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Finoncial Summary

Dollars i mihons, excep! per share amounts 1993 1992t 1o
Operating Results
Sales and Revenues .. $4,408.4 $4,3370 $438066
Income from Continuing Operations................. 13442 577" 2017
{Loss)/Income from Discontinued Operations.  (108.4)  (162.2) 169
Cumulative Effect of Accounting Changes........ - {190.0) -
Net INCOME /(LOSS) oot ereeeeeecessieemeeseennes 260 (2945) 2186
Capital Expenditures . 3096 3984 4470
Depreciation ond Amortization ... 2277 2249 2329
Research ond Development Expenses.............. 1350 1300 128.1
Financial Position
TOND) ASSBIS .o soreeeseseesas s seemeoe $6,108.6 $55986 $6,007.1
Tolal Debt..... e 1,7061 1,8192 22594
Common Shareholders’ EQURY .........ccceerrsenes 1,5102 11,5375 20177
Dota Per Common Share
Earnings from Continuing Operations................. $ 1468 64 % 231
Cumulative Effect of Accounting Changes....... - (2.12) -
Earnings/(Loss) cve.meeeoeeeereceecc e .28 (3.29) 2.50
Dividends 1.40 1.40 1.40
BOOk VAlu@.......coooe oo 16.16 17.10 2277
Other Information
Common Shares Outstanding -

End of Year {thousands) ..o 93,465 89,892 88,603
Common Shares Outstanding -

Averoge [thousands) ...........cc........ 89,543 87,236

Dividends Paid on Common Stock $ 1254 § 1220
Number of Employees - Continving

Operations {thousands) .................cc.cccccccee. 340 328 329

!Certain amounts have been restated to conform to the 1993 preseniation.
Dincludes o provision of $100.0 affer toxes relating to asbestosrelaied nsurance coverage.
Wincludes o provision of $140.0 relating to a lumed silica plant in Belgium
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About the Combony
Gruce s nission f‘a lo musimize long- )
rm vdive to shareholders while
bu’ahung value rvo_lh.z?rb
stakeholders — employees,
customers, suppliers and
communities. It is the world's
lorgest specialty chcmrra’s‘ company
orid kalds o l.m;dership ;':icéihc.m in
specialired hn;ullh care. Tf;r.auéF. Vhs-.
hard worl:.and dedication of the
34,000 employe-t»s j.vi;o a;aff
Groce's coulmx“ling op(-r‘vnlions

worldwide, the Company

.vera’cd salés and révénues in

1993 Oé $4.9 bi“\on_bl.'ld operadling

mrnmi; of Sjﬁi 7 mi”iaq:

GRACE AT A GLANCE

GRACE Packaging Grace is the leading innovator in flexible
packaging technology. Specializing in packaging systems for meat,
poultry, cheese and cther perishable food products as well as shiink
pockaging materials for consumer ond industrial products, Cryova Hims,
bags and lominates have revolutionized marketing and merchandising
techniques for the food industry and other markers.

GRACE Davison
into fuel and related by-products. Davison polyolehn catalysts ore critical

Grace Davison cracking calalysts “crack” ciude oil

to polyethylene production, and its silica and zeolite adsoroents are
volve-added ingredients in industrial and consumer applications.

GRACE Construction Products  Groce concrete and cement
additives, fireprocfing and waterprooting systems protect structures from
the punishing effects of nature. They strengthen concrete, fight corrosion,
stop water domage and protect shuctural steel from fire domage.

GRACE Dearbom  Groce Dearborn water freatment and process
chemicals inhibit scale, corrosion and fouling in water systems, reat
waslewater and enhance operating efficiency and environmental

performance.

GRACE Container & Speciatty Polymers  Grace coniainer sealant
sysiems keep foods and beverages safe from bacterio and other contomi-
nants, extend shelflife and preserve flovor. Groce specialty polymers ore

essential to printed circuit boord and electronic components assembly.

GRACE Health Care  Committed to the highest quality, costsffective
health care, Grace Health Care maintains leading positions in the
specialized health care markets of diqusis services, medicol products

ond home health care.



To Our Shareholders:

1993 was another year of progress lor your Company. Despite recession-impacted results in
Europe, operating income was up 13% or 30 cents per share. We accomplished this by
aggressively growing our six core businesses, especially health care and calalysts, and by
continuing to cut costs.

Disoppoinling events during the yeor regording asbestos insurance coverage and import
alerts imposed by the FDA on disposable medical products are being favorably resolved in
1994 During 1993 we also —

* divested over $500 million of noncore businesses;
« reduced total debt by more than $ 100 million;
*invested over $320 million in strategic acquisitions to sirengthen our core businesses.

On the softer side of the Company, we're involving, energizing and motivating our
thousands of global employees to help make Grace a better place to work and invest

We've done this by -

1) Removing barriers and other impediments to create a passion for confinuous
improvement,

2| Establishing incentive sysiems that recognize and reward employee contributions - of
all levels.

3} Chonging attitudes and behaviors ~

*"Good enough” never is.
* "Siretch targets” are good; “comfort targets” are nol.
*A sense of urgency in everything we do.

4) Sharing ond applying “best practices” from within and outside the Company.

5) Understanding that yesterday's “hard issves” {i.e., budget, margins, manufacturing)
are limiting, while today’s “soft issves” [vision, volues, incentives, “fire in the belly”)
are limitless.

All of this is in line with our Sirotegic Plan, announced in 1991, to maximize value for
you, our shareholders, while better serving our customers. Further evidence of our
progress can be found in the chart on the following pages. | urge you to study it and to
‘let me know how we're doing and whether you think we're on the right track.

Grace is o stronger company loday thon it was one year

-. ago. And, it will be an even stronger company o year from now.
y: Why? Because we have a mission, and a plan 1o ochieve that
mission. We're not there yel, but we have momenium
and we're moving aggressively. We have the
resources and we are developing and molivating

the people to get the job done. Siay with usl

J. P. Bolduc

President and

Chief Executive Officer
March 19, 1994
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THE REFOCUSING OF W. R. GRACE & CO.

I. RESTRUCTURING

¢ Lines of Business

*Divestments

* Capital Spending

* Acquisitions/
Joint Ventures

*Research &
Development

* *Quality Assurance

. GLOBALIZATION

*Product Lines

* Asia Pacific

28 businesses, more than 100
different producl lines.

Announced plon to divest
noncore ond nonsirategic
businesses and use proceeds

to reduce debt and build

core businesses.

Of $513.7 million worldwide,
only 43% directed to core
businesses.

Opportunistic. Unfocused.
No overall sirategy.

53% c‘:f $147.5 million aimed
of core businesses.

Only 10 Grace plants world-
wide had International
Standards Orgonization (ISO)
certfication.

Operated ond managed
through sectors, groups and
divisions.

No coordinated strategy
in region.

Six core businesses.

Completed three-year
divesiment {DV] program with
$1.5 billion In proceeds.

An additional $700 million
of DV proceeds expecied
in1994,

Of $309.4 million world-
wide, 92% invested in core
businesses.

Focused on core businesses:

* Home Intensive Care
{health core — U.S.)

*Riggers |health care -
Germany}

* Grace Kaustik
{packaging — Russia)

*» Aquatec (water freoiment —
Lalin Americo)

Over $500 million invested
in strategic acquisifions
since 1990.

78% of $135.0 million
invested in core businesses.

More than 20 Grace plonts
certified in 1993 alone.

Appointed global product
line manager for each core
business and eliminated
organization layers.

Established Hong Kong
managemenl support cenler
for all product lines. Initiated
regional development plan.
Doubled resources employed.

a world leader.

Be the worldwide leader in
each of our businesses.

Focus on those businesses with
greatest potential for growth
and where Grace has a
competilive advontage os

Ensure all incremental
investment provides returns
thot exceed cosl of copital.

Grow core businesses
domestically and
intesnationally through
sirategic acquisitions
ond alliances.

Ensure future leadership of
the core businesses.

Atiain worldclass quolity
for competitive advontage
at all Grace planis.

Provide customer-driven,
high-quality products and
services af lowest possible
cost on a global basis.

Position Grace for compefitive
leadership in this mos!
robust area of the world.
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* Latin America No coordinaled stralegy Reengineered administrative Position Grace for
in region. aclivities ond integroted competitive leadership in
Aquatec acquisition. Inifioted this growing area.
regional development plon.
* Packaging Had only limited exposure Expanding into China, India,
in Asig. Indonesia, South Korea and
Pokistan. Aggressively ener every
economically viable
*Health Care Essentially a domestic Expanding into Asgenling, global morket.
business. Czech Republic, Hungary,
Ching, South Korea, UK.,
Germany ond Taiwan.
« Support Function None. Established global councils for Leverage the best minds
Councils finance, R&D, logistics, across the world, working
manogement informalion in a boundaryless
systems, human resources, company, transferring
engineering and environment, *best practices” in efforts
health and safety. fo provide high-qualtiy
services at the lowest
possible cost.
il COST MANAGEMENT
* Overhead Growing. Reduced by more thon Make efficiency o way
(ex Health Care Costs) $.50 million from 1990 level. of life at Grace.
*Health Care Costs Company cost rising al implemented new program Institutionalize cost-
(U.S.) more than 12% per year. in 1992 ond reduced cost by conlainment measures.
$10 million in 1993 or 10%.
-
*» Corporate Officers a7 39
*Layers of 5 | Speed and improve decision-
Management making by deloyering ond
from CEO to streamlining.
Product Line
Managers -
* Headcount 52,200 34,000 Divest noncore and non-
(continuing operotions) strategic businesses.
Eliminate duplication of
functions and administrative
overlap.
* Management Disjointed. Not integroted. Implemenling 75 major Do more with less by
‘Systems Duplicated and iniliatives recommended consolidating, integrating,
overlapping. by six internal lask forces improving and eliminating
focused on identifying syslems in order 1o save
cost-saving and management $100 million per yeat.
improvement opporiunifies.




V. FINANCIAL RESULTS

* Operating Earnings

* Debt {Total)

« DebMo-Capital Ratio

* Market Capitalization

*Return on Equity

«Return on Total
Capital

« Total Retum
to Shareholders

V. HUMAN RESOURCES

« Company Culture

* Human Resources

Development

* Communications

$174.6 million

$2.3 billion

54 4%

$2,062 million

1.1%

71%

Underperforming its peers
ond the market overoges.

Diverse. Each business had
its own culure. Separate
“fietdoms.”

No coordination among
units, No overall strategy or
standardized criteria for
employee performance,
incentives, iraining and
evaluation.

No mechanism for
employees to communicate
directly with senior
monagement.

$234.4 million (up 34%)

$1.7 billion (down 26%)

529%

43,804 million

15.3%

10.9%

Three-year average annual
lotal return of 24%.

Moving loward greater unily.
Focused on "Team Groce”
concept.

Appointed seniar human
resources executive to
implement world<lass
human resources
management programs.

TolHree telephone line
installed along with e-mail
1o encourage employee
feedback, suggestions,
commentary.

Grow by more than 10%

annyally.

Manage debit level 1o allow
Grace 1o achieve its growth
objectives.

Target is 45% 1o 50%.

Maximize total value over
the long lem.

Targe! is 20%.

Target is 15%.

Maximize totol return to
shareholders over the
long term.

Strengthen common value
system with global commit-
meni o excellence.

Develop diverse, multiculiural
team of best people. Put them
in the righ! jobs with the right
reword systems fo encovrage
"siretch” achievements.

Unlock ideas and creativity
of employees at all levels.




GRACE SPECIALTY CHEMICALS

Grace's specialty chemical product lines share exciting technical competencies. a dedication
1o total quality and customer service, as well as high growth potential. In 1993 they
generated sales ond revenues of $2.9 billion and operafing income ofter toxes of $240
million. Al the same time, these product lines concentrated on strengthening the globol teams
established in 1992 to service customers in all markets. Grace's global focus is promoting
more efficient resource utilization ond occelerated distribution of core technologies, products
and services in established markets as well as emerging ones such as
Lotin America, Asia Pacific and Central Europe.
GRACE Packaging
Grace is the world's leading innovator in flexible packaging systems.
Through its global Cryovac product line, it has revolutionized
markefing and distribution techniques for the faod industry and
consumer ond industriol markets. Using sophisiicated multilayer
coextrusion technology, Grace Packoging has developed high-performance plastic materials
that preserve flavor and aroma and enhance the sheltite and appearance of packaged
toods and improve the merchandising of consumer packaged goods.

Grace Packaging works in portnership with its custamers, sharing indepth knowledge of
the marketplace, expertise in packaging sciences and dedication to total quality. This results
_ in innovalive packaging solutions that fulfill the marketing requirements of Grace's customers
while satistying the needs of the ullimate consumer.

it's Got to Be Fresh

When Mann Packing Company wanled to ensure that ils produce
refained peak freshness from the fime it left the California fields
until it reached American dinner tables, it turmed to Grace
Packaging for advice. Now Monn packages 14
different precut fresh vegetable products in Cryovac PD- .
960. The film’s clarity enhances the merchandising

appeal of Mann's Broccoli Cole Staw, Broccoli Wokly,

—~ ' -

Cryovac flexible pockagmg 1s
engineered for highperformance
apphicatons m the food mdustry

and other morkels

At Mann Packng m Selinos,
Calfomia, precul vegetobles are
packaged in Cryovac PO-960 bogs
for prolonged freshness.

A growing orray of freshcut,
prepackaged vegeloble products 1s
luring more and more shoppers to

the supermarke! produce oisle.

" Jeanlous Gréze, President,

Grace Packaging




Grace Packaging lechnology allewed i 1o develop him that could be careltully malched 1o

the natural respiration rate of cut broccoli, caulilower and catrots. The film’s breathability

helps provide up to two weeks of heshness, allowing Mann to sell its products to

supermarkels and food service businesses across the nation. The film protects produce from
damage caused by ice and cold temperotures and also permits microwave cooking so that

Mann can offer cook-in-bag convenience to consumers. Special advantoges for Mann
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The Total Systems Approach
As o “totol syviems” business,
Groce Packaging 1s responsive io
the complete packaging/
morketing/merchondising needs of
customers. This opprooch
encompasses package design,
selection of materiols and
machinery, instollotion ond s1orrvp
of equipment, operator tramming

and ongoing full-service support.




GRACE Packaging {continued)

for manudl filling. This is a valuable option if machinery downtime develops or market shifts
dictate quick changes in product sizes.

Grace Packaging is forging business partnerships with entrepreneurial companies such as
Mann 1o help stay on top of the iremendous growth in fresh-cul vegetables. It's an emerging
marketing opportunily that could dominate the supermarket produce department in the next
few yeors, accounting for as much as 25% of total produce sales by the year 2000. Cryovac
advanced film formulations help keep these perishable products fresh,
and the handy-sized, no-waste packages bring a new measure of
convenience 1o fime-pressed consumers.

Operfing New Vistas for French Duck

Duck has always been one of the hue culinary delights of the French,
gracing the menys of leading restaurants but only rarely finding its
way to the family dinner table. It was an important step, therefore,
when Labeyrie ~ a leading French supplier of specialty foods such as goose and duck liver
pété, foie gras, smoked salmon and smoked duck fillets — decided lo venture into super-
morkets with high-quality duck products, making them available to all consumers in France.

Equally important was the selection of the right packaging material. Labeyrie demanded a
superb packaging solution for superb duck products. The Cryovac Darfresh vacuum-skin packag-
ing system for consumer-size packages proved ideal for this demanding application. It preserves
product quality and laste, displays it aftractively and offers convenience in opening the pack.

Labeyrie relies on the Darfresh system to package fresh-cut duck breasts and fillets, dried
or smoked whole or sliced breasts and diced products. At the packaging plant, the system
has proven its flexibility and versatilitly as machines can be changed quickly and simply,
depending upon the product being processed. In the market, the Darfresh package

showcases Lobeyrie products for maximum consumer appeal.

Sophisticated exirusion lechnigues
are used i the producnon of
Dartresh consumer packoging.

A voriety of labeyrie duck
delicacres ore enncingly disployed
in Dorfresh vacuumskin packaging.

Working in pormership with Grace,

Labeyrie 1s adding variely and
elegance 1o the lamily dinner table.
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The quality duck products in consumer-size packs were quickly endorsed by retoilers s
well os consumers wher inroduced last year - evidence thot duck speciallies no onger are
reserved only for special-occasion banquets but are fast becoming on affordable culinory

additon lo every French dinner table.

