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About the Company
W. R. Grace & Co.iso
global leader in packaging
and specialty chemicals
markets. With 21,000
employees in 50 countries,
Grace generated sales
of $3.7 billion in 1995.
Core businesses include
packaging, catalysts and
silica-based produdts,
consfruction materials
and container sealants.
Grace's strategy for
delivering value to share-
holders, customers and
employees is to profitably
grow its core businesses
on a global basis;-
capitalize on technical
strengths and market
leadership positions;
build through research,
capital investments
and complementary
strategic alliances;
and continually improve

operating performance.

FINANCIAL SUMMARY

izt s e 1995 __ 1994 _ 1993
Operating Results
Sules and revenues $3,665.5 $3.2182 $28955
Income from continuing operalions belore special ilems: 194.7 1576 119
(Lossl/ ncome from continuing ope-ations (196.6) (41.4) 191
[Loss}/income trom disconhnued coeraticns- {129.3) 1247 69
Net floss)/income {325.9) 83.3 26.0
Copitat expenditu-es 537.6 444 6 309.6
Depreciotion and omortization 186.3 165.0 1535
Reseoich ard development expenses 120.6 106.8 1y s
Financial Position 7
Total assets $6,207.6 56.2306 36,108¢
Total debi 1,933.8 1,529.7 1,706 1
Common shareholders” equity 1,224.4 1,497 1 1.510.2
Data Per Common Share
Eornings from conlinuing operaticns betore

special items - $ 203 ¢ 168 $& 130
{loss)/earnings from continuing coerations {2.05) {.45) .20
Net (ioss], earnings (3.40) 88 .28
Dwvidends 1.175 140 1 40
Bock vciue 12.57 159 16.16
Other Informoation
Common shotes outstanding ~ end of year {thousands) 97,375 G4,083 93,465
Common shares outslanding ~ average {thousands! 95,822 G3.936 Q1,461
Dividends paid on common stuck $ N21 $ 115§ 1279
Number of emplcyees - continuing operations (thousands) 21.2 206 204
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Continved Growth
in Earnings Per Share
fcom.wing operations belore special dems)

1995 was a year of extroordinary change and accomplishmen:
for W. R. Grace cs we implemented a series of mitiahves fo
maximize shareholder value. Specif cally, we:
# Pursued the spinoft of our Nanoral Medical Care ([NMC} unw,
culminating in an agreement with Fresenius AG n February 1996,
» Pursued strategic cltematives for our Grace Dearbom wotes
treatment and process chemicals business. In March 1996,
we reached on agreement with Betz Laboratories, inc. 1o sell
Grace Dearborn for $632 million.
« Tock aggressive steps that will lead to an enhanced
capital strycture.
= Implemented significant changes in corporate governance
ond the composition of the Board of Directors.
= Adopled an operoting company manogement philosophy

and sharpened our focus on performance improvements.

Strong Operating Performance o

We achieved sirong operating performance in 1995. We
increased soles of our contiruing operations in patkaging and
specialty chemicals neary 14%, to $3.7 billion, ond oretox
operaling earnings more than 20%. Grace's operating earnings
per share from continuing operatiors, before special charges,
increased 21% to $2.03. That gives us great confidence as
Grace moves forward, solely focused cn these core businesses.

Soles from NMC, which was classified as a discontinued
operafion in the second quorter in anticipation of a spin-cff,
increased 11% to $2.1 billion.

Grace recorded a loss of $326 million for the year due to
special oftertox charges of $645 miflion, primorily related to
discontinued operolions, reshucturing activities, asset impoirments,
corpoigle governance and projected spending for asbestos

liigation and environmentol -emediatior. These charges reflect

recent frends, as well as reassessments of future pkans and forecosts.

We expect the resulting reduction in shareholder equity 1o be
more than restored this year, when we finalize the disposition
of NMC and Dearborn. Once those steps are laker, Groce will

be positioned for consislent, solid performance in the future.



Moving Forward to Build & Deliver Value

The Grace team is moving forword aggressively fo build and
geliver value through sustained earnings growth and an increased
focus on improving cash flow management. Value-enhancing
measures inifiated in 1995 include cost management efforts,
organizakonal restructuring ond o revised semior management
compensation program requiring targeted levels of stock ownership.

Consistent with Grace's goal of maximizing sha-ehalder value,
in February 1996, the Company announced an agreement with
Freserius AG 1o mesge its worldwide diclysis products ousiness
with NMC, the world's largest provider of dialyss services. The
new company, fo be named Fresenius Medical Care, will be the
largest fully integrated renal care compony in the world. We ore
moving toward the finalizotion of this transaction, with complefion
expecled oy the thi-d quoarter of 1996. We ore enthusiastic cbout
the volue this orrangement will bring to Grace ond our shareholders.
Grace will receive $2.3 billion in a tax{ree cash distribution, and
Groce shareholders will own 44.8% of the new company, which
should be the beliwether company in the renol care indusiry.
Grace common shareholders also will receve a distibution of

" one share of common stock of @ resiructured Grace—consisting
of cur packaging and specialty chemicals businesses—tor each
share currently held.

Proceeds from the NMC and Graoce Decrborn ransactions
will be opplied to significantly reduce our debt ond 1o repurcase
up to 20% of Groce’s common stock. In anticipation of the
separation of NMC from Grace, the Board of Directors lowered
the Compony's quanterly cash dividend ond cdopled ¢ dividend
policy of distrituting approximately 20-30% of the prior year's
net earnings, a level more in line with peer companies We
believe these initiatives will give us a capital structure consisten!
with the growth sirategies of our core businesses and will
provide our shareholders even g-eater longlerm value through

stock appreciation.

High Expectations fer Future Performance

t have hign expectations for Graze's funre performance as the
premier packaging c;nd specially chemicals company. “hot means
we shal strive 1o be in the top guortile of our peers in importont
measures of performance—as well as remaining the suppliero:
choice 1o our customers. Our strategy is clear: profitably grow our
core businesses on a global basis; cogitalize on our underlying
technicol strengths and market leadership positions; build through
research, capital investments and selected siralegic acquisitions
or alliarces that complement existing businesses; and continually
improve our operaling performance. Successful implementation
of this sirategy will result in internal sales growth in the mid-eens,
increasingly positive cosh flows and operating margins increasing
three points in 1996 and one point per year thereatter.

Our businesses are leaders in their global markets ond confinue to
grow steadily, exponding into new markets and geographic regions
Today halt of our sales are outside North America, with each of
the other regions realizing above midteens soles growth in 1995

To meet growing demand for our products on o global basis,
we invested more then $5C0O million last year in capital expend:-
tures to expand or upgrade manufacturing operations. We are
targefing our research and development investments lo achieve
o better balance of new product development, applicatiorrdriven
technology and breokthrough reseorch—all aimed ot supporting
our core businesses. We expect more focused investments lo orng
products 1o market faster and 1o develop manufacturing process
technologies that will further enhance productivity and quality.

There is much opportunity fo continue our growth rend, internally
generated as well as through possible strategic acquisitions. As
we grow, we will focus 01 ensuring that our growth 1s profitable.
In 1995 we initiated progroms o reduce annual costs by more
than $ 100 miflion. We continue 1o focus on asset mchogemem——
reducing working capital, improving copital productivity and
enhanc ng cash flows. We are on the right lrack, and | am

confident that we will be successful.



Changing the Way We Manage the Company

We rove chunged, ond are continuing 10 change. the way we
maonage the Company Duning the year. the composition of the
Board changed signilicantly, ond new cotoorole governance
pelices and proctices were adopred | want o thank those directors
who wre 1elinng, effective May 10, for their dedication and
service to Grace: Dr, Geerge C. Dacey, Edward W. Dulfy,
Peter S. lynch, Robert C. Mccauley anc Fugene J. Sullivan,
and also Gardon J. Humphrey, who relired m late 1995 | also
welcome wo newly oppointed diectors—D0r. Marye Ann Fox
and Dr. Thomas A, Vonderslice

We are now o wellfocused, operating compony—sharing
resources, skills, people ond management know-how Creoling
this new environment for success is one of my primary responsibilities,
as it s for our newly formed Executive and Operating Commitiees

Together we are making suie we have the right business
stiolegies, the nght systems and 100's, the right pecple in the right
jobs, the tight rewards and recogniion. and the right organ zational
shucture to successfully serve our cuslomers, provide excellent
resubs for our shareholders and oftord new and chollenging
opportunities for our employees.

1995 was an extrocrdinary ond successhd year for Grace,
due lagely to the dedicanon of Grace employees aiound the
world logether, as promised, we cre delivering value. Tegether,
we are bulding upon the strengths of our busnesses 1o ensure

conlinved and censistently improving performance.

Albert J. Costelio
Chairman, President and Chief Execulive Officer
Maren 11, 1996

During 1995, CEO
Al Costello visited major
Groce sites and met o

ber of key cust s,
Top: Bill Ritzel, manvfacturing

manager, with Costelle
{right) ot Groce Davison’s
Curtis Bay, Marylond plant.
Bottam: Costello {center) with
J. Gary Kaenzig, president
of Grace Packaging {left),
visiting Sainsbury’s, the U.X.'s
largest food retailer.
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Highlights
+ Grew sales 19% to $1.7
billion, Pretax operating
samings rose 20%.
 Launched $350 miflion
global capital expansion
progrom, inchuding
$50 million to build @
plant in Seneca, South
Carolina to serve fresh-
cut produce morket.
» Formed joint veniure
in China, with market
potential for sausage
poackoging estimated
at $100 million by the
yeor 2000.
Increased acceplance
of caseready packaging
systoms by retoilers
and consumers.
increased sales of
Cryovac® TBG™ {total
bone guard) meat
packoping in North
America by 35%.
Accelerated timetable for
completion of new pack-
aging plont in Kuvantan,
Malaysic—expected fo
open by mid-1996.
integrated German

packaging firm acquired:

in 1994, solidifying
position in Europeon
laminates morke.
Increased sales of
Formpoc™ foam troys
for retail display of
fresh meat, poultry
and produce by 19%.

Ce
ance

Grace Davison

Grace s the world's leading supplier

of fuid crecking catalysts used 1o ‘crack”
Grace Packaging arude oil into motor fuels and other
Grace is the world's leading innovator petroleumbased products. Iis polyolefin
in flexible packoging technology and cotalysts ore critical in the monufaciure
products. Working in close pormership of polyethylene resins for plastic film,
with customers, it facilitates the distribu-
tion, protection, preservation and
preseniation of food products in markets
throughout the world. Cryovac bags,
fims and laminates have revolutionized
marketing and merchondising lech-
niques for the food indusiry and other
markets. Groce's high-performance

materiols, such as Cryovoc and

gas distibution pipe and household

Dorfresh™ pockaging, incorporate
sophisticatec multilayer coextrusion contamers. Groce also is a leading
technology. They preserve flavor and gobel supplier of silica products and

zeclite adsorbents. These value-added

functional odditives and processing

oroma ond enhance the shelf life

and appeorance of packaged foods,
such as hresh and processed meos, oids cre used in the coatings, plostics,
poultry and cheese. They also improve personal care, food, pharmaceutical,
the markelobiity of consumer packaged

building and chemical indusiries

goods. such as housewares, hardwore,

toys. tapes and compact discs.

Highbights
» Achieved record soles
for the third siraight
ysar—increased scles
13% to $687 million.
Pretox operating
earnings rose 18%.
Constructed and
started up new fluid

cracking catalyst
facilities in Curtis Bay,
Maoryland and Lake
Chorles, Lovisiana.
Achieved sales growth
of 35% in the Asia
Pacific region, which
represents 10% of totol

Groce Davison sales.

Commenced consiruction
of grassroots plont

in Kuantan, Maloysio

to manufacture silica
products—scheduled

for mid-1996 opening.



Highlights
» increased sales

to $397 million.
« Field4ested innovative
shrinkoge-reducing
admixture to minimize
concrete crocking.
Introduced Monokote®
8HY {high-yield) fire-
proofing, offering

significant cost advan-

tages to customers.
Exponded market
presence in Asia Pocific

region, achisving soles
growth of 24%.

Named “supplier of

the year” by J. L. Manta,
o major fireproofing
customer, for outstand-
ing product quality

ond customer support

during the expansion
of McCormick Place
convention center in

Chicago, fllincis.

Grace Construction Products

Grace cemen! addiiives, concrele
admixtures, waterprooling systems,
fireproofing und masonry produds'
are sold globally 1o protect some of
the world's most /mportont stuctures
from the punishing effecis of nalure.
Meeting the most shiingent building
codes and perormance requirements,
Grace's specially constructon raterals
and syslems srengthen concrete,

fight corrosion, prevent water daimage
ond protect structural steel ogeinst

collapse in the event of fire.

Grace Container Products

Grace container sealants and coabngs
ensure the integrily of more *han

450 billion cons ond botes cnnually,
moking Grace the world leader in
container sealing technology. Grace
container sealant and coating systems
protect foods and beverages from
bacteria and other contaminats,
extend shelt life and preserve flavor
They are used in beer, beverage, food,
aetosol and composite conlamners.
Gicee speciolly polyners ore used

in printed circuit boord manufacture
and component assembly in the

elechonics, electrical, automol ve

and delense industries

Highlights

Increased sales 10% to
$357 million. Prefox oper-
ating eomings rose 17%.
Formed joint venture

in Russia to support
globalizing customers
with lacal sourcing for
high-performance can
and closure seciants.
Extended globol avail-
ability of advanced,
environmentally friendly
sealonts for ultro-high-
speed application in
the manufacture of beer
and beverage cans.
Goined significan
brewery ond consumer
occeptance of
Derafresh” oxygen-
scovenging lechnology
to preserve the flavor
and freshness of beer.
In 1995, an estimated
2.5 billion bortles of
baer were sealed with
Darafresh technology—
more than double the
number in 1994.
Dedicated new
Philippines container
enhanced regional
technical support

to global customers.



N

Pockag

GROWING AT NEARLY DOUBLE
THE INDUSTRY AVERAGE

A leading global producer of flexible
plastic packoging sysiems, Greee
hos helped shape, and in some coses,
.- sevolulionize the packaging industry.
Grece Packaging continues its role as an innovator, with 60%
ol its cument product offering infroduced in just the lost five years.
lts Cryovac * bags, films and laminates extend the freshness,
fiavor and shelt life of fresh and processed meats, pouliry. cheese,
fish and produce. Cryovac shrink packoging also adds value
and merchandising appeo to consume- ond industrial goods.
Grace's leadership in the packaging industry is built
on a srong combination of core competencies:
» Film processing ond resin fechnolcgy
* Food and packaging sciences expertise
» Relationships with supenrarke’ chains and refail sellers
throughout the world
* Total systems: technical and sales service; equipment cesign and
installation; lobel design; and an extensive distribution network.
Providing unique compettive advaniages, these core competencies
helped Grace Packaging achieve saies and revenues of $1.7
billion in 1995, a 19% increase over 1994, representing the
33rd consecutive year of improved sales performance. In the last
five years, Grace's plastic packaging business as grown ot nearly
double the indusiry average.

Future growth opportunihes have been clearly identified lo
capilalize on technical innavolions, new packaging opplications
ond geographic expansion. Addressing these opportunilies,
the Company is making significant investments to upgrade and
expand productior: capabiliies; develop the right worldwide
infrastructure; build its employee base; and provide odvanced
customer service and technical fraining 1o crive morkel innovation

in oll the growing regions of the world

New Opportunities for Meat Producers

Grace's cdvanced packaging technology is improving both

the quolity and variety of meats availoble of e sLpermarket.
Cryovac abuse-esistant vacuum pockaging materials and
productivity-enhancing equipment facilitate faster product handling
for meat processors. With Cryovac TBG™ bags cifering retailers
produc profecion and opercional efficiency for previously
hordHo-handle bone-in pork, beel and veal, supermarkels can
stock product withcut fear of spoilage and cen maintain the

right amount of inventory to meet demend. Relailers in North

Amefica are demandirg
Ovtstanding Sales Growth

Cryovoc vacuum pack-  in All Regions

aging for their bongan 18 mikers
ol record level = 1993-$) 250.1
pork at record levels, W1994-$1 4175
W 1995-31.992.]

with sales of oackag-
ing for pork increasing
69% in 1995,

Lotin Asio

Europe North
Americo  Pacific

Americo



Grace packaging systems have
revolutionized the distribution of food
products. The boxed beef concept,
pioneered with Cryovac barrier bags, is stil
the workhorse system in leading-edge
markets for lorge cuts of meat. Today

it is gaining increased acceptance in

emerging Latin American and Asia Pacific
markets. An extension of this technology,
TBG bags protect bone-<in meats. Cryovac
packaging systems now make it possible
to deliver case-ready products to super-
markets. The benefits for consumers:

enhanced quadlity and product availability.




Capitalizing on Case-Ready Advantages

On the leoding edge of the next revolution in food distribution,
Grace Pockaging offers a full range of sophisticated packaging
options to facilitate case+eady distribution. Case-ready products
are prepared in cenkalized processing plants and delivered

fresh to retailers, prepackaged in convenient sizes for sale to
consumers. They offer retailers o major costsavings opportunity
over the traditional system of cutting and packaging in supermarket
back rooms. '

Speciolty cheeses have long been packoged lor consumer
sale in raditional Cryovac bags and laminates. Teday, consumer
unit cheese packaging using Cryovoc 8DF film is goin'ng in
popularity, particularly in Europe. Many poultry producers ship
their products in Cryovoc cose-ready packages that allow super-
markets to disploy a much greater voriety and spend more time
on creafive merchandising. ork producers have started to market
caseveady products, and the number of markel tests featuring
beel continues to grow. Although in #s infancy, the market for
casefeady meats represents o $1 billion global oppertunily for
Grace over the next five lo ten years.

Accelerated Demand for Fresh-Cut Produce
Consumer demand for convenience and for healthier foods
has produced o rapidly accelerating trend toword packaged,

Fresh-cut packaging relieves
busy consumars of the lreshcut produce. Over the next five years, the North American
time and lobor involved treshcut produce market is expected lo riple in size, with industry
in food preperation by eshmates suggesting that as much as 25% of produce will be
providing reocy sold freshcut and consumerready by the yeor 2000.
products, induding salods, . .
ek, corron sfic Freshcut vegetables are aerobic, meoning they must “breothe
broceol Aorets and stirfry oxygen lo siay fresh: the amount of oxygen varies from vege-able
vegetables. It ahio provides to vegetable. Broccoli and caulfiower, for example, have higher
a solution lo increased respiration rotes than carrots and polatoes. Cryovac packaging
labor casts and limited film can be varied 1o maikch each vegelable's natural breathing
preparation spacs in the hotel, o ~
e and institutionol rate, significantly increcsing distribution and shelf lfe. Longer shelf
food service industries. life results in less spoiloge and waste for consumers, store owners

ond food indusiry managers.




$350 Million Earmarked for Manufacturing Expansion
In 1995, Grace Jounched o werklwade, $350 riion capital
expansion program 10 ncrease manutectunng capacty Making
a mayer commtment to the produce mdusky e is Luilcing

a $50 million, 124,000 sq. h. plort in Seneca, South Carcling
Other expansons are slated fer plants inthe U5 Turcpe,

South America, Aushalia, Canada and Molays . The expansion
program ncludes installation of advanced production equiprient—
ncluding extrusion lines converlers ond siake-oithe-ar! printing
jyesses—-1o provide incieased cperating flexibility and efficiencies

n the manufacture of bogs, bims and lominates.

New Ventures in Emerging Morkets
In November 1995, Grace formed a siategie packogma joint
venture in Gaoming, China. It will monufocture shrink blms tor
packaging chub sausage, which is o cooked. nonrefngerared.
poik sousage staple popular throughout China. With market
potential for this product estmated of $100 million by the year
00, the joini venlute provides an excellent spiingboord for
the suzcessful ntroduction of cdvanced packaging products
ard technologies inlo China.

