeolite adsorbents




Market Segments/End Uses

Customer Benefits

Growth Factors

= Fresh red meats
= Ssmoked and processed meats
® Fish

= Poultry

e Chees

s Prepared fuods

v Huked goods

s Produce

= Forxl and beverage cunning and bottling
« Nonfood comsumer and industrial products

= Conunercial and residential construction
v Atrpons

* Tunnels

* Docks and other nurine structures

* Biidpes

* Perroleum refining for transportation fuels
and petrochemicals

® Plastic resins for plastic films, gas distribu-
tion pipes and molded plastic products

* Coatings

» Masties )

® Personal care products

® Fooxls

* Pharmaceiticals

¢ Building products

* Chemical products

= Preserve flavor and ziroma

* Enlunce product shelf life and appearance

* Improve merchandising

* Proteat against bacteria and otdhwr contanminants

» Custon-tailored 10 specific food applications

» Available giohally

= Employ innovative resin and film
processing technologics

_ » Combine expertise in hoth food amd

packaging sciences
» Offer total systems: technical service,
equipment design and installation, training
and package design

+ Strengthen, protect and add longevity
to structures

= huprove customer profitability
andd productivity
= Cusomer-focused product development
* Provide onssite 1echnical suppeort
» Lower life-cycle costs

® Increase product yiekd and quality
in refinery processes
* Improve control for environnenial issues
* Managed globally for wordwide availability
® Offer creative approaches to a wide
viriety of process applications hased
on catalysis and silica technology
* Flexible munufacturing for rapid
customer response
* Close customier relationships lead
10 proprietary products and lacilitute
new product introductions

= Emergence of middic class and enhanced
distribution systems in developing Asia
Pacific and Latin Amencan countries

* Global giowth programs
s Case-ready packaging
o TBG™ buags for bone-in meats

-8 Precut produce packaging
= Display Blms
® Laminates

= Extensions/adaptations of prodwcts from
one region o another

* Increasing consumer demand for healthy.
“convenience” foods

* Infrustructure development in
Aswi Pacific and Latin America

* Selected acquisitions 1o extend global
reach and technotogical leadership

* New value-added and specialty products

* Growth in Asia Pacific markets

® Increasing refining complexity requires
greater use of higher-performance Gutlysis

® Strong, plastics growth driven by increasing
consuner denand

* Emerging wechnologies in customer
Processes

® New envilonmental regulations

* Abundant new applications for
silica products

4,3
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Building on Success

eading wedhmolosy - value added products and services strong customer relaionsiups.. viobl

presence.otstindmg people These are the Toundation 1o Grice s stecess in packaging catahyses
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1o cresne vadue and wronw profitabhy 2 Grace s 17000 cmplos ces around the workd are workmg:
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developmg higher valoe added products: prisaing ness opportunitios: expandimg, acogapine e h

doeclertng product delivery: reducing inventorn: lowering production costes consohidating: suppls
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In 1996, Grace Construction Preducts initiated
o series of Monokote” product framning sessions
for fireproofing apphcatois in the UK. and
France. In addition to providing instruction in
the technology ond technique: of opplying
Monokote produtcts, Groce used these iraining
sessions to highlight the productivity and cast
advantages of Monokole lireprooting, demuor.-
stroting a commitment to helping customers
improve their profit potential end business
produdtivity. As a result of these trairdng sessions,
10 ot the largest fireprooting applicatars in the
LK. and Fronco have joined Grrace’s “leam |
Quality Applicator Network.” In 1996, Grace
move than doubled tire protection sales in Europe
und is well positioned to exceed oggressive

1997 growth turgets,

Epermon Plont Improves
Inventory Management dala more efficiently.

Business Process Audits
Uncover Hidden Produchivity

Business process audits ot Grace Pockagmg’s monutachuring
centers in Epernon, France and Hombug, Germany identilied

opporiunities to optimize rescurces, streambine procuction,

beter manoge i ory and shipping processes and improve
custorner service. The oudits helped Epernon employces reduce
inventory 25% ond days-on-hand 36'%. In Hambwrg, shrink
products inventory
dropped 26 and
doys-on-hand 465
Following the audits.
smplayees ot both
sites under wen!
intensive, odvanced
tioining on inventory
control systems,
enabling them 10

interpret and use

Product coding and

distribulion procedures
were integrated ond
simplified. New reporting systems were developed 1o trork
manufachring and revenue cyde times. In addition to one-fime
invenlory cost reductions, these two audits yielded annval
savings of 51 million in interest on working capilol. Dngoing
efforts to better mannge assets conlinue, and process chonges
pioneered al Epernon and Hamburg ore being implemeried

company-widc.



Analytical Support Gives
Customers an Edge

more than half o century of experience in Huid

cracking catalysts ond additives. Customers
worldwide rely on Grace Davison’s technical

support to provide ized catolyst soluti
tor their operations, help them optimize unit
performance and sclve probl An extensive
cw catalyst testing program and o sophis-
ticated analyticol datobase ere two important
tools that Grace Davison enginesrs use to

provide technical support. Customers submit
over 15,000 catalyst samples every ysar, and
more than 50 different analyses are performed
on eoch sample. The results are placed in o
database which currently holds dota on aver
100,000 cotalyst somples. In many cases,
improving unit operations or solving problems
requires changing the catalyst formulation.

| diately accessible in the database are
specifications of more than 2,100 different
cotalysts ond over 900,000 production sample

results. These help Groce Davison engineers
quickly provide new catolys! formulations

that will improve customer operations. Groce
Davison’s flexible manufacturing process allows
for rapid response to catolyst formulation
changes and ensures that customers’ new
objechives ore met quickly. With oround-the-clock
and around-+the-world availability, this technical
support is o high value-added bansfit for Grace

Davison customers.

Interregional Training
Enhances Kuantan Start-up

Prior to the July 1996 startup of the Company’s
new shrink films and silica products plants in
Kuantan, Molaysio, more than 40 new employees
troveled from Malaysia to the Groce Pockaging
plant in Seneca, South Corolino and the Groce
Davison plont in Worms, Germany to learn first-
hond how to run the sophisticated production
lines ond manage the state-obthe-ort manufoc
turing processes that served as models for the
operations then under construction in Kuantan,
Groce Davison person-
nel spent up to three months
learning how to monufociure
micronized sllica. They olso
focused on theory, applico-
tion, quality control and sofety
procadures. In addition to
time spent in Worms, the new
employees visited plonts in
Curtis Bay, Morylond and

Sorocaba, Brazil.
At the Seneca packoging fims plant,
K process technici spent six months
tearning both the theory ond honds-on operation
of o packaging fine and an electronic crossdinking
unil. They alse studied sofety procedures. The
Kuanton engineering staff studied the electrical
and mechanical design of the production lines.
The focus was on engineered analytical training,
which is a thorough, istent and sy h
approach to shoring process knowledge. This
training system is estimated to have reduced
process hraining ime up 1o 60%, efficiently
promoting best process ond
“We are proud 1o have  safety proctices, reducing
process voriation and allowing
new employess to meet
team running the sophisticated  qudlity, yield and productivity

such o highly skilled, local

X L expeciations. Past experience
pockaging production lines in =
has shown a minimum $3
our Kuantan plant. The training  return on sach $1 invested in
engineersd analyticol training.

we underwent at our sister
plant in South Caroline was
essential to our startup.”