An Olympic Feat

One million meals served during
ohé :1994 Winter Olympics included
foods puckaged in Cryovac €300
tcuhg-l: These untie casings
prese.rw..-a the lreshlmu‘de quality

ond flovor of soups and stews

' vprépﬁr;a by the “caok tind ¢hill”

rmﬂhod by Gilde/Hed Opp, one of

: Narway's largest meat produters,

At metitime, the Olympic service
kitchens simply reheoted and
served 120 tons of food in Cryovac

ysIngs,




GRACE Davison

Consumers never see Grace Davison technology, but it makes possible efficient hansportation

fuels, reliable low-cost packaging materials, high-quality coatings, better food products and much q Grace Dovison's Loke Charles,
L . , . . . \ Lloursrana plaat is the world's
more. Groce Davison is the world's leading supplier of petroleum fluid cracking catalysts, which orgest produchon ol or

are critical to the production of gasoline and other refined petroleum products. Iis polyolefin petroleum lluid crocking calolysts

catalysts are essential 1o the manufocture of polyethylene, which is used in packaging film and in a Refmenes use fuid crocking

catalys!s o upgrade oil o more

pipe. Grace Davison silica and zeolite adsorbents are value-added components used in o wide
volvable ransportation fuels such

range of industrial and consumer applications. as gasoline and jet ond dese! fuel.

The Genesis of a Catalyst @H Grace Davison catolysts help

refiners promote g&soh’na yield,

Value is designed into Grace Dawison fuid cracking catalysts {FCCs) . actone enhoncement and reduced

SmISSions.

& every step of their evolution, from initial conlact with the refiner to
actual use in the Auid catalytic cracking unit.

The genesis of a new catolyst ;s rooted in the close relationship
that Grace Davison nurtures with its customer. Initially, the Grace

Davison sales/technical tleom develops operating obijeclives. Does the refiner need lo

moximize gasoline production? Reduce emissions? Maximize olefin output for reformulated
gasoline? What are the operating constraints?

in Search of a Solution

Aher studying the variables, the team selects two or three possibilities for the refiner. With the
greatest manufacturing flexibility in the FCC business, Grace Dovison can choose from a

virtvally unlimited number of catalyst formulations.

Now the intense analytical work begins, The technicol senvice

engineer prepares yield estimates. f the performance assessment isn't

good enough, R&D investigates and designs new catalysts

in Grace Davison pilot plants. Meanwhile, manufacturing - n fames R. Hyde, Presien,

Grace Davison

and quality assurance weigh in to ensure that the
catalyst meets skingent product qualifications.

The final package presented to the customer is

honed by Grace Davison refining experts to deliver




total sale

41 Ongoirg Relationship

The story coes not end hete. Grace Davison partners! {+ e strengthened with hequent

‘(vll . . . e .
“lowup. technical service froubleshooting, equilibriur « uilyst analyses, quality assurance

progiams and optimum logistics. As the calalyst is usec: i the “cat cracker” and refinery

objectives change, the Grace Davison team stands by, ready lo use its analytical tools e

create the next-generation calalyst,

Top-notech Technical Service
Grace Davison places a powerful
arseno! of RRD, analysis and
technical sarvice support tools af
the disposal of its customers for
each of its primary product lines —~
fluid cracking catalysts, polyolefin
catalysts ond silica/odsarbents. for
polyolefin catalyst customers, 1993

marked the establishment of o new

Grace technical center in Worms,
Germony and on increase in
development and evalualtion
capabilities in the U.S. to prepare

for avalving process technologies.




GRACE Construction Products

Grace markets high-quality, high value-added construction products with a strong specification
selling effort in the architectural and engi-neering markets. For many Grace consruction products,
the primary benefil accrues to the awner of the structure in the form of long-erm structural integrity
ond low maintenance costs. Grace products olso offer value 1o the specialty coniractor through
labor, material and energy savings.

Keeping Water Out of Boston Harbor Tunnel

When structural engineers for Bosion's mammoth Third Harbor
Tunnel/Central Artery project were faced with cholle'nging
walerproofing design issues, Grace Consiruction Products provided
solutions. It outperformed the competition, solving a number of design
concerns. Critical among them was o hydrocarbon-esistant
waterproofing system lo protect the structure from groundwater
contamination around Logan Airport. Specially membranes in three
different thicknesses, along with a hydrocarbon-esistant lap tape, were manufactured
specifically for the project. Today, plans call for o;rer 2.2 million square feet of Bituthene
waterproofing 1o be insialled on the underslab, walls and roof deck of the approach tunnel to
the steel tube that will run beneath Boston Harbor.

Monokote Delivers Performance Under fire

Inplace performance is criveédlina blazing inferno, where fireproofing undergoes its loughest test.
Monokote lireproofing oced that test when structural sieel remained undamaged during a fire at

the Children’s National Medical Hospital in Washington, D.C.

Moanokole creates a hard, durable surface that resists damage,
bonds tenaciously and performs reliably onsite. It meets or
exceed:s all essential performance standards. In fact,
project engineers were so impressed with Monokote's

performance that it has been specified for the

hospital’s new addition now under construction.

Strengthening the Asia Pacific Transportation Network

-~ [ ~t . - -

Bituthene waterproofing systems
provide long-erm protection for
concrefe, masonry ond wood

structures

Monokote hreprooling sofeguords
structurol steel, concrete and other
subsirates ogoinst collapse coused
by fire.

Grace waterprooling, fireproofing,

concrete admudures and cement
grinding aids protect Hong Kong's
mapestc Bank of Chino Tower

n Robert J. Bettacchi, President,
" Grace Construchon Products
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now under construciion will consist of a three-mile, sixlane hridge and 181 miles of tour lane

highway, linking the port of Hong Kong with mamland China. The first phase of thi

dollar project consisis of precast bridge segments utilizing over 100,000 gallons of Grace
specialty concrete admixtures for improved flowability and added strength.
The bridge section spans the Pearl River delta and will improve: transportation efficiency in the

region by expediting export shipment of China’s manufoctured goods through Hong Kong.

Standing Up to Mother Nature
Grace construction products —
concrele admixtures, tement
processing additives, fireproofing
ond structural waterpraofing
products and systems — perfarm
some of industry’s mos? vital Jobs:
prolfecting steuctures from the

elements of nature, strengthening

conceete, fighting corrosion.

preventing water damage and
protecting structurol steel fram the

hazards of fire.




GRACE Dearbom Water Treaiment & Process Chemicals

For more than a century, Groce Deorborn has engineered water trealment and process
chemical technologies that help customers manage their systems lo meet environmental
and process improvement goals. Grace Deorborn produc*s ond consulting services
prolong capital equipment life, promote process improvements and conserve woter and
energy in industrial opplications.
Treating Water Saves Money
In the cor;ned food industry, the integrity of process water is o critical
factor in quality and cost control. Food producers like American Fine
Foods rely on Dearbern Sterisafe to treat process water used in the
huge industricl pressure cookers required for sterilizing and cooking
canned foods. Cans that are stained or rusty from process water
never make it through quality control. They are rejected and must be
reworked. Incorrectly treated process water can also lead to
corrosion of expensive industriol coakers. Sterisafe products prevent deposits on cans ond
eliminate corrosion in the cookers so that food producers can continuously run o high-quality,
costeffective production line with rigid product and safety controls.

In the pulp and paper industry, Grace Dearborn technologies promote increased use of
secondary fiber {recycled poper} and improved paper quality. They eliminate the need for
solventbased cleaners and increase overall productivity by controlling the “stickies” that latch

onto the wires and felts

of paper machines.

n Grace Dearborn’s focus on R&D

yelds woter ireaiment jechnologres
thot pronide a valuable refurn on

investmeni lo customers.

d Groce Dearborn corrosion

mhibitors extend equipment life,
reduce downtme ond enhance

ulizaton of water and energy.

Groce Dearborn process chemicals

help paper mills improve paper
quolily, ekminate solvent.based

cleaners ond boost productivily.

n lon Priesmell, President,
Groce Deorborn




GRACE Container Products

Grace Container Products supports customers in the food, beer and beverage industries
worldwide with complete closure sealant systems, lechnical service and state-ofthe-art sealant
technology alternatives, including PYC and non-PVC matenals.

Natural Flavor

To improve the taste of pockoged beer and selected oxygen-sensitive beverages, such as iced

tea and fruit juices, Grace Container developed Dorafresh technology. Daralfresh absorbs

______ oxygen, reducing or eliminating the need for preservatives or anti-
oxidants that can spoil the taste of beverages and reduce sheiHife.
Dorafresh technology was first commercialized with Fosters brew-
masters, who discovered that preservatives could be 1aken out of beer
when patented Darofresh technology was incorporated in the package.
This success is spreading to other weltknown breweries, including Molsons
in Conado, Courage in the U.K. and Anheuser-Busch licensees worldwide.
Grace Contamer Products also offers coatings for sanitary cans, meat release cans, high-
performance external sysiems, easy-open ends and metal closures.
GRACE Specialty Polymers
Related 1o Grace Container through o shared core competency in polymer technology, Grace
Specralty Polymers develops formuloted engineered polymers for printed circuit board and

_companent assembly in the electronics, electricol, automotive and military industries.

Potenred Darafiesh technology 15
supplied in speciolty seoloni systems
such as PYCdree Doralom for

beverage closures.

Grace Coniginet sysiems offer o
range of cootings lo anchor gaskets
firmly to caps white providing
excellent corrosion protection.

3 International cncketer lan Botham
con atlest o the smooth flavor of
Fosters Special Birer

n fred lempereur, President,
Grace Contamer froducis and
Grace Specrally Polymers
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GRACE HEALTH CARE

o

Grace, thiough its National Medical Care, Inc. INMC) subsidiary, is the leading, fuby integrated

provider of dialysis products and services and operates a strategically placed home health care n AYNMC clinics around the workd.

local doctors, ond rechmcrans
network. In 1993 health care operations had soles and revenues of $1.5 billion, a 19% rise over 1992,  nomes e
. prowde drrect pnmory care while

ond operating income after toxes of $142 million, on increase of 35%. NMC offers rechnical and
operational support

Dialysis Services Ange/ Riesgo gets comfortable os he

prepares for treciment al the new
Unidod Nefrologica el Pilar dralysis
Rico. It also operates 30 clinics internationally in Portugal, Spain, the Czech center in Spain

Grace Hedlth Care operoles more than 470 outpatient dialysis clinics across the U.S.A. and in Puerto

Republic and Argentina. Grace is currently expanding this intemational service  * § Followng dralysis, Sefor Riesgo

enjoys o mddoy stroll through
neorby Plaza Mayor in Madrid.

and hopes to be operating in almost a dozen countries by yearend 1994.
These clinics provide diclysis services to about 40,000 potients on an ongoing
basis, making Grace the largest single provider worldwide.

Grace Health Care employees are committed to providing quality
health care. Within its expansive clinical network, patients benefit fom o

wealth of shared experience and information. They also enjoy personal access to their center's

professional patient care team, which handles clinical decisions lacally.

Each clinic’s medical director is a practicing local physician with extensive experience in nephrok
ogy and the core of dialysis patients. The director is supported by a group of atiending physicians.
The director of nursing heads a team of nurses and patient care technicians who, in conjunction with

_ social workers and dieficians, collaborate with physicians in the delivery of patient care.

Every center also has a technical support staff to contribute to overall efficiency. The chief

technician directs equipment and reuse technicians, who are responsible for

mainiaining all equipment at peak operating performance.

The entire clinic staff reports to an administrator or clinic

n' Consiantine L. Hompers, M D.,

Chorrman and

Grace Health Care’s administrative offices. Chiel Execuhve Ollicer, -
Notonol Medicol Care, Inc.

manager, who serves as the main link between the facility and

Medical Products
Through an integrated network of international plants,

distribution centers and customer service sites, Grace
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2,500 related medical supplies in 46 countries. Expanding its geographic reach, Grace

Health Care strives to provide faster routine and emergency order processing to deliver

critical products to health care providers and patients, whether in o diclysis center or at home.
The leading producer of hemodialysis concentrates in the U.S., Grace Health Care will
open ¢ liquid concentrate plant in Taiwon in early 1995, This local manufacturing plant and

distribution center will ensure costeflective dialysis and o steady, secure supply line for

Treating the Whole Patient
In oddition to life-sustoining
dialysis ireatments, Grace
Hegalth Care offers dialysis
patients an arrey of oncillory
services and diagnostic resting

to sofeguard their heaith.

These include intradialetic
porenteral nutrition for potients
with gastreiniestinal malfunction;
erytheapaietin for patienns who
need to boost productien of red
blood ceils to counter anemvio,
ond podiatric services for petionts

with poor circulation.




GRACE HEALTH CARE [continued)

Grace's Renacare, a leading manufacturer and distributor of dialysis products in the UK.,
opened a new concentrale plont in Nottingham in 1993. From this centrally located facility,
Grace provides products to 70% of the hemodialysis patients in the U.K. In addition to
standard concentrates, the new plant produces an easyto-use liquid bicarbonate, Renacarb.
By eliminating o mixing step, Renacarb frees the dialysis nurse to focus more on patient care.
Grace's Riggers Medizintechnik GmbH, a supplier of dialysis products in unified Germany,
also manufactures o state-ofthe-art, hemodynamically stable dialysis
machine engineered with advanced ulirafillration monitoring capabilities.
In its first year of production, the HDR 210 has operated successtully in
more than 25 dialysis centers in Germany. It is currently in clinical trials
ot an NMC dialysis center in the Czech Republic and will undergo
similor evaluations in Argentina later in 1994.

With an extensive dialysisspecific test menu, Grace's LifeChem is the
leading clinical laboratory servicing end-siage renal disease (ESRD) patients and their care
providers in the U.S. LifeChem's PCbased laboratory data management system, LifeLine, simplifies
test ordering based on o patient’s specific clinical requirements. Through LifeLine, the dialysis care
provider can easily ulilize both clinical and laborotory results to evaluate patient care. LifeChem's
innovative Statistical Test Anolysis Reports program allows the dialysis care provider to compare
local patient test resulls against a nationwide 50,000-plus ESRD patient database.

Homecare Services

While the issue of health care reform in the U.S. has created uncertainty in the industry, Groce
Heaith Care has held to a course of growth and clinical excellence, strengthening its position
os a leading provider of home infusion and respiratory services.

Homecare operalions grew substantially during 1993 through a series of acquisitions
designed to broaden service capabilities and increase geographical presence. The
development of o national network of home nursing care capabilities began on a regional _
basis in 1993, moving Grace closer Io its gool of becoming the first national érovider of

integrated homecare services in the U.S. Nationwide, Grace Health Care now operates over

100 hamo infiicinn mnA rocmirmbmr: eanimm lammbiane cmefoim mo oo 0 AR il

NMC Homecare service vons
fronsport meciconons ond
homecare equipment 1o chents in
more than 40 siates.

Naotionwide, NMC Homecare hos
6Q fullservice pharmacies to fulfll
paohient needs around the clock.

NMC clinical professionals pronde

extensive therapy services, frammg

and education 10 homecare chents.




The manoged care arena, with its emphasis on cost containment, represents o new fronties
of opportunity for the home health industry. Health care reform provisions currently under
discussion in the U.S. ore expected to promote an environment {n which Grace Health Core is
well equipped to compele. Iis ability to provide appropriate care in a cost-effective and
clinicolly sound monner is positioning Grace for further growth as a value-added provider in

the world of managed health care.-

&st-EMc Health Cars
1974-1992)
[pecent]
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Cost-EHfective Health Care
While overcll heolth care costs in
the U.S. have skyrockeied, the
price fog oftached ta dialysis core

- has actuolly dropped. From 1974
1o 1992, U.S. heolth care costs
jumped o whopping 389%, o
nearly four-fold increase. However,
the averoge cost of dialysis
traciment dropped by 9%. NMC
keeps o shl;rp eye on expenses and
hos reduced the cost of providing
treciment by leveroging overhead
expenses and increasing

elliciencies such a3 dialyter and




MANAGING FOR ASSURANCE

Protecting the environment and the health and safety of our employees, customers and
communities is one of Grace's mosl critical concerns. Compliance with all epplicable health,
safety and environmental lows, wherever we operate, is Company policy. Beyond that, Grace
1s committed to providing a safe and healthful workplace ond to ensuring that salety and
environmental issues are integral fo the planning and aperation of all Company aclivities.

