SECURITIES AND EXCHANGE COMMISSION
YASHINGTON, D.C. 20349

FORM 10-Q

Quarterly Report Pursnant to Section 13 or 15(d)
of the Secnrities Exchange Act of 1934

For the Quarterly Period Ended June 30, 1997

Commission File Number 1-1213Y B

W¥. R. GRACE & CO.

Delaware G5-0654331

(State of Incorporation) (I.R.S. Employer
. Identification No.)

Cne Town Center Road
Boca Raton, Florida 33486-1010
(561) 362-2000

Indicate by check mark whether the registrant (including its predecessor) (1)
has filed all reports required te be filed by Section 13 or 15(d) of the
Secnrities Exchange Act of 1934 during the preceding 12 months and (2) has
been subject to such filing requirenments for the past 90 days.

Yes X No

73,410,165 shares of Common Stock, 3.0l par value, were outstanding at
Angust 1, 1997,



¥. R. GRACE & CO. AND SUBSIDIARIES

Table of Content:

Page No
Part I. Financial Information
Item 1. Financisl Statements
Consolidated Statement of Operations I-1
Consolidated Statement of Cash I'lows I-2
Consolidated Balance Sheet I1-3
Notes to Consolidated Financial Statements 1-4101-10
Iiem 2. Munegemeni's Discussion aud Anulysis of Resulis of I-11twI-19
Operations and Finaacial Condition
Part II. Other Information
Item 1. Legel Proceedings Ir 1
Item 4. Submission of Matters to a Vote of Security Holdess Ir -1
Item 5. Other Information II -3
Itcm 6. Exhibits snd Rcports on Form 8-K II - 3
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PART 1. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

¥. R. GRACE & CO. AND SUBSIDIARIES Three Months Ended Six Months Ended
CONSOLIDATED STATEMENT OF OPERATIONS (UNAUDITED) June 30, Jane 30,
In millions (except pes share amocunts) 1997 1996 1997 1996
Sales and revennes. ... . ... ... ... ... £ 8342.5 % 920.3 $1,627.6 $1,781.9
Other 1nCOmE . ... ... ittt ittt 18.9 14.3 23.6 18.1
102 7 861.4 934.6 1,651.2 1,800.0
Cusi vi gouds suld end vpersling evapesses. ... .. 513.2 349.2 993.2 1,061.8
Selling, general and administrative expenses... 158.0 201.0 34.6 394.9
Depreciation and amortization.................. 49.2 45.9 97.7 90.8
Interest expense and related finencing costs... 20.3 18.3 39.4 36.7
Research and development expenses.............. 21.7 26.2 43.6 52.5
Restructuring costs...........covvieunneenn.nn 12.4 3.7 12.4 53.7
Gain on stles of businesses.................... (103.1) (326.4) (103.1) (326.4)
L0 671 367.9 1,387.8 1,3564.0
INCOME FROM CONIINUING CPERATIONS BEHORE
INCOME TAXES.. . .................. 139.7 366.7 263 4 436.0
Provision for income taxes..................... 72.3 131.7 99.6 157.4
© INCOME FROM CONTINUING CPERATIONS........ 117.4 235.0 163.8 278.6
Income from discontinaed operations............ -~ G8.9 -- 118.9
NET INCOME. .. ... ... ie i e $ 117.4 $ 333.9 8§ 163.8 $ 397.5
Earnings per share:
Continning operations. ... . ... ... ... .. e $ 161§ 243 3 221 § 2.86
Net income....... ..ot iiiennnannnarannn $ 1.61 S‘ 3.45 8 2.21 % 4.09
Fully diluted easnings per share:
Continuing operations...................... $ 1.5 $ 239 3§ 2,15 $ 2.80
Net income............. ... cooviuiieannon.. $ 1.5 % 339 § 215 3 4.00
Dividends declured per common share........... $ 145 $§ .125 3 .27 03 25
Veighted average sheres outstanding........... 72.8 96.6 74.0 97.3

The Notes to Congolidated Financial Statements are
integral parts of thcsc statcments.






¥. R. GRACE & CO. AND SUBSIDIARIES SIX MONTHS ENDED
CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED) . JUNE 30

OPERATING ACTIVITIES

Income from continning operations before income taxes....... $263.4 $ 436.0
Rcconciliation tc cash providcd by opcreting ectivitics:
Depreciation and amortization..................o.viiinnnn 97.7 90.8
Provigion relating to restroctnring costs............. .. 12.4 s3.7
Gain on seles of businesses............ ... ..., (103.1) (326.4)

Changes 1n a3sets and liabilities, excluding ertect ot
businesses scquired/divested snd foreign
currency exchange:

Increase in notes and acconnts receivable, net........ (72.3) (78.4)
{Increate)/ decrease in inventories.................... ' (13.1) 33.3
Proceeds [1om asbesius-related inmsurunce setllements.. 42.5 99.7
Paynments made for asbestos-related litigation
settlements, judgments and defente coste........... (49.9) (73.1)
Decrease in accounts paysble.......................... (36.3) (20.3)
Other. .. i e e e e et (47.2) (98.2)
NET PRETAX CASH PROVIDED BY OPERATING ACTIVITIES
OF CONTINUING OPERATIONS . .. ... .o iiti i it iiiieneeas 94.1 117.1
Nct prctex cash (uscd for)/provided by operating ectivitics
of discontinued operationsS.................ciiiiiinn.n. (25.3) 41.9
NET PRETAX CASIT PROVIDID DY OPERATING ACTIVITIES......... 68.8 159.0
Income taX€8 PALA. . ... ... ittt it i iae i e e e (28.0) ({40.5)
NET CASH PROVIDED BY OPERATING ACTIVITIES................ 40.8 118.5
INVESTING ACTIVITIES
Cupilul eapendibuled. . ... ittt it it i i (113.06) (234.5)
Net proceeds from divestments............................... - 666.3 697.1
Businesses acquired in purchase transactions, net of
cash acquired and debt assumed........................... (15.9) --
Net investing activities of discontinued operations......... (70.7) (97.6)
Other ... e e et i e e 14.9 14.7
NET CASH PROVIDED BY INVESTING ACTIVITIES................ . 481.0 379.7

FINANCING ACTIVITIES

Dividends paid. . ... ... .. L (19.3) (24.5)
Repzyments of boirowings having criginal maturities in

excess of three months. .. .............. ... iiiineinnnnn. (72.8%) (S0.8)
Increase in borrowings having original meturities in

excess of three months. ... ... ... . it inannn. (2.9) --
Net repsyments of borrowings having original maturities of

three months or less.. ... .......... ... .. .. i, (137.0) (6.7)
Stock oplaiomns eserviased. .. ..o e e 24.3 33.2
Net financing sctivities of discontinned operations......... -- (37.1)
Purchase of tressnry stock................ ... ... ... ... ..... (335.9) (398.2)

NET CASH USED FOR FINANCING ACTIVITIES................... (544.1) (464.1)
Fffect of exchange rate changes: on cash and cash eqnivalents (2.3) (1.0)