Michasl Jor, Grace Packaging
Plant Manager—Kuonton

67
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Grace’s Eclipse™ shrinkage-reducing admirture is o breok-
through in concrete technology becouse il addresses
conerote’s tendency to shrink and then crack. Eclipse reduces
shninkoge by as much as 80%, dramatically reducing—

or cven ehminating—conc gle crucking. It was developed
through a technical partnership with ARCO Chemical. When

ARCO Chemical bagun reseurch un shrinkage reduction,

it approached Grace, seeking help from o company

with a thorough understanding of construchion matarials.
Researchers ot Gruce Consiruction Products were working
on a similar project, and ARCO Chemical knew that Grace
was committed to new pioduct
development. Thiz collaboration
resulted in an innovative new
admixture aofter only two yeoars
of formalized jomt develupment—
sufficient time to odequotely test
longterm performance, but sig
nificonty less time than if the
purtics hod woiked olone. In
parinering on this research,
Giace soved on estimated $7
million in developmenl and lesi
ing costs and reduced the tme .
required to bring the product 1o market by one to twa
years. Building on the success of this purtership, Groce
Constivchion Products has now formulized the seorch for
potential developmen parthers as o mujor component

of its R&D process and is currently in the formalive stages
of severol other product development portnerships, Sales

of products introduced in the past five years, sudh us Eclipse
shrinkage-reducing udmixture, generated 25% of motal

construction products soles in 1996,

Grace Packaging Infraduces
o New System tor Fresh
Red Meat Distribution

Cryovac® case-ready packaging for fresh red
meats enables retailers tv muie efledively
manage their inventories and redireat lobor
from in-store meot cutting to highe:-valve mer.
chandising. Prepared in centrolized processing
plonts ond delivered tresh to retoilers, cosercady
meats ore prepackaged in convenient sizes {or
consviners. This pockaging sulution provide:
consumers with enhanced qudlity and product
avoilability. Groce Packoging 1s working dosely
with selected retailers in North America ond
Europe to implement caseready packoging
systems for fresh red meats. increasing accep
tance of this naw disiribution system tor fresh
red meots is evidenced by o significont increase
in sales of caseready packaging in 1996 over 1995,
When Albert Heijn BY, Holland's largest
grocery retailer, imph ted o radical change
in logistics tor tresh red meat distribution, #t colled
on Groce Packoging to help it rechice upetotng

costs through © more efficient inventory system.
After o serics of successhul production trials,
Albert Heijn wanted 10 Cryovac case-reudy
puckaging lines installed and operational within
two months. A Groce teom from Helland and
France had all lines up and running on lime
With 16 lines today producing consumer -reody
fresh red meots for more than 600 stores,
Albert Haijn has holved thie tine batween produd
ordering and n-store display ond introduced o
more efficient stocking system based on acivol
product purchases rather than estimoted demand.
With its new fresh red meat logistics system fully

operational, Albert Heijn is one of Europe’s




larges! caseready retailers and the lorgest
customer worldwide for Cryovac modified
Consumers—particulorly in North
America—typically associate a bright red color
with Ireshness in selecling red meots. The freshest
red meats ore advally 0 much darker red—almost
purple—color. Red meats are bright red only
after expasure to oxygen. Cryovoc case-ready
pockaging preserves freshness by providing
o borrier to oxygen. Because many consumers
hove developed o prefsrence for the brighter
red coloring, Groce Pockaging scientists devel-

oped o unique vocuum p ge with on oxygen

barrier film thot con be easily peeied off by the

retailer to trigger the color change just before
stocking the display cose. A breathable film
layer remuins over the packaged meat, letting
oxygen pass through to change the color, usually
within obou! 20 minutes. After morket testing of
the new packaging indicoted sakisfaction with
consumers, two major North American retailers
ore expanding availability of Cryovac caseready
packaging systems throughout thsir stores.

94

On-Line Training Reduces Accidents

kecordothe ucctdenty per 100 wmpl vess

On-Line Training Cost-Effectively
Promotes Safety Awareness

To promots confinuous improvement in safety performance ®
ot Grace Davison’s Loke Charles, Louisi facturing
complex, a computer-based safety froining program was
developed. This program allows employses to train ot their own
poce. h ensures consistency in iraining curriculum, increcses
the speed at which employees receive new information,
enh safety awore by roising the level of expertise
within the Company and cost-effectively expands training
capabilities. The program consists of more than 200 job-specific
safety training modules ond includes interactive triggers to
modify content bosed on prior knowledge. Within three months
of introduction, all 300 Groce Davison Lake Charles employses
had pleted the lraining. Prior to the ordine training, 100%
complionce had been
—‘ difficult to achieve. Since
the system is virtually
self-managing, with
personne! notified
slectronically of the
approach of retvaining

233

dates, compliance for
8 regulotory, sofety and
1 job-specific iroining is
os % 100%. As evidence of
the increased sofety
- awaoreness generated
by the iraining, accidents
have been reduced 64% over the past 14 months. This new
training system, which is expected to lower sofety treining
costs by 60%, will be exponded globally. The Compony olso
is adapting the puter-based training ¢ pt to facilitate

P

employee training in
other areas of environ-  “Wae've conducted audits to measure
ment, heclth and safety,
incduding process safety

monagement.

the effect of our puter-based
sofety training. Ninety days citer course

pletion, our employses have o r

rate of 93%. They also give the new training
system an approval rating of 98%."

Dean Courville, Grace Dovison
General Foreman/Training—Lake Charles

8.9
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Cryovac Rexible
packaging systems

help food service

nperulors achieve
elbicienties in prepo-

rution ond slorage

“

Cryovoc case-reudy packaging for while improving the
meats and poultry offers retailers benetits quality and consistency
in inventoty monagemeni, merchon- of Londiments, soupr,
dising ond distribution efficiencies. savces, dressings,

pie Ffillings, juices,

stews ond more.




Grace Packaging — Protecting the World’s Food & More

With consumers wanting
grecter convenisnce,
demond has never

been greater for “home
replacement meals” such
a3 precooked medts, soups,
solads, ethnic speciolties
and pasta dishes.

Grace is the world's leading supplier of
flexible plastic packaging and container
scaling systems for foods, beverages and
consumer products. In 1996, Grace Packaging
achieved 34 consecutive years of recond
sales and earnings growth. In the past

five vears, sales have grown at an average
anmual rate of 8%. However. due 10 an.
extraordinary convergence of external factors
in 1990—high grain prices impacting pack-
aging sales to North Amertican heef and
pork processors: “macd cow” diseasc in
Eurupe; and lower demand for shrink films
in Asia Pacific—sales and profits increased
only modestly. Market conditions have
boegun 1o improve, and Gruce Packeging
expects to grow both sales and profits

in 1997 by inuoducing new prodducts,
entering new market scgments, improving
operating efficicncies, and expanding

is penetration of developing regions—
particularly Asia Pacific and Latin Americi
Approxntely half of the projected

sales growth will come from programs

) to transier existing technology from
one region to another. The other

half is expeaed o come from new

programs with global potential.

Clear Competitive Advantages

A unigue combination of competitive
strengths has contributed 10 the success
of Grce Packaging. lt uses innovitlive
resin and film processing wehnology,
coupled with expertise in both the food
and packaging sciences. s 1otal systetns
approach ofters customers o single source
for all of their packaging necds. Grace
Packagmg has a global presence and has
devedoped unparalicled relationships with
foud processors and retaiters ull over the

world. A global business lor more than

30 years, it continues to strengthen its
global capabilities by leveraging research
and process technologies and sharing best

practices throughout the organization.