In the post two years, Grace Pockoging has established
joint ventuies in Malaysia and Russia. Each of hese iniliatives
should help ensure thot the latest Crvovue packaging products
and odvancec manulocturing processes are readly availuble

as cuslomers grow their businesses in emesging morkets

In Simpsonville, South

Caroling, new computer-
controlled production
fines will result in greater
precision, enhanced product
quality and a 30% increase
in production copability.
A key manufacturing site for
bags, films and lominates,
Simpsonville also provides
graphic arts services
1o customers throughout
Morth America.



With technologies based on alumina
ond silico, Grace Davison formulates an
array of petroleum refinery cotalysts,
polyolefin catalysts ond silica products.
Using sophisticated technologies,

Grace Davison provides a constant flow L A, ' SN .
’ : \
of advonced catalysts, contributing e N R
- - v .
to the global growth of state-ofthe-art . ;‘ o0 :
, ; , o
o " a7 T e N s, . r
petroleum refining. A new silicas S Tyt o, g
i - ) - > -
plant in Kuentan, Malaysio—to open AL . , oy
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in mid-1996—will supply growing d S
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“BHvison

THIRD STRAIGHT YEAR
OF RECORD SALES

Commtted to customer service, product
nnovation and low-cos!, highquality maautac:
E ¢ uring, Grace Dawison is the irading globol

4 supplier of tuid cracking cotalysis (FCCs)
1o produce gasaline and ather fuels
hom crude ail. t is the leading supplier of silica-supporied poly-
oelin catalysts and cetalytic supports used in the mandlactne

of polvelhylene resins tor plastic klm, gos distribulion pipe und
household cenloiners. Grace Davison also is o world leader

i sifica technelogy and moterials used i enhance a varely

of products, including coatings, phormaceulicals, toods, plastics

and personal care products.

Leadership through Customer Responsiveness

Seving the ncieasingly complex petroleum relining industry.
Grace Duvison maintains its leadership posifion by hstening to
customers and responding with lechnologically eahanced products
ard services that meet their rapidly evolving needs. In foct,

75% of Grace's FCC products today reflect technology that

s less than hvee yeors old.

Grace Davison intraduced a high pertormance fuid crecking
catalyst—RAMCA! M—in 1995 10 serve the growing residuum
ol processing segment. The immediate stccess of wo other
newly intaduced, leadingedge FCCs-—Spectia™ and Ultmo™—
led lo a significant ncrease in European soles. To better monage
R&D expenditures and speed commerciahzation of new catalysts,
Groce Davison has formed allicnces with some of the word's
leading ol and pefrochemicol companies.

Also in 1995, Grace infroduced new sificasupported polyolefin
cutalysts for modilied polymer products. This is & major effor
1 safisly a growng demand For catalysts to synthesize unique

plastic resins. -

Global Sales Growth

{$ milhons;
W1993-835°24
B 19943600 ¢
B 1995 §0872
New Silicas &
Adsorbents Expand
Growth Horizon
Copidizing onthe brood
ening applicaton of sl
ca products Grace has
increased scles ond mar-

ket penetalion thiough

875
$9.4
$9.8

L]
Latin Asia
Pacific

Europe North

the ntroduchon ol o America America

senes of new products. “Smant” desiccants and odor scavengers
improve quality and extend the shell life of packaged molerials.
New SYIOID ¥ llatting agents are used in envionmentally
friendly, water based paints a'id ink jel paper cootings; and
new SYLOBIOC * antiblocking and skp aids improve handling
ond dlarity ol olostic films. PHONOSORB MTX " is o “hot melt”

desiccant mix for automated produchon of insulahing glass

Growth through Geographic Expansion

Groce Davison confinues its global expansion with significant
goins recorder in Asia Pacitic and Europe in 1965, Asia Pacific
will account for 50% of Grace's volume growth for crucking
cotalysts over the next five years. Overall FCC volume in the
region potentially will double by the year 2000. Demand -or
silica products in the region piompted Grace tc construct @ plant
in Kuanon, Moalaysio, with o startup of mid- 199¢. To meer
arowing worldwide demand for molecular sieve products.
Grace enhanced operations in Worms, Germony and Curlis

Bay, Maryland. It olso expanded FCC cperations in Curtis Bay



Grasfﬁg:’n

STRENGTHENING & PROTECTING

THE WORLD'S STRUCTURES

Grace cement addifives, concrete admixures,
waterproofing systems, fireproofing and
masonry prod.ucts strengthen and protect
the world's most important structures. The market
ieader in North America and Southeast Asia and a growing
force in other regions, Grace Construction Products offers cusiomers
value-building technology with superior technical support in both

commercicl and residential construction.

Growth through Value-Added Product Developments
Meeting increased demand for improved structural inlegrity with
lower longterm mainlenance cosls, Grace leverages its technical
expertise and market knowledge 1o develop value-added product
sclutions for the construction industry. Significontly imprcved lrom
earlier technology, CBA™ cement additives enhance cement flowa-
bilily and perlormance whie helping customers lower production
costs. An envionmenially fiendly, liquid weterproofing membrone
to complement Biuthene® sheet membrane is in field lesing. A
new Monokote® 6HY (highyield] fireprocting mcterial provides
cusiomers with significant produdt application cost advontages.

Growth through Geographic Expansion
1905 wos a stong growth yeor for developing economies in
the Asia Pocific region. leveraging an expandec manufacturing,
sales and suppor base. Grace Construction Preducts capitalized
on infrastructure and commercial development in the region,
achieving a 24% increcse in sales relafive lo 1994. All constuction
product lines contributed 1o the growth.

Grace waterproofing producis were specitied in the consiruction
of Hong Kong's new Chek lap Kok Airport. Grace concrete
admixtures were chosen for the Port of Singopore Authonty

expansion and several censtruction projects in northern Ching.

Grace fireproofing matericls are protecting the new Lotte Tower
and Koryo Securities Bulding in Seoul, Kerea.

The Company secured ils first sale of Bituthene® Pre-Prufe
waterproofing o the Crossness Beckton sewoge siudge incineration
plont in ne UK, the largest such project ever built in Europe
Working with the Central European Cemeni Association, the
Company obtaned significont sales of cement additives from
new customers in Poland, the Czech Republic ond Hungary.

Grace also recorded its lirst fireproofing sale in Lofin Americo.
where Monokote 6 was specified to protect siructural steel

in the new Downlown Tower in Buenos Aires, Argentina.

Focused on Outstending Quality & Service

Grace's focus on highqualty technical sevice and support, bocked
by innovative technology, opplicotions know-how and market
knowledge, offers customers a strong competitive advantage.
Noting that Grace was the supplier most insrumenial and effective
in contributing 1o its success, customer J. L Manta named Grace
its “supplier of the year” for outstanding product quality and customer
stpport. J. L. Manta ordered 250,000 bags of Monrokote
fireprooting for the one million sq. ft. expansion of McCormick
Place convention cenler in Chicago, Hincis.

Profit Improvement through Increased Productivity

Grace Construchon Products confinues 1o improve resource
productivity, using the tools of folal quality management and
business process engineering. Nearly 70% of its workforce has
completed haining in quality managemenl techniques. Other

maior infiatves include o .
Core Product Lines

lower-cost overthead suc: Lead Sales Growth
hure, kacilty consolidafions, ¥ ™or!

product cost reducions, . g‘;:':sdkmus

and the divesiment cf ™ E;?:ud Lines
underperforming noncore

product lines




Republic Tower in Singapore is one of
many consiruction projects around
the world where Grace’s technology
is meeling critical performance standards.
Addressing o long-stunding problem
for siructural engineers, Grace's innovative
shrinkage-reducing admixture—successfuily

field-tested in the 110°F heat of

the Arizona desert—minimizes concrete
cracking. Grace Ice & Water Shield®
membrane rﬁofing underlayment protects
against water infiltration coused by ice

dams and wind-driven rain. 7




innovative technology and superior
technical service in suppeort of
customers make Grace the world leader
in container sealing technology. Grace’s
newast container technical center
in Manilo provides advanced technical
support and field service assistance

to local and globadilizing customers as they

grow their businesses in the Asia Pacific

region. In 1995, on estimated 2.5 billion

beer bottles were sealed using Darofresh
oxygen-absorbing technology, which

increases shelf hife and enhances taste.




Codiner

TAKING TECHNOLOGY
AROUND THE WORLD

Grace sedlants are vital to the safety and

sealing integrity of more than 450 billion cans

and botiles each year. Grace is commilled

to customer safisfaction and quality in the defivery
of warerbased and envionmentally fiendly solventbased seclants
and coatings for the rigid conlainer market. Grace's pusition as
the world leades in con sedling technology is fourded on continual
product innovation ond sirong lechnical support, close customer
partnerships and a focus on adding measurable value to each

step i the developmen), menufacture and sale of its products.

Breakthrough Sealing Technology

Product taste tests by mojor Norh American and European brew-
cnes ore preving the oulslanding ability of unique Darafresn™
arygenabsorbing technology to maintain product quality—with
minmal added preservotives—and inciease shell ile, thereby
reducing product totaton ond distribution cosis. Beer is porticularty
sensilive 1o oxygen—as litle as one part per billion of oxygen in
the headspace of o beer bollle will siort the degradation process.
This can impede market acceplance as major breweries expand
into developing regrons where optimal product disribulion controls
are sometimes locking. Focused inally on beer and beverage
producers, Groce 1s commercializing a ful range of Darafiesh
closure seclont systems and evalugting growth opportunities for

this technology in other conlainer packaging markets,

Beskin-Class Sealants

Giace cffers its customers a wide 1onge of advanced, environ-
menially fiendly can ond closure sealants. Available glotally,
Grace's bestincloss sealants faciitate Jihahigh-speed application.
provid ng excellent product pretection on a full range of metal.

alass ond plasiic conlginers. -

Supporting a Globai
Customer Base

To ensure successiul
transition of ils secling
and coating technolo-
gies from the lab Ic the
production line, Groce
extended its global cus
fomer support network
with a new container

technical cenler in the

Europe Leads in Sales
{$ mdliang)

® 1993
53055

B 1994
53248

| 1995
33574

Latin Asia Europe North
America  Pacific America

Philippires. With a comparable facility plarned for Séo Paulo,

Biozil Grace can provide quick, protessionat response with the

lotest technelogy and qualily support in every market region.

Supporting globalizing customers with local sourcing for

high-perdformance can and closure seclants the Company's

51%owned jcinl venlure, A/ QO Grace KRIZ, manutactures can

sealing compounds for fead canning and closure compounds for

beverage bottling in Russia and other C.1 S. republics. in 1995,

Grace KRIZ upgroded exisling equipment angd opened o new

can and closye sealont preduction facility.

a

Grace Spedoity Polymers
Reloted to Groce Container Products

through shored polymer technology resources,

Grace Specialty Folymers is a leading developer

of formulated engineered polymers for printed circuit boord

and component assembly in the electronics, electrical, aulomotive

and defense industiies



Boston's Jackson-Mann
School learned a lot cbout
the construdtion indusiry
when they competed to
make the strongest, lightest
concrste possible. They
tested their product in
Grace's lab, one of the
world’s largest privately
owned cement and concrete

research facilities.

Enhancing Global Performance

Grace's Commiment fo Care™ progrom, signifying o responsibility
10 employees, cuslomers and communily neighbors, extended its
reach beyend Norh America in 1995 10 achieve worldwide
implementotion. Commitment to Care embraces specific perfor-
mance ootechves in six key oreas: product slewardship, employee
health and safety, community awareness and emergency

response, process safety, distibution and pollution prevestion

Ctmm&hd 'o Comlm.mus Ifnprovcmﬂf
Grace s commified to cpnﬁmously nmprovlng enwmnml
heaith and safely (EHS} performance in its-global operaions.

_ The Company has pledged to operote according fo the highest

s of performance as well as lo incorporate sound

4ement concepts into the design and construction

new global progrom 1o collect, evaluate and benchmark woste
and emissions do'a should enable Grace tc monitor contnuing

reductions in wasle and emissions on a worldwide basis.

Building Better Communities
Grace's success depends upon the health and wiclity of the
communities in which it operotes—this philosophy drives the
Company’s community outreach efforts. Curing 1995, Grace
Foundation and direct corporate contributions to support education,
human services, youth development, health care, eccnomic devel-
opment and environmental organizahons totoled $3.4 million,
Educclion conlinues to be o major fozus, copluring 57% of the
Grace Foundanon's 1996 budget. School portnerships olso
figure prominently in Grace's community outreach activities.
Grace employees work with Baliimore, Maryland's Southern
High School to encourage students to attend school, graduate
and aim for higher educotion. The program emphasizes moth
and science, while exposing students to engineering and manu-
facturing. Grace offers fo hire one Southern High groducte for
every two openings at its Curtis Boy Works in Maryland,
Through “Creating lasting Llinks,” Grace scientists helped
elementary school teachers develcp—and teach—a new
science curriculum focusing on science skills and princioles,

such os measurement, observation, couse ond effect



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

REVIEW OF OPERATIONS
Overview
Sales and revenues increased 14% in 1995 over 1904,
as compared 1o an increase ¢f 11% in 1994 over 1993

floss)/ ncome from confirving operahons was ${196.6) milion,
$141.4) million and $19.1 milion n 1995, 1G94 and 1993,
respectively. These results reflecied (o) 1995, 1994 and 1993
pretax provisions of $275.0 million, $316.0 millicn ond $15%.0

miflion {$178 7 milion,

gg;‘;%"g‘:fmfrh $200.0 million and
{$ mifions) $100.0 million after-
1993-32895 10x), respechvely,
W 1994-33 218
8 1995 33,666 relating to asbestos:
related liabilities ond
insurance coverage
|see “Financial
Condition: Asbeslos-
[ Related Matters” below
~ and Nole 2 to the
Consalidated Financial
ﬂ Siatements for further
Latin Asio Europe  North information}; {b) 1995

America  Pocific Americo

and 1994 pretox
provisions of $77.0 million and $40.0 million {$52.0 million
and $26.0 milkon ohertox], respeclively, relating 1o environmental
liobiities {see "Financial Condition: Environmenial Matters™ below
for further information); (cl o 1995 pretax charge of $220.0 mikion
{$144.0 million cftetox) relating o restructuring costs, asset
impairmenls and other cosks (see “Statement of Operations:
Restructuring Cosls, Asset Impairments and Other Costs” below
for turther ynfo mation); [d)a 1995 pretox chorge of $30.0 million
1$18.6 millon ahtertax) relating.to corporate governance matters:
and lel a 1994 gain of $27.0 million |pre- and aker4ax) on the
sale of Grace's remaining interest in The Restaurant Enterpuses
Group. Inc. Excluding these provisions and charges fiom all
years, income from continuing operations in 19935 increosed
24% 10 $194.7 million, as compared to 1994, and in 1994
increased 32%, 10 $157.6 million, over 1993.

Income from continying operotions reflects coroorate expenses
of $37.8 million, $37 1 million and $37.4 millon in 1993,
1904 and 1993, respeciively, previously ollocated to the
discontinuec heolth care operations. These expenses will not
be ossumed by National Medical Care, Inc. INMC), Grace's
principol healh care subsidiory, following completion of its
propesed separalion rom Grace, and it 1s expecied thol these
costs will be elimnated. See below tor adaitional information
regording the proposed separation of NMC from Grace anc
Grace's cost managemen: efforts.

For ofl periods presenied. the Consolidoted Staternent of
Operctions has been restated fo reflect the classificotion of certain
businesses as discontinued operations, as discussed in Note 7
to the Consolidated Financial Statements

Specialty Chemicals
Crerotng Resuhs — 10C5 Compcred 1o 1994
As noled above, sales and revenues increased 14% in 1995 as
compared to 1994, reflecting fovorable volume  price,/product
mix and currency transkction variances estimated of 7%, 4% and
%. respectively. All product lines expenenced improved volumes
in 1995, Packoging volume ircreases reflected higher sales of
bags and films in all regions, and higher soles of lominates in
all regions other than latin Americo. Volume increases in ca'olysts
ard other silicabased products reflected higher sales in all
regions, especially refinery catalysts i Asia Pocific and Europe,
and silica/adsorbent products in Europe and Asia Pacific.
Coniginer voume increases wete due lo increased sales of
specialy polymers aond

. Speciglty Chemicals
can sealing products in Sales by Industry
Asia Pacific, and coat {8 miltions)
ing pioducts in lalin 81993

o . 81994
America. Youme InCIecses g 1008

in water ealmeni reflect
ed higher pape- industry
process chemicals sales
in Europe and North
America caused by mar-
kel share gains, as well
os higher waler treat
ment chemicals sales in

latn Amenco. Consiucion  Cemaner  Waiw
Trostment

Conwucion Coralyws/  Pockeging
Sdicns

products experienced

volume inzrecses, prmarily in Asia Pacific, due to increased
consiruchon aclivity, partially offset by volume decreases in
both fire protection products in North America {due to a small
markel share boss} and waterprcofing products in Europe and
North America.
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Operating income before taxes [which excludes for oll years
the items discussed in the second paragraph of “Overview”
above) increased by 15% in 1995 os compared to 1994,
North Americon resulls in 1995 improved, reflecting strong growth
in packoging due fo the volume increases noted obove {especially
in bags). However, this was parfially offset by reduced profitability
in refinery catalysts, as North American refiners continued 1o
experience low margins. The narrow spread between light and
heavy crude oil prices led customers to crack higher quality light
crude rather than heavy crude oil [which requites more calalysts).
In addition, waler treatment chemicals in North America experi-
enced lower profilability due to ongoing market consolidations.
European results in 1995 improved significantly versus 1994,
primarily in packaging, reflecting volume increcses caused by
an economic recovery that reviralized key markets, parficlly offse!
by unfavorable results in construction waterproofing products due
to higher material costs and a sliowdown in the nonresidental
construction market. European resubs also benefited from the
absence of costs incurred in 1994 1o skeamline European pock-
aging, waler reciment and conlairer operations. In Asia Pacific,
favorable results were achieved versus 1994, primarily in refinery
cotalysts and silica/adsorbent and consiruction products Idue to

the volume increases
noted above], partially
l offset by higher operat
93 water reatment opera-
tions, partially offset by increased profitasility in packaging due
io improved volumes and in container products due to market
share goins in coating products. The cbove results reflect the
atlocation of corporate overhead and cororate research expenses;

corporate interest ond financing costs and nonallocable expenses
are not reflected in the results of specially chemicals.

Income from
Continuing Operations
(belore special items)

($ miltions)

91 9

2 93 94

ing costs incurred fo
increase morket share
in the region. Lotin
American 1995 results
declined slightty versus
1994, primorily due
1o the effect of infiation
indexation on wage
ond employee benefit
cosls in the Brazilion

Operating Kesults - 1994 Compared to 1993

Sales and revenues increased by 11%, and operoting income
before taxes increased by 19%. in 1994 as compared 10 1993,
The increcse in sales and revenues eflected favorable volume.
price/product mix and cumency translotion variarces esiimaled
at 9%, 1% and 1%, respectively. Volume increases were experi-
enced by oll core product lines North American results in 1994
were positively affected by strong growth in construction and
packaging, mainly due ‘o the volume increases, partially offset by
reduced profitobility in refinery catalysts due to volume decreases
os a result of customers” use of higher quality crude oil and an
increase in cusiomer mainlenance shudowns. European results

in 1994 improved significanty versus 1993, primarily due to
imptovements in refinery and polyolefin cotalysts and construction
products {due fo the volume increases|, partially offse” by costs
associated with streamlining European operations. in Asia Pacific,
tavorable results were achieved versus 1993, primarily due 1o
volume increses in refinery and polyolefin cakalysts and conkiiner
products. latin American 1994 results improved versus 1993,
primarily due to increased profitability in packaging Idve to
increased volumes in bags, films and laminates). Latin American
results also benelited from improved economic conditicns in
Brozil; however. this was partially offset by the devaluation of

the Mexican peso in lale 1994.