With a goal to “manage for assurance” in protecting human health and the environmen,
Grace is commitied o confinuously improving environmental, health and safety (EHS)
performance. “Managing for assurance” recognizes that laws and regulations may provide
only minimum standards. Therefore, Grace is putting in place the necessary resources,
organization and systems to assure thal tomorrow's potential problems are identified and
oppropriately managed foday.

A comprehensive internal evaluation of EHS functions and systems, conducted as part of
the overall restructuring ot Grace, is leading to performance enhancements through a new
centralized EHS effort. Grace recognizes that the successful management of EHS involves
continyous improvements of critical EHS “processes.” These processes are:

* Communicgtion of EHS goals and performance, internally and externally;

* Transfer of EHS knowledge and experience among all Grace product lines;

* EHS training, both skills and general awareness;

* Development and implementation of EHS policies and procedures; and

* Implementation of Commiiment to Core.

Commitment to Care, modeled on the Chemical Manufacturers Association’s Responsible Care
program, is Grace's comprehensive effort for global implementation and improvement of EHS
programs over the next several years. These include product responsibility, pollufion prevention,
process safely, employee health and safety, distribution safety and community awareness.

The EHS audiling funclion, which assesses plant performance against Company policy — both
good manufacturing practices and requirements under law — is also being expanded globally so
that best praclices may be shared among Grace faciliies ot different stages of EHS development.

Good EHS performance means good business. it protects our employees, our

communities and the environment. It helps us conirol future costs and liabilities. It makes us

more compelitive and beter sarves our stokeholders. Every one of our employees must be an

Emissions Reductions

The U.S. Envi { Pe

Agency’s SARA Title Il Toxic

Release inventory wos created to
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Review of Operations

Specialty Chemicals
[excludes dvested businesses)
|miMions}

Sales & Revenues

$2,895.6

@
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Operating Income After Taxes

$239.2 {a)
$239.3

2 I
(0] Excludes a provision of $140.0 relating to
a fumed slico plant In Belghm,

Management’s Discussion and Analysis of Results of Operations and Financial Condition

Overview

Sales ond revenues increased 8% in 1993 over 1992, excluding businesses divested in 1992; including the
divested businesses, 1993 sales and revenues increased by 2% as compared lo 1992. Sales and revenues
increased 9% in 1992 over 1991, excluding businesses sold in both years.

In the third quarter of 1993, Grace recorded a special noncash alter-lax charge of $300 million [$475
million pretax) lo reflect a September |, 1993 decision of the U.S. Court of Appedls for the Second Circuit,
which had the effect of reducing Grace's insurance coveroge for asbestos property damage lowsuits and
claims. In the fourth quarter of 1993, Grace reversed $200 million of the alter4ax provision {$316 million
pretax) following the Court's decision to grant Grace's pefition for a re-hearing concerning the September 1,
1993 decision; the remaining after-tax provision of $ 100 million ($159 million pretax} reflects anticipated
additional legol expenses and other uncertainties related to Grace's asbestos lawsuits and claims. In the third
quarter of 1992, Grace closed its Belgian fumed silica plont and recorded a onedime provision of $140 million,
representing the enlire net book value of the facility and certain additional expenses. Excluding the 1993
asbestos and 1992 fumed silica charges, income from continving operations for 1993 increased 19%, 1o
$234 4 million, over 1992 (inchiding businesses divested in 1992). Income from continuing operations
decreased by 2% in 1992 as compared to 1991 [excluding the provision relating 1o the fumed silica plant, but
including businesses divested in both years).

For all periods presented, the statement of operations has been restated fo reflect the classification of certain
businesses as disconfinued operations, as discussed in Note 6 o the Consolidated Financiol Statements.

Specialty Chemicals

including the results of chemical businesses divested in 1992, sales and revenues decreased by 5% in 1993 as
compored to 1992, and operating income ofter taxes (operafing income} decreased by 6% for 1993 versus
1992 {excluding the 1992 provision related to the fumed silica plant).

The following discussion excludes sales and revenues and opetating income of divested businesses and the
fumed silica provision referred 1o above.

Sales ond revenues increased 3% in 1993 as compared to 1992, reflecting favorable volume and price/
product mix variances estimated at 6% and 2%, respectively, offset by an unfavorable currency exchange
varionce estimated ot 5%. Volume increases occurred in 1993 in packaging (due to improved sales of films and
lominotes), water freatment (reflecting the acquisition of tofin America’s lorgest water treatment business in the
first quorter of 1993), fluid cracking cotalysts ond silica products [reflecting improvements in market share and
pricing) and construction products {reflecting the introduction of new concrete admixtures and sironger sales in
waterproofing systems).

Operating income was flat in 1993 compared to 1992. North American results significantly improved in
1993, as strong growth occurred in packaging, fluid cracking catalysts and silica products and construction
products, due mainly ic the volume increases noted above. European resulls for most product lines were
adversely affected by continuing recessionary conditions, leading to reduced profitability; however, results for
Europeon Huid cracking catalysts and silica products improved, primarily due 1o increased volumes achieved
following the withdrawal of certain competitors from this market in 1992. In Asia Pacific, favorable results were
achieved, primorily in packoging and fluid cracking catalysts and silica producis. In Lalin America, results were
down, primarily due 1o the costs of integrating the operations of the new water treatment business, partially
offset by favorable results in packaging. :

Sales increased by 5% in 1992 compoared 1o 1991, excluding from both periods the sales of chemical
businesses divested in both years; sales were essentially fiat including those businesses. The increase was
primarity due fo favorable volume, price/product mix and foreign currency exchange variances estimated at
3%, 1% and 1%, respectively. Volume increases occurred in most product lines, particularly packaging and fluid
cracking catalysts and silica products. Operating income for 1992 decreased 5% over 1991, excluding the
divested chemical businesses; operating income increased 3% including those businesses. North American
results for most product lines improved in 1992, as strong growth was exhibited in packaging and fluid cracking
cotalysts ond silica products, mainly due to strong volume increases. European results were adversely affected
by recessionary conditions, leading to reduced profitability. However, favorable results were achieved.in both
Asia Pacific and Latin America for most product lines.



Health Care
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Operating Income After Taxes

$142.2

Health Care

Sales and revenues for 1993 increased by 19% over 1992, due lo increases of 18%, 36% and 11%,
respectively, in kidney dialysis services, home health care and medical products operations (including laboratory
services). 1993 results for dialysis services and home health core include the results of Home Intensive Care,
Inc., acquired in June 1993, as well as a number of smaller acquisitions during the year. The number of centers
providing dialysis and related services increased 20%, from 419 at year-end 1992 to SO1 ot year-end 1993

(471 in the U.S. and Puerto Rico, 23 in Portugal, 4 in Spain, 2 in the Czech Republic and 1 in Argentina).

Operating income in 1993 increased by 35% over 1992. The 1993 results for all health core businesses
benefited from improvements in cost contvols, operating efficiencies and/or capacity utitization, partially offser
by the costs of improving and expanding quolity assurance systems for medical products manufaciuring (see
below for further discussion). In addition, results for 1992 included costs related to previously reported longterm
incentive arrangements with certain health care executives. It is unclear at this time whether and to what extent
any of the currently proposed relorms in U.S. health care will oHect Grace's health care operations. However,
based on its knowledge and undersionding of the health core industry in general and of other providers of
kidney diolysis and infusion therapy, as well as on publicly available information, Grace believes that its health
care operations are amang the most costefficient in the indusiry.

Sales and revenues of health care operations increased by 20%, 1o $1.3 billion, in 1992 as compared to 1991,
reflecting improvements of 19%, 16% and 26%, respectively, in kidney dialysis services, home health care and medical
products operations. Operaling income for 1992 increased by 27% over 1991, reflecting the continved growth of ol
heglth care businesses, as well as improvements in operating efficiencies and capacity utilizotion.

In 1993, the U.S. Food and Drug Administrotion (FDA) issued import alerts with respect 1o { 1] hemodialysis
bloodiines manufaciured of the plant of National Medical Care, Inc. (NMC), Grace's principal health care
subsidiary, located in Reynosa, Mexico ond {2) hemodialyzers manufactured in NMC's Dubtin, Ireland focility.
Products subject to FDA import olerts may not enter the U.S. uniil the FDA approves the quality assurance systems of
the facility ot which such products are manufoctured. In January 1994, NMC entered into a'consent decree providing
for the resumption of importation of bloodlines and hemodialyzers lollowing certification by NMC that the relevont
facility complies with FDA regulations and successful complelion of on FDA inspection to verify such compliance. In
accordonce with the consent decree, NMC certified compliance 1o the FDA with respect 1o the Reynosa, Mexico
focility in January 1994, ond the FDA lifted the bloodline import alertin March 1994, following a thorough
reinspection by the FDA and a commiiment by NMC to finish certain studies by May 1994 and, in the interim, 1o
perform additional product testing. Certification of compliance at the Dublin, ireland facility is anticipated in the
second quarter of 1994. The consent decree also requires NMC to certify and maintain compliance with applicable
FDA device manufocturing lows and regulations o all of its U.S. manufociuring faciliies. NMC has conducied a full
review. of its fociliies and upgraded, os necessary, off of its quolity assurance syslems. No fines or penclies were
imposed on NMC as a result of any of the FDA's actions relating to the import dlerts or in connection with the consent
decree. Neither the import alerts nor previously reported recalls of certain NMC products are expected to have o
material effect on Groce's results of operations or financiol position.

Other Income
See Note 4 1o the Consolidated Financial Stalements for information reloting 1o other income.

(nterest Expense
Interest expense decreased by 9% in 1993 versus 1992, primorily due to lower debt levels and lower interest
rates, the use of financial instruments {see Note 10 1o the Consolidated Financial Statemenis} ond the
replacement of certain fixed-ate debt wilh lower<ost floating-rate borrowings, partially offset by a reduction in
interest allocated to discontinued operations and interest copitalized.

See “Financiol Condition: liquidity and Copltol Resources” below for information on borrowmgs

Research and Development Expenses
Research and developmeni {R&D) spending increased by 4% in 1993 versus 1992 R&D spendmg is now
primarily directed toward Grace's core specialty chemicals and heallh care businesses.

income Taxes _

The eftective tax rale was 39.2% in 1993 versus 43.1% in 1992, before giving effect to the 1992 provision of
$.51.9 million for a voluation allowance for deferred tax assets. The lower effective tax rate in 1993 resulted
primarily from reductions in certain foreign lox rates and higher utilizakion of research and development and
foreign tax credits, partially offset by tax costs associated with repatriating lo the U.S. earnings of foreign
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subsidiaries. The valuation allowance for 1993 and 1992 relates to the uncerlainty as to the realization of
certain deferred tox assets, including U.S. tax credit carryforwards, state and local net operating loss
carryforwards and net deferred tox assets, and net operating loss carryforwards in certain foreign jurisdictions.
Bosed upon anticipated future results, the Company has concluded, after consideration of the valuation
allowance, that it is more likely than not that the net deferred tax asset balance will be realized.

In the third quarter of 1993, Grace recorded the effects of the Omnibus Budget Recondiliation Act of 1993
|OBRA), which was enacted in August 1993. Among other things, OBRA increased the highest U.S. Federal
corporale tax rate to 35%, effective January 1, 1993. However, neither this increase in the U.S. Federal
corporale tax rate [rom 34%), nor the other provisions of OBRA, had o material elfect on Grace's results of
opergtions.

The 1992 effective tax rate increased to 43.1% {before the above provision for the valuation allowance) as
compared with 39.6% in 1991, largely due to the additional costs of repatriating 1o the U.S. o higher level of
earnings of foreign subsidiaries and an increase in state income faxes.

See Note 5 Io the Consolidated Financial Statements for further information on income taxes.

Loss from Discontinved Operations
In 1993, Grace restated its financial siatements to reflect the classification of certain businesses as discontinued
operations. See Note 6 to.the Consolidated Financial Siatements for further information.

Liquidity and Capital Resources

During 1993, the net pretax cash flow provided by Groce's continuing operating activities was $301.6 million
versus $358.9 million in 1992, primarily due to the use of $44.1 million of net cash 1o repurchase accounts
receivable in 1993, as compared o the receip! of $96.8 million of nel proceeds from the sale ot accounts
receivable in 1992, and a nel cash outflow of $103.1 million relating to asbestos in 1993 (see below for
further discussion), compared with @ net cash outflow of $70.3 million in 1992. Also, in 1993 cash flow
provided by operating activities includes $679 million in proceeds from the setllement of interest rate hedge
agreements. After giving effect to discontinued operations and payments of income laxes, the net cash provided
by operating activities was $243.1 million in 1993.

Investing activities used $151.9 million of cash in 1993, largely reflecting copital expenditures and business
acquisifions and invesiments, primarily in the health care and water reaiment businesses. During 1993, Grace
acquired 100% of the outstanding stock of Home Intensive Care, Inc. for approximately $129 million [inclusive
of related costs). These investing activities were offset by net proceeds of $464.8 million from divestments
(mainly those of Grace Energy’s ail and gas operations]. Management anlicipates that the level of capital
expendilures in 1994 will increase to approximately $350 million os compared to the $309.6 million of capital
spending in 1993. Capilal spending is expected 1o be concentrated on Grace's core businesses.

Net cash used for financing activilies in 1993 was $105.9 million, primarily reflecting the payment of
$128.4 million of dividends. Totol debt was approximately $1.7 bilkon at year-end 1993, a decrease of $113.1
million from yearend 1992. Grace's total debt as a peicentage of total capital [debt ratio] decreased from
54.1% at year-end 1992 to 52.9% ot year-end 1993, primarily as a result of the reduction in total debt.

In January 1993, Grace sold $300 million principal amount of 7.4% Notes Due 2000. The net pioceeds
from the sale of these Notes were used lo repay commercial paper and bank borrowings.

In the third quarter of 1993, Grace completed the redemplion in full of its outstanding Liquid Yield Option
Notes due 2006 [LYONs] ond 6 /4% Convertible Subordinate Debentures Due 2002. OFf the $1,012.5 million
principal amount at maturity of LYONS oulstanding, approximately 31% ($309.6 million) was converted into 2.8
million shares of common stock; the remaining IYONs ($702.9 million) were redeemed for approximately $258
million in cash. Substantially all of the $150 million principal amount of the 6'/4% Convertible Debentures dve
2002 outstanding immediately prior to redemption was redeemed for cash {equal to the principal amount
outstonding). :

Grace expects 1o salisy its 1994 cash requirements from the following sources: (1) funds generated by
operations, {2} proceeds from the sales of businesses and {3} financings. Such financings could include new
borrowings, the ovailability and cost of which will depend upon general economic and markel conditions.

Asbestos-Reiated Matters
As reported in Note 2 to the Consolidated Financial Statements, Grace is a defendant in lawsuits relating to
previously sold asbestoscontaining products. In 1993, Grace poid $103.1 million in connection with the
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defense and disposition of property damage and personal injury liigation related to asbestos, net of amounts
received in 1993 from settlements with cerlain of Grace's insurance carriers. As more fully discussed above in
*Review of Operations: Overview," Grace recorded a net noncosh charge of $159 million (pretox} in 1993 1o
reflect anticipated additional legal expenses and other uncertainties related to Grace's asbestos lowsuits and
claims. The balance sheet ot yearend 1993 includes o receivable due from insurance carriers, subject 1o
litigation, of $962.3 million. Grace has also recorded o receivable of approximately $ 114 million for amounts
fo be received pursuant 1o settlement agreements previously enlered info with certain insurance carriers. While
Grace cannol precisely estimate the amounts to be paid in 1994 in respect of asbestos+elated lawsuits and
claims, Grace expects that it will be required to expend approximately $50 milion in 1994 1o defend and
dispose of such lawsvits and claims {after giving effect fo payments to be received from certain insurance
carriers, as discussed above and in Note 2 1o the Consolidated Financial Statements). As indicated thetein, the
amounts reflected in the Consolidated Financial Statements with respect to the probable cost of disposing of
pending asbestos lawsuits and claims and probable recoveries from insurance carriers represent estimates;
neither the outcomes of such lawsuits and claims nor the outcomes of Grace's continuing litigations with certain
of its insurance carriers can be predicted with cerainty.

Environmental Matters

Grace incurs costs relaled to environmental protection due to laws and regulations, Grace's commitment to
industry initialives such as Responsible Care® (the Chemical Manufacturers Association program) ond its own
internal siandards. Worldwide expenses of confinuing operations related 1o the operation and maintenance of
environmental facilities and disposal of hazardous and nonhazardous wastes totalled $45 million, $56 million
and $38 million in 1993, 1992 and 1991, respectively. In addifion, worldwide capital expenditures for
conlinving operations relating to environmental protection in 1993 totalled $20 million, compared with $18
million and $17 million in 1992 and 1991, respectively.