Focusing on Globel Growth Programs
Grace's parenied TBG ™ —10tl boneguard—
packaging for bone-in meats reduces
spoilage rates and enhances inventory
management. Highly abusc-resistant,
7TBG hags arce becoming the standard tor
hone-in pork packaging in North America
and are revolnionizing pork distribution
in Europe. Onc Furopean supermarket plans
10 use 7BG packaging in all of its neardy
600 stores by the end of 1997, During 1996.
Gruce Puckaging met increasing customer
demand for I8G bags in Europe with a
new production line in Epemon. France

Case-ready meats are another high-
potential growth opponunity for Grace.
Prepared in centralized processing plants
and dedivered fresh to retailers, case-ready
meats are prepackaged in convenient sizes
tfor consumens. This packaging solution
provides consumers with enhanced quality
and product availability. It helps retailers
more effectively manage tiwir inventories
and allows them to rxdirect Jabor from in-store
meal cutting to higher-value merchandising.

Grace Packaging has used its expertise
in coextnision technology w intrnxduce
variety of thinner-gauge laminates. These
lightweight, high-pedformance materials
are exceptionally well-suited for packaging
cheese, smoked and processed meats.
cook-in meats and poultry. The growing
preference by consumers tor prepared
loods 10 tuke home—either from a restaurant
or the supenmarket—should help drve
higher demand for this packaging

Precut produce is a small but rapidly
growing market scgment, offering healthy

choices and convenience to consumers

10, 1N
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Grace's sophisticated packaging materials
nuich the breathing rates of different
vegetables, help maintain freshness and
enhance shelf life. The acquisition of
Qpress Packaging in mid-1996 positions
Grace as the market leader in precut
produce retail and institutional market
scgients, which are expected (o grow
at an average annual rate approximating
25% over the next five years.

Gruce Packaging has a broad porddlio
of strong, high-clarity films for consumer
and industrial products. In 1996, Grace
introduced a very thin film that provides the
abuse protection required for software, audio
and video cassettes, office and art supplies,
greeting cards, posters and other paper
products. This new film improves product
appearance, creates efficiencies on the
packaging line and, despite its revolutionary
thinness, performs as well as standard
shrink films. Other catalysts for growth in
display films include increased demand in
packaging for warchouse clubs, and both
growth of a middle dass arxl enhanced
distribution systems in emerging countries,
panticularly in the Asia Pacific region,
where Grace started production in 1996
at 2 new display films plant in Malaysia.

integraling Container Products Capabilities
During 1996, Grace merged its Grace Container
Products business into Grace Packaging
to capitalize on technology and market
synergies. Grace Pachaging is acuvely focusing
on shared competendies in polymers and
polymer processing, packaging and food
science, emerging technology platforms such
4s oxygen scavenging, and a common
approach to product development processes.
Grace’s innovative OXygen-scavenging
technolugy maintins food and beverage
quality—without preservatives—and increases
shelf life, which helps customers reduce
product rotation and distribution costs.
Oxygen-scavenging sealants for beer botlle
crowns were introduced worldwide in 1996

The 1996 acquisition of Bayem S.A.
de C.V, in Mexico provides greater access
to the rapidly growing latin American
market and will suppon the North American
market with a full range of closure sealants
and coatings. Grace also is globally
extending Bayem s innovative technologies
in can coatings and bottlc scalants.

Improving Operating Efficiencies
Gruce Packaging is improving global
operating efficiencies to increase profits at
an even faster rate than sales. It improved
asset management in 1996, reducing capital
cxpenditures as a percentage of sales from
19% in 1995 to about 12% in 1996. Carrying
time on accounts receivable was reduced
nearly 109. Inventory days-on-hand were
reduced nearly 2096 and total inventory,
almost 13%. Grace Packaging is now
reexamining its entire supply
chain to realize further
productivity gains.
Other initiatives
have focused on orga-
nizational effectiveness.
European operations
were restructured, and
$25 million in annual
cos! savings were iden-
titied. $10 million of
which were implemented
by ycar-end 1996. Realignment
in North America resulted in a
more market-focused opera-
tion. In Asia Pacific, Grace
Packaging moved local
talent into key positions
w strengthen the organi-
zation. The marketing
function in Latin America
was upgraded to pro-
mote rapid expansion
and identify new growth
opportunities.

Vorak $2 billen

1996 Sales by Markst Segment
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Grace condainer sedlants and coalings
ensure the integrity of more thon
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A first-of-ts-kind, thin-gouge
shrink film is newly developed
for lightweight, low-obuse
products, such as oudio and
video cassettes, office supplies
ond other printed paper products.

Gran e Paciegmg « tough

Shemb Gl vl o aas opte
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Neow Grace ssclom
technology maintains
freshness—with no
preservalives—in
oxygsn-sensitive bever-
ages such as beer,
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Grace Construction Products — A Record Year of Growing Profitably n)
uj

Gruce Construction Products’ record three- commercial use protects against ice dams .’

fold improvement in pretax operating income  and wind-driven rain. Monokoie® MK-Gs 4

and 10% sales growth in 1990 nsulted from  enables contractors to be more price- i
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Sales Increase 10% in 1996
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Monokote® fireprool-
ing encases and
insulates structural
steel to protect
agoinst failurs in

the svent of fire.
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improved productivity and increased
customer acceptance of new value-added
products and product enhancements.
Grace concrcte, cement and masonry
products, waterproofing systems and fire-
proofing products enhance customer
productivity and profitability. They prolong
structural Jife with Jess maintenance and
enable contractors 10 compete more prof-
itably. These advantagcs. together with
providing quality customer service, devel-
oping new products, expanding globally
and improving productivity, form a solid

basis for continued profitable growth.

Improving Opseroting Efficiencies

Grace Construction Products has significantly
improved operating efticiencies. It has
consoliclated production operatiuns,
restructured global R&D and reduced man-
ufacturing costs in roofing underlayments
and fireproofing. 1t also has trained 100%
of its workforce in quality management
techiiiques and significantly upgraded

information systems in North America.

intraducing New ond Value-Added Preducts
In 1996. sales of new and enhanced products
increased nearly 35% versus 1995 and
represenied over 25% of ol construction
products sales. Polarset* noncorrosive set
accelerator enables customers to pour and
“work” concrete in cold temperatures
without using corrosion-causing chemicals.

DCT* comosion-inhibiting admixturce

~ prolongs the life of concrete structures.

ADVA Flou™ superplasticizer cost-effectively
improves concrete finishing. Vycor Ultra™

self-adbered roofing underiayment for

competitive on smaller fireproofing jobs. ‘
New and spedialty products shoukd generate »
50+%6 of construction products sales by 2000.

Global Growth Across All Product Lines
Worddwide sales of cement additives and
concrete admixtures increased through '
customer acceptance of new vajue-added (8
prudud conversions and stronger construction
markets in North America; gains in cement -
additives in France and Central Europe: o}
gains in concrete products in the UK., laly I8
and Spain: infrastructure projects in Asia
and an Australian acquisition. Further growth i

is expected as developing economies
continue to convert from hand-mixing
concrete on the job sile to more sophisti-
cated and efficient ready-mix operations.
Increased customer accep-
ance of new products drove workl-
wide waterproofing sales growth.
Growth in fireproofing
depends on increased use of struc-
tural steel. In 1996, increased
fireproofing sales resulted from
continued strengthening in nonres-
idential construction in North
America; strategic marketing
inidatives in  Europe :
such as a customer §
training program; and
continued penetration
of Asia Pacific

markets.
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Phonoasorb® desiccont adsorbents
prevent internol condensotion
in insuloting gloss windows and

ossure o cleor view.