(DECREASE)/ INCREASE IN CASH AND CASH EQUIVALENTS......... $ (25.1) $ 33



The Nutes (o Cousolidated Fiupauncial Slulements sre
integral parts of these statements.
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¥. R. GRACE & CO. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET (UNAUDITED)

June 30, December 31,

In millions {except par value) 1997 1996
ASSETS
CIRRENT ASSETS
Cash and cash equivalents. ... ... ... ... iiniiiinenninnnnnn.s $ 43.2 % 68.3
Notes and accounts receivable, net........ ... ... ... ..., 635.1 $il.4
Inventoraes. . ... ... 376.0 376.1
Net assets of discontinued operations.................. ... .. 56.8 297.4
Deferred 1ncome taXES. ... .......citinr it eaiarnninaanenn 121.5 183.9
Other cOTzent 38O LE. . . ... ...ttt ine e i inrennaannaan nn 26.8 17.8

TOTAL CURRENT ASSEIS. .. ... ..ottt it iiineianann s 1,259.4 1,774.9
Properties and equipment, net of accumulated depreciation and

amortization of $1,478.9 {December 31, 1996 - $1.436.6).. 1,814.6 1,871.3
Goodwill, less accunulsted amortization of $14.3

(December 31, 1996 - B18.6).........co it iirinnieenoaenen 38.1 40.6
Asbestos-related insnrapnce receivable..... e e e 271.2 296.3
Deforred imcome tBRCS. ... . ittt i i it 314.7 309.2
Other 888 . ...t ittt it its ittt e e e i 614.3 653.5

TOTAL ASSETS. .. ittt it ittt ittt e s crsastcaanannsns $4,312.3 $4,945.8
LIABILITIES AND SHAREBOIDERS' EQUITY
CURRENT LIABILITIES '
Shost-term debt. ... ... i i i it $ 106.5 3 315.2
Acconnts payable... ... ... ... . i i i e e 218.3 274.7
THCUME LHRAES . oot v itieitn s ie i ieeneeanannnneeaaaaeaeeansens 122.6 123.3
Othesr cnrreant lisbilities................. .. iirriiearvne s 697.0 773.9

TOTAL CURRENT LIABILITIES. ... ... ..iivittinnenrennannenns 1,144.9 1,487.1
Long term debt...... ... ... ... it e 1,060.9 1,073.0
Deferred 1nCOMe LAKES. ... . ... ..ot inrennennseatonnnonnras 52.0 43.3
Noncurrent liability for asbestos-related litigation........ 812.7 359.1
Other liabilitics. . ... ittt i ininteiinivrensanaannnens 319.9 850.7

TOTAL LYABTILTTTRS. . ... ... ... ... ... .. .. ..... R 3,R90.4 4,313.4
COMMLIMENTS AND CONTINGENCLES
SHAREHOLDERS® EQUITY
Comnon stock issued, par valme $.0L......................... .8 .8
Paid in capital. ... oot e 556.7 524.1
Relaiued CaIMINBE. . oo vt ittt i ie ittt cnsnaae s 316.6 172.6
Cuomulative trapnslation adjustments.......................... (l116.4 (64.6)
Deferred compeniation trust, at market: 70,250 common shares (3.9 --
Treasory stock, at cost: 6,220,583 common shares

(December 31, 1996 - 10,000)................ccvvivvnn.n. (331.9) (.5)

TOTAL SBAREHOLDERS ™ EQUITY............. .0t iecnnannenns 321.9 632.4

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

$4,945.8




The Notes to Consolidated Financial Statements are
integral parts of Lhese stelemends.
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¥. R. GRACE k& CD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENIS
(Dollars in millions, except per share amoants)

1. BASIS OF PRESENTATION

The interim con3clidated financial statements in this Report are nneudited and
should be read in conjunction with the consolidated financial statements in
the Company‘s Annual Report on Form 10-K for the year ended December 31, 1996
(1996 Form 10-K). The intcrim consolidetcd financial statcments rcflcct all
aedjusiments that, in the opinion of management, asre necessary for s fair
presentation af the resanlrs af the interim periode presented; all snch
adjustnents were of a normal recurring nature. Certain amounts in the prior
periods’ consolidated tinancial statements have been reclassitied to contorm
to the carrent periods’' basis of presentation and s required with respect to
discontinued operations.

The results of operations for the three- end six-month interim periods ended
Juue 30, 1997 are nol necessarily indicative ul Lhe resulis of operetions for
the fiscal year ending December 31, 1997.

2. ASBESTOS AND RELATED INSURANCE LITIGATION

Grace 18 & defendant in property damage and pericnal injnry lawsuits relating
to previously sold asbestos-containing products and anticipates that it will
be named a5 a defendant in additional esbestos-related lawsnits in the furtmre.
Greacc was s dcfcndant in epproximatcly 43,300 asbcstos-rclated lawsnits au
June 30, 1997 (25 involving claims for property damage and the tremsinder
involving approximately 104,500 claime for perkonal injnry), compared to
approximately 41,500 lawsnits at December 31, 1996 (31 involving cleims for
property damage and the remainder 1nvolving approxinmately 91,500 claims tor
personal injary).

Property Damage Litigation

Through June 30, 1997, 137 asbesius properiy damage cases were dismissed
without payment cf any damages or settlement amounts; judgments were entered
in favor of Grace in nine cates (excluding case: gettled following sppeals of
judgments in favor of Grace); judgments were entered in favor of the
plaint1ffs in seven cases (none of which 1s on appeal) for a total of 360.3;
and 190 property damage ceses were settled for « totel of $454.0. Property
damage case activity for the six months eanded June 30, 1997 was as follows:

Cases outstanding, December 31, §996..... . ... ... ... ... it iviinn. i
Setllement . . e iq4)
DasmAB a8, . . it i e e e e e (2)

Cages outstanding, Jame 30, 1997...... ... ... .. ... ... ... .. ..... 25

Personsl Injury Litigeliva

Through June 30, 1997, spproximately 12,500 szbestos personal injury lewsnits
involving approximstely 29,000 claims were dismissed without payment oI any
damages or settlement emounts (primarily on the basis that Grace products were
not involved), and spproximately 32,800 lewsuits imvolving approximately
69,700 clasims were disposed ol for & total of $204.0. Personal injury claim
activity for the Rix months ended Tnne 30, 1997 was as follows:






¥. R. GRACE & CD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in millions, except per share amounts)

Claims cutstanding, December 31, 1996. ... ... ... ... .. oiiinvnn.n.. 91,511
D L 5 T T 14,859
Claims under amended complaints..................ciivmieninninennnn. 3,101
T3 R 1.3 T 2 (3,420)
DasmMAB AL s . . . et e (L,585%)
Indgmentr. . L e {3)
Claims outstanding, Jume 30, 1997.. ... . ... ... i, 104,403
———

Asbestos-Related Lisbility

Based upon and 3ubject to the factors discussed in Note 2 to the consolidated
finencial statements in the 1996 Form 10-K, Grace estimates that its probable
liability with respect to the defense and disposition of asbestos property
demage and personal injury cases and claims was as follows at Jame 30, 1997
and December 31, 1996

Jaac 30, Dccember 31,

1997(1L) 1996(1)
Carrent liability for asbestos-related litigation(2).... $135.0 $135.0
Noncurrent 1liability tor asbestos-reliated litigation.... 812.7 859.1

Total asbestos-related lisbility(3).................. $947.7 $994.1
N ===

(1) Reflects properly dsmage and personal imjury cases and claims peuding al
June 30. 1997 and December 31, 1996. respectively, as well as persomal
injury claims expected to be filed throagh 2001.