Grace has also incurred costs to remediate previously contaminated sites. These costs were $44 mullnon $35
million ond $18 million in 1993, 1992 ond 1991, respectively. These amounts were chorged against previously
established reserves for estimated expenses for environmental spending, which were identified and charged 1o
income in priof years.

Grace accrues for anticipated costs associated with investigatory and remediation efforts in accordance
with Stotement! of financial Accounting Standards No. 5, "Accounting for Contingencies,” which governs
probability and the ability 1o reasonably estimate future costs. During 1993, 1992 and 1991, there were
periodic provisions recorded for environmental and plant closure expenses, which include the costs of future
investigatory and remediation activities. At yeorend 1993, Grace's accruals for environmental remediation
totalled approximately $160 million. These reserves do not lake into account any discounting for future
expendiures or possible future insurance recoveries. The liabilities are reassessed whenever environmental
circumstances become better defined and/or remediation efforts and their costs can be better estimated.
Annual environmental-related cash outlays are expected o total $44 million in 1994 and $35 million in 1995.
Expenditures have been funded from internal sources of cash and are not expected 1o have a significant effect
on liquidily:



Management’s
Responsibility for
financial Reporting

Report of
independent
Accountants

Management is responsible for the preparation, as well os the integrity and objectivity, of the consolidated
finonciol statements and other financial information included in this report. Such financial information has been
prepared in conformily with generally accepted accounting principles and accordingly inciudes ceriain amounts
that represent management’s best estimates and judgments.

For many years, management has maintained internal control systems to assist it in fuffilling its responsibility for
financial reporting, including careful selection of personnel, segregation of duties, formal business, accounting
and reporting policies and procedures and an extensive internal oudit function. While no system can ensure
elimination of all errors and inegularifies, Grace's systems, which are reviewed and modified in response 1o
changing conditions, have been designed to provide reasonable assurance that assets are saleguarded,
policies and procedures are followed and transactions are properly executed and reported. The concept of
reasonable assurance is based on the recognition that there are limitations in all systems and that the cost of
such systems should not exceed the benefits to be derived.

The Audit Commitiee of the Board of Directors, which is comprised of directors who are neither officers nor
employees of nor consultants to Grace, meets regularly with Grace's senior financial personnel, internal auditors
and independent accountants 1o review audit plans and results as well as the actions taken by management in
discharging its responsibilities for accounting, financiol reporting and internal control systems. The Audit
Committee reports its findings ond also recommends the selection of independent accountants 1o the Board of
Directors. Grace’s managemenl, internal auditors and independent accountants have direct and conlidential
access to the Audit Commitiee at all times.

The independent accountants are engaged to conduct audits of and render o report on the consolidaled
financial siatements in accordance with generally accepted audiling standords. These standards include o
review of the systems of internal controls and tests of transactions 1o the extent considered necessary by the
independent accountants for purposes of supporting their opinion as set forth in their report.

B.J. Smih

Executive Vice President
and Chief Financial Officer’

Price Waterhouse o February 8, 1994
1177 Avenue of the Americas
New York, NY 10036

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

In our opinion, the consolidoted financial siatements appearing on pages 26 through 44 of this report present
fairly, in all material respecis, the financial position of W. R. Grace & Co. and subsidiaries ot December 31,
1993 ond 1992, and the results of their operations and their cash Hlows tor each of the three years in the period
ended December 31, 1993, in conformity with generally accepted accounting principles. These financial
statements are the responsibility of the Company’s management; our responsibility is o express an opinion on
these financial stalements based on our audits. We conducted our audits of these statements in accordance
with generally accepted auditing standards which require thal we plan and perform the oudit to obtain
reasonable assurance aboul whether the financiol statements are free of materiol missiatement. An audit
includes examining, on a tes! basis, evidence supporting the amounts and disclosures in the financial stotements,
assessing the accounting principles used and significant estimates made by management, and evalualing the
overall financial statement presentation. We believe that our audits provide a reasonable basis for the opinion
expressed above.

As discussed in Notes 5 and 16, the Company adopled new accounting standards for income toxes and
postretirement benefits in 1992.



Consolidated Financial Statements
W. R. Grace & Co. and Subsidiaries

Consolidated Statement of Operations
Dollars in millions, excep! per share amounls 1993 1092 199}
Sales and revenues $4,408.4 $4,337.0 $4.386.6
Other income [INOI@ 8] ... sesssisaneenn 42.5 699 557
Total .- ettt es st s sene 4,450.9 44069 44423
Cost of goods sold and operating expenses..........cwcemcn. 2,596.8 2,601.5 2,649.2
Selling, general and adminisirative expenses ... 1,029.7 1,028.0 982.5
Depreciation and GmOmMzahion...........cuoooimmmsiereceessecsissnses s 2277 2249 2329
Interest xpense (Nt D) .........mmumiemssoumeeseicssimessimsscsseisns 815 ?0.0 154
Reseorch and development expenses 135.0 1300 128.1
Provision relating 1o asbestosrelated insurance coverage (Note 2) 159.0 - -
Provision relating lo a fumed silica plant (Note 8} ... - 140.0 -
Total . 4,229.7 42144 4,108.1
Income from conlinuing operations before income taxes ................. 221.2 1925 3342
Provision for income laxes {Note 5) 86.8 134.8 132.5
Income from continuing operations 134.4 577 2017
(Lossl/ income from discontinued operations [Note O] ....................... {108.4) (162.2) 169
Income/[loss) before cumulative effect of accounting changes ...... 26.0 (104.5) 218.6
Cumulative effect of accounting changes {Notes 5 and 16)............ - (190.0) -
NetINCOME/ OS] ......... oo esesssessmsesnsssssessosrnesnsone 3 200 % [204.5) $ 2186
Earnings/[loss) per share:
Continuing operations $ 146 $ 64 $ 2.3
Cumulative effect of accounting changes.............cconvicrnonnne. $ - $ (212 $ -
Net earnings/ 1088 ......oocc.cocoeerreieesrreen $ 28 $ (3.29) ¢ 250
Fully diluied earnings per share:
CONRNUING OPEIGHONS .........c.coorerrerrnerssrersssrssesses e ssmssssesssssss $ 145 $ 62 $ 223
Cumulative effect of accounting changes............cococeeiceesnecer $ - $ L -
Net earnings e § 28§ 1§ 240

The Notes to Consolidated Financial Stolements, pages 30 to 44, are itegrol parts of these stotements

"Nof presented os the effect is anlidilutive.



Consolidated Statement of Cash Flows

Dollors in millions 1993 1992 1991
Operating Activities
Income from continuing operations before income taxes .............  $221.2 $1925 $334.2
Reconciliation to cash provided by operating acfivities:
Depreciation and amortization ... 2277 2249 2329
Provision relaling to osbesroyeloted insurance coveroge ........... 159.0 - -
Provision relating 1o a fumed silica plant..............c.overrerre - 1400 -
Changes in assels and fiabilities, excluding businesses
acquired/divested and foreign exchange effect:
{Increase)/decrease in notes and accounts receivable, net . {103.2) 484 - 171.2
Increase in inveniories ..... " (50.5) 2.3) (30.5)
Proceeds from setlements of interest rate hedge ogreemems 67.9 32 -
Net expenditures for asbestos-related insurance coverage ... (103.1) (70.3] (54.9)
Increase in accounts PAYable .............cmmemmmicremnmncnseen 50.1 29.5 1.9
L@ 1,1 OO (167.5) (2070} {106.3}
Net pretax cash provided by operaling activities
Of CONBNYING OPEIGHONS ........corvovceccsvcrsmsesssssessssssessssss s i 301.6 3589 558.5
Net pretax cash provided by operafing activities
of discontinued OPeraiONS .............cwmercsmemrrrcsersisimirose e 44.2 178.3 161.3
Net pretox cash provided by operating activilies ... 345.8 5372 71908
Income taxes paid veeeeeseeseese s e {102.7) [98.9) (175}
Net cash provided by operating activities 243.1 4383 602.3
Investing Activities
Capital expenditures.................. (309.6) {398.4) (4470)
Businesses acquired in purchase fransactions, net of cash acquired (306.6) {61.2) {131.0)
Increase in net investment in discontinued operations ..................... (43.1) (101.5) {55.9)
Net proceeds from divestments . 464.8 221.2 3664
Nel proceeds from sole/leasebock transactions 272 - -
OHN@I ..o sservemsames e sssmsssssssn s sesssssassss s sssssssssmssasiss assesssssesssnsees 15.4 22 (60.1)
Nel cash used for investing activiies {151.9) (3377) (3276}
Financing Activities'' '
Dividends paid .........cccommrmrvmienmiennnniirins {128.4) {125.9) {122.5)
Repayments of borrowings having original
maturities in excess of three MONtAS ..............cccoommeerieceeromerenniens {512.6) (274.0) (695.6)
Increase in borrowings having original
moturities in excess of three months ........... 373.0 3557 3197
Nel increase/{repayments| in borrowings having original
maturities of less than three MONths .................cccommricrcnnennennnes 155.7 {508.0} 2713
Sale of limited parmnership interest ........ - 2970 -
(@1, N : 6.4 13.8 457
Net cash used for financing activities ......... — (105.9) [241.4) {181.4}
EHfect of exchange rote changes on cash and cash equivalents..... {0.5). 3.5) - (2.2)
(Decrease]/increase in cash and cash equivalents ... (15.2) (144.3) Q1.1
Coash and cash equivalents, beginning of yeor .........ccmrcrncees 62.8 2071 116.0
Cash and cash equivalents, end of year.............co.ccemmenrrrcerreres $ 476 $ 628 $207.1

The Noles to Consolidated Financiol Statements, pages 30 1o 44, ore ntegral paris of these siatements.

MSee Note 9 1o the Consolidated Financial Statements for supplementol information relating lo noncash finoncing activites.
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Consolidated Balance Sheet
Dollars in millions, except par value December 3!. 1993 1992
Assets
Current Assels
Cash and cash equivalents eeeeeeee et e eese et s oot $ 474 $ 628
Noles and accounts receivable, net [Note 7 ) RO 6574 6904
inventories {Note 7| ang 5929
Net assets of disconlinued operations, current {Note 6] ............................................ 7613 606.3
Deferred income taxes {Nole 5) 3.8 6.8
OIer CUITBNE OSIIS.........cou.evocecreesrismsssssssssssassesnsssasssssesssassssssssssassssssossessssssessessseasesss s 6.2 422
Total Current Assets 1,975.3 2,091.4
Properﬁes‘and equipment, net {Note 8] .............. S, 1,454.1 1,7079
Net assets of discontinued operations, RONCUMENt ..........ouceurercceeasssuesenrensessssseceomn - 108.5
Goodwil, less accumulated amortization of $53.2 (1992-850.1) o 481.6 298.6
Asbestosrelated insurance receivable [NOe 2) ... eeseesssssssnneone 9623 358.3
Other assets [Note 7) .. 1,235.3 10339
Total Assets $6,108.6 $5,508.6
Liabilities and Shareholders’ Equity
Current Liabilities
Shortterm debt (Note 9) $ 5326 $ 4647
ACCOUNIS PAYADIE .........ccoecereverrinsreccrncenieecensris e ssemmessencessesscasessesssessiosssssessosses mesesenssees 414.6 423.6
INCOM® 10X@S [INOIB 5 ....ooetrte et smastees s ssssecstssassess st 126.5 158.1
Other current liabilities 6219 5032
Minority interests, curment [NOte 12) ................ooooooeeee e ssmconsnmnes 2970 -
Yotal Current Liabilities. ................ oo seseesene s e 1,992.6 1,639.6
Longerm debt (Note 9} ............vmrmmmnisunien 1,173.5 1,354.5
Other noncurrent liabilities 613.8 666.1
Delerred income taxes {Note 5) 97.4 Q6.4
Liobility for asbestos-related litigation (Note 2] ........ 713.7 -
Minority interests, noncurrent (Note 12]. - 2970
TOtl LIQDIMIIOS ... e et e 4,591.0 4,053.6
Commitments and Confingencies (Notes 2, 9 and 11}
Shareholders’ Equity [Nole 13)
Preferred stocks, $ 100 par value 74 75
Common stock, $1.00 por value; 300,000, 000 shares authorized;
outstanding at December 31: 1993-93,465,000; 1992-89,892,000 ......... 93.5 89.9
Paid in capital s snenen 2878 151.4
Retained earnings RN 1,1962 1,208.6
Cumulative franslalion adjusiments . (67.3) (2.4}
Total Shareholders’ Equity 15176 15450
Total Liabilities and Shareholders’ Equity $6108.6 355986

The Notes to Consolidated Finoncial Statements, pages 30 lo 44, ore integrol parts of these siarements.



Consolidated Statement of Shareholders’ Equity

- AR

Dollars in millions 1993 1992 1991
Preferred Stocks

Balance, beginning of YEAr .........cccrmurcccrismemserscimeesinsscsesmisieons 75 75 $ 75
Other {.1) - =
Balance, end of year 74 75 75
Common Stock

Balance, beginning of year 899 88.6 86.1
Conversion of notes and debentures ..... 28 - -
Stock options and awards ...... crerniesseanen e serenes 7 1.3 25
ACGUISITION .evrvveoriereereres s esonse s aesssessasesenesscrssssosasesssssssnesssrasesssssssessssoesss .1 - -
Balance, 8nd Of YA ....o..coverrecenrecsneereinnsssseresss s s ssess e 93.5 89.9 88.6
Paid in Capital

Balance, beginning of Year ... eresescomenmreresssssis 151.4 120.1 61.6
Conversion ol notes and debentures 109.7 - -
Stock oplions and awords 229 3.1 58.4
Acquisition ...... 3.7 - -
Other ....... eeeemeeeresemensat s et s A 2 1
Balance, end of YRO ....... ... e smessesres s sssmnense s 287.8 151.4 120.1
Retained Eamings

Balance, beginning of year 1,298.4 17190 1,6229
Net income/|loss) 260 (294.5) 218.6
Dividends paid {128.4) {125.9) {122.5)
Balance, end of year 1,196.2 1,298.6 17190
Cumulative Tronslation Adjustments

Balonce, beginning of yeor ........... 2.4) 900 134.4
Translation adjustments (64.9) [92.4) (44 .4)
Balance, end of year (67.3) (2.4) 0.0
Total Shareholders’ EQUity ... erererees $1,5176 $1,5450 $2,025.2

The Notes to Consohdoted Financial Sialements, pages 30 io 44, are integral parts of these siatements.



1. Summary of
Significant
Accounting
and Financiol
Reporting Policies

Notes to Consolidated Financial Statements
Dollars in millions, except per share amounts

Principles of Consolidation The consolidated financial statements include the accounts of W. R. Grace &
Co. and all mojority-owned companies (collectively Grace). Intercompany ransactions and bolances are
eliminated in consolidation. Investments in offiliated companies [20%~50% owned) are accounted for under the
equity method.

Reclassifications  Certain omounts in the prior yeors’ consolidated financial siatements have been reclassified
to conform 1o the current year's preseniation and as required with respect to disconfinued operations.

Cash Equivalents Cash equivalents consist of highly liquid instruments with maturities of three months of less
when purchased. The recorded omount approximates fair volue because of the short maturities of these
invesimenis.

Invantories Inventories are stated at the lower of cast or market. Due to the diversified nature of Grace's
operations, several methods of determining cost are used, including firstinfirstout, average and, for
substantially all U.S. chemical inventories, laskin/lirstout. Market value for raw ond packaging materials is
based on current cost and, for other inventory clas:ications, on net realizable valve.

Properties and Equipment Properties and equipment are stated at the lower of cost or net realizable value.
Depreciation of properties and equipment is generally computed using the stroightline method over the
estimoted useful lives of the assels. Inlerest is capitalized in connection with major project expenditures and
omortized, generally on a staighHine basis, over the estimated uselul lives of the assets.

Fully deprecioted assets are rekined in properties and equipment and reloted accumulaled depreciation accounts
until they are removed from service. In the case of disposals, ossets and relaled depreciation are removed from the
accounts and the net amourt, less any proceeds from disposal, is chorged or crediled 1o income.