Hydropracessing ‘ . » Sylodent  silicas enhance thetning
catalysts improve U I ‘ S capasiiities ond Fricken toothpastes.
the quality of feeds oo . . n _ Syloid® silicas act as thickeners,
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gasaline. Gasaline : : i scavenge s, tableting mids, oil !
is produced using : £ | s | g ubsorbers und gless reducers in
fluird cracking cafo- ’ ) pharmuceuticals and personal

lysts Huid rracking . : 1 E , tore producs
cotalyst ndditives
allow refiners to
mest the chollenge
of reformulated
gooline. Syloid
siliras control gloss
i the coatings thot
finish wutemotive
deshboard and
hirm elements ond
leather and vinyl
; upholstery i
| Sylobloc silicas make
plasitic Him etsiet Yo
handle, open und fill.

4 R. Hyde Preudent, Grace Qovisan

“Niw appheutions for our sifice produtts e

ontnuglly f)}u‘xpnndlﬁg ; ' E Daraclor® silico
adsorbenis prevent
beer from clouding
atalyst applications. Estaloting wonsumption’ iy E by udsorbing proteins
of fuel, plastics, coutings and other consms ] ; . during chillproofing.

produds due to improved‘quulity of life
in Asip Pacific shoutd fuel growth in
all our businesses.”

Papers using new Sylajet™ silicas tor color reproduchon
P g ylop P
oHer excellent color “snap” and improved print resolution.

They also obsorb excess ink for qunek ciying.

Sylvid * silicos ore used lo control gloss in pains
ond coatings. For example, they provide exceptional

clarity, depth and smoothness in wood finishes. S



(4)

1995 and 1994, respectively. (996 also includes (a) the gain of $2,603.t
on the dispositions of NMC, Amicon and Agracetns and (b) a $31.9 reversal
of a previously recorded provision for Grace's cocoa business, partially
oriset by (c) the charge ot $3.6 recorded in connection with the
classification of TEC Systems as a discontinued operstion. 1995 includes
a provisiom of $151.3 relating to Grace's remgining discoutinued
operations, primarily Grace's cocoa business.

The stock prices for 1995 . 1992 and the first nine months of 1996 have
been adjusted so that they are on a basis comparable to the stock prices
following the disposition of NMC.
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MANAGEMENT 'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL
CONDITION

REVIEW OF OPERATIONS
OVERVIEW

Sales and revenues decreased 3% in 1996 versus 1995, and increased 14y 1n
1995 aver 1994. Excludiag divested businesses from all periods, sales and
revenues increased 3% i1n 1996 over 1995 and 14 1n 1995 over 1%9%4.

Pretax income/ (loss) from continuing cperations was $348.6 million in
1996, $(284.1) million 1n 1995 and $(77.7) million 1n 1994. As noted 1n the
table below, pretax income/ (loss) from continuing operations for all three
years was affected by various special items. Grace’'s 1996 pretax operating
1ncome before special items of $419.4 million increased 14% over 1995, and
1995 pretax operating income before special items of $367.4 million
increased 19% over 1994. Bxcluding divested businesses. pretax operating
income before special items increased 12% in 1996 over 1995 and 20% in 1993
aver 1994.

For all periods presented, pretax operating results have been restated
to reflect the classification of certsin businesses as discontinued
npern.mnn.

% R. GRACR & (D). AND SURSTDTARTRS (Doltars 1n milliong)
PRETAX OPERATING RESULTS - CONTINUING OPERATIONS 1996 1995 1994
Sales and revenues. betore divested businesses .. .. ... .. . .. ... R $3.252.2 $ 3,150.9 52,758 7
Sales snd revenues ot divested businesses (1) .. ... ... . . ... .. 201 9 4017 369 ¥
Sales and revenues .. ... .... ........ e e e e $3.454.} $ 3.552.6 83,128 5
Operating income before special items and divested businesses ........ ....... $ 417.4 $ 3740 s 3117
Operating income of divested businesses (1) ..... ......... .. ..oooiiiiii.., 2.0 {6.6) (1.9
Operating income before special items (2) ... ........... ... ... ..o ol $ 419.4 $  367.4 S 309.8
Special items:
Gain on sales of businesses ....... ... ... .. i 326 4 -- --
Restructuring costs and asset impairments/other activities (107.5) (209.5) .-
Provisions relating to asbestos-related liabilities and insursnce coverage.. {(229.1) (275.0) (316.0)
Provision for corporate ZOYernsnce ................... 000 ainiiiiaaaiaaann - (30.0) --
Provisions for environmental liabilities at former manufacturing sites ... -- (17.0) (40.0)
Gain on sale of remaining interest in RBG ............... ... ..... .. ... .. .- - 27.0
Operating income/ (loss) from continuing operstions ... .................. $ 409.2 $ (224.1) S (19.2)
Other income/ (expenses) (3):
Interest expense and related financing costs ........... ... .............. (71.6) (71.3) (49.5)
Other income/ (EXPenses), MEL . ... ....c.tiin ittt iin it 11.0 11.3 (9.0)
Income/ (loss) from continuing operstions ... ......... ... ........ ... $ 348.6 $ (284.1) S (17.7

(1) Primarily rcflccts Grace's water treatment and process chemicals
business, divested in Junc 1996.

(2) Reflects the asllocation of gencral corporate overhcad, general
corporate rescarch expenses and certain other income and expensec itcas
that can be identified with continuing operations.

(3) Corporate interest and financing costs and nonallocable expenses are
not reflected in pretax operating income from continuing operations
because significant financing decisions are centralized at the




corporate level. Other income/ (¢Xpenses), net includes 1nterest income

relating to the settlement of Prior years' federal income tax returns
of $7.5 mallion iy 1996 and $9.8 million in 1995,

W. R. GRACE & CO. AND SUBSIDIARIES (Dollars 1n millions) Percentage Change
(excluding divested businesses) =00 seeseceeesenaciiiiiiiiiaeties secaaeaiaiiessieicseennn
SALES AND REVENUES 1996 1995 1994, 96 VS ‘95 ‘95 vs. ‘94
Packagamg ....... ...... ... ... ... e e . $1.735.4 $1,692.1 $1.417 S 2.6 % 19.4 &
Container ....... e e e .. 274.7 279.9 252 9 (1.9 10.7
Total Packaging ........ .......... ... ... PR $2.010.1 $1.972.0 $1.670 4 1.9 18.1
Catalysts and other silica-based products ....... .. 732.2 699.9 615.1 4.6 13.8
Construction . .. ....... N e . 435.0 397.2 387 | 9.5 2.6
Other {1} ....... ... ... . i 74.9 8.8 86.1 (8.4) (5.0
Sales and revenues . ... .......... ... ..... $3.252.2 3$3,150.9 52,758 7 3.2 % 14.2 8
1996 AS A PERCENTAGE OF 1995 1L99S as a Percentage of 1994

SALES AND REVENUES ESTIMATHD VARLANCE ANALYSLS VOLAME PRICE/MLX  TRANSLATION TOTAL  Voluwe Price/Mix  Trsnsiation ‘total