(2) Imncluded in "Other current liabilities™ in the Comsolidated Balance
Shee:.

(3) Excludes one property demage cesse as to which liability is not yet
estimable becanse Grace has not yet beem able to obtain sufficient
information through discovery proceedings.

Asbestos-Related Insurance Receivable

Crace previously purchased insurance policies with respect to its
asbestos-related lawsnits and claims. The tollowing table displays the
sctivily in Grace's notes receivable from insurance carriers and

ssbestos-related insurance receivable during the six months ended June 30,
1997:

NOTES RECEIVABLE--

Notes receiveble from insurance carriers &t December 31, 1996,

net of discoant of $7.4(1)..... ... ... i i i e i, $ 48.5
Proceeds from asbestos-related insarance settlements............... (17.4)
AMOTLIZRELON, MO L. . ..ttt it iit vttt enrian s tansnsnnenseennansons 1.3

Notes receivahle from inssrance carriers st Jnne 30, 1997, .
nct of discomatl of $6.1{2). ..ottt i $ 324



INSURANCE RECEIVABLE

Asbegtos-related insarence receivable at Decembesr 31, 1996(3).... .. $ 3313
Proceeds from asbestos-related insausance settlements............... (25.1)
Asbestos-related insurance receivable at June 30, 1997(3)....... $ 306.2
Total amount: dune from incurance CAFriers.................c00.0.. $ 3386

(1) Classified in the December 31, 1996 Consolidated Balance Sheet as $17.2
in "Notes and accounts receivable, net™ and $31.3 in "Other assets.”

(2) Classified in the Jnne 30, 1997 Consolidated Balance Sheet as 315.0 :n
"Notcs «nd sccounts rcccivablc, nct” and $17.4 in "Othcr asscts.”

(3) $35.0 of the asbestos-related insurance receivable is classified in
"Notes and acconnts receivahle, net”™ in the December 31, 1996 and Inne
30, 1997 Consolidated Balance Sheets.



¥. R. GRACE & CO. AND SUBSIDIARIES
NOTES ‘10 COMNSOLIDALIED FINANCLAL STAIEMENLS
(Dollers in millions, except per share amounts)

Insurance Liiiﬁlii&i

Grace's ultimate exposure with respect to its asbestos-related cases and
claims will depend on the extent to which its insurance will cover dameges for
which 1t may be held liable, amonnts paid in settlement and litigation costs.
In Grace's opinion, it is probable that recoveries from its insurance carriers
(including amounts rcflccted in the rcecivable discusscd ebove), along with
other funds, will be available to satisfy the property damage and personal
injury caser and clainmx pending at June 30, 1997, as well as perszonal injury
claims expected to be filed in the forecseccable future. Consequeatly, Grace
telieves that the resolution ot 1ts asbestos-related Litigation will not have
a material adverse effect on it3 consplidaeted financial posgition.

For additional information, see Note 2 to the conmsolidated financial
statements in the 1996 Form 10-K.

3. ACQUISITICNS AND DIVESTMENTS
Acquisitions

In April 1997, Giace purchased all of the sheres of capital stock of
Schurpack. Inc. (Schnrpack), a mannfacturer of flexible food packaging located
in St. Joseph, Misgouri. Schurpack, with 1996 sales of approximately 3$20.0, is
8 lcading manufactuscr of plestic leminate packaging metcrials for the
institutional and retail cook-in market segment. Schurpack also co-extrudes
and converts film for fond and non-fond applications.

Divestments

In May 1997, Grace completed the sale of its specialty polymers businecss to
National Starch and Chemical Company for S148.0, subject to adjustment. The
sales and revenues of thi: businesg for the three and six month: ended Jnne
30, 1997 were $6.8 aud $24.8, respeclively ($17.6 sud $336.1 for the Lthyee sud
six months ended June 30, 1996, respectively):. its financial position and
regsulte of operstions were not 3ignificant to Grace. The zale of this business
resulted in a pretax gain of $103.1, and an after-tax gain of $63.0 ($.86 per
common share), in continuing operations.

In June 1996, Grace sold its water treatment and process chemicals business
(Dearborn). The sales and revenues of this business for the three and six
months cnded Junc 30, 1996 were $103.6 and $201.2, rcspcctively; its financial
position and results of operations were not significent to Grace. The sale of
this hnsiness and the biopesticides hnsinesr (&nld in the secand qnarter of.
1996) resulted in a pretax gain of $326.4, and an after-tax gain of $210.1
($2.1% per common share), in continuing operations.



W. R. GRACE & CO. AND SUBSIDIARIES
NOLES ‘10 QONSOLIDALED FINANCLIAL STAIEMENLS
(Dollars 1n millions, except per share amounts)

~ 4. DISCONTINUED OPERATIONS

In Pebruary 1997, Grace sold it: cocoa business to Archer-Daniels-Midland
Company for total proceeds of $470.0 (inclusive of debt assumed by the baver),
subject to adjustment. The pretax and efter tax effects of the divestment were
consistent with prior estimates snd have been charged against previomsly
established reserves.

Tn the fourth qnarter of 1996, Grace classified its thermal and emisgion
control systems business {TEC Systems) as a discontinaed operaticn. Grace
classiried 1ts health care business as a discontinued operation in the second
quarter of 1995 and disposed of thai business in 1996. Results of these
discontinued operations that were not charged sgainst previously established
reserves, and the gain on the May 1996 sale of Grace's transgenic plant
- bugsiness, were as follows:

Three Months Ended Six Months Ended

June 30, June 30,
1996 1996
HEALTH CARE
Saler and revennes. ... ... ... ............. .. $565.5 $1,105.2
lncome irom operstions betore taxes(l)......... $ 38.9 $ 77.1
Income tax provision...... ................ ... .. 17.5 33.7
Income from discontinued health care operations $ 214 $ 433
TEC SYSTEMS
Sales and revenues............... ..., $ 28.5 $ 529
Loss from operations before taxes.............. $ (3.1 $ (6.4)
Income tax bemefit..... ........................ (L.2) (2.5)
Loss from diicontinued TEC Systems operations: $(1.9) $  (3.9)
Total opersting results..................... $19.5 $ 39.5
Gain on sale of transgenic plant business...... 129.0 125.0
Provision tor income taxes on sale ot transgenic ’
plant business. . . ... ... ... .. ... .. .. ... ... .. 49 6 6.6
Total income: from discontinued operstions... $ 98.9 '$ 118.9

(1) Reflects allocated interest expense of $24.4 and 3$51.2 for the three and
8ix months ended June 30, 1996, respectively, based on the ratio of the
net aszets of the health care hnriness compared to Grace's total capital.



For the three and six months ended June 30, 1997, the operating results of TEC
Systems, the cocoa business and other discontinued operations have been
charged against previously established reserves and, therefore, are not
tetlected 1n the Consolidated Ststement ot Operations.