STATEMENT OF OPERATIONS

Other income

See Note 4 1o the Consolidated Financial Stalements for
information relating to other income.

Interest Expense and Related Financing Costs
Excluding omounts allocoted 1o discontinued operatiors
los discussed in Note 7 to the Consolidated Financial Statements),
inlerest expense and related financing costs of $71.3 million in
1995 increased 44% versus 1994, Including omounts allocated
lo discontinued operations, interest expense and related financing
costs increased 50% in 1995 over 1994, to $164.8 million,
primarity due to higher average elfective shorterm interest rates
and higher debt levels

Groce's debt and interest rate management objectives are
lo reduce its cost of flunding over the long term, considering
econcmic conditions and their porennal impact on Grace,
and to improve liquidity by developing and mainiaining access
lo o variety of longterm ond shorterm capital markets. To manage
Is exposure fo changes in interest rates, Grace enters inio inferest
ale agreements; during 1995, most of these agreements effectively

w.r GRACE & co. [[[J 1995 AnnuAL RePORT



converted lixedole debt into variablerate debt. These agree-
menis hove 1eadily identifiable impacts on interest cost and
cre characterized by brood market liquidity. Sea Note 11
to the Consclidated Financial Statements for further information
cn interest rale agreements.

See “Financial Condilion: liquidity and Cagital Resources”
kelow and Note 10 1o the Consclidated F nancial Statements

for information on borrowings.

Research and Development Expenses

Fesearch and development spending increased 13% in 1695
versus 1994 Research and development spending continues to
ke ditected toward Grace's core specialty chemicols businasses.
As discussed below, duing 1995 Crace undertook o worldwide
weshiuctuing program, including o study of company-wide
reseorch and development expenses. Cetain octions hove
nleady been ‘oker based on this study, mcluding the shuidown
of Grace’s Jopan resecrch center ond the phase-out of certain
reseorch programs related to noncore opzrotions

Restructuring Costs, Asset Impoirments and Other Costs
Reshpcnnng Costs

As discussed in Ncte 5 1o the Consolidoted Finonciol Statements,
ring the third guorter of 1995, Groce began implementing a
worldwide reshucluring progrom aimed at streamlining processes
and reducing gene-al and administrative expenses, factory
adminisiration zosls ang noncore corporate feseorch and devel
opment expenses. The program is expected o be substantially
compleled by the end of 1996 In the third and fourth quarters
ol 1995, Grace recorded prelax charges totalling $44.3 milion
and $91 7 million ($27.2 million and $61.9 million atteriox),
respectively, comprised of $77.4 million for employee lermination
beneflts, $13.4 million for plant closure and relaled costs,
“mcluding lease termination costs: $15.5 million for prior business
exits cnd related costs; $20.8 million for asset writedowns,

and $8.9 million for ofher costs. The $77.4 million tor employee
terminahion benelits prirarily represents severance pay and other
benelits asseciated with the elimination of approxmately 1,200
positions worldwide; more than 50% of the 1otal cost reduciions
will come from corporate staff functions worldwide

Grace expects to implement addifional cost reductions ond

efficiency improvements beyond those discussed above, ‘as its
businesses further evaluate and reengineer their operations. These
reductions and efficiencies are expected in areos such as purchasing.
logistics, working capital monagement and manufocturing.

Agsel Imoaniments

During 1995, Gfocé determined that, due o vanous events and
changes in cilcumstances fincluding the werldwide restructuning
program described above), carioin longlived assets and reloted
goodwil were impaired. As o result, in the fourth quarter of
1995, Grace recorded a $43.5 million pretax chorge ($29.0
million oher tax), the majerity of which rekated to assets that will
conhnue Io e held and used in Grace's conlinuing operations,
the chage included no signilicant individual componenls. Grace
determined the amount of the charge based on vanous voluction
techn ques, inchuding discounted casn flow, replacement cos!
and net reclizable velue for ossets to be disposec of.

Oiher Costs

Also. in the fourth quarter of 1995, Grace recorded prefax
charges totclling $40.5 million $25.9 million aherax) relating
to the writedown of corporate assels {$27.0 million) and working
capital assets ($13.5 million). These omounts are included in
“Cost of goods sold and operating experses” in the Consolidated
Statement of Operations.

Income Taxes

Grace's effectve tax tes weie (37 1%, {53 0% ond 34.6%
in 1995, 1994 ond 1993, respectively. Excluding the llems
discussed in the second poragroph of “Review of Operations:
Overview” obove, Groce's effective tox rates were 32.8%,

34 6% and 36.7% in 1995, 1994 ond 1993, respectively.
The lower effective tax rate n 1995, a5 compared lo 1994,
was lorgely due 1o the reversal of the valualion allowonce on
forergn net cperating losses ond lower state income toxes, parially
offset by higher toxes on loreign operations. The lower elfective
1ox rate in 1994, as comoared to 1993, waos largely dve 1o
fower toxes on foreign operatiors.

Grace has recognized a valuation allowance relating to
uncerlainty cs 1o the reclizaton of certan deferred tox ossels,
including U S. tox credit comyorwords, state and local net
operating loss carrylorwards and nel deferred fox assess.

As a result of the favorable resolution of an audil, the valuation
allowance on aet opercting loss corryforwords in foreign
wrisdiclions was reversed in 1995. Based upon anticipated
future results, Grace has concluded, after consideration of

the valuation dllowance, that it is more Iikeh/ than not that the
remaining balance of the net delerred lax assets will be realized.

See Note 6 to the Consolidated Financic! Siatements for
further information on income foxes.
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DISCONTINUED OPERATIONS
Health Care
In June 1995, the Company anncunced that its Board of
Directors had approved a plan to spin off NMC. As a result,
Grace clossified its health core business as a disconlinved operar
fion in the second quarter of 1995 and, accordingly, NMC's
operatiors are included in “|loss)/income trom discontinued
operations” in the Consolicated Statement of Operations.
Following NMC's
receip! in October 1995
of five investigative
subpoenas from the
Office of the Inspecior
General of the U.S.
Deparment of Health
and Human Services
(OIG), os discussed
below, the completion
of lhe spinoff of NMC,
originally expected in
the 1995 fourth quarter,
was delayed.

In February 1996, Grace and Fresenius AG {Fresenius)

Hegalth Care
Sales & Revenues
|$ mitlions}

93 94 95

enlered into a definifive agreement to combine NMC with
Fresenius’ worldwide dialysis business [FWD) to creole Fresenius
Medical Care (FMC). As a result ol the combination, FMC would
acquire NMC, which would remain responsible for all liabiliies
orising out of the investigotions, discussed below. However, Giace
would retain certain health care assets, primarily o bioseparation
sciences business, a health core setvices company and other
assets (including cash and marketable securities).

The combination would follow o borrewing of approximately
$2.3 billion by NMC, o loxfree disibutior of the proceeds
by NMC 1o Grace, and a taxfree distribution by the Company,
with respect fo each share of is Common Siock, of one share
ol a newly formed corporation holding all of Grace's tusinesses
Iprincipally its specially chemicals businesses) other than NMC.
As a result of the separation of Grace's specially chemicals
businesses from NMC and the subsequent combination of NMC
and FWD, the holcers of the Company’s Common Stock would
own 100% of the specialty chemicals company and 44 8% of
FMC, and Fresenius and other shareholders would own 55.2%
of FMC. The helders of the Company's Common Stock would
also own preferred stock, the value of which would be linked to
the performance of FMC. Completion of the various transactions
15 subject 1o customary conditions, including the approval cf the
sharehdlders of the Company and Fresenius; U.S., German dnd

European regukatory actions; and obiaining financing on safisfoctory
terms. Commitmenis for financing have been; received. and it is
expected that the vanous fransactions will be completed by the
third quorter of 1996.

Operotng Results — 1995 Compared 1o 1994

Health care sales ard revenues for 1995 increased by 11%
over 1994, due to increases of 13%, 3% ond 10%, respeciively,
in kidney dialysis services, home health core and medical
products operations. The increase in kidney diclysis services
reflects acquisitions in 1995 and 1994, and the increase in
home health care reflects the fullyear ownership of Home
Nutritional Services, Inc., a national provider of home infusion
therapy services acquired in April 1994, The number of centers
providing dialysis ond reloted services increased 15%, fom
590 ot December 31, 1994 to 681 at December 31, 1995
{574 in North America, 62 in Europe, 33 in latin America and
12 in Asia Pocilic).

Operating income before kaxes in 1995 increased 10%, to
$315.6 million, as compared to 1994, excluding 1995 prelax
chorges tokalling $117.5 million [$102.4 million ahertax]. These
prefax charges are comprised of {a} asset impairments of $84.3
million {$83.6 million aftertax); (b} the phase-out of cerain of
Groce's health care research progroms of $8.8 milion ($5.6 million
aheriax); [c) changes in accounting estimates totalling $8.7 miflion
{$1.8 million altertax); (d) odditional costs associated with
Groce's longlerm incentive programs applicable to NMC of
$8.3 million {$4.8 million dfierox): and fe} other ilems tolalling
$7.4 million ($6.6 million cheriax). Health care results reflect
the allocation of Grace's hedlih carerelated research expenses;
however, coroorate interest ond financing costs allocaled to the
health care business are
not reflected in operating
income belore laxes.
These allocations are not
necessarlly indicative of
the costs that would be
incurred by the health

care business on a stand-

Health Care
Pretax Operating Income
(belore speciol ems)
|$ mifions}

alone basis.
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The 1965 assel imparments totaling $84 .3 milkon pretax
referred 1o above, are comprised of: {a) NMC's invesiment
in a German dialysis machine manutaciuting operation - $39.8
million {pre- and aflertox); (b) NAMC's investment in a dialyzer
development cperation in Ireland - $16.6 million {pre- and
cheroxi; lc| Grace's investment in o health care services company
- $26.2 million {pre- ond cftertax); and i1d} other items of $1 7
millon pretax ($1.0 milion afleriax}.

Uperatng Resuits - 1994 Compared o 1993

Sales and revenues for 1994 increased by 24% over 1993,
due 10 increases of 28% and 47%, respectively. in kidney dialysis
services ond home health care operations, partially offset by a
decrease of 7% n medical products revenues. The decrease in
medical products operations raflects a decline in bloodline soles
resulting from warning lelers and import alerts issued by the

LS. Food and Drug Administration (FDA in the second quarter
of 1993 Cperating income betore income toxes for. 1994
increased 23%, 1o $267.5 million, over 1993, rellecting the
continued growth of dl health care businesses, as well as improve-
menls in cost controls, operating efficiencies and copacily utilization
These luvorable resulls were partially cffset by the costs of impreving
emd expanding quality assurance systems for medical prodcts
many-acturing operatons, as a result of the FDA warning letters
and import alerts

Crther Signdicant Heolth Care Maners
Ir October 1995, NMC eceived five investigotive subpoenas
hiom the CIG The subpoencs call for the production of extensive
documents relating to varous aspects of NMC's business. A letter
accompanying the subpoenas sialed that they hod been issued
in conpunchon with an investigoton being conducied by the OIG,
the U.S. Attorrey for the District of Massactusetts and others
concerning possible violations o Federal lows relating to health
care payments and reimbursements. The results of the investigation
ond ils impect it any, cannot be predicted ot this time. In the
event that any gaovernment agency believes that wrongdoing
ielated 1o the investigation has occurred, civil and/or criming
proceedings could be institvted, and it any such procesdings
were to be instituted and the oukcome were unfovorable, NMC
could be subject to fines, penalies and domoges o could become
excluded from government reimbuisement programs. Any such
result cculd have a moteriol adverse 2lfect on NMC's finoncial
position or the resubts of operations of NMC and Giace.

NMC's business, firancial posilion and results of operations
could also be materially adversely clfected by (a) on adverse
cutcome in the pending lisgation concerning the implemeniation
cf cenain provisions of the Omnibus Budget Reconcilichion Act of
1993 ralaning 1o the coordination of benefils between Medicare
ond employer health plans in the case of certoi dialysis palents,
{bl an adverse culcome in the pending challenge by NMC
ct changes effecied by Medicae in approving reimbursement
claims efating to the odminisiralion of nhadiclytic parenieral
nutiition {IDFN} theropy. of {c) the adoption of pending Medicare
groposals lo change ICPN coveroge prospectively.

See Note 7 to the Consoldated Financial Siatements lor
odditional infarmation relating to the above maters.

Cocoa and Other Businesses

In the second quarter of 1993, Grace classified as disconinsed
cperations its cocoa business; its batery seporators business;
certoin engineered materials businesses. orincipally its prnting
eroducts, material technology and electromognetic radiation con
ol businesses (collectively, EMS); and other noncore businesses.
At that tme, a provision of $105.0 million [net ol an applizable
tax benefit of $22.3 million} wes recorded 1o 1eflect the losses
expected on the divestment of these businesses.

During the lourth quarter of 1995, Grace revised the divest
menl plan for its cccoa business. As a result of this revised divesk
ment plan, recent hends and o reassassment of forecasts fer all
remaining discontrued operaticns, Grace recorded an addilional
provision of $151.3 million (net of an opplicable tax benelil
of $48 7 million} related to its remaining discontinued operations,
prncipally the cocoo business.

See Nole 7 Io the Consolidated “inancial Stalements for
additional infcimation relating 1o the above matters.
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FINANCIAL CONDITION

Liquidity and Capital Resources

During 1995, the net prefax cash pravided by Grace's continving
operating activities was $229.7 million. versus $210 9 million

in 1994. The increase was primarily due to net cash inflows of
$37.0 miflion in 1993 from setlements with certam insurance
carriers for asbestestelated fiigation, net of omounts paid for the
defense and disposifion of asbestostelated liigation (see discussion
below), as compared to the net ouflow of $60.0 million for
asbestostelated litigation in 1994. However, the 1995 increase
was offset by on increase in the use of operating working capital.
Afer giving eflect 1o the net pretox cash provided by operating
activilies of discontinved operations (including an increase in the
use of operating working capfal by NMC in 1995} and increased
payments of income taxes (atributable to taxable income resuliing
tom setlements of asbestosteloted litigation, as well as audit
adjustments to prior vears' Federal income iax retums), the net cash
provided by operating activities wos $107.0 million in 1995
versus $453.5 millicn in 1994,

Investing aclivities used $801.6 million of cosh in 1995,
largely reflecting caprtal expenditures of $537.6 miflion (more
than 75% of which relates io Groce's packaging and cofalyst
and other silicabased businesses) and the acquisiion of dialysis
centers and medical products focilifies for a 1otal of $37.4 mitlion
in the first quarter of 1995, Ako, investing activiies of discontinued
operalions for 1995 used $295.2 million, primarily reflecting the
classification of the Fealth care segment as o discontinued operc-
fion in the second quarter. Management anticipates that the level
of zapital expenditures in 1996 will approximate that of 1995,

In 1995, Grace keunched a $350.0 million global capitol expan
sion program in its packaging product line, including $50.0 miflion
to build o plant in Seneca, South Carolina o serve the freshcut

Capital Expenditures — produce mcrke.l. In

Continving Operations-. 1996, Grace is also

(8 millons} scheduled to open
new silica ond pack-
aging planis in
Kuanlan, Malaysia.

W.R.GRACE & CO. ¥

Net cash provided by financing activities in 1995 was
$655.7 million, primarily reflect ng an increase in toral debt
from December 31, 1994 and the exercise of employee stock
opfions, offset by the payment of $112.6 million of dividends.
Tokal debt was $1.933.8 million at December 31, 1995, an
increase of $404.1 million fom December 31. 1994 Grace's
total debt as o percentage of total capital tdebt ratio) increased
from 50.4% at December 31, 1994 10 61.1% ot December 31,
1995, primarily due to the reduction in shareholders’ equity ([due
to the charges discussed in the second paragraph of “Review
of Operations: Overview” and “Statement of Operations:
Discontinued Operations™ obove) and the increase in ool debt.
At December 31, 1995, the net assets of the discontnued health
care segment included $226.7 million of debt.

Grace expects 1o receive a subskantial amount of cash in
1996 from the expected distribution by NMC (os discussed in
“Statement of Operations: Discontinved Operations” cbove and
Note 7 to the Consolidated Financial Statements), the sale of the
Grace Deorbom water treatment ond process chemicals business
see discussion below), and, to a lesser extent, funds generated
by operations. Grace expects to apply a substantial portion of
the cash proceeds generated by these transactions o the reduction
of borrowings. Any net excess is expected to be opplied to the
repurchase of shares ot the Company’s Common Stock and
selecled strolegic acquisitions that complement exisling businesses.

In the third quarter of 1995, Grace announced thet its Boord
of Directors had authorized monagement 1o pursue options fo
moximize the value of ils Grace Dearborn woter reatment and
process chemicals business. In March 1996, Grace annourced
that it had enlered into a definiive agreement lo sell Grace
Dearborn lo Betz Laboratories, Inc. for $632.0 million. The
fransaction is expecled lo be completed in the second quarter
ot 1996

tn October 1995, in onticipation of the then pending spin-off
of NMC, the Company's Board of Directors declared a quortery
cash dvidend of 12.5 cenls per share on the Company’s Common
Stock, o reduction from the previous quarterly cash dividend of
35 cents per share. At that fime, the Board also approved a policy
of paying dividends ot a rate o* 20% - 30% of the prior year's
net eamings and authorized the repurchase of up to 10-mill on
shares of the Company’s Comman Stock. In February 1996,
after entering into the delinitive agreement to combine NMC
with FWD, the Board increased the number of shares that may
be repurchased tc 20% of the Company's outstanding Common
Stock {see “Statement of Operations: Discontinved Operalions”
above and Note 7 1o the Consolidated Financial Stalements).
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Asbestos-Related Matters

As reported in Note 2 to the Consclidated Financial Siatements,
Groce is a defendant in lowsuils reloting lo previously sold
asbesloscontaining prodicts and 15 involved in relaled litigotion
with certain of its insurance carners. In 1965, Groce raceived
$Q7 O million under seflements with certoin insuronce zarriers.
net of amourts pard for the defense and disposition of asbesios:
related property domoge ond personal injury lifigation Duting
the fourth quarter of 1993, Grace recorded a noncosh pretox
chorge of $275.0 millior 1$178.7 miion afterdox), primarily

to reflect the eshmated costs of defending ogoinst and disposing
o personat injuty lowsuits and claims expecied o be fied through
1998 The balance sheet ot December 31. 1995 includes

2 receivable due from insurance carmers, @ ponion of which

15 subject fo lingation, of $321.2 milhon. Grace has aiso
recorded noles recevable of $130 0 milion {$118.4 miflior
after discounts| for omounts to be received n 1996 to 1999
pursuant 1o seflement agreements previously entered info witl
cafiain insurance carmers.

Although the amounts 1o be poid in 1996 in respect of
ashestosrelated lawsuits and claims cannct be precisels cstmated,
Grace expects that it will be required to exoend approximately
$40.0 million [pretox} in 1996 1o defend agoinst and dispose
of such lawsuits and claims (after giving effect to payments to be
received from cerlein insurance carriers, as discussed obove and
i Note 2 to the Consolidoted Finoncial Stalements). As indicated
lherein, the amounts reflected in the Consolidated Financiol
Statements with respect to the piobable cost of defending agoainst
and disposing of asbestosteloted lawsuits and claims and probable
recovenes rom insuronce carriers represent estimales: neither
the outcomes of such lowsuits and claims nor the outcomes of
Graces conliruing lifigations with certain of its insuronce coriers

- can be predicted with certainty.