Packaging . .. . 39 (1.0)% ( e 2.6 ¢ 10.2 % 6.0 8 12 19 a &
Container .. e A, 1.0 (.3) {2.6) (1.9) 49 8 50 107
Total Packaging ........ .. ....... ..... 3.4 9 (.6) 1.9 9.4 5.2 3.5 18.1
Catalysts and other silica-based products .. 7.2 (1.3) (1.3) 4.6 4.7 4.7 4.4 13.8
Construetion .... ......... ...uieiis o 8.8 9 2 9.5 .4 1.1 1.1 2.6
Other (1) .. ... ... . i it (5.9) .1 (2.6) (8.4) {8.2) (.8) 4.0 {5.0)
Sales and revenues ...................... 4.7 % (.8)% (. s 3.2% 9.7 1.7 2.8 ¢ 14.2 &

(1) Primarily reflects Grace's specialty polymers business, which is
expected to be divested in 1997.
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SALES AND REVENUES

As noted 1n the precediug Lable, sules and revenues (eacludiug divesied
businesses) increased 3% in 1996 over 1995, reflecting a favorable volume
varisnce egtimated st 5% (with incressed volume: in all core product limes),
cifset by unfavorable price/product mix and currency translation variances
estimated at 1% each. The following is a discussion of the sales and
tevenues of Grace's product lines.

1996 sales increased 3% over 1995, & year in which sales increased 19% over
1994. 1996 laminate xales increased in all regions, particnlarly in Tatin
Amcrica snd Asiia Pscific due to market share growth, amd in North America
primarily due to.a strong tourth quarter in the rollstock and processed and
prepared foods market segments. 1996 sales growth in bag: wes modest
cverall. Sales volumes in bags incieased in Latin America dme tc economic
improvement in Argentina, incressed cattle slaonghter rates in Urugnay and
higher per capita beef conszumption in Brezil. Growth in North American bag
sules, due (o cvontinued penciration of TBG (tutal buneguard) bags in the

fresh fed meat segment, was partially offset by lower volumes in the meat

producing and processing industries, ss higher corn prices led tc redactions
in beef herds, which in turn drove down volumes. Sales of bags in Asia
Pacific and Europe were flat. as the negative effects of reduced beef
consumption due to consumer fears sssociated with the outbresk of E. coli
bacteria and the publicity surrounding bovine spongiform encephalopathy in
the United Kingdom --- commonly referred 1o as "mad cow disease” --- were
partially offsct by the positive cffccis of incrcascd consumption of other
fresh fed meats, poultry and fish. Film sales in 1996 were flat, as sales
growth in Forape was nffret hy 3ales declines in North America and Agia
Pacific due to continaed pricing pressugzes. The improvement in Turope
tesulted trom growth in demand 1n the U.K. bakery market segment and higher
ssles from new product introductions.

Sules decreased xlightly in 1996 versus 1995, as sales declimes in closure
compounds (due to lower consumer demand for beverage products in Enrope and
a decrease in market chare in Aszia Pacific) were partislly offset by volume
increases Ifrom improved market pemetration of can coating products in Latin
America (primarily due to the 1996 scquisition of Bayem S.A. de C.V., 1
Mexican producer of can coatings and closure sealents for the rigid
container industgry). North American container 3ales were up slightly dne to
strong sales of can sesling compounds.

CATALYSTS AND OTHER SILICA-EASED PRODUCTS

1996 sales of catalysts and othes silica-based products benefited from
contiinued expaniion 1nto new markets and the introduction ot
higher-value-added productis and new technologie:, partially offzet by
competitive pricing pressures. VYolumes increased in all regions, especially
in Asia Pacific due to anm incresse in market share in refinery catalysts.
Howevesr, in Europe and North Amegica, refinery catalyst sale: conticued to
be negutively impacied by competilive pricing pressures. Polyolefin
catalyst sales were positively impacted by the strong resin market. and
gilica/adsorbent stales benefited from new product spplications in Europe snd
Asit Pacific.

CONSTRUCTION

Sales increased in all regionk and within all prodnct lines, especially in
North Amcrica, where volumcs in concrcto snd watcrproofing products
tenefited from growth in homsing starts and infrasstructure projects. Also



significantly contributing to the increase was the positive impact of an
increase 1n market share for fire protection and concrete products in Asias
Pacific. Sales also have risen due to the introduction of new products.

OPERATING RESULTS - 1996 COMPARED TO 1995

Pretax operating income before 3pecial items (exclauding divested bamsinesses)
increased 12% in 1996 as compared to 1995. as cost mansgement programs
continned to faverably impact results across all regions and product lines.
As further discussed below under "Statement of Operations: Restructuring
Costs, Asset Impairments and Cther Costs,” Grace has implemented a worldw:de
program to streamline processes and reduce genmeral and sdministrative
expenses, factory administration costs and noncore corporate research and
developmcnt cxpenscs. In additicen, North Amcrican rcsults in 1996 were
positively affected by sales volume incresses in construction preoducts and
hags and laminates, partially offset hy a decline in refinery catalyst
sales. LCuropean results were favorably impacted by volume increases in
construction producis sand silicas/adsorbeats. In Asia Pacitic, results
declined, reflecting lower pricing and an unfavorable product mix in bags,
and volume declines in closure compounds, partially offset by volume
increases in construction products and refinery and polyolefin catalysts, as
discussed above. Also affecting 1996 resnlts were higher expenies
sssocisied with the start-up of vew silica and packeging plauts in Kuanian,
Malaysia. JLatin American results were favorably impacted by volume
increases in bage and can coating prodncts, as discusced sbove.

OPERATING RESLLTS - 1995 COMPARED TO 1994

As noted above, sales and revennes (excluding divesied businesses) increased
14% in 1995 over 1994, reflecting fevorable volume, price/product mix and
currcncy translation verisnces cstimatcd a«t 10%, 1% and 3%, rcspcotively.
Pretax operating income before 3pecial items (excluding divested basinesses)
increased 20% in 1995 over 1994. Volnmes increased in all core prodnct
lines. DPackeging volume increases reflected higher sales of bags, films and
laminates in all regions, other than laminates 1n Latin America. Container
volume incressei resulied from increaced sales of can sealing prodnects in
Asis Pacific and coating products in Latia
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America. Volume incresses in catalysts and other silica-based produocts
reflected higher sales in all rcgioms, especially refinery catalysts in Asia
Pacitic and Eorope, and silica/adsorbent products in Eonrope and Asis
Pacific. North American operations experienced redunced profitability in
1efinery culalysts, reliners coulinved Lo experience low margins, as Lhe
narrow spread between light and heavy crude oil prices led customers to
c¢rack higher-quality light crude (which require: fewer catalyst:).
Construction products experienced volume increases, primarily in Asia
Pacific dme to increased construction activity, partially offset by volume
decreases in fire protection products in North America (dune to a small
market share decline) and watesrproofing products in North America and Europe
(due to higher material costs and s slowdown in the noaresidentisl
construction markct). Opcrating income beforc texcs also bencfited from an
economic recovery in Europe that revitalized key markets and the absence of
cosis 1ncurred in 1994 to streamline Enropean packaging and container
cperations, partially offset by higher operating costs incurred to increase
market share in the Asia Pacitic region.

STATEMENT OF CPERATIONS

INTEREST EXPENSE AND RELATED FINANCING COSTS

Excluding amounts sllocated to discontinued operations. interest expense and
telated financing cocts of $71.6 million in 1996 were flat versus 1995.
Including amounts allocated to discontinued operations, imterest expense snd
telated financing costs decreased 10% in 1996 over 1995, 1o $147.9 million,
primarily due to lower average 3hort term interest rates.