¥. R. GRACE & CO. AND SUBSIDIARIES
NOLES 10 CONSOLIDALIED FINANCLAL STAIEMENLS
(Dollats 1n millions, except per ghare amonnts)

The net acsets of discontinued operations at June 30, 1997 primazily reflect
TEC Systems. The components of the net assets of Grace's discontinned
cperations (excluding intesrcompany assets) at Jume 30, 1997 are as follows:

Jupe 30
1997
Chrrent aRSeL8. . ... ... ... e e e $42.4
Properties and equipment, Bet...... ... ..t iviiiiinininr it 15.2
lnvestiments 1n and advances 1o aitiliated compamies....... .......... 12.1
Other a8getS8. ... ... ... ... . e e 6.3
Total as8etS. ... .. e $76.0
Current liabilities....... ... ... ... .. . i i 317.8
Other liabilitaes. . ... .. .. it it ittt e itsinaanann 1.4
Total liabilities. ... .. . it iiniiiii it ittt iar e $19.2
) L A T 7 2 3$56.8

Tn June 1997, Grace entered intn an agreement to sell TR Systems to Seqma
Corporation.

For additional infoxhaiion, tee Note 6 to the consolidated financial
statements in the 1996 Form 10-K.

5. RESTRUCTURING COSTS

As discussed in Note 4 to the consolideted financial statements in the 1996
Form 10-K, Grace began implementing a worldwide program in 1995 focused on
streamlining processes and reducing gemeral and administrative expenses,
factory administzation costs and nmoncose corporate research and development
expenses. As previously reported, Grace has continned to implement additional
cost reductions and efiiciency improvementrs beyond those initiated in 1995, as
its basincsscs have further cvsluated and rcenginccred their opcrations. As a
1esult of these evalnations, in the second quagters of 1997 and 1996, Grace
recorded pretax charges of $12.8 ($8.0 afrer-tax) and $53.7 ($32.4 after-vrax),
tespectively, principally related to the restructuring of its packaging
business. ‘lhe 1997 charge primarily relates to the restructuring ot the
peckaging business from & worldvide group of independent regiomal mmits into
an integrated global organization, end is primarily comprised of employee
termination benefits. The 1996 charge primarily selated to the restructuring
of Grace’s Esropean packaging business and consisted of cost: related to
cuployee cerminetion benefits sud ledse tenmination costis.

I-38



W. R. GRACE & CO. AND SLBSIDIARIES
NOTES 10 CONSOLIDATED FINANCIAL STALEMENIS
(Dollars in millions, except per shire amounts)

6. INVENTCRIES

The components of Grace’'s inventories are as follows:

1997 1996
Raw materials... . ... .... e e $ 101.8 £ 109
In Process. . . . e e 70.7 67.6
Finished products,........ ... ... ... i, 184.5 179.0
General merchandise. .. ... ... ... .. ... ... . . L. 65.0 73 4
Less: Adjustment of certain inventosies to a
last-in/ first-out (LIFO) basis................ i46.0) (44.8)

7. OTHER ASSETS

The components of Grace's other sssets are as follows:

Inne 30, Necember 31,

1997 1596
Prepaid pengion costs. ... ... ... ... .. .. ... ... ... $ 219.0 $ 2751
Long-term receivables, less sllowance of 545.2
(December 31, 1996 - $42.7)........... .o iein 126.8 152.9
Deferred charges......... ... o0t innnnas 105.2 102.4
L0 8T 103.3 123.1

8. SHAREHOLDERS' EBQUITY

TDuring the first half of 1997, the Company substantially completed the share
repnrchare program initiaved in 1996 by acauiring 6,306,300 additional shares
cf its common stock for $335.9, or en average price of $53.26 per share. For
additional intormatiom, see Note 13 to the comsolidated tinancial statements
in the 1996 Form 10-K.

In 1997, Grace established a trust to fund certain deferred employee incentive
compensation and nonemployee director compensation snd benefits. The shares
beld in the Lrust ere valued gt the closing market price at Lhe end of each
1eporting period.



W. B. GRACE & (. AND SUBSIDLARLES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dullars in millious, eacepl per share smountls)

9. BARNINGS PER SHARE

In calculeting primaery earnings per shere, the dilotive effect of common stock
equivalents was not material (a3 defined by Accounting Principles Board
Opinion No. 15, "Earnings Per Share”) for the periods presented. Accordingly.
carnings per sherc prescnicd in the Consolidetcd Stetement of Opcrations arc
computed on the basis of the weighted average number of shares outstanding.

In the first qmarter of 1997, the ['inancial Accounting Standards Doerd issued
Statement ot kinancial Accounting Standards {SFAS) No. 12¥, "harnings Per
Share,” which establishes new standerds for computing snd presenting esrnings
per share effective December 31, 1997. At December 31, 1997, ull prior periods
will be restated to reflect the mew basic and diluted earnings per share
amounts required by SFAS No. 123. The pro forms effect of the sdoption of SFAS
No. 128 on earuings per share is nol waleriul for ithe perivds presentied.

I-10



ITEN 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF
RESULTS OF OPERATIONS AND FINANCIAL CONDITION

REVIEW OF QPERATIONS
OVERVIEW

Grace 1s one of the world's leading packaging and specialty chemicals
companies. Grace's core busimesses are packaging, catalysts and cother
silica-bascd produocis (Gracc Davison), and constiuction products.

Sales and revennes decreased %.3% for ihe secand qnarter of 1997 compared to
the second quarter of 1996 and decrcased 8.7% for the first half of 1997
compared to the tirst hali ot 1996. Excluding divested businesses, saies and
tevennes for the 1997 second quarter increased 4.6%, and salez and revennes
for the first six months of 1997 increased 3.8%, over the comparable periods
of 1996. Pretax income from continning operations was 3189.7 million for the
second qusrter of 1997, a 48.3¢ decrease compared to the 1996 gecond quar:er,
yud was 3263.4 million for the firsi six umonlhs of 1997, o 39.6% decvresse
compared o the 1996 first half. As noted in the table below, pretax income
iron continuing cperations for the three and six months ended Jumze 30, 1997
and 1996 was asffected by varicus specitl items. Excluding these special items,
Grace's pretax operating income was $118.5 million for the 1997 second
quarter, en increase of 12.6¢ over the 1996 quarter, and $209.8 million for
the six months ended June 30, 1997, an increase of 9.0% over the same period
in 1996. Pretax operating results for the three and six months ended June 30,
1996 heve been restated to reflect the classification of ccrtein busincsscs as
discontinued operatioas.