Environmentol Matters
Gruce incurs costs to comply with environmental faws and regula-
tons and to fulfill its commitment to industry initiatives ond Grace
standards. Worldwide expenses of confinuing operations relaled
to the operation and maintenance of environmental focilities and
the disposal of hazardous and nonhazardous wostes toialied
$43.5 million. $35.7 million ond $40.7 million in 1995, 1994
- and 1993, respedtively. Such costs are estimated o be approxi-
mately $45.0 million and $47.0 million in 1996 and 1997,
respectvely In odditon, worldwide copital expenditures fer
confinuing cperations reloting Ic environmental protection totalled

5

$14 9 milion in 1995, compared to $21.5 million and $19.3
million n 1094 and 1993, respectively. Capital expenditwes 1o
comply with environmentgl mitiatives in fiure yeats are estimaled
1o be $20.0 million and $17.0 million in 19946 and 1997,
respectively. Grace has also incurred costs o remediate environ-
mentally mpared stes. These costs were $31.3 milion, $30.8
millon and $44 4 million in 1905, 1994 ard 1993, respectvely
These amounis have been charged ogamst previously established
reserves. Fuure cash oullays for remediation cosls are expecied
1o 1otat $3C.C million in 1996 and $20.0 million in 1997

Expenditures have been

SARA Emissions
Continue to Decline
{millions of pounds}

tunded ftrom internal
sourcas of cash and ore

nol expected 1o have WOhe Offsie
WPOTW
¢ significont effect on  wigag*
iquidiny, - Worer
iquidity. . Srock Ar
Grace ucciues for  @Fugie A

anticioaled costs associ-
cled with inveshgatory
and remediation eflorts
relaing 1o the environ:
ment in gecordance with

* achded m ictol
yeor bus 00 snoli .
© be dusnased ' I .

47 88 89 90 91 92 93 94

Siatement of Financial
Accourting  Standords
No. 5. “Acccunting for Contingencies,” which requires estimating
the probability and omount of future costs. At December 31, 1995,
Gracess liobiliy for enviranmental investigatory and remediation
costs relaled 10 continuing ond discontinued operations lolalled
approximately $280.3 million, which amount does not lake inlo
occount any discounting “or future expenditures or possible future
insurance recoveries. The measurement of the liability is evalualed
quarterly besed on currently availoble information. In 1995 and
1994, periodic provisions were recorded lor environmental and
plant closure expenses, which include the costs of future environ-
mental investiqatory and remediation activilies. Additionally, in
the fourth quorter of 1995 and first quorter of 1994, Gioce
recorded pretax provisions of $77.0 million and $40.0 miflion
{$50 O million and $26.0 million aftertax}, respeciively, prircipally
to pravide lor fulure costs reloted lo remediation activites requited
at lormer manufaciuring sites.
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CONSOLIDATED FINANCIAL STATEMENTS
W. R. GRACE & CO. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS

Dollars in millions, except cer shore amounts 1995 1994 1093
Sales and revenues $3,665.5 $3,218.2 $2,895.5
Other income (Note 4} 1.9 42,6 578

Total ‘ 3,707.4 3,260.8 2,953.3
Cost of goods sold and operoling expenses 2,243.7 1,900.8 1,746.7
Seliing, general ond adminisative expenses 905.6 773.6 6731
Depreciotion and amortization 186.3 165.0 153.5
Interest expense and related financing costs {Note 10) 713 405 429
Research and development expenses 120.6 106.8 111.5
Corporate expenses previously allocated to heclth care operations 378. 371 374
Restructuring costs and assel impairments (Note 5) 179.5 - -
Provision relating 1o asbestosTelated liabilities

and insurance coverage (Note 2) 275.0 316.0 159.0

Total 4,019.8 3,348.8 2,924.1
(Lossl/income from continuing operations before income 1axes {312.4) (88.0) 29.2
{Benetit from}/provision for income taxes (Note 6] {115.8) 146.6} 10.1
{Loss)/income from continuing operations (196.6) |41.4} 19.1
{Loss)/income from discontinued operations (Note 7} (129.3) 124.7 6.9
Net {lossl/income $ 325.94 $ 833 $ 260
{Loss|/eornings per share:

Continuing operations $ (2,05 $ (45 $ 20

Net (loss)/earnings $  (3.40) $ .88 $ .28
Fully diluled (loss)/earnings per share: .

Continuing operations $ ~ $ =" $ 20

Net {loss)/earnings $ -t $ 88 $ .28

The Notes 1o Consolidored Farciol Sialements, cages 26 1o 49, ore integral parts of these siatements

" INot presented os the effect is ontichutive.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Doliars e myhons 1995 S ]_Q_.Q_A___ — ! 9,9_3
Operating Activities
Loss)/income from conlinuing operctions before income 1axes $(312.4) $ 188.0) $ 29.2
Reconciligtion to cash provided by operating activities:
Cepreciation ond amortizaton 186.3 1650 153§
Provision -elaling to asbestosrelated habilities and insuronce coverage 275.0 316.0 1500
Noacash charge relating to restiucturing costs and asset impairments 159.9 - -

Changes in assets and liabililies, excluding effect of businesses
ocgtired/divested and foreign exchange:

Increase’in notes and accounts receivable, net {44.7) (159.5) [103.2]
Inzrease in inventories 62.1) 143.4) (50.5
Net [payments for)/proceeds from setlements of
interes! rale agreemenis - 4.0 679
Proceeds from asbestos-relaled insurance setlements 257.3 138.6 74.6
Payments made lor asbestos-elated lifigotion setfemens,
judgments and defense costs (160.3) (198.6) 1777
[Cecreuse)/increase in accounts paycble (48.3) 10.3 501
Other 220 745 [1739)
Nel prefax cash provided by operaling activiies of continuing operalons  229.7 B 2106 200
Net pretox cash provided by operoting aclvities _ﬁf_ discontinued operations 114, 2 3286 3168
Net prefox cash provided by operating octivilies 3439 T 5395 3458
Icome laxes paid e (2369 B 11027
N,e,', cash prl*vucioaqu operon'n_g__c"Twhea : o ____—:—___ __'|07 0 453 5_ 2431
Investing Activities'"
Copital expenditures {537.8) 1444.6} {309.6)
Businesses acquired in purchase transactions, net of cash
acquired ond debt assumed (37.4) 1276 G) {306.5)
Increase in net assets of discontinued cperations (295.2) {32.9) [43.1}
Net procceds from divesiments 56.7 5839 464 8
Net proceeds hom sale/leaseback transactions - - 272
Froceeds from disposals of ossels 179 34.0 15.4
Other L L {6.0} 349 -
et coh el g~ T T T T e T (08 T S
Financing Activities-’
[nvidends pord (112.6) (i32.01 (128 4)
. Repaymenis of borrowings having original malusities in excess
of three months 168.1) {1412, 1512 6
Increase in borrowings. having original maturifies in excess of three months 148.5 535.1 373.0
MNet increase in/lrepayments of} borrowings having original malurities
ot less than three months 4149 [605.8) 1557
Slock options exercised 164.1 2009 c21.0
Increase, [decrease) in net financing activilies of discontinued operations 120.8 2 {15.5}
Other (1.9 - 9
Nel cash pro@edjyﬁu;id for) hnoncmg__chwhes— T T eS8 7 T (3228 1059 .
Eﬂgfl g exchange rate changes on cash and cash equuolenk T2 T T e T T T _l..—'i)
{Decrease)/increase in cosh_qu cosg@dé;ﬂs—‘ - _____{‘3-7‘7]- T T 307 T T s 2)
Cash ond cash es,giglen_ls beg—erm.rE‘of year_ ar .:i-—__ _j __— :__78:—!: : ::AZO__— : _—_ 62 8
Cash and cash equivalents, snd of year $ 40.6 $ 783 § 476
ires Notes 1o Consoldaia Financicl Stotements, cages 20 '0 49 are mlegral Gan's i tivew siclen.eris
e INote i the 1 snsohdated Firancict Sicements lo wepplerericl ibaem sian IR b CCP R eSnG Gt s,

See bates 3 and 10 1o the Consoldaied Firanzial Staremants for supplamentusl wkormansn 12ichng 15 ncrcosn hrgocirg armanes

w.R.GRACE 8 cO. B 1995 ANNUAL REPORT



CONSOLIDATED BALANCE SHEET

Dollors i milions, except por vakse December 31, 1995 1994
Assets
Current Assets
Cash and cash equivelents $ 406 $ 783
Notes and accounts recevable, net {Note 8} ’ 596.8 Q75.7
Inventones {Note 8) 491.9 514.2
Net assets of discontinued operations (Note 7) 3237 335.6
Deferred income toxes 206.1 2054
Other current assets ‘ 2.2 207
Total Current Assets 1,681.3 2,228.9
Prooerties and equipment, net (Note 9} 1,736.1 1.730.1
Goodwill, less accumulated amortization of $20.6 (1994 - $71 .8} 1118 672.5
Net assefs of discontinued operaticns - health care [Note 71 1,435.3 -
Asbestostelated insurance receivable (Note 2) 321.2 512.6
Delerred income laxes 386.6 1157
Other assets {Note 8} 625.3 Q70.8
Total Assets $6,297.6 $6,230.6
Liabilities and Shareholders’ Equity
Current Liabilities
Shortterm debt (Note 10} $ 6383 $ 4309
Accounis payable 339.2 433.7
income taxes 103.3 197.0
Other cutrent liabilities k 8364 8729
Mincrily interest {(Note 13) ‘ 297.0 297.0
" Total Current Liabilities 22142 22315
Llong-term debt {Note 10) 1,295.5 1,098 8
Other labilities 789.0 690.9
Deferred income toxes 44.8 Q2.5
Noncurrent liability for asbestosreloted lifigation (Note 2) 722.3 612.4
Totol Liabilities 5,065.8 47261
Commitments ond Contingencies (Notes 2, 7, 10 ond 12}
Shareholders’ Equity (Note 14)
Preferred slocks, $100 por volue : 7.4 7.4
Common stock, $1 por value; 300,000,000 shares authorized;
outstanding ot December 31: 1995 - 97,375,000, 1994 - 94,083,000 97.4 @4.1
Paid in capital 459.8 308.8
Rekained earnings A 7090.0 1,147.5
Cumulative translation adjusments {39.4) 153.3]
Treasury stock, 53,000 common shares, of cos! {2.4) -
Total Shareholders’ Equity 1,231.8 1,504.5
Total Licbilities and Shareholders’ Equity $6,297.6 $6,230.6

The Notes to Consohdoled Financicl Starements. poges 28 'o 45 are mtegrol parts of thase sialements /
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CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY

Doliars m mihons 1995 1994 1993
Preferred Stocks
Balance, beginning of year $ 74 $ 7.4 $ 7.5
Other - - .1
Balonce, end of yeor TA 74 7.4
Common Stock
Balance, beginning of year 94.1 Q3.5 899
Conversion of notes and debentures - - 2.8
Stock options and awards 33 Ko) 7
Acquisition - - R
Balance, end of yeor 97.4 94.1 93.5
Paid in Capital
Balance, beginning of year 308.8 2878 151.4
Conversion of notes ond debentures - - 109.7
Stock options and awards 151.1 205 229
Acquisition - - 3.7
Other (R}] .5 A
Balance, end of yeor 459.8 308.8 287.8
Relained Earnings
Balance, beginning of year 1,147.5 1,196.2 1,208.6
Net {loss)/income {325.91 83.3 260
Dividends paid (112.6) (132.0) [128.4)
Bolance, end of year 709.0 1,147.5 1,196.2
Cumulative Transiation Adjustments
Balance, beginning of year {53.3) {67.3) (2.4)
Translation adjustments 13.9 14.0 {64.9)
Balance, end of year 39.4) {53.3) 167.3)
Treasury Stock
Balance, beginning of year - - -
~ Purchases of common stock (12.1) - -
Shares issuec under siock option plans 9.7 - -
Bolance, end of year .- (2.4) - -
Total Shareholders’ Equity: §1,231.8 $1,504.5 $1,517.6

The Noles o Consoldated Firanzial Siomments, poges 28 io 49, are inegral ports of these siatements.
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NOTES TO CONSOLUIDATED FINANCIAL STATEMENTS

Dollors m owilions, excepy per shore amounrs

1. SUMMARY OF SIGNIFICANT ACCOUNTING AND FINANCIAL REPORTING POLICIES

W. R. Grace & Co., through its subsidiaries, is primarily engaged in the packoging and speciatly
chemicals businesses on a worldwide basis. W. R. Grace & Co. has classified its other businesses
os discontinued operatiors, the most significant of which ore its heatth care and cocoa businesses.
As used in these notes ‘o the consolidated financial stalements, the term “Company” refers 1o
W.R Grace & Co., a New York corporaton, and the term “Grace” refers to the Company
and/or one ot more of its subsidiaries.

Principles of Consolidation — The consolidaled financiol statements include the accounts of
Grace ard majoritrowned companies. Inlercompany fransactions and balances are eliminated
in consolidation. Investments in offiliated companies {20%-50% owned) are accounted for under
the equity method.

Reclossifications — Ceriain amounts in the prior years' consolidated financial siatements and related
noles have been rechssified to conform Io the cument year's presentation ond as required with respect
fo discontinued operations.

Use of Estimates — The preparation of inancial stalements in conformity with generally occepled
accounting principles requires management to make esfimates and assumptions offecting the reponed
amounts of assels and liabilities lincluding disclosed amounts of confingent assets and liabilities) at the
date of the consolidated financial statements ond the reported revenues and expenses during the
reporting period. Actuol amounts could differ from those estimates.

Cash Equivalents — Cash equivalents consist of highly liquid insruments with maturities of thiee
months or less when purchased. The recorded amounts approximate lair value because of the short
malurilies of these investments

Inventories — Invertories are siated ot the lower of cost or market. The methods used 1o determine
cost include firstin/Firstout and, for substantiolly all U.S. chemical inventories. lastin/firstout. Markel
vaves for raw and packaging moterials are bosed on current cost and, for other inventory classifica
fions, on net redlizable value.

Properties ond Equipment — Pioperties and equipment are sialed af the lower of cost or net redlizable
valve. Depreciation of properties and equipment is generally computed using the sroighMine method
over the estimated useful lives of the assets. Inlerest is capitdlized in connection with major project
expenditures and omortized, generally on o stiaighHine basis, over the estimated useful lives of the assess.
Fully deprecioted ossets are retained in properties and equipment and related occumulated
deprecialion accounts urtil they are removed from service. In the case of disposals, assets and
reloted depreciation are removed from the accounts and the net amount less ony proceeds from
disposal, is charged or crediled to income

Goodwill — Goodwil arises from certain purchase tansactions and is amortized using the straightine
method over appropriate periods not exceeding 40 years.

Impairment — Grace hos adopted Statement of Financial Accounting Standards (SFAS) Ne. 121,
"Accounting for the impairment of Longived Assets and for longived Assets to Be Disposed OF" In
accordance with tis Siatement, Grace reviews longived assefs and related goodwill for impairment

whenever events or changes in circumstances indicate that the carrying amount of such assets may not
be lully recoverable.
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Income Taxes — Groce uses on asset and liakility approach for the accounting and financial

reporting of income taxes.

Foreign Currency Translation — Foreign cufrercy hansactions and finoncial stalements [except for
those relating fo ccuntries with highly inflationary economies) are franskated into U.S dollars at current
exchange rafes, except that revenues, costs and expenses are fransloted at average exchange rates
during each reporting period. The financial stotements of subsidiaries located in countries with highly
inflationary economies must be remeasured as if the functional cumency were the U.S. dollar. The
remeasurement creales ranslation adjustments that are reflected in net income. Allocations for income
taxes included in the ranskaticn adjustments account in shareholders™ equily were net significont

Financial Instruments — Grace enters inlo interest rate ogreémenrs ond foreign exchange
forward and option contracts to manage exposure to fuctuations in interest and foreign currency
exchange rates.

The cash differentials paid or received on inferes! rote agreements are occrued and recognized
as adjustments lo interes! expense. Gains and losses reclized upon setlement of these agreements
{recorded as other liabilities and other assels, respectively) are deferred ond either amortized lo interest
expense over o period relevant to the agreement if the underb/ing hedged instrument remains outskand
ing, or recogrized immediately if the underlying hedged instrument is setled. Cash flows relaled 1o
the ogreements are dlossified as operating octivities in the Consolidated Siotement of Cash Flows.
consistent with the infesest payments on the underlying debl.

Gains and losses on foreign currency forward and option coniracts offset gains and losses resulting
from the underlying transactions. Gains and losses on contracts that hedge specific foreign currency
commitments are deferred and recorded in net income in the period in which the related transaction
is consummated. Gains and losses o1 contracts that hedge net investments in foreign subsidiaries are
recorded in the cumulative tronsiofion adjusiments account in shareholders” equily.

Earnings Per Share — Primary earnings per share are computed on the basis of the weighted
average number of common shores outsianding. Fully diluled eomings per share assume the ssuance
of common stock equivalents relaled 1o employee siock options and, prior o 1994, the conversicn
of convertible debt fwith an increase in nel income for the oftertox interest savings).

2, ASBESTOS AND RELATED INSURANCE LITIGATION

- Grace is a defendant in lawsuits reloting 1o previously sold asbestosconlaining products and antici
pates that it will be nomed as a defendant .n additional asbestoselated lowsuils in the fute Grace
wos a delendant in opproximately 40,800 asbestostelated lawsuits of December 31, 1995 (47
involving claims for propenty domoge and the remainder involving approximately 92,400 claims
for personal injury), as compared to approximately 38,700 lawsuits ot December 31, 1994
(65 involving claims for property damage and the remainder involving approximately 67,900
claims for personal imuryl.

Property Domage Litigation

The plaintffs in properly domage lowsuits generally seek, among other things, to have the defendants
absorb the cost of remaving, confaining or reparring the asbestoscontaining materials in the affecied
buildings. Through December 31, 1995, 129 asbestos properly damage cases were dismissed with
respect to Groce without payment of any damages or sefiement omaunts; judgments were entered in
favor of Grece in 10 cases (excluding cases settied following appedls of judgrrents in fover of Grace
ond a case in which the plaintiff was granted a new frial on appeal); Groce waos held liable for a
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total of $74.7 in 7 cases |2 of which are on appeal); and 177 properly domage suifs and claims
were setfled for a total of $421 8.

Included in the asbestos properly damage lawsuits pending against Grace and others ot yeorend
1995 was a closs action, conditionolly certified by the U.S. Court of Appedts for the Fourth Circuit in
1993 and pending in a U.S. District Court in South Caroling, covering all public and private colleges
and unwersties in the U.S. whose buildings contain asbesios materials

In July 1994, a South Carolina siote court judge dismissed the claims of mest class members from
another purpored nalionwide class action asbestes property damage kawsuil. In his ruling, the judge
heid that a South Carolina statute prohibits nonresidents from pursuing claims in the South Caroling
siate courts with respect 1o buiklings located outside the skate. The plaintiffs have requesied that the
court reconsider its decision.

In December 1995, Grace entered info an agreement fo seffle a Pennsylvania state count action,
certified as a closs oction in 1992, covering oll commercial buildings in the U.S. leased in whole
or in part 1o the U S. govemnment on or after May 30, 1986. The ferms of the setlement agreement
twhich is subject to judicial review and approval alfer class membets have an opportunily 1o be
heard) are not expected to have a significant effect or Grace's consolidated results of operations
or financial position.

Personal Injury Lifigation

Through December 31, 1995, approximately 10,100 asbestos personol injury lawsits involving
24,500 claims were dismissed with respect to Grace without payment of any domages or setlement
amounts {primarily on the basis thot Groce products were nct involved), and approximotely 23,700
such suits involving 29,600 claims were cisposed of for o totol of $109.0.