Grace's debt and interest rate management objectives are to reduce its
cost of funding over the long term. To manage the interest profile om its
debt, Gracc cntcrs into imtcrcst ratc egrccments; during 1996 most of these
agreements effectively converted fixed-rate debt into variable-rate debt.
These agreement: have readily qnantifiable impacts on interest cost and are
characterized by broad market liquidity.

See "Fimancial Condition: Liquidity and Capitsl Resources”™ below tor
further information on borrowings and interest rate agreemente.

RESEARCH AND CEVELOPMENT EXPENSES

Resvarch and development spending decressed 16% in 1996 versus 1995, The
decrease reflects the positive impact of cost management initiatives, primarily
the closing of Grace's corporate research facility, the transfer of core
tesearch and development activities to existing product lime facilities, and
the termination of activities not related to Grace's core packaging and
specialty chemicals businesses. Research and development activities include
tresearch in specialty packaging, catalysts, construction materials and process
engineering.

RESTRUCTURING COSTS, ASSET IMPAIRMENTS AND OTHER COSTS

Grace 1ecorded restructuring chasges of $75.4 million in 1996 and $129.8
million in 1995 ($349.0 million and 3$85.1 million after-tax, respectively).
Grace began implementing a worldwide program in 1995 to streamline processes
snd reduce gepersl and sduwinistrylive eapenses, {uclory adminisiralion cosis
and noncore corporate research and development expenses. Under this program
Grace has implemented, and expects to further implement, additional cost
1eductions and efficiency improvements, as it further evaluates and
1eengineers its operations. In connection with these actions, Grace
zecorded pretax charges of $53.7 million and $21.7 million in the second and
tonrth quarters of 1996, respectively. These charges primarily felate to
headconnt. rednctions, the rectrnctnring of Grace's Fnropean packaging
opcrations (in arcas sach as working cepital mansgement, manufactaring and
sales) and the further festructuring of Grace's corporste research



activities. certain of which are now conducted at product line facilities.

The compouents of the 1996 and 1995 restructuring charges. spending and
otlier aclivily during 1995 and 1996, wnd (he remsining reserve balances st

December 31, 1936, were ws [ollows:

Restructuring provisions recorded in 1995 ...
Cash payments during 1995 . ......... ......
Noncash activity .......... ... ...... ......

Restructuring reserve at December 31, 1995 ..

Restructuring provisions recorded in 1996 ...
Cagh payments during 1996 . ......... ......

honcash activity .........

Restructuring reserve at Decemher 31, 1996

Employee
Termination
Benefits

Plant/Offic
Closures

e Asset Other
Write-downs Costs

3 18 6 $23.5
) -- (3.1)
{(4.3) (1.5

$ 143 $18.9
) - (16. 0
(14 3 .-

3 .- $ 2.9

Employee termination benetits primarily represent severance pay and other
benetits (including benetits under long-term incentive programs paid over
time) associated with the elimination o:r approximately 1,300 positions
worldwide, with more than 60% ot the climinated positioné coming trom
worldwide corporare staff functions and the restructuring of Grace's

worldwide packaging operations. Through December 31, 1996, approximately

800 positions had been eliminated worldwide.
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Grace’s estimated annual cost savings under the restructuring programs
are expecied to totel spproximately $140 million when fully realized, with
gpproaimaiely $100 million being resliced suuually 8% @ resull ol the
actions teken through the end of 1996. The remaining actions under the
programs are expected to be smb:tantially implemented during 1997.

Asset Impairments

During 1996 and 1995, Grace determined that, dme to various events &nd
changes in circumstances {including the worldwide restructuring programs
described above), ccrtain long-lived asscis end rcletcd goodwill were
impaired. As a zesult, in the fcurth quarters of L996 and 1995, Grace
recorded noncash pretax charges of $32.1 million and $39.2 millien,
tespectively ($20.9 million and $26.6 million after-tax, respectively), the
majority ot whaich related to assets that will continue to be held and used
in Grace's packaging and specialty chemicals buiinesses. The components of
the 1996 and 1995 chasges were (8) goodwill and cther intangibles of $11.1
nillion and $34.7 million, respectively; (b) properties and equipment of $9.0
nillion and $20.0 million, sespectively; (c) long-term investments of $6.7
million ¢nd $8.6 willion, respeclively, amd (d) cther assels of $5.3 million
and $5.9 million, respectively. Grace determined the amounts of the charges
based on variou: valuation techniqueg, including discounted cash flow,
teplacement cost and net realizable value for assets to be disposed.

QOther Costs

In the fourth qunarter of 1995, Grace recorded pretax charges totaling 340.5
million (S25.9 million aftcr-tax) rclating to thc writc-down of corporate
assets ($27.0 million) and working capital assets ($13.S5 million).

Grace's effective tax (bemefit) rates were 38.7¢ in 1996, (36.8)% in 1995
and (54.8)% in 1994. Excluding the special items shown in the table under
"Review of Operations: Overview™ above, Grace's effective tax rates were
38.0%, 33.1% and 34.8% in 1996, 1995 and 1994, respectively. The lowe:r
elfectlive Lax rete in 1995 compared Lo 1996 was largely due Lo the reversal
in 1995 of a valnation allowance on foreign net operating losses. The lower
effective tax rate in 1995 compared to 1994 was primarily due to the
1teversal in 1995 of the valuation allowvance on foreign net operating losses
and lower state income tazes. partially offset by higher taxes on foreign
cperations.

Grace has provided a valuation allowsance relating to uncertaianty as 1o
the realization of certain deferred tax assets, primarily state and local
nct opcrating loss carryforwards and nct deferred tax asscts. Tax planning
strategies during 1996 enabled Grace to reverse the valumation allowance on
tax credir carryforwarde dnring the year. Based on anticipated fntnre
1esults, Grace has concluded that it is more likely than not that the
Ieme1ning balance ot the net deterred tax assets, after consideration ot the
valuation allowance, will be realized.

DISCONTINUED CPERATIONS

During 1996, Grace completed the separstion of National Medical Care, Inc.
(NMC) dand sold its separations science business (Amicon). These businesses,
1epresenting Grace's principal health care businesses, had been classified
as discontinued cperations in 1995. 1996 income from discontinued
operations of $2,643.9 million includes income of $24.3 million ($60.3
nillion pretax) from health care operations, a tax-free gain of
epproximatcly $2.5 billion on thc NMC transaction, end & gain of $40.0
million (S70.4 million pretax) oo the sale of Amicon. (Loss)/income from



discontinued operatioas of ${146.3) million in L995 and $.183.4 millioa in
1994 includes income from health care operation: of $22.0 million (3104.6
nillion pretax) and $124.7 millien (3227.1 millien pretax), respectively.