PRETAX OPERATING RESULTS - CONTINUING OPERATICNS Thrzee Months Ended Six Moaths Ended
(In millions) * June 30, June 30,

Sales and revenunes, excluding divested businesses.. $335.7 $798.8 $1,602.8 3$1,343.9
Sales and revennes of divested businesses(l)...... 6.8 121.5 24.8 238.0

Sales and revennes. ................ciiieiennnn. $842.5 $920.3 3$1,627.6 $1,781.9

Operating income, eiclnding special items and

divested hnRinesses.... .. ............ ... ...... $117.3 $102.0 $ 2060 $ 188.3
Operating income of divested basinesses(l)......... 1.2 3.2 3.8 4.1

Opesating income before special items. .. .. . ... $118.5 $105.2 3 2098 $ 192.4
Special items:

Gain on sales of businesses..................... 103.1 326.4 103.1 326.4

Restructuring coste................. ... iirnn (12.4) (53.7) i12.4) (53.7)

Operating income from continuing operatvioms..... $209.2 $377.9 8 300.5 § 465.1
Other income/ (expence):

Interest expense and related finencing costs.... (20.3) (18.3) (39.4) (36.7)

Other income, met............ccocvriveinnrnnnnn, .8 7.1 2.3 7.6

Income from continuing operations............... $189.7 $366.7 3 263.4 3 436.0

e



(1) Primarily reflects Grace's specialty polymess business, divested in May
1997. and Grace's water trestment and process chemicals business,
divested in June 1996. :

The following discussion includes projections and/osr other "forward-looking"
information. Grace is sobject to risks and other uncertainsties that could
cause 1ts actual results to differ materially from any such projections or
that counld csvse other forward-looking information to prove incorrect. For a
discussion of such risks and uncertainties, see "Introduction and Overview
Projections and Other Forward-Locking Information™ in Item 1 of the 1996 Form
10-K.
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MANAGEMENT 'S DISCUSSION AND ANALYSIS OF
RESULTS OF CPERATIONS AND FINANCIAL CONDITION (CONTINUED)

SALES AND REVENUES

SALES AND REVENUBS (excluding divested businesses) Three Months Baded June 30, & Change

(In millions) 1997 1996 1997 ¥S. 1996
Packaging........ ....... . e $531.8 $493.8 7. 7%
Grace Davisan.... .. 175. 5% 190.2 N
Construction Product 127.8 114.2 11.9
Other............ ......... .6 .6 .-
SALES AND REVENUBS. ... ....... .. $835.7 $798 8 4.68
SALHS AND REVENUES (excluding divested businesses) $ix Months knded Sune 30, . % Change
(ln millions) 1997 1996 1997 v§. 1996
Packaging..... ... ... ot $1,020.6 $ 968.4 5.4%
Grace Davison.... .... Lo . 350.1 375.8 (6.8)
Construction Products. .. 230.8 198.5 16.3
Other.............ooviivinn 1.3 1.2 8.3

SALES AND REVENUBS................. ...... $1,602.8 $1.543.9 3.8¢

Fmeweo=r ==

As noted above, sales and revenues (excluding divested businesses) increased
4.66 and 3.8 for the three.month and six-month periods ended June 30, 1997,
respectively, over the same periods in 1996. Bxcluding unfavoratle currency
translation variances estimated at 3.44 and 3.1¢, sales and revenues in the
1997 three- and six-month periods increased by an estimated 8.08 and 6.9%,
respectively, over the 1996 periods. The following is a discussion of the
sales and revenues of Grace's product lines.

PACKAGING

Sales and revenues of $531.8 million for the secomd quarter and $1,020.6
million for the first six months of 1997 increased 7.7% ond 5.4%,
respectively, versus the comparable 1996 periods. Excluding unfavorable
currcncy translation variances cstimated at 3.8¢ and 3.3%, salcs and revenucs
in the 1997 three- and six-month periods increased by an cstimated 11.5% and
8.7%, respcctively. over the 1996 pcriods. Packaging sales volume in 1997 has
been positively affected by the July 1996 ascquisition of Cypress Packaging,
Inc., a leading supplier of plastic packaging materiasls for the retail pre-cut
produce market, the August 1996 acquisition of Bayem S.A. de C.¥. (Bayem), a
Mexican producer of can coatings and closure sealants for the rigid contaimer
industry, and the April 1997 acquisition of Schurpack, a U.$ manufacturer of
plastic laminste packaging mesterials for the institutional and retail cook-in




narket segment. These ecquisitions sccounted for approximstely 28% and 35% of
the overall sales increases for the 1997 second quarter and firzt half,

tespectively. In addition to these scquisitions, Packaging experienced sales

frovth within 1ts product groups, 84S described below (in sll cases excluding
the effect of carrency tramslation).
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MANAGEMENT' S DISCUSSION AND ANALYSIS OF A
RESULLS UF OPERATIONS AND FINANCIAL CONDITION (OUNLINUED)

Bag sales increased across all geographic regions for the second quarter and
first half of 1997 over the second quurter and first half of 1996. Volumes
increased in North America as a sresult of sales of fresh red meat begs to new
customers and the continned penetrstion of TBG(TM) boneguard packaging
products into the fresh beef segment. In addition, ssles increased as ¢ result
of price increases in North America that went into effect during the second
quarter of 1997, these price incresses also resulted in volume increases, as
customcrs msedc additional purchascs prior to the pricc incrcescs. Thesc
increases, however, were moderately offset by continued softness in the North
American pork market, reflecting rednced slanghter rates stemming from 1996
livestock reductions ceunsed by higher prices for corn and other feeds. This
narket 18 expected to improve over time as corn prices turther stabiliZe and
livestock numbers retnrn to more normal levels. European beg sales increased
cver the second quaster of 1996, as fresh red meat sales (primarily in the
U.K. and France) have partially recovered from consumer fears associated with
publicity surrounding bovine spongiform encephalopathy - commonly referred to
s "wmad cow disease.” Sirong sales in ihe cheese sud processed (swoked aud
cured) meat segments in northeastern Europe (primarily Poland and Russia)
continued in the second querter. The increase in cheese salec was primarily
due to substantiel growth in Russian domestic sales dme to an improviog
economy, which in turn drove large exports of cheese from Poland to the
Russian market; the processed meet increase was primarily due to the
modernization of food distribution infrastructures in northeastern Europe.
Volumes in Latin America increased due to the growing scceptance of boxed beef
packsging and incrcascd cxports of frcsh red mcat to Europe ¢s a result of the
lingering effects of mad cow disease. Bag sales volumes in Asia Pacific
increased as & resnlt of strong demand in the Anstralian and New 7ealand heef
and lemb markets. These increases were partially offset by sales volume
decreases in Japan dae to a continning slow econcmy and & decline 1n beet
consnmption a2 consumers become more heelth conicious.

Second querter and first half 1997 laminate sales increased 14.0% and 8.3%,
respectively, 83 compared to the 1996 periods, primarily due to increases in
North Americs sud Latin America. In Norih Awmerics, volumes iucressed as a
reselt of increased caustomer acceptance of packaging liquid products in
flexible peckaging and the Schurpack acquigition discussed above. Ssles growth
in Latin America resulted from increased demsnd for cook-in snd food service
packaging for the processed and prepared foods segment.

Film sales for the second guarter and first half of 1997 increased in all
1egions as compated to the second quarter and first half of 1996. In North
Amcrica, film salcs incrcascd a3 a rcsult of ncw prodaect introductions for
industrial and consumer goods applications. Yolumes were slso favorably
impacted hy increaced pnrchases prior to a price increase that took effect in
May 1997. In Lurope and Latin America, film sales increased primarily due to
strong volumes, resulting trom a strengthening ot distribution channels,
including greates nse of distributors, which enabled wider access to market
cpportunities.