Asbestos Related Liability

Subject o the tactors discussed below, Grace eséimates that its probable hability with respect to the
defense and disposilion of asbesios property damage and persondl injury lowsuils and claims pending
at December 31, 1995 and 1994 ond, in the case of the 1995 estimate, personal injury lawsuils
and claims expected to be filed through 1998, is as follows: '

December 31, 1995 1694
Cutrent liability for asbestostelated lingation” $100.0 $100.0
Noncurrent liability for asbestos+elated liigation 722.3 612.4

Total asbestosrelated liobility §822.3 $712.4

"included in “Other curret kiobrihes” in the Conscidawed Bolonce Shee'

In the fourth quarter of 1995, Grace recorded o noncash preiox charge of $260.0 ($169.0 after
tox} for asbestostelated liabilities, primarily to reflect the estimated costs to defend agoinst and dispose
of personal injury daims expected lo be filed through 1998; Grace believes that it now has adequate
experience 10 reasonably estimate the number of persondl injury claims o be filed through 1998 and
the costs of defending against and disposing of these claims. Other components of the 1995 provi-
sion include increases in the estimated costs of defending against and disposing of cerain property
damage cases pending at yearend 1995 and oersonal injury kawsuits ond claims filed duing 1995,

VWhile personal injury cases and claims are generaly similar to each othe- {differing only in the
tvpe of asbestostelated illness allegedly suffered by tne plaintiff], Groce's estimated liability for such
cases and ckaims is influenced by numerous variables that ore difficult to predict {including the insolverr

. cy of other former asbestos producers, crossclaims by codefendants, the rate at which new cases and
cloims are filed and the defense ond disposition costs associated with these cases and claims).
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Consequently, ochal costs moy vory from any estimate. For these reasons, Grace believes that it is not
possible lo reasonably estimate the number of cases and caims to be filed ofter 1998 of the costs of
delending ogainst and disposing of such cases and claims.

Each property damoge case is unique in thot the age, type, size and use of the building, and the
dificuby of asbestos abalement, if necessary, vary from siructure fo struciure; thus, the amounts involved
i prior dispositions of properly damage cases ore not necessarily indicative of the omounts that may
be required to dispose of such cases in the future. In addition, in property damage ccses, information
regarding product identification on a buildingby-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 priof cases and the court in which the case is pending provide the only mean
ingful guidance as lo potentiol future costs. However, much of this irformation is not yet available in
some of the property damage coses currently pending against Grace. Accordingly, it is not possible
o eslimate with precision the costs of defending ogainst and disposing of these cases. Further, Grace
believes that the number of property damage coses to be fled in the future and the costs associated
with these filings ore not estimoble.

Asbestos-Related Insurance Receivable

Grace's ultimate exposure with respect o ils asbestosteloled lawsuits ond cla ms will depend on the
extent to which s insurance wifl cover domages for which it may be held liable, amounts paid in
setlement and liigation costs. The folowing table shows Grace's total estimated insurance recoveries
in reimbursement for past and estimated future paymen's 1o defend agginst and dispose of asbestos
related litigation and claims: '

December 31, 1995 1994
Notes receivable from insurance carners - current, net of discounts of $4.3 in 1995" $ 620 $1270
Notes receivable from insu-ance carriers — noncurrent, net of discounts of $7 3 in 1995+ 56.4 60.0
Aspestosrelated insurance receivable 321.2 512.6

Tolal amcunts due from insuronze carriers $439.6 $69956

“inclucled in "Noms and occounts recenoble, net™ in the Consoldoted Bolonce Shee
Incluged i “Cther ossets” in the Consolidoted Boiarce Sheet,

At December 31, 1995, setlements with ceriain insurance camiers provided for the future receipt
by Grace of $130.0, which G-ace has recorded as notes receivable {both current and noncurrent}
of $118.4, after discounts. In 1995 Grace received a total of $257.3 pursuant to setflements with
insurance carriers in reimbutsement for monies previously expended by Grace in connection with

- asbeslostelated litigation; of this amount, $127.0 was received pursuant o setlements entered into
in 1993 and 1994, which hod previously been classified as notes receivoble.

During 1995, Groce setfled with an offlicted group of carriers that had agreed to a seftlement in
1993, had made a series of payments under thal agreement and had subsequently notified Grace
that it would no longer honor the agreement. Pursuant to the 1995 setilement the group of carriers
paid Grace $44.0 in 1995 and agreed lo mcke addilional payments totalling $60.2 in 1996
ard 1697 |which Grace has recorded as noles receivable, affer discounts, of $54.51. Pursuant o
a setlement with anther group of carriers, Grace received $26.8 in 1995 and expects lo receive
an additional payment of $9.7 in 1996. Under both setlements, Grace will continue 1o receive
payments based on future cosh ouiows for asbestostelatec liigation and claims; such payments
are estimated 1o represent approximately $237.3 of the asbestoselated receivable of $321.2
at December 31, 1995,
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As a resull of these setlements and o reassessment of is insurance receivable, Grace recorded
a noncash net pretax charge of $15.0 {$9.7 ahierox] during the fourth quarer of 1995 1o reflect
o reduction in the receivable, primarily due to lower than anticipoted setlements with insuronce carmiers
and a discount on notes receivable in connection with prior seltlements, pariially offset by on increase
in expected future reimbursements of costs to defend agamst and dispose of property domage cases
pending at yearend 1995 and personal injury claims fo be filed through 1998.

Insuronce Litigation

Groce continues to seek 1o recover from its excess insurers the balance of the payments it has made
with respect 1o asbestoselated liigation. As part of this effort, Grace continues o be involved in
litigation with certain of is insurance carriers (hoving previously setled with cerloin primary ond excess
carriers, as discussed above). For the period October 1962 through June 1985 — the mos! relevant
period for asbestostelated litigation — Grace purchased, on on ennual basis, as much as eight levels
of excess insurance coverage. {in general, excess policies provde that when claims paid exhaus!
coverage ot one level, the insured may seek payment lrom the carmiers ot the next higher level.} For
that 23-year period, the first six revels of excess insurance available from the insurance companies that
Grace believes 1o be solvent (based primarily upon reports from a leoding independent insurance
raling service} provide nominal coverage of approximately $1,200 O {inchuding the amounts reflecied
n the receivable discussed abovel. However, {a) a portion of the persoral injury lowsuits and claims
pending of yearend 1995 and expected 1o be filed against Grace thicugh 1998 will likely rekote

to periods for which no excess coverage is available; and [b) even where such excess coverage is
available, the number of personal injury lkawsuits and claims pending at yearend 1995 and expected
to be filed against Grace in the future is not expected 1o be sufficient 1o result in significont payments
under such coverage. Further, as a result of the Moy 1994 decision of the U.S. Coun of Appeals

for the Second Circuil, discussed below, a significant portion of the nominal excess coverage is not
available in connection with properly damage lowsuits. In odaition, $142.0 of the $1,200.0

relates lo excess coverage writtlen by a group of insurance caniers that, while currently solvent, has
experienced financial difficulties in recent years. This group of carriers setlled with Groce in 1995

{os discrssed above]. The asbestoselated receivable of $321.2 at December 31, 1995 includes
$54 7 10 be paid by this group; management believes this amouni is fully collectible.

As previously reported. in Seplember 1993 the U S. Court of Appeals for the Second Circuit nuled
that, under New York law (which governs a significan portion of the policies that provide Groce's
asbestostelated insurance coveragel, such coverage is riggered based on the date of instollation of
asbestosconkaining materials. As a result of *his decision {which had the effect of reducing the amount
ol insurance coverage avarlable to Grace with respect o asbestos property domage litigation and
claims}, Grace recorded a noncash pretax charge of $475.0 {$300.0 aferiax| in the 1993 third
quarter. Grace reversed $316 0 {$200.0 dhertax) of the pretax charge in the 1993 fourth quarter
aher the court withdrew its Seplember 1993 decision cnd agreed lo rehear the case, but reinstated
the $316 O pretox charge {$200.0 aktertax} in the second quarter of 1994, when the court issued o
new decision confirming its September 1993 decision. Because Grace's insurance covers both proper-
ty domage cnd personal njury lawsuits and claims, the May 1994 decision hes had the concomitant
effect of reducing the insurance coverage available with respect to Grace's asbesios personal injury
lawsuits and claims. However, in Grace's opinion, it is probable that recoveries from its insurance
carriers (inchding amounts reflected in the receivable discussed above), along with other funds, will
be available to satisfy the personal injury and property damage lawsuits and claims pending ot
December 31, 1995, as well as personal injury lawsuils and claims expected to be filed through
1998. Consequently, Grace believes that the resolution of its asbestoselated litigation will not have
a material adverse effect on its consolidated results of operations or financial position.
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3. ACQUISITIONS AND DIVESTMENTS

During 1995, Grace made acquisitions fofalling $260.8 finclusive of cash acquired ond debt
assumed), all of which involved cash purchases of kidney didlysis centers and medical imaging focil-
ties by National Medical Care, Inc. INMC], Grace's principal health care subsidiary. Acquisitions in
the first quarer of 19935, prior 10 the classification of NMC as o discontinved operation {see Note 7],
tolalled $471. 1 (inclsive of cash acquired and debt assumed). Acquisitions by NMC subsequent o
the first quarier of 1995 are presented as an investing activily and are included in “Increase in net
assets of discontinued operations” in the Consolidated Starement of Cash Flows.

in 1994, Grace made acquisitions ioialling $351.7 (inclusive of cash ocquired and debt
assumed), primarily in helth core. Grace acquired Home Nurritional Services, Inc. for approximorely
$131 8 finclusive of cash and assumed debt 1okalling $30.4} and acquired kidney dialysis centers
and other heatth core businesses during 1994 for an aggregate of approximately $145.3 in cash.
1994 acquisitions also included construction chemicols businesses ond a European flexible
packaging business.

In 1993, Grace acquired Home Intensive Care, Inc. for approximotely $129.0 in cash ond
acquired other health care businesses for on aggregate of $115.0 in cash and $3.8 in common
stock. Additionally, during 1993 Groce acquired Lotin America’s krgest woter heatment business
for approximately $57.6 in cash.

Divestments

During 1995, Grace redlized gross proceeds of $58.8 (inclusive of debt assumed by the buyers)
from divestments, including payments received in connection with divestments completed in prior
years. The operations divested in 1995 consisted of three small units of Grace's consiruction products
business, the composite malerials business {previously classified as a discontinued operation), Grace's
rransporiation services business and various invesiments.

In 1994, Grace reclized gioss proceeds of $646.2 [inclusive of debt assumed by the buyers)
trom divestments, including payments received in connection with divestments completed in prior
years. Substantially all of the businesses divested during 1994 had previously been dassified
os discontinued operations. Divestiment proceeds received in 1994 included $42.8 for Grace's
remaining interest in The Restaurant Enterprises Group, Inc. {REG).

In 1993, Grace completed the sale of substantially alf of its oil and gas operations, as wel
as cerain corporate investments, all of which hod previcusly been classified as discontinued
operations. Other noncore businesses divested during 1993 included a 50% interest in a Japanese
chemical operation ond @ food industry hygiene services business for approximorely $31.4 and
$11.2, respectively. .

See Note 7 for a discussion of divesiment aclivily reloted 1o disconlinued operafions.

4. OTHER INCOME

1995 1994 1993
Inlerest income $15.8 $13 $22.6
Equity in eamnings of offiliated companies 2 2.1 b
Gorns on sales of investments kR 273 229
Other, net 228 11.9 11.7
$41.9 $42.6 $57.8
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Interest income in 1995 and 1993 includes $9.8 and $20.0, respectively, relating 1o the setiement
of prior years' Federal income tax returns. Gains on sales of nvestments include o 1994 gain

of $27.0 on the sale of Grace’s remaining interest in REG and a 1993 gain of $21.7 on the sale
of a 50% interest in a japanese chemical operation {see Note 3). Other, net in 1995 inchudes

a $5.4 gain on the sole of Grace's ransportation services business.

5. RESTRUCTURING COSTS AND ASSET IMPAIRMENTS

Restructuring Costs

During the third quarter of 1995, Grace began implementing a worldwide restructuring program
oimed of streamlining processes aond reducing general and odminisrotive expenses, faciory odminisier
fion costs and noncore corporate fesearch and development expenses. The orogram is expected to be
substantially completed by the end of 1996. in the third and fourth quarters of 1995, Groce tecorded
pretax charges tolalling $44.3 and $91.7 {$27.2 and $61.9 afterax], respectively. comprised of
$77 .4 for employee termination benefits; $13.4 for plont closure and related costs, induding lease
fermination costs; $15.5 for prior business exits ond related costs; $20.8 for asset writedowns; and
$8.9 for other costs. The $77.4 for employee termination benefits primarily represents severance pay
and other benefifs associated with the elimination of approximately 1,000 positions worldwide; mors
than 50% of the total cost reductions will come from corporate staff functions worldwide.

Thiough December 31, 1995, Grace recorded approximately $25.4 in costs against its 1995
restiucturing reserve, of which $19.6 represented cash expenditures and $5.8 represented the non-
cash effeds of asset wriledowns and losses on osset sales. The $19.6 of cash expenditures were
comprised of $13.0 in porticl payments of employee termination benefits for over 500 employees,
$3.0 for consulling services to develop the restruchuring program, and $3.6 of other costs.

Asset Impairments

During 1995, Grace determined that, due 1o various events and changes in circumsiances lincluding
the worldwide restructuring progrom described above), cerain longlived assets ond related goodwill
were impaired. As a resul, in the fourth quarter of 1995, Groce recorded o $43.5 pretox charge
($29.0 afterax), the majority of which relaled 1o assets that will continue 1o be held and used in
Grace's continuing operations; the chorge included no significant individual components. Groce
determined the amount of the charge based on various voluation techniques, including discounted
cash flow, replacement cost and net realizoble value for assets to be disposed of.

6. INCOME TAXES

Groce applies SFAS No. 109, "Accounting for Income Taxes,” which uses an osset and liobility
approach requiring the recognition of deferred 1ox assets and fiabilifies with respect lo the expected
future tox consequences of events that have been recorded in the consolidated financial stalements and
tox retums. ¥ if is more likely than not that off or o portion of a defermed 1ox asset will not be redlized,

a valuation allowance must be recognized.
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The components of (loss}/income from conlinuing operations before income taxes and the reloled
{benefit from)/ provision for domestic and foreign taxes are as follows:

1995 1994 1093
Domestic $(424.00 $0181.7) $(70.5
Foreign 1116 93.7 997
$(312.4) $ (88.0) $ 29.2
Federal income taxes:
Cumrent $ U3 $ (80.9) $ 14
Deterted ’ (160.0} {6.4) (30.5)
State and local income laxes — current 7 1.9 30
Foreign income taxes:
Current 61.0 440 308
Deferred (51.8) 15.2) 1.6}
$(115.8) $ 146.0) $ 101

The components of (loss}/income from consolidated operations before income taxes and the
related (benefit from)/provision for domestic and foreign taxes are as follows:

1993 1994 1993
Domestic $(480.5) $ 443 $ 140
Foreign 72.7 94.8 95.9
$1407.8) $139.) $ 93
Federal income taxes:
Current $105.4 $ 253 $1149
Deferred {226.3) [34.8) {147 4)
Srate and locol income toxes = current 207 21.8 327
Foreign income faxes:
Current 68.5 491 444
Deferred (51.4) |5.6) 207
$ (81.9) $ 558 $ 65.3

The components of consolidated (benefit from)/ provision'for laxes are as follows:

1995 1994 1993
Continuing operations S$i115.9) $ (46.6) $ 10
Disconlinved operations:
Operations 82,6 102.4 77.5
Loss on disposals of operations (48.7} - (22.3)
$ 81.9 $ 55.8 $ 65.3
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Al December 31, 1995 and 1994, deferred fax assets and liabilities consisted of the
following ilems:

1995 1994

Reserves not yet deductible for tax purposes $223.6 $254.4
Provision reloting 1o net osbestoselated expenses 2194 36.2
Research ond development expenses 115.8 107.3
Postretirement benelits other than pensions 88.9 933
State deferred toxes 70.1 375
Pension and insurance reserves 35.2 148
Caprtal zed inventory cosls and inventory reserves 1.9 15.3
Net operaling 'oss carrytorwards 47.1 544
Tax credit carryforwards 27.2 490
Other 43.9 544
Tola! deferred tox assels 883.1 716.6
Depreciation ond amoriization Nn2wé 167 4
Prepaid pension cost 104.8 723
Other 20.1 21.3
Tota. ‘deferred tax liobilities 237.5 261.0
Valuation allowance for deferred rax assels 97.7 1370
Net deferred tax assets $547.9 §3186

The valugtion allowance shown above arises from unceriainty as fo the reclization of ceriin-
deferred tax ossets, including U.S. tax credit camyforwards, state and kocal ret operating loss
camyforwards and net deferred tax assets. As a result of the lavorable resolution of an audit, the
valuaton allowance on net operating loss camyforwards in foreign jurisdictions wos reversed in
1995 Based upon onticipated futwre resulls. Grace hos concluded, after consideration of the valuor
tion allowance, that it is more likely than not that the remaining balance of the net deferred 1ox assets
will be redlized.

At December 31, 1995, there were $25.3 of tax credit camyforwards with expiration dotes
primarily through 1996 and $1.9 of tax credit camyforwords with no expiration. Addifionally, there
were state and local and foreign net operating loss corryforwards with o tax benefit of $47.1
and vorious expiration dates.

The U.S. Federal corporate tox rate recondiles 1o the effective tax rale for confinuing operations
as follows:

1995 1994 1993
U.S. Federal corporale tox rale (35.00% 135.00% 350%
Increase/{decrease} in tox rate resulting from:
Nontaxable income/nondeductible expenses (%] 1.4) 129.5)
Basis difference on sole of investment - (10.5) -
State and local income laxes, net of U S Federal income lox benefit 2 1.5 6.8
U.S. and foreign toxes on foreign operations ‘ 9.8 3 750
Utifization of general business credits (.8} 9.1 118.5)
Impact of U.S. and foreign fox rote changes on deferred toxes - - 125.2)
Valuotion allowance for deferred tax assets (14.4) . - 12.8)
Cther, net 5 12 6.2
Eftective tax rate 37.1% 153.0% 34.6%

U.S. and foreign taxes have nct been provided on approximately $256.1 of undisribuled
earnings of certain foreign subsidiaries, as such eamings are expecied fo be retained indefinitely by
such subsidiaries for reinvestment. The disribution of these eamings would resull in additionat fereign
withholding taxes of approximately $14.9 and addiional U.S. Federal income taxes to the exiert they
are nol offset by foreign tox credits. It is not practicable to esiimate the total 1ox liability that would be
incurred upon such a distribution.
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7. DISCONTINUED OPERATIONS

Health Care

In June 19935, the Company announced that its Boord of Directors had approved a plan fo spin off
NMC. As a result, Groce classified its heakth care business as a discontinued operation in the second
quorter of 1995 ond, accordingly, NMC's operations are included n “{loss)/income from discontin-
ved operations” in the Consalidated Statement of Operations.

Following NMC's receipt in October 1995 of five mvestigative subpoenas from the Office of the
Inspector General of the U.S. Depariment of Health and Human Services [OIG), as discussed below,
the completion of the spinoff of NMC, originally expecied in the 1995 fourth quarter, was deioyed.

in February 1996, Grace and Fresenius AG (Fresenius} entered info o detnitive agreement 1o
combine NMC with Freseniys' workdwide didlysis business (FWD) 1o creole Fresenius Medical
Care [FMC). As o result of the combination, FMC would acquire NMC, which would remain
responsible for all liobilities arising out of the investigations, discussed below. However, Grace would
refain cerioin health care assets, primarily o bicseparation sciences business, a health care services
company and other assets lincluding cash and marketable securities).