Goodwill and Other Amortization Goodwill orises from certain purchase ansactions and is amortized
using the straightine method over appropricte periods not exceeding 40 years. Patient relationships (see Note
7) ore amortized using the siraighHine method over 17 years,

Income Taxes Effective january 1, 1992, Grace odopted Siatement of Financial Accounting Standards {SFAS)
No. 109, “Accounting for Income Taxes.” The Statement requires the use of an asset and liability approach for
the accounting and linancial reporting of income taxes.

Foreign Currency Translation  Foreign currency tronsactions and financial stalements {excep! for those
relaling 1o countries with highly inflationary economies} are iranslated into U.S. dollars ot current exchange rotes,
excepl! that revenues, costs and expenses are translaled of averoge exchange rates during each reporting
period. The financial statements of subsidiaries located in countries with highly inflationary economies must be
remeasured as if the functional currency were the U.S. dollar. The remeasurement creates translation adjusimens
that are reflected in net income. The allocation for income taxes included in the translation adjustments occount
in shareholders’ equity was not significant.

Earnings Per Share Primory earnings per share are computed on the basis of the weighted average number
of common shares outstonding. Fully diluted earnings per share assume the conversion of convertible debentures
(with an increase in net income for the affer1ax interest savings) and the issuance of common stock equivalents
reloted to stock options.

Finoncial Instruments  Gioce enters info interest rate swaps, options and caps, and foreign currency
contracts lo manage exposure 1o fluctuations in interest and foreign currency exchange rates.

The differentials paid or received on inlerest rate agreements are accrued and recognized as adjustments lo
interest expense; gains and losses realized upon setlement of these agreements are deferred and amortized to
interest expense over a period relevant to the agreement if the underlying hedged instrument remains
outstanding, or immediately if the underlying hedged insirument is setfled. Premiums paid on cops are omomzed
o interest expense over the term of the cap.

Gains and losses on foreign currency contracts offset gains and losses resulling from the under'ying
fronsactions. Goins ond losses on contracts that hedge specific foreign currency commilments are deferred ond
recognized in net income in the period in which the transaction is consummated. Goins and Iosses on confracts
that hedge net investments in foreign subsidiaries are recognized in the cumulative fanslation adjustments
account in shareholders’ equity.




2. Asbestos and Related
insurance Litigation

Grace is a defendant in lawsuits relating to previously sold asbestos-confoining products and anficipotes thot if will be
named as a defendant in additional osbestos+elated lawsuils in the future At December 31, 1993, Grace wos o
defendant in approximately 38,100 asbestos+eloted lawsuits representing approximatety 56,700 claims {versus
approximately 30,900 lawsuits and 53,000 claims ot December 31, 1992). Ot the lowsuils pending ot December
31,1993, 92 {105 at December 31, 1992} involved claims for property domage oflegedly caused by the use of
asbestoscontaining materials in the construction of buildings. The plainkffs in these lawsuits generally seek, among
other things, fo have the defendants absorb the cost of removing, coniaining or repairing the asbestoscontaining
materials in the affected buildings. The remaining asbestos+elated lawsuits involved claims for personal injury. In most
of these lawsuits, Grace is one of many defendants.

Property Damage Litigation
Through December 31, 1993, 120 asbestos property damage cases had been dismissed with respect to
Grace without payment of any domages or setlement amounts; judgments were entered in favor of Grace in
twelve coses; in six cases (four of which are on appeall, Grace was held lioble for o totol of $68.3; and 131
property damage suits and claims had been settled by Grace for o total of $300.0. Grace has recorded a
raceivable for the insurance proceeds it expects to receive in connection with these adverse verdicts and
setlements, as well as for defense cosls initially paid by Grace. (See “Insurance Litigation” below.) On
September 1, 1993, the U.S. Court of Appeals for the Second Circuit issued a decision regarding the
avoilability of insurance coverage with respect 1o Grace’s asbesios property damage liligation and claims. in
January 1994, the Court granted Grace's pefition for o re-hearing concerning such decision.

Included in the asbestos property domage lawsuits pending against Grace ond others ot yeor-end 1993
ore the following purporied closs actions: {1) a Pennsylvania slate court action, certified in 1992, covering all
commercial buildings in the U.S. leased in whole or in part to the U.S. government on or ofter May 30, 1986;
(2) an action, certified by the U.S. Court of Appeals for the Fourth Circuitin September 1993 and pending in a
U.S. District Court in South Carolina, covering ol public and private colleges and universities in the U.S. whose
buildings contain asbestos materials; (3] an oction, brought in 1983 in a U.S. District Court in Pennsylvania, on
beholf of all public and privote elementary and secondary schools in the U.S. that contain asbestos materials,
which has been scheduled for trial in lote 1994 on o limited number of issues; and [4) an action filed in @
South Carolina state court in 1992 on behalf of all entities that own, in whole or in part, any building
conlaining osbestos materials manufaciured by Grace or one of the other nomed defendants, other than
buildings subject to the class action lawsuits described above, as well as ony building owned by the federol o
any siote government,

Personal Injury Litigation
Through December 31, 1993, approximately 7,000 asbestos personal injury lawsuits involving 17900 claims

had been dismissed with respect to Grace without payment of any damages or setlement amounts (primarily
on the basis that Grace products were not involved}, ond approximately 11,300 such sits involving 13,400
claims had been setfled for a total of $52.2.

In Jonuary 1993, the U.S. District Court for the Eastern District of Pennsylvania conditionally certified a closs
of all future asbestos personal injury claimants, including individuols who have been occupationally exposed to
asbestoscontaining materials but who do not presently allege asbestos+elated injury. Although Grace is not
among the defendants nomed in the class action complaint, dissemination of the required class notice may
generate addilional litigation against Grace.

Raonge of Potential Exposure
Although personal injury coses ore generally similar to each other (differing only in the lype of asbestos+elated
iliness allegedly suffered by the plaintitf}, each properly damage case is unique in that building type, size and

’

ulilization and difficulty of abatement, if necessary, vary fom structure 10 structure; thus, the amounts involved in

prior dispositions of property damage cases are not necessarily indicotive of the amounts that may be required
to dispose of such cases in the future. In addifion, in property domage cases, information regarding product
identification on a building-by-building basis (i.e., whether or not Grace products were actually used in the
construction of the building), the age, type, size and use of the building, the jurisdictional history of prior cases
and the court in which the case is pending provide the only meaningful guidance as to potential future costs.
However, much of this information is not yel available in @ majority of the property domage cases currently
pending against Grace. Accordingly, estimates of fulure costs to dispose of these cases are, in mos! instances,
based on incomplete information, as well as assumptions that may not be accurate. Further, the filing of the
class acfions and uncertainty with respect to the class certification in the national elementary and secondary



schools closs action (see "Property Damage liigation” above] make it more difficult to reliably predict the costs
Grace will incur in disposing of asbestostelated litigation.

Subject lo the preceding qudlifications [which Grace believes to be significant), Grace has attempted to
determine its future costs o dispose of this liigation and hos concluded that it is probable that the personal
injury and property damage cases pending at December 31, 1993 can be disposed of for a total amount
esfimoted ot $813.7 linclusive of legal fees and expenses), of which Groce has recorded $713.7 as a
noncurrent liability and $100.0 as a current liobility. This compares lo the estimated liability {current and
noncurrent] of $848.0 at Seplember 30, 1993, reflecting payments made in the fourth quarter of 1993. In
addition, Grace has recorded a receivable of $962.3 for the insurance proceeds it expects io receive in
reimbursement for prior payments and estimated future payments lo dispose of asbestos-+elated litigation. This
compares to the receivable of $644.0 at September 30, 1993, which reflected a $300.0 oflerax provision
recorded in the third quarter of 1993 related 1o the Second Circuit Court of Appeals decision, while the fourth
quarter 1993 activity included the partial reversal of such provision, as well as insurance proceeds received
during the quarter. |See "Insurance Litigation” below.}

Grace has also setiled coverage disputes with certain insurance carriers. These setlements provide for future
payments of $114.0 and have been recorded as notes receivable. Further, Grace continves lo seek fo recover
the balance of the payments it has made with respect to asbestos+elated litigation from its excess insurers and
from insurance companies that sold insurance policies to predecessor companies of Grace, as discussed below.

insurance Litigation

Groce's ultimale exposure in respect of its asbestosrelated lowsuits and claims will depend on the extent to
which its insurance will cover damages for which it may be held liable, omounts paid in setlement and litigation
cosis. In Morch 1991, the U.S. District Court for the Southern District of New York held that Groce's primary
insurance carriers are obligated to defend and indemnify Grace with respect to damages [other than certain
punitive damages), setlement amounts and liligalion costs in connection with both personal injury and property
domage asbestos claims. The court held that coverage for asbestos property damage is triggered by the
*discovery of domage” during the policy period.

On September 1, 1993, the U.S. Court of Appeals for the Second Circvit issued a decision regarding the
availability of insurance coveroge with respect to Grace's asbestos litigation and claims. The Court of Appeals
reversed the District Court's ruling as to @ “discovery of damoge” trigger for osbestos property damage claims
ond instead adopled a tiigger based on the date of installation of asbestos-containing materials. As a result of
this decision, Grace recorded on ahtertax provision of $300.0 during the third quarter of 1993 to reflect the
reduction in insurance coverage for its asbestos property damage lawsuits and daims. tn Jonuary 1994, the
U.S. Court of Appeals for the Second Circuit granted Grace's petition for a re-hearing concerning the
September 1, 1993 decision. in view of the Court's action, during the fourth quarter of 1993, Grace reversed
$200.0 of the ahterox provision recorded in the third quarter.

In December 1991, the Circuit Court for Jackson County, Mississippi held that Grace's primary and excess
insurance corriers are obligoted o defend and indemnify Grace, holding that for the purposes of insurance

- coverage, damage to buildings from asbestos-containing products occurs at the time such products are put in

place and that the damage confinues as long as the building contains the products {a “continuous trigger”). A
similar decision was rendeted by a Minnesola state court in November 1992,

in 1993, Grace received $74.6 under setlements with insurance carriers, in reimbursement for monies
previously expended by Grace in connection with asbestos-elated litigation; as mentioned above, these
settlements also provide for future reimbursements of $114.0. In early 1994, Grace settled with two additional
insurance carriers and received approximately $88.8 under such settlements. Prior 1o 1993, Grace received
paymenis lotalling $97.7 from insurance carriers, the majority of which represented the aggregate remaining
obligation owed to Grace by those carriers for primary level insurance coverage written by them for. the period
June 30, 1962 through June 30, 1987. )

Grace conlinves 1o be involved in litigation with certain of its insurance carriers, including on offiliated group
of carriers that had agreed 1o a setifement and had made a series of payments under that agreement in 1993,
The group of carriers subsequently notified Grace that it would no longer honor the agreement [which had not
been executed} due to the September 1, 1993 U.S. Court of Appeals decision discussed above. Grace |
believes that the setlement agreement (which involves approximately $200.0 of the asbestos+elated receivable
of $962.3 ot December 31, 1993} is binding and initiated action to enforce the setffement agreement. In
January 1994, the U.S. District Court for the Eastern District of Texas held the agreement to be enforceable. The
affilioted group of corriers is expected to appeal this ruling to the U.S. Court of Appeals for the Fifth Circuit.



3. Acquisitions,
Divestments and
Strategic
Restructuring

4, Other income

For the period October 20, 1962 through June 30, 1985 — the most relevant period for osbestosrelated
liigation — Grace purchased, on an annual basis, as much as eight levels of excess insurance coverage. in
general, excess policies provide that when claims poid exhaus! coverage at one level, the insured may seek
payment from the carriers ol the next higher level. For that 23-year period, the first six levels of excess insurance
available from insurance companies thal Grace believes 1o be solvent {based primarily upon reports from o
leading independent insurance rating service| provide coverage in excess of § 1.4 billion. If, however, the
amount available in the first six levels should prove 1o be insufficient, Grace has substantial additional coveroge
available in ils wo remaining levels of excess coverage. In Grace's opinion, it is probable that recoveries from
ils excess insurance coverage will be available to sotisfy Grace’s asbestos-related exposure atter giving effect
1o the provision recorded in 1993. Consequenily, Grace believes that the resolution of its asbestos+eloted
litigation will not have a material effect on its consolidated financiat position or resulis of operations.

Acquisitions

Businesses acquired in 1993 consisted primarily of health care and woler treatment businesses. Grace acquired
Home Intensive Care, Inc. in the second quarter of 1993 for approximately $129.0 in cash (inclusive of reloted
costs) and ocquired other health care businesses during 1993 for an aggregote of approximately $115.0 in
cosh and $3.8 in common stock. Grace also acquired Latin America's largest waler treaiment business in the
first quarter of 1993 for approximately $57.6 in cash.

in july 1992, Grace completed the purchase of the common stock of Grace Energy Corporation {Grace Energy)
not owned by Grace for $77.3 in cash. See Note 6 for a discussion of 1993 divesiment activity with respect to Grace
Energy’s businesses. During 1992, Groce continued 1o expond its heclth care operations through the acquisiion of
several businesses and facilities for consideration totalling $44.2 in cash.

In 1991, Grace purchased the 25% minority interest in Groce Cocoa for $74.6 in cash and purchased an
initial 47% common equity interest in a health care service company. In addilion, Grace Energy purchased its
former pariner’s 50% interest in Colowyo Coal Company (Colowyo) for $34.2 in cash plus reloted debt
repayments.

All of the above transactions were accounted for as purchases, and the results of operations of the acquired
businesses are included in the consolidated financial statements from the respective dates of acquisition.

Divestments

In 1993, Grace completed the sale of substantially all of the il and gas operations of Grace Energy, along
wilh cerain corporate invesiments; see Note 6 for further information. Other non-core businesses divested during
1993 included a 50% interest in o Japanese chemical business and a food industry hygiene services business
for approximately $31.4 and $11.2, respectively.

In December 1992, Grace sold its orgonic chemicals business and related nel assets for approximately
$100.0 in cash plus non-voting preferred stock of the buyer. In March 1992, Grace sold its book, video and
softwore distribution business [Grace Distribution}, which was classified as a disconlinued operation in the fourth
quarter of 1991; see Note 6 for further information.

Strategic Restructuring

The 1991 net gain on sirategic restructuring of $6.1 [see Note 4) includes gains of $108.8, inclusive of cumulotive
wranslation gains of $37.9, on the disposition of cerigin noncore businesses and investments. Offsetting these gains
were expenses related o the relocation of Grace's corporate headquarters from New York 1o Florida, provisions for
likgation and certain environmental ond plant closure expenses and a reserve for the costs of restruduring activities.

1993 1992 1991

Interest . $304 $125 $128
Net gain on siralegic resiructuring : - - 6.1
Equity in earnings of oHiliated COMPANIES ........c...orveceurercnreremsrmreeressierincees 10 34 2.2
Other, net n.a 540 346
’ $42.5 $69.9 $55.7

Other, net in 1993 represents principally the gain on the sale of a 50% interes! in o Japanese chemical business
(see Note J), offset by provisions for environmental and plont closure expenses. Interest income in 1993
includes $21.9 relating to the setfement of prior years’ Federal income tax returns.