I-13



MANAGEMENT' § DISCUSSION AND ANALYSIS OF
RESULIS OF OPERATIONS AND FINANCIAL CONDLTION (CONLINUED)

Contuiner sezlunls and costiugs sales iucreased for ihe second yuarter sud
first half of 1997 compased to the same periods inm 1996. In Latin America.
volumes increagsed ss a rectult of improved market penetration of can coating
products, primarily due to the acquisition of Bayem discussed above. These
increases were partially offset by unfavorable variances within Europe and
Asia Pacific. European sales decreased primarily dne to an usseasonably cool
and rainy spring, which resulted in decressed European beverage consumption.
Additionally. twc European customers reverted to mannfacturing their own
closurc scalents in thc sccond guarticr of 1997. Thc Asia Pacific salcs
decrease resnlted primarily from the depletion of customers’ excess inventory
in China and the increased penetration of alternative formr of packaging, snch
as plastic and glass,

GRACE DAVISON

Sales of catalysts end other silica-based products for the zecond quarter and
lirst sizx wouths of 1997 declined 7.7% aud G. 8%, respectively, compared Lo Lhe
same periods in 1996, dune primarily to the depressed fluid cracking catalyvst
market, as discussed below. The effect of a strengthening dollar caused sales
to decline by an estimated 4.0% and 3.7% for the three- and six-month periods
ended June 30, 1997, respectively. compared to the 1996 periods.

Flaoid cracking catalyst siles were negatively impacted by both price and
volume reductions for the secomd quarter and first half of 1997 compared to
thc comparable pcriods in 1996. Pricing prcssurcs, which begen in the third
quarter of 1996, appeasr to have lessened in the first half of 1997 in North
America, bnt continne in Enrnpe and ARia Pacific. Volnne rednctiong were
primarily causcd by a large number of refinery turnsrounds (temporary
shutdowns ot customesrs’ retineries tor maintenance, repair and apgrades) in
the first guartes of 1997, & large nonrecurring order to the Middle East in
the second quarter of 1996, the refining of "sweetes™ crude oil, which
tequires less fluid cracking catalysts, and the loss of two cnstomers in Asia
Pacific during the first half of 1997.

Silica/adsorbent sales were higher for the second guarter and first half of
1997 compsred to the aecond qguarter and first half of 1996. These increaies
were primarily due to increased volumes in North America from sales of new
products in the graphic arts market, and in Asia Pacific 25 a result of the
new silics plant in Koanten, Malaysia. This new plant began operation in the
fonrth quarter of 1996, and increased production is expected over the next two
quarters,

Polyolefin catalyst sales increased for both the three and six months ended
Jnne 30, 1997 compared to the same perinds of 1996. Vnlnmes increased
primarily due to the addition of two new customers. Total 1997 sales of
polyoletin cstalysts are expected to increase compared to 1996 tueled by a
strong worldvide resin industry.



MANAGEMENT 'S DISCUSSION AND ANALYSIS OF
RESULIS OF OPERATIONS AND FINANCIAL CONDLITION (CONTINUED)

. o~ L

Construction Products had record sales of $127.8 million for the 1997 second
quarter and $230.8 million for the first six months of 1997, increasing 11.9%
ond 16.3%. respectively, over the comparable 1996 periods. driven by volume
increases. Highesr volumes of cement edditives and concrete admixtures accounted
for approximately half of the increase, with incieased volumes of fire
protcction and'vatcrproofing products contributing significantly to the
1emainder of the ‘growth. New value-added products, primarily water-reducing
and anti-corrosion concrete admixtnrer and waterproofing products, continued
to shov strong seles growth as a result of greater market acceptance.
Vater-reducing concrete admixtures enhance concrete strength and surtace
texture and provide greater plasticity during ponring. Anti-corrosion concrete
admixtures significantly increase the life of conmcrete structures by retarding
the oxidation of steel reinforcement bars.

Sales grew in all geographic regious for the second quarier and first sia
months of 1997. North American 3ales increased by 13.0% and 20.3% in the 1997
second quarter and six months, respectively, ovesr the 1996 periods,
contributing approximately 70% and 77% of the overall sales increase in the
1997 second quarter and first six months, respectively. Second quarter
construction activily in North America remained strong afier a mild winter in
the northeastern U.5. allowed for more comstruction activity than normal :in
the first guarte:, especitlly when compared to the unnsnally harsh wiater
cxpcricnced in the 1996 first quartcr. Markct sharc gains end market
penetration 0f new value-added pioducts, discusied sbove, also diove North
American sales growth. Sales in Fnrope grew faster in the cecond qnarter than
in the first quarter, recovering from weaiher-related construction deleys at
the beginning ot the year and benetiting irom an improving economy 1in the
United Kingdom. Geographic expansion into Asia Pscific and Letin America,
where infrastructnre building activity helped to drive sales, progressed
favorably.

OPERATING RESULTS

OPERATING INOCME (In millions) Three Months Ended Jume 30, % Change
(exclading special items and divested businesses) 1997 1996 1997 VS. 1996
Packaging. ... ..... ..ottt it e $ 78.6 3 64.1 22.6%
Grace DAVIRON. .. ... .. ... ... i 21.3 24.2 (12.0)
Construction Prodmets............................. 15.3 11.9 28.6
L0 1 2.1 1.8 16.7
OPERATING INCOME. .. ... ....civiniiinnennannnnn $117.3 3102.0 15.0%
OPERATING INOCME (In millions) Six Months Ended Jane 30, ¢ Chenge
(excloding special items and divested businesses) 1997 1996 1997 V5. 1996

PPy



Grace DaviSOm. .. ...ttt ettt 39.0 52.3 (25.4;

Construction Produmects. ... .. ... .. ... .. ..... 19.1 8.3 130.1

OB L. oot ettt et e e 2.1 3.6 (41.7)

OPERATING INCOME. .. ... . ... ciuuininiiineanann,, $206.0 3183.3 9.44
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MANAGEMENT 'S DISCUSSION AND ANALYSIS OF
RESULLS OF OPERATIONS AND FINANCIAL QOUNDITION (CONLTINUED)

Cus |l wmyusgemenutl programs inilially implemented in 1995 continued Lo favorably
impact pretax operating income across tll geographic regions and product
lines. Grace ha: implemented, and expects to further implement, additional
cost redactions and efiiciency improvements, as it further evalustes and
1eengineers its manufacturing productivity and operstions. The fellowing 18 @
discussion of the operating results of Grace's product lines.

PACKAGING

Packaging pretax operating income increased 22.6% and 17.5% for the second
qnarter and firit half of 1997, respectively, coupared to the recond qnarrter
and first half of L996. The favorable variances were primarily due to the
volume and price increases discussed above, as well as ongoing cost
contsinment efforts, snch as lower factory administration snd selling
expenses. However, these improvementis in operating income were partially
cffset by increissed expentes, including am incresse in rav material prices for
resins in North Americs, higher expenses {primarily deprecistion and
smurticulion eapenses) ussocisied with Lhe new packaging plawnt in Kuaulan,
Malaysia that began operations in the fourth quarter of 1996, and an increase
in research and development expenses at a recult of the contipued emphasis on
new product development.