The combination would follow a borowing of approxmately $2.3 bilion oy NMC, o faxfree
distribution of the proceeds by NMC 1o Groce, ond a taxtree disribution by the Company, with
respect to each share of its Common Stock, of one share of a newly formed comporation hoding oll
of Grace’s businesses |principally its specially chemicals businesses; other than NMC. As o result of
the separation of Groce's specialty chemicals businesses from NMC and the subsequent combination
of NMC and FWD, the holders of the Comparny’s Common Siock would own 100% of the specialty
chemicals company and 44.8% of FMC, and Fresenius and other shareholders would own 55.2%
of FMC. The holders of the Company’s Common Stock would also own preferred steck, the valve of
which would be linked to the performonce of FMC. Completion of the vorious iransactions is subject to
customary conditions, including the approval of the shareholders of the Company and Fresenius; U.S,,
German and Europeon regulatory actions; and obiaining financing on satistaciory terms. Commitments
for financing have been received, ond it is expecied that the vorious ransactions will be completed by
the third quarier of 1996

OIG Invesigatve Subpoenas

In October 1995, NMC received five investigative subpoenas from the CiG. The subpoenas coll for
the production of extensive documents relaling o various aspects of NMC's business. A lefler accom
panying the subpoenas sioled that they had been issued in conjunction with an investigation being
conducted by the OIG, the U.S. Atomey for the Disrict of Massachusefts and others, conceming
possible viokations of Federal kaws relafing 1o heatth care paymenits and reimbursements.

The five subpoenos cover the following areas: (o) NMC's corporate manogement, personnel and
employees, organizationd structure, financial information and internol communications; (b NAMC's
dialysis services business, principally medical direcior contracts and compensation; {c] NAMC's reat-
ment of credit balances resulfing rom overpayments received under the Medicare end stage renal
disease {ESRD) program ond its payment of supplemental medical insurance premiums on behalf of
indigent patients; {d} NMC's LifeChem laboratory business, including documents relating 1o testing
procedures, markeling, customers, compelition and cerlain overpayments tolalling approximately
$4.9 thot were received by LifeChem from the Medicare progrom with respedt lo loboratory services
rendered beeen 1989 and 1993; and (e} NMC's Homecare Dvision and, in particukor, information
concerning the intradialytic parenteral nutrition {DPN) business described below, including billing
practices reloled o various services, equipment and supphes and payments made fo third parties
as compensation for odminisiering IDPN! therapy.
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The results of the investigalion and its impact, if any, cannot be predicted ot this fime. In the event
thot a U.S. govemment agency believes that any wrongdoing has occurred, civil and/or criminal
proceedings could be institvied, and it any such proceedings wete o be instituled and the outcome
were unfavorable, NMC could be subject 1o fines, penolties and damages or could become excluded
from government reimbursement progroms. Any such result could have o material adverse effect on
NMC's financial position or the results of operations of NMC and Grace.

OBRA 93

The Omnibus Budget Reconciliation Act of 1993 [OBRA 93) offected the payment of benefits under
Medicare and employer health plans for cerlain eligible ESRD patients. In july 1994, the Health Care
Financing Adminisiration (HCFA) issued an instruction fo Medicare claims processors o the effect that
Medicare benefits for the patients affecied by OBRA $3 would be subject to o new 18month “coordi-
nation of benefits” period. This insiuction hod a positive impact on NMC's dialysis revenves because,
during the 18-month coordination of benelits period, the patient's employer health plan was responsi-
ble for payment, which was generally ot o rate higher than thot provided under Medicare.

In April 1995, HCFA issued o new instruction, reversing its original instuction in @ manner that
would substantially diminish the positive effect of the initial insiruction on NMC's dialysis business.
Under the new instruction, no 18-month coordination of benefits period would arise, and Medicore
would remain the primary payor. HCFA lurther proposed thot its new instuction be effective rerooctive
to August 1993, the sffective date of OBRA 93. Consequently, NMC may be required 1o refund
payments received from employer health plans for services provided ofter August 1993 under HCFA's
original instruction and 1o re-bill Medicare for the same services, which would result in o cumulative
reduction of net revenues o NMC fotalling approximately $120.0 as of December 31, 1995.
Effective July 1, 1995, NMC ceased o recognize the incremenial revenue redlized under the original
instruction, which has resulted in a material reduction in NMC's operating earmings in comparison to
prior periods in which NMC recognized such incremental revenue. However, NMC continued 1o bill
the employer health plans as primory poyors thiough December 31, 1995, at which fime NMC
commenced billing Medicore for the patients offected by OBRA 93.

In Moy 1995, NMC filed suit in the U.S. District Court for the Distict of Columbia seeking
a declaratory judgment with respect to HCFA' insiructions relating lo OBRA 93. In june 1995,
the court granted NMC's motion for a preliminary injunction 1o preciude HCFA from refrooctively
enforcing its new instruction. The lifigation is continuing with respect 'o NMC's request to permanently
enjoin HCFA's new insiruction, both retroactively and prospectively. While there can be no assuronce
thot o permanent injunction will be issved, NMC believes that it will ulimately prevail in its claim
that the refroactive reversal by HCFA o its original insiruction relating to OBRA 93 was impermissible
under opplicoble low. If HCFA' revised instruction is upheld, NMC's business, financial position
and results of operations would be materially odversely affecied, particulorly if the revised insiuction
is applied reroactively.

IDPN Therapy

NMC odministers IDPN therapy o chronic dialysis patients who suffer from severe gastrointestinal
mathunctions. Since late 1993, Medicare claims processors have opplied medical coveroge
inferpretations in @ manner that has sharply reduced the number of IDPN claims approved for payment
as compared to prior periods. NMC believes that the reduction in IDPN claims currently being paid
by Medicare represents an unauthorized policy coverage change. Accordingly, NMC and other IDPN
providers are pursuing various adminisirative and legal remedies, including administrative appeals,

o oddress this reduction. In November 1995, NMC filed o complaint in the U.S. Disirict Coutt for
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the Middle Diskict of Pennsyhonia seeking a declaratory judgment and injunctive relief 1o prevent
the implementafion of this policy coverage change. ’

NMC monagement believes that its IDPN claims are consisient with published Medicare coveroge
guidelines and ultimately will be approved for payment. Such claims represent substantial accounts
receivable of NMC, amounting to approximately $93.0 and $28.0 as of December 31, 1995 and
1994, respectively, and currently increasing at the rate of approximately $5.0 per month. if NMC
is unable to collect its IDPN receivable, or if IDPN coverage is reduced or eliminated, depending on
the omount of the receivable that is not collected and/or the nature of the coverage change, NAMC's
business, financial position and results of operations could be malerially adversely affected. In addifion,
a cument droft of a new coverage policy would limit o prechide continued coverage of IDPN therapy
ond thereby have a material adverse effect on NMC's linancial position and results of operations.

Other Legal Proceeangs

NMC has received multiple subpoencs from o Federal grand jury in the District of New Jersey invest
quting, omong other things, NMC's efforts 1o persuade the U.S. Food and Drug Administration fo lf

a Jonuary 1991 import hold issued with respect to NMC's Dubin, Ireland focility, whether NMC sold
defective produdss, the manner in which NMC handled cusiomer comploinis and the development

of a new dialyzer product fine. Grace has also received Mo subpoenas relating 1o this investigation.
In February 1996, the U.S. Aiomey for the District of New Jersey notified NMC that it is a torget of
the New Jersey grond jury investigation, insofor as it relates fo possible violations of Federal criminal
low in connection with efforts 1o affect the fanuary 1991 import hold referred 1o above; the marerial
element of the import hold wos lified in 1992, In oddition, in December 1994, a subsidiary of NMC
received a subpoena from a Federal grand jury in the Eastern District of Virginia investigoting the con-
fractual relationships between subsidiaries of NMC thot provide dialysis services and third parties ot
provide medical directorship and related services 1o those subsidiories. The ouicome of these investigo-
tions and their impact, if any, on NMC's business, financiol condition and results of operations cannot
be predicted o this time. ‘

Cocoa, Baftery Separators and Engineered Materials and Systems

In the second quarter of 1993, Grace dassified as discontinued operations its cocoo business; its
batery separators business; certain engineered maerials businesses, principally its printing products,
materiol lechnology and electromagnetic radiation control businesses (collectively, EMS); and other
noncore businesses. Al that time, o provision of $105.0 [net of an applicable tox benelit of $22.3)
~was recorded o reflect the losses expected on the divestment of these businesses.

During the fourth quarter of 1995, Grace revised the divesiment plon for its cocoa business. The
revised plan focuses on the improvement of aperating cash flow through the adoption of new sirate:
gies and a new global organizational stucture, while simulaneously positioning the business for sale.
Grace expects 1o implement the revised plon and 1o conclude the scle of its cocoa business by the
fourth quarter of 1996. As a result of this revised divestment plan, recent kends and a reassessment
of forecasts for oll remaining discontinued operations, Grace recorded on additiondl provision of

$151.3 fnet of an applicable tax benefit of $48.7} related to is remaining discontinued operations,
 principally the cocoa business.

During 1994, Grace sold its baMery separators business and other EMS businesses for gross
proceeds of $3106.2, opproximating prior estimates. In February 1995, Grace sold its composite
materials business for gross proceeds of $3.0, leaving ifs microwave business as the only unsokd
EMS business.
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Grace Energy

In 1994, Grace sold substantiolly all of its interests in Colowyo Cool Company [Colowyol, Grace's
only remaining significant energy cperation, for proceeds of $218.3, including $192.8 of proceeds
from @ nonrecourse financing secured by a portion of the revenues from certoin longterm coal
contracts. Grace retoined a Iimited parmership interest in Colowyo, enliting # 1o share in the revenves
frem these coal contracts. In 1993, Groce sold substontially all of its oif and gas opetations for

net cosh proceeds of $386.0. The ‘ol proceeds received from these divesiments approximaled
prior estimates.

Other

In 1994, Groce sold its animal genetics ond Caribbean fertilizer operations for proceeds of $44.1.
These and ofher businesses were classified as disconiinuad operations in 1993, In 1993, Grace
zompieted the sale ot its minority interests in Cancnie Environmenial Services Comoration ond
GraceSierra Horticultural Products Company for 1okl proceeds of $41.3.

Losses om Grace's discontinued operctions, other than its discontinued health care operations,
subsequent to their classification as such were $45.2, $14.2 and $54.6 in 1995, 1994 and
1993, respectively; these amounts have been charged agoinst established reserves, including
odjustments 1c those reserves in 1995, The sales and revenues and resulis of the discontinued healh
care operations for 1995, 1994 and 1993, and the 1993 sales and revenues and resulls of the
other discontinued operations, prior to their classification as such, are as follows:

1995 1994 1993

Hedaith Core

Sales and reverues $2,076.8 $1.8751 $1.5129

Inccme hom operalions before loxes’ $ 1046 $ 2271 $ 1920

inccme tax provision 82.6 102 4 767

Inccme from discontinued operations $ 220 $ 1247 $ 1153
Cocoa, Battery Separators and EMS

Sales ond revenues - - $ 2359

loss from operations before taxes”' - - $ {9}
__Inceme tox provision - - {1.1}

Loss from d scontinued operations - - $ (2.0
Other

Soles ond revenues - - $ 144

Loss from opesations belore toxes”’ - - t 7

Income tox benefit - - 3

Loss from discortinued operations - - $ (14
Tolai operanng resuhs of discontinued operations $ 220 $ 1247 $ 1o
Nst pretax loss on disposals of operations {200.0) - 1127 3)
Income tax benefit or disposals of operations 48.7 - 223
Total [lass} /income from discontinued operations $ (129.3) $ 1247 $ 69

" Geflacrs on allocanon cf imeres’ expense based or the ranc of the net ussets of he businesses ciassea as disconhnued operations os comoaied to Grace s olol copriol
The above coeranng rewis incivde mierest expanse allocaions of $§93.5. $60 4 ana $43 9 for 1995 1904 and 1993, respecively

For financial reporting purposes, the assets, liobilities, resulls of cperations and cash flows of Groce
Cocoo Asseciates, LP {LP} {see Note 13} are included in Grace's consolidated financial sialements
as a component of disconlinued operations, and the outside investars” interest in LP is reflected os
a minorily interest in the Consoldated Balance Sheet.
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The net assels of Grace's remaining discontinved operafions (excluding intercompany assets)
at December 31, 1995 are as lollows:

Health
Care Cocoa Other Total
Current assets $ 665¢ $2804 $21.1 $ 9674
Properties cnd equipment, net 399.3 193.8 219 615.0
investments in and advances to offilicted companies - - 352 35.2
Orher assets 993.7 622 18.0 1.073 9
Total assals $2.058 9 $516 4 $96.2 $2,691.5
Current ligbililes $ 5338 $193 1 $127 $ 7396
Other labilities 89.8 92.5 106 1929
Tctal ligbilities $ 623.6 $285.6 $23.3 $§ 9325
Net assets $14353 $250.8 $729Q $1,759.0
8. OTHER BALANCE SHEET TEMS
1995 19%4
Notes and Accounts Receivable
Trade receivatles, less ollcwonces of $12 8 (1994 - $95.1} $488.5 $742.0
Notes receivable from insurance corriers - current, net of discounts of $4.3 in 1995 62.0 127.0
Other receivables, less clicwonces of $.1 (1994 - $.1] 463 106.7
$596.8 $975.7
Inventories
Raw and packoging materials $137.1 $1208
In process 78.0 75.3
Finished products 248.6 289.5
Generol merchandise 76.6 627
less: Adjustrent of certain invertories to a lostin/firstout (LFO) basis (48.4) 143 1)
$491.9 $514°2
Other Assets
Prepard pension cos's $245.8 $2206.6
Potent relotionships, less accumuloted amortization of $117.2 in 1994 - 214.9
Delerred chorges 106.9 124.9
Long-erm recevables, less aliowances of $24 7 {1994 - $20.6 83.5 Q2.3
long-term invesiments 69.4 793
Noles receivoble from insurance cartiers — noncutrenl, net of discounts of $7.3 in 1995 564 60.0
Polents ond licenses .0 399
Investments 1n ond advances to affilicted conpanies 17.4 56.0
Other 11.9 76.9
$625.3 $270 8

During 1995 and 1994, Grace entered into agreements 1o sell up 1o $120.0 ond $320.0, respectively,
of inlerests in designated pools of frode receivables lexchding $180.0 in 1995 pertaining fo the discor-
finved health core operofions). Al December 31, 1995 and 1994, $116.0 and $296.8, respectively,
had been received pursuart 1o such sales [excluding $179.8 in 1995 pertaining 1o the discontinued
health core operations); these amounts are reflected as reductions 1o trade accounts receivable. Under
the terms of these agreements, new inlerests in rade receivables are sold as collections reduce previcusly
soid rode receivables. VWhile only inkerests in designated poois of rade receivables are sold, te entire
designated podls are available as the sole recourse with respect to the interests sokd. There is no further
recourse lo Grace, nor is Grace required o repurchase ony of the rode receivables in the pools. The
costs reloted 1o such sales are expensed as incured and recorded as inferest expense and related
financing costs. There were no gains or losses on these Iransactions.

Inventories valued at UFO cost.comprised 21.6% and 18.9% of tokal inveniories of December 31,
1995 and 1994, respectively. The liquidation of prior years' UFO inventory layers in 1995, 1994
and 1993 did not materally affect cost of goods sold in any of these years.
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9. PROPERTIES AND EQUIPMENT

1995 1994
lond § i $ 524
Buildings 595.5 698.3
Machinery, equipment and other 1,967.1 2,080.2
Projects under construction 548.2 397.4
Propetties and equipment, gross 31549 3,228.3
Accumuloled depreciation and amontizotion (1.418.8) {1,498.2)
Properties ond equipment, net $ 1,736.1 $1,730.1

Interest costs are incumed in connection with the financing of cerkin assets prior lo placing them in
service. Inferest costs capitdlized in 1995, 1994 and 1993 were $21.3, $9.4 and $7 4, respectively.

Depreciation ond lease amortization expense relating to properties and equipment omounted lo
$170.4, $158.0 and $146.3 in 1995, 1994 and 1993, respectively.

Grace's rental expense for operating leases amounted 10 $25.7, $28.8 ond $34.3 in 1995,
1994 and 1993, respectively. See Note 12 for information regarding confingent renicls.

At December 31, 1995, minimum fulure payments for operaling leases are:

1996 $ 280
1997 226
1998 190
1909 15.4
2000 145
Loter years 268
Total minimum lease payments $126.3

The above minimum lease payments reflect sublease income of $11.6 per year for 1996 through
2000 and a tolal of $28.0 in later yeors.

10. DEBT
1995 1994
Short-Term Debt
Bank borowings (6.2% weighted average interes! rale at yearend 1995 $ 2953 $ -
Current maturities of longterm debt 222 166.6
Other shorterm borrowings™ 320.8 204.3
$ 638.3 $ 4309
Long-Term Debt
Commercial paper {6.2% and 6.0% weighted average interest rates of yearend
1995 ond 1994, respectively}” $ 457 $ 55
Bank borrowings (6.2% ond 5.8% weighted average interes! rates of yearend
1995 ond 1994 respectively}" 304.3 103.5
8.0% Noles Duve 2004~ 300.0 300.0
7 .4% Notes Dve 20001 287.0 300.0
7.75% Notes Dve 20024 1310 150.0
6.5% Notes Due 19952 - 150.0
Term loan Agreement (6.3% weighled overage interest rate at yearend 1995) 0.0 -
Medium-Term Notes, Series A (6.9% weighted average interest rate ot yearend 1995 and 1904)* 128.5 128.5
Sundry indebledness with vorious maturities through 2002 91.2 127.9
. v37.7 1,2654
Less current maturities of longterm debr 22.2 - 1666
§1,295.5 $1,008.8
Fullyeor weighted overoge interest rate on tolal debt™ 7.8% 5.8%

™ Under bank revolving credit agreements n effect at yearend 1995, Grace may borrow up 1o $950.0 at inevest rates based upon the prevaring prime, Federal funds and /or
Eurodolior rotes. Of that amount,_$600.0 is availoble undier shortenm iacilives, wih $350.0 expiring on August 29, 1996 and $250.0 axpwing on September 30, 1996;
ond $350.0 is ovurioble under @ fongem focility exonmg on September 1, 1999 These agreements aisa support e 1ssuance of commercil paper and bank borrowmgs,
3645.3 of which was outsionding ot December 31, 1995 [included i ShortTerm and long-Tesm Debt above). At December 31, 1995, he aggregate amount of net unused
and urreservad bomowings urder the shortterm and long-lerm facilities was $304 7. Grace's ability to borrow under the curent kciliias 13 subject fo complance with vanous
cavenants, inchding maintenance of ratios of 1oiol debt 1o 1ofo! capiiofizanon ond inleres! coveroge
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7 Represents borrowings under vonous lines of credit and other miscellaneous bortowings, prmaniy of nonl) S. subsidanes ‘

™ During the thrd quorter of 1994, Groce soid $300.0 of 8.0% Notes Dve 2004 of on mitel pubiic offenrg price of 99 704% of par. 10 yrekd 8.03% iverest s payobe
-semuannually, and the Notes moy not be redeemed prior 1o matunty

* Dunng the first quorter of 1993, Groce sold ot par $300.C of 7 4% Nodes Due 2000. interest is payoble semannually, and the Nosas moy not be receemed pror 1o matunty.
however. Grace has repurchased Notes from lime ko tme in response 1o wnschiciied offers receved through banks ond brokers.

w During the thud quarier of 1992, Groce sokd at por $150 0 of 7 75% Noles Due 2002. Imerest 13 payable semannucily, ond the Nows may not be redeemed pror 1o mokunly,
however, Groce has repurchased Notes from hme o time in response lo unsoicred offers receved through bonks and brokers

= Dunng the fourth quorer of 1992, Groce sold $150 0 of 6.5% Notes Dve 1995 at on immaf public offermg price of 99 758% of par, 1o vield 6 59X The Notes were
paid ot matunly n the fourth quorier of 1995

" Duning the second qurer of 1995, Grace enkered mio o threeyear term loan ogreement with a matunly acte of Apnil 24, 1998 The agreement provides for merest
of a Evrodolior floating rate, with iverest payable semiannually.