5. income Taxes Effective Januory 1, 1992, Grace adopted SFAS No. 109, “Accounting for Income Taxes,” which apphes an
asset and liability approach requiring the recognition of deferred tax assets and liabilities with respect to the
expecled future lax consequences of events that have been recorded in the consolidated financiol siatements
and tox returns, If it is more likely than not that all or a portion of a deferred tax asset will not be realized, o
valuation allowance must be recognized. As permitted under SFAS No. 109, Grace elected not fo restote prior
periods’ consolidated financial siatements to give effect to SFAS No. 109, Excluding the deferred tax benelit
recognized upon the adoption of SFAS No. 106, “Employers’ Accounting for Postrefirement Benefits Other Than

‘Pensions,” the effect of the adoption of SFAS No. 109 on Grace's 1992 finoncial statements was not material.
In the third quarter of 1993, Grace recorded the effects of the Omnibus Budget Reconciliation Act of 1993
(OBRA), which was enacted in August 1993. Among other things, OBRA increased the highest U.S. Federal
corporate lax rate lo 35%, effective January 1, 1993. However, neither this increase in the U.S. Federal
corporate tax rale {from 34%), nor the other provisions of OBRA, had a material effect on Grace's resulis of

operations.
The components of income/(loss) from continuing operations before income taxes are as foliows:
1993 1992 1991
Domeslic $1254 $206.4 $124.2
Foreign 95.8 {13.9) 2100
$221.2 $1925 $3342
The provision/|benelfil) for income taxes allocoted 1o continuing operotions consisted of:
1993 1992 1901
Federal income iaxes:
Current : $ 536 $ 756 $ 413
Deferred (28.7) {20.2) (50}
Siate and locol income taxes — current 19.1 165 15.3
Foreign income laxes:
Current 44.4 576 684
Defesred (1.6) 53 12.5
$ 868 $1348 $132.5

At December 31, 1993 ond 1992, the delerred tox assets and liabilities consisted of the following items:

1993 1992

Research and development expenses ...... $112.2 $106.7
Provision relafing lo asbesiosrelated expenses 7.8 -
Postreticement benefits other thon pensions 92.1 041
Ne! operating loss corrytorwards 42.6 522
Reserves not yet deduclible for 1ox purposes 113.6 26.8
TOX CrOAI COMYAOMWRIES ..o emsssen s csressnsssssns s sss et sanss s sensone e 84.9 95.8
Pension and insurance reserves ... ..o 262 230
Capitalized inventory costs and inventory reserve 194 177
Siate deferred taxes 25.2 214
1617 R 46.6 623
Total deferred 1ax assels....... 570.6 500.0
Depreciation and amortization 1415 141.6
Prepaid pension cost 87.7 714
OHROF ... v st ssste s st s e es sttt are s st ses ot ' 4.0 6.4
Tolal deferred 1ax ligbilities 233.2 2194
Deferied tax assets valuation aliowance 125.7 143.1
Net deferred tox assets .... s$21.7 $1375

In connection with the adoption of SFAS No. 109 effective January 1, 1992, Grace recognized a valugtion
allowance of $88.4, which was adjusted in 1992 and 1993. The valuation allowance relales to the uncertainty
as to the realization of certain deferred tox assets, including U.S. tax credit carryforwards, state and local net
operating loss carrylorwords and net deferred tox assets, and net operating loss carryforwards in certain foreign



6. Discontinved
Operations

jurisdictions. Based upon anticipoted future results, Grace has concluded, after consideration of the valuation
allowance, that it is more likely than not that the net deferred tax asset balonce will be reclized. ’

The items giving rise to deferred tax assets and liabilities at December 31, 1991 included depreciation,
research and development costs that have been capitalized for tax purposes, and other items the tax ireatment
of which does not conform to their reatment for financial statement purposes.

At December 31, 1993, there are $59.9 of tax credit carryforwards with expiration periods through 1998
and $25.0 of tax credit carryforwards with no expiration period. Additionally, there are siate and local ond
foreign net operating loss caryforwards with a tax effect of $47.1 and various expiration periods.

The U.S. Federal corporate tox rale reconciles to the effective tox rate for continuing operations os follows:

1993 1992 19901
U.S. Federal corporale tox rote 35.0% 34.0% 340%
Increase/{decrease) in tax rate resulting from:
U.S. and foreign taxes on foreign operations 73 10.8 66
Unilization of general business credils ...............eeconeiscimmsccs e {2.9) - 127}
State and local income taxes, net of Federal income 1ax benefil........... 56 56 30
Voluation allowance for delerred tox assels - 26.3 -
Impact of U.S. and foreign tax rate changes on deferred faxes............. (3.3) - -
Other, net {2.5) 6.7} (1.3)
Effective tax rote 39.2% 70.0% 396%

U.S. and foreign taxes have not been provided on approximately $444.0 of undistributed eamings of certain
foreign subsidiaries, as such earnings are being retained indefinitely by such subsidiaries for reinvestment. The
distribution of these earnings would result in additional foreign withholding taxes of approximately $26.3 and
odditional U.S. Federal income taxes 1o the extent they are not offset by foreign tax credits, but it is not
practicable lo estimate the totol tox liability that would be incurred upon such a distribution.

Cocoa, Battery Separators and Engineered Materials and Systems

in the second quorter of 1993, Grace classified as discontinued operations its cocoa and batery separators
businesses; certain engineered materials businesses, principally its prinling products, electromagnetic radiation
control and material technology businesses {collectively EMS); and other non-core businesses pending their
divestment. A provision of $105.0 {net of an applicable tox benefit of $22.3) was recorded in the second
quarter of 1993, which includes the loss expecied on the divestment of these businesses, their onficipated net
operaling results and a $15.7 provision for interest expense allocated 1o the disconlinued operations through
their expected dates of divestment.

Grace Energy

During the firsi and second quarters of 1993, Grace sold substantially all the oil and gas operations of Grace
Energy, which was clossified as o disconlinued operation in 1992, for net cash proceeds of $386.0, which was
consistent with prior estimates. The loss from discontinued operations in 1992 included a provision of $155.0
(net of an applicable tox benefit of $81.8) relating to the losses expected on the divesiment of Grace Energy's
operations. Grace is pursuing the divestment of Calowyo, a parinership wholly owned by Grace Energy, ond
expects fo conclude such a transaction in 1994. Grace is in the process of liquidating the remaining
miscellaneous assets and liobilities of Grace Energy's oil and gas operations.

Grace Distribution and Other
As mentioned above, in the second quarter of 1993, Grace dlassified as discontinued operations certain noncore
businesses, which include its animal genetics and Caribbean fertilizer operations, the operating resulls and net assets
of which are included under "Other” in the following tables. in 1992, Grace classified as discontinued operations
certain corporote invesiments, including Grace's minorily intesests in Canonie Environmental Services Corp. ond
Groce-Sierma Horficulural Products Company. In December 1993, Groce compleled the sale of these minority
interests for totol proceeds of $41.3. Grace is pursuing the sale of the remaining non-core businesses and corporate
invesimenis and expects o conclude such ransactions in 1994.

The loss from discontinued operations in 1992 included an aftertox provision of $12.1 reloting 1o the loss
associated with the sale of Grace's remaining Mexican-se restaurant operation. In March 1992, Grace
completed the sale of Groce Distribution for $97.8 in cash and notes.



Operating results of Grace's discontinued operations subsequent o their classification as such have been
consistent with amounts originally estimoted and are recorded ogainst established reserves. Operating results
prior to classification as disconlinued operations and sales and revenues for the three years ended
December 31, 1993, 1992 and 1991 were as follows:

1993 1992 1091
Cocoa
Sales and revenues $635.8 $683.5 $7050
[Loss)/income from operations before toxes'™ ... § {5.6) $ 18 $ 286
Income tax benekit/{provision} 1.0 4 (11.8)
|Loss}/income rom discontinved operations $ (4.8) $ 22 $ 1648
Battery Separators and EMS
SQles AN IBVENUES ... oo esemseseren s e $ 3879 $4136 $4017
Income from operations before raxes'"! $ 47 $ 291 $ 237
Income tox [provision) (2.1} {10.1) {8.0)
Income from discontinued operations § 26 $ 190 $ 157
Groce Energy '
Soles and $234.8 $ 5150 $470.2
{Loss) from operations before taxes"! - $ ) $ (25.6)
Income tax benefit - 66 97
{Loss) from discontinued operations - $ {4.5) $ 115.9)
Grace Distribution
Sdles ond revenues ........ - $1780 $7804
{Loss) from operations before toxes'"! - $ (28) $ )
Income tax benefit - 9 i
{Loss) from discontinued operations : - $ 19 $ -
Other
Sales and revenues $ 69.7 $ 965 $1024
{Loss) rom operations before taxes'" $ (1.7) $ (13.4) $ (27)
income tax beneftt 0.3 315 30
{Loss)/income from discontinued operations $ (1.4) $ (99 $ 3
Totol operating results of discontinued operations $ (3.4) $ 49 $ 169
Net pretox (loss} on disposals of operations {127.3) {255.1} -
Income tax benefit on disposals of operations 22.3 88.0 -
Tolol (loss}/income from discontinved operations. $(108.4) $1162.2) $ 169

Reflects on olfacation of interest expense based on fa) o ratio of the net assets of the businesses classified os discontinved
operations i the second quarter of 1993 as compared to Grace s total coprial and (b} Grace’s ncremental borrowing rote
opplied 10 both the expected proceeds from the divestment of Grace Energy and 1o the net assets of Groce Distribution through
the dates of their respeciive sales. ossuming thal amounts recewved from the divesiment of these businesses are used lo reduce
debi. The above operating results for the periods prior 1o classification os disconkinued operations include interest expense
alocations of $2 5, $38 6 ond $676 lor 1993, 1992 ond 1991, respectively.

For financial reporting purposes, the assels, liabilities, results of operations and cash flows of Grace Cocoa
Associates, LP. (LP} are included in Grace's consolidoted finonciol siatements as o component of discontinued
operations, and the outside investors' interest in LP is reflected as a minority interest in the Consolidoted Balance
Sheet. See Note 12 for o further discussion of LP.

Net assets of Grace's discontinued operatians (excluding intercompany assets} at December 31, 1993 were

as follows: Battery
Separators Grace
Cocoo and EMS Energy Other Total
Current assets $2186 $ 143 $ 148 $ 544 $ 4021
Properties and equipment, net ..................... 170.3 157.2 1340 388 500.3

Investiments in and advonces lo

offifioted compomies ... - 48 41 40.2 49.1
Other noncurrent assels ...........oo........... 418 254 n4 470 1254
Total assets . 34307 $3017 $164.3 $1804 $10771
Current liabilities $1274 $ 389 $ 149 $ 231 $ 2043
Other noncurrent ligbilifies ......................... 63.7 287 19.7 {.6) mn.s

Total liabilifies..............coe . $ 1911 $ 676 3 346 $ 22.5 $ 2158

Mlot maoan, . A
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1993 1962

Notes and Accounts Receivable
Trade receivobles, less allowonces of $49.7 {1992 = $38.3) ... . & 5487 $ 59083
Other receivables, less allowances of $.6 {1992 = $1.0) ... oo, m.” 921

§ 6574 § 6904
Inveniories
Row and packaging malerials . ST S | I | $ 1793
In process 599 76.2
Finished products 243.3 3247
Geneiol Merchondise ... reree s . 67.0 508
Less: Adjustment of certain inventories to @ lastin/firskout {LIFO) basis .........cooercrr e (40.6) {471}

$ 4410 $ 5929
Other Assets
Deferred income toxes ... $ 2773 $ 1371
Prepaid pension costs 224.2 220.2
Patient relotionships, less accumulated amortization of $96.5 (1992 = $78.5) ..o 196.4 1848
Long-term receivables, less allowances of $13.4 {1992 - $84} ... 177.0 103.5
Deferred chorges et 110.4 108.1
LONGHEIM IMVESIMENLS ....cccccocerrersssers v ssmsns s s snr s nsssss e - 104.4 68.2
Investments in and advances fo offilioted companies 514 158
Patents and licenses 3.9 257
Other . 60.3 61.5

$1,235.3 $1,033.9

During 1993 and 1992, Grace entered inlo agreements to sell up 1o $270.0 and $345.0, respectively, of
interests in designated pools of rade receivables. At December 31, 1993 and 1992, $263.8 and $3079,
respectively, had been received pursuant lo such sales, which amounts are reflected as reductions 10 trade
accounts receivable. Included in the trade receivables soid at December 31, 1992 are $50.0 of frade
receivables, the sale of which has been reflected as a reduction in net assels of discontinued operations,

Under the terms of these agreements, new inlerests in frade receivables are sold as collections reduce
previously sold trade receivables. There is no recourse 1o Grace, not is Grace requited 1o repurchase any of the
trade receivables in the pools; if certain trade receivables in the pools prove to be uncollectible, other rade
receivables are substituted (to the extent available). Costs related 1o these soles are expensed as incurred.
There were no gains or losses on these iransactions.

Inventories valued at LIFO cost comprised 29.0% and 22.9% of inventories ot December 31, 1993 and
1992, respectively. Liquidation of prior years' UFO inventory layers in 1993, 1992 and 1991 did not materially
offect cost of goods sold in any of these years.

* 1993 1992
land $ 5.3 $ 502
Buildings 636.1 801.3
Machinery, equipment and other ., . 1,842.5 2,199.1
PrOJ@CIS UNGBI CONSIUCHON ........cvccvvuuunes oo sssssssssens s mssass e e ssssssesesss s smastcss ot se s 2479 2314
Properties and equipment, gross 2,777.8 3.291.0
Accumulated depreciation and amortizaotion : (1,323.7) {1.583.1}

Properties and equipmeni, net - $1,484.1 . $1.7079

Interest costs have been incurred in connection with the financing of certain assets prior to placing them in
service. Interest costs capitalized in 1993, 1992 and 1991 were $7.4, $20.4 and $21.4, respectively.
Depreciation and amortization expense relating to properties and equipment amounted to $189.2, $194.9
and $203.4 in 1993, 1992 and 1991, respectively.
Grace's renlal expense for operating leases amounted to $63.8, $80.0 and $67.7 in 1993, 1992 and
1991, respeciively. See Nole 11 for information regarding contingent rentals.



9. Debt

At December 31, 1993, minimum future payments for operaling leases were:

[0, 7 . 354
1998 e ‘ et e 289
LOMEI WRAMS L. . . oottt eereeteer e rees Shos Sassessseass e £ SEARRSL et 11 R AR R 1 £ e e 755
Totol MINIMUM 1005 PAYMENIS .......o..cccooior e ssesssscenssese o oo sene st s seonimsresssies + oessnrsssisserennns $2O1.3

The above minimum lease payments incude sublease income of $12.1 per year for 1994 through 1998 and a toral of
$53.6in loter years.

In 1992, a critical raw material supplier to Grace's fumed silica plont in Belgium was effectively denied o
previously promised permit for by-product disposal, resulting in the shutdown of the supplier's plant. As a resul, the
continued operation of Grace's plant would have required Grace fo obiain other suppliers and/or lake other aclions
requiring significant odditional investment. Consequently, Groce closed its plant and in the third quarter of 1992
recorded o onetime provision of $140.0, reflecting the entire net book value of the focility and certain additional
expenses. This provision could be offset in part by recoveries from liigation, the renagotiation of cerain conracts
relating 10 the plant and/or the sale of the plant. As of December 31, 1993, Grace substantially completed the
shuidown of this focility and believes the amounls recorded ore adequate to cover remaining contingencies.

1993 1992
Short-Term Debt
Commerciol poper {3.6% ond 4.1% wes%hted average interest rale of
year-end 1993 and 1992, respectively|!!! $ 250
Bank borrowings {4.3% welgh'ed average inlerest rate o yeot-ond lW?]"’ 1706
Current molurities of long4erm debt ... 507
Other shorHerm bamowings' ... ....comeccesiveenn 2184
$ 4647
Long-Term Debt
Commercial paper {3.6% weighted average inlerest rate of yeorend 1993}/ .. ... § 308 -
Bank borrowings {3.6% and 4.3% weighied average interesi rale o
year-end 1993 and 1992, respechve|y|‘ " 479.6 $ s100
7.4% Notes Dye 2000 300.0 -
7.75% Notes Due 20021 ... 150.0 1500
6.5% Notes Due 19958 ... 150.0 1500
Sundry indebtedness with various maturities through 2003 722 874
Liquid Yield Option Notes [LYONSI®! . .........ooeeceeeoorocescorverenseemssssnsemsessscsssssssssesssmsossssseesesses - 3512
6. 25% Convettible Subordinate Debentures Due 2002 - 1500
Industrial revenve bonds with various maturities thiough 2007 ........ - 6.6
1,182.6 1,405.2
Less amounts due within one year included in shori-term debt 9.1 507
$1,173.5 $1,3545
Fullyeor weighted overage interest rate on totol debt ............. ... ..... 5.5% 67%

"Under its bank revolving credit ogreement, Grace may borrow up to $1,225.0 of interest rotes based upon the prevailing prime,
lederal funds ond/or Eurodollor rate. Of the $1,225.0, opproximately $715 0 is avarllable under a 364-doy facility expinng
September 1, 1994, ond the remainder is avarlable under a three-yecr facility expiring Seplember 1, 1995. At December 31,
1993 and 1992, borrowings of $63.9 and $250 0, respectively. were oulstanding under the revolving credit agreement ond
are included in long4erm bank borrowings above At December 31, 1993, $613.9 was reserved o support commerciol paper
ond other bank borrowings outstonding, leaving net unused credit faciliies of $547.2. Grace's ability to borrow the moximum
omounis available under these facilities is subject to compliance with certain covenants, which include minimum net worth
requiremenis and an inferes! coverage ratio.