Grace's cocos business was classified as a discontinued operation in 1993.
During the fourth quarter of 1995, Grace revised the divestment plan for the
business. The revised plan focnsed on the improvement of operating cash
flow through the adoption of new strategies and & new global organizationel
structure, while better positioning the busines3s for outright sale. As a
1esult of this revised divestment plan, Grace recorded an additicnal
provision of $151.3 million (net of an applicable tax effect of $48.7
pillion) rclated to the cocos busincss and other remaining discontinucd
cperations. In December L996, Grace aamounced that it had entered into a
definitive agreement to =ell the cocoa hnsiness to Archer-Naniels-Midland
Company. As a result, in the fourth gquarier of 1996, Grace reassessed its
estimaied loss on the divestment ot the business and reversed previousiy
1ecorded provisions of $31.9 million (net of an applicable tax effect of
$18.1 million), within income from discontinued operations. The divestment
of the cocoa business was completed in February 1997, with Grace receiving
$470.0 million (inclugsive of debt assumed by the buyer), subject to
gdjusluent. )

In the fourth quarter of 1996, Grace classified its thermal and emission
control systems business (TEC Systems) as a discontinued operaticn. 1In
connection with classifying TEC Systems as a discontinued operation, Grace
tecorded ¢« provision of $4.6 million (net of an spplicable tax benefit of
$2.4 million) rclated to TEC Systcms' anticipatcd nct opcrating zcsults
through the expected date of divestment, 23 well as the loss anticipated on
the divestment.

In May 1996, Grace completed the sale of the traansgenic plant bumsiness
©1 1ts Agracetus subsidiary to the Monsanio Company tor $150.U millioa,
tesulting in a pretax gain of $129.0 million ($79.4 million after-tax, or
$0.86 per common share of the Company). Additionally, in March 1996, Grace
sold its microwave business for gross proceeds of $3.9 million.
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In February 1995, Grace sold its composite materials business for gross
proceeds ot $3.0 million. ‘Durang 1Y94, Grace sold 1ts battery sepasrators
business and a portion of it: engineered materials and systems businesses
for gross proceeds vf $316.2 pillion, spproaimeling privr eslimgles. Grace
elso sold its animal genetics and Caribbean fertilizer operations in 1994
for proceede of $44.1 nillion. In 1994, Grace also sold zubstantially all
cf its interest: in Colowvo Coal Company i(Colowyc) for proceeds of 3218.3
nillion, including $192.8 million of proceeds from a nonrecourse financing
gsecured by a portion of the revennes from certain long term coal contracts.
Grace retained a limited partmership interest in Colowyo, entitling it to
share in the revennes Ifrom these coal contracts.

Thesc busincsscs were classificd as discontinncd opcrations in 1993
{other than TEC Systems in 1996 and Colowyo inm 1992).

TINANCIAL CONDITION

LIQUIDITY AND CAPITAL RESOURCES

Grace's continuing operating activities provided net pretax cash of $355.6
nillion in 1996, versus $247.3 million in 1995. The improved cash flow from
vperutions in 1996 was oflsel by Lhe eapendilure of $2.1 milliou for Lhe
defense and disposition of asbestos-related property damage and personal
injury litigation, net of amounte received under settlements with ingurance
carriers, compared to ¢ cash inflow from asbestos-related litigation, net of
insurance recoveries, of 597.0 million in 1995. After giving effect to the
net pretax cash provided by opereting activities of discomstinued operations
and payments of income taxes, the net cash provided by operating activities
increased $116.3 million in 1996 versas 1995.

Investing activitics provided $2,072.9 million of cash in 1996, largely
teflecting net cash proceeds of $2,720.3 million from divestments ot
bnrinesses. This exclnded (a) $100.0 nillion received in Jamnary 1997 on
the 1996 sale of the water treatment and process chemicals business; and ib)
$115.6 mallion received 1n Japuazry 1997 on the lYY6 sale ot Amicon. f{irace
nade capital expenditures of $456.6 million in 1996, primarily related to
the packaging and catalysis and other silica-based products businesses.
Also, net investing activities of discontinued operations for 1996 used
$192.9 million of cash (compared to $295.2 million in 1995); primarily
decreasing us 4 result ol the dispusition of NMC in the 1996 (hiid quarter.
Grace anticipates total capital expenditures for 1997 to approximate $300
million, all of which will be directed towards its core busines:es.

Net cash unsed for fimancing activities in 1996 was $2,267.3 million,
primarily reflecting reductions in debt, the repurchase of stock (discussed
below), and the payment of dividends, partially offset by proceeds from the
exercise of enployee stock options. Total debt was $1,383.2 million at
December 31, 1996, a decrease of $545.6 million from December 3L, 1995. 1In
sddition 1o the 1cduction of dcbt, in 1996 Graecc tcrmimated agrccments to
sell ap to $300 million of interests in designated pools of trade
receivahles, $180 million of which pertained to NM}. At December 31, 1995,
$295.8 million had been received pursuant to such sales, 5179.8 million of
which pertained- to NMC.

Grace initisted-a program in April 1996 to repurchase 10.0 million
shares of its common stock. As of September 27, 1996, Grace had acquired
G.864,800 share: under this program at a cost of $727.1 million (or anm
average price of approximately $73.70 per share, before adjustment for the
ellect of the NMC Lrausaciion on the price per share of Grace stock).
Following the NMC tramsaction, Grace implemented a second program to
1epurchage up to 204 of the spproximately 89.0 million ghares then
cutstanding. Throagh March 4, 1597, Grace had reparchased 16,019,900 shares
at 1 cost of $8349.1 million {or an average price of approximstely $53.00 per
share).

As Grace’'s balance sheet i3 restructured to snppost its core
bnsinesres, Grace is targeting a ratin of debt (net of cash and short-ternm
investmentis) to carnings beforc intcrest, taxcs, deprcciation and
amostization (EBITDA) of 1.6 to 2.0. Grace believes this ratio is the
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appropriaie measusre of leverige 1Or management purposes because it compares
debt to the pretax cagh flow available to service debt. Also, it is not
snbject to distortion (as traditionsl debi/equity or debt/capital ratios
are) tollowing 2 major share repurchase program such as those Grace has
executed. At the targeted debt/EBITDA level of 1.6 to 2.0, Grace benefits
{rom the cax sdvanlages of debl finencing on ils oversll weighted average
cost of capital while retaining the financial flexibility to invest in the
continued growth of its core buzinesses. Grace believes i1t can safely
exceed its target leverage range on & short-term basis to meet its
investment needs. The cash received and o be received from divestments 1is
being used to reduce debt and repunrchase shares to bring the capital
structure within the target range. At December 31, 1996, the debt/EBITDA
ratio was 2.3, outside the target range primarily due to the timing of the
sharc scpurchascs ahcad of cash divecstment procecds. It is cxpcctcd that:
the ratio will be within the target raange in 1997.

Tn May 1996, Grace entered into a revolving credit agreement, expiring
May 1997, providing for totil borrowings of $1.85 billiom, and terminated
three previons agreements providing for total borrowings ot 3850 million.
During the fourth guarter of 1996, Grace reduced the borrowings svailable
under this new credit agreement to 3650 million, reflecting the completion
cf the NMC trensaction. In addition, Grace continnes to have $350 million
available under a separate long-term facility expiring on September 1, 1999.
Thus, Grace had comilted borroviug facilities toetaling $1.0 Lillion, of
vwhich $471.3 million was availeable, at the end of 1996.