* During the second quorles of 1994, Groce emered info an ogresment providing for the issvonce ond soke lrom fime 10 ime of #s Mednm-Term Notes, Senes A (MINs!, wih an
oggregase issue poce of up lo $300.0 The MTNs may bear interest 0! ewher fixed or floatrg rotes and have moturily doles more thon nine months from thew respectve doses of
1ssvance inerest on each fixeo rare MIN 1s poyabie semannually, and interest on sach floahng rare MTN i3 payoble as established at the wme of issuonce

* Compuiahon includes nlerest expensa allocared lo discontinued operations

Payment of a majority of Grace's bomowings may be occelerated, and its principal bomowing
agreements terminated, upon the occurrence of o default under cerain Groce barowings.

Scheduled maturities of longterm debt cutsianding ot December 31, 1995 are: 1996 - $22.2;
1997 - $113.2; 1998 - $46.4; 1999 - $351.2; 2000 ~ $350.3; ond thereafter — $434.4.

Interest expense, excluding reloted financing costs and amounts allocated to discontinued
operations, for 1995, 1994 and 1993 amounted lo $53.3, $30.9 and $33.7, respectively.
Inchiding amounts allocated fo discontinued operations, interest poyments made in 1995, 1994 ond
1993, excluding reloted financing costs, amounted 1o $183.1, $101.8 and $109.0, respectively.

A registration statement thot became effective in 1994 covers $750.0 of debt and/or equity
securities that may be sold hom lime Io time. At December 31, 1995, $321.5 lincluding up Io
$171.5 of MTNs) remain ovailoble under the registiation siatement.

11. FINANCIAL INSTRUMENTS

Llong-Term Debt/Interest Rate Agreements

To manage exposure to changes in interest rates, Grace enters inlo inlerest rale agreements, most

of which have the effect of converting fixed-+ate debt inlo variablerate debt based on the London
Interbank Offered Rate. At December 31, 1995 and 1994, the notional amounts of Grace's inferest
role swaps consist of the following: $1,219.5 ond $1,013.5, respectively, which convert fixedate
debt into variable-ale debt; and $626.0 and $1,200.0, respeciively, which conver variableTate
debt info fixedale debt. Notional amounts do not quaniify risk or represent assets or liabilifies of
Grace, but are used in the colculation of cash setflements under the ogreements.

Grace's debt and interest rale management obiective is fo reduce its cost of funding over the long

“ferm, considering economic conditions and their polential impact on Grace. The skalegy emphasizes
improving liquidity by developing and mainiaining access fo a variety of longterm and shorterm
capilal markets. Grace enters into siandard interest rale swaps that have readily identifioble impacts
on interest cost and are characierized by brood market liquidity. Groce is not a porly lo leveroged
inierest rate agreements.

Duiing 1995 and 1994, Grace redlized negative)/ positive cosh flows of ${16.5) and $10.0,
respeciively, from inerest rate agreements. Realized gains and losses on inferest rate agreements are
omortized o inlerest expense over a period relevant o the agreement (1 ~ 10 years|; at December
31, 1995 ond 1994, unamortized net gains were $31.7 and $43.0, respectively. At December
31, 1995 and 1994, Grace would have been required 1o pay $32.5 and $118.1, respectively,
to refire these agreements. The maturities and notional amounts of the swaps closely maich underlying
debt instruments. This will result in the changes in the fair value of swaps being substantially offset by
changes in the fair valve of the debi.
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Fair Volue of Financial Instruments

At December 31, 1995 and 1994, the recorded value of financial instruments such as cash, short
ferm investments, race receivables and payables and shorterm debt approxmated their fair values,
based on the shorterm maturiies and floating rate charactenstics of these insruments. Additionally, the
recorded value of both lengterm investments and receivables approximaed foir volues. At December
31, 1995 and 1994, the kair value of longterm debt was $1.361.1 ond $1,212.1, respectively.
Fair value is determined based on expected future cash flows |discounted at market interest rotes),
quotes from financ ol insfitutions and other appropriate valuation methodologies. Grace does not

hod or issue financial insiruments for rading purposes.

Foreign Currency Conirads

Grace conducts business in ¢ wide variety of cumencies and consequently enters into foreign
exchange forward and option conliac!s to manoge its expasure fo fuctuations in foreign currency
exchange rales. These contracts generally involve the exchange of one currency for another at a future
dote. At December 31, 1995 ond 1994, Grace had nolionat principal amounts of approximately
$45.5 and $10.0, respectively, in contiocts to buy or sell foreign currency in the future. The recorded
values at December 31, 1995 and 1994, which approximated fair valie based on exchange ates
at December 31, 1995 ond 1994, were not significan,

Credit Risk

Grace is exposed fo credil risk lo the exient of potential nonperformance by counterparties on finorciol
instruments. The counlerparties to Grace's inferest rale swap agreements and currency exchange
conhacls comprise o diversitied group of major financial institulions, all of which are rated investment
grade. Credit fisk is further reduced by bilatera! neting agreements between Grace ond its counterpar-
ties. As of December 31, 1995, Graces credit exposure was insignificant and limited 1o the air valve
sialed above; Grace believes the risk of incurting losses due to credit risk is remote.

Market Risk .

Exposure to markei risk on financial instruments results from Huctuations in interest and currency rates
during the periods in which the contiacls are outsianding. The markdormorket valuations of interest rate,
fereign currency agreements and of associoled underying exposures are closely monilored at all times.
Groce uses portfolio sensitivities and stress tests to monilor risk. Overalf finoncicl sirategies and the
effects of using derivolives are reviewed per odically.

12. COMMITMENTS AND CONTINGENT LIABILITIES
Grace is the named tenanl or guarantor with tespect 1o certain leases entered into by previously
divested businesses. The leases, some of which extend through the year 2015, hove huture minimum
lease payments aggregating $121.¢ (including leases assigned Ic the previously divesied Hermans
business having future minimum lease payments of $14.6), offset by $119.8 of future minimum rental
income from tenonis and subteaants. :

In oddition, Grace 15 the named tenart or guaranior with respect 1o leases entered info by
a previously divested home center business that had been rejected in bankrupicy. These leases have
future minimum lease paymenis of $47.0. fuily offset by $48.5 of futre minimum rental income from
tenonts ond sublenants

Grace is also conlingently liable with respect o leases entered ino by REG's subsidiaries. After
undergaing a reorganization in 1993, REG (now named Family Restourants, Inc.} has agreed 1o
indemnify Grace with respect 1o these leases. Al December 31, 1995, these leases have futre

wr GRACE 2 cO. T2 1995 ANNUAL REPORT



minimum lease payments of $64.2, fully offset by fulure minimum rental income from fenants and
sublenants.

Groce believes that the risk of significant loss from the obove lease obligations is lemole, except that
Grace may incur losses relating o the Hermans and REG ieases as the result of recent developments.
The likelihood and amovnts of these losses cannct be reasonably estimaled. In addition, Grace s liable
for other expenses {primorily property toxes) reloting to the obove leases; these expenses are paid by
the tenants and sublenants. ,

Grace is subject 1o loss contingencies resulting from environmentol laws and regulations thar,
among other things, impose obligations kb remove or miligate the effects on the environment of the
disposal or release of subskances at various sites. Grace acciues for anticipated costs associoted with
inveshgatory and remediotior. efforts where an assessment has indicated that a loss is probable and
can be reasonably estimated At December 31, 1995, Grace's liability lor environmental investigotory
and remediation costs related to confinuing and discontinued operations tolalled approximately
$280.3, as compared fo $216.0 ot December 31, 1994. The principal reason for this increase
is a chonge in the estimated costs of remediation at former manufactuting sites.

In 1995 and 1994, pericdic provisions were recorded for environmental and plant closure
expenses, which include the costs of fulure environmental investigatory and remediation acfivities.
Additionally, in the fourth quarter of 1995 and first quorter of 1994, Groce recorded pretax provisions
of $77.0 and $40 0 1$50.0 and $26.0 afiertax), respectively, principafly lo provide for ature costs
reloted to remediation activilies required at former manufactur ng sites. These provisions ore included
in the Consolidoted Statement of Operctions as part of cost of goods sold and operating expenses.
in 1995, 1994 and 1993, Giace ncumed costs of $31.3, $30.8 ond $44 4, respectively, ©
remediate ils environmentally impaired sites. These amounts hove been charged oguinst the previously
established reserves. Fulure cash outlays for remediation costs ore expected 1o toidl $30.0 in 1996
and $20.0 in 1997. Grace considers its currert reserves to be odequate to cover its environmentol
liabilities. Additionally, Grace's classification between current and noncurrent liobilities with respect to
its environmental reserves is considered appropricte in relation to expected future cash outiays.

Grace's environmental liobilities ore reassessed whenever circumstances become better defined
and/or remediation efforts and their costs can be betier estimated. The measurement of the liability is
evaluoted quarterly based on currently available information, including the progress of remedial investi
galion ot each site, the curren* status of discussions with regulatory authofities regarding the methed and
extent ct remediation at each sile, and the apportionment of costs among potentially responsible parties.
As some of these issues are decided [the ouicome of which is subject 1o vorious uncertainties) and/or

“new sites ore assessed and costs con be reasonably estimated, Grace will coninue fo review cnd
analyze the need for odjustments fo the recorded accruals.

See Note 7 for a discussion of commitments and contingent liabilities pertairing o NMC.

13. MINORITY INTEREST

Minorily inlerest consists of o limited porinership interest in LP. The tolal capital of LP of December 31.
1995 was approximately $1,488.0. LP's assets consist of Grace Cocoa’s workdwide cocca and
chocolote business, longterm noles and demand loans due rom various Grace entifies and guaranteed
by the Company and its principal operating subsidiary, and cash. Groce had $347.0 of borowings
from 1P ot December 31, 1995, Four Grace entities serve as general partners of LP and own general
parnership interests iotalling 79.03% in LP; he sole limiled parmer of LP. which inilially acquired ils inter-
est in P in exchonge for a $300-0 cash capital cantribution {$297.0 of which was funded by outside
investors), owns o 20.97% limited parnership inlerest in LP. LP is a separate and distinct legal entity from
each of the Grace entilies and has separate assets, liabilities, business functions and operations. For
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financial reporting purposes, the assets, liabilities, resulfs of operations and cash flows of LP are includ-
ed in Grace's consolidated financial siatements as a component of discontinued operations and the
outside investors’ interest in LP is reflected as a minority inlesest.

14, SHAREHOLDERS' EQUITY
The weighted average number of shares of common stock outstanding during 1995 was
95,822,000 (1994 - 93,936,000; 1993 - 91,461,000
The Company is authorized 1o issue 300,000,000 shares of common stock. Of the common stock
unissved at December 31, 1995, approximately 7,655,000 shares were reserved for issuance
putsuont 1o stock options and other siock incentives. In addition, at December 31, 1995, approximorely
105,084,000 shares were reserved for issuance under Common Stock Purchase Rights (Rights).
A Right is issved for each outsianding share of common stock; the Rights ore not and will not become
exercisable unless and until certain events occur, and of no time will the Rights have any voting power.
Preferred stocks authorized, issued and outsionding are:

Por Value of
Shares as of December 31, 1995 Shares Outstanding
Authorized In Out
ond lssved Treasury sianding 1995 1994 1093
6% Cumulative™ 40,000 3,540 36,460 p< 336 336
8% Cumulative Class A? 50,000 33,644 16,356 16 1.6 1.6
8% Noncumulative Class B# 40,000 18.423 21,577 22 2.2 2.2
§7.4 $7.4 $7.4

"1 60 vores per share.
“16 voles per shcre.

Dividends paid on the preferred stocks amounted o $.5 in each of 1995, 1994 and 1993
The Certificate of Incorporation also authorizes 5,000,000 shares of Class C Prefered Stock,
$1 par value, none of which has been issved.

15. STOCK INCENTIVE PLANS
Stock options are granted under the Company's stock incentive plans. Each option has an exercise
price equal to the foir morket value of the Company’s Common Stock on the date of grant. Options
become exercisable of the time or hmes determined by the Compensation Commitiee and may have
terms of up o ten years and one month.

Changes in outsianding common stock options are summarized below:

1995 1994 1993
Averoge Average Average
Number Exercise Number Exercise Number Exercise
of Shores Price of Shares Price of Shores Price
Balonce ot beginning of year 7,612,888 $38.08 6,965,304 $36.48 6,365,187 $35.00
Octions granted \,704,_152 46.66 - 1,358,900 42.27 1,461,425 38.00

9,317,038 B.324,204 7,826,612

Options exercised ) (3,551,123 38.20 {606,444) 29.21 {683,255) 25.89
Options terminated or canceled (rARAL) 42.27 (104872) . 37.33 178,053} 40.13
Balonce ot end of year 5,694,196 40.45 7,612,888 38.08 6,965,304 36.48

At December 31, 1995, opfions covering 4,172,391 shares {1994 - 5,633,761; 1993 -
5,056,256 were exercisable and 1,913,163 shares | 1994 - 3,547,004; 1993 - 1,804,122
were available for additional grants. Currently outstanding options expire on various dates between
February 1996 and July 2005.
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Groce will odopt the disclaswre requirements of SFAS No. 123, *Accounting for SkockBased
Compensation® in 1996. However, Groce anficipales that it will confinue 1o follow the measurement
provisions of Accounting Principles Board Opinion No. 25, "Accounting for Slock Issued 1o
Employees,” as permided by SFAS No. 123.

16. PENSION PLANS
Groce mainkins defined benefil pension plans covering employees of cerkain units who meet age
and service requirements. Benefits are generally based on final averoge salary and years of service.
Grace funds its U.S. pension plons in accordance with Federal kaws and regulations. NondU.S.
pension plans are funded under o variety of methods because of differing local kaws and cusioms and
therelore cannot be summarized. Approximately é0% of U.S. and nonU).S. plan assets ot December
31, 1995 were common siocks, with the remainder primarily fixed income securilies.

Pension cost/benefit} is comprised of the following components:

1995 19904 1993
U.S. Non-J.S. U.S. NorJ.S. u.sS. Non).S.

Service cost on benefits eamned during the year ~ $ 14,6 $105 $198 $134 $ 127 $ 95
Interest cost on benefits eamed in pror years 50.6 214 46.9 19.3 338 17.1
Actudl freturn)/loss on plan assets (132.3) 52.09 169 10.6 (101.7) {56.7}
Deferred loss/Igain) on plan assess rAN 26.2 {84.6) 137.4) 551 36.0
Amortization of net gains and prior service costs (.8) (.8) 7.1 (1.6} 4.9) (1.7
Net pension cost/[benefil} $ 32 $ 53 $8.1) $ 43 $ 5.0 $ 42

The funded stalus of these plans wos as follows:

u.s. Non-U.S.
Assets Exceed Accumulated Assets Exceed Accumuloted
Accumuiated Benetits Accumuloted Benefits
Benefits - Exceed Assets Benefits Exceed Assels
1995 1994 1995 1994 1995 1994 1995 1994

Actuanal present volve of

benefit obligation:
Vested $679.6 $536.2 $52.0 $ 39.0 $1335 31142 $67.5 $57.2
f\ccurnulmed benefit obligation $680.4 35408 $52.0 $390 $139 $1153 §75.1 $64.4
Total projected benefit obligation  $710.0  $596.3 $557 $404 $1894 31585 $924 $818
Plan assets at fair volve 795.8 751.6 - - 302.5 255.8 7.3 12.5
Plan assefs in excess of/{less than)

projecied benefit obligation 85.8 155.3 {85.7} {40.4) 1131 Q7.3 (85.1) 169.3)
Unamortized net lgain]/loss -

at initial adoption ey (89.5) 49 5.6 6.3) (8.4) 4.5 46
Unomortized prior service cost: anz7 13.0 16.3 18.3 3.6 4.0 - -
Unvecognized net loss//{gain: 976 623 846 1.1 60 (7.4) B2 56
Prepaid/laccrued) pension cost $1514 314 $(25.9  $(15.4) $944 § 855 $(83. $(70.3]

The following significant assumpions were used in 1995, 1994 and 1993:

1995 1994 1993
us. Non-U.S. us. NorJ.S. us. NonlJ.S.
Discount rate at December 31, 7.25%  5.1-11.6% . 85% 50-120% 7.5% 45- 92%
Expected longterm rate of relum 90 60-10.5 90 6.0-10.5 9.0 60-105
Rate of compensation increase 45 40- 7.5 55 40~ 75 5.5 35- 75

Grace's Refirement Plan for Salaried Employees [Plan) conlains provisions undes which the Plan
would auiomatically termincie in the event of a change in confrol of the Compony, and Plan benefits
would be secured through the purchase of annuity contracts. Upon such femination, a porion of the
Plan’s excess assats would be placed in an imevocable rust to fund varicus employee benefit plans
and arrangements of Grace. and any balance would be retumed to Grace.
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During 1995, Grace approved a costoHiving increase, effective January 1, 1996, for refirees
under the Plan ond Grace’s Retirement Plan for Hourly Employees of Conadian subsidiaries.

17. OTHER POSTRETIREMENT BENEFIT PLANS

Grace provides cerain other postretirement healih care and life insurance berefils for retired empioy-
ees of specified U.S. unis. These refiree medical and iife insurance plans provide various levels of
benelits to employees [depending on their date of hire) who relire from Groce afier age 55 with at
least 10 years of service. The plans are curenty unfunded.

Grace applies SFAS No. 106, which recuires the occrual method of accounting for the future costs
of poswetirement health core and life insurance benefits over the employees’ yeors of service. Grace
pays the costs of posiretirement benelits as they are incurred.

Included in other liabililies as of December 31, 1995 and 1994 are the following:

1995 1994
Accumulated postretirement benefit obligation-
Retirees $209.0 $1926
Fully ehgible participanis 15.2 ‘ 12.1
Active ineligible participonis M4 26.3
Accumulated postretirement benelit obigation 258.6 2310
Unrecognized net loss (54.9) 128.5}
Unrecognized prier setvice benefit 4.3 48.6
Accrued postretirement benelit obligatior $248.0 $251.1

Net periodic’ poshetitement benefit cost for the years ended December 31, 1995, 1994 and
1993 is comprised of the following components-

1995 1904 1993
Service cost $ 1.6 $ 21 $ 22
Interest cost on accumulaled poshetirement benefit obligation - 18.3 16.2 13.2
Amortization of net loss 2 1.2 2
Amorlization of prior service benelit {4.3) (4.3 {4.5)
Net periodic posiretirement benefit cost $15.8 $152 $11.1

During 1992, Grace's refiree medical plans were amended 1o increase cost sharing by employees
refiring after January 1, 1993. This amendment decreased the accumulated postielirement benefit
obligafion by $44.3 ot December 31, 1995 ond will be amortized over an average remaining
fuure service life of approximately 11 years.

Medical care cost rend rates were projected al 10.7% in 1995, declining lo 6.0% through
2003 ond remaining level thereafter. A one percentage point increase in each year's assumed
medical care cost rend rate, holding all other ossumptions constant, would increase the onnual net
periodic postrelirement benefit cost by $2.5 and the accumulated postretirement benefit obligation
by $20.2. The discount rates ot December 31, 1995, 1994 ard 1993 were 7.25%. 8.5%
and 7.5%, respectively.

Effective Jonuary 1, 1994, Grace adopled SFAS No. 112, “Employers’ Accounting for
Postemployment Benefits,” which requires accrual accounting for nonaccumulaling postemployment
benefits. Grace's primary postemployment obligation is for disabled workers' medical benefits. These
are currently included in accrued postretirement costs under SFAS No. 106. The odoption of SFAS

No. 112 did not have a maleriol effect on Grace's results of operations or financial position.
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18. GEOGRAPHIC AREA INFORMATION .
The table below presents information related to Grace's specialty chemicals segment fiis only industry
segment] by geographic area for the years 1995 -1993.