GRACE DAVISON

Grace Davison opersting income for the second querter and first six months of
1997 dcelincd 12.0% and 25.4%, rcspcctively, comparcd to the samc pcriods in
1996. A weak flnid cracking catalyst msrket resulted im both volume amd price
decreases, and foreign exchange translation unfavorahly impacted earnings.
There were also nonrzecurring items contributing to the decrease in operating
income beiween the tirst halt ot 1997 and 199Y6. 1n particular, the large
number of refinery inrnarounds (disconsgsed above) decreased sale:, and harsh
winter weather at Grace Davison’'s Laeke Charles, Louisiana facility increased
1reptir and meintenance costs. These charges were offset by manufacturing
efficiencies and ongoing cost reduction efforts. Despite the decline in
operating iucume, Grace Davison hus weintained ils warkel share, and Lhe
introdnctions of new manufacturing process technologies and new prodacts have
improved margini: throughout the year.

CONSTRUCTION PRODUCTS

Construction Products pretax operating income increased 28.6% and 130.1% for
the second guarter and first six months of 1997, respectively, over the 1996
compartble periods. The favorablc rcsults werc primarily duc to the rceord
sales levels achieved in 1997, discussed sbove. Production rite improvements
from enhancement.s to mannfactnring processesr, along with additional cost.
containment efforts, also contributed to carnings growth.
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MANAGEMENT" S DISCUSSION AND ANALYSIS OF .
RESULLS OF OPERATIONS AND FINANCIAL CONDITION (CUNTINUED)

OTHER ITEMS
INTEREST EXPENSE AND RELATED FINANCING COSTS

Interest expense and related financing costs for continmning operations of
§20.3 nillion and $39.4 million for the second quarter and first half of 1997,
respectively, incressed 10.9% and 7.4%, respectively, compared tc the 1996
periods. Including smomnts allocated to discontinued operstions, interest
cxpcnsc and rclatcd financing costs deccrcescd 52.5% and 55.2%4 during the
second quarter and first half of 1997, respectively, compared to the second
qnarter and firzt half of 1996. The decresse waz primarily dne to lower
average debt levels (as a resnlt of debt repayments made using the proceeds
itrom the September 1996 separaticn of Grace's principal heaith care basiness
and other divestments) and lower average effective interest rates.

See "Financisl Condition: Liquidity and Capital Resources” below for further
information on borrowings.

RESEARCH AND LEVELOPMENT EXPENSES

Research and development (RX¥D) spending decreased 17.2% and 17.0% for the
second quarter and first half of 1997, respectively, compared to the second
quarter and first half of 1996. The decresse reflecis the continued positive
impsct of cost management initiatives implemented during 1996 and 199§,
primarily the elimination of Grace's corporate research organization, the
transfcr of corc RED activitics to thc product lincs and thc tcrmination of
R&D activities not related to Grace’'s core packaging and specialty chemicals
husinexser. The decreate iz alrn atirihntabhle tn the elimination of RED
spending related to Grace's water treaiment and process chemicals business,
which was divested in June 1996. As a result ot these initiatives, Grace has
been able to inciease RXD gpending for its core businesses while reducing
total RAD expenses. Grace's RED spending will continme to be directed toward
its cofre businesses. :

RESTRUCTURING COSTS

Ag discussed in Note 4 to the consolidated financial statements in the 1996
Forn 10-K, Grace began implementing a worldwide program im 1995 focused on
streamlining processes and reducing genersl and administrative expenses,
factory administzation costs and noncore corporate research and development
expenses. As previously reported, Grace has continuned to implement additional
cosl reductions and efficiency improvements beyond those initiated in 1995, as
its busincsscs heve further cveluetcd and reenginccred their operations. As a
result of these evaluations, in the second quarters of 1997 and 1996, Grace
recorded pretax charges of $12.4 million ($8.0 million afrer-tax) and $53.7
million (532.4 million afier-tax), respectively, principally related to the
restracturing ot its packaging business. lhe 1997 charge praimarily relates to
the restructuring of the packaging business from e worldwide group of
independent regionsl anits iato en integrated global orgenization; the 1996
charge primarily related to the restroctaring of Grace's European packaging
operstions. The 1997 restructnring is expected to spur sales growth, improve
uunufacluring produclivily, reduce cosls, shorten product developmenl Lime sud
enhance customer service for the packaging business. The 1997 charge is
primarily comprised of employee termination benefits, and the 1996 charge
consisted of costs related to employee termimation benefits and lease
termination costs.
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MANAGEMENT 'S DISCUSSION AND ANALYSIS OF
RESULLS OF OPERATIONS AND FINANCIAL CONDLITION (CONTINUED)

INCOME TAXES

Grsce's effective tax rates were 38.1% and 37.8%, recpectively, for the second
quarter and first six months of 1997, compared with 35.9% and 36.1s,
1espectively, for the second quastes and first six momths of 1996. The
variance was largely due to higher state and foreign taxes on the gein on
Grace’'s sale of the specislty polymers business. Excluding special 'items, the
effective tax rates were 37.0% for the second quarter and first six months of
1997 and 39.04 and 38.24, rcspectively, for the sccond quarter and first six
months of 1996, primarily due to lower taxes on foreign operations in the L997
periods.

DISCONTINUED CPERATIONS

During 1996, Grace compleied the separstion of National Medical Care, Inc. and
sold its separations science bu3iness (Amicon). These health care businesses
had been classified ag discontinued operations in 1995. Second quarter and
Iirst hall 1996 incume [rom discontinued operations of $98.9 million end
$118.9 million, respectively, inclauded net income of $21.4 million ($38.9
million pretax) end $43.4 million (377.1 million pretax), respectively, from
heslth care operations. In 1996, Grace classified TEC Sysiems a3 a
discontinuned operation. Second quarier and first half 1996 income from
discontinued operations included a loss of $1.9 million (S3.1 million pretax)
and $3.9 million ($6.4 million pretax), respectively, Irom TEC Systems. In May
1996, Grace completed the sale of the transgenic plant business for $150.0
million im cash, rcsnliing in a pretex gain of $129.0 million, and an aftcr-tax
gain of $79.4 million, in discontinued operations.