Represents vorious lines of credit and miscellaneous borrowngs, prmanly of non-U.S. subsidicries.

BDuring the first quarter of 1993, Grace sold af par $300 0 of 7 4% Notes Due 2000. Inferest is payable semionually ond the
Noles may not be redeemed prior o molurity

“During the third quarter of 1992, Grace sold of par $150.0 of 775% Notes Due 2002. Interest is payable semiannvally ond
the Notes may not be redeemed prior to maturity.

IDuring the fourth quarter of 1992, Grace sold $1500 of 6 5% Notes Due 1995 of an inilial public offering price of 99.758%
of por, to yield 6.59%. interest is payable semonnually and the Notes moy nol be redeemed prior 1o maturily.

“iGrace redeemed in full oll of its outstonding Liquid Yield Ophon Notes [LYONSs) ($1.012 5 prmcipal omount of maturity; $371.1
corrnng valvel on July 30, 1993. In connection with the redemption, approxmately 31% of the LYONs {approximately $309 6
principal amount, $113.5 carrying vaive] were converted inio 2.8 million shores of W. R. Grace & Co. common stock The
remainder of the LYONs were redeemed for $257.6 n cash

"Groce redeemed in full all of its outstanding 6.25% Convertible Subordinate Debentures Due 2002 [6.25% Debentures) on

September 15, 1993 The 6 25% Debentures wers convertible ntn commen siock of W R (3rara & Ca M 1 rAnveruns rrica
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Payment of substantially all of Grace’s borrowings may be accelerated, and its principol borrowing agreements
terminated, upon the occurrence of a default under certain other Grace borrowings.

Scheduled maturities of debt outstanding at December 31, 1993 are: 1994-$9.1; 1995-$166.3;
1906-$13.9: 1997-34.1, ond 1998-$4 4.

Interest expense for 1993, 1992 and 1991 amounted to $81.5, $90.0 and $115.4, respectively. inferest
payments made in 1993, 1992 and 1991 amounted to $102.5, $166.8 and $263.9, respectively. By
managing its interest rate expasure through interest rate derivative agreements, Groce raduced inlerest expense
for the years ended December 31, 1993 and 1992 by $20.3 and $4.7, respectively. See Note 10 for a further
discussion of interest rote hedge agreements.

During the fourth quarter of 1993, Grace filed o registration statement with the Securities and Exchange
Commission covering $750.0 of debt and/or equity securilies that may be sold from lime 1o time; the
registration slatement became effective in January 1994.

interest Rate Swaps

Grace enters into inlerest rate hedge agreements fo manage interest costs and risks associated with changing
interest rales; most of these agreements effectively convert underlying fixed-rote debt into variable-rate debt
based on LIBOR. At December 31, 1993 and 1992, the nolional principal omount of these agreements fotalled
$1,250.0 and $1,035.0, respectively. At December 31, 1993, Grace would have been required o pay $25.8
1o sefiie these agreements, representing the excess of carrying value over foir value, based on estimates
received from financial institutions. The fair value ot December 31, 1992 was not material. Dus to previously
seitled agreements, Grace has unamortized gains of $56.3 and $4.9 os of December 31, 1993 and 1992,
respectively, which ore reflected os adjustments o inferest expense over appropriote periods relevant fo the
respeclive financial insiruments.

Foreign Currency Contracts

Grace enters into a variety of shortterm currency swaps, foreign exchange contracts and options fo manage its
exposure fo fluctuations in foreign currency exchange rates. These contracts generally involve the exchange of
one currency for another ot a future date. At December 31, 1993, Grace had a nofional principal amount of
approximately $34.9 in contracts to buy or sell foreign currency in the future. The carrying value ot December
31, 1993 ond 1992, which approximated fair value based on exchange rales ot December 31, 1993 and
1992, was nof significant,

Other Financial Instruments

At December 31, 1993 and 1992, the carrying value of financial instruments such as cash, shorHerm
invesiments, rade receivables and payables and shortterm debt approximated their fair values, based on the
shorterm malurities of these instruments. Additionally, the carrying value of both long-term investments and
receivables approximated fair values. Fair value is determined based on expected future cash flows, discounted
ot market interest rates, and other appropriate valualion methodologies. At December 31, 1993 and 1992, the
fair volue of longterm debt was $1,216.4 and $1,400.9, respectively. Both periods include approximately
$510.0 of borrowings supported by the revolver agreement, for which the carrying value approximated fair
value. The fair value of debt is determined by oblaining quoles from financial institutions.

Exposure to market risk on interest rate and foreign currency contracts resulls from fluctuations in floating rate
indices and currency rates, respectively, during the periods in which the contracts are outstanding. The
counterparties to Grace's interest rate hedge agreements and currency exchange contracts consist of o
diversified group of major financial institutions. Grace is exposed to credit risk to the extent of nonperformance
by these counterparties; however, management believes the risk of incurring losses due to credit risk is remote.
The nofional amount of the instruments discussed above reflected the extent of involvement in the instruments, but
did nol represent ils exposure to market risk. Considerable judgment is required 1o develop the estimates of fair
value; thus, the estimates provided above are not necessarily indicafive of the amounts that could be realized in
a current morket exchange.



11. Commitments and
Contingent
Liabilities

12. Minority Inferests

AN

Grace is the named tenant or guaranior with respect to cerain lease obligations of previously divested businesses.
The leases, some of which extend 1o 2015, have huture minimum lease payments aggregating $68.4. Groce is aiso
the named lenant or guarantor with respect to lease obligations having future minimum lease paymenis of $43.7, as to
which Channel Home Cenlers, Inc., a previously divested business, has been released in bonkruptey; offsetting this is
$39.7 of hyture minimum rental income from subtenants. Grace conlinues to attempt lo sublease the remaining
properties and believes ifs ulimale exposure is not material,

Grace is the named tenant with respect to lease obligations with future minimum lease payments of $19.5
that have been assigned to Hermans, a previously divested business currently operating under Chopter 11 of
the Federal Bankruptcy Code. Hermans has advised Grace that it intends lo continue to occupy premises under
leases with future minimum poyments of $17.9 and is negotiating termination agreements as to the remainder.
Grace believes its ultimate exposure under these leases is not material, as Hermons is performing on its current
lease obligations and expects to emerge from bankrupicy as o viable company. Additionally, Groce is fully
indemnified by other parties for any losses it may incur under these leases.

in 1992 and 1993, Grace provided The Restaurant Enterprises Group, Inc. (REG| with various forms of
linancial support, including a letter of credit support facility to assist REG in meeting certain liquidity and
other financial requirements. During 1993, REG was reorganized, and in januory 1994 the letter of credit
was canceled ond Grace received $42.8 in exchange for all of the REG securities held by Grace. The
reorganized REG {now named Family Reslauranis, Inc.) has agreed to indemnify Grace with respect 1o
leases entered into by REG's subsidiaries under which Grace remains contingently liable. At December 31,
1993, these leases have future minimum lease payments of $72.4. Grace believes any risk of loss from
these contingent liabilities is remote.

Grace is subject 1o loss contingencies resulting from environmenial laws and regulations, which include obligofions
lo remove or miligate the effects on the environment of the disposol or release of certoin wastes and other substances
at vorious sites. Grace accrues for anficipated costs associated with investigatory and remediotion efforts where an
assessment has indicated that g loss is probable ond can be reasonably esfimated. At December 31, 1993, Grace's
accrued liobility for environmental remediation tofalled approximately $160.0.

The measurement of the liability is evaluated quarterly bosed on currently available information, including the
progress of remedial investigalion af each site, the current status of discussions with regulatory authorities
regarding the method and extent of remediation ot each site, and the extent of apportionment of costs among
other potentially responsible parties. As some of these matters are decided [the outcome of which is subject to
various uncertainkies) and/or new sites are assessed and costs can be reasonably estimated, Grace will review
and analyze the need for odditional accruals.

In December 1992, P, formerly a general parinership named Grace Cocoa that was wholly owned by two
Grace entities, admitted two addifional Grace entities as general partners and also admitted one new fimiled
pariner. As a result of the admission of these new partners, the total capital of LP increased to $1,430.5, which
included o $300.0 cash contribution made by the new limited pariner, $297.0 of which was funded by outside
investors. LP's assets consist of Groce Cocoa’s worldwide cocoa and chocolote business, longterm notes and
demand loans due from various Grace enlilies, which are guaranteed by W. R. Grace & Co. and ils principal
operating subsidiory, and cash. The cash contribution from the new limited pariner was initially lent by LP to the
principal operating subsidiary of W. R. Grace & Co. and was used io refire certain domestic borrowings and
for general corporate purposes. Four Grace entilies serve as general pariners of LP and own general
parinership interess lotalling 79.03% in LP; the new limited partner owns a 20.97% limited pariner interest in LP.
LP is a separate and distinct legal entity from each of the Grace entities and has separate assets, liabilities,
business functions and operations. For financial reporting purposes, the assets, liabilities, results of operations
and cash flows of IP are included in Grace’s consolidated financial siatements as a component of discontinved
operations and the oulside investors' interest in LP is reflected as a minority interest.
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13. Shareholders’
Equity

14, Stock Incentive
Plans

The weighted average number of shares of common stock outstanding during 1993 was 91,461,000
(1992-89,543,000; 1991-87,236,000).

W. R. Grace & Co. is authorized to issue 300,000,000 shares of common stock. Of the common stock unissued
at December 31, 1993, approximately 8,767000 shares may be issued or delivered upon the exercise of siock
options or gront of share awords in connection with stock incentives such as stock options. In addition, ot December
31, 1993, 102,232,000 shares were reserved in connection with Common Stock Purchase Rights (Rights). A Right is
issued for each outstonding share of common stock; the Rights are not and will not become exercisable unless and
until certain events occur, and al no lime will the Rights have any voling power.

Preferred stocks authorized, issued and outstanding are:

Shares as of December 31, 1993 Por Value of Shares Outsianding
Authorized and In
Issued  Treasury - Outsianding 1993 1992 1991
6% Cumulotive"! o, 40,000 3,536 36,464 $3.6 $36 336
8% Cumulative Class A7 ............ 50,000 33,644 16,356 1.6 1.7 17
8% Noncumvulative Class B . 40,000 18,415 21,585 22 22 22
$7.4 $75 $75

11160 votes per share.
1216 votes per shore.

Dividends paid on the preferred stocks amounted 1o $.5 in each of 1993, 1992 and 1991.
The Certificate of Incorporation also authorizes 5,000,000 shares of Class C Preferred Siock, $1 par value,
none of which has been issued.

Chonges in outstanding common stock options ore summorized below:

1993 1992 1991

Average Averoge Average
Number  Exercise Number Exercise Number  Exercise
of Shares Price of Shares Price of Shares Price
Bolance ot beginning of year ... 6,365,187  $35.09 6,112,248 $3201 7172775  $249)
Optlions granted...........cccconvc. 1,461,428 38.00 1,445,300 3777 2,901,793 3927

7,826,612 7557548 10,074,568
Options exercised ................... (683,255) 25.89 {1,132,863) 25.29 12,052,421) 23.48
Opiions terminated or canceled ...  {178,053) 40,13 159.498) 2797  {1,909,899) 25.54
Bolonce ot end of yeor ................ 6,965,304 36.48 6,365,187 3509 6,112,248 3201

At December 31, 1993, options covering 5,056,256 shares (1992-4,025,840, 1991-3,690,088] were
exercisable and 1,804,122 shares (1992-3,087,994, 1991-4,637,368) were availoble for additional grants.

In 1991, certain execulive officers surrendered all or @ portion of their outstanding stock opfions in exchange
for shares of common stock equal in value 1o the excess of { 1) the market value of the option shores at the date
of sumender over [2) the purchase price of the option shares. The shares received upon surrender were subject
to restrictions on transler. The officers surrendering options generally were granted new options covering an
equal number of shares with o purchose price equal to 110% of the fair market value of the common stack on
the dote of grant. Subject 1o certain exceptions, such options may not be exercised until 1996, at which time
they become exercisable in five annual instaliments.



15. Pension Plans

1]

Grace maintains defined benefit pension plans covering employees of cerfain unils who meet age and service
requirements. Benefils are generally based on final average solary and years of service. Grace funds its U.S.
pension plans in accordance with federal laws and regulotions. Non-U.S. pension plans are lunded under o
variety of methods because of differing local laws and customs and therefore cannot be summarized.
Approximately 55% of U.S. and non-U.5. plan ossels ot December 31, 1993 were common stocks, with the
remainder primarily fixed income securifies.

Pension [berefill /cost is comprised of the following components:

1993 1992 1991
U.S. NonU.S. US. Nonl.S. U.S NonlUS$S
Service cost on benefits ecined during the year .......... $ 17,6 $95 St $94 $136 $134
Interest cast on benefits eamed in prior years ............... 36.3 17.1 n7 16.5 309 16.3
Actual return on plan assets {108.2) {86.7) 1209) [306] (83.4) (343]
Deferred gain/{loss} on plon assels ..................... 58.1 36.0 (30.5) 9.5 33.2 129
Amortization of net gains and prior service cass {5.3) {1.7) (84 {5.5) (77 [2.9]
Net pension [benefi]/cost $11.8)  $42 31700 3 (7) $N36) § 54
The funded stalus of these plans was as follows:
1993 1992
u.s. Non-U.S. us. NonU.S.
Actvarial present value of benetit obligation:
Vested SRR 1. I % 1 $172.6 $522.3 $163.6
Accumulated benefit obligation ............... ... $620.0 $182.2 $5277 $176.0
Tolal projected benefit obligation , - $691.4 $263.4 $506.4 $240.4
Plan assets o fair valve 8364 270.1 7679 288.5
Plan assets in excess of projected beneft obligation .......  145.0 6.7 1735 481
Unamortized net gain of initiad dophion ................ueumern. {96.1) (6.4) {108.6} (14.3)
Unamortized prior service cost 348 42 19.4 LW,
Unrecognized nei gain/|loss) 47.6 9 542 {21.0)
Prepaid PeNSION COSE .......ooerrrerrrcremrnnrenennr e $131.3 s sa $136.5 $ o

Mincludes $71.4 in 1993 and $80.7 in 1992 of prepdid pension costs.

The following significant assumptions were used in 1993, 1992 and 1991:

1993 1992 1991
US. Nonls. us. Non-U.5. US.  NonUS.
Discount rate ot December 31, ................ 7.5% 4.5- 8.0% 80% 60-120% 90% 60-130%
Expecied long-lerm rote of retum ..... -~ 90 6.0-105 90 60-N10 90 60-10
Rate of compensafion increcse ............... 35 3.5- 75 60 35-75 60 35-75

As a result of classifying certain operations as discontinued and divesting other operations, Grace

* recognized an increase in the net prepaid pension benefit of $6.2 and $10.9 in 1992 and 1991, respeciively.

in oddition, Grace sefiled certoin pension obligations of one of its non-U.S. plans, resulling in gains of $.6, $.7
and $11.8 in 1993, 1992 and 1991, respectively.

Grace's Refirement Plan for Salaried Employees (Pian) contains provisions under which the Plan would
automaticolly tesminate in the event of a change in control of W. R. Grace & Co. and Plan benefits would be
secured through the purchase of annuity contracts. Upon such termination, o portion of the Plan's excess assets
would be placed in an irrevocable trust 1o fund various employee benefit plans and arrangements of Grace,
ond any bolonce would be reluned to Grace.



16. Other Postiretirement
Benefit Plans

Grace provides cerfain other postretirement health care and life insurance benelfits for retired employees of
specified U.S. units. These reliree medical and life insurance plans provide various levels of benefits 1o
employees {depending on their date of hire) who retire from Groce after age 55 with at least 10 years of
service. The plans are currently unfunded.

Effective January 1, 1992, Grace adopted SFAS No. 106, which requires the accrual method of accounting
for the future costs of postrelirement health care and life insurance benefits over the employees’ years of service.
The “pay as you go” methad of accounting, used prior lo 1992, recognized these cosis on a cash bosis. The
adoption of SFAS No. 106 on the immediate recognition basis, concurrent with the adoption of SFAS No. 109,
resulted in o charge to 1992 earnings of $190.0, net of $98.0 of deferred income taxes. in addition, the
application of SFAS No. 106 resulted in a decrease of $5.1 in 1992 aftertax earnings fom continuing
operations. Grace's cash flow, however, is unaffected by implemeniation of SFAS No. 106, as Grace continues
to pay the costs of postretiremeni benefits as they are incurred.