States Canoda Europe Pacific Americo Total

Sales and revenves 1995 $1,693 $i28 $1,147 $a45 $253 $3,666
1994 1,558 12) @55 366 218 3218

1963 1432 123 852 307 182 2,896

Pretox operaling {lossl/income’™ 1995 120 23 39 62 10 14
1994 [133) Q 69 56 20 21

1993 23 7 38 44 13 125

Identifiable assets'” 1995 2,031 101 998 4 246 3,787
1094 1,796 83 905 308 208 3.300

1093 2.042 81 720 243 154 3240

Pretax operating income ond lokal identifiable assets for the specialty chemicals segmert are recon
ciled below to income from continuing operations before income taxes and consolidated fotol assets,
respectively, os presented in the Consolidated Siolement of Cperations ond the Consolidated Balonce
Sheet. Groce allocates to its specially chemicals segment gereral corporate overhead expenses,
general corporate research expenses and cerlain other income and expense ilems thot can be
identifed with specialty chemicals operations.

1995 1094 1993
Prelox operating income - specially chemicals segment - $ 4 $ § 125
Interest expense and related financing costs ) {50! {431
Corporore restructuring costs ond asset impairmenls/other aclivities {122 - -
Provisions relating to environmental liabilities at tormer manulacturing sites 77 140) -
Provision fer corporoile governance ‘ (30} - -
Gain on sale of remaining interest in REG - 27 -
Corporale expenses previously allocoted to health core operations'™ (38) (37 (37
Orher ‘ncome/[expenses), nel 12 (%) (16}
(Loss)/income from continuirg operations before income raxes $ (312) $ (88 $ 29
Identifiocble ossets ~ specialty chemicals segment $3.787 $3,300 $3.24C
General corporate assels™ . 752 860 8I11
Disconhnued operalicns’ net assets 1,759 2,07 2,058
Total assets §6,298 $6.231 $6,109

“Inctudes fol 1995 1994 ond 1993 presax proasions o $275. $316 and §159 respsciively. 1eigung lo asbestos-reloted iaiines ard msurance coverage (see Note 2 o
fuether nfoimation). ond b} 0 1995 prelax charge of $98 relaing 1o resiuciinrg costs, asse! imoanments ond crher costs (see Note S for Jurther i fomaion).

*" Inciudes asbestosreloted receivobies and selements cue flom nsuronce conrers. net of discouns, ot $321 0ad $118 respectvely. i 1905, $513 cnd $187, rescecively,
in 1994 ang $962 anc $1 14, raspectvely, 1n 1993,

* ibese cos's will ot be assumed by NMC foilowng the compietion of #s proposed seporation om Grace. ond it is expecied mal these costs wi¥ be ehmincled

“ General corporote assets consust principolly of deferred tax osses. precaid pension costs, ond compurate receivables and mvesiments

19. SUBSEQUENT EVENTS
As more fully discussed in Note 7, in February 1996, Grace and Fresenius entered into a definitive agreement to combine NMC
with Fresenius” worldwide dialysis business. The transaction is expected to be completed by the third quarter of 1996.

In March 1996, Grace announced that it had entered into @ definitive agreement 1o sell its Grace Dearbom water treaiment and
process chemicals business to Betz laboratories, Inc. for $632.0. The transaction is expected lo be completed in the second quorter
of 1996.
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MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL REPORTING

Management is responsible for the preparation, as well os the
inlegrity ond objectivily, of the consolidoted financial siatements
and other financial information included in this report. Such
imancial information has been prepared in conformity with
generally occepted occounting principles and accordingly
includes certain amounts thal represent management's best
esfimates and judgments.

For many years, management has maintained intlemal control
systems to assist it in fulfiling its responsibility for financiol report
ing, ncluding careful selection of personnel; segregation of
duties; formal business, accounting and reporting policies and
procedures; and an intemnal audit fundion. While no system
can ensure elimination of all emmors and iegularities, Grace's
systems, which are reviewed and modified in response lo
changing conditions, have been designed 1o provide reasonable
assurance that assets are safeguarded, policies and procedures
are followed and ransactions ore properly executed and reporied.
The concept of reasonable assurance is based on the recognition
that there ore limitations in all systems ond that the cost of such
systems should not exceed the benefits to be derived.

The Audit Committee of the Board of Directors, which is
comprised of directors who are neither officers nor employees
of nor consuttants lo Grace, meels regularly with Grace's senior
linancial personnel, internadl auditors and independent certified
public accountants to review audit plans and results os well as
the actions laken by management in dischorging ifs responsibilities
lor accounting, financial reporting and internal conirol sysiems.
The Audit Commitiee reporis its findings, and recommends the
selection of independent certified public accountants, to the
Board of Directors. Grace's manogement, internal audifors and
ndependent certified public accountants hove direct and conk-
dentiol access 1o the Audit Commitiee at all times.

The independent certified public occountants are engaged
to conduct the audits of and render a report on the consolidoted

financial stalements in accordance with generally accepted audit
ing standards. These skandords require a review of the systems of

internal controls and fests of fransactions fo the extent considerad
necessary by the independent certified public accountants for
purposes of supporting their opinion os set forth in their report.

gL

Chairman, President ond
Chief Executive Officer

Peter D. Houchin
Senior Vice President and
Chief Financial Officer

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Price Waterhouse LLp ”
One East Broword Boulevard
Ft. Llouderdale, Ft 33301

Jonuary 31, 1996

To the Shoreholders and Boord of Diredors of W. R. Grace & Co.
In our opinion, the consolidated finonciol siatements appearing
on pages 24 thiough 49 of this report present foiry, in all male-
il respects, the financial position of W. R. Grace & Co. and
subsidianes (Grace) ot December 31, 1995 and 1994, and
the rasults of their operations and their cash flows for each of
the three years in the period ended December 31, 1995, in
conformity with generally accepted accounting principles. These
financial siolements are the responsibility of Groce's monagement;
our responsibility is fo express on opinion on these financial
statements based on our audits, We conducied our audits of
these sialements in occordance with generally occepied auditing
standards which require that we plon and perform the audit

o obiain reasonable assurance aboul whether the financiol
statements are free of material misstatement. An cudit includes
examining, on a test basis, evidence supporting the amounts
and disdosures in the financial siatements, assessing the
accounting principles used and significan) eslimates made

by management, ond evaluating the ovesall financial stotemen
preseniation. We believe that our audits provide o reasonable
basis for the opinion expressed obove.

%Ix ﬂm LLpP
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QUARTERLY SUMMARY AND STATISTICAL INFORMATION
Uraudited — doilors 1n millions, excepl per shore

Quarter Ended L 1Q 2Q e 4Q
1995

Tokol sales ond revenues $853.4 § 9323 $946.4 $933.4
Cost of goods sold and operoting expenses 500.9 550.7 566.0 626.1
Net income/|loss) 47.57 78.7 21.7¢ (473.8)*
Earmings/floss) per share:”

Net earnings/{loss) $ 50 $ 83 $ 22 $ 4.87)
Fully diluted eamings per shore: X

Net eornings/lloss) $ A $ 80 . $ 22 s =
Dividends declared per common share $ .35 $ s $§ 35 $ 125
Markel price of common stock:?

High $ 544 $ 65% § 7w § 664

low 8% 51% 61% 54%

Close 53% 6% 66% 59%
1994
Tokal sales and revenves $675.4 $782.9 $815.5 $044.4
Cost of goods sold and operaling expenses 437.8 464.5 475.0 523.5
Nel income/ {loss) 38.2® (134.3)@ 760 103.4
Earnings/(loss) per share:™

Net earnings/{loss} $ 4l $ (1.43) $ 8l $ 110
Fully diluted earnings per share:

Net earnings/(loss} $ 40 % o $ 80 $ 100
Dividends declared per common share $ 35 $ .35 $ 35 $ 35
Market price of common stock:*?

High ) $ 4064 $ 43 $  42% $ 4%

low 40% 39 384 36

Close 41% 39% 414 38%

" Per share results for the four quarters differ from fultyeor per share rasults, as a seporare computation of samings per shore is made for sock quoner presened
“ Pancipol moarket. Naw York Stock Exchange.
“includes a $i2.5 charge ko mamers rekiing 1> corporate governance.
“Includes ¢ $27 | charge for restucturirg cosn; a $6.1 chorge lor moters refanng Yo coporate governonce; and o $33 5 charge 10 the discontinued heait: core
operanons, primarily relating Kk osset impoirments i
*Inctudes 0 $178 7 provision relcting 1o asbesiosrelated liobilites and nsuiance coverage. o $.50 C provision for

Specialty Chemicols. envikonmentol liobfities, ¢ §116 9 chorge lor resiniciunng cosis, osset impatiments and ofher #ems; o $151.3 provision
Pretax Operating Income for cther discontnued operations. and o $68 @ charge ‘o the discontinved heotth care opciations, prmanty relaling to assel
{belore special items| fmpoiments and other tems

1$ millions) = Not preserved as the sffect 13 antrdilutive

™ Centamn omounis have been reclassified Jo conform lo the 1995 prasemotion

* includes a $27.0 gain on the sole of Groce s remaiming interest in The Restaurant Enterprises Group, Inc. IREG), ofiset
by a $26 O proviston, primarly for environmenial fiobiliias

P includes o $200.0 rensiarement of a provision relating lo asbesioseloted insurance coverage

W 1994-53365
W1995-33874
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CAPITAL EXPENDITURES, NET FIXED ASSETS AND DEPRECIATION AND LEASE AMORTIZATION

Doiiars i mithons

Depreciation and
Copial Expenditures” Net Fixed Assets lease Amortization'

1995 1994 1993 1995 1994 1993 1998 1994 1993
Operoting Group
Specially chemicals $459 3329  $20@ $1,581 31262 $1,049 $155 4144 3135
Generdl corporate 49 30 2! 155 144 128 15 14 H
Tolal continuing operations 508 359 230 1,73 1406 1,177 170 158 146
Discontinved operalions 30 86 80 - 324 277 - - -
Total $538 %445  $310 $1,736 $1.730 $1.454 $170 3158 $146
Geographic Location
United States and Canada $246 3202 3126 $ 89 3 714 § 608 $75 $77 $74
Europe 100 75 57 44) 382 321 59 51 46
Otner areas 113 52 26 27 166 120 21 16 15
Subtotal 459 32% 209 1,581 1,262 1,049 155 144 135
Generol corporale 49 30 21 155 144 128 15 14 11
Tokal contnuing operations 508 359 230 1736 1406 1177 170 158 146
Discontinued operations 30 86 80 - 324 277 - - -
Tolo! $538 3445  $310 $§1,736 31,730 $1,454 $170  $158  $14¢6

" Exclucles caprral expendities cf discorimed operotans subsequen! to ‘heir clossibcotion os such.
' Cengin 1994 ond 1993 omoun's have bsen reclassied Jo conform 1o the 1985 prasenanon
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FINANCIAL SUMMARY"
Oollors in midicns excect per shore omounts
1995 1994 1993 1902 1991
Statement of Operations
Sales and revenues $ J,665.5 $3.2182 $2.895.5 $3.061.8 $3,326.2
Cosl of goods sold and operating expenses 2,23.7 1.96008 1,746.7 1.8718 2,027.9
Depreciakon and amorfizanon 186.3 165.0 153.5 164 5 178.3
Interest expense and reloted hnancing costs 713 495 42.9 494 73.7
Research and development expenses 120.6 106.8 1115 1052 102.0
Loss)/income hom continuing operations before income laxes (312.4) 188.0! 292 813 256.5
[Benetit from)/provision for income taxes (15.9) 146.6) 10.1 799 99.1
Income from continuing operations before special ilems” 194.7 157.6 119.1 146.5 153.9
{loss)/income from continuing operations (196.6) (41 4j 191 1.4 157 4
[loss)//income from discontinued operations™ {129.3) 1247 69 {105.9) 61.2
Cumulative effect of accounting ctanges - - - (190 0) -
MNet {loss}/income (325.9} 83.3 260 (2904.5) 2186
Financial Position
Cutrent gssets $ 1,681 $2,228 9 $2.077.6 $2,091.4 $1,990.0
Current ligbilities 2,214.2 2,231.5 1,092.6 1.639.6 1,622.}
P-operties and equipment, nel 1,736.1 1,730 1 1.454.) 1.707.9 2,558.2
Total essets 6,297.6 6.230.6 ¢.108.6 5,598.6 ¢.007.1
Total debt 1,932.8 1.5207 1,706.1 1,819.2 2.259.4
Shareholders' equily — common stock 1,224.4 1,497 1.510 2 15375 2,017.7
Data Per Common Share
Earnings from continuing operations betore special ilems®? $ 20 $ 168 $ 130 $ .63 $ 176
{Loss)/ earnings from conlinuing operations {2.03) 1.45) .20 o0l 1.80
Cumulatve effect of accourting changes - - - 12.12) -
Net (lossl/eornings (3.40) 88 .28 13.29) 2.50
Drvidends 1.175 1 40 1.40 1.40 1.40
Book valve 12.57 1561 16.16 17.10 2277
Averoge common shares ottstanding /thousonds] 95,822 93,936 Q1,461 89,543 87.236
Other Stafistics
Dividends paid on common stock $ N $ 1315 $ 1279 $ 1254 $ 1220
Caprial expenditures 537.6 444.6 309.6 3984 447 0
% Tolal debt 1o tokal copital 61.1% 50.4% 52.9% 54.1% 52.7%
Common sharehotders of record 19,496 18,501 19,358 20.869 21,949
Comrron stock price range T1% - 38% 464 - 36 41% - 34% 45-32 40% - 23%
Number of employees - continuing operations [thouscnds) 21.2 206 204 200 21.8
" edan priot veo- amounts have been reclassifed o conlorm 1o the 1995 presentunon
“ncome from conknuing operanons belore speciol ilems weconciles 1o flossis inccme from cannauing aperanors as follows:
1995 1904 1903 1992 1991
‘ncome hom confnuing operatrons betore speciaf 1tems $194.7 $is75 31191 $ 1405 $153.¢
Speciol Hems {alterkax}.
Frows on fr corporare geverncnce 18.6 - - - -
Gem en sale of remaming uvsvest in REG - 70 - - -
Restructang costs and assel imporments/other aclivities {144.00 - - - -
Prowisions for envronmente! liobilives at former monutocimng stes 50.00 {260 - - -
Provsion rexating 10 a fumed sihco plont - - - {140 0! -
Posteiirement benefits proi ic plan omendments - - - isn -
Stroregre restruchuning gom - - - - 35
Provisions reloiing to asbesros rekted liabilines and wsurance coverage {178.7) {200 0} {100.0! - -
lloss). incoma hom contnuing operanons $(196.6) $ a1 A 5 19 s 14 31574

"he special sems inchxded in the kvegoing table have o'sa been excluded i dewerrinmg eamings per common shore kom contmung cpsranans before speciol tems

inclutes mcome of $220, $124.7 and $115 3 :n 1995 1954 ang 1993, respecived, kom he discontnved health cote operavors. 1995 health care results reflect special
charges toroing § 102 4 reloling fo asset mparments of $83 6, the haseoy' of certom of Groce's haglih core research progroms of $5 6. odditono? costs associoled with

Groces longierm incentve programs applicable 1o NAAC of $4 8, changes m accounting estmoales of $1.8 ard viher tems tomiing $6 &
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Corporate Officers

Chairman, President & CEO
Albert J. Costello

Executive Vice Presidents
Robert H. Beber

General Counsel

Constantine L Hampers
National Medicol Care

Donald H. Kohnken
Chiel of Siof!

Senior Vice Presidents

Larry Eiberger

Strategic Planning ond Development
Pomelo J. Hamilton

Human Resources

Peter D, Houchin
Chiel Financial Officer

James R. Hyde
Groce Dovison

J. Gary Kaenzig, Jr.
Groce Pockaging

Fred Lempereur
Grace Coniainer Products

W. Brian McGowan
Corporale Administralion

Vice Presidents
Robert ). Bettacchi
Grace Consiruction Products

Alan D. Fiers

Groce TEC Sysiems
Stephen E. Karinshak
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Mark Kreger

Toxes

Mary Lou Kromer
Communicotions

Robert B. Lomm
Corporate Secrelary

Peter B. Martin
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Paul McMohon
Treasurer

William L Marwoe-
Humon Resources .~
Alden C. Pierce
Environment, Heolth and Solety -
ion Priestnefl

Grace Deorbomn

Bernd A, Schuite
Corporate Development
Martin B, Sherwin
Commercial Development

David 8. Siegel :

Oeputy Generol Counse
Wiliam B. Sturgis

Groce Packaging/North America

Francois P. von Remoorters
Research

. Board Committess
Albert J. Costello Audit

Chairmon, President ond Chief Mesys. Eckmann,' Macoley,
Executive O“i.’,cf, W. R Groce & Co. SU'W"- Drs. DOC'Y, frick

-

George C. Dacey

Refred Prasident, Sandio Nokonal 2P “"“" ":""""
labomatories {government research Benefits Stock incentive
and developmeni) Messrs. Dulty,' Eckmonn, Holmes,
Edward W. Duffy * tynch. Phipps

Executive of;:&,. Marine Midland Ms. Kamsky; M, lynch;
Banks, bc. {banking) O1s. Dacey, Frick'

Horold A, Eckmann .

Retted Chatrmon and Chief Nominating

Executive Officer, The Alontic Maesys. Dutly, Holmes,
Companles (insuronce) Macauley, Phipps'

Moarye Anne Fox " Chow

Vice President ol Research and

Woggoner Regents Choir in Chemisrry,

University of Texas {education)

James W. Frick

President, jomes W. frick Associoles

(educotional consulting)

Constantine L. Hompers

Executive Vice President,

W. R. Grace & Co.

Thomas A. Holmes

Retired Chairman, President and
Chiet Executive Office, Ingersoll
Rond Company |monufocturing)

Vieginio A. Kamsky

Founder, President and Co-Chief
Exacutive Officer, Kamsky
Associotes Inc. [advisory services
speciglizing in The People’s
Repubiic of China}

Peter S. Lynch*

Vice Chairman, Fidelty
Management & Resaarch
Company {invesiments)

Robert C. Macauley *
Founder and Chairman, Virginia
Fibre Corporation (pockoging)

John E. Phipps
Private invesios

Evgene J. Sullivan*

Retired Chief Executive Officer,
Borden, Inc. [foods, consumer
and industricl goods)

Thomas A. Vonderslice
Former Chairman ond Chief
Executive Officer, M/A-COM
{alectronics manulacturing)

* Rewng Moy 10, 1990,

W.R GRACE & CO. [EXY 1995 ANNUAL REPORT

Shareholder information

Publications

To obioin oddiional information
about Groce, request copies

of Grace's Commitment 1o Core™
progress report on environmenial,
health ond sofety periormance,

the Company’s annual report on
Form 10-K. quonerly reporis on
Form 10-Q or cusrent reports on
Form 8-K. Wiie 1o Report Fulkiliment,
W R. Grace & Co, One Town Canier
Rood, Boca Raton, Fl 334861010
or call (4071362-1380.

Ancwal Mesting of Shareholders
Friday, Moy 10, 1996, 10:30 a.m.
Boca Raton Marriot~Boca Center
5150 Town Cerver Circle

Boco Roton, Florida

Shareholder Assistonce

information regarding shamholder

occounts, dividend payments, siock
fer and reloted should

be directed 1o Groce's ronsier agent:

Chemical Mellon

Shareholder Services

P.O. Box 3068

New York, NY 101163068

{800} 648.8392

Trademarks

Nomes italicized in the jext of this
report are rodemorks, servicemarks
of operaling units of W. R. Grace
& Co. or ifs subsidiaries.

The Grace 1995 Annual Repor!
was prinied on recycled and
recycloble paper. @

All rights resarved
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