TINANCIAL QONDITION
LIQUIDITY AND CAPITAL RESOURCES

Grace's continuning operating activities provided net pretax cash of $9%4.1
million in the first half of 1997, es compared to $117.1 million in the first
hulf ol 1996. Improved vperaling income cash Ilow was olfsel by higher
payneats made for asbestos-related litigation settlements, judgments and
defense costs, net of amounts received from settlements with certsin imsursnce
carriers in connection with asbestos-related litigation. Net pretax cash
provided by operating activities of discontinoed operations in the first half
of 1997 decreased by $67.2 million compared to the first half of 1996,
primarily due to the disposition of Grace's health care and cocoa businesses,
which provided cash in the first six months of 1996. After giving effect to
thc paymcnt of incomc taxcs, Gracc's nct cash provided by operating activitics
was $40.8 millior in the first half of 1997, versus $1i8.5 million in the
first half of 1996,

lnvesting activities provided $481.0 million ot cash 1n the tirst halt ot
1997, largely seflecting net caih proceeds of $450.7 million from divestment:s
(primasily the sele of Grace's specialty polymers and cocoa businesses) and
the receipt of $215.6 million in January 1997 on the 1996 divestments of
Dearborn and Amicon. Grace made capital expenditures of $113.6 million in the
six monihs ended June 30, 1997, primarily relsted Lo Lhe Packaging sud Grace
Davison businesses. Total Grace capital expenditures for 1997 are not expected
to exceed $300.0 million and will all be directed towards core businesses.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
RESULLS OF OPERATIONS AND FINANCIAL CONDLITION (CONTINUED)

Net cash used fur financing sctivities in the fizsi ball of 1997 was $544.1

million. primarily reflecting reductions in debt, the repurchase of stock as
discussed below, and the payment of dividends, partielly offset by proceeds

iron the exercise of employee stock options. Totsl debt was $1,167.4 million
at June 30, 1997, a decrease of 3220.8 million from December 31, 1996.

During the first half of 1997, the Company substantially completed the share
tepurchase program initiated in 1996 by acquiring 6,306,300 additional shares
cf its common stock for $335.9 million, or an svcragec pricc of $53.26 per
share.

Grace 18 targeting 4 retio of debt to carnings before interest, taxes,
depreciation and amortization (EB1IDA) ot 1.6 to 2.0. 'The debt/EHLIDA ratio
was 1.8 at Jope 30, 1997. ‘

At June 30, 1997, Grace had committed borrowing facilities totaling $1.0
billion, contisting of $650.0 million under a2 364-day facility expiring in May
1998 (extendible fur successive 3634-day periods sl the discretion of Grace aud
the lenders) and $350.0 million under a long-term facility expiring in May
2002. At of Jume 30, 1997, $606.7 million was aveilable under these
facilities.

ASBESTOS RELATED MATTERS

In the first half of 1997, Grace paid $7.4 million for the defense and
disposition of asbestos-rclated property demage snd pcrsonel injury
litigation, net of amounts reccived under settlements with certain insurance
carrierr. Althongh the amonnts to he paid in 1997 with respect to
asbestos-related claims (after giving effect to payments 1o be received from
imsurance carriers) cannot be precisely estimated, Grace expects that it will
be required to expend approximately $75-$100 million (pretax) in 1997 to
dcfend against and dispose of snch cla:ms (after giving cffect to anticipated
insurance recoveries). The amounts with respect to the probable cost of
defending egeinit and disposing of sgbestos-related claims and probable
1ecoveries frum insurance carriers represeul eslimsles and are vu an
undiscounted basis; the outcomes of snch claims cannot be predicted with
certsinty.

In Nay 1997, the Texas legislature adopted legislation thet had the effect of
meking it more difficult for ont of state residents to file claims in Texas
state courts. The legitlation i3 retroactive to January 1. 1997. The eifect ot
this legislation on Grace's ultimate exposure with respect to its
asbostos-rclatcd cascs and cleims cennet be predicted with certainty.

See Nnte 2 to the interim consnlidated financial statements in this Reporr for
further information concerning asbestos-related lawsuits and claims.

ENVIRONMENTAL MATTERS

There were no significent developments relating to environmental lisbilities
in the first half of 1997. For additionel information relating to
enviromsental lisbilities, see Nole 11 (o the consulideted {insncial
statements in the 1996 Form 10-K.



PART II1 - OTHER INFCRMATION
Iten 1. legal Proceedings.

Note 2 to the Consolidated Fimancial Statements in Part I of this
Report is incorporated herein by reference.

Jtem 4. Submission of Matters to a Vote of Security Holders.

The Company’'s 1997 Annunal Neeting of Shareholders (“Annual Meeting~)
was held on May 9, 1997. At the Annual Meeting, the Conpany’s shareholders (1)
clectcd four Class II Dircctors for s tcrm cxpiring in 2000; (b) ratificd the
selection of Price Waterhonse LLP as independent certified pablic sccountants
of the Company and its consolidated snhridiariez for 1997, (c) approved the
Company's 1996 Stock Incentive Plan; (d) approved the Company's Long-Tera
Incentive Program; (e) approved the Company’s Annual laceative Compensation
Program; and (f) approved the Company's 1997 Stock Plan for Nonemployee
Directors.

The reszults of voting at the Annual Meeting appear on the following
puge:
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Election of Directors*®

7. F. Akers 65,313,700 419,217 -0-
C. Cheng 64,751,489 981,428 -0-
V. A. Kemsky 56,879,213 8,853,704 -0-
7. E. Phipps 56,876,922 3,855,995 -0-

Selection of
1ndependent
Accoantants 64,952 184 502,718 278,018

Approval of
1996 Stock
Tuceniive Plau 39,958,099 25,308,108 406,709

Approval of
Long-Term
Incentive Program 61,720,386 3,504.974 507.556

Approvel of

Annual Inceative

Compcnsation

Program 62,745,711 2,314,043 572,555

Approval of

1947 Stock Plan

for Nonemployee

Directors 62,213,024 2,962,113 557,680

* There were no broker nou-votes ou any matter.

** With respect to the election of directors, the form of proxy permitted
shereholders to check boxes: indicating votes sither "for" or "withheld "
votes relating to directors designated above as "against” are votes cast
as "withheld.”
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Item 5. Other Information.

On Jone 23, 1997. Grace announced that it had entered into an
agreement to dell its TEC Systems unrit to Sequa Corporation. Grace TEC Systems
is & leading global sapplier of high-performance air flotation dryers and
other web handling equipment for the printing., industrial coating and paper
industsies.

Item 6. Exhibits and Reports on Form 8-K.

ta) Exhibits. The following are being filed as exhibits to this
Report:

-- 304-Day Credit Agreement, deted as ot May 16, 1997,
among W. R. Grace & Co.-Conn., W. R. Grace & Co.,
the several banks parties thereto, NationsBank,
N.A. (South}, a3 documentation agent, and The Chase
Manhsttan Bank, as administrative agent for such
bauks

-- Credit Agreement, dated as of May 16, 1997, smong
W. R. Grace & Co.-Conn., W. R. Grace & Co., the
several banks parties thereto, and The Chase
Manhattan Bank, as administrative agent for such
banks

-- weighted sverage number of shares and earnings used
in per share computations

-- conputation of retio of carmings to fixcd charges
and combined fixed charges and preferred stock
dividends

-- finencisl data schedule
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(b) Reports on Form 8-K. The Company filed the following Reports on
Form 8-K durivg the second quarter gnd (o dale Juring the third gusrter of

1997:

Date of Filing Disclosure(s)

May 1, 1997 Annocuncement of 1997 first quarter results
Angust 5, 1997 Announcement of 1997 second gquarter results
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SIGNATURE

Pursuant to the requirementis of the Secnrities Exchange Act of 1934,
the regisiraul hus duly caused Lhis report Lo be signed om ils belall by (he
undersigned thereunto duly amthorized.

W. R. GRACE & 00.
(Registrant)

Date: Angust 12, 1997 By /s/ Kathleen A. Browne

Kathleen A. Browne
Vice President and Contrnller
(Principal Accounting Officer)
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