In October 1996, Grace announced that it expecied to divest four
noncore businesses by late 1996 or 1997. The businesses 1o be 3cld were
Grace’'s cocoa business, Amicon, TEC Systems and Grace's specialty polymers
business. As noted above. in December 1996, Grace completed the sale of
Amicon and anpounced that it had entered into & definitive agreement to sell
its cocoa business. In February 1997, Grace completed the sale of the cocoa
busincss and cntcred into an agrccment to scll its spceialty polymers
business. Grace expects 1o complete the sale of its specialty polymers
hnginess 1n the second qnarter of 1997 and the :ale of TRC Systems in 1997.
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ASBES10S-RELATED MATIEKS

Grace 15 a defendant in lawsuits relutimg Lo previously sold
ashestos-containing prodncts. In 1996, Grace paid 32.1 million for the
defense and dispcgition of asbeitos-related property damage and personsl
injury litigation, net of amounts received under settlements with insarance
carriers. During the fourth quarter of 1996. Grace recorded a noncash
pretax charge of $229.1 million ($148.9 million after tax), primarily to
1teflect the estimated costs of defending against and disposing of personal
injury claims expected to be filed through 2001. The estimated costs used
to dctcrminc the amount of this charge have not been discounted to theair
present values, and the time period over which the essociated cash is
actnally expended is likely tn extend heyond 2001. The balance sheet at
year-end 1996 includes a receivable of $331.3 million due from insurance
carriers. Grace also has recorded notes receivable ot $55.9Y million (34%.5
million after discounts) for amounts to be received from 1997 to 2001
pursuant to settlement agreements previously entered into with insnrance
carrierss.

Although the total amounts to be paid in 1997 with resgpect to
gsbeslos-related cleims (afler giving effect to puyneals o be received from
insurance carriers), cannot be precisely estimated, Grace expects that it
will be reguired to expend approximately S75-3100 million (pretax) in 1997
to defend against and dispose of snch claims (after giving efrfect to
anticipated insugrance recoveries). The amounts with respect to the probable
cost of defending ageinst and disposing of asbestos related claims snd
probable recoveries from insurance carriers represent estimates and are on
an undiscounted basis; the outcomes of such claims cannot be predicted with
ccrtainty. Scc Note 2 to the Consolideatcd Financial Statcemcnts for farther
information concerning asbestos-zelsted lawsuits and claims.

Grace is subject to loss contingencies resulting from environmental laws and
regulations. Worldwide cxpenses of continuing operstions related to the
cperation and maintenance of environmental facilities and the disposal of
hazardous and nonhazardous wastes totaled $44.5 million in 1996, $12.6
willivn in 1995 and $35.0 willivn in 1994, Such cusls are esiimated Lo be
$45.0 million in 1997 end $47.0 million in 1998. In addition, worldwide
capital expenditures for continuing operations relating to envircnmental
protection totaled 317.1 million in 1996, compared to 3$14.9 million and
$21.5 nillion in 1995 and 1994, respectively. Capital expendituzes to
comply with environmental initiatives in future years ere estimated to be
$13.0 million in 1997 and $12.0 million in 1998. Grace also has incurred
cosis to remediate environmentally impaired sites. These costs were $20.3
million in 1996, $31.3 million in 1995 and $30.8 million in 1993. Thcsec
smounts have been charged against previously established reserves. Fatnre
cach nntlays for remediation coitx are expected to total 523.0 million in
1997 and 526.0 million in 1998. Lxpenditures have been funded from internal
soarces ot cash and are not expected to have a s3igniticant efttect on
liguidity

Grace accrues for anticipated costs associated with investigatory and
temediation efforts where an as3essment has indicated that a loss is
probable and can be reasonably estimated. In the fourth quarter of 1995 and
the first guarie:r vl 1994, Grace recorded prelax provisions of $77.0 willion
and $40.0 million (350.0 million and $26.0 million after-tax), respectively.
The 1995 provision related principally to increased cost estimates
associated with five former manufacturing sites. At December 31, 1996,
Grace's liability for environmental investigatory and remediation costs
1elated to continuing and discontinued operations totaled $256.4 million, as
compared to $280.3 million at December 31, 1995. These accruals do not take
into acconnt. any disconnting for the time valne of money. Additionally,
Gracc is in litigation with ccrtain cxccss insnrencc cerricrs rcgarding the
applicability of the carriers’ policies to envircnmental remediation costs;



given the nncertainties inherent in this litigation, Grace has not recorded
& receivable with respect to such insarance coverage (except in one instance
where & settlement with a carriesr has been reached).

Grace's environmental liabilities are reassessed whemever circumstances
become better defined and/or remediation effort: and their costs can be
belter esiimaled. These liabilities are currently evaluaied quarierly,
based on available information, including the progress of remedial
invegtigation at each site, the curreat status of diccussiont with
tegulatory authorities regarding the method and extent of remedistion at
each site and the apportiomment of costs among potentially responsible
parties. As some of these issues are decided (the outcomes of which are
subject to uncertainties) and/or new sites are assessed and costs can be
teasonably estimated, Grace will continue to review and analvze the need for
adjustacnis to the rccorded accruals. However, Grace belicves that it is
adequately reserved for all probable and estimable environmental exposures.
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W%. R GRACE & (0. AND SUBSIDIARIES

SCHEDULE 11

YALUATION AND QUALIPFYING ACCOUNTS AND RESERVES

(in mllionus)

For the Year 1996

Description

Yaluation and qualifying accounts deducted from assets:

Allowances for notes and accounts receivable .
Allowances far long-term receivables .
Securitier of divested businessex.

Valuation allowance for deferred tax assets.

Reserves:
Horeign employee bemefit obligations*

Discontinued operations.

For the Year 1995

Description

Valuation and qualifying accounts deducted from sssets:

Allowances for notes and accounts rsceivable .
Allowances for long-term receivables .
Securities of divested businesses.

Valuation allowance for deferred tax assets.

Rescrves:
PForcign cmployec bencfit obligations* .

Discontinucd operations.

TFor the Ycar 1994

Additions (deductions)

Charged
Balance at (credited) to Balance
beginning costs and Other, at end
of period expenses net** of period
3 12.9 § 4.9 $ (6.3) % 11.5
H 24.7  § 3.7 $ 143 3§ 4?2 7
$ 3.5 s - M 04 $ 39
$ 97.7 3% (25.3) § - 8 72.4
1 95.3  § 6.9 % (17.3) § 8.9

Additions (deductions)

Charged

Balance at (credited) to Balance

beginning costs and Other, at end

of period expenses net** of period
$ 95.2 § 131.2  § (213.5) § 12.9
$ 206 $ 3.7 0§ 0.4 § 24.7
$ 4.9 $ $ (1.4) § 3.5
$ 137.0 § (32.0) § (7.3) § 97.7
3 82.5 § 10.6 § 2.2 § 95.3
$ 239.3 § 127.4 -8 366.7




Additions (deductions)

Churged
Balsnce sl (c¢redited) Lo
begiuning costs and
Descriptaion of perivd expenses
Valuation and qualifying accounts deducted from assets:
Allowances for notes and accounts reccivable . P 4 50.3 § 102.2
Allowsnces for long-term receivables . . . . . . . . . § 13.4 6.9
Securities of divested businesses. T 1 161.2 § -
Valuation allowance for deferred tax assets. . . . . . § 129.7  § .
Reserves:
Foreign employee bepnefit obligationk* . . . . . . . . $ 64.4 § 11.6
Niscontinued operations. N - . R | 132.1 M 107.2

Represents legally wmandated employee benefait obligations, pramarily pensicn
benefits, relating to Grace's operationa in Burope.

** Contiste ot additions snd deductions applicablie to buainesses acquired,
disposals of businesscs, bsd debt write-ottfa, toreign currency transiation,
reclassitications (ancluding the deconsolidaticn ot amounts relating to
discontinued operataons) and miscellaneous other adjustments.

Other.

neLt*
s (57.3
s 0.3
$ {156.3)
M 7.3
$ 6.5
$ .

Balunce
atl end
ol period

$ 95.2
H 20.6
$ 4.9
$ 137.0
H 82.5
$ 239 3
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