Included in noncurrent liabilities as of December 31, 1993 and 1992 are the following:

1993 1092

Accumuigted postretirement benefit obligation:
REH@@S ..ooreecrerrrer e srrrccrens $168.9 $1510
Fully eligible participants 369 2.5
Acfive ineligible porticiponts. 383 45)
Accumulated postretirement benefit obligation ...... 244.1 2176
Unrecognized net loss {40.7} (176}
Unrecognized prior service benefil 529 752
Accrued postretirement benefit obligotion . $2%6.3 $275.2

Net periodic postrelirement benelfit cost for the years ended December 31, 1993 and 1992 is comprised of
the following components:

1993 1992
Service cos! $ 22 $38
interest cost on accumulated pasiretirement benelit obligation 1.2 15.6
AmOMiZOtON Of NeEIOSS ..o s enen : 2 -
Amortizalion of prior service benefil ................urmnneermersessmsieeon, (4.5) (1.9}
Net periodic POSHEHIEMEN! DENEHE COSY............cooori oo sosessse s ssesesesssstre s $Na $175

The cost of these benefits cash basis) 10 Grace's continuing operations was approximotely $5.6 for 1991,
As a result of classifying certain operotions as discontinued, Grace recognized reductions in the accrued
postretirement benelit obligation of approximately $16.6 and $23.5 in 1993 and 1992, respectively, which are
reflected in the reserve for discontinued operations.

During 1992, Grace's retiree medical plans were amended 1o increase cost sharing by employees refiring after
January 1, 1993. This amendment decreased the accumulated poshetirement benefit obligation by $52.9 ol
December 31, 1993 and will be amortized over an average remaining future service life of opproximately 13 years.

Medical care cost trend rates were projected ot 11.7% in 1993, declining to 5.0% through 2003 and
remaining level thereafter. The effect of o one perceniage point increase in each year's assumed medical care
cost rend rate, holding all other assumplions constant, would be to increase the annual net periodic
postretirement benefit cost by $1.6 and the accumulated postretirement benefit obligation by $16.5. The
discount rates at December 31, 1993 and 1992 were 7.5% and 8.0%, respectively.

In November 1992, the Financial Accounling Standards Board issued SFAS No. 112, “Employers’
Accounting for Postemployment Benefits,” which requires accrual accounting for non-accumulating
postemployment benefits. Grace's primary postemployment obligation is for disabled workers’ medical benefits.
These are cutrently included in accrued posirelirement costs under SFAS No. 106. The adoption of SFAS No.
112 is not expected to have a material effect on Groce's results of operations or financiol position.



17. Industry and
Geogrophic
Segments

Specialty Health
Industry Segment information'’ Chemicals Core Other? Total
Soles and Revenues 1993 $2,895 $1,513 $ - $4,408
1992 3,062 1,275 - 4.337
1991 3078 1,060 249 4,387
Pretax Operoting Profit ... 1993 392 247 (418) 221
1992 2501 176 (242 193
1991 409 143 (218)4 334
Identifiable Assets .... 1993 218 1,442 1,791 5,348"
1992 2012 1,095 927 40344
1991 2260 1,016 750 4026
Copital Expenditures 1993 209 80 21 310
1992 224 52 34 kilol
1991 216 46 52 3149
Depreciation and Amortization . 1993 138 78 12 228
1992 151 65 9 225
1991 154 61 18 213
Unollocoted
United Corporate
Geographic Segment Information'" States Canodo Evrope Other itemy? Totat
Sales and Revenues ... 1993  $2,835 $124 $ 932 $497 § - $4,408
1992 2721 131 1,081 404 - 4,337
1990} 2,455 136 1,186 361 249 4,387
Pretax Operating Peohit ...................... 1993 460 7 93 79 {418)« ]
1992 387 1 {32} 79 {242)™ 193
19N 33 10 152 77 (218)4 334
identifiable Assets ... 1993 2,327 82 753 395 1,791 5,348
1992 1977 75 772 283 927 40349
1991 1,915 86 Q69 306 750 40269
MCericin omounts have been resiated 1o conform fo the 1993 presenigtion.
@lincludes divested specially businesses ond unallocated corporote #ems.
Fincludes o prowision of § 140 relating 1o o fumed silica plant in Belgium.
¥Unollocated corporote items include:
1993 1992 199]
interest expense ... et reeeennee ${82) 3 [90) $4118)
General corporoie overhead e D (63) {64) {63
General corporate research expenses... R (64) 62) (56)
Provision relating to asbestos+elated insuronce coverage {159) - -
Net gam on sirategic restrycrunng + e e - - 6
Other (expenses]/income, net. ...........c. oo (50) [26) 10
L= $(418)  ${242) . $i2i8)
Exchudes assers and copitol expenditures of discontinued operations os follows:
1993 1992 1991
Identificble Ossels ............ .. s . 95,348 $4,034  $4,026
Disconfinued opRrations.....................oemmenieerevmescscseen 761 1,565 1,08!
Total Assets e 96,109 $5,599  $6,007
Copilal expenditures................. .ooocooooeereeen . $ 310 §$ 310 3 34
Discontinved operations - 88 133
Total Capitol Expenditures............ .. $ 310 3 398§ 447
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Financial and Statistical Review

Quarterly Summary Quarter Ended March 31 June 30 September 30  December 31
Unavdited—dallors in millions, ]
except per share 1993
Sales and revenues ... 9986,2  $1,094.1 $1,138.1 $1,192.0
Cost of goods sold and operating expenses...........  (593.8} {648.5) (664.3) {690.2)

income/|loss) from conlinuing operations ... 31.7 53.9 {236.4) 285.2
Loss from discontinued operations ................. (3.4) {105.0} - -
Net income/|loss) ......ccvrvvevevcrvnnene . 28.3 {51.1) (236.4) 285.2
Earnings/{loss) per share:?
Conlinuing Operglions ... 9 38§ 60  $ (2.56) $ 3.05
Net earnings/(loss) .......occceerne <) I (.57} {2.56) 3.05

Fully diluted earmings per shore:

Continuing operations ... $ 34 §$§ 56 § -4 § 3.03

INEE @OININGS w.covrerverreceoreerrs e sresnesssnessres s 30 = —tl 3.03
Dividends declored per common share ... $ 35 § 35 $ 385 § 35
Market price of common stock:?!

2 e L TR S |+17 3. 40% § 4Yi §  40%

LOW et cereerteeremsemseesseesnssescseemeeesee e aneremennesseess e 36% 38'xa 34% 34%

Close ..o 38/ 402 4% - 40%

1992/
Sales ond revenues . v eneaes s $9403 310616 $ 10142 $1,2209
Cost of goods sold and operaling expenses........... (566.1) (609.2) [649.2) (7770}
Income/|loss} from continuing operations ................. 170 510 184.5)" 74.1
{Loss]/income from disconlinued operations .. (14.1} {152.3) 24 1.8
Cumulative effect of accounting changes................. 190.0} - - -
Net (I08S) /INCOME ..........ooooocreeoeeeeeereerrscessreeseeeses seererene {1871} (101.2) 82.1) 759
Earnings/(loss) per share:

Conlinuing OPEIGNONS..........cccucvrrvrrssssseereereesssncnss $ 19 % 57 $ (o4 $ 82

Cumulative effect of accounting changes ............. (2.12) - - -

Net (loss)/€0rnings..........ccuvrermmesccmemrmreersessmisnsene (2.10) (1.13) {92} .84
Fully diluted earnings per share:

Continuing 0peraions.............ccmmmmnes. $ 18§ 54 $ o875

N@ @GININGS ....ooveeevenerrrrveenne e s e -4 - 77
Dividends declored per common share ............... $ 35 § 35 $ 35 $ 35
Market price of common stock*!

1o N $ 45 3% 382§ 8% $ 40%,

37 Y 33 32 34
40% 34 37 % 40Y.

""Amounts have been resiated to conform to the yearend 1993 presentation.

“Per share results for the four quarters dilfer from fullyeor per share resuits as o separote computahon of earnings per shore 1s
made for each quarter presented. The difference in 1993 1s principally due fo the conversion in the third quarter of outstonding
LYONs into approximately 2.8 million shares of common stock; see Note 9 1o the Consolidated Financiol Stotements.

Principal market: New York Stock Exchange. '

“includes a prowision of $300.0 reloting to osbestosrelated insurance coverage.

Yincludes o $200.0 reversal of the $300 O provision reloting fo osbesios+eloted nsurance coverage.

1INot presented os the effect is anti-dilutive

Mincludes a prowision of $140.0 relating Io o fumed silica plant in Belgium



Quarterly Statistics
Unovdited~doliars in miflions

Quarter Ended Morch 31 june 30  September 30 December 3}
199311

Sales and Revenves

Specially Chemicals ... IO48.1  § 729.9 $ 7347 $ 7829
Heolth Care ... 3381 364.2 401.4 409.1
Total . . - $986.2 $1,094. $1,136.1 $1,192.0
Operating Income After Taxes'?

Specialty Chemicals ... $ 396§ 58.8 $ 605 $ 806
Health Care - 279 35.1 36.9 42.3
Total et e e s e $ 675 $§ 99 $ 974 $ 1229
19920

Sales and Revenues"!

Specialty Chemicals . $5997 § 6879 $ 7232 $ 8000
Health Core 2890 3090 3323 3449
TOM e $888.7 § 9969 $1,055.5 $ 1,539
Operating income After Taxes?

Specialty Chemicals ..............coccmmmmsmsessisesniionene $339 § 597 $ 6204 $ 836
Health Core e . 206 256 278 N7
Total $545 § 853 $ 898 $ 153

MAmounts have been restated to conform to the ysarend 1993 preseniation.

@Excludes divested businesses and, n 1993, a $100.0 provision for asbestosrelaled insurance coverage. Amounts ore computed
before the allocotion of corporate research, corporate overhead and corparate interest. For this toble, taxes are computed
substantially on o separate retucn basis for each unit :

MExcludes sales of divested businesses; therefore, the iofal does not agree with sales ond revenues in the Consolidoted Statement
of Operations. .

“Excludes a prowision of §140.0 relang to a fumed silica plant in Belgium.



Worldwide Operations

Dollars in mifhons

Capital Expenditures,
Net Fixed Assets and
Depreciation and Lease
Amortization'"!

Dollars in millions

Sales ond léevenues‘ E Operating Income After Toxes''™

1993 1992 1991 19936 1992 199!
United States/Canada
Specialty Chemicals ... $1,585 31,455  $1.407 $141 $124  $120
Health Care ... 1,428 1,211 1,029 128 92 78
ToIl e e 2,979 2,666 2,436 269 216 198
Europe
Specialty Chemicals ..... 852 967 N5 46 651 87
Health Care ... 80 58 31 14 14 5
Total 932 1,025 Q46 60 79 92
Asia Pacific
Speciolty Chemicals ... 307 278 2065 40 36 37
Health Care ... 8 o} - - - -
Total 315 284 265 40 36 37
Latin America/Other
Speciolty Chemicols 181 120 95 13 14 Q
Health Care ..o 1 - - - - -
Total vt e 182 120 Q5 13 14 9
Subtotal ... 4,408 4,095 3,742 382 345 336
Divested Businesses....................... - 242 645 - 16 10
Total Continuing Operations ... $4,408  $4,337  $4,387 $382 $361  $346

l'Certain 1992 and 1991 amounts have been restated to conform to the 1993 presentation.

MComputed belore the allocation of corporote research, corporate overhead and corporote interest. For this table, taxes are
computed substantially on a separate return basis for each subsidiory ond dvision. in the cose of each U.S. subsidiary ond
division, lax benefits lor operanng losses, if any, are recognized currently.

WExcludes a $100 provision for asbestos+eloted insurance coveroge

“iExcludes a provision of $140 relating to o fumed sifica plant in Belgium.

Depreciation ond
Copital Expenditures Net Fixed Assets Lease Amorhzotion

1993 1992 1991 1993 1992 1991 1993 1092 1991

Operating Group

Specialty Chemicals ........... $209 $200 $170 $1,049 $ 975 $ 04l $135 $131 $126
Health Care 52 46 277 221 205 46 38 36
Subtotal .................. 252 225 1,326 1,196 1,146 18 169 162
General Corporate ............ 21 34 45 128 102 92 8 8 7
Total Continuing Operations 310 286 270 1,454 1,298 1,238 189 177 149
Divested Businesses............. = 24 44 - 4 213 - 18 34
Discontinued QOperations ..... - 88 133 - 406 1,107 - - -
Tolo e $310 3398 $447 $1,454 $1708 32558 $189 $195 $203
Geographic Location

United States and Conada . $195  $156 $153 § 854 $ 757 $% 696 $117 $108 $107
Europe ..., 68 80 56 351 342 346 49 49 45
Other Aregs ..o, 26 16 16 121 Q7 104 15 12 10
Subtotal ... 289 252 225 1,326 1,196 1,146 181 169 162
GCeneral Corporate ............. 21 34 45 128 1092 92 8 8 7
Total Continving Operations 310 286 270 1,454 1298 1,238 189 177 169
Divested Businesses............. = 24 44 - 4 213 - 18 34
Discantinued Operations ..... - 88 133 - 406 1107 - - -
Total o $310 3308 $447 $1,454 $1708 $2558 $189 $195 $203

11992 and 1991 amounis hove been restated 1o conlform 1o the 1993 presentation



financial Summary
Dollars n millions, except
per share omounts

1993 1992 1991 1990 1989

Statement of Operations
Sales ONA 1BVENUES «.......oooereeeeeeeeee e $4,408.4 343370 $43866 $43007 $38203
Cost of goods sold and operating expenses..  2,596.8 26015 26492 26935 24307
Depreciotion and amortization.................ccccu.... 227.7 2249 2329 2272 190.4
Interest expense ..............comereenincicnmarenseninseon 81.5 Q0.0 1154 1370 1210
Research and development expenses ............... 135.0 130.0 128.1 1254 105.0
Income from continuing operations

before income faxes .................ccomverrereesrcnn. 221.21" 192,57 3342 2721 2078
Provision for income 1axes ...........coewevmevveiscennnnnn 86.8 134.8 132.5 975 613
Income from continuing operations................. 134.4 577 2017 174.6 1459
[Loss)/income from disconlinued operations.... (108.4) (162.2) 16.9 282 107.3
Cumulative effect of accounting changes.......... - (190.0) - - -
Nt INCOME/(IOSS) ...vveer e erercsreensenirrrees 26.0 (294.5) 218.6 2028 253.2
Financial Position
CUITRE QSSIS ....oooooeee oo eeeemmreeneesseteeresenns $1,9753 $20014 $19900 $2,380.1 $2,1663
Current ligbilities ..............cocornrvrscrcnene 1,992.6 16396 1,622 16801  1,589.1
Properiies and equipment, net ..o, 1,454.1 1,7079  2,5582 24621 22200
TOtal OSSO ....ccccoor e e snere e stntee 6,108.6 55986 60071 6,2265 56191
Total debt et st 1,706.1 18192 22594 22859 20167
Shareholders’ equity — common stock .............. 1,510.2 1,537.5 20177 19050 17229
Data Per Common Share
Eamings from continuing operations................ $ 146 § 64 $ 231§ 203 $ 171
Cumulative effect of accounting changes ......... - (2.12) - - -
Earmings/{I0ss) ....o...oooereevrriccs e 28 {3.29) 2.50 236 297
Dividends cereesesesr s seserarenes . 1.40 1.40 1.40 1.40 1.40
Book value . et s ranes 16.16 1710 2277 22.4 2016
Average common shares

oulstanding [thousonds] ..............c.......ecieans 91,461 89,543 87,236 85,879 85,193
Other Statistics
Dividends paid on common stock...................... $ 1279 $ 1254 $ 1220 $ 1202 $ 192
Capital expenditures . 309.6 3984 4470 5137 4846
% Total debt 1o total capital...............ereeemessconn. 52.9% 54.1% 527% 54 4% 53.8%
Common shareholders of record ...........co..e. 19,358 20869 21,949 23,327 26457
Common stock price ronge .............cocc...ocooervnrne. A1Ya-34%  45-32 40%-23% 33%-17 39%-25%
Number of employees — continuing

operations {thoysonds)...... ... .. . .. ... 34.0 328 329 342 33.2

Mincludes a provision of $159.0 relating fo asbestosreloted insurance coverage.
@includes a provision of $140.0 relating to o fumed silica plant in Belgum.

